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Case Objectives and Use
There are several major objectives for student learning opportunities: 1) to analyze various financial accounting adjustments and how they can impact reported earnings, 2) to apply benchmarking to the company’s performance, 3) to apply various business valuation methods, using both historical and recasted numbers, 4) to construct pro forma free cash flows for business valuation and scalability purposes, and 5) to consider both financial and non-financial factors in making a final recommendation for the proposed sale now or whether to hold and grow the business.  Financial accounting adjustments (recasting) of financial statements and business valuation methods are central issues for undergraduate and graduate finance and accounting case courses.  Prior to assigning the case, the instructor could review major concepts involving alternative business valuation methods and typical financial statement adjustments (recasting), with particular emphasis on privately held companies.  The case can be taught as a full analysis of all the prior learning opportunities or each one could be taught separately as stand-alone topics.  Alternatively, solutions to the recasting and pro-forma free cash flows could be provided to the students in order to focus on the business valuation decisions.  Theoretical links will apply the major finance and accounting concepts of business valuation and financial statement recasting (adjustments) to the challenging issues of private company valuations.

Case Synopsis

This is a decision based case written from the point of view of the IBG Senior Vice President, Darin Good, who was in charge of the Mile High Tree Farm Company sale.  This process took five years: four as Darin provided free consulting to help the Mile High Tree Farm Company owners develop their business and one more year to finalize the potential sale of this business.  The purpose of the case is to determine whether the Mile High Tree Farm Company should be sold now or be further developed to enhance its business value and then sold.  80% of a typical private business owner’s net worth is tied up in his or her business like the two owners in this case.  As a result, an accurate determination of the firm’s value is essential to ensure proper returns for years of hard work and personal investment.  IBG, an M&A advisory firm, has been retained by the Mile High Tree Farm Company.  IBG believes that the fair market value is the minimum value that should be the target for a company sale.  However, that number is never posted on IBG’s website which offers private companies for sales in order to let the auction process unfold on its own, even some bidding wars.
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 19-21, 2006, San Diego, CA.  All rights are reserved to the authors and NACRA.  © 2006 by Hugh Grove, Tom Cook, and Darin Good.  Contact person:  Tom Cook, Daniels College of Business, University of Denver, 2101 S. University Blvd., Denver, CO  80208, 303-871-2012, tcook@du.edu.
