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NEGOTIATION CASE

General Information
This negotiation takes place between two companies (Xerxes, Inc. and Yami, Ltd.) who are negotiating to create a joint venture that involves establishing a new, third company.

Xerxes is a successful, well-established company in a high-tech industry.  It is 15 years old, located in Silicon Valley (specifically, Sunnyvale, CA), and has current annual sales of $100 million and annual net profit of $13 million.  In addition to a strong financial position and good reputation, Xerxes has strengths in R&D, distribution, and marketing.

Yami is a promising company concentrating on a special niche in the same high-tech industry.  It was founded 4 years ago, is located in a suburb of Salt Lake City, UT, has current annual sales of $20 million, and reached a break-even point last year, with a modest net profit of $0.50 million.  Much of this profit ($0.20 on $1.0 million in sales) came from a wholly-owned subsidiary company, Yama II, located in San Jose, CA.  Yami has been developing a special new technology that could be the basis for a vastly superior next generation of one of Xerxes’ main product lines, a dielectrophoretic generator (DEPG). This technology development has advanced to the point that Yami built and demonstrated a fully functioning prototype to Xerxes.  As a result, the two companies began negotiations, and quickly settled on the concept of a joint venture to form a new company to finish development of, manufacture, and sell the new DEPG.  Although Yami’s technology development project is under the direction of VP Adrian Matthews, the concept and its realization are primarily the work of Yami’s Chief Scientist, Kerry Kovalenko, Ph.D.

The negotiations are taking place between teams from each company, each comprised of the Executive Committee of their Board of Directors plus their CEO/President.  There are 13 items in the bargaining mix:  distribution of profits (for years 1-2 and for years 3-4), who pays how much of the initial start-up costs and the fixed costs during operations (for years 1-2 and for years 3-4), location of the new company, name of the new company, size of its Board, how board directors are selected, involvement of Matthews and Kovalenko in the new company, possible sale of the Yama II subsidiary to Xerxes, and three other possible transactions between Xerses and Yami.   [Please do not introduce additional bargaining factors, although do use your best creativity to devise variations related to these 13 factors.]  There is a special “fit” between the two companies that makes their potential joint venture much more attractive than other joint ventures either might consider.  Both companies are very interested in putting a deal together, but each wants to negotiate favorable terms for itself.

Notes to Class Members:
In addition to the information above, shared by the two organizations, the members of each team will receive additional, confidential information specific to the organization they represent.  Do not share this information with anyone outside your team, unless as your team decides to use the information during actual negotiations with the opposite organization.

Each organization-specific packet will include an organization-specific “Negotiation Agreement Report” which can be used as a guide in summarizing the financial benefits and other features of each proposed agreement.  Each time either side makes an offer or proposal for a deal, each team must complete a Negotiation Agreement Report for that offer and give a copy to the instructor, and keep a copy for their use. Upon completion of the final agreement, both teams should complete a Negotiation Agreement Report that summarizes the final agreement and give a copy to the instructor.

There are five items (in addition to the text books) that you should read in preparation for the negotiations:  Negotiation Simulation & Report Assignment, Negotiation Teams, Negotiation Proposal Form, this piece, and the organization-specific materials to be given in class (the first four are on my web site).

It is very important that you not discuss the negotiations in any way with anyone in the class outside your team, other than during actual negotiation sessions!! After the negotiations are finished, you can discuss anything you wish, and we will have an in-depth debriefing in class.
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