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VEHIZERO is an automotive start up in Mexico City, which needs to raise venture capital funds to complete building prototypes and to build an assembly plant. The final product to be offered is an environmentally friendly hybrid electric vehicle (battery and/or gas operated). Its strategy is leveraging the electrical and automotive expertise of the partners to build one-ton hybrid-electric powered delivery vehicles for the urban delivery market, which will be cost effective for the end users and beneficial for the environment. In addition, they plan to capitalize the first mover advantage.

The main issues for VEHIZERO are trying to appraise the financial potential of the project and to educate prospective investors about the project risk profile to raise the required funds ($3.46M –base case scenario).

Solution and Value

VEHIZERO case would be useful to a MBA student because after reading and solving the case, he/she will be in position to:

· Forecast cash flows for a start up company

· Incorporate real options into financial projections

· Perform sensitivity analysis (Monte Carlo simulation or similar) to capture idiosyncratic risk (including using game theory, price and cost variability, tax rate changes, etc.)

· Calculate discount rate for a company with operations in a emerging market, considering country risk issues

· Use other valuation methods such as comparables

· Differentiate pros and cons of alternative ownership terms for a emerging market firm

The ultimate goal of solving this case is to develop a keen sense about how to evaluate risk and how to structure deals, in emerging markets. 

The Case 

The case will introduce the company, various aspects of doing business in Mexico, and challenges management is currently facing.  The main content will include the following: 

· Detailed company overview and strategy

· Analysis of the country risk 

· Financial assessment and metrics

· Economic environment

· Political environment

· Demand assessment (including the impact of air pollution)

· Competition

· Company specific financial analysis 

· Vehizero management’s projections

· Exhibits to provide criteria for further valuation and analysis

