Bank of China (Hong Kong) Limited’s Initial Public Offering:

Summary

Rival global investment bankers and strategic investors are meeting in January 2002 with Bank of China (BOC) to negotiate the upcoming initial public offering (IPO) of its Hong Kong commercial banking subsidiary, Bank of China (Hong Kong) Limited (BOCHK). The entry of China into the World Trade Organization at the end of 2001 has placed a deadline on the opening of the Chinese financial services sector to external competition: five years.  But the sector, long burdened by state planning, is not ready.  Privatization through public listings is one of the strategies to bring modern risk management techniques and good corporate governance to the sector.  Privatization is to begin with a Hong Kong listing of BOCHK, the most profitable part of BOC, “The Best Bank in China”. Although BOC has a century-long history, BOCHK – newly merged from 11 subsidiaries and the Hong Kong branches of BOC – is only three months old.

Each party in the negotiations must decide its preferred strategy for the IPO – timing, number of shares, pricing of shares, place of issue, use of proceeds and strategic investors.  In deciding these issues, the parties must consider not only their own interests but those of the other negotiators.  They must use company comparisons to assess the value of BOCHK’s franchise.  In determining the use of strategic investors and the proceeds of the issue, they must consider the strategies of BOCHK and BOC.  

But as the negotiations to IPO of the Hong Kong subsidiary of BOC are continuing a scandal erupts: BOC is charged by Chinese authorities with 22 serious cases of fraud involving US$325 million from 1993 to 2000.  Internationally, in January 2002, BOC settles with the US government, paying US$20 million in fines for bank fraud.  How will these events affect the IPO?

Coastal Bank Online:

Expansion through Online Financial Services

Krishnan Dandapani, Florida International University

Walfried M. Lassar, Florida International University

Sharon S. Lassar, Florida Atlantic University
Case Objectives and Use

This case is designed to introduce students to the process of e-business expansion in the financial services industry and expose the students to the varied aspects involved in the development and establishment of an important delivery channel.  In addition, it provides students with some of the latest background information on the online banking industry.  By doing this case, the students should gain a perspective on the nature of decision parameters involved in online banking services and become familiar with measures of bank evaluation and its importance to overall decision-making. 

The case is designed for graduate business school classes. As it is a comprehensive case, it should be used in either a first session to introduce the complexity of business strategy in e-business, or in a late session to critically assess business tactics with the goal of improving suggestions.  This case is applicable in classes that deal with the banking industry, e-business classes with information technology orientation. The case could also be used in e-Commerce Management, Business Strategy, and Entrepreneurship, classes.

Case Synopsis
Nick is the Chief Technology Officer of the Coastal Bank, a small community bank in Miami, Florida with assets of $100 million.  With the entire world embracing the Internet and the Internet’s growth, Nick faced an important investment decision.  Should his bank enter and establish a position in the arena of online banking services?  By the end of the year 2000, more than 3,000 financial institutions had developed some type of Internet banking.  If Coastal Bank did not establish an Internet presence, there was a possibility that some of its coveted depositors and customers would switch to other institutions to obtain online services.  Also, Coastal Bank’s ability to attract additional depositors and customers would be limited. Alternatively, if an increasing number of depositors switch to online banking, then Coastal Bank could offer a cheaper way of delivering banking services. But establishing an online presence and developing a Web-based delivery channel was not only expensive, but also needed considerable future infrastructure and resource commitment. If Coastal Bank decided to enter online banking what type of infrastructure it should develop is another critical question.  Important to this decision making is the accurate determination of several internal variables such as financial measures and customer relationship management and several macro variables such as the future industry trend and technology development.

Contact Person:  Krishnan Dandapani, Florida International University, Miami, Florida 33199

Mail: Professor of Finance, 209, Business Administration Building, FIU, Miami, Florida 33199

Voice: (305)-348-4241; Fax: (305)-348-4245; e-mail: Dandapan@fiu.edu     
Dot-coms on Campus: The Market for Online MBA Programs

Mary Bumgarner and Penelope Prime, Kennesaw State University

Case Objectives and Use

This case considers the costs and benefits of a state college joining a Consortium of other state colleges and universities to offer an MBA program completely online.  Students are encouraged to use economic analysis to evaluate the issues associated with market entry, market structure, costs, and pricing.  They also consider a variety of less quantifiable factors that often are involved in business decisions, such as transaction costs and reputation.    

The authors of the case were participating faculty in the first round of the Web MBA program at Kennesaw State University.  The case is based on their experience, interviews with numerous people involved in the program’s development, as well as correspondence among the participating college representatives and between the Consortium members and the governing board of the University System of Georgia.  The case also relies on research on the online education industry and economic-demographic characteristics of the Georgia market.  

Case Synopsis        

It was March 2000 and Rodney Alsup, the Associate Dean of the Coles College of Business at Kennesaw State University (KSU), was deciding whether the College should remain in a Consortium comprised of five state colleges and universities that was planning to offer an online MBA program.  Around the country, about forty web-based MBA programs existed already, and more were appearing every month.  Excitement about the new market among university administrators was on the rise, and many believed that business schools that failed to offer online MBA programs would not be taken seriously in the future.   

The governing board of the University System of Georgia had approved of the program and agreed to pay for the necessary technical training and support, but Rodney still had misgivings about Kennesaw remaining in the Consortium.  The cost per student of offering the Web based program was higher than initially anticipated, and unlike the other Consortium members, KSU already offered a well-attended traditional MBA program as well as a successful and innovative MBA for Experienced Professionals program.  Should the Web based program fail to provide a high quality education experience, Kennesaw’s reputation for quality education could be damaged. 

Contact Person:  Mary Bumgarner, Department of Economics and Finance, Coles College of Business, Kennesaw State University, 1000 Chastain Road, Kennesaw, GA. 30144.  Voice: (770) 423-6341.  e-mail: Mary_Bumgarner@coles2.kennesaw.edu

FANTASTIC EXPORTS PTY. LTD.

A CORPORATE VALUATION CASE
Thomas C. Rohrer

Mt. Eliza Business School

Melbourne, Australia

and 

Valentina Tripp

Mt. Eliza Business School

Melbourne, Australia
Case Synopsis

The Fantastic Exports case has been written as a practical application of mergers and acquisition of company valuation. The case is about an actual privately held Australian corporate entity currently dealing with the associated financial, political, strategic, economic, and minority variables.  In addition to valuation issues, the case can also be used for include negotiations of a settlement valuation, or alternatively, preparation of exit clause preparation and documentation in company formation issues.
Case Objectives and Use

The case has been written to tap ten specific learning dynamics normally associated with corporate valuation in a merger and acquisition course.  

They include:

1. Multiple Valuation Methods

2. Add-back revisions to financial statements

3. Short term Free Discounted Cash Flows

4. Residual Free DCF

5. Multiple forecasting models

6. Control Premium issues

7. Minority Interest discount

8. Special Project Cash Flows

9. Internal Management political ownership issues

10. Team/group activities and negotiation workshop opportunities

The case can be used at both the graduate and undergraduate Mergers and Acquisition Accounting courses or Negotiation courses. 

______________________

Contact Person: Thomas C. Rohrer, Ph.D.

(Through June, 2002, U.S.A.) 


(From July, 2002 onward, Australia)

Email: studydynamics@hotmail.com


Mt Eliza Business School

Ph. (909) 748-6259  
 



Level 3,  380 St. Kilda Road

Fax (909) 335-5125




Melbourne, Victoria 3004, Australia








Email: trohrer@mteliza.com.au
Ph. (613) 8696-6757 / Fax (613) 8696-6769










FINANCING AN EARLY-STAGE START-UP: THE CASE OF eBAY

Michael E. Solt, San Jose State University

Case Objectives and Use

This case is designed for M.B.A. or advanced undergraduate courses in New Venture Finance. The case can be used to explore the issues involved in starting up a new venture from the viewpoints of both entrepreneurs and investors. These issues arise in the early part of the course, and the eBay case provides both an overview of the process of obtaining private equity financing and a framework for entrepreneurs to use in turning ideas into business opportunities. The case is well suited to be analyzed via the Timmons model, shows the importance of a business plan, and describes what venture capital firms look for in potential business opportunities.

Case Synopsis

In early 1997, eBay, Inc. founder Pierre Omidyar and his co-founder Jeff Skoll were facing decisions that would determine what eBay’s long-term direction would be. Launched on Labor Day 1995 as AuctionWeb, the on-line auction site for individuals seeking to buy and sell various personal items. For 1996, the company had recorded over $370,000 in revenue and almost $150,000 in after-tax income, and eBay was experiencing a rate of growth that was accelerating with each passing month, so Omidyar and Skoll were concerned about how best to cope with the explosive growth—by December 1996, eBay’s web site was getting “hit” 2,000,000 times per week. In late 1996, Omidyar had telephoned Bruce Dunlevie at Benchmark Capital to see if Benchmark might be interested in investing in Omidyar’s company. Dunlevie asked Omidyar if he had a business plan. When Omidyar replied that he had none, Dunlevie suggested that maybe Omidyar should call him back after he had developed one. 
The demands of the day-to-day operations of the auction business left Omidyar with literally no time to reflect on or work on the business plan. He thought that the only way to be able to focus on the business plan would be to go “off site” for a while. Since a mid-February storm had dropped a load of fresh snow in the Sierras on Thursday night and since eBay’s servers had not crashed all week, Omidyar thought that a weekend snowboarding in Tahoe would be a good way to loosen up both his schedule and his mind. Leaving behind the tasks of running the company for a few days would allow him to think about eBay’s future strategy. As he left his cubicle, Omidyar yelled out to Skoll, “I’m out of here, Jeff. As soon as I load my board from home, I’m heading to the North Shore so that I can beat the traffic out of the Valley. See you Monday.”

Contact information:  Michael E. Solt, San Jose State University, San Jose, CA 95192

Mail: Accounting & Finance Department, San Jose State University, San Jose, CA 95192-0066

Voice:  408-924-3497; Fax:  408-924-3463; E-mail:  solt_m@cob.sjsu.edu

HEART, SOUL AND CASH AT THERMO CARDIOSYSTEMS, INC.
Jonathan B. Welch, Northeastern University

Case Objectives and Use
This case documents the creative financing used by Thermo Cardiosystems, Inc. (TCI) in its quest to design, develop, test, receive FDA approval and then commercialize one of the leading artificial hearts, the Heartmate.  Students can learn about the role of government grants, IPOs and hybrid forms of financing such as convertible bonds for funding new product development. Furthermore, students can learn about non-traditional and free forms of financing that can be available to the imaginative financier in desperate need of capital for a worthy cause.  Some insight can be gained about the limits of quantitative present value analysis in assessing R&D spending.

The case can be used in the required Financial Management course at the graduate level to serve as the basis for discussion of hybrid and non-traditional forms of financing.  It can also be used in Financial Strategy courses at both the Undergraduate and Graduate levels where the full range of learning objectives described above can be achieved.

Case Synopsis
As Victor Poirier, the founder and former CEO of Thermo Cardiosystems, Inc., prepares for early retirement, he reminisces about the development of one of the leading artificial hearts, the Heartmate, and he realizes that the financing of the product was as innovative as the product development itself. The case views the life cycle of the firm through the eyes and career of Victor Poirier (the heart and soul of TCI), a story that begins with him as a young draftsman, then becoming the principal scientist, and subsequently a seasoned CEO and imaginative financier.  The company’s financing included government grants, two IPOs and follow-on equity offerings, a series of convertible bond issues (one with a zero coupon and put option), free financing afforded by famous physicians such as Dr. Denton Cooley working pro bono in return for favorable publicity, and hospitals such as the Texas Heart Institute paying for clinical trials.  TCI also siphoned cash for development of the Heartmate from a bomb detection company it founded that used some of the artificial heart technology, and cash from another company it acquired.  Eventually Thoratec Laboratories Inc. acquired TCI in 2001.  The case also addresses the issue of whether to accelerate R&D spending and product development to forestall the entry of competitors, and whether Victor should have left the parent company to start his own firm as the ultimate way to remain at the cutting edge in an increasing competitive market for artificial heart devices.

________________________________

Contact Person: Professor Jonathan B. Welch, College of Business, 413 Hayden Hall, Northeastern University, 360 Huntington Avenue, Boston, MA 02115

Voice (617)-373-4572; FAX (617)-373-8798; e-mail: j.welch@neu.edu 

                             KPMG CONSULTING’S IPO

           Eric W. Hayden, University of Massachusetts Boston

                                  Case Objectives and Use

This case is about the first IPO of a Big Five consulting practice.  It demonstrates the important role of the SEC in the IPO process, and it introduces the issue of “auditor independence” that was such a major focus of Arthur Levitt’s final years as SEC chairman.  The case encourages students to consider the matter of accounting and financial ethics that erupted with such intensity in the wake of the Enron/Andersen scandal.  Finally, it illustrates the importance of IPO timing.

The teaching note was written for either undergraduate or graduate courses on financial policy.  It will be useful as an introduction to a later case on IPO pricing, and it can also be used in discussions and/or courses on business ethics.

                                              Case Synopsis

KPMG Consulting had recently spun-off from its Big Five accounting firm parent, KPMG LLP, and management was hoping it would be the first consulting division of a major accounting firm to go public. The firm’s primary business was providing e-commerce and other technology solutions to businesses.  Management anticipated that the IPO would benefit from the strong demand for tech stocks in general and tech IPOs in particular that had driven U.S. stock markets in recent years.  The case opens in late-April, 2000, just as doubts about the continuing viability of the tech boom were mounting.  Even more troubling, however, was the increasingly adamant position of Arthur Levitt, chairman of the SEC, on the issue of “auditor independence.”  Neither he nor his staff believed that an accounting firm could objectively perform its audit function when it was also trying to sell lucrative consulting services to the same client.   The war of words between the accounting profession and Mr. Levitt had grown especially bitter, and KPMG LLP had taken a leading role in the industry’s battle with the SEC chair.  The consulting arm was ready to go public, but Levitt’s insistence on full divestiture was seriously complicating KPMG’s desire to retain a sizeable portion of the company.   

____________________________

Contact person: Eric W. Hayden,University of Massachusetts Boston, Boston, MA 02125   

Mail: 21 Warren Street, Winchester, MA 01890 USA

Voice: (617)-287-7707; FAX: (781)-729-9418; e-mail: eric.hayden@umb.edu    

MODERN GRAPHICS LIMITED

Charles E. Mossman, University of Manitoba

and Trevor Cowie, Efficient Frontiers Inc.

Case Objective and Use

This case is an applied capital budgeting and lease-buy decision for a printing company.  The net present value method is used to give students exposure to quantitative analysis in a realistic situation.  Students may also consider advanced finance topics such as options to delay and repetitive equipment replacement.  Strategic issues related to lost revenue, product quality, and service reputation broaden consideration of the problem beyond the quantitative solution.

Usually this case would be used in an intermediate to senior corporate finance or financial strategies course at the undergraduate or masters level, so that the nuances beyond the quantitative analysis can be pursued.  However, it could also be used in an introductory case course in finance, following other capital budgeting and leasing cases.  The case might also provide a financial analysis component to a strategic management course, since marketing and production issues may also be pursued.

Case Summary

Modern Graphics Ltd. is a Regina, Saskatchewan screen-printing company that produces pressure-sensitive decal products for the original equipment manufacturer (OEM) markets in Canada and the United States. Damon Steel, the Production Manager at Modern Graphics Ltd. is trying to solve a recurring problem in his production process.  A printing press that his employees use to create decal products is malfunctioning, causing contamination of its ink supply with metal shavings.  In turn, the metal shavings cause tearing of the screens used on the press during decal creation. In addition to the direct material and labour costs of screen replacement, revenue may be lost if jobs requiring the press cannot be delayed, and there are negative quality reputation implications for delaying customer work.

After an extensive investigation of the press, Steel and his fellow managers have developed three alternatives for solving the problem:  (1) Modern Graphics could purchase a new printing press, with an upfront cost of US$150,000 plus installation and transportation costs; (2) Modern could lease the press for C$2,000 per month (C$24,000 per year) over a ten-year period; or (3) Modern could choose to repair the press at a cost of US$30,000 plus travel expenses.  Under this alternative, the repairs are expected to delay a purchase by two years.

Damon Steel and his senior management must now weigh the quantitative cost issues among these alternatives while keeping in mind qualitative issues such as potential for downtime, quality and service reputation, and ISO 9000 certification requirements.

Contact Author:  Charles E. Mossman, I.H. Asper School of Business, University of Manitoba, Winnipeg, Manitoba, Canada. R3T 5V4.

Phone (204) 474-9985, Fax. (204) 474-7545, e-mail:  Mossman@ms.umanitoba.ca

VITESSA CASE

Hugh Grove and Tom Cook, University of Denver

Case Objectives and Use

There are several case teaching objectives for student learning opportunities: 1) to apply a SWOT (strengths, weaknesses, opportunities, and threats) analysis in order to recommend which target market Vitessa, an e-commerce software provider, should devote its remaining limited cash resources, 2) to appreciate the controversy over how to define and calculate a cash burn rate (similar to the various definitions and calculations of free cash flows) and related implications for obtaining additional corporate financing, 

3) to understand key loan agreement clauses and covenants for their impact on the prospects of obtaining additional corporate financing, and 4) to be creative in recommending types of corporate financing to try to save a company from bankruptcy.

The case is intended for senior level and graduate case courses in finance and accounting.  The case topics focus upon SWOT, cash burn rate, and loan covenant analyses as foundations for corporate financing recommendations.  Related topics include projections for the three major financial statements, income statement, balance sheet, and statement of cash flows.  Such topics are important for advanced finance and accounting courses in undergraduate, Masters of Business Administration, Masters of Science in Finance and Masters of Accountancy programs.  The case should be positioned near the middle of such courses after such topics have been covered.

Case Synopsis

The students may be placed in the role of either an investment banker or an investment advisor.  This investment banker has been hired by Vitessa to try and save the company from looming bankruptcy by putting together additional financing.  Alternatively, the investment advisor has wealthy investors who provide either debt or equity financing to private companies, hoping to take them public at a later time.  First, students consider Vitessa’s SWOT analysis of its three e-commerce target markets (retail, manufacturing, or entertainment) in order to recommend one for Vitessa to concentrate its remaining limited cash resources.  Second, students calculate Vitessa’s cash burn rate to determine when Vitessa will run out of money without additional financing.  Third, students review the only existing working capital loan agreement and related covenants for impacts on possible additional financing alternatives for Vitessa.  Finally, students make their financing recommendations to try to save Vitessa from potential bankruptcy as an investment banker and/or their investment recommendations as an investment advisor.  Also, the possibility of raising such financing over the Internet is considered.  

__________________________________

Contact Person: Hugh Grove, University of Denver, Daniels College of Business.

Mail: 2101 S. University Blvd., Denver, CO 80208 USA

Voice (303)-871-2026; FAX (303)-871-2016; e-mail: hgrove@du.edu

WINE WORLD ESTATES

Raymond H. Lopez, Ph.D., Pace University

Armand Gilinsky, Ph.D., Sonoma University

Case Objectives and Use

The Chief Executive Officer of Wine World Estates, a wholly owned subsidiary of the Nestle Company has recently learned of a decision to sell this business unit.  Walter Klenz, CEO of Wine World is challenged to create a leverage buyout that will satisfy investors as well as his operating managers.  Students must be able to generate pro forma financial statements for Wine World that will support the Nestle asking price.  A broad variety of financial instruments are considered in order to achieve this goal.

The case and its teaching notes are designed for a capstone finance course in an MBA program.  Students should have been exposed to a broad range of financial subject matter in order to achieve this goal.

Case Synopsis

Wine World Estates had been growing rapidly and expanding its market share in the premium segment of the wine industry in the 1980’s and early 1990’s.  It had been operating as a wholly owned subsidiary of the Nestle Company for almost a quarter century and now was up for sale.  Nestle had decided that the wine business did not fit into its strategic plans for global growth.

The business had already attracted a degree of interest from at least two large publicly held beverage firms that operated wine divisions.  Walter Klenz, CEO of Wine World, was interested in leading a management inspired leveraged buyout of the division and will need to arrange a financial package in excess of $350 million in order to purchase the business from Nestle.

Through his contacts at Silverado Partners and their contacts at Texas Pacific Group, commitments for a variety of debt and equity sources of funds have been received.  Klenz and his management team must prepare a presentation to the various investor groups to finalize their commitments to a deal.  He must convince the secured lenders that there are assets to support their loans and cash flow to cover their interest charges.  For the venture capitalists and private equity investors, he must project valuations for the firm over the next five years that will generate their desired rates of return, commensurate with their perceived risks in the venture.

Contact Person: Raymond H. Lopez, Ph.D., Lubin School of Business, Pace University, 

1 Martine Avenue, White Plains, NY 10606, Tel: 914-422-4165, Fax: 914-422-4311/4184, E-mail: rlopez@pace.edu
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