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Case Objectives and Use

These three cases illustrate the analysis of a foreign capital investment project by a U.S. headquartered corporation, and the subsequent attempt to reduce the risk exposure of the project to the parent company and to monetize the expected future profits of the project into a one-time earnings gain. The method employed was the use of Special Purpose Entities to magnify reported income, and to remove assets and reduce apparent debt usage on the balance sheet. While disguised, the case is based on the ENRON scandal and the active participation of Merrill Lynch in an SPE. The cases involve capital investment analysis of foreign projects and the use of SPE’s in modern corporate finance. The cases also focus on the role of investment bankers in assisting firms in using advanced financing and accounting techniques that might misstate the true financial condition of a firm. Business students will also be exposed to realities of modern finance and potential ethical and legal problems in financial decision-making. 

Case Synopsis

Case (A) presents the proposal for a new electric energy project for an energy-starved African nation. The US company (GLENCO) is working in partnership with both a foreign government and business to improve the generation of electric power in that country. Employee Tex Ritter is submitting a proposal to GLENCO’s CFO, Andrea Wostaf, for approval of the capital investment project. Case (B) advances in time by one year, when the company CFO is fighting pressures to report greater year-end profits. The approach to increasing reported profits illustrated in this case is through the technique of selling the project to a non-consolidated Special Purpose Entity. The CFO has invited a large Wall Street investment bank to buy the project in a newly-created SPE. The head of the investment banking division, Bagley, must present and analyze the GLENCO proposal within his firm, and report back to his client’s CFO. Case (C) illustrates the frantic attempts by CFO Wostaf to modify the SPE characteristics in a manner that will finally be acceptable to the Wall Street brokerage firm. The actual outcome of this real-world case study was the indictment, trial and conviction of Wall Street firm employees who aided and abetted ENRON in its fraudulent manipulation of its financial statements.
The author 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 author and NACRA. © 2005 by Arthur C. Gudikunst.  Contact person:  Arthur C. Gudikunst, Christopher Newport University, School of Business, 1 University Place, Newport News, VA  23606, 757-594-7265, agudikun@cnu.edu 
