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CASE STUDY 2
CDM Co. is a manufacturer of fishing and hunting products. The company has three
business segments: outdoor boats, motors and boat accessories, and hunting
equipment. CDM's markets are highly competitive with price and product quality
being key drivers. CDM is the third-largest producer of aluminum fishing boats in the
U.S. market.
The senior management of CDM Co. recently hired an outside consulting firm to
identify risks pertaining to the company's operations.
Complete the table below using the information included in the exhibits. Identify the
type of risk response that senior management has recommended for each of the risks
identified by the outside consultant. Also identify the type of risk (if any) that the
enterprise will be exposed to if the management recommendations are
implemented.

Dear Board Members,

SS

EI

Exhibit 1 - Outside Consultant Risk Report

June 30 Year 10

I have completed my independent review of the company's operations and have
identified the following potential risks associated with the 'company's revenue and
cost structure.
Item 1 :Sixty-five (65) percent of the company's revenues generated came from 85
customers during the recent fiscal year. Three customers each accounted for more
than 10 percent of the company's total revenue. Given the nature of the company's
products sold and the highly competitive industry in which CDM Co. operates, there
is a moderate level of revenue concentration risk.
Item 2 : CDM Co, Introduced a new line of high-end aluminum fishing boats four
years ago. Revenue from this new product line has declined 12 percent, 16 percent,
and 18 percent, respectively, over the last three years, with operating losses the past
two years.
Item 3 :The cost for one of the company's primary raw materials aluminum has been
steadily rising. This trend has negatively affected CDM's operating margins as the
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company has been unable to pass on this increase to its customer base in the form of
higher product prices.
Item 4 :There has been a material increase in scrap metals from the production
department versus the previous operating year. After further review, it was
determined that the primary cause was decreased output from several of the
company's key production machines. A review of the machine maintenance logs
indicated that maintenance on these machines has only been performed on an asneeded basis over the past two years.
Item 5 :Production output declined over the past 12 months despite no reductions in
the employee workforce. This has resulted in an increase in customer back orders.
During this time period, the company initiated a new policy in which the production
department rotated its employees so that each employee worked at least three
months on the first, second, and third 8-hour shifts with line supervisors remaining
on their one assigned shift.

EI

The risk findings above were based on 40 hours of staff due diligence.

Sincerely.

SS

It is recommended that further follow-up be performed by the consulting team after
CDM's senior management has implemented responses to these risks.

Peter Stiff, Senior Consultant

Exhibit 2 - Management Risk Responses
Item 1 : The three major customers Identified continue to be important to the
success of CDM. Given the significant revenue generated from these customers,
CDM meets with the senior management of each company on an ongoing basis. CDM
also designs special products for each company based on design meetings and cost
incentives. Due to the long-standing relationships with these customers, no further
action is deemed necessary at this time.
Item 2 : CDM has recently completed an analysis of the high-end aluminum fishing
boat line. Although not yet announced publicly, senior management will discontinue
the production of this fishing boat line by year-end.
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Item 3 : CDM's finance team will use derivative instruments to partially hedge the
volatility of aluminum prices over a maximum 12-month period. The sales team will
continue to monitor competitor pricing to determine if and when a product price
increase is appropriate.
Item 4 : The company will perform semiannual maintenance checks on its key
production machines to ensure greater efficiency and a reduction in scrap output.
Item 5 : In order to return production output to its normal levels, line supervisors will
also rotate shift with their original production line employees. All line supervisors will
be held accountable for declining production levels, which will affect their annual
bonuses based on a production output formula provided to them at the beginning of
each operating quarter. Additionally, a human resources employee will be assigned
to each shift to observe monitor. and recommend changes to the production
department teams.
Management Risk

Risk

Response
A. Acceptance

SS

Item 1

After Implementation of Management

EI

Identified

Response

A. Inherent Risk

B. Avoidance

B. Residual Risk

C. Reduction

C. No Risk

D. Sharing
Item 2

A. Acceptance

A. Inherent Risk

B. Avoidance

B. Residual Risk

C. Reduction

C. No Risk

D. Sharing
Item 3

A. Acceptance

A. Inherent Risk

B. Avoidance

B. Residual Risk

C. Reduction

C. No Risk

D. Sharing
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Item 4

A. Acceptance

A. Inherent Risk

B. Avoidance

B. Residual Risk

C. Reduction

C. No Risk

D. Sharing
A. Acceptance

A. Inherent Risk

B. Avoidance

B. Residual Risk

C. Reduction

C. No Risk
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D. Sharing
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Item 5
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