Bulgartabac Case – Note to Instructor


To: Professor Cam Harvey

From:  Tina Boyadjieva

Rob Ferguson

Renee Hartmann

Jeff Walwyn
Date: March 3, 2005

Re: Bulgartabac Case 

This case describes the failed attempt to privatize the Bulgarian state owned tobacco company: Bulgartabac. In 2005, an offer from British American Tobacco (BAT) was withdrawn, marking the fourth failed attempt to privatize the company in the last four years. The deal was a good deal with a fair price and attractive terms. The reason the deal fell apart had nothing to do with the financial or strategic goals of the buyer – it instead came about as a result of politics and social concerns. 
This case explores the extraordinary factors that play into emerging market investing, such as politics, social and environmental concerns. It demonstrates that ignoring these complex issues and focusing only on financial concerns will not always be a successful strategy in emerging markets. 
This case also highlights the issues surrounding the Eastern European countries accession into the EU, and the pressure to meet EU entry goals, while still appeasing the social concerns arising from a country that is radically changing. In this instance, this issue relates to the treatment of minority populations and the government’s attempts to protect jobs in an inefficient company and market. 
Students are asked to evaluate why the deal fell through, evaluate the attractiveness of the deal, value the company and provide recommendations on how to proceed from today. 

This case outlines the background of Bulgaria, its tobacco industry, the company Bulgartabac, the rationale for privatization and the failed deal. The solution includes a valuation of the company, a discussion on the appropriate cost of capital, possible real options and recommendations to both the government and potential buyers of the company. 

Enclosed you will find: 

· The case write up with exhibits

· The case solution with exhibits

· A powerpoint presentation summarizing the case

Please contact us if you have any questions. 

