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Richard Ivey School of Business IVl 3
The Upiversity of Western Ontario

Preface from The Dean of the Richard lvey School of Business

It gives me great pleasure to have this opportunity to introduce you to the Ivey Business School
by briefly explaining a little about its history, traditions, faculty and recent achievements. The
Richard Ivey School of Business is a professional School within The University of Western
Ontario (UWO). One of Canada’s oldest universities, UWO is now an academic community of 17
faculties and professional schools. It is home to more than 26,000 students and over 4,000
faculty and staff. Located in the southern-most part of Canada, London, Ontario is a city of
330,000, halfway between Toronto and Detroit. Although Ivey is based in London, Ontario, it
also has campuses in Mississauga (Toronto) and most recently, in Hong Kong.

Historically the School has been a leader in management development. A partial list of
achievements follows. They illustrate the proactive nature of change at Ivey.

< In 1922, the first undergraduate business department in Canada was established.

% In 1932, the school began to publish its own journal. Known as /vey Business Quarterly,
it reaches out to both academic and management audiences and enjoys a circulation of
10,000 in 25 countries.

< 1In 1948, Canada’s first executive development program was established. (From the
beginning, faculty members were required, as part of their responsibilities, to produce case
material for the new programs being designed.)

< In 1948, the first MBA program in Canada was established.
¢ In 1961, Canada’s first Ph.D program in business was introduced.

< In 1974, official designation was received by the Federal Government as Canada’s first, of
what are now eight, Centre(s) for International Business Studies (CIBS). (The CIBS were
the forerunner to the CIBERs in the United States). Financial support for this Centre
continues to be provided by the Federal Department of Foreign Affairs.

< In 1975, Ivey opened its own case and publications office.  This office now holds an
inventory of 2,000 Canadian cases and is the Canadian clearing house for Harvard cases.
In 1998, Ivey cases were being distributed to over 100 teaching institutions and 100
corporations in over 20 countries. Ivey is the second largest producer of management
case studies in the world, with over 1,000,000 copies studied each year by people outside
the university.

< In 1978, commencement of its first international student exchange program took place.
Over twenty such exchange programs are now in place.
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< In 1984, the School took a leading role in establishing the National Centre for
Management Research and Development in London with support from the Canadian
Federal Government.

% In 1992, Ivey was selected to be the editorial home for the 1993-97 period for the Journal
of International Business Studies, the leading International Business journal.

< In 1993, Canadian Business magazine’s survey rated Ivey as the top MBA School in
Canada, according to all groups: CEOs, human resources executives, and placement
consultants. This ranking has been re-confirmed every year. In 1994, Asia, Inc. rated
Ivey among the World’s Top 25 Business Schools for Asians.

< In 1997, the Journal of International Management named Ivey the world’s leading
contributor to the international strategic management literature, ahead of Harvard &
Kellogg. Business Week magazine ranked Ivey as one of the top international business
schools in the world, alongside INSEAD and LBS; and US News and World Report
selected Ivey as one of the top 15 business school in the world for executive development

programs.

As of 1998, the School had 65 full-time faculty who annually taught 600 regular and executive.
MBA, 300 undergraduate, and 40 Ph.D. students, plus executives in a wide range of non-degree
programs. Its broad objective is to be widely recognized as one of the top 10 business schools in
the world on the basis of its outstanding teaching programs, with a creditable research record in

selected areas.

Internationally, the School has been involved with major offshore projects for 30 years, and is
currently involved in Asia (especially China) plus several republics in the former Soviet Union.
These projects have typically involved the establishment of local management training capability.

China Activities

1984 marked the beginning of a continuing linkage with Tsinghua University in Beijing. The
School made a commitment to prepare Chinese MBA and Ph.D. students for studies at Ivey,
work with visiting scholars, provide some short-term instruction in China, and to assist Tsinghua
University’s School of Economics and Management in the development of its management
faculty. Another goal of the project was to help Ivey become more familiar with China and the
conduct of business in that country.

During Phase I of the project: 35 articles, cases, and notes were written; nine Ivey faculty
participated in short lecture visits to China; 12 visiting scholars spent one year each at Ivey, there
were eight graduates of the MBA program; all visiting Chinese attended the Case Writing
Workshop. This project was funded by the Canada-China Management Education Program.

An expanded Phase II of this program took place until 1994, A five-year endeavour, the project
was a joint venture with the University of Waterloo, and in China, with Tsinghua, Dalian
University of Technology, and Southeast University. Ivey’s commitment was to continue to assist
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in the development of Chinese institutional capacity for management education. A major element
was the design, development and delivery in August 1992 of a program on teaching Joint
Ventures, Technology Transfer, and International Trade via The Case Method. This train-the-
trainers program was offered to academics from across China, through interpreters. All of the
teaching material was translated into Chinese.

A large scale joint publishing effort was undertaken. In April 1992, the first volume of five
international business casebooks was published in Chinese by Tsinghua University Press. This
series was a joint undertaking of Ivey and Tsinghua. This series constituted a comprehensive
collection of international business cases for Chinese managers and students. In 1992-93, six
international texts were published in Chinese by presses arranged through our partner schools at
Dalian and Southeast.

Since then a great deal of Ivey-initiated China-related case writing has occurred: various books
have been either reprinted, translated or specifically written for the China market; we have offered
introductory-business courses at Tsinghua, faculty visits have occurred, and so forth. All of this
has occurred in the spirit of demonstrating Ivey’s genuine commitment to China.

2 G

Lawrence G. Tapp
Dean
Richard Ivey School of Business
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Richard lvey School of Business IVE
The Unnversiioy of Westerm Ontario
Note from the Series Editor

The State Education Commission committee which looked at the content of MBA programs in
China has suggested that 25% of each course utilize the case method. Such a requirement is
intended in part to ensure that future (and existing) managers in China are (A) exposed to a wide
range of new and varied learning situations, and (B) gain practical experience in decision-making,
so as to balance the underlying theory.

This case series is intended to partially fill China’s immediate need for highest quality teaching
cases. Here a case study refers to a comprehensive, field-based, decision-requiring picture of an
administrative situation. It does not include descriptive case histories (which require students to
make no decision); mini-cases or vignettes (which are anecdotal, and not suitable as a stand-alone
basis for an 80-90 minute class); or library-based (such secondary sources produce far fewer
insights than actually interviewing managers for the cases).

This initial series of casebooks was compiled to directly correspond to each of the required
courses in China’s MBA programs. Subsequent case collections will be compiled for popular

elective courses.

The primary source of cases for these case collections is the Ivey Business School, University of
Western Ontario, Canada. Ivey is the second largest producer of teaching cases in the world, and
the largest producer of current, Asian cases. lvey waived all of its normal permission fees in order
to see these books produced. Certain other institutions were unwilling to do so. Ivey is
committed to China.

The production of this Series would not have been possible without:

¢ the initiative of Lee Sun, President of Multi-Lingua,

¢ the encouragement and assistance of Tsinghua Dean Zhao Chunjun and Assistant Dean Chen
Xiaoyue;

< corporate sponsors (In some instances, Ivey was able to obtain corporate sponsorship to assist
with the heavy costs associated with the completion of this series. Where appropriate, the
sponsor of any book is acknowledged in that particular volume );

¢ my faculty colleagues at Ivey who selected the cases and wrote the introductions to the
individual volumes;

< our editorial coordinator, Mrs. Mary Roberts

Bl

Paul W Beamish
London, Ontario
June 1998
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David J. Sharp

David J. Sharp is an associate professor in the management accounting and control area group,
and director of the Centre for International Business Studies, at the Richard Ivey School of
Business. He teaches management accounting, international accounting, management control
systems and other courses in the school’s HBA. MBA, Executive MBA, and Ph.D programs.

Prior to joining the Ivey School in 1992, he was on the faculty of the Carroll School of
Management at Boston College. He has also taught for a number of years at the Gulf Polytechnic
(now University of Bahrain) and has held visiting positions at the Fletcher School of Law and
Diplomacy (Boston), the Czech Management Center (Prague) and the Asian Institute of

Management (Manila).

His current research interests include cross-cultural business ethics, international differences in
management control, and the role of control systems in promoting ethical behavior in
organizations. His research in ethics has been published in the Journal of Business Ethics, Journal
of Teaching Business Ethics, Behavioral Research in Accounting, The International Journal of
Accounting, and Accounting Horizons, and his international management accounting research has
appeared in the Journal of International Business Studies, Midland Corporate Finance Journal,
Journal of Finance, and Sloan Management Review. He serves on the editorial board of Journal
of International Accounting, Auditing and Taxation, and is associate editor of Advances in

International Accounting

He holds degrees in engineering science and economics from the University of Oxford, in
management from University of Manchester, and a Ph.D in International Management from the
Sloan School of Management at the Massachusetts Institute of Technology. He also holds the
Chartered Management Accountant (ACMA) designation from the Chartered Institute of
Management Accountants in the U K.

He was born and raised in England. He and his wife (who was born in India) have three young
sons. They have lived in London Ontario since 1992, where they all enjoy various musical

activities.
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A Note from the Editor

Management Accounting is concerned with the use of accounting information within a firm, in
contrast to financial accounting, whose focus s exrerna’ users In a decision context, a manager’s
problem is to identify the costs and revenues relevant to the decision. In addition, a manager has
to use information provided by a cost system. and has choices in how the system is designed.
Internal accounting systems also measure performance, which can be used as a basis for

rewarding managers.

Caribbean Internet Café is a useful introduction as it can be used to illustrate the full range of
these issues, and so ‘set the scene’ for the rest of the course. It permits students to identify fixed
costs, variable costs, investments (sunk costs), and uncertainty. They can then use this information
to address a series of interrelated decisions which have to be made if the “Internet Café” project is
to succeed, including start-up costs and scale of operaticns. pricing, demand, cash flow, financing,
and performance measurement criteria. Stuart Daw introduces Activity Based Costing systems
in a service business, and the cost of servicing customers. The case examines the structure of
the information, and the process that is followed in generating the costs that are reported. It
shows how a change in the costing system has implications for the mix of customers, the
financial results of the business, and how knowledge of cost behaviour can provide strategic
advantage. Champagne Hotel is a brief but comprehensive case which can provide several
lessons. First, it gives students an opportunity to identify fixed and variable costs in the context of
a budgeting system which indicates apparently poor performance. Second, it introduces the
concept of controllability, and can be used to demonstrate that controllability is not simply a
matter of exogenous variables, but can be designed into a cost control system. In other words,
managers can be made responsible or not responsible for factors over which they have less than
full control, simply by appropriate choice of performance metric. Third, it reinforces the idea of
relevant costs for relevant decision-making, in that there are two decisions to be made in the case,
and they require different cost data. Fourth, it provides an opportunity for students to role-play a
face-to-face control intervention. Finally, it can be used to introduce the application of the
relevant cost framework in a longer-term context. This is then taken up in Mencotti Wine
Company where the quantitative analysis of long term decisions (capital budgeting) is explicit,
but still within the generic framework of relevant costs. This case introduces discounted cash
flows, illustrates the lack of relevance of book values. the importance of salvage values,
incremental analysis, future cash flows, the correct time horizon, and a discount rate. It is
particularly useful for focusing on the difficulty of correctly specifying decision alternatives,
especially the no-go decision, which is, in effect, exercising an option to wait, and to revisit the
decision at a later date. This flexibility is very important for companies associated with rapidly
changing technology, where the timing, of new product introductions for example, is a critical
decision. The Minnova Inc. - Lac Shortt Mine case is a complex long-term decision situation in
which the capital budgeting process can be studied in the context of a gold-mining company. The
value of the investment is not only in the gold which is in the ground (which is subject to
enormous geological, price, and possibly currency risk) but also the value of the opportunity that
the expansion provides to make further exploration possible. There is uncertainty regarding the
costs required to extract the gold The case provides students with the opportunity to evaluate
cash flows, their risk, and the non-cash value of an investment

David J. Sharp
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CASE 1 CARIBBEAN INTERNET CAFE.
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David Grant is hoping to open Caribbean
Internet Cafe in Kingston, Jamaica. He has gathered
data on all the relevant costs: equipment, rent, labor.
etc. He has also found a partner in the local telephone
company, Jamaica Telecommunications Limited
(JTL). JTL has provided equity and a long-term loan
at favourable interest rates. The case introduces fixed,
variable and start-up costs, contribution margin, and
the concept of break-even.

INDUSTRY: 64 Amusement and Recreation
Services
ISSUES: 31 Break-Even Analysis

67 Contribution Analysis
74 Costs
I10 Entrepreneurship

Jamaica Small 1996 5 PAGES

AUTHOR: Bryant, M.
CASE WRITER: Theobalds M

CASE 2 STUART DAW
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David GrantBE &ESF 08
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4| 2 Stuart Daw

Stuart Daw wonders if there is a different way to
price his product and thus gain a competitive
advantage for his business in the marketplace.

INDUSTRY: Food and Kindred Products
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Stuart DawfR 8RB FXL
BRENSERREARBAMN
B, UBEMONtWEEHIS L

ISSUES:  Cost Accounting Distribution BES 2R,
TORONTO Kudar,RP. small 9 pages ¥ P6
FACULTY MEMBER:
CASE 3 CHAMPAGNE HOTEL X0 3 BEREE
Gloria Xu, general manager of the Champagne &3 SIRIEE 22 EGloria

Hotel in Hong Kong, has to decide what action to take
in the hotel laundry. June’s operating expenses are
significantly over budget. She has to investigate the
causes of the cost overrun, and decide on further action,
including whether to outsource the laundry service.

Xu WARTE M E AT 2 R EB9%E K
BRREFEE. TRNELER
AAXBITHR. N RBE
BREXKNRA, REFT—H8

INDUSTRY: 72 Hotels, Rooming Houses, Camps
ISSUES: 31 Break-Even Analysis 78, BREBXARERENW
76 Cost Control &
526 Outsourcing °
0
Hong Kong Small 1998 3 PAGES

=
AUTHOR: Sharp, D.J. P15
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CASE 4 MENCOTTI WINE COMPANY

246l 4 Mencotti&ELA

This case serves as the introductory case on
investment decisions using the net present value
approach. It caps the relevant cost case sequence with
discounting and explicit calculation of income tax
effects including the capital cost allowance on fixed
assets. Students are forced to decide on a new
machine one year after an initial purchase decision.

TEACHING NOTE: 8380B12

INDUSTRY: 13 Food and Kindred Products
ISSUES: 286 Relevant Costs
40 Capital Budgeting
247 Present Value
321 Taxation

Small 4 PAGES
AUTHOR: Archibald, T.R.

CASE 5 MINNOVA INC. - LAC SHORTT MINE

AR T LUEAZREER
FRBONB. CEBEITBXRN
EEHIMABNESE, BHK
ABRBRNERRBITR. JLUL
FERFERE-FENAWX -8
FR &

= P18

246l 5 MinnovaFPR4E—Lac
Shortt 7"

The Minnova Lac Shortt case focuses on a
capital budgeting decision. A discounted cashflow
analysis of a $19 million investment to deepen the
existing mine by 300 metres is required. The case also
provides an opportunity for sensitivity analysis since a
number of factors involve uncertainty (eg. U.S.
exchange rate, price of gold, head grade of ore,
recovery percentage, etc). Qualitatively, Minnova's
mining strategy weighs heavily on the decision
because the quantitative analysis results in a slightly
negative net present value.
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In June 1996, David Grant was visiting his home in Kingston, Jamaica, while on summer
vacation from the MBA program at the Richard Ivey School of Business in London,
Ontario. He was gathering information on the feasibility of opening an Internet café in
Kingston upon his graduation from the MBA program in 1997. David had always wanted
to be his own “boss,” and he felt that the timing was right to pursue this business
opportunity in Jamaica.

Prior to entering the MBA program, David had worked as a computer systems engineer
at the local telephone company, Jamaica Telecommunications Limited (JTL). JTL, 80
per cent owned by a British telecommunications company, was one of seven Internet
service providers on the island. If this venture tumed out to be feasible, David intended
to lease the telephone lines from JTL. He had also worked as a part-time teacher at the
University of Technology and as a computer programmer in Jamaica.

THE CONCEPT

A “typical” Internet café offered computer services (including access to the Intemet), a
small menu of light snack foods and an assortment of beverages. While he was studying
in London, David visited a numnber of Internet cafés and became intrigued by the concept.
A café seemed to be the perfect vehicle for people to use the Internet and other computer
services without making an expensive investment in computer hardware. In addition, a
cybercafé provided a social outlet: customers could “surf the net” together, listen to
music or simply relax and socialize.



