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Dizz - Unseen material

Read the information before you answer the question

Appointment of an independent consultant

At the Dizz’s Board meeting held in mid May 2009, it was agreed that a consultant
would be appointed to advise the Board on the issues facing Dizz.

Answer this question

You are the consultant appointed by the Dizz.
Prepare a report that priorities, analyses and evaluates the issues facing Dizz, 
and makes appropriate recommendations.

Proposal to amend forecasted profits

At the end of 2008, the global financial crisis swept down several leading finance
countries suddenly and overwhelmingly, which might possibly lead to late – 2000s
recession. The Dizz board has reviewed the approved 5 – year plan shown in
appendix 4 of the pre – seen material and has communicated the range of
amendment in some of the key figures and growth rate as a result of the possible
decrease in demand with market analysts and also its own shareholders.

With less than 2 months until the end of the financial year ended 30th June 2009, the
forecasted profit figure ( after minority interests) of €6,589 million is predicted to be
kept due to a delayed impact on mobile telephony industry, however, the planned
profit figure ( after minority interests) of €8,203 million for the financial year ended
30th June 2010 is under discussion as well as the forecast growth rate in each
division.

There are some changes in the underlying data which will have an effect on the
planned profit figure for the 5 – year planning period. These are as follows:

 Europe – a decrease in the number of average customers from planned 118
 million to only 110 million in year 2010 with a reduced growth of 5 million
 per year thereafter, this is accompanied with a significant fall in Network
 revenue growth rate to approximately 5% per year based on the confirmed
 forecast figure for financial year ended 30th June 2009.

 Asia – a slightly decrease in average number of customer, form the planned
 106 million to 104 million in 2010 with a forecasted growth rate of 20% per
 year until 2014, while the growth rate in Network revenue is also adjusted
 down by 2% upon the original planning in year 2010 and 2011, while the
 growth rate in Network revenue in the rest three years still keeps as
 originally planned.

There should be no changes in the forecast of Africa.

Dizz’s customer base is a mix of individuals and corporate business customers, which
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is the main driver of revenue; it seems that the number of corporate customers will
drop dramatically in the financial year ended 30th June 2010 due to the poor
performance in various business organizations crossing industries during the global
financial crisis, which directly result in a forecasted deduction of profit figure for the
planned period.

Effective tax rate is predicted to remains at 30% and minority interests are forecast to
remain for the planning period at 21.6% of the Profit for the period.

As the result of the forecast reduction in customer base and profits the Group CEO is
considering four proposals to increase the Operating profit margin:

To cut half of the “Training and development costs” for the financial year
2010 and 2011, respectively. As well as delaying the IT capital expenditure of
€1,500 million until the recovery of overall business environment.

To cancel certain sponsorship contracts in Europe, while each contract
normally carry a 3 month contractual notice period.

Dizz was going to launch a large scale advertising campaign in Europe, using
various media, aimed at stimulating call revenue. However, due to the
negative impact in Europe market as a result of the global financial crisis, the
Global marketing director is proposed to change the direction to put more
attention to other geographical areas within the 5 – year planning time in
order to gain corporate image and market share at the market places with
relatively low competition.

To limit the contribution made to various activities of community support at
the current level.

Dizz has been worked with several government–sponsored hospitals in
Europe for more than 5 years. It currently seconds 15 employees for 4
months assignments (5 person years) to develop technology to improve
communication and has assisted with IT.

One of those hospitals has recently requested Dizz to increase the number
of employees seconded to 15 person years each year.

To reduce the costs of outsourcing.

Dizz has 10 companies worldwide to which it outsources it maintenance
work; most of them have worked closely with Dizz for more than 10 years
with outstanding performance. Dizz’s Procurement Director is proposed to
introduce numerous changes to the annual contract and service level
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agreement with them, which are intended to reduced the costs to Dizz while
ensure performance quality. Two of those companies, Fre and Mre are
considering whether to renew their contracts with Dizz due to the
unavoidable negative impact on their profit margins; their contract will be
expired in 3 months and 5months, respectively.

Proposal to introduce designed handsets to attract and retain customers

Dizz is keeping itself stand on the leading edge of innovation in both areas of
technology and customer service, it is going to procure “designer” mobile phone
handsets, designing and manufactured exclusively for its customer, which will be
introduced mainly in Asia market, where the style and taste of consumers are ever
changing and the cost of mobile phone handsets are relatively easier to be passed
onto customers. Furthermore, it is forecasted that the “designer” mobile phone
handsets could appeal over 15 million of Dizz’s existing customers and potential users
in Europe and Africa markets, who are willing to pay a premium price for these
exclusive handsets.

While due to the high costs of development and the licencing costs payable to global
brands, the range of price charged by manufacturer is based on the volume of
ordering.

Ordering quantity Ordering price € Bulk Discount
0 – 10 million 200 per handsets -
10million- 15million 180 per handsets 10%
15million – 20 million 160 per handsets 20%
20million – 25 million 140 per handsets 30%
25million –30 million 120 per handsets 40%
More than 30 million 80 per handsets 60%

Since the “designer” mobile phone handsets will be manufactured exclusively for
Dizz, it must be ordered in batches of 5 million handsets.

Proposal to enter into a foreign investment with a government sponsored operator

In order to keep space with the increased demand in 3G, the government of SCM, a
fictitious country in Asia, has announced that additional mobile phone network
licences will be issued in2010.

Due to the lacking of technical resources and experience to construct and operate a
specific set of mobile phone network, which is fully compatible to 3G standards, the
government intends to build a relationship between a government sponsored
operator and an established European company by the form of Joint venture to build
the mobile network infrastructure and operate it together for a certain period of
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time.

TW is a government sponsored telephony network operator, which has a history of
30 year operation in telecommunication industry providing service mainly on
landline telephony. It has experienced a sharp decrease in revenue due to the change
of the ways of communication introduced in last decade. The management of TW
wants to take the opportunity to enter into the mobile phone market by attracting
the latest technology and rich experience of Dizz.

If the working relationship is built, there should be a 50/50 jointly control operation
at the stage of construction of approximately one year and a 50/50 jointly controlled
asset thereafter continues for 10 years, the legal title over the mobile phone network
will he held by TW after 10 – year operation.

The forecast investment for Dizz would be €6,000million, which mainly used for
building mobile phone network in order to achieve target coverage. Additionally, Dizz
will be responsible to provide training to local employees in SCM and keep
connection with mobile phone handset manufacturers.

The forecast post-tax cash flows for the first year operation is €900 million, which is
predicted to keep growth at 20% each year for the next 10 years if the operation of
that jointly controlled network can achieve its target market share .

However, the competition is predicted to be increasing as a result of the issuance of
additional licences by the SCM government, even other mobile phone operators may
choose to develop 3G technology internally, which will be time – consuming and
accompanied with high risk and uncertainty. A detailed forecast of post – tax cash
flows, which is taking into consideration of the possible undesired customer base
achieved due to the competition from other 3G mobile network operators, are as
follows:

Post
– tax
cash
flows

Prob Year
1
€

Year
2
€

Year
3
€

Year
4
€

Year
5
€

Year
6
€

Year
7
€

Year
8
€

Year
9
€

Year
10
€

Best 20% 900 1080 1296 1555 1866 2239 2687 3224 3869 4643
Most
likely

50% 750     864     993   2814 1311 1446 1590 1749 1923 2115

worst 30% 690 759 834 918 1011 1110 1017 1296 1398 1500

It is agreed that the investment proposal is based on a risk adjusted post – tax cost of
capital of 15%.



Proposal to raise finance if the foreign investment is undertaken

If the investment in SCM is undertaken, the Group finance director is considering the
possible sources of finance by the light of no dilution of control, he sets out three
proposals which are under discussion.

The €6,000 million will be fully financed by a new 15 year loan from local
bank in Dizz’s home country.
The €6,000 million will be partially financed by cash reserve of Dizz and
partially by cutting Dizz’s dividend payout ratio for the financial year ended
2009 to 10%.
The €6,000 million will be partially financed by using a 1 for 4 right issue to
all shareholders at a price of €2 per share, while the balance should be
coming from cash reserve .

He is also seeking the possibility of raising finance in the home currency of SCM in
order to limit the foreign exchange risk facing by Dizz as well as take advantage of any
possible chance of lower finance cost.
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