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TRACT: Accounting education is increasingly focused on developing stu:
dents' ability to structure and analyze complex problems and to adopt a mana:
gerial/strategic approach 1o issues. To support this change, course materials
must be developed which emphasize the new focus.

This hypothetical case uses the development of a new product to introduce a
strategic dimension 1o the teaching of capital budgeting. Students are led to
consider factors which include the cannibalization of an existing profitable prod-
uct and the deterrence of competitors’ entry into the market. The case analysis
begins with a simple net present value analysis of the decision without consider
ing the potential impacts on competitors' actions. Then it progresses to increas-
ing layers of complexity which introduce the strategic aspects of the decisior
This process solidifies students' mastery of capital budgeting methods. It also
helps them to appreciate that effective management requires going beyond the
leaning of techniques to consider the larger, competitive contex!

CE Company is the technology
and market leader in the por
table electronic games industry

The company is currently enjoying great
success with its Model X, which has
been on the market for several years.
ACE's management believes that be
cause of increased competition from
other types of entertainment, the de
mand for Model X will dry up after three
more years. The company has forecast
Model X's net cash inflows in the next
three years to be $400 million, $300 mil
lion, and $200 million, respectively.

New Product Development

ACE's senior managers are consid
ering the development and introduction
of a replacement for Model X, to be
called Model Z. According to the engi-
neers, ACE already possesses the tech:
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nical expertise to develop Model Z. How.
ever, the earliest that this product can
be introduced into the market is one year
from now, as it will take this long to de-
velop and test the new product, coordi
nate with suppliers for parts, set up the
production process, and arrange for
other related logistic activities. The to
tal cost of these development activities
is estimated at $550 million.
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