Buyer's Confidential Information

The Babylon Cellular Communications Simulation

 (i.e., information only you, the Buyer, know. You may share as 

much as little of this information as you like with the Seller.)

Your firm, Beryllium Communications,  is seriously considering buying Babylon Cellular.  Your firm is a growing cellular phone company based in Seattle that exclusively serves markets in the western half of the US and Canada.  (You are limited to this region by Federal regulation.) You need to acquire a cellular phone division to expand service in the Southwestern U.S.  and to produce and serve at least 40,000 more units annually for sale exclusively to Southwestern U.S. customers.  You are authorized to spend up to $15.5M in cash for this acquisition. You pride yourself on your ability to develop creative deals, which is one reason why your firm has asked you to handle these negotiations. (Indeed, you sense that your colleagues are confident you'll be able to work out a deal for Bablyon.  One executive wished you luck with the Babylon talks but then said, "as if you'll need it!") Successful deal makers tend to advance quickly at your firm.

You must close the deal for any acquisition within the next four months to take advantage of large tax breaks for cellular phone investments that expire at the end of the period.  After that, any acquisition will make far less sense economically.  Your firm does not like to use debt to finance acquisitions, even assuming you needed to, which you don't.  (As a regional player, you want to stay as financially trim, and operationally and geographically focused, as possible.) 

(While your principal attention has been on Babylon Cellular, you  have received word that AltCel Communications,  another cellular phone operation,  is now available for purchase from its parent, a reputable Fortune 1000 company.  Here is the information you have: The AltCel cellular operation is based in Fort Worth, Texas..  It produces 49,000 units annually, and is an established, cellular system that is technologically similar to Babylon's.  It had  $6.8M sales and  $700,000 net profits in fiscal 1999.  Its parent is  asking $14.7M cash (subject to standard due diligence.)   The sale must close within three months. You  just  called an executive at AltCel's parent corporation - a Mr. Lee- who confirms  that the AltCel operation is still available if you act promptly. Mr. Lee is in Fort Worth and you would need to meet with him to work out any agreement.. Mr. Lee says  he  will  be  there all  day today, tomorrow  and the next day, but then will be traveling for at least two weeks.)

You've decided to first meet with the executive at Sendex  (i.e.,  the  seller  you  are  about to talk to in this simulation) to discuss Babylon Cellular, since you contacted him first. 

* * * * *

Seller's Confidential Information

The Babylon Cellular Communications Simulation

(i.e., information only you, the Seller know. You may share as much as ask little of this information as you like with the Buyer.)

Your firm, Sendex owns and hopes to sell Babylon Cellular.  Sendex paid $20.0M for the Babylon division two years ago. Sendex now wants to concentrate on Internet related electronic equipment.  Your firm also needs to sell the division soon to pay off $17.0M in corporate bonds that fall due in five months.  If you are late, the bond agreement requires you to pay a penalty at the rate of 15% (up from 7% now).  You will also face the risk of a reduction in your bond rating, which may be a real problem for you when you go to make your own acquisitions later next year.   You therefore want a buyer to make a firm  commitment (subject to standard due diligence) so your firm can be sure it will be able to pay off as much of the debt as possible.    You  have been offering Babylon for about four months, and the executive from Beryllium Communications (whom  you  are  about to negotiate with) represents the first firm that has  expressed serious interest in it.  You might be willing to wait a few more weeks if  necessary  but  you  can't  be  sure if demand will ever pick up. You pride yourself on your ability to develop creative deals, which is one reason why your firm has asked you to handle these negotiations. (Indeed, you sense that your colleagues are confident you'll be able to work out a deal with Beryllium.  One executive wished you luck with the Beryllium talks but then said, "as if you'll need it!") Successful deal makers tend to advance quickly at your firm.

The  business is  in  good condition.  You think it is very attractive (it has no outstanding debt, a strong reputation in the industry, and stable management.) While your firm has not done much in the way of  research, your internal discussions have produced a strong consensus that $16.0M is a reasonable price.  You  doubt  Buyer  will  find a truly comparable operation for less than $16.8M. 

You're  not  sure what besides price Buyer cares about,  but  you have a well-earned reputation for being a creative negotiator, which is one of the reasons why your firm asked you to handle these talks. You've  done  some  brainstorming in preparation for the talks and you've come up with  some  options  to  make it easier for the Buyer to say yes: (1).  You can include with the sale up to $600,000 worth of prepaid New York property taxes which Babylon's parent paid for earlier this year before it relocated Babylon to Dallas. The taxes can be used against income earned in New York State any time within the year. By law, the prepaid taxes may be transferred once (by you) but not by those you transfer them to. (2)  You can also agree to a deferred payment plan where Buyer pays as little as 50% at closing and the rest over a period of up to six months at as little as three points over prime.  (As long as the Buyer is credit worthy, you will be able to get an inexpensive short term credit facility to pay off the bond.)  (3) Finally, you have a warehouse property in Weehawen, New Jersey worth $400,000 which you acquired before you relocated Bablyon to Dallas.  You can include this property with the sale for $1.  (The law requires you to disclose to any one who takes it from you that they may be subject to state Environmental liability if pollutants are found there.  You haven't surveyed the land there yet.) 

.

 If  you  don't  sell  Babylon to Buyer and if no other buyer shows  up,  you  know you can sell it to Anatawa Corp, a reputable Japanese firm with which your company has done business many times before.  Anatawa has recently submitted a written offer to buy division for $16.0M in cash with a closing in four months.

* * * * *
