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If the agreed upon per-film price exceeded the derived values, you will be out-of-the-money. We then found
the U and D values to construct a 12 period binomial tree. If a particular film was a hit, and Arundel thought a
sequel would be profitable, it would exercise its rights by producing the sequel itself or hiring professionals to
do so. But its very real. Why do the partners want to buy a portfolio of rights in advance rather than
negotiating film-by-film to buy them? It might make different movies. Finally, read the case and focus on
understanding the optionality in the project. All these things should Arundel and the studio take into
consideration before making the deal, so they may have disagreements about these issues. Arundel Partners
has an idea that has great potential, but there are a few problems that must be addressed in order for the idea to
become reality. Hence, we calculate NPV of each film at Year 0. Thirdly, we just used the average data of net
inflows and negative cost of all the studios. Throughout the entirety of this report, we have taken many
different approaches to better survey this idea so you can make a more informed decision. Arundel wants to
come up with a decision to either purchase all the sequel rights for a studio's entire production during a
specified period of time or purchase a specified number of major films. Their theory is that they can make a
profit by securing sequel rights and providing seed capital to films even before production starts, thus avoiding
the asymmetric information problem that would arise as the film progresses and the studio gains more and
more inside information about the film's prospects. We have formatted this formal report to be easy to
understand, as well as, comprehensive. Once production started, the studio would gradually but inevitably
form an opinion about the movie and the likeliness that a sequel would be possible. Since the sequel is riskier
than we valued, firstly, Arundel should include provisions for certain actors and other major players such as
some certain famous directors and cameramen to participate in the sequel to make sure of the quality and
popularity of the sequel. Problem Statement The investment group, Arundel Partners, is seeking to create an
innovative business where the ability to create and produce movie sequels is transformed into an option
market. The next variable, X, which is the cost of the project can be taken from of Exhibit 7. The longer they
wait to buy the sequel rights, the more the production studio knows about the prospective success of this
original movie. This is the fair price at which the studio should be willing to purchase the rights to a sequel of
a film. Arundel has an interesting idea to buy rights to movie sequels. Arundel could grant the studios a right
of first refusal on any rights it planned to sell. Principal photography: fixed salaries of actors, directors, writers
and other personnel; rent, wages for soundstages, set construction, lighting, transportation, costume making,
special effects, etcâ€¦ Post-production costs: editing, laying down sound and music, titles and credits. Why do
the partners want to buy a portfolio of rights in advance rather than negotiating film- by-film to buy them? To
avoid this problem, Arundel could add a bonus incentive paid to high grossing films. If they waited, the
various production studios would have more information on hand about the possible success or failure of each
film, causing the negotiated price to fluctuate unfairly. We took the negative cost for the hypothetical sequel
and discounted it back to year 2, the time that Arundel could decide to exercise the right to produce the sequel.
We discounted using  The current value of the aset is  Estimate the per-film value of a portfolio of sequel
rights such as Arundel proposes to buy. Conclusion After carrying out each valuation approach, we found
maximum price to pay per film was around the same under each method. Firstly, a sequel involves not only
the studio, but also the actors, script writers, producers, directors, and the lists. What problems and
disagreements would you expect Arundel and a mojor studio to encounter is the course of a relationship like
that described in the case? Arundel Partners will only produce films for which hypothetical NPV is greater
than zero. What problems or disagreements would you expect Arundel and a major studio to encounter in the
course of a relationship like that described in the case? What makes Arundel think it can make money by
buying a package of sequel rights? If the movie rights no longer belong to the movie studios they may put
forth a lack-luster effort, because the financial success of this movie is no longer beneficial to them, creating a
principal-agent problem. Black scholes table gives a factor that is closer to 


