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Memorandum
To:	Markstrat Entrepreneurs
From:	Markus Christen
CC:	
Date:	May 14, 2007
Re:	Bidding for Markstrat Firms
Dear Markstrat Entrepreneurs,
We have learned of your interest in buying and managing your own firm.  This surely is the dream of many in your position.  We are very pleased to be able to offer you for sale a number of firms with very bright future prospects.  You will receive a set of reports with details about the latest sales and financial results for these firms along with industry, customer and competitor information.  Each firm has strength and weaknesses and faces its own particular set of challenges, but we hope that you agree with us that our fine selection of firms is unique and certainly worth your time, effort and money.

To provide you with additional help in valuing these excellent prospects, a team of financial consultants prepared estimates of the annual cash flow (per period net contribution).  The results are shown in the table below.[footnoteRef:2]  For example, there is ‘big’ I, which has the highest average profit potential, certainly in the first few years, but this potential comes at a higher price.  Conversely, ‘thoroughbred’ E promises somewhat lower average profits but seems to have potential for those who can handle a somewhat difficult temperament.  Real entrepreneurs of course should take a look at the ‘long shots’ O or U.  Who wouldn’t want to lead an ‘underdog’ to the top spot?!  For those who have a hard time deciding, there is ‘middle-of-the-roader’ A.  Boring, good value for money or a diamond in the rough? [2: 	 These results were obtained from past financial results of Markstrat firms that competed in slightly different but comparable environments.  The firms that are for sale, however, are much different than those in the last promotion.] 
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Per period averages and standard deviations are calculated over periods 1 to 7. 

We will sell these firms in a closed-bid auction.  You must (1) submit a bid for EACH firm type (A, E, I O and U), i.e., a total of 5 bids and (2) clearly indicate your three most preferred firms in order of preference.  The minimum bid for each firm type is indicated in the table above.  Any bid below the minimum will automatically be raised to the minimum.

Your bids must be submitted no later than Friday, May 18, 2007 (noon) by email to markus.christen@insead.edu.
Bidding Process

We expect exceptionally strong demand for these fine firms, and we are thus unable to guarantee you a specific firm type.  We can guarantee, however, that each bidding team will receive a firm.

The bidding process is as follows.  We will first consider the bid from each team for their most preferred firm type considering all five types (A, E, I, O and U) in order.  There are three identical firms of each type.  If there are more than three bidders with a top preference for Firm A, for example, the three highest bidders with a first preference for A will be awarded a firm of type A.  If there are fewer than three bidders with a first preference for A, all the bidders with a first preference for A will receive their top choice.  The remaining A firms, will then go in a second or third round to teams with a lower or no preference for A, but lost out in the bidding for their most preferred firm type.  Once a team wins a firm, all other bids of the winning bidder will be withdrawn.

If at the end of this round of ‘first preference bidding’ there are still firms unsold, we repeat this process with the remaining bidders by considering their second preferences.  If necessary, we then consider the third preferences of the remaining bidders.  If at the end of this third round some firms are still not sold, we sell the remaining firms to the highest bidder (among the remaining bidders) irrespective of stated preferences.  In case of ties, we randomly draw a ‘winner’.

Regardless in what step of this process your ‘order’ is filled, the price you pay will always be your bid price for the particular firm type you acquire.  While there is no upper limit for the bidding, the purchase price is your initial investment into your Markstrat firm.  One of the criteria used to assess your team’s financial performance will be the return on this investment (NPV).  The higher your bids, the more likely you get the firm of your preference, but the harder you have to work to get a good return on your investment, all else equal.  

Please note that the first criterion to evaluate your bids is the preference and not the amount of your bid.  In other words, even though you may have a higher bid for a firm type than all other bidders, you may not win if you have a lower preference for that firm type than (some of) the other bidders.  Usually, I will receive one of your top two choices, but occasionally you end up with your least preferred choice.  If you absolutely need one particular firm, make sure it is your first choice and your bid is high enough.

The bids are due by noon on Friday, May 18, 2007.  The bidding results will be announced in class on Monday, May 21, 2007 and Tuesday, May 22, 2007.

Make sure you keep the Markstrat reports you receive in preparation for your bids and bring them to session #4 on Monday (P5) or Tuesday (P3).  While all these data will be available online, you still need these reports to make your first Markstrat decision.  If you need to do extensive analyses to prepare your bids, you can downloaded these reports as excel files from the website http://faculty.insead.edu/christen/markstrat.

If you have questions regarding this bidding process, please send an email to markus.christen@insead.edu or sms to +65 9866 1206.
Good Luck!
Prof. Markus Christen
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