ENTERPRISE RISK MANAGEMENT AT GREAT PLAINS ENERGY

Karyl Leggio & Marilyn Taylor

 University of Missouri at Kansas City

Case Objectives and Use

Enterprise Risk Management at Great Plains Energy is intended for use in Finance courses including basic finance or those that focus on risk management.  It may also be used in Strategic Management courses.  In finance the case provides opportunity to examine a company’s early progress in establishing a corporate-wide enterprise risk management program and to identify potential risks that the firm confronts.  Among the concepts that can be applied are: Enterprise Risk Management, risk assessment, and financial analysis.  

In Strategic Management the case provides opportunity to undertake a basic strategic analysis and to assess the effects of the changing regulatory environment on a firm’s choice of strategies as well as the opportunities and threats it faces.  Among the concepts that can be applied are: mission/vision, Value Chain, core competences, and diversification.

Case Synopsis

This case reviews the early moves by Great Plains Energy (GPE) to establish a corporate-wide Enterprise Risk Management program.  The corporate Chief Risk Officer is CFO Andrea Bielsker.  Andrea appointed Jana Utter in charge of coordinating the design and implementation of the ERM program.  Utter faces a number of challenges.  She has had to first conceptualize the program given the charge by the Board of Directors, then design a process by which she identifies the risks that the corporation faces, make recommendations regarding the prioritization of her efforts, and assist in designing measures for the risks for the various operating units as well as processes to mitigate them.

GPE was the holding company formed in October 2001 as the parent company for the regulated utility Kansas City Power & Light (KCPL, its largest subsidiary), and several unregulated subsidiaries including Strategic Energy (an energy management firm) and KLT Gas (a firm that identifies and develops gas sources).  At year-end 2002, GPE’s assets were valued at $3.5 billion with annual revenue generation of $1.9 billion. 

This case was prepared by Karyl Leggio and Marilyn Taylor, University of Missouri at Kansas City, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida.  All rights reserved to the authors and NACRA.  ( 2003 Karyl Leggio and Marilyn Taylor.
Caffe’ Appassionato: Building a Premier Specialty Coffee Company
Paula A. Wilson & Alva Wright Butcher

University of Puget Sound
Case Objectives and Use

This case is intended to be used at the undergraduate level in either an introductory accounting course or an introductory finance course. It could also be used in an entrepreneurial studies course. Financial data from other specialty coffee companies will provide a basis for an analysis of the market.  Does the market appear to be saturated?  Students will be asked to prepare pro-forma financial statements, given projected costs, profit margins, and sales.  They will also perform sensitivity analysis.  How are the pro-forma financial statements impacted by variation in expected growth in sales, costs, inventory turn, etc.?  When is the firm likely to break-even?  

Case Synopsis

Neighbors and friends, Phil Sancken and Tucker McHugh, discovered in early 1990 that each had recently quit his executive job and was interested in owning his own firm.  They decided to focus on the specialty coffee industry.  The odds against such a venture in Seattle were tremendous. Although Seattle already was home to several specialty coffee firms, Phil and Tucker felt that there was room in the market for different varieties of fine coffee.  They tested the market with a small coffee cart and spent several months experimenting with the roasting process.  The final result was a distinctive roasting process that Phil and Tucker referred to as “romancing the bean.”  It led to a coffee that was full-bodied, did not leave a bitter aftertaste and was also easier on the stomach because it had lower acidity.  They had identified a location for a coffee shop that would provide the ambience of an old world Viennese coffee house.  The firm, Caffe’ Appassionato, would serve “coffee with a passion.”  In 1990 the specialty coffee industry in the U.S. was relatively young and was expected to grow from 10% of total coffee sales in 1989 to 50% of total coffee sales by 2000.  

The founders would provide initial financing of $100,000.  Students are placed in the role of Phil and Tucker.  They must decide whether or not to actually lease the store, purchase the roaster, and establish the firm.  This will involve analysis of the market, breakeven analysis, financial forecasting and sensitivity analysis.

This case was prepared by Paula A. Wilson and Alva Wright Butcher, University of Puget Sound, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida.  All rights reserved to the authors and NACRA. © 2003 by Paula A. Wilson and Alva Wright Butcher.
CENTRAL TÉRMICA GÜEMES S.A.

Javier García Sánchez & Valeria L. Romero

IAE – Management and Business School, Universidad Austral

Case Objectives and Use

This case provides an excellent frame to analyze and evaluate the disinvestments alternatives shareholders have on a company with debt untenableness involved in an emerging market. The emphasis is also placed in a possible Management Buy Out and its potential to restructure a company of these characteristics. The case also offers the possibility of going into the difficult road to companies valuation in emerging markets, and to discuss the problems faced by those companies that decide to be part of a deregulation and privatization process of public services in unstable countries. 

The case and teaching note are designed to be used in Advanced Corporative Finances courses, considering students have already learnt company valuation techniques.

Case Synopsis
Central Térmica Güemes was an energy generating company placed in the Northwest of the Argentine Republic. It was acquired by a consortium composed of Duke Energy, the American company; the Spanish Iberdrola and the Argentine Comercial del Plata when the privatization process in the electric market began. This market became highly competitive and the results of the station were very compromised given the bulky debt the company had contracted years before with foreign investors.

By the end of 1998, and realizing that the company lacked long term sustainability, the shareholders had to decide what to do with CTG, the future of the company depended on them. Meanwhile, the management considered a Management Buy Out as a different alternative for the shareholders.

This case was prepared by Javier García Sánchez and Valeria L. Romero, IAE-Management and Business School, Universidad Austral, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida. All rights reserved to the authors and NACRA.  © 2003 by Javier García Sánchez and Valeria L. Romero.
Hedging Currency Risk at Duke Power

Randall R. Kincaid & Timothy E. Burson

 Queens University of Charlotte

Case Objective and Use

The main objective of this case is to illustrate one of the central problems of international business, dealing with exchange rate risk.  A further objective is to demonstrate to the student the merits of the various hedging opportunities faced by Duke Power.  The key issues are those faced by firms involved in international transactions: realizing the need to reduce their risk level, identifying available methods to reduce that risk, and selecting the vehicle that will best reduce risk while conforming to the firm’s basic position on risk.

The case can be used in an undergraduate international business or economics course, and has also been used in an MBA course with an emphasis on macroeconomics.

Case Synopsis

Duke Power, an electric generating and distributing company serving portions of North and South Carolina, had been a pioneer in the production of nuclear power.  Duke Power needed replacement steam generator tubes for three of its nuclear generating units, and selected Sumitomo Corporation in Japan to manufacture the tubes.  Sumitomo was one of the few corporations in the world capable of producing specialty high strength replacement tubes.  The exchange rate between the dollar and the yen would float up and down with supply and demand forces over the delivery period.  Because the value of the yen floated, and because the contract between Duke Power and Sumitomo was priced in yen, Duke faced considerable transaction risk.

Duke Power did have the opportunity to reduce its transaction risk by hedging its position in the foreign exchange (FX) market.  FX market financial instruments have become a common tool for businesses involved in foreign trade.  Once Duke Power made the decision to hedge its transaction risk, it needed to address the questions of when in the transaction to enter a hedging contract, and, then, what hedging vehicle to utilize.

This case was prepared by Randall Kincaid and Tim Burson, Queens University of Charlotte, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida. All rights reserved to the authors and NACRA.  © 2003 by Randall Kincaid and Tim Burson.
PLANNING FOR HIGHER EDUCATION AND RETIREMENTS:

JOHN & ALICIA WALLACE’S CASE

Chan H. Lee,  Minnesota State University, Mankato

Case Objectives & Use
(Not Identified)

Case Synopsis

Paul (39) and Alicia (34) have been married for eight years and have on child, Megan

(4).  They live in a middle-income neighborhood in Corpus Christi, Texas. Alicia graduated

with a B.A. in Spanish from Holy Cross College in Worchester, MA and later obtained her master’s degree in Spanish from the University of Houston.  She has worked as a teacher for 

the past nine years and expects to earn approximately $40,000 this year. Alicia would like to

explore opportunities to teach college level classes which would increase her family income.

Paul is a first generation immigrant from a country in Central America. Since he

arrived in the United States approximately ten years ago, he has worked mainly in

construction firms. After their marriage, Paul went to a community college where he studied

the heating/air conditioning field. Upon his graduation, he was employed by a national

company, earning approximately $60,000 for the first few years. However, due to the recent 

weak economy, his earnings were reduced to approximately $40,000 annually. Paul would like 

to have his own business in the field.

They would like to send their daughter at private college. If Megan desires to pursue

advanced degrees, Paul and Alicia are preparing to provide any financial help that she might 

need. The Wallace’s have been anxious to learn more about the feasibility of achieving their

daughter’s college education and financially securing their retirements.  Megan inherited 2000

shares of Syco stocks with the current market value of some $110,000.  Paul has been

deducting 10% of his earning to build his 401 (K).  

This case was prepared by Chan H. Lee, Minnesota State University, Mankato, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida.  All rights reserved to the author and NACRA. © 2003 by Chan H. Lee.
GOLDMAN SACHS GOES PUBLIC

Wesley W. Marple, Jr., Northeastern University

Case Objectives and Use

The Goldman Sachs Group case provides business students with an overview of the activities of a premier investment-banking firm at the end of the twentieth century.  The case was written entirely from publicly available materials.  To challenge students to make a decision, the case was written from the point of view of a hypothetical potential investor.  For comparative purposes, strategic and operating information and stock price data are provided about major competitors.

The case requires students to consider the make-up of the investment banking industry, its major players, and its possible future direction.  Students will also examine the competitive position of Goldman Sachs and its competitive strengths in its various lines of business.  The date of the case is about a month after the Goldman Initial Public Offering on May 4, 1999.

The case was written to introduce graduate students in an investment-banking course to the activities of investment banking firms.  It could also be used in corporate financial management or investments courses.

Case Synopsis

Goldman Sachs was one of the most successful U.S. investment banking firms in a world-wide business dominated by U.S. companies.  Goldman was broadly diversified in traditional investment banking, trading and principal activities and asset management and securities services.  From humble beginnings the firm grew to top positions in the investment banking “league tables.”  These tables rank firms by volume of transactions in various sectors of the investment banking business.

Before its IPO, the firm was unique among major investment banks in being organized as a partnership instead of a corporation for most of its 138 years.  Peers had incorporated earlier to secure added equity capital and publicly traded common stock that could be used as currency in acquisitions.  Issuing common equity also provided Goldman with the opportunity to reward all employees with an ownership stake in the business and partners with the potential of a large, one-time capital gain.

This case was prepared by Wesley W. Marple, Jr., Northeastern University, and is intended to be used for class discussion rather that to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida.  All rights reserved to the author and NACRA. © 2003 by Wesley W. Marple, Jr.
INCENTIVE-BASED FEE STRUCTURES IN INVESTMENT BANKING

Ted Azarmi, California State University, Long Beach

Christine Haecker, Eberhard-Karls-Universität Tübingen

Case Objectives and Use

This case is expected to initiate a class discussion about an incentive-based fee structure for the intermediary in mergers and acquisitions.  The goal of this case study is to interest students in the problem of designing an optimal fee structure that simultaneously guarantees maximum sale price to the seller as well as maximum income to the intermediary.  Specifically, the case shows the necessity of such an optimally designed fee structure as a tool to mitigate the agency problem between seller and intermediary in mergers and acquisitions, which is inherent in the customarily used Lehman compensation approach.  Students are expected to compare the respective strengths and weaknesses of various compensation approaches, such as the Lehman formula, Reversed Lehman formula, Straight-Compensation, and a novel approach intended to ease current shortcomings.  The case was designed for higher-level undergraduate courses in Finance, as well as for graduate level courses (MBA).  Written as a decision version, the case was designed to connect theory (specifically the agency problem) with a real-world example of the world of investment banking, one of the highly desirable areas within corporate finance.  

Case Synopsis

Jessica Collins is setting up her own investment banking firm targeting private mid-sized Sellers.  She is pondering how to design her fee structure.  She desires to use this fee structure as a marketing tool, and wants to lay the groundwork for satisfied clients, who, so she hopes, will bring her future business based on word-of-mouth propaganda.  Thus, it is critical for her to design an optimal fee structure that simultaneously guarantees maximum sale price to the seller as well as maximum income to the intermediary.  She is dissatisfied with the customary Lehman formula as a compensation structure, as this structure does not align the interests of the Seller and the Banker, thus providing room for agency problems.  Subsequently, Jessica considers Reverse Lehman compensation structure and a straight-commission structure, and critically evaluates respective advantages and shortcomings.  Finally, she sets out to devise her fee structure that, in her eyes, assures that she will negotiate the highest possible purchase price, thus acting in her client’s best interest.  

As the case is designed as a decision version, the eventual design of Jessica’s optimal fee structure is left up to the student, in order to practice and improve logical thinking as well as problem solving abilities.

This case was prepared by Ted Azarmi, California State University, Long Beach, and Christine Haecker, Eberhard-Karls-Universität Tübingen, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida.  All rights reserved to the authors and NACRA. © 2003 by Ted Azarmi and Christine Heacker.

MEDIPLAN HEALTH CONSULTING “A”

Charles E. Mossman, University of Manitoba

Robert Harder, Investment Planning Counsel of Canada, University of Manitoba

Case Objectives and Use

This case explores issues related to the growth of a new industry in response to technological change, and the strategies of one company in that Internet pharmacy industry, Mediplan.  Operational and financial questions are discussed, including investment and currency exchange.  However, the most interesting issues are the controversy and ethics involved when the new Internet technology allows entrepreneurial businesses and customers to bypass institutional barriers to trade.  This upsets the existing price discrimination by national market exercised by large international drug manufacturers.  The legal right of these manufacturers for patent protection is confronted by the demand of American consumers to buy drugs at what they consider reasonable prices.  Issues in technology, economics, politics, and ethics are raised.

The teaching note was written for undergraduate or graduate courses in Finance or Small Business and Entrepreneurship.  It is useful for discussions of the impact of technological change on institutional or governmental restrictions and the effect on investment decisions and outcomes.  The case reflects complex issues where many disagreements are possible, and for which there may be no definitive answers.  Due to the issues involved, the case may also be useful in courses in Business Economics, and Public Policy or Strategy.
Case Synopsis

Chantelle Rzepka is the Director of Operations for Mediplan Health Consulting, an Internet pharmacy. The company is based in Minnedosa, a small town in western Manitoba, Canada.  It sells prescription drugs to Americans at lower prices than they can buy them in the United States. The Internet pharmacy industry has experienced phenomenal growth, due to differential Canadian and American drug pricing and the technological innovation of selling on the Internet.  However, the industry is operating in a legal gray area, and is facing considerable regulatory pressures that could eliminate its selling channels. It is profitable, but also very volatile and risky, facing considerable opposition from drug industry regulators, governmental agencies, and drug manufacturers. Uncertainty related to industry survival makes expansion decisions very difficult. Mediplan owners are expecting to reach capacity for current operations at Minnedosa within six months, and Chantelle is examining expansion alternatives. 

___________________________________

This case was prepared by Charles E. Mossman, University of Manitoba, and Robert Harder, Investment Planning Counsel of Canada, University of Manitoba, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida.  All rights reserved to the authors and NACRA.  © 2003 by Charles E. Mossman and Robert Harder.
TELECOM RED FLAGS CASE

Hugh Grove & Tom Cook, University of Denver

Jon Goodwin, Barra Partners, LLC
Case Objectives and Use

This case offers several major teaching objectives for student learning opportunities: (1) To understand complex issues for ratio analysis concerning the detection of earnings manipulation and financial reporting problems, (2) To understand why (and why not) such ratios can be useful as red flags in specific situations, like identifying the three manipulators, out of the nine telecom companies, (3) To appreciate the importance of non-financial red flags in predicting earnings manipulation and financial reporting problems.  This case is intended for senior level and graduate courses in finance and financial accounting.  The case topics focus upon ratio analysis as red flags for earnings manipulation and financial reporting problems.  Related topics include earnings management techniques and both financial and non-financial red flags as leading indicators for financial fraud detection.  The case should be positioned near the middle of such courses after earnings management and ratio strategies have been covered.   

Case Synopsis

The students are placed in the role of the recently hired Managing Director of Research for a small investment-banking firm.  This Research Director was given the task to establish red flag procedures for detecting earnings manipulation and financial reporting problems, using the telecom industry case with its three high profile, problem companies, Qwest, Global Crossing, and WorldCom.  These procedures included the use of “irrational” ratios, updated from prior earnings manipulation research, and various profitability ratios.  The ratio analysis was performed on nine major telecom companies: the three problem companies and six other major telecom companies.  To challenge the students and enhance their judgmental and analytic skills, they must try to identify the three problem companies out of all nine companies whose specific financial data are provided anonymously in the case. 

The Research Director was also given the task of identifying leading non-financial red flags from company-related events that occurred well before the public reporting of earnings manipulation and financial reporting problems.  Qwest was chosen to demonstrate this approach since it had so much publicity from numerous investigations and lawsuits.  In summary, both financial and non-financial red flags were identified as leading indicators of earnings manipulation and financial reporting problems.  The Research Director has continued to create a set of red flag procedures that are fundamental to the core research competency of his new employer.  

This case was prepared by Hugh Grove and Tom Cook, University of Denver, and Jon Goodwin, Barra Partners, LLC, and is intended to be used for class discussion rather that to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research (NACRA) for its annual meeting, November 2003, Tampa, Florida. All rights reserved to the authors and NACRA.  © 2003 by Hugh Grove, Tom Cook and Jon Goodwin.
TRANSITION FROM MICROFINANCE INSTITUTION TO REGULATED BANK:

THE CASE OF FONKOZE’S TRANSFORMATION

Dina Franceschi, Aaron Seymour, Winston Tellis & Michael Tucker

 Fairfield University

Case Objectives and Use

This case documents the transformation of a microfinance organization into a commercial bank. The case is provides the student with information about conditions in a developing country (Haiti). Students are encouraged to consider the difficulties faced by people trying to business in or with those countries. Fonkoze was the first organization that applied for such a change, and the Haitian Central Bank was forced to develop requirements that such organizations had to meet. The fact that as in many developing countries, the infrastructure in Haiti was not conducive to business only adds interesting elements that the students and instructor might be able to exploit.

The case is intended for advanced senior undergraduate students or MBA students. The case could be used effectively in banking courses, and MFI training courses. The instructor may decide to present the students with as much of the material as their background requires. In essence less prepared students will need more handed to them, making the case available to more students. There are financial calculations and an accompanying spreadsheet that allows the students to make judgments and decisions about the appropriateness of Fonkoze’s intention to convert to commercial status.

Case Synopsis

Fonkoze located in Port-au-Prince, Haiti is an MFI founded in 1996 and is currently the largest organization that lends to the poor. They have grown from just 600 accounts to over 20,000 accounts in 7 years. In the process they have exhausted the capability of their software to handle their activity, and their network resources are strained.

Since they are the only organization in some areas of the country, they collect savings as well. They now process over $1 million in savings deposits, but are not allowed to benefit from those funds, because they are only an MFI. They deposit those funds in a commercial bank. Their main purpose in deciding to convert was to have access to those savings accounts and thus to a ready source of funds that could be loaned out. The interest from those loans could be a source of significant income. Fonkoze is managed transparently and thus the details presented in the case are extremely educational to students and other such organizations alike.

This case was prepared by Dina Franceschi, Aaron Seymour, Winston Tellis and Michael Tucker, Fairfield University, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida. All rights reserved to the authors and NACRA.   © 2003 by Dina Franceschi, Aaron Seymour, Winston Tellis and Michael Tucker.
GLOBAL INVESTOR PUBLISHING

John D. Sullivan, Boston University

Case Objectives and Use

The purpose of the case is to provide the student with an opportunity to evaluate the deteriorating situation faced by Durham and Ingalsbe during the economic meltdown of Russia.  Almost desperate to save their ailing business, Durham and Ingalsbe begin to entertain the possibility of either a merger or a strategic alliance with Wilson’s struggling Emerging Market Funds Research.  With both businesses relatively young, it will be difficult to ascertain an appropriate purchase price.

Case Synopsis

In 1998, from their offices in Alexandria, Virginia and Cambridge, Massachusetts, Brad Durham and Dwight Ingalsbe, co-founders and Managing Directors of Global Investor Publishing, watched a series of economic meltdowns that started in Asia and ran rapidly West through Russia.  With the collapse of the Russian economy, Durham and Ingalsbe feared that their most profitable and lead product, the financial newsletter Russia Portfolio, would experience a significant reduction in circulation and possibly bring end to the five-year-old company.  Within months, large Russian financial institutions either dropped their expensive subscriptions or simply didn’t renew because they were ultimately liquidated and ceased to exist.  Outside of Russia, subscription renewals, while less dramatic, were also on the decline.  The Russian stock market, once the gem of the new capitalist frontier, was in ruin and portfolio managers were pulling out assets and no longer required the sector specific expertise of Global Investor Publishing.  One potential bright spot on the horizon was the launch of the company’s new financial newsletter, Central Europe Portfolio in 1997 concentrating on the securities markets in the Czech Republic, Hungary, Poland, Romania, and Slovakia and generating approximately $100,000 in revenue.  But with the decline of the Russian markets, these economies also faltered.

To pull the company back on track Ingalsbe and Durham shifted gears and refocused their attention on a new prospect.  While international portfolio managers might not be as interested in Russia specific information, they might be interested in how assets moved in and out of emerging countries and regions.  Both had used the data supplied by Ian Wilson, an entrepreneur that had the ability to take large amounts of information and carve it into a usable medium.  Maybe this was the time to entertain the possibility of an acquisition of Ian’s company, Emerging Market Funds Research, Inc.?  The real risk of course was that Emerging Market Funds Research or EMFR, was a data company and Durham and Ingalsbe’s experience was in publishing. 

This case was prepared by John D. Sullivan, Boston University, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida.  All rights reserved to the author and NACRA.  © 2003 John D. Sullivan.

WHISTLING BIRD WINERY

Armand Gilinsky, Jr., Sonoma State University

Raymond H. Lopez, Pace University

Case Objective and Use

This case presents students with the challenge of evaluating the costs and characteristics of expensive equity financing for a rapidly growing but highly leveraged firm.  As a private firm, valuation becomes more complicated, especially since there are no publicly owned wineries or vineyards on Long Island.  Cost of capital estimates can be made to evaluate the expansion plans of owner Laurie Johnson.

Financial forecast underlying the valuation measurements are also complicated by pricing trends for the firm’s products.  While premium wine prices rose in the 1990s, the recent “grape glut” in California will have a significant effect on grape prices, net revenues of all wine makers and prices at the consumer level.  

The teaching note was written for both advanced courses in finance at the undergraduate level as well as graduate students in an MBA program.  It may also be used successfully in a graduate course in Merges and Acquisitions to highlight the use of private equity capital and/or venture capital as sources of funds.  The implications of private equity investments, their expected rates of return, different valuation methods in negotiation for funds and implications of voting control are also covered in this case.

Case Synopsis

The Whistling Bird Winery has experienced greater than industry average growth in net revenues over the last five years.  Although heavily leveraged the firm owned and operated by Laurie Johnson has developed premium wines that are being accepted by the consuming public.  

The firm currently has expansion plans that include purchasing grape growing land, expanding the winery and increasing its fledgling retail operations.  Laurie has quickly realized that private equity funding or venture capital are her only options and is evaluating her position at the winery from both an owner and manager perspective.  With the cost of either form of equity capital quite expensive, is this expansion proposal worthwhile?

This case was prepared by Armand Gilinsky, Jr., Sonoma State University, and Raymond H. Lopez, Pace University, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to and accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida.  All rights reserved to the authors and NACRA.  © 2003 by Armand Gilinsky and Raymond H. Lopez. 
XFERA: WHAT´S A FAIR PRICE.

THE CASE OF SPAIN´S 4th UMTS LICENSE

Francisco J. López Lubián & Ignacio de la Torre

Instituto de Empresa

Case Objectives and Use

The Xfera case is intended to create discussion on advanced valuation techniques applicable to a complex start-up, operating within the UMTS spectrum.  The case also provides material for controversy by inserting quotations based on interviews with shareholders and former managers of the company.  Ultimately, apart from helping a student to master the art of valuation at an advanced level, it aims to develop discussion from a social angle of the consequences of unrealistic valuations, given that they can result in a broad economic crisis and, ultimately, many people losing a job.

Case Sypnosis

John Silverman, VS´ telecom equity research analyst was studying the whole process of bidding and allocation of European UMTS licenses, which had taken place during the year 2000. Silverman´s boss, James Mackenzie, had asked John to write a report on valuation pitfalls that occurred in said process. He decided to focus on a specific example: Xfera, and the case of Spain, where the bidding process used the beauty contest format rather than that of auction.

Thinking about the report he was about to write and taking into consideration all the information about the company, he wondered what might have caused the huge differentials between expectations, realities and the assumptions that never materialized.  Were those assumptions realistic at any point in time? Was risk well assessed? Were valuation mistakes the result of psychological factors? Was the credit crunch that impacted the economy during 2001-2002 the driving force behind the differences in valuation? Again, John challenged himself to ask the key question: What went wrong?

This case was prepared by Francisco J. López Lubián and Ignacio de la Torre, Instituto de Empresa, Madrid, and is intended to be used for class discussion rather than to illustrate either effective or ineffective handling of the situation.

Presented to an accepted by the North American Case Research Association (NACRA) for its annual meeting, November 2003, Tampa, Florida. All rights reserved to the authors and NACRA. © 2003 by Francisco J. López Lubián and Ignacio de la Torre.
