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QUESTION 1 

a) Critical areas in the alliance agreement  

Considering the points raised overall, it is surprising that they seem to be addressing the strengths 
of Fujami. Fujami will have been chosen as an ally because it is a good company. However, it may 
be worth considering if there are weaknesses and if measures should be put in place in the 
agreement to guard against these. 

Taking each point in turn: 

Manufacturing quality would be expected to be high given Fujami’ reputation; however, it will be a 
critical part of the assembly process and faults will lead to either delayed delivery (if spotted in 
internal inspection) or else lead to customer dissatisfaction and rework costs to repair faulty items. 

The time of delivery will dictate the volume of sensor inventory which Tristar has to hold and so 
impact on any attempt to run a just-in-time system of manufacturing. It may be necessary to give 
Fujami access to Tristar’s production scheduling system. 

Unlike the other two issues, the point on the provision of technical upgrades does not provide a 
metric for measuring this. It will be difficult to set a minimum performance level as such upgrades 
will be difficult to predict and it would be reasonable for Fujami to reject (or ignore) a vaguely 
worded clause which would not be enforceable. 

The size of the penalties would need to commensurate with damage to the reputation of the product 
from Fujami’ failure. 

Mobile phone customers are notable for having rapidly dropped previous market leaders when their 
products fail to deliver (e.g. Nokia, Blackberry). Therefore, it would be reasonable for potentially 
large penalties to be payable. Tristar should note that these will only be claimable if they hold to 
their side of the agreement and so must carefully attend to the information and resources which 
need to be provided to Fujami. 

 

(3 marks per critical factor up to a maximum of 10 marks) 

 

 

 

b) Strategic alliances for strategy development  

 

Your answers should include the following points. 

 

Strategic alliances are agreements for cooperation or collaboration between businesses, with the 

ultimate result being a synergy where each party will benefit more from the alliance than from 

individual efforts alone. 
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By definition, a strategic alliance is an agreement between two or more parties to pursue a set of 

agreed upon objectives while remaining independent organizations. This type of partnership falls 

between mergers and acquisitions and organic growth. 

 

Pooling resources can always increase the attractiveness of both partners. A knowledge share can 

include anything from marketing skills to management to branding to technical know-how. The 

combination of these shared resources increases the value of each partner in a way that is not 

possible when each business acts alone. Knowledge and resource sharing often increases speed 

to market, reduces operational complexity and increases cost efficiency. 

 

A business can only sustain and grow organically until they reach a certain ceiling, which is 

determined by operational and financial capacity. This organic growth might not be sufficient to 

satisfy the strategic growth requirements of management or stakeholders, meaning that a business 

cannot grow and extend itself enough without the expertise and support of an external partner. 

 

Entering a new market almost certainly involves overcoming localized risk and operational hurdles. 

Often, forming an alliance with an “on the ground” or local partner is the only way to enter a specific 

market. This is especially true when entering into developing countries or countries with limited 

experience dealing with foreign businesses. 

 

(1 mark per point up to a maximum of 15 marks) 

 

(Total 25 marks for question 2) 

 

QUESTION 2 

a) Key performance indicators for the critical success factors 

 

Greater staff productivity  

The current measure of units produced per labour hour does not reflect the skill and effort which 

goes into producing different units. The products of Tristar range from complex to simple and so 

revenue per employee would better reflect the different skill levels involved in production. (3 marks) 

 

An alternative KPI would be, 

Actual staff hours as a percentage of standard hours for actual production as this would measure 

staff efficiency in producing a wide range of products. (2 marks) 

 

Reduction of wastage  

The weakness of the existing measure is that it only looks at one cost area of production (power 

consumption). Stock obsolescence will measure the wastage due to technological change which is 

present in the complex products produced by Tristar. (3 marks) 

 

An alternative KPI would be, 

Input/output analysis of material which looks at the percentage of material purchased which goes 

into the final product. (2 marks) 

 

Greater innovation of products 



3 
 

The number of patents filed will reflect greater innovation at Tristar. Patents will legally protect 

groups of products. This will represent a stronger measure of innovation than new products 

launched since the patent gives legal exclusivity. (3 marks) 

 

An alternative KPI would be,  

Percentage of income earned from products which did not exist last year. This will measure the 

ability of IC to develop successful products. (The existing measure would record unsuccessful 

products as innovation.)] (2 marks) 

 

 

b) New information system 

 

The proposed new information system can be programmed to collect data from customers’ 

purchases and store it for data mining purposes in a data warehouse. The project may require  

significant capital investment, and working capital to address annual running costs. However, the 

benefits could be significant although quantifying them will be difficult as they depend on influencing 

customer behaviour and so are not simply cutting costs. 

 

The new system will help the company and the board to better understand customers and so 

improve their loyalty to the business. By focusing offers on those things which customers enjoy the 

company can enhance the brand and also take the opportunity to sell greater volumes alongside 

the offered products.  

 

(1 mark per valid point up to a maximum of 10 marks) 

 

(Total 25 marks for question 2) 

 

 

QUESTION 3 

a) Porters Five Forces  

In order to assess the attractiveness of the option to enter the market for wood flooring, the 

directors of Palm Company could make use of Michael Porter’s ‘five forces model’.  

In applying this model to the given scenario one might conclude that the relatively low cost of the 

machine together with the fact that an unskilled person would only require one day’s training in 

order to be able to operate a machine, constitute relatively low costs of entry to the market. 

Therefore one might reasonably conclude that the threat of new entrants might be high. This is 

especially the case where the market is highly fragmented.  

If products are purchased in very large quantities by customers together with the fact that there is 

little real difference between the products of alternative suppliers suggests that customer (buyer) 

power might well be very high.  

The threat from suppliers could be high due to the fact that the specially formulated wood may be 

sometimes in short supply, due to the penalties in place by the government.  Hence suppliers might 

increase their prices with consequential diminution in gross margin of the firms in the marketplace.  
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The threat from competitive rivals will be strong as the four major players in the market are of 

similar size and that the market is a slow growing market. The market leader currently has 26% of 

the market and the three nearest competitors hold approximately 18% of the market.  

The fact that a foreign-based multinational company is considering entering this market represents 

a significant threat from a potential new entrant as it would appear that the multinational company 

might well be able to derive economies of scale from large scale automated machinery and has 

manufacturing flexibility.  

Low capital barriers to entry might appeal to Palm but they would also appeal to other potential 

entrants. The low growth market, the ease of entry, the existence of established competitors, a 

credible threat of backward vertical integration by suppliers, the imminent entry by a multi-national, 

a struggling established competitor and the difficulty of differentiating an industrial commodity 

should call into question the potential of Palm to achieve any sort of competitive advantage. 

If Palm can achieve the position of lowest cost producer within the industry then entry into the 

market might be a good move. From the information available, the option to enter the market for 

wooden flooring appears to be unattractive. The directors of Palm should seek alternative 

performance improvement strategies. 

(2.5 marks for a detailed explanation of the five forces up to a maximum of 12.5 marks, 2.5 marks 

for conclusion) 

 

b) Performance indicators for Rabina Co 

It would appear that Rabina’s market share has declined from 30% to (80 – 26)/3 = 18% during the 

last three years. (1 mark) 

A 12% fall in market share is probably very significant with a knock-on effect on profits and resultant 

cash flows. Obviously such a declining trend needs to be arrested immediately and this will require 

a detailed investigation to be undertaken by the directors of Rabina. Consequently loss of market 

share can be seen to be an indicator of potential corporate failure. Other indicators of corporate 

failure are as follows: 

Six performance indicators that an organisation might fail are as follows:  

Poor cash flow  

Poor cash flow might render an organisation unable to pay its debts as and when they fall due for 

payment. This might mean, for example, that providers of finance might be able to invoke the terms 

of a loan covenant and commence legal action against an organisation which might eventually lead 

to its winding-up.  

Lack of new production/service introduction  

Innovation can often be seen to be the difference between ‘life and death’ as new products and 

services provide continuity of income streams in an ever-changing business environment. A lack of 

new product/service introduction may arise from a shortage of funds available for re-investment. 

This can lead to organisations attempting to compete with their competitors with an out of date 

range of products and services, the consequences of which will invariably turn out to be disastrous.  

General economic conditions  

Falling demand and increasing interest rates can precipitate the demise of organisations. Highly 

geared organisations will suffer as demand falls and the weight of the interest burden increases. 
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Organisations can find themselves in a vicious circle as increasing amounts of interest payable are 

paid from diminishing gross margins leading to falling profits/increasing losses and negative cash 

flows. This leads to the need for further loan finance and even higher interest burden, further 

diminution in margins and so on.  

Lack of financial controls  

The absence of sound financial controls has proven costly to many organisations. In extreme 

circumstances it can lead to outright fraud (e.g. Enron and WorldCom).  

Internal rivalry  

The extent of internal rivalry that exists within an organisation can prove to be of critical significance 

to an organisation as managerial effort is effectively channeled into increasing the amount of 

internal conflict that exists to the detriment of the organisation as a whole. Unfortunately the 

adverse consequences of internal rivalry remain latent until it is too late to redress them.  

Loss of key personnel  

In certain types of organisation the loss of key personnel can ‘spell the beginning of the end’ for an 

organisation. This is particularly the case when individuals possess knowledge which can be 

exploited by direct competitors, e.g. sales contacts, product specifications, product recipes, etc. 

(Fall in market share with percentage 1 mark, 1.5 marks per indicator up to maximum of 9 marks) 

(Total 25 marks for question 3) 

 

QUESTION 4 

a) Strategic and economic factors  

 

Of vital importance is the need for reliable information on which to base the decision regarding the 

potential investment within Bayland, since the lack of such information will only serve to increase 

the risk profile of Pristine. The strategic factors that ought to be considered prior to a decision being 

made to build and operate a hotel in Bayland are as follows:  

The competition  

The key notion here is that of the position of Pristine relative to its competitors who may have a 

presence or intend to have a presence in Bayland. The strategic management accounting system 

should be capable of coping with changes that can and will inevitably occur in a dynamic business 

environment. Hence it is crucial that changes such as, the emergence of a new competitor, are 

detected and reflected within strategic plans at the earliest opportunity.  

The government  

The attitude of the government of Bayland towards foreign organisations requires careful 

consideration as inevitably the government will be the country’s largest supplier, employer, 

customer and investor. The directors need to recognise that the political environment of Bayland 

could change dramatically with a change in the national government.  

Planning and control of operations within Bayland  
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Planning and control of operations within Bayland will inevitably be more difficult as Pristine might 

not possess sufficient knowledge of the business environment within Bayland. It is vital the Pristine 

gain such knowledge prior to commencing operations within Bayland in order to avoid undue risks.  

The sociological–cultural constraints  

While it is generally recognised that there is a growing acceptability of international brands this 

might not be the case with regard to Bayland. The attitude towards work, managers (especially 

foreign nationals) and capitalist organisations could severely impact on the degree of success 

achieved within Bayland. In this respect it is vital that consideration is given to recognition of the 

relationships in economic life including demand, price, wages, training, and rates of labour turnover 

and absenteeism.  

Resource utilization  

A primary consideration relates to whether or not to use local labour in the construction of the hotel. 

The perceived ‘remoteness’ of Bayland might make it an unattractive proposition for current 

employees of Pristine, thereby presenting the directors of Pristine with a significant problem.  

Communication  

Consideration needs to be given to the communication problems that arise between different 

countries and in this respect Bayland is probably no exception. Language barriers will inevitably 

exist and this needs to be addressed at the earliest opportunity to minimise any risks to Pristine. 

The economic factors that ought to be considered prior to a decision being made to build and 

operate a hotel in Bayland are as follows: 

Resource availability  

The hotel should be designed having given due consideration to the prevailing climatic conditions 

within Bayland which might necessitate the use of specific types of building materials. It might well 

be the case that such building materials are not available locally, or are in such scarce supply in 

which case local supply would prove to be uneconomic.  

Another consideration relates to local labour being available and reliable in terms of its quality. 

Currency stability/restrictions  

The stability of the currency within Bayland assumes critical significance because profit repatriation 

is problematic in situations where those profits are made in an unstable currency or one that is likely 

to depreciate against the home currency, thereby precipitating sizeable losses on exchange. Any 

currency restrictions need to be given careful consideration. For example, it might be the case that 

hotel guests would be prohibited from paying accommodation bills in a foreign currency which 

would be problematic if the local currency was weak.  

Legislation  

All local and International legislation should be given careful consideration. It might be the case that 

local legislation via various licenses or legal requirements favor local hotels. 

Demand  

The potential demand within Bayland will be linked to the local economy. It is a developing 

economy and this may bode well for Pristine. However, again the need for reliable information 

about the size of the market, the extent of competition, likely future trends etc is of fundamental 

importance.  
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Financing  

An important decision lies in the availability and associated costs of financing in Bayland which 

might not have mature enough capital markets due to its developmental state. Hence Pristine might 

need to finance using alternative currencies.  

(1.5 marks for each strategic factor up to a maximum of 7.5 marks and 1.5 marks for each 

economic factor up to a maximum of 7.5 marks) 

 

b) Impact of cultural differences  

The directors of Pristine should be mindful that the effectiveness of a locally employed workforce 

within Bayland will be influenced by a number of factors including the following:  

The availability of local skills  

If Bayland is a lower wage economy it is quite conceivable that a sufficient number of employees 

possessing the requisite skills to undertake the construction of a large hotel cannot be found. If 

there are insufficient local resources then this would necessitate the training of employees in all 

aspects of building construction. This will incur significant costs and time and needs to be reflected 

in any proposed timetable for construction of the hotel. As far as the operation of the hotel is 

concerned then staff will have to be recruited and trained which will again give rise to significant 

start-up costs. However, this should not present the directors of Pristine with such a major problem 

as that of training construction staff. Indeed, it is highly probable that Pristine would use its own staff 

in order to train new recruits.  

Attitudes to work  

The prevailing culture within Bayland will have a profound impact on attitudes to work of its 

population. Attitudes to hours of work, timekeeping and absenteeism vary from culture to culture. 

For example, as regards hours of work in the construction industry in countries which experience 

very hot climates, work is often suspended during the hottest part of each day and recommenced 

several hours later when temperatures are much cooler. The directors of Pristine need to recognise 

that climatic conditions not only affect the design of a building but also its construction.  

A potentially sensitive issue within regarding the use of local labour in the construction of the hotel 

lies in the fact that national holidays and especially religious holidays need to be observed and 

taken into consideration in any proposed timetable for construction of the hotel. As regards the 

operation of a hotel then consideration needs to be given to the different cultures from which the 

guests come. For example, this will require a detailed consideration of menus to be offered. 

However, it might well be the case that the local population might be unwilling to prepare dishes 

comprising ingredients which are unacceptable to their culture due to, for example, religious beliefs.  

(2 marks per valid point up to a maximum of 10 marks) 

(Total 25 marks for question 4) 

 

 


