
POSSIBLE HYPOTHETICAL FOR SALE OR JOINT VENTURE OF BUSINESS 
  IN 2005 
 
The following hypothetical involves two privately held stock corporations incorporated in 

the RSA: TV Technology Company (TVT) and TV Acquisitions Company 

(Acquisitions).  Both companies have certified financial statements for the period ended 

December 31  2003.  Whatever type of transaction may be agreed, the parties 

contemplate a contract followed by a closing 30 days later, depending on what regulatory 

or stockholder approvals are required. 

TVT has the following factual situation: 

Ownership:  

Sam Share founded the company 20 years ago and owns 51% of the outstanding 

common shares. He’s 65 years old and is the Chief Executive Officer. He prefers 

to sell the company for cash and then retire, but he’s uncertain whether to sell 

stock or assets.  The possibility of a joint venture with another company has also 

been raised, but he has yet to evaluate this possibility.  His elderly and estranged 

mother Nancy owns 32% of the shares, while Tom and Mary Smith, old friends of 

Sam, own 17%.  

Business: 

TVT makes technical products for TV and radio stations, serving a niche market 

where there is very little competition. The main product is Dollar Counter ™, a 

very high margin product protected by several patents and accounting for about 

80% of sales.   

TVT has also developed a new product, TV Angle™, the manufacture of  which 

is protected by highly guarded trade secrets, but it is only partially protected by 

patents. This product serves a market different from TVT’s traditional market—it 

is a security device for closed circuit TV and radio station security.  While this 

product has been accepted as being superior to all competitive items in its 

particular markets, no sales have yet been made by TVT. A marketing plan is 

being prepared for its launch. 

TVT does no manufacturing of any products on its own. It subcontracts 

manufacturing to two offshore companies under long-term contracts which assure 
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TVT strict quality control.  Neither of these contracts is assignable by one party 

without the consent of the other party.  TVT owns its own office building on one 

acre of land and has 50 employees (who have defined benefit pension plans and 

medical benefits).  Besides Ken Jones, TVT has 3 other key employees who are 

extremely important to the business and who are willing to remain with the 

company or with its purchaser. 

Sixty percent of TVT sales are abroad, distributed through a net work of 

international long term Distribution Agreements. It has one distributor in the RSA 

for Dollar Counter, but sells its other product lines domestically through two sales 

agents, one located in Johannesburg and the other in Cape Town. 

Liabilities: 

Apart from sales and supply obligations in the ordinary course of its business, as 

well as the liabilities set forth in its financial statements, TVA has the following: 

A European Distributor sued TVT in France in early 2003 for wrongful 

termination/breach of contract, and the parties are preparing for trial. This claim 

has been disclosed in a footnote to TVT’s December 31, 2003 financial 

statements which reads “management believes that TVT has valid defenses to this 

claim.” 

Inventors Exploitation Company (IEC) wrote a letter to TVT in September 2003 

alleging that several of its products, including TV Angle, infringes several IEC 

patents, and IEC has offered to negotiate license agreements on a reasonable 

royalty basis. 

Two RSA customers of TVT have notified TVT that they are returning several 

products purchased on the grounds that they are defective. 

Unknown to TVT, another RSA customer is planning to sue, if necessary, on the 

basis that a TVT product malfunctioned and caused a half-hour shutdown of TV 

operations, resulting in the loss of advertising revenues for that customer. 

The TVT property on which its administrative office sits has been inspected by 

RSA environmental authorities and initial indications lead the inspectors to 

believe that there has been groundwater contamination from leaking underground 

petrol tanks. The migration of this contamination to a surrounding residential area 
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serviced by private wells is to be the subject of an environmental study. TVT has 

disclosed this inspection and study in a footnote to its December 31, 2003 

financial statements with the comment that “environmental authorities have 

inspected the property and are to study, at company expense, the possibility of 

groundwater contamination.” 

  

Acquisitions has the following factual situation: 

 Ownership: 

Ralph King owns 100% of the common stock of Acquisitions, but Acquisitions 

has a Cumulative Convertible Preferred Stock held by a venture capital group, 

Venture Capital Associates (VCA). Ralph is 45 years old. 

Business: 

Acquisitions has established itself as a key supplier of products to radio and TV 

stations which are complementary to but not directly competitive with the 

products of TVT.  It has a 40% market share in these products and is the leader in 

a business which has three other competitors.  None of Acquisitions’ products has 

patent protection, but Acquisitions is the lowest cost competitor in an industry 

where price and customer service rather than innovation is the key to success. 

Acquisitions manufactures its own products out of two owned manufacturing 

facilities South Africa.  It sells 90% of its products domestically through its own 

sales and marketing staff.  International sales are made through sales agents in 

various countries. 

Liabilities:  

Apart from sales and supply obligations in the ordinary course of its business, as 

well as the liabilities set forth in its financial statements, Acquisitions has the 

following: 

Both of Acquisition’s manufacturing facilities have been cited by environmental 

authorities for air and waste discharges in excess of those permitted 

(All of Acquisitions’ employees are covered by a defined contribution pension 

plan, as well as competitive medical benefits) 
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(Acquisition’s manufacturing employees at both production facilities are 

represented by the same union under a union contract which expires on June 30, 

2004. Negotiations are already underway for a new contract but the parties have 

reached no agreement in an atmosphere which appears to be growing more 

intense.) 

Reason’s for Acquisition’s Interest in TVT 

Ralph King and VCA feel that TVT offers the opportunity to extend Acquisition’s 

core product line into a unique area in the same industry that both companies 

understand and service.  The products offered by TVT, particularly the new 

product, TV Angle, will not only bring new product sales to Acquisitions, it will 

in effect leverage Acquisition’s current product line and allow it to gain market 

share at the expense of its competitors.  Further, TVT’s international distribution 

system will allow Acquisitions to make a major thrust into new markets.  King is 

concerned that he cannot raise sufficient cash to purchase TVT and is wondering 

whether a joint venture with it might be preferable. 


