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Note to Professor

Subject

Evaluation of a strategic investment of a minority interest in a Chinese airline group undergoing major restructuring and privatization from the federal government.

Perspective

The case will be written from the perspective of the management of a major international airline that is considering whether to make an offer for this investment, and what value to place on the airline group.

Key Issues

There are four main issues that this case will deal with and that instructors can focus on with their students.

1. Valuation -  Complete a full valuation using discounted cash flows, multiples analysis, and any other appropriate models.  Take into account unique aspects and metrics of the airline industry.

2. Emerging Market Risks -  Identify the risks inherent in a privatization and restructuring in and emerging market.  Recognize which risks can be quantified and incorporated into valuation model, and understand how to deal with more qualitative issues.  We will use case studies of other privatizations (both airline and Chinese) as appropriate.

3. Sensitivity -  An airline valuation model has a limited amount of key drivers, letting us focus on these specific issues.  We can therefore provide a good deal of information that can be used for an in-depth sensitivity analysis.

4. Restructuring -  This case will be looking at a strategic investment as the beginning of a restructuring process that will include optimizing the capital structure, significant debt pay downs, and future equity sales.  These issues will have to be understood and incorporated into the valuation model.

Overall we feel this case offers a number of interesting issues that can create a very comprehensive project for students in emerging market courses.  The valuation model will be very thorough and should provide an excellent resource to refer to in creating new models dealing with similar issues.  We will provide a copy of the Excel spreadsheet as part of the suggested solution.
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