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Whakamātautau Tuarua: Te Taumahi Hoko Pakihi
Assessment 2: Business Purchase Case Study 
Aromatawai Hua Akomanga (Learning Outcomes Assessed) 

Core Module Learning Outcomes

5.
Identify and explain key considerations regarding private equity investment

6.
Conduct a basic valuation of a business for investment purposes*
* This is also a numeracy learning outcome

If the Core Module Learning Outcomes are achieved, the following Literacy and Numeracy Learning Outcomes will also be achieved:

A. Locate and identify information of relevance in a case study and / or programme materials.

D. Write comprehensible sentences in response to questions and tasks.

F. Demonstrate an understanding of terminology relating to private equity investment.

Tohutohu (Instructions)

This handout contains a case study and a series of questions which relate to the case study. You are to read the case study and then answer the questions given in the spaces provided in this handout. 
In doing this, you are to use the context of the case study (in other words, you are to refer to, and use examples based on, the information provided in the case study).

If you would like additional space to write your responses, you may write responses on a separate piece of paper and attach to this handout. Where possible, write your answers in your own words.  

When completing this assessment, make sure you refer to the Marking Schedule provided so as to ensure that you meet all criteria to achieve this assessment.

Wātaka Whakahoki Maaka (Marking Schedule)

Learning Outcome 5: Identify and explain key considerations regarding private equity investment

This learning outcome relates to Part One of the assessment.
	Item No.
	Work Required From Tauira
	Achieved/

Yet to Achieve

	1
	For Question 1, the term ‘silent partner’ is accurately explained in a comprehensible sentence. 
	

	2
	For Question 1, a relevant advantage is identified in one or more comprehensible sentences.
	

	3
	For Question 1, a relevant disadvantage is identified in one or more comprehensible sentences.
	

	4
	For Question 2, two relevant strengths are identified.
	

	5
	For Question 2, one relevant weakness is identified.
	

	6
	For Question 3, two relevant factors are identified. 
	

	7
	For Question 4: 
· a relevant finance method is identified for ‘Option 1’, and

· an advantage of this finance option is correctly identified in one or more comprehensible sentences. 
	

	8
	For Question 4: 
· a relevant finance method is identified for ‘Option 2’, and

· an advantage of this finance option is correctly identified in one or more comprehensible sentences.
	

	9
	For Question 5, a relevant type of professional adviser is identified AND two relevant matters are correctly identified.
	

	10
	For Question 6, two relevant and comprehensible questions are given. 
	

	11
	For Question 7:

· the correct response is given, 

· a relevant explanation for this response is provided, and

· this response is written in one or more comprehensible sentences.
	

	12
	For Question 8:

· the correct response is given, 

· a relevant explanation for this response is provided, and

· this response is written in one or more comprehensible sentences.
	

	13
	For Question 9, one possible reason is correctly identified. The response is written in comprehensible sentences.
	

	14
	For Question 10: 
· one relevant thing is identified, 

· a relevant and accurate explanation is given, and

· the response is written in comprehensible sentences.
	


To achieve this learning outcome, tauira must fulfil at least 10 of the 14 requirements outlined above.

Otinga (Result)

Learning Outcome 5:






Achieved/YTA

Identify and explain key considerations regarding private equity investment
Learning Outcome 6: Conduct a basic valuation of a business for investment purposes
	Item No.
	Work Required From Tauira
	Achieved/

Yet to Achieve

	1
	For Question 11: 
· the most appropriate rate is selected, 

· a relevant and accurate explanation is given, and

· the response is written in comprehensible sentences.
	

	2
	For Question 12: 
· the correct value is stated, and 

· calculations are provided which show how this value was determined. 
	

	3
	For Question 13: 
· the correct value is stated, and 

· calculations are provided which show how this value was determined.
	

	4
	For Question 14: 
· the correct value is stated, and 
· calculations are provided which show how this value was determined.
	

	5
	For Question 15: 
· the correct value is stated, and 

· calculations are provided which show how this value was determined.
	

	6
	For Question 16, an appropriate value is suggested given the responses to Questions 11 to 15. 
	

	7
	For Question 16, two relevant and rational reasons are given for the value suggested. These reasons are both written in comprehensible sentences. 
	

	8
	For Question 17, two relevant pieces of information are correctly identified. 
	

	9
	For Question 18, the correct value is stated.
	

	10
	For Question 19, the correct term is identified. 
	


To achieve this learning outcome, tauira must fulfil at least 7 of the 10 requirements outlined above.

Otinga (Result)

Learning Outcome 6:






Achieved/YTA

Conduct a basic valuation of a business for investment purposes
Case Study
Whare and Keri are devoted soccer fans who live in Te Aroha. Their house is filled with soccer memorabilia (posters, scarves, cups, etc), most of which they bought from Soccer Delights, their favourite memorabilia shop in central Auckland. 
Over the years, as they frequently visited the store, Whare and Keri have come to know Ronald Beckham, the owner of Soccer Delights, very well. During their visits to the store over the past year, Ronald has mentioned a number of times that he is thinking about selling the business so that he and his wife, Vera, can travel to Europe where they can “live and breathe” European soccer for a year before they settle into the retirement bach they have already bought in KeriKeri. 
On their last visit, Ronald informed them that he and Vera had made the decision to pursue this dream – he had just had his 60th birthday and someone had made them an unexpected, but very good, offer on their house in Auckland (even though they had not put it on the market). So he and his wife felt that the time was right to sell the business and travel overseas. When Whare and Keri expressed an interest in the business, Ronald was delighted and encouraged them to “make an offer”.  

Whare (age 45) and Keri (age 48) are quite excited about the idea of buying Soccer Delights. Whare is a high school mathematics teacher and has a ‘good head’ for figures. He studied accountancy for a short time at university many years ago, and has recently been to some accountancy and tax night classes to refresh his memory. 
Neither Whare nor Keri has ever run a business before, although Whare’s parents successfully operated a corner dairy in KawaKawa, in which Whare worked on a part-time basis until he was 17. Keri is a trained nurse. She does not have any business experience, but has plenty of enthusiasm and has held positions such as ‘treasurer’ and ‘secretary’ at their local soccer club on numerous occasions. 
Whare and Keri have two adult children who both work full-time (one as a radio presenter and the other as a carpenter). Both of these children have offered to help them out in any way they can, although neither can afford to contribute financially! 
In regards to finances, Whare and Keri own their own house in Te Aroha and have a rental property, also in Te Aroha. They have $17,000 in a savings account which they are prepared to put towards the purchase of the business. There is also the possibility of Whare’s brother, Rikau, contributing financially to the business. 
Rikau and his partner, Phoebe, live in London. When Rikau heard about the opportunity he was very excited (probably because he, too, is a major soccer fan and liked the idea of getting soccer memorabilia at discounted prices!). Rikau and Phoebe are in a comfortable financial situation and already have a range of investments, so Whare and Keri were not surprised when Rikau offered to contribute up to a third of the purchase price (depending on what it works out to be) in return for becoming a silent partner in the business. 
Soccer Delights has been in operation for 15 years. During this time, the business has built up a loyal following of regular customers. A growing portion of these customers (some of whom live overseas) make their purchases through the business’s website. Ronald has recently started a bi-monthly e-zine covering soccer news, game tips and training ideas as well as new products and memorabilia. He has already built up quite a list of subscribers via his website. Ronald has found the e-zine to be an excellent marketing tool – his sales increase notably in the week following the release of each e-zine edition. 
Also of note is the fact that Soccer Delights has won a number of business awards. This includes the Auckland Chamber of Commerce Customer Service Award for three years in a row (although this was a number of years ago).

In addition to both Ronald and Vera working in the store, Soccer Delights currently has two employees, Jack and Jennifer. Jack is the assistant manager and has been with the business for the past 18 months. Based on some of the comments Ronald has made to him, Whare gets the impression that Ronald does not think that Jack is a very good worker. On the other hand, Ronald often praises Jennifer, who looks after the online part of the business (including the e-zine). Jennifer works on a part-time basis on some nights and weekends.  

When Whare and Keri ask Ronald for a copy of the financial statements for Soccer Delights, Ronald is happy to hand these over. He promptly supplies them with a copy of the most recent financial accounts, along with copies of the financial accounts for the previous four years! These accounts show that net profit in the most recent year was $35,000. For the previous four years, net profit was $40,000, $30,000, $25,000 and $45,000. Thus, profits have varied from $25,000 to $45,000 over this period, decreasing in some years and increasing in others. 
Part One
Aromatawai Hua Akomanga (Learning Outcome Assessed)
· Learning Outcome 5: Identify and explain key considerations regarding private equity investment 
Ngā Pātai (Questions)
1. What is a ‘silent partner’ and what is one advantage and one disadvantage of having Rikau and Phoebe as a silent partner in the business?
What is a ‘silent partner’? _____________________________________________
____________________________________________________________________________________________________________________________________

Advantage: ________________________________________________________
____________________________________________________________________________________________________________________________________

Disadvantage: ______________________________________________________
____________________________________________________________________________________________________________________________________
2. Whare and Keri want to analyse their own strengths and weaknesses to help decide whether they are ready to run their own business. What are two strengths and one weakness that the couple have in regards to operating this business? 

Strength 1: ________________________________________________________
__________________________________________________________________
Strength 2: ________________________________________________________
__________________________________________________________________
Weakness: ________________________________________________________
__________________________________________________________________
3. What are two factors that Whare and Keri will need to consider in regards to their own financial position before they arrange preliminary finance and make an offer on Soccer Delights? 

Factor 1: __________________________________________________________
__________________________________________________________________

Factor 2: __________________________________________________________

__________________________________________________________________

4. Even if Rikau and Phoebe become silent partners in the business, Whare and Keri are aware that the contribution they make, plus their own savings, will not be enough to cover the purchase price. 
· Identify two ways in which Whare and Keri could finance the purchase of the business, and 

· Identify an advantage of each of these finance options. 

Option 1: __________________________________________________________
__________________________________________________________________
Advantage of Option 1: ______________________________________________ 

____________________________________________________________________________________________________________________________________
Option 2: __________________________________________________________ 

__________________________________________________________________
Advantage of Option 2: ______________________________________________ 

____________________________________________________________________________________________________________________________________
5. Identify one type of professional adviser which you would suggest that Whare and Keri meet with before (or throughout) the business purchase process. Also identify two matters that they could consult this adviser about. 

Type of Professional Adviser: __________________________________________

Matter 1: __________________________________________________________

__________________________________________________________________

Matter 2: __________________________________________________________

__________________________________________________________________

6. Whare and Keri think that Ronald has given very valid reasons for wanting to sell Soccer Delights. However, the couple are concerned that there may be other reasons which Ronald has not told them. 
What are two questions that Whare and Keri could ask Ronald to help them to work out if there are other reasons for selling that they should be concerned about?   

Example: Are your main suppliers experiencing any problems that are impacting on Soccer Delights? 

Question 1: ________________________________________________________

____________________________________________________________________________________________________________________________________

Question 2: ________________________________________________________

____________________________________________________________________________________________________________________________________
7. During their recent visits to Soccer Delights, Whare and Keri have noticed that the premises seem a bit ‘run down’. For example, it is in need of a new paint job and could do with some better shelving. They wonder if the need for repairs and maintenance is actually a reason why Ronald wants to sell. 
If this is the case, does this mean that Whare and Keri should not consider buying the business? Explain your response.    

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
8. Should the fluctuations in net profit concern Whare and Keri – why / why not? 

____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

9. Whare and Keri take the financial accounts of Soccer Delights to an independent accountant (Jim Baker) to examine. After looking through them, Jim informs the couple that he believes the profit of the business in the past financial year would be higher than the $35,000 reported. 
What is one possible reason for this difference?   
_________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
10. Whare and Keri decide to visit the business premises (again!) to look at exactly what it is that they are considering buying. What is one thing that the couple should do / examine / make note of during their visit? Why?  

Example: They should try to match the assets in the store with those shown in the financial accounts. This is so they can see which assets in the store actually belong to the business and what condition the assets are in. 
__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Part Two
Aromatawai Hua Akomanga (Learning Outcome Assessed)
· Learning Outcome 6: Conduct a basic valuation of a business for investment purposes
Ngā Pātai (Questions)
11. Whare and Keri decide to do a basic valuation of Soccer Delights using the capitalisation rate method. Whare has learnt a little about this method and suggests that a very low capitalisation rate of 20% be applied. His reason for this is that the business has been in operation for 15 years, and is thus very stable. After looking at the books, Jim Baker (the independent accountant) disagrees with Whare and suggests a rate of 35% be applied. 
Given the information in the case study, which of these two rates (20% or 35%) would be most appropriate? Explain your answer.

 ____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

12. If Soccer Delights is valued using the capitalisation rate method, based on the reported profit for the previous year ($35,000) and a capitalisation rate of 20%, how much is it worth? Show your calculations.
Valuation: $_________________

13. If Soccer Delights is valued using the capitalisation rate method, based on the reported profit for the previous year ($35,000) and a capitalisation rate of 35%, how much is it worth? Show your calculations.
Valuation: $_________________

14. Remember that Jim Baker (the independent accountant) told Whare that he actually believed profit for the previous year to be higher than $35,000. If he estimates profits at $42,000, how much is the business worth if a capitalisation rate of 35% is applied? Show your calculations.
Valuation: $_________________

15. Whare and Keri prepare a business plan for their first year of business. As part of the plan, they decide to add a ‘Masters one on one soccer coaching clinic’ to Soccer Delight’s product / service range. As a result of this, along with some other changes they plan on making to the business, they estimate that profits will increase to $48,000 in the first year. 
Given a capitalisation rate of 35%, what is the business worth to Whare and Keri? Show your calculations.
Valuation: $_________________

16. What price do you suggest that Whare and Keri offer Ronald to buy the business for? Base your answer on the information given in, and your answers to, Questions 11 to 15. Give at least two reasons why you have suggested this price.
Price: $______________ 

Reasons: __________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

______________________________________________________________________________________________________________________________________________________________________________________________________
__________________________________________________________________
17. Jim (the independent accountant) tells Whare and Keri that Soccer Delights can also be valued based on its net assets. Soccer Delights is a leased shop, but Ronald owns all of the stock (soccer memorabilia), shop fittings, two computers and the business vehicle (a bright yellow sign-written car which is quite an icon on Auckland streets). 
What are two further pieces of information that Whare and Keri would need to know in order to value the business based on net assets?
(1) ______________________________________________________________________________________________________________________________

(2) ______________________________________________________________________________________________________________________________

18. Whare learnt in his accounting night classes about valuing a business based on average sales per year. If the average sales per year of Soccer Delights are $300,000 and if the ‘rule of thumb’ in retail was 35% of the average sales, then what would be the value of Soccer Delights using this method?
Valuation: $_________________

19. Assume Whare and Keri end up paying $118,000 for Soccer Delights, and that the net assets of the business are only valued at $95,000. What is the term given to the difference between these two amounts? 

__________________________________________________________________ 
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