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Case Objectives and Use

The objective of the BHT case is for students to estimate the value of a potential acquisition.  The uncertainty surrounding the value is high due to the nature of the target company (a rapidly expanding biopharmaceutical company located in Lithuania).  The case provides information that allows the student to utilize both the discounted cash flow method and the comparable company method to estimate the value of the acquisition.  An additional dimension of the case is the fact that the target is located in Lithuania.  This requires the students to think about country risk and how it should be reflected in the valuation.  The case also allows students to consider the strategic aspects of the acquisition.  The case is suitable for advanced undergraduate or graduate courses in corporate finance, mergers and acquisitions, and valuation.
Case Synopsis

Dan Barrett, Director of Strategic Planning at Zeta Corp., is being encouraged by the CEO to find an attractive acquisition candidate for Zeta.  Dan has recently met with the Josef Wrona, CEO of BioHealth Tech, Inc (BHT), a small, privately held company in Lithuania, developing, manufacturing, and marketing generic biopharmaceuticals.  BHT is marketing two major products that Dan believed would fit into Zeta's current product portfolio.  Furthermore, BHT has an active R&D program for new drugs although commercial viability was many years in the future.  As Dan prepares a recommendation to take to the President of Zeta, he is considering the strategic advantages of the acquisition to ZETA, the risks of the acquisition, and how much ZETA should pay for BHT.

BHT has or is developing a number of high-value recombinant therapeutic proteins for a market which has the potential to go beyond Eastern Europe.  Existing patents on these products expire over the next five years, providing BHT an opportunity to introduce equivalent generic products in Western Europe and North America.  Sales projections have been provided assuming entry and no entry into Western Europe.  A key issue is establishing a fair value for BHT.  The information provided allows for developing estimates using a discounted cash flow methodology or a comparable companies methodology.  Several issues arise in developing the valuation estimates including: which methodology (discounted cash flow or comparable companies) is best, dealing with a noisy group of comparable companies, dealing with different discounted cash flow scenarios, and dealing with country risk.
The authors developed the case for class discussion rather than to illustrate either effective or ineffective handling of the situation.  The case, instructor’s manual, and synopsis were anonymously peer reviewed and accepted by the North American Case Research Association (NACRA) for its annual meeting, October 27-29, 2005, North Falmouth, MA.  All rights are reserved to the authors and NACRA.  © 2005 by Emery Trahan and Ronald Whitfield.  Contact person: Emery Trahan, College of Business Administration, Northeastern University, 413 Hayden Hall, Boston, MA 02115-5000, 617-373-4568, e.trahan@neu.edu 
