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THE CHICAGO MERCANTILE EXCHANGE:
REDEFINING CORPORATE GOVERNANCE

Christopher S. Alexander, King' College
csalexan@kings.edu

CASE DESCRIPTION

The primary subject matter of this case concerns corporate governance. Secondary issues
examined include the view of the fit between strategy, management and culture. This case has a
level of four, appropriate for senior level courses. The case is designed to be taught in two and
one-half class hours and is expected require three hours of outside preparation by students.

CASE SYNOPSIS

This case examines the governance practices at the Chicago Mercantile Exchange (The
"Merc"). Asopposed to most of Corporate America, theideas of corporate governance at the Merc
guestiontheentirenotion of an"independent” Board of Director sfound in most organizations. With
the recent events at Tyco, Enron and WorldCom, this practice is at least troubling, and at most,
dangerous. This case will require students to grapple with the concepts of board effectiveness,
board composition and the potential dangers of "board inbreeding”.

THE THEORY

Corporate governance represents the relationship among stakeholders that is used to
determine and control the strategic direction and performance of organizations. (Lynall, et. al.,
2003; Hillman, et. a., 2001).

The board of directorsisagroup of elected individuals whose primary responsibility isto
act in the owners' interests by formally monitoring and controlling the corporation's top-level
executives (Fama& Jensen. 1983). Asaresult, if the board of directorsisappropriately structured
and operates in an effective manner, it can protect owners from managerial opportunism—the
tendency to put amanager'sinterests above theinterests of thefirm (Baysinger & Hoskisson, 1990).

The composition of boards differs; however, most experts agree that a board should consist
of the following members; insiders, related outsiders and outsiders (Zagjac & Westphal, 1996).
Insiders are represented by the firm's CEO and other top-level managers. Related outsiders are
individuals who are not involved in the firm's day-to-day operations, but may have arelationship
with the company. Examples might include the firm's legal counsel, alarge customer or supplier,
or a close relative of one of the firm's top-level managers. Outsiders are individuals who are
independent of the firm. They are neither involved in the firm's day-to-day operations, nor do they
have other relationships with the firm.

Because the primary role of the board of directorsisto monitor and ratify major managerial
actionsto protect theinterests of owners, thereisacall by advocates of board reform that outsiders
should represent a significant majority of a board's membership.

The drawbacks of outside boards. because outside directors do not have day-to-day contact
with the ongoing operations of the firm, they must obtain detailed, in-depth information about the
guality of management decisions. Generally this information is obtained through frequent
interactions, often developed over time, with inside directors (generally, at board meetings). Inthe
absence of rich information, boards may be forced to emphasize financial rather than strategic
controls. Potentially, This means that outsider-dominated boards—because they lack sufficient
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information—will eval uate managers, not on the basisof the appropriateness of their actions (which
the board ratified) but based on the financial outcomes of those actions (Tos, et. al., 2003).

Because of the board'simportance, the performance of individual board membersaswell as
that of entire boardsis being evaluated more formally and intensely. Asaresult, many boards have
voluntarily initiated changes, including:

— Increasing the diversity of board members' backgrounds

— strengthening internal management and accounting control systems

— establishing and consistently using formal processesto evaluate the board's performance

(Marshall, 2001).

Thefindingsfrom research regarding the effectiveness of board involvement in the strategic
decision-making process are mixed, indicating the following:

— Board involvement in the strategic decision-making process may improve firm

performance because it provides the firm's managers with access to outside opinions, and

outside directors should be more objective and more interested in protecting shareholders

interests.

— Boards are more likely to beinvolved in strategic decisions when the firm is smaller and

less diversified, since information regarding strategic actionsis more readily available and

both the scope and size of the firm are manageable.

— Boards are less active in large, diversified firms.

— Theboard's accessto sufficiently rich information on appropriateness of strategic actions

in large diversified firmsis limited.

— Board assessments may be limited to evaluating financial outcomes (rather than

appropriateness of action).

Research shows that boards working collaboratively with management:
— make higher quality strategic decisions

— make decisions faster (Simmers, 2000).

— become more involved in the strategic decision-making process.

Recent research suggests that inside director performance increases if they hold an equity
position.

THE SITUATION

As quoted in Business Week, Gregory P. Taxin, chief executive officer of institutional
adviser Glass, Lewis & Co. states that "Public companies must have a preponderance of directors
whose interests are only in serving the public shareholders® When most directors have "potentially
other interests at heart, the public sharehol ders con no longer rely on that board" (Weber, 85). Most
academicians and practitioners would agree. This is not the case at the Chicago Mercantile
Exchange (The"Merc"). TheMercisagiant market for futures contracts. For most of its 107-year
history, the Merc wasaclub run by and for itsmembers. When the Merc went public, membersstill
wanted to run the show. Aselectronic trading loomed, many also wanted the floor to survive, and,
in spite of this, the member-friendly board has obliged, allowing 70% of the Merc's trading to
become electronic. While the Merc is thriving, it is debatable whether the floor could survive
without such backing. Because of, or in spite of this, the Merc has developed a corporate
governance policy that isexceptionaly flexible. Their CEO, auditors, exchange consultantsare not
independent. However, traders on the floor, executives at firms that have done business there for
twenty-five years, and most importantly, apast chairman who draws $200,000 ayear, plusfees, as
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a special board adviser can be independent. The mindset at the Merc is that there is no "special
relationship” in this case.

In order to comply with NY SE listing standards, the Merc's Board must have a majority of
independent directors. But most of the directors-those in office when the Merc went public and ten
elected since, are not, according to anyone's standards, truly independent. Of the twenty directors,
thirteen earn their livings from the exchange as employees, paid advisors, or executives of member
firms. Only seven are outsiders, including aformer member and another whose firmisabig client
of Mercfutures. Merc Chief Executive Officer Craig S. Donohue argues, " Theindustry knowledge
on our Board has hel ped guide us and insured harmony, trust, and confidence aswe've gonethrough
dramatic changes." (Weber, 85).

Dueto its interpretation of "independence,” the Merc meets the NY SE's listing standards.
The Merc's regulator, the Commaodity Futures Trading Commission (CFTC), is working on board
composition guidelines. The SEC doesn't oversee the Merc, and a proposed rule requiring board
independence does not affect futures markets.
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LEADERSHIP IN COMPENSATION PLANNING

Lisa Berardino, SUNY Institute of Technology
calongl @sunyit.edu
Jan Welker, SUNY Institute of Technology
welkerj@sunyit.edu
Beverly Little, Western Carolina University
little@wcu.edu

CASE DESCRIPTION

Thiscasedescribesa compensation situation inwhich a hospital director seekstoretainand
motivate empl oyees by revising the method of assessing performance of physical therapists. Sarting
with job analysis to describe excellent job performance, employees are asked to revise the
performance management processfor the purpose of allocating pay increases. Thiscase highlights
the compensation challenges presented by the tight labor markets in some healthcare professions.

This case is designed for human resource management and health service management
classes. Itisappropriate for junior, senior, and masters business students. A key lesson centers
around how to retain and motivate employeesin situationswhere pay raisesarelimited. Thecase
demonstrates the basic human resource management techniques of job analysis, performance
management, and compensation systems in the context of budget constrained healthcare
organizations. Students working this case will learn the very careful consideration and the detail
of analysis required when changing employee compensation. The case stresses that employee
involvement is a key factor in the design of compensation systems.

CASE SYNPOSIS

This case describes the process that a hospital department director used to change the
department'scompensation system. Thetight labor market for physical therapistscreated asituation
whereby doing nothing to the compensation system would quickly result in turnover of the best
physical therapists. Forced by this situation to make changes, the director began with job analysis
and then invol ved employeesin creating a per for mance scoring plan by which the department could
make decisions about pay raises. The goal of this revised compensation plan was to retain and
motivate physical therapiststo excellent performance asdefined by the manager and the empl oyees.

INTRODUCTION

The director of physical therapy at St. Lucas hospital was reviewing his notes for an
important meeting with his department. Barry Barnes had called a meeting of al 20 physical
therapists (PTs) and the topic was one of interest to all of them -- revising their compensation plan.
He had attempted to manage the grapevine by saying that he wanted to explain to everyoneall at the
same time to avoid confusion.

Prior to the meeting, the director reflected on his decision to make changes to the
compensation system. Specifically, he was seeking the development of a new processto assess
performance for the purpose of allocating raises. Leading employees to change the compensation
systemwas challenging, but doing nothing would probably result in highturnover. Pay compression
(the high starting salary of new hires compared to the salaries of incumbents) and current shortages
of PTs created a situation in which the best PT could leave the organization and get higher pay at
the next organization.

Proceedings of the International Academy for Case Sudies, Volume 13, Number 1 New Orleans, 2006



page 6 Allied Academies International Conference

ThePTswereall ontimefor themeeting. Thedirector explained the agendaof the meeting.
"I've called this meeting for the purpose of seeking your input and participation in a process of
reviewing our compensation plan. First, I'll present where we are now. Second, I’ Il update you on
budget realities at this hospital and the cooperation | have from administration. Then I'll present
my proposal for updating the compensation plan for physical therapists. Are there any questions
at thistime?’

"How much of araise do we get?' joked one physical therapist.

The director took the question seriously, "How much of araise are you getting? That is a
good question. Let me addressthat up front. I've met with hospital administration. Due to budget
constraints, we are under a pay raise freeze for oneyear. That isthe bad news. The good newsis
that after one year, a budget for pay raises for physical therapists has been approved. Part of what
I'm proposing here is to spend this next upcoming year, while we are under a pay raise freeze, to
create and gain approval for arevised compensation plan. My ideaisthat we can implement anew
compensation starting in the next budget year.” (The director did not mention that the merit raise
pool was estimated to be 3% per physical technician.)

At this point, the questions started flying "Are some people not going to get raises?’ How
much of a pay raise pool becomes available in ayear?' "Who determines who gets what?"

Barry tried to reassure and settle the meeting. "Let metell you what | am proposing. I've
been working on updates to our compensation plan. 1'm heretoday to get your input and your help
in finalizing a proposal which will be approved.”

JOB ANALYSISASA STARTING POINT

"| started by asking the following questions: What are the differences in work behaviors
between agood physical therapist and an excellent physical therapist? What arethethingsthat PTs
do that should be considered when assigning raises? | answered by listing things such ascommunity
service, hospital service, leadership efforts, additional education.”

A few people brightened up at this point. "Oh yes, | sit on the hospital safety committee,
would that count?' "Six of us are working to complete our terminal degree online.” One woman
complained, hearing all these extra effort activities, "I have a new baby at home, | don't have the
time for extra committee work or an online degree program.”

EMPLOYEESDEFINE AND MEASURE EXCELLENT PERFORMANCE

Barry then clearly stated the purpose of this meeting. "l am asking for a group of you to
meet and work on afinal plan about how we can make decisions for allocating pay raises. First,
we' |l need to look at the current job description on file for the physical therapist position. Our main
task isto clearly define excellent performance by aphysical therapist. Who would like to continue
to meet for the purpose of creating a performance scoring plan which can be used to assign pay
raises?’ All of the physical therapists raised their hands.

CASE QUESTIONS

1. What are some of the advantages and disadvantages to employee involvement in the
compensation process?

2. What information does this group need?

3. Uselibrary and online sources to get information about the job description for physical
therapists. What are some average salaries for physical therapists?
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RFI / RFP CASE
APPLICATION OF INFORMATION SYSTEM
PURCHASING PRINCIPLES

RenaeK. Clark, Hender son State University

clarkr@hsu.edu
Todd Green, Hender son State University
greent@hsu.edu
Paul J. “Jep” Robertson, Henderson State University
robertp@hsu.edu

CASE DESCRIPTION

Theprimary subject matter of thiscase concer nsusing an Request for Information (RFI) and
a Request for Proposal (RFP) as part of an organizations purchasing principles as they relate to
purchasing a new information systemfor asmall business. Secondary issuesto be examined include
identification of technology issues for a small business and the design of a new system. The case
has a difficulty level of five. The caseis designed to be taught in three class hoursand is expected
to take approximately fifteen hours of outside student preparation.

CASE SYNOPSIS

Sudents are presented with a business scenario in which they need to have a new
information system installed for a small company where they have just started working. Sudents
are asked to review the scenario, create an organizational overview to be used as part of an RFI,
create a functionality list for a new information system, create an internal memo to justify the
expenditure on the new system, and outline what the possible responses to an RFP might be.

Proceedings of the International Academy for Case Sudies, Volume 13, Number 1 New Orleans, 2006



page 12 Allied Academies International Conference

New Orleans, 2006 Proceedings of the International Academy for Case Sudies, Volume 13, Number 1



Allied Academies International Conference page 13

GETTING STARTED INTHE THOROUGHBRED
HORSE BUSINESS: A CASE STUDY REVIEW OF
SOME BASIC ACCOUNTING PRINCIPLES

Richard H. Fern, Eastern Kentucky University
Richard.fern@eku.edu

CASE SUMMARY

This case introduces beginning accounting students to some common accrual accounting
conceptsin aninteresting setting. It addressestheissuesof cash flows, profit and loss, revenueand
capital expenditures, product and period costs, fixed assets, depreciation and cost of goods sold.
Dueto the variety of concepts covered, it isappropriate to use during the second half of the course
after students have been exposed to these areas. Each of the three sets of questions should take
about 30 to 45 minutes of class discussion time. Out of class preparation is about two hours.

SYNOPSIS

The case centers on the breeding and racing operations of a small Thoroughbred horse
business. Theowner haslittle accounting knowledge and asksher CPA friend for helpin evaluating
her degree of success in the business. The business has two distinct operations, racing and
breeding. Students are asked to apply accrual accounting principles and identify the product and
period costs for each operation and recommend a depreciation period for the capitalized costs.
Sudents also compute cash flows and net profit or loss for each operation and reconcile the two.

The Thoroughbred breeding industry is primarily a manufacturing business with the brood
mar es serving as production equipment and the foals serving as inventory. Racing operationsare
similar to many other businesses with fixed assets (racing stock) and operating costs (board,
transportation, vets, raceentryfees, jockey purses, etc.). Both activitiesareextremely risky business
ventures since there are no guaranteed markets or customers. Revenue streams for both types of
activity are highly unpredictable and depend as much on luck (e.g. racing success or favorable
breeding combinations) as on good business practices. In this case, the owner financed her
operations with a large bank loan so the concept of cost allocation and indirect costs for interest
are also introduced.

I nstructor sar e given sufficient background infor mation on accounting and reporting i ssues
in the Thoroughbred industry to allow adequate feedback and guidance to the students. Although
the case is presented on a full accrual basis, in reality most Thoroughbred horse business are not
public companies and primarily report only on an income tax basiswhich is generally cash-based.
Some basic, relevant tax issues are presented as background for instructors to add depth and
interest to class discussions. Short summaries of the history of the Thoroughbred breed, naming
foals and the Triple Crown of racing are provided for interest.
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APPLYING ERGONOMICSFOR A LOCAL COMPUTER
SALESAND SERVICE CENTER

Jinson .J. Erinjeri, Louisiana Tech University
jinson_je@yahoo.com
Jun-Ing Ker, Louisiana Tech University
ker@latech.edu
Srihari Jaganathan, L ouisiana Tech University
§a015@latech.edu

ABSTRACT

Small retail businessesin local towns have fewer employees working for long work hours.
However, little has been done to study if these small retail stores are acquainted with terms of
ergonomics and human factors and suggest improvements to make them awar e of the advantages
of incor porating these laws of work (Ergonomics). A study was performed at alocal computer store
located in the Northeastern Louisiana region of the U.S The study showed that the ergonomic
aspects have not penetrated to the retail market comprising of small businesses. Information was
shared and improvements wer e suggested in regar ds to design of works space and work methods.

Keywords: Retail Businesses, Ergonomics, Workspace, Work Methods
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“MISUSE” OR “THEFT” OF UNIVERSITY FUNDS:
A CASE STUDY

Marla A. Kraut, University of Idaho
marlam@uidaho.edu

ABSTRACT

Theformer Director of Auxiliary Servicesat a northwest university wasrecently indicted for
making unauthorized expendituresduring athree-year period, including purchasing tools, supplies,
and building supplies for personal use. A forensic audit performed by a regional CPA firm listed
the alleged $4,740 of illegal expenditures as well as $73,000 of other questionable expenditures
made by the Director of Auxiliary Services (Director). The prosecutor said his office charged the
Director with only the $4,740 amount because those were purchases that were determined to
explicitly be unauthorized and criminal.

The other questionable expendituresidentified in theforensic report included expenditures
for other university activities, church youth functions, and various community activities. The
forensic report stated that the university has to decide if these expenditures were appropriate use
of public funds and if the Director misused his budget to benefit these activities.

As Director of the Auxiliary Services, he was responsible for overseeing all university
servicesthat generated revenue, such asthe bookstore, dining services, the golf course, the athletic
facilities, and student housing. The expenditures were allegedly made within a special budget
account with an annual budget of $154,000, which could be spent at the discretion of the Director.

The forensic examination determined that the Director used University funds for personal
gain. He admitted in a signed statement to using University funds to purchase tools worth $1,200
to $1,500 and in materialsto remodel his kitchen worth $1,200 to $1,800. The examination found
a total of $4,700 of these expenses.

The auditors also found $73,000 of other questionable expenditures made by the Director.
$20, 584.24 of Auxiliary Services funds were used for Jazz Fest expenditures. According to the
report, the evidence indicates that the Jazz Festival and Jazz Choir budgets were tight and the
Director used funds from his account to supplement the Jazz related expenditures. The report
included several e-mailsfromthe Director of the Jazz Festival requesting funds from the Director
of Auxiliary Services. Note that the two men are members of the same church.

The Director also allegedly paid $3,500 from the Auxiliary Services budget to sponsor
football game day events. These expenditures should have been paid by the Athletic department
budget.

Also included in the report were expenditures for organizations that the Director has a
personal interest: (1) $6,614 in expenditures that went towar ds youth functions of the church that
he is a member, (2) $1,200 in funds that were given to the local little league association for
advertisement while his son was playing in the organization, and (3) $10,500 in sponsor ship for an
annual community musical event in which he was a founding member.

The students will be asked to address several ethical issuesin the case. They will be asked
to relate the specifics in the case to the Association of Certified Fraud Examiners Uniform
Occupational Fraud Classification System. The Director allegedly engaged in fraud schemes that
should be classified as corruption (conflicts of interest), asset misappropriations (fraudulent
disbursements for personal purchases and theft of inventory), and fraudulent financial reporting
(expense under statementsin specific budgets). The studentswill also be asked to discussthe affects
of the fraudulent reporting in this case. The university administration decided not to discontinue
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the Jazz Festival and even paid bonuses, based on the Festival showing a profit, instead of |osses
that had occurred in prior years.

Thiscasewill beappropriate for the senior-level auditing course. 1t can be used during the
discussion of SAS99, auditor’ sresponsibility in assessing fraud risks. The caseisveryrelevantin
today’ s business environment of unethical behavior, especially since it illustrates both fraudulent
financial reporting and misappropriation of assets.

New Orleans, 2006 Proceedings of the International Academy for Case Sudies, Volume 13, Number 1
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MANULIFE FINANCIAL AND THE
JOHN HANCOCK ACQUISITION

Camillo Lento, Lakehead University
Philippe Grégoire, L akehead University
Bryan Poulin, Lakehead University
camillolento@shaw.ca

CASE DESCRIPTION

Thiscase mainly dealswith the opportunity for Manulife Financial to acquirethelegendary
John Hancock Financial Services, Inc.. Sudents must consider both financial and non-financial
aspects of the acquisition decision. Secondary subjects include a host of other financial and
strategic issues facing Manulife Financial. The case would be relevant for either a senior
undergraduate or graduate coursein strategy or financial management asit requiresanalysisand
support drawing from both disciplines. The case is designed to be taught in one to two class hours
and is expected to require approximately five hours of outside preparation time. Students need to
be familiar with financial management concepts and strategic analysis and formulation.

CASE SYNOPSIS

In June 2003, Dominic D’ Alessandro is facing his most challenging time since becoming
CEO of Manulife almost ten years prior. D’ Alessandro must not only decide where to invest
Manulife slarge cash reserve now that a competitor, Great West Life, became the successful bidder
for Canada Life Financial, he must also ook at the strategic direction heisto set as consolidation
in the financial services industry comes to a close. There are many investment alternatives,
including the relatively safe bond market; but, more risky and rewarding options may be required
if D’ Alessandro wants to continue Manulife' s legacy of exceptional financial performance. Aside
from the investment and related strategic decisions, D’Alessandro must contend with an
appreciating Canadian dollar, the increased re-insurance risk made evident by the events of
September 11™, 2001 and the emer gence of the Sudden Acute Respiratory Syndrome (SARS) in the
Asian continent. In short, D’ Alessandro must pursue an investment course that is strategic, and
formulate and implement a plan that will ensurethefuture profitability of Manulife Financial inthe
short and long run.

INTRODUCTION

June 2003. It has been almost ten years since Dominic D’ Alessandro was appointed
President and CEO of Manulife Financial. There have been many changes at Manulife during his
tenure and today Dominic D’Alessandro is currently facing a different future with room to
maneuver. Manulife hasalarge cash reserve that was accumulated to bid for CanadaL ife Financial.
D’ Alessandro must decide whereto invest the cash now that acompetitor, Great West Life, won the
bid. There are many options, including the relatively safe bond market; however, amore rewarding
optionisrequired if D’ Alessandro wantsto continue Manulife’ sexceptional financial performance.
Thethreemost viablealternativesare: 1) attempt to takeover another insurance company or 2) lobby
the government to ease restrictions and merge with one of the big five Canadian banks or 3)
formulate a new strategy since industry consolidation is ending.
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Whatever course is chosen, D’ Alessandro must devise a plan to face an apparently less
certainworld. Therisk of terrorismis much larger than originally thought since the September 11",
2001 attacks and the war in Irag now has investors seeking greater security. The Sudden Acute
Respiratory Syndrome (SARS) scare in Asiareminds health officials and insurers that pandemics
are not beyond the realm of possibility even in this century. Finally, the rapid appreciation of the
Canadiandollar isexpected to hurt profitability since Canadian serviceswill now berelatively more
expensive internationally and overseas profits will be smaller when converted into the Canadian
currency. These circumstances makeit difficult for D’ Alessandro to achieve Manulife’ s objectives
of earning a return of 16 percent on equity and increasing earnings per share by 15 percent per
annum. D’ Alessandro must convince investors that Manulife will continue as a superior performer
in the face of these new market redlities.

HISTORY AND DEVELOPMENT OF MANULIFE FINANCIAL

The Manufacturers Life Insurance Company, or smply Manulife, hasarich history steeped
with Canadian culture. The company was incorporated in 1887 with the former Prime Minister of
Canada (Canada sfirst Prime Minister), Sir John A. Macdonald, elected asthefirst President. Ten
years after inception, Manulife had expanded into Asia and entered the U.S. market a few years
later. Itshead officein Toronto, Ontario Canadaisstill presently the Company'sglobal headquarters.
Throughout itshistory, Manulifewasknown asacompany that anticipated changeand, for example,
it was the first insurance company in Canada to offer low-policy rates to non-smokers, adopt
mainframe computer technology, and open an online bank. Manulife' svision is expressed as.

“ Our vision isto be the most professional life insurance company in the world: providing the very
best financial protection and investment management servicestailored to customersin every market
where we do business.”

Manulife experienced significant expansion during the 1980s. Growth in the U.S. wasled
by two acquisitions: the National Liberty Life Insurance Company and the Maine Fidelity Life
Insurance. Manulifebegan ademutualization processin 1993 whereby sharesweresoldtothepublic
and began trading on the TSE and the NY SE under the ticker 'MFC'. Manulife used proceeds from
equity issues to acquire other insurance companies. The acquisitions have proven worthwhile as
consolidation in industry has led to greater scale and scope efficiencies. Today, Manulifeisafirm
with operations spanning the globe, and divisions set up by geographiclocations. The Company has
experienced rapid change and growth, as reported in Canada’s National Post Newspaper: “When
Dominic D’ Alessandro cameto Manulife, it wasa staid, old-school insurer. Today, he presidesover
an innovative financial-services giant that rivals the banks in size, services and global ambition”
(2002 and pp. 52 - 53).

Dominic D’ Alessandro has been President and Chief Executive Officer of Manulife since
January 1994 and has guided the Company to nine consecutive years of exceptional financial
performance, as revenues and net income have quintupled. During histenure, D’ Alessandro led the
company’s successful demutualization, and was named Canada's Outstanding CEO of the Y ear
2002. D'Alessandro has an extensive and varied background. He graduated with a Bachelor of
Science degreein Physics and Mathematics from Loyola College, became a Chartered A ccountant
in 1971, and he was awarded an Honourary Doctorate from ConcordiaUniversity in 1999. In 1975,
D'Alessandro joined Genstar Ltd. where heworked as General Manager, and | ater asVice President
of Genstar's Materials and Construction Group. D'Alessandro next moved to the Royal Bank of
Canada, in 1981 where he held a number of positions including Controller and Executive Vice
President of Finance.
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Manulife has generated a 25 per cent compound annual growth rate in earnings per share
(EPS) over the past nine years and earned record profits in 2002. However, Manulife's financial
performance has dlipped in 2003. In the first quarter of 2003, the U.S. division contributed $107
millionin profit, down $11 million from ayear earlier, while the Canadian division profit was $94-
million, up by only $1 million. Thefirst quarter annualized return on shareholders’ equity was 15.8
per cent compared to 16.3 per cent for the same period last year, while EPS, which includes a one-
time charge of $15 million related to the abortive takeover bid for CanadaLife Financial, increased
four per cent to $0.73 from the $0.70. First quarter results did not meet financial objectives and
D'Alessandro responded: “1 am pleased that we wer e able to perform so well this quarter given the
extremely challenging conditions” (Manulife 2003a).

THE LIFE INSURANCE INDUSTRY

Manulife's main source of revenue is premiums from Term, Universal, and Whole Life
Insurance. In 2002, the Canadian division experienced an increase in premiums, while the U.S.
division seen a decrease. However, the most concern surrounds the Asian division asit may suffer
adecreasein revenues for various reasons. For example, the Sudden Acute Respiratory Syndrome
(SARS) outbreak has become a mgjor factor in Hong Kong and parts of mainland China. Sales
activities have been hit hard in mainland China, where SARS is believed to have originated, as
agentsareworried about meeting clientsfaceto faceand vice-versa. Manulifeistrying to bridgethis
gap by using the telephone and direct mail, but these do not have the same sales impact as face to
face selling. SARS also has the potential to increase expenses, as claims due to sickness and
mortality may increase. Thusfar, its Hong Kong operation has received two or three death claims
and one for hospital benefits. Although the disease seems to be under control right now, Manulife
must be prepared for new waves of SARS contaminations. Manulife has made changes to their
operationsinthebrink of SARS. Following anincreasein public concern after the government took
preventive measures to control the spread of the disease, Manulife is offering SARS-related
insurance coverage and services, including:

1. Health insurance policyholders that contract SARS are eligible to claim for medical
expenses.

2. Thedaily hospital income benefit related to SARSwill bedoubled for hospital confinement.

3. If quarantined at home, 50% of the daily hospital income be payable during the period.

INVESTMENT AND ACQUISITION OPTIONS

Inthewakeof all theuncertaintiesand emerging issues, Manulifestill hasto ensurethat their
premiums are invested in avehicle that provides superior returns and meet financial objectives. On
December 27, 2002, Manulife attempted to acquire all the outstanding common shares of Canada
Life Financial to create Canada's largest insurance company. Manulife's plans were foiled when
Great-West Lifeco made atakeover bid on February 17, 2003. Therewas an approximate $1-billion
difference between the Great-West and Manulife offers. Even before Great West made an offer,
Manulife failed to get Canada Life's board of directors and management on its side. To help
persuade Great West to comein asawhite knight, Canada Life agreed to give the company theright
to match any competing offer and to pay it abreak fee of $287-million or about $1.75 a share.

After failing to acquire Canada Life Financial, D'Alessandro still has a few viable
acquisition/merger targets, inamarket that'srapidly winding down. A potential target for acquisition
isJohn Hancock Financial. John Hancock’ s CEO madeit clear that he fully expects moretakeovers
and mergers, including cross-border deals. The second candidate isthe Canadian Imperial Bank of
Commerce. Having been burned by the loss of Canada Life, Manulife wants to make sure its next
major transaction is nailed down solidly before it becomes publicly known. If these potential
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acquisitions are overly risky, D’ Alessandro still has the option of the much safer bond market.
D’ Alessandro and the Manulife management team are aware of the risks inherent in purchasing
another company. Studies show that the acquirer should have a deep understanding of the target’s
business and industry before negotiations (Kaplan, S., et. al.1997). It isalso evident that successful
acquisitions are directly related to the post-acquisition integration strategy (Singh H. and Zollo M.
1998).

John Hancock Financial Servicesisoneof theU.S.A’sleading financial servicescompanies,
providing abroad array of insurance and investment products and servicesto retail and institutional
customers, primarily in North America with revenues over $8 billion. The Company operates its
businessin five segments. Two segments serveretail customers, including the protection segment
and the asset-gathering segment, and two segments serve institutional customers, including the
guaranteed and structured financial products and investment management. The fifth ssgment isthe
corporate and other segment. The CEO of Hancock Financial hasindirectly confirmed that he sees
Manulife or Sun Life Financial Services of Canada as potentially suitable merger partners.

Canadian Imperial Bank of Commerce (CIBC) isone of the largest banksin Canada, with
a presence in the United States. CIBC has consistently generated profits and a combination with
Manulife would provide for a host of potential synergies, cost-savings and cross-sales. However,
cross-pillar mergers are currently not allowed in Canada. Many CEOs of large banks believe these
maybelikely inthefuture by arguing that thelarge number of financial institutionsmakesthe affects
of amerger on competition negligible. On January 14th, 2003, Manulife attempted to buy CIBC,
but then-Finance Minister John Manley cancelled thedeal. Mr. Manley declined to void the federal
policy that prohibits the big banks from merging with either of the two biggest insurers, Manulife
or Sun Life Financial. Analysts believe that the Manulife-CIBC deal would have gone through had
the government not been confronted with another merger proposal (Scotiabank and Bank of
Montreal). As such, it may be worthwhile for D’ Alessandro to lobby the government to lift these
restrictions and alowing for cross-pillar mergers.

CIBCisthenatural target. Royal Bank and Toronto-Dominion bank aretoo big, and neither
would want to become the lesser partner in a merger. Scotiabank and Bank of Montreal were
engaged in their own merger talks and may also be waiting for restrictionsto ease. That left CIBC,
which had two key advantages. Thefirst was that CIBC’ s share price, thanksto lending losses and
the ailing Amicus bank system, had fallen from about $57 to the mid-$40s, making it a less
expensive target. The second was that CIBC has an extensive retail and wealth management
network. Together, Manulife and CIBC would be one of the most powerful financial institutions
with more than 70,000 employees, 16.5-million policy holders and customers, and annual revenue
of about $33-billion. By merging with CIBC, Manulife could offer banking, brokerage, insurance
and wealth-management services and products.

Investing in the bond market isalot lessrisky that the other two alternatives, but bonds do
not provide high potential for growth in earnings. U.S. Treasury’s have fallen hard over the past
three years, pushing the yield on the 10-year note from 6.79 per cent in early 2000 to arecent 45-
year low of 3.11 per cent. From 1970 to 1999, the average return on long term corporate bonds has
been 7.64 per cent with a standard deviation of 10.57 per cent, while treasury bills have returned
6.04 per cent with a standard deviation of 4.04 per cent. Currently, Manulife's bond portfolio is
diversified across many different industries, with the highest percentageinvested in the government
sector.

REINSURANCE DIVISION

Reinsurance refers to insurance purchased by an insurance company to cover al or part of
certain risks on insurance policies issued by that company; retrocession is a form of reinsurance
involving the assumption of risk from other reinsures. A dramatic change occurred to the
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Reinsurance operations on September 11th 2001, when terrorism risk appeared to be more serious
than previously thought. The Reinsurance Division incurred a$145 million expense for anticipated
clamsin 2001. The risk of terrorism involves prospective losses of potentially high severity and
unknown frequency, which makesrisk quantification difficult becauseit reaches beyond first-party
property coverage to involve other coverage’s (workers compensation, business interruption) that
are difficult to quantify. Since the attacks, reinsurance premiums for property and casualty have
nearly doubled. Manulife recorded claims resulting from the September 11" attacks as a non-
recurring expense; however, the recent war in Irag may have increased the probability of future
attacks, thusincreasing the likelihood of similar lossesin the future. Warren Buffett, of Berkshire
Hathaway, said that insurers and reinsurers were foolish for not pricing man-made mega
catastrophes before the attacks. “In effect, we and the rest of the industry, included coverage for
terrorist actsin policiescovering other risks- and received no additional premium for doing so. That
was a huge mistake, and one that |, myself, allowed. Had the attack on New Y ork been nuclear, it
islikely that most of the U.S. insuranceindustry would have been destroyed” (Berkshire Hathaway
2001).

RISING CANADIAN DOLLAR

On May 20th, 2003, the Canadian dollar climbed above 74 cents US, the highest it has been
since the autumn of 1997. In general, economists claim that once the exchange rate starts to move,
it's virtually impossible to predict where it will find its next equilibrium. The belief at Export
Development Canada (EDC) isthat as the world economy gradually returnsto normal during 2003
and into 2004, the Canadian dollar will slowly make itsway back to the US 70 cent level, possibly
alittle higher. Manulife s profits are going to be negatively affected from the recent resurgence of
the Canadian dollar value against the U.S. dollar. Analysts predict that Manulife s profits could fall
by as much as 9 per cent in 2004 ($129 million) if the dollar remains at its current level of 73.28
centsrelative to the U.S. dollar. Estimates are based on projected profits from Manulife's foreign
operations that have to be converted into Canadian dollars for accounting purposes. Manulife
doesn’t hidethefact that * the Company may be exposed to | ossesresulting from adver se movements
in foreign exchange rates dueto the fact that it manages oper ationsin many currenciesand reports
financial resultsin Canadiandollars’ (Manulife2002). Manulife hasapolicy of reinvestingitsU.S.
profit in the U.S., so it technically does not lose money on the currency conversion; however, it
could affect the company on an accounting basis, since Manulife is required to report itsresultsin
Canadian dollars. The effects of the appreciating Canadian dollar are already visible. In the first
quarter of 2003, premiums and deposits were up four per cent, but excluding the impact of the
dollar, the growth rate would have been eight per cent. Acquisitions could also help to mitigate any
loses as arising Canadian dollar makes it more affordable to purchase aU.S. insurer.

STRATEGIESFOR THE FUTURE

AsDominic D’ Alessandro sitsin his office in late June 2003, he knows that iswastimeto
make decisive decisions regarding the future of Manulife Financial. The current market conditions
and uncertaintiesrequireathorough analysisof all relevant external andinternal factors, assessment
of feasible options, and formulation of a renewed strategy that is accompanied by an equally
compelling implementation plan. The formulation and implementation of a plan must address the
issues facing Manulife as well as to set a new direction for the company now that industry
consolidation iscoming to an end. Many questions need to be answered including these three magjor
groups of questions:
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1) Where should the large cash reserves be invested? Whét is the feasibility of Manulife
acquiring John Hancock Financial, or merging with the Canadian Imperial Bank of
Commerce? Would the safer bond market be the best place to invest the money?

2) If further acquisitions prove the best option, how would Manulife Financial handle the
post-acquisition strategy to ensure that Manulife adds value in its offerings in different
markets over the long term?

3) What, if anything, should be done with respect to the environmental factors such as
appreciation Canadian dollar, theincreased risk of SARS and other potential pandemics?

All of these circumstances will makeit difficult to achieve Manulife s current objectives of
earning areturn of 16 percent on equity and increasing earnings per share by 15 percent per annum.
D’ Alessandro must determine how he can convince shareholders that Manulife will continue as a
superior performer in theface of thesedifficulties. Finally, thereisthe nagging suspicion that much
of Manulife’ s successis owed to the aggressive acquisition spree engineered over the decade past.
What must be done to ensure a bright future for Manulife in the next decade, assuming it will not
include many more acquisitions?
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PREPARING THE MASTER BUDGET FOR
THE SOUTH CAROLINA PUBLIC
BROADCASTING COMPANY

C. Angela L etourneau, Winthrop University
letourneaua@winthop.edu

David E. Letourneau, Winthrop University
letourneaud@winthop.edu

CASE DESCRIPTION

This case requires students of a Masters of Artsin Administration (MAAA) program, who
had heretofore had little or no exposure to accounting, to construct a cash budget for a not-for-
profit organization. Whilethelevel of difficulty isamodest 3/5, itisdesigned tointegrate knowledge
gained in a one-day 6-hour block of instruction in accounting and finance conducted as part of the
university’s MAAA program. Among the major goal of the program is to both demonstrate the
mechanics of budgeting, and to demonstrate that management can exert some control over the cash
flows so asto minimize cash shortages. The participating studentsarelargely working professionals
of not-for-profit organizations such as those of museums and art galleries. Most have had only the
most modest exposur e to accounting. The caserequiresabout 1.5 hoursof in-classtimeto complete.

CASE SYNOPSIS

As with many not-for-profit (NFP) organizations the South Caroline Public Broadcasting
Company (SCPBYS) receives a major portion of its capital and operating funds from public
solicitation. In this case, the corporation initiates a fund drive not only to cover its existing
operations, but also to funds new programs. In addition to the recurring expenses of the
corporation, thereareal so a number of expensesassociated with each fund drivethat areaddressed
through the exercise. Throughout the MAAA program and the case, major points are made about
the importance of cash flow as opposed to revenue. The case also demonstrates techniques
management can empl oy to optimizethe budget. Optimization techniquesincludereferringto prior
experience, scheduling out purchases of supplies, scheduling out capital expenditures etc., and
accelerating cash inflows. Finally, the case demonstrates that budgeting is especially important
to NFPs because they may experience restrictions on cash accumulations to which for-profit firms
are not subject

SITUATION

In not-for-profit (NFP) organizations, people often rise to middle management positions by
virtue of their experience within the organizations, and perhaps not because of specific experience
intheir new jobs. This can be especially truein the cases where personnel that are promoted into a
position that entails accounting responsibilities. People interested in careers working in museums,
local theatre or communicationswill typically have only the most modest accounting education, or
that experience may not be with an NFP.

In our case an experienced non-accountant manager, Laura Bauer (Jack Bauer’s sister), is
promoted into the Chief-Financial-Officer’s position for the South Carolina Public Broadcasting
Company. During her 15-year career with the company, Laurahad started asthe weather girl. Later
Laurawas proved to be very successful at producing programs and selling advertising. Three yeas
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ago she was named manager of the marketing department. In 2005, largely due to her outstanding
resultsin marketing the station’ s products, she was offered the position of Financial Vice-President
where one of her tasks would be to supervise, and work with, the small accounting office.

In late 2005, when Laurafirst accepted the position she examined the company’ s proposed
programs, capital requirements, expected donationsetc. for 2006. The Accounting Department had
developed a set of pro-forma quarterly income statements and balance sheets for 2006. Those
statementsindicated that the revenues and donationswould be adequate to cover all of the expected
expenses and capital requirements of the company for that year,

Towards the end of December, the Board advised Laura that they wished to initiate a new
fund campaign in January 2006 for the purpose of funding the purchase of new video seriesat atotal
cost of $400,000. Lauraimmediately sought the assistance of a CPA acquaintance, Brucia Willis,
Bruce Willis' sister. Thisfirst magjor initiative under her leadership gave Laura an opportunity to
both show what she could do, and to verify that the processesin placein the Accounting Department
were effective. Brucia directed Laura to have a new budget prepared. Once the budget was
completed, Laura set up an appointment for Brucia to come in and examine the processes and
results, and to advise Laura on any method she could employ to improve the results.

BUDGET
NFP Budgeting Problem

Following thedirectionsof the CPA, BruciaWillis, Laura, the Chief Financial Officer of the
South CarolinaPublic Broadcasting System Company (SC PPS), provided the accountantswith the
information she had gathered. The Accounting Department was to develop a new budget for the
first quarter of 2006. Among the considerations were that the Board wanted to buy a series of video
programs for $400,000, that the funds necessary for the purchases must come from a new funds
campaign conducted in the period January through March, and that current cash balanceswere only
$1,200. The budget should make clear the steps necessary to assure that the funds for both
continuing operations and the purchase of new programs would be forthcoming.

Table 1
Projected Pledges
Column 1 Column 2 Column 3
January February March

1,000 member pledges 1,500 member pledges 1,800 member pledges

Pledge averages:

25% of the pledges are for $100 — half of theseindividuals pay in cash during the month of
the pledge — the rest pay in the following month

75% of the pledges are for $200 — one fourth of these individuals pay in cash during the
month of the pledge. Credit contribution collection is as follows: unfortunately, 5% never submit
their pledge contribution; the remaining contributors pay 30%inthemonth the contributionismade,
60% pay in the month after the contributionismade, 10% pay in second month after the contribution
is made.

SC PPS gives a gift to all members pledging $200. The gift isafinancial planning CD by
Suzie Ball, anationally known financial planner. Suzie charges SC PPS $15 to cover shipping and
handling for each CD. SCPPS paysfor these disksinthe month following purchase. They currently
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have no inventory of Financial Planning Disks. The Board would like to consider having a safety
stock of least 10% next month’ s disks.

SC PPS expects to incur the following expenses, paid in the month they occur, for each
month of the third quarter of this year:

Table2

Monthly General and Administrative Expenses
Column 1 Column 2
Rent $12,000
Utilities 6,000
Advertising 4,000
Broadcasting Fees 15,000
Salaries 47,000
Depreciation 3,000
Miscellaneous 2,000
Total $89,000

CASE QUESTIONS

1. How much projected cash will SC PPS generate during the first quarter 20067?
2. How much cash will be needed to purchase the Suzie Ball CDs for the third quarter?

3. How much cash will be needed to pay for the general and administrative expenses during the
third quarter 2004?

4. Prepare the Cash Budget for SC PPS for the third quarter 2004.
5. Should SC PPS order the new series?
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ALZA CORPORATION: A CASE STUDY
CONCERNING R& D ACCOUNTING PRACTICES
IN THE PHARMACEUTICAL INDUSTRY

Tim McCoy, Texas A& M University — Corpus Christi
tmccoy @cob.tamucc.edu
Margaret Hoskins, Hender son State University
hoskins@hsu.edu

CASE DESCRIPTION

The primary subject matter of thiscase concernsvariableinterest entities(VIES), accounting
for research and development (R& D) arrangements, and consolidated financial statements. The
case has a difficulty level of four for five, appropriate for senior or first-year graduate level. The
case is designed to be taught in one class hour and is expected to require three hours of outside
preparation by students.

CASE SYNOPSIS

This case illustrates the innovative off-balance sheet financing techniques used by ALZA
Pharmaceuticals Corporation in the 1990s to fund its R&D activities. The case shows that,
although ALZA technically adhered to generally accepted accounting principles (GAAP) in effect
at the time, itsfinancial statements failed to reflect economic reality by overstating revenues and
net income. The caseisa prime example of how accounting for VIEs prior to current GAAP failed
to captureeconomicreality. Thecasedetailstwo of ALZA' sR& D funding arrangements, illustrates
the accounting practices used to capturethem, and eval uatesthe manner inwhichtheir resultswere
reported in the financial statements. Furthermore, the accounting and reporting procedures used
will be compared to those required by ARB No. 51, Consolidated Financial Statements, FASB
Inter pretation No. 46(R) Consolidation of Variable Interest Entities—an I nter pretation of ARB No.
51, and EITF 99-16, Accounting for Transactions with Elements of Research and Development
Arrangements. Thiscomparison will help students under stand the relevance and need for the new
pronouncements.

Proceedings of the International Academy for Case Sudies, Volume 13, Number 1 New Orleans, 2006



page 30 Allied Academies International Conference

New Orleans, 2006 Proceedings of the International Academy for Case Sudies, Volume 13, Number 1



Allied Academies International Conference page 31

LORI COLLIN AND IMAGE BEAUTY SALON

Todd D. Mick, Missouri Western State University
mick@missouriwestern.edu

ABSTRACT

The primary subject matter of thiscase concernsLori Collin, whowasraisedina Christian
home, but the home was abusive and she left at a young age to marry not one, but two abusive
husbands. At the sametime, she started a successful business and wor ked to provide a stable home
for her children and herself whilealso working to regain her faith. The case presentsLori’ shistory
from her point of view and how she eventually found what she needed to succeed both
professionally, personally and spiritually.

Creating and successfully operating a small business is a challenge for virtually all
entrepreneurs. In particular, the challenges facing women can often seem insurmountable. Lori
Collinwasraised in an abusive Christian home, yet she eventually returned to her faithin her own
way and has continued to feels God’s presence in her business operations. Yet she married two
abusive men and nearly lost her children, business and life while trying to keep her family and its
major source of income afloat. This case study chroniclesthetrialsand tribulations of one woman
that weaves common threads for many students; from spiritual loss and awakening to abusive
relationshipsto substance abuseto the value of family. Theteaching notereviewsthe pivotal points
in the case; entrepreneurship and spirituality, reputation building, and resour ce-based theory.

When considering the fast-changing roles of women and men in our society and around the
world, positivetal es of overcoming the wor st of gender inequalitiesand dysfunctional relationships
can be power ful toolsinthe classroom. Thedramatic growth of Christian businessesisalso gaining
increasing attention; however, this case is not about a Christian business, rather a faith journey.
This case is designed for an undergraduate entrepreneurship or management class and is based
completely on Lori’s own words.
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DEALING WITH AUDITOR CHANGES--
THE UNUSUAL CASE OF CALLAWAY GOLF
COMPANY AND ITSFOUR DIFFERENT AUDITORS
IN ONE YEAR

Brad J. Reed, Southern Illinois University Edwardsville
Ena Rose-Green, Southern Illinois University Edwardsville
brreed@siue.edu

ABSTRACT

While most publicly held companies go years without changing auditors, Callaway Golf
Company (Callaway) changed auditorsfour timesin oneyear. The unusual seriesof eventsthat led
Callaway to have four different auditors in one year provides an interesting setting to discuss
Generally Accepted Auditing Sandards as they pertain to auditor changes. Additionally, the
Securities and Exchange Commission (SEC) has disclosure rulesthat apply to the company and to
the auditor when an auditor change takes place. In this case the student will be exposed to actual
SECfilings(Form8-K) detailing the events surrounding the auditor changesaswell astheauditors
filings with the SEC regarding the auditor changes. As the SEC filings are reviewed, the rules
governing Form 8-Ks will be reviewed. The student will be exposed to the Code of Professional
Conduct asit relates to confidentiality issues. Finally, client acceptance issues that auditors must
deal with will be addressed.
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AUNTIE ANNE'SPRETZELS: AKNOTTY PROBLEM

Sherry Robinson, Penn State University
skrl2@psu.edu
John T. Finley, Columbus State University
Finley_john@colstate.edu

CASE DESCRIPTION

Thiscaseinvolvesgrowth and management i ssues, andisappropriatefor small businessand
management, especially strategic management, courses. A secondary issue is the owner's social
motives for the business, thereby making this case appropriate to a discussion of entrepreneurial
goalsand social responsibility. In addition, it tracesthe birth and growth of a new businessinto an
international franchise system. It isa level 2 case designed to be covered within one class period
and is appropriate for small business or management classes.

CASE SYNOPSIS

Auntie Anne'sis a family owned and operated business that holds a strong commitment to
customer satisfaction. The company focuses on product quality, strong support to its franchisees,
and a commitment to relationships that will help in the long-term growth of the franchise system.
Auntie Anne's success can be seen in its growth from a farmers market stand to the expanded
franchise system it offers today. Founder Anne Beiler started the business as a means to fund
charitablework. Sheisnow considering not only the possible expansion of Auntie Anne’ stoinclude
anew caféformat, but also thedirection of the charitabl e aspect of the business. This case study will
examine Auntie Anne's past and possibilities for the future.

INTRODUCTION

Auntie Anne's Pretzels started selling soft pretzels atas a single stand at a farmers market
in Pennsylvania, selling soft-pretzel sto shoppers. Through the devel opment of itsfranchise system,
Auntie Anne's now offers customers its productscustomers can purchase Auntie Anne’s products
at more than 850 outlets in 43 states and 13 international countries including Japan, Thailand,
Malaysia, Saudi Arabia, the Philippines, and England. The company’s sales have been growing
every year as has the price of afranchise outlet, paving the way for Auntie Anne's current status as
segment leader ..

The story of Auntie Anne's begins with founder Anne Beiler, whose overall goal for the
business was to make enough money to fund a counseling center that would help people of Amish
background find psychological help and healing. Anneand her husband Jonas had becomeinterested
in mending people’ slives after their daughter died in atragic accident. They wanted to help people
theway hisfellow friends and neighborshad hel ped hisfamily. Asafamily business, Auntie Anne's
Pretzels goals were closaly intertwined with the goals of the founders, so it is important to
understand the Beilersin order to understand the company.

BIOLGRAPHY OF ANNE BEILER

According to her autobiography (Beiler, 2002), Anne' s story begins on January 16, 1949,
on afarm in Lancaster County, Pennsylvania. Born to Amish parents, she grew up without using
electricity and with a horse-drawn buggy as the only means of transportation. Asthe third of eight
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children, Anne gained alot of experience baking and loved doing it. When shewas 12 yearsold she
baked her own cakes and pies for a Philadel phia market stand where she worked with her parents.
By the age of 14 she had her first job as a waitress in a truck stop, where she developed her
philosophy that kindness and a smile would open the door to anyone’s heart.

Anne met her future husband, Jonas Beiler, at afriend s birthday party and they were wed
in 1968. They moved to Texasand lived therefor 20 years. Upon returning to Pennsylvaniain 1987,
Anne managed a soft pretzel stand at afarmers’ market in Maryland. After seven months, she and
Jonas purchased abooth at thefarmers market in Downington, Pennsylvania, wherethey sold pizza,
stromboli, ice cream, and hot hand-rolled soft pretzels.

As she worked with the stand, Anne noticed the pretzels were the most popular item and
they appeal ed to people of all ages. She set out to develop her own pretzel, and for two months Anne
tinkered with the recipe but with disappointing results. Just when she was about to give up, Jonas
suggested some ingredients his mother used when he was a young boy. They added them to the
pretzel mix and a“new” recipe was created--the Auntie Anne's pretzel. The hot, salty treat was a
hit with customers. Long lines of people who wanted only pretzels and fresh lemonade formed in
front of the stand. Within ayear they opened a second stand and then athird and fourth. The Beilers
garage became an office and family and friends helped her mix batches of pretzels, paint signs,
construct booths, and deliver ingredients, in addition to working at the market stands. The familiar
pretzel logo onthe Auntie Anne’ ssigns came from aphotocopy her sister Becky made of one of the
actual pretzels.

The success of the stands made the news and Annereceived her first request for afranchise.
She knew nothing about franchising but decided to try it, learning the business by trial and error.
The first franchise outlet went to her brother in 1989 for $2,500. Cousin Sam Beiler was another of
the first franchisees. In afew yearsthe price for afranchise rose to $7,500 and by 2005 it had risen
to $28,000.

Auntie Anne's 2003, sales were approximately $234 million, and rose to $247 million in
2004. Same-store saleswere up 2.1% during this time with an average check of $3.45. Although it
is segment leader, Auntie Anne's faces competition from several other franchises. The Pretzeldog,
the most successful new product in many years, takes Auntie Anne's closer to the sandwich market,
yet, like apretzel, is easy for consumers to eat on the go.

COMPETITION

Although the pretzels sold by Auntie Anne's have their own specia taste, they are not the
only such product on the market, and franchises are common in this industry. Two of the largest
competitors, Pretzel Timeand Pretzelmaker, are owned by Mrs. Field's Famous Brands. Each brand
has more than 200 units, which Pretzel Time mostly in the east, and Pretzelmaker in the west.
Customers spend an average of $3.90 at each on items such as cheese stuffers (pretzel dough
wrapped around cheese cubes), pretzel bites(small bitsof pretzel with toppings) and pretzelsaround
hot dogs.

In addition, Wetzel's Pretzels, with well over 200 locations, is a national competitor with
2004 sales of almost $45 million. Same-store sales were up 7.5% from $346,000 to $372,000
between 2003 and 2004. Wetzel's pretzels weigh 6 ounces, 50% more than competitors average 4
ounce pretzels. The pizza pretzel, topped with cheese and pepperoni, and a pretzel wrap with ahot
dog and cheese are two items that are, like Auntie Anne's pretzeldog, closer to the sandwich
category.For example, Hot Sam's, Pretzel Plus and Bavarian Pretzel are not as well known in all
locations, but offers similar products and similar prices.

The quickest and easiest way for potential competitorsto set up asoft pretzel outletisto go
through a type of generic company such as Pretzel Plus. This company provides supplies and
ingredients needed for apotential entrepreneur to open apretzel shop under any name (not restricted
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to Pretzel Plus). To open a 500-1,000 square foot franchise outlet with this organization, a total
investment of approximately $80,000 to $103,000, with aminimum net worth of $150,000, of which
$40,000 needsto bein liquid assets. The franchise fee is $12,000 with 4% royalties.

Another up and coming potential threat to the Auntie Anne franchise is Hot Sam Pretzel
Bakery based in Cleveland, Ohio. Hot Sam offers traditional Bavarian-style pretzels as well as a
sweeter, soft-dough variety. Hot Sam Pretzel Bakeriescurrently operates 140 company-owned stores
located in malls and expects to add five to eight more. It is now targeting the Tri-State areain its
first-ever franchising plans. The biggest challenge that Hot Sam facesistransforming its corporate
structureinto afranchise system. The company must scrutinizeits programsfor site selection, lease
negotiation, store openings, and retail operations.

Auntie Anne' sisthe current leader in the soft pretzel business, but it does face competitors
that would like their own piece of the market. This may hinder Auntie Anne’s future ability to
charge premium prices as the market comes closer to saturation. In addition to the Pretzeldog, a
hotdog wrapped in pretzel dough, Auntie Anne'sis now considering expanding its operations with
anew café concept. Unlikethetypical pretzel outletsthat offer no seating, each Auntie Anne's Café
would seat approximately 30 people. Similar to other modern cafes, these would serve gourmet
coffee, offer alunch and light dinner menu (sandwiches, pizzas, breads, soups, etc.), and provide
wirelessinternet access. Most items on the menu would be made from the same pretzel dough, but
prepared in different ways. The first Auntie Anne's Café has aready opened in Lancaster,
Pennsylvania. Others may be opened if this one proves to be a success.

CHANGE IN OWNERSHIP?

Charitablework isAnne and Jonas Beller’ s passion. Auntie Anne'swas not created to make
the Beilers rich, but to support their charitable projects. In 1992, Jonas opened the doors to the
Family Resource and Counseling Center, which isstill in operation. The company also fundsanon-
profit organization, the Angela Foundation, named after their daughter that was |ost to them years
before. Anne feelsthat thisisthe part of the company that extends the belief to give back aportion
of the gifts God has given her and her husband.

Now Anneisconsidering selling Auntie Anne’ sto her distant cousin Sam Beiler, whoisalso
the President and C.O.0O. of the company. He has been part of the Auntie Anne’ sfamily since 1989
when he became one of the company'sfirst franchisees. Since then he has concentrated on opening
137 foreign stores and overseeing 37 company owned units. If the company issold, itislikely that
hewill takeit in anew direction. Sam Beiler has already stated that he would like to open about 40
pretzel stores ayear. He also plans to introduce the Auntie Anne’'s Café slowly to see if it will be
profitable. With the right marketing and products the Auntie Anne’ s Café may be avery profitable
franchise.

By selling the business she created, Anne will have the time she wants to work towards her
long-term goal of helping families in need. Anne and her husband would also be able to work to
open afamily center that will provide help to children in their hometown. However, Annewonders
if her strong beliefsin commitment, giving, and customer satisfaction will continue to be instilled
in employees if she leaves.

If Sam buys Auntie Anne’'s, he will be purchasing a brand that is synonymous with good
quality, reliability, and profitability. He will have to maintain the good reputation that the company
currently holds. Since he has succeeded in the past with providing more business opportunities for
Auntie Anne’s, he may be ableto further succeed with the business. However, the question remains
asto the future of Auntie Anne's Café.
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E.M. MAPALAD AND THE MAPALAD BUSLINERS,
INC.: THE BUSINESS ENDED DESPITE
A TALENTED ENTREPRENEUR

Maria Claret M. Ruane, Alfred University
ruane@alfred.edu
Amy B. Rummel, Alfred University
frummel @alfred.edu

CASE DESCRIPTION

The primary subject matter of this caseisentrepreneurship. Secondary issues examinedin
the caseincludestrategiesinvolvedinfamily businessstartup, growth, and decline, including profit-
maximizing strategies (revenue maximization in particular), as well as international business
environmentsand their impact on businesses, in general, and family businesses, in particular. This
case has a difficulty level of three and up, appropriate for junior level and beyond. The caseis
designed to be taught in two to three class hoursin a management or international business course,
and is expected to require about three hours of outside preparation for students, consisting mainly
of reading the case and familiarizing themselves with the business implications of a Martial Law
regime.

CASE SYNOPSIS

The case is about E. M. Mapalad, an entrepreneur, and the successful transportation
business he created in the Philippines after World War |1 and operated for morethan 50 years. The
case traces through the history of his business, fromits beginning asa surplus U.S. Army jeep that
was leftover fromthe war to afleet of thirty five full-sized buses at its peak in 1965-1972. Indoing
s0, the caseillustrates an exampl e of how a highly motivated and very tal ented entrepreneur started
his businesses from limited resources, and how his skillful management of these and additional
resources and his ability to identify and pursue opportunities made him the number one bus
operator in Manila twenty years after he started his business. The case also shows how a drastic
changeinthepolitical environment adver sely affected hisbusinessesand drovethisonce motivated,
dedicated and successful entrepreneur to give up on the business that he created.

This case secondarily provides a glimpse of the transportation industry in the Philippines
between 1945 and the 1980s for which no explicit study exists and for which data are generally not
available. It also gives a personal account of the political, economic and cultural environments
faced by the entrepreneur and how these environments affected a number of his major business
decisions.

Proceedings of the International Academy for Case Sudies, Volume 13, Number 1 New Orleans, 2006



page 40 Allied Academies International Conference

New Orleans, 2006 Proceedings of the International Academy for Case Sudies, Volume 13, Number 1



Allied Academies International Conference page 41

CASINO CITY,INC.V.U.S. DEPARTMENT OF
JUSTICE: CAMPUSACCESSTO INTERNET
GAMBLING AND THE FIRST AMENDMENT

Edward J. Schoen, Rowan University
schoen@rowan.edu
Diane Hughes, Rowan University
hughes@rowan.edu
Phillip A. Lewis, Rowan University
lewisph@rowan.edu
Richard Marmon, Rowan Univer sity
marmon@rowan.edu

CASE DESCRIPTION

The primary subject matter of this case is the concept of "standing” which mandates that,
under Article 1l of the United States Constitution, each litigant is permitted to pursue his or her
cause of action only if it presents a genuine "case or controversy,” in the absence of which the
federal district courts lack jurisdiction to adjudicate.

Thiscase also explores United States statutes declaring internet gambling to beillegal, and
examines whether First Amendment protection of commercial speech precludes government
restrictions on advertisements promoting internet gambling.

Finally this case reviews the rapid growth of the online gambling industry, the swiftly
increasing participation of university students in online gambling, the ethical implications of
marketing efforts designed to entice university students to engage in internet gambling, and the
Federal income tax consegquences of gambling online.

This case would be appropriate for use in business law/legal environment of business,
internet marketing, or e-Business courses with a difficulty level of two or three depending on the
course.

CASE SYNOPSIS

Michael A. Corfman, thefounder and CEO of Casino City, Inc., aLouisianacorporation that
oper ates gaming websites that disseminate i nfor mation about gambling, initiated a lawsuit against
the United States Department of Justice (DOJ) seeking declaratory judgment that prosecution by
the Department of Justice for accepting advertisements for internet gambling operations on
CasinoCity.comviolated its First Amendment right to engage in commercial speech..

Casino City's website attracts individuals seeking gambling information, and gambling
establishmentsthroughout thewor|d advertise on Casino City'swebsite, providing Casino City with
substantial advertising revenues.

Casino City claimsthat the Department of Justicethreatened to prosecute br oadcaster swho
accept advertisements for online gambling for aiding and abetting illegal activities, and issued
subpoenasto media outlets, internet portals, public relations companies and technol ogy companies
to obtain information about advertisements purchased by online casinos and bookmaking
companies. Casino City also alleges that these threats of prosecution infringe upon Casino City's
right to engage in commercial speech contrary to the First Amendment.

This case analyzes (1) the requirement in Article Il1 of the United States Constitution
mandating that Federal courtscan entertain only those causes of action that present agenuine” case

Proceedings of the International Academy for Case Sudies, Volume 13, Number 1 New Orleans, 2006



page 42 Allied Academies International Conference

or controversy," (2) the protection accorded to commercial speech under the First Amendment, (3)
the legality of internet gambling, (4) the rapidly increasing participation in online gambling by
university students, and (5) the ethi cal implicationsof mar keting effortsdesigned to entice univer sity
students to engage in internet gambling.

Careful discussion of the case should enabl ethe studentsto better under stand (1) the concept
of "standing” and "ripeness’ which prohibit courts from exercising jurisdiction in hypothetical
claimsprematurely presented for court resolution; (2) thelegal and ethical implicationsof thevastly
expanding business of online gambling; (3) the application of First Amendment protection of
commercial speech to internet gambling advertisements; (4) the rising participation of university
studentsin online gambling and danger s posed by those activities through theincreasing incidence
of pathological gambling; (5) the effectiveness of marketing strategies which promote online
gambling; and (6) the Federal income tax consequences of gambling activities.
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HANDLING DIFFICULT SITUATIONS:
FOUR ROLE PLAY CASES

Stephen A. Stumpf, Villanova University
steve.stumpf@villaonva.edu

CASE DESCRIPTION

The primary subject matter of these role play cases is the communication skills needed to
handl e difficult situations—among clients, consultants, and teammembers. Sncedifficult situations
often stemfrom people having different goals, different approaches, and/or different personal styles,
diagnosing and attending to these differences are secondary issues. Resolving difficult situations
and retaining the relationship often requires planful dialogue—communicationsthat: (1) are open
to and respectful of the others' point of view,(2) treat others' asequalsin the situation, and (3) seek
to understand the others' views and the assumptions underlying those views. The role play cases
have a difficulty of five. Each of the four role play cases is designed to be used within 30-40
minutes. No outside preparation is necessary.

ROLE PLAY CASE SYNOPSIS

CASE 1. Jan Whijting, a newly promoted team leader, recalled to a group of interns, “ We
had done previous phases of work that led to a new client strategy. There were four teams facing
off against various senior clients in order to define the techniques and costs associated with
implementation of the new strategy. Astime went on, the client, Moesha Haughe, proved less and
lesswilling to provide uswith information and cost estimates. It became very adversarial -- | used
up all my good will, and even called on a partner to try to get them to cooperate.”

CASE 2. Terry Marquette, a second-year analyst, was having trouble with the client. This
was Terry’ sfirst experience asateamleader —onethat would not be forgotten. It started when Irmi
Dunne, the client’ s e-business expert, mentioned to the team something to the effect of "not being
really happy about working with them, and prefers another consulting firm.”

CASE 3. Dale Zand, a seasoned executive and ex-consultant, was hired to serve asthevice
president of the new online business unit that was being formed. In addition to hiring Dale, Sara
Sharp, President of Premier Publishing, brought inaconsulting firmto devel op an Inter net strategy
to take her business-to-busi ness publishing company into the onlineworld. The offlinebusinesswas
struggling with declining growthincirculation. Three daysafter Dalearrives, he asked to meet with
the consulting team to discuss the project scope. Dale proceeded to redefine the engagement
without Sara’ s approval, to the dissatisfaction of the consulting team engaged to do the work.

CASE 4. Luis Cruz was excited about meeting the new job manager, J.C. Marshall. J.C.
had joined the firmlast month fromindustry to lead this consulting engagement -- working on new
products and a media channel strategy for a major entertainment company. So far it has been a
positive experience. The project isgoing well, your client seems satisfied, and the hours have been
reasonable. Then J.C. asked to meet with you. The meeting did not go as expected. After a few
pleasant comments, J.C. became direct and autocratic. You tried to discuss the current situation
and your good relationship with the client, but he didn’t seemto hear it.
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JAN WHIJTING (CASE 1)

Jan Whijting, a newly promoted team |leader, was recounting to a group of interns a client
experience that stretched the team to the limit. As Jan recalled, “We had done previous phases of
work that led to anew client strategy. Therewere four consulting teamsfacing off against various
senior clientsin order to define the techniques and costs associ ated with implementation of the new
strategy. Therewasamarketing team, adistribution team, aservicing team, and atechnol ogy team.
My client face-off reported directly to the CIO.”

“We were tasked with evaluating what the technology requirements were for the new
strategy. Given the new marketing, distribution, and servicing approaches, as well as any
shortcomings in existing technology, we needed to determine what projects were necessary,
including timelines and costs.”

“At the start, my client counterpart, Moesha Haughe, was very enthusiastic about working
with us, and was proposing an aggressive timelinefor completion. We began to review technology
requirements and planned projects. We also began to question some of the budget assumptions for
the projects, and to question the need for many of the projects.”

“Astimewent on, the client proved less and less willing to provide uswith information and
cost estimates. 1t becamevery adversaria -- | used up all my good will, and even called on apartner
to try to get them to cooperate.”

“1t became obviousto methat it was only the technology team client counterparts that were
not cooperating. All of the other teams were easily getting their cost/project estimates; our
documents were blank. It began to feel asif my team was part of a hostile takeover, given the lack
of cooperation.”

TERRY MARQUETTE (CASE 2)

Terry Marquette, asecond-year analyst, was having troublewiththeclient. ThiswasTerry’s
first experience as ateam leader — one that would not be forgotten. It started when Irmi Dunne, the
client’ s e-business expert, mentioned to the team something to the effect of "not being really happy
about working with them and prefers BCG."

Terry was aware that the relations with Irmi had been deteriorating before this
announcement, and had spoken to the team about it. During these discussions, the team confirmed
that Irmi had cancelled two meetings with specific team members — and neither had been
rescheduled. Theteam was becoming disenfranchised and isolated. Thework wasstill interesting,
but interactions with the client were strained. As they had only two more weeks of work on this
engagement, Terry was thinking that it might be best to ‘wait it out’.

Then the OIC, Paul Allison, came into the team room — apparently having just received an
earful from Irmi. Irmi feelsthat some of the team members are uncooperative and behave in ways
that say, "l don't likeyou." And, Irmi may beright. According to Paul, thisisthefirst major project
that Irmi has been asked to lead, and it is the first time Irmi has been on a team with us. Irmi's
previous involvement in a BCG engagement seems to have contributed to Irmi's latest promotion.
Apparently, BCG really supported Irmi'sideas. AsPaul left the room, he said, "Even though Irmi
looks young and may act immaturely —we must still cooperate.”

DALE ZAND (CASE 3)
Sara Sharp, President of Premier Publishing for less than three months, brought some in

consultantsto devel op an Internet strategy to take her busi ness-to-business publishing company into
theonlineworld. The offline businesswas struggling with declining growth in circulation for many
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of the company's publications. Sarabelieved that with avision for amore robust Internet offering,
she could turn the company into a leading online content provider for business professionals.

The first step was to hire an ex-McKinsey consultant, Dale Zand, to serve as the vice
president of the new online business unit, and to lead the engagement from the client side. Three
days after Dale arrived, Dale asked to meet with the consulting team to discuss the project scope.
Dale had recently been in a meeting with Sara and the CEO of the holding company, Worldwide
Enterprises, which owned severa other publishing companies. During that particular meeting Sara
had been eager as the new President to share her vision for Premier's online strategy, but the
conversation had quickly turned towards the state of the offline business. Sarawas abruptly put on
the spot in front of a group of executives by the CEO, who asked her to explain why aturnaround
plan was not in place. Dale quickly sensed that this was a bigger priority for the CEO than it had
been for Sara.

During Dale'smeeting with the consulting team, he expressed skepticism about the grandiose
onlinevision that Sarahad asked them to research the viability of thisvision. To Dale, it wasmore
important to think about how to revivethe offline business that accounted for 95% of the company's
revenues.

Dale started the meeting by describing the recent executive meeting with the CEO and
conveyed several thoughts about how the company should be focusing more on how to revive its
offline business before coming up with an online strategy. Asthe project lead for the client, Dale
was in a position to influence the nature of the assignment. Dale proceeded to say, "1'd like you to
hold off on thinking about an online strategy. The project scope now isto help us come up with a
winning offlinegameplanthat | cantaketothe CEO." Daewanted the consultantsto comeup with
some answers before the next Board meeting, which was two weeks away.

After the meeting was over, the consulting team was confused. It had already spent two
weekson theissuesand hypotheses part of the engagement, and was making good progress. To stop
work on the Internet strategy now, and to redirect the effort into the traditional publishing world
would be a let-down for the entire team. Several members of the team were on this particular
engagement specifically because it was b-to-b e-business. It was a skill set that their passport
required for their development.

LUISCRUZ (CASE 4)

Luis Cruz, a second-year Associate, was excited about meeting the new job manager, J.C.
Marshall. J.C. had joined the firm last month as an industry hire to lead this engagement — the
previousjob manager wasleaving for another career opportunity. Luisheardthat J.C. had previously
workedat AT& T and Turner Communicationsafter earningan MBA fromthe University of Hawaii.

This engagement — working on new products and a media channel strategy for a major
entertainment company -- has been a positive experience. The project seemsto be going well, your
client counterparts are satisfied, and the hours have been reasonable. Y ou have had good accessto
all levelsof client staff, often learning as much from them asthey are from Booz Allen. Lunch and
dinner meetings with the client have become weekly events to which you look forward.

When the departing job manager briefed J.C., you felt his comments accurately reflected
your experience: “ These areabunch of good people. Any timewe' ve asked for access, data, or their
inputs, it has been provided. People are responsive, and the quality of work we are doingisclearly
acceptable. The report revisions that we make seem to pose no problems — the team makes them
and the client accepts them. Even when we have been late on a deliverable, the client is
understanding.”

J.C. asked to meet with Luisand the other Associate on the job, Molly Bello. Moally joined
Booz Allen upon completing an engineering degree from the Federal University of Rio de Janeiro
four months ago.
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The meeting with J.C. did not go as expected. After afew pleasant comments, J.C. became
direct and autocratic. Y ou tried to discuss the current situation and your good relationship with the
client, but J.C. didn’t seem to hear it. Molly said almost nothing — she didn’t even support you. It
wasasif you had done somethingwrong. Thefollowing captureswhat you recall asdirectivesfrom
the meeting:

Only J.C. will initiate direct client contact; if someone from the client organization
wants to discuss something, they should be referred to J.C.;

Theteamwill not belate on another deliverable—evenifit meansworking all night;
Therewill be no errorsin our reports— six sigma was the goal;

All report pages will be reviewed by J.C. before they are shared with any more
senior BAH staff or the client; and,

All client contact will be at the office and task focused

Following thismeeting, J.C. requested several additional analyses, to be completed by 9:00
tomorrow morning. Theideaof doing these analyseswas not new — but informal discussionswith
the client indicated that they would be low value added. Asitwasalready |ate afternoon, someone
would have to work late. You have a family-related party with your girlfriend in four hours to
celebrate her father’s 50" birthday.
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MANAGING CLIENT RELATIONS:
THE CASE OF PETER VOSEK AND JOAN CHAROEN

Michele Williams, M assachusetts I nstitute of Technology
mmw@mit.edu
Stephen A. Stumpf, Villanova Univer sity
steve.stumpf@villaonva.edu

CASE DESCRIPTION

The primary subject matter of thisrole play caseistheinterpersonal skillsneeded to handle
a difficult client situation involving power and trust. Since difficult situations often stem from
peoplehaving different goal s, different approaches, and/or different personal styles, diagnosing and
attending to these differences are secondary issues. Resolving difficult situationsand retaining the
relationship often requires planful dialogue —communicationsthat: (1) are open to and respectful
of the others' point of view,(2) treat others as equalsin the situation, and (3) seek to under stand the
others' views and the assumptions underlying thoseviews. Therole play case hasa difficulty of five
(graduate). It isdesigned to be used within 50-80 minutes. No outside preparation is necessary.

ROLE PLAY CASE SYNOPSIS

The“ Peter Vosek” and “ Joan Charoen” cases and roles for a role play (totaling 5 pages)
discussthe same management consulting engagement fromdifferent per spectives. Peter, the officer
in charge (OIC) of the engagement, and Joan, the job manager for one of the five teams on the
project, relate their perceptions of the different stakeholders involved in this project and the
challenges of managing these stakeholders.

In the Peter case, CRC (atop tier international management consulting firm) ishired by a
chemical manufacturer tolead alarge serviceimplementation project. Earlyintheproject, Peter’s
counterpart on the project, the Corporate Manager of Service, isreplaced. Peter findsit difficult
to maintain a good working relationship with his new counterpart, Senal Dhola. His project is
falling behind schedule, and he finds himself in a situation in which he has little access to the top
management team of the company. We see Peter pondering how to turn the engagement around and
prepare an effective, mid-engagement presentation for the top management group.

In the Joan Charoen cases, Joan is the job manager (senior associate) for the information
technology (IT) team on the project. Joan has created a collaborative environment for her team,
whichiscomposed of both CRC consulting staff and managersfromthe chemical company. Joan’s
team makes a recommendation (A case) that is rejected by the company’' s CEO, Shawn Walsh (B
case). Joan believes the senior members of the consulting team need to actively strategize ways to
gain buy-in for the project from the company’'s top management. After one failed attempt to
convince Peter and other more senior members of the consulting team that they need to pay more
attention to stakeholder management, we find Joan pondering how to “ sell” her point of view (end
of B case).

In the C case, Joan reveal s her views on the performance of her 1T team and on the quality
of the overall engagement. Joan suggests that while her team performed well, the lack of
stakeholder engagement at more senior levels of the project compromised the effectiveness of the
overall project.
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CASE CONTENT
Peter VVosek

Peter Vosek, apartner at CR Consulting (CRC), was 6 monthsinto thelargest project he had
ever led. He was the officer in charge (OIC) of a service implementation project for a chemical
company. Peter had five teams on this project, each with ajob manager, and a senior job manager
who coordinated all of the teams. From the start, Peter, aWharton MBA, had |ooked forward to the
challenge of this $10 million project.

Two months into the project, Senal Dhola became the chemical firm’s corporate manager
of service and Peter’s new counterpart on the project. Sena thrived on challenges and had
progressed rapidly in the chemical company. Peter was relieved when he learned that Senal was
heading up the project as he had worked well with Senal in the past. Peter knew Senal from a 12-
week assessment project he had did several years earlier. Sena liked CRC's work and had
implemented several of itsrecommendations. Peter felt that Senal respected hisability. Hehad keep
in contact over the past few years and they had lunch together twice. Senal seemed eager to take
on this large project, which was in the implementation planning stage.

In their first few meetings, Peter was uncomfortable with way that Senal questioned many
of the decisions that were made with the former corporate manager of service. However, after
several more meetings, Senal had agreed with the plan Peter laid out and Senal even convinced the
CEO, Shawn Walsh, that thiswastheway to proceed. For several weeks, Peter thought that he and
Senal were in agreement, but then he noticed that Senal’ s easy-going style was becoming more
distant. Hisweekly meetings with Senal became more formal. Senal started to ask to see every
document, every interview, and each spreadsheet. Senal also excluded Peter from two key project
meetings with the top management team which included the CEO, CFO, VP of Sales, and VP of
Manufacturing. Peter was acquai nted some members of the top management team but did not know
any of them well, and he was extremely uncomfortable knowing that they were discussing the
project without hisinput.

Peter was uncertain about how to proceed but believed that his best bet was to continue to
work with their original plan. Over the next month things did not improve. When problems arose
with different streams of the project, Senal showed no flexibility in working around them, refusing
towork with Peter to re-structure the project in waysthat would efficiently deal with theissuesthey
faced. Asaresult, intermediate deadlineswere missed, even though the CRC people wereworking
longer and harder.

Six monthsinto theyearlong engagement, Peter prepared for amid-engagement presentation
to top management. The meeting would be difficult because of hislimited access. Peter thought
about calling a senior partner at CRC for advice, but he believed that he could still deliver on the
project if heand his peoplejust worked harder. Hewould present the CEO with astep-by-step plan
for getting back on track and then keep his nose to the grindstone.

Joan Charoen (A)

Joan Charoen was the job manager in charge of the information technology (IT) teamon a
large service implementation project for achemical company. Her team was two-thirds client and
one-third CR Consulting (CRC) staff. Joan felt her team was working well. The client members
of her team were al senior managers and everyone seemed to share the project’ s objectives. Just
yesterday one of her people said, “Hey thisisgreat! You rarely work with clients like this!” Joan
recalled, “When we got started. We invited everybody in and said, ‘Well we' ve been given these
objectives. How do we use our time against the resources we have to accomplish the task? There
was a sense of collaboration even in building the plan.”
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Joan, an engineer by training and a Harvard MBA, was pleased with the efficiency with
which her team was operating, but shewasal so facing aseriouschallenge. Therewerecoordination
problems between IT and the Firm's logistics area. The lack of integration among the company’s
current systems created redundancy in some areas and i nefficient processesin others. Her team had
recommended establishing another top management position—aChief Information Officer (CIO) --
who would report directly to the CEO, Shawn Walsh.

This was one of the recommendations to be presented to Shawn and the top management
team this afternoon. Joan was not certain of the outcome. She had heard rumblings that the CEO
was not pleased with some parts of the larger engagement. CRC was halfway through the project.
She had heard that several streams of work were behind schedule and likely to run over budget.
Joan was not confident that OIC, Peter Vosek, would be able to get buy-in for her team’'s
recommendations.
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WHERE ISTHE REAL RISK? SEXUAL HARASSMENT
AND COMPANY RETALIATION

Neal F. Thomson, Columbus State University
Thomson Nea @Colstate.edu

CASE DESCRIPTION

The primary subject matter of this case concerns human resour ce management, specifically
sexual harassment and retaliation suits. This case has a difficulty level of three to four, and is
appropriate for an upper division, undergraduate level. This case is designed to be taught in one
class hour, and is expected to require two to three hours of outside preparation by students.

CASE SYNOPSIS

This case presents students with a workplace scenario, related to sexual harassment. Inthe
scenario, an individual files charges alleging harassment. Students are asked to evaluate this
situation, and discuss what would be the"right" response for the company to make. The company's
actual responseis discussed, aswell as problems that arose fromit.

INTRODUCTION

Susan* worksin the Scanning department of amajor corporation. She has been working for
the company for several years, has a solid work history, and is well respected by her peers.
However, recently, she hasbeen having problemswith aco-worker, and hasreported these problems
to asupervisor. The details of this problem are explained in the following case.

THE PROBLEM

Susan approached he supervisor with aproblem. One of her female co-workers, was making
her uncomfortable, by engaging in questionable actions. These included unsolicited shoulder
massages and hugs, aswell asatendency to stand very closewhile speaking, and occasionally brush
against her, including private areas such as her breast. She also alleged that this co-worker made
sexually explicit, and inappropriate comments to her.

Her supervisor encouraged her to "work it out” and even went so far as to suggest that a
promotion wasriding on her ability to do so. Shewas unableto affect any changein her co-worker's
behavior, and two days later, she filed suit with the EEOC alleging sexual harassment.

At thistime, the company asked the EEOC to oversee mediation of the dispute. After weeks
of effort, the mediation failed.

One week after the mediation failed, the company fired Susan, alleging that she had
threatened violence to the company, and violated a confidentiality agreement. She retaliated by
filing suit, alleging 1) sexual harassment, 2) retaliation, and violations of whistleblower statutes.

DISCUSSION

1 Was this sexual harassment, and if so did Susan have theright to file suit alleging Title VI
violations?

2) Does Susan have a legitimate claim of retaliation?
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3) What could the company have done differently?
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A METHODOLOGICAL APPROACH TO MODERN
DIGITAL ASSET MANAGEMENT:
AN EMPIRICAL STUDY

Albert van Niekerk, University of Johannesburg
drvannie@aol .com

ABSTRACT

The essential characteristic of a digital asset is that it is an asset and assets must be
managed. The most important characteristic of a business's DAM solution approach must be an
“ asset orientated solution” . If a twenty-dollar noteisripped in two, the result is not two ten-dollar
notes - it isworthless paper. The same principal istrue from a technical point of view for an asset
orientated solution which implies security, transparency, flexibility and control which all rely upon
the definition of an asset asan organising principle. However, literaturereveal s no such solutions.
A new methodol ogy, based on the principal of the value chain theory as reported by Porter (1996),
for the approach to DAM was designed. The methodol ogy was introduced to the managers of five
major technology driven companieswhich operatein global marketsand aremarket leadersintheir
respective industries.

Theresults proofed a high return on invested capital. A reduction of human resource input,
the conception and enhancement of intellectual property, the effectiveness of the functional value
chains and flatter market orientated management structures.

The implication of the results supports the hypothesis that digital assets are a valuable and
essential advantage to companies.
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