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FIN 5372
Mergers & Acquisitions and Corporate Restructuring
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SOME DEFINITIONS:
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In a staggered board, there are usually three classes of directors,
that are elected every three years.

In a unitary board, all directors are elected every year.
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RUNUP = the increase in the
target price prior to the

t of th ;
J2 ('Y M w P \/S ! M “:L/(LMF announcement o € merger

MARKUP = the increase in the
e _ target price after the
announcement of the merger.
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How is arbifrage Spread caleulated ?
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On NSMIA Act (except from Ewens & Farre-Mensa, 2017)

What explains the growth in the supply of private capital to late-stage startups?

As is often the case with such macroeconomic changes, a variety of factors are likely at play. Kahle and
Stulz (20106) note that the Internet has reduced search costs for firms searching for investors (and vice
versa), thus reducing one of the fundamental advantages of centralized stock exchanges. A number of
regulatory changes affecting private firms and their investors have also facilitated the process of raising
capital privately (e.g., de Fontenay (2017)).

One notable change was the Natzonal Securities Markets Improvement Act (INSMILA) of 1996. The NSMILA :;;CQL
made it easier for private firms to sell yemriz‘éeW@(& 8., INstitutions or accredited investors) in NSMiA
different states by exempting those sales from state-level regulations known as blue-sky laws (public firms have long been

exempt from these state laws). The NSMLA also made it easier for unregistered funds such as 1/C and PE funds to raise

capital- In addition to exempting them from blue-sky laws, it introduced new exclusions from registration

that effectively increased the maximum number of investors in a fund. This exclusion was particulatly

important for funds investing in late-stage startups, which tend to be larger and have more investors to

meet mature startups’ higher capital needs.
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! Prior to the NSMIA, only funds with 100 or fewer investors were excluded from registering as investment companies under the Investment
Company Act. Such registration can be burdensome, as it requires the regular disclosure of investment positi(7ns and limits the use of leverage,
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l All around the world
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Class Example of a Recently Announced Merger: The Acquisition of WPX Energy by Devon Energy
WPX and DEVON ENERGY merger

Target 1) WPX Energy Inc
WPX US Px USD 9.43
0il Comp-Explor&Prodtn

Acquirer 2) Devon Energy Corp

DVN US Px USD 18.57

Currency
Announcement
Transaction Value

UsD
09/28/20

Details

1) Summary

12 Timeline

13) Parties

14 Structure

15 Advisers

16) Approvals

17) Sources/News
Comps

18) Deal Comps

19 Trading Comps
Markets

200 Arbitrage

¢ 1

|
L overn nmewtal

Description

0il Comp-Explor&Prodtn

5,951.70M

Devon Energy Corp acquired WPX Energy Inc for USD 5,951.70M. The transaction was announced on
09/28/2020 and completed on 01/07/2021.

Dates
Announcement
Completion

Status

Duration (# Days)

Deal Terms

Nature of Bid

Percent Owned/Sought
Payment Type

Stock Terms (Acq Sh/Tgt Sh)

Deal Attributes
Company Takeover

b & for

i« [T ow

/ o, g 3
is subsTavTT4ll

Lvwo e

= 09/28/20
01/07/21
Completed
101

Friendly

0.00% / 100.00%
Stock

0.5165

e Cer;

f J .
e Stricitdus on

:

Timeline

Timeline | -
W WPX US Equity 13p'643 ient

o g - £.00
Completsa.00

t - 4.00

Adg Sep

Deal Value

Tran Value (M)
Equity Value (M)
Deal Price
Premium

Net Debt (M)

TTM Deal Multiples
TV/Revenue
TV/EBIT
TV/EBITDA

Nov

Announced
5,951.70
2,779.70

+2.88%
3,172.00

Target
3.65x

14.07x

“Jan '
2021

Final
8,480.24
5,308.24

+0.34%
3,172.00

Comp Median
5.61x

20.46x
11.49%
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A recent merger example — a brief introduction to M&A

1. Inspire Brands acquisition of Sonic Corp
Type MA on the Bloomberg terminal, then click on “Summary”
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2. Timeline



3. Parties
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4. Structure
Target 1) Sonic Corp

Acquirer

SONC US Px USD 43.49
Retail-Restaurants

Details

1) Summary

12) Timeline

13) Parties

14) Structure

15 Financing

16) Advisers

17) Approvals

18) Sources/News
Comps

19) Deal Comps

200 Trading Comps
Markets

21) Arbitrage

Structure

Legal

Taxable

Dissenter Rights
State / Section
Fractional Shares
Letter of Transmittal
Exchange

Non-Equity Payments
Governing Law
Expiration Time

Exp Time Zone
Financing Conditions
Material Adverse Effect
Additional Info

Exercisable Options (Shares)

Target Ownership in NewCo

Acquirer Ownership in NewCo

Purpose

2) Inspire Brands Inc
0208044D US
Retail-Restaurants

Dates

Merger Agreem

Dissenter Cut-Offf Date
Drop Dead Date

Election Expiration Date
Contingency

Stock Cont Paynpent
Cash Cont Paymgent
Go-Shop

Go-Shop Period

Go-Shop Start

Go-Shop End
Termination Fee

Target to Acquirfer
Acquirer to Targlet
Synergy

Cost Synergy Amount
Cost Syn Realizgtion Date
Revenue Syn Ampount
Rev Syn Realizaftion Date

D,o Doac&
09/25/18 r)qlef s Qi_

2,263.08M
(a{_(;-(» f{okk

09/25/18 |} il

12/21/15 [ ANRPPVRLE
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7. Sources/ News

Target 1) Sonic Corp Acquirer 2) Inspire Brands Inc Currency
SONC US Px USD 43.49 0208044D US Announcement 09/25/18
Retail-Restaurants Retail-Restaurants Transaction Value 2,263.08M
Details Source Documents
1) Summary Date Purpose Description -
12) Timeline 3D 12/07/18 Approval Sonic Corp: 8-K 2018/12/06| 2
13) Parties 32 11/05/18 Merger Agreement Sonic Corp: DEFM14A 2018/11/05|
149 Structure 33) 09/25/18 Merger Agreement Sonic Corp: 8-K 2018/09/25 ™ ~
15 Financing Show on [ Target B Acquirer 2l 09/25/18 = 12/12/18 =
16) Advisers 40) News | NSE »
17) Approvals 4]) Press Release: Inspire Brands Completes Acquisition of Sonic Corp. DJ 12/2018
18) Sources/News 42) «*DJ Inspire Brands Completes Acquisition of Sonic Corp. >SONC DJ
Comps 43) Inspire Brands Completes Acquisition of Sonic Corp. >SONC
19 Deal Comps 44) *INSPIRE BRANDS COMPLETES PURCHASE OF SONIC
200 Trading Comps 45 Inspire Brands Completes Acquisition of Sonic Corp.
Markets 46) Jack in the Box Takeout Unlikely, Jefferies Says
21) Arbitrage 47) Jack in the Box Unlikely to See Bids Near Sonic Value: Wedbush
50) Research | BRC »
1559575D US, 25.. M&A Keeps Cooking for Restaurants, But IPOs S... HE Bloomberg Intell..
DNKN US, 155957.. Dunkin’ Unlikely to Attract Bid Topping Inspire’.. B Bloomberg Intell.. 11/03/20
1559575D US, 80.. M&A Keeps Cooking for Restaurants, But IPOs Ar.. B Bloomberg Intell.. 01/22/20
0208044D US, 12.. Best of BI Research -- Americas Morning Note B Bloomberg Intell.. 08/08/19
1559575D US, 80.. M&A Keeps Cooking for Restaurants, But IPOs Ar.. B Bloomberg Intell.. 08/08/19
1559575D US, 80.. Crack at Next Shake Shack? PE, Strategics Rival.. B Bloomberg Intell.. 08/08/19
1559575D US, 80.. M&A Market Keeps Sizzling for Eateries, But IPO.. B Bloomberg Intell.. 01/31/19
1559575D US, CM... Is There a Next Shake Shack? Casual-Dining Ch.. B Bloomberg Intell.. 12/24/17~
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10. Arbitrage

Target 1) Sonic Corp Acquirer 2 Inspire Brands Inc Currency
SONC US Px USD 43.49 0208044D US Announceme 09/25/18
Retail-Restaurants Retail-Restaurants Transactior 2,263.08M
Details Deal Terms Target Price / Spread % Acquner Prlce
11) Summary Completion 12/10/18 . 2 Track_< Aar
12 Timeline Payment T Cash ’
13) Parties Cash Terms (per Tgt Sh) 43.50
14) Structure Stock Terms --
15 Financing Current Deal Price
16) Advisers Current Value
17) Approvals Gross Spre
18) Sources/News Deal Probability mGross Spread 0.01
Comps
19) Deal Comps Premium
200 Trading Comps Announced +20.33% Current
Markets i EYY +18.82% 1 Week
21) Arbitrage 1 Month +20.33% 3 Month 5
52 Wk Avg +54.40% 52 Wk High +12.84%
Short Interest Date %Float
31) SONC US | SI » -
32) 0208044D US |.. =L
Dvd Next Period Ex-Date
33) SONC US | DVD.. i
34) 0208044D US |... b
35) Target Option Monitor | OMON »
36) Acquirer Option Monitor | OMON »

0.10

0.00

(we WI|| further discuss the definition of merger arbitrage in class)



Aéiz'ﬁomz . D"‘C‘*“iﬂjj ;

O(/ILC/‘n 7Lf e
Govermauece M€C/q)fu'5h15 /!+O /(/]&QALV

Cru the coutexi- J{‘{/'{—Czwq e
meothods do drausber comtrol ove—
the cokroV«Holy



Discyssion of juces,tive cowmpeysqtion

:l-‘“lCQ«V\L"“/Q P‘Ky ‘F:erx‘i'{—’

il OI’ILPU"YS ho vwvre__

T RS (/f = VQS'/VH/:'V( fIZOOK v:v,,&'
— P5 (/{ S /7"///4”’”’\'\!4(& fﬁa( V"'I/'b

am %LOPF‘Z(J[ é‘({b V"]L 1‘{{M&J



Discussion al 1T

C(’\%l'l'h"e,cl/ Bé«r&, e F J h
yrec s
1 | Hp'c clagses 0 diree 7 2o o

BO«VJ w |
g board Y v beYS Cless @2
E_'J- e 'Z8s Clasy E(})’Loz‘z,
Lo it X( HERY
o F f-{/ — L\.«/ 4 N
A['/"c_!wq 7v.e. TV‘ xy 5 ‘Hcmr.ﬁ. -"0 >
the board

( ﬁw’ﬂlw Uw )’vu,e:z'ﬂg)



Boned of Directes
vs. Class

\
,‘F.‘e.i Burclj
{ um"l'“7 ) g

g 3 daﬂd e(/ J'U\C/V/m*/’)
4"1:,,’ ‘*l\/) (OM’( ( i o /b‘ (o o%enéml/
e vt A velne bi oy deel scenarts)
it MRGC 7 P - for - Hn&,f"(
ks . e Jﬂ' J.;l‘ '
B'OONb } Buyr -9 “ﬁrl‘v
F‘Y - for the entive WQ'.‘!*
M KA MA
dats He/Comp=1 maudadry
Courail A (ufo;lrwe cAdies



D;SCM.H?M\ )
” e AN clffm'mfzqa"f'ar d;l‘\/(d'e.‘tl f(q\,\

OLQC‘P‘{’Q":L 57
lmmral "*j‘““S

PC) [§ O r

;s X7

(u so( c:,-féc;‘) u/Au C\Ct[v\u/e.
or ma’t” 5 —ML '(-Q/)?Q_jl_ 5.{0&&-
. ewveey we 2 lse ékw\.opﬁ ;./wL/QLo{((”},
11'7 :STL‘:C/&L A de,-«d‘@

a8 ”“"z' frrc.ﬂ
acq ng_r doe; iﬂ‘ﬂz



/)0 S o™ I‘/(j ey e.j

\/ ___‘__@ C_() \.‘Vdu'/ ‘Q‘/ ('g/‘ ’—'é /Cr”".é f/m&eZo({q;
— ‘g{‘/” - /)7 e,(qf# Legmrrer {o />‘11—c1()’{ adds Fioma [
SC"C{ 0(' Q JI'SCOL(\"E_ Ii dl./‘tﬁj SK‘U’C/
o~ >
\/ P g/, /> UV/// he (4 é] hostile A qusre— while Skc‘

3 ./"j(/)‘l Cay/)-o/

éh‘tL,{j SAUJ‘QKO/JPI? (-‘Vllc <{n ‘\o‘l— Se2u C“v?‘*e/

to
IburCAq se

B /7
P uire, ’s 5:&”’1’} afder ‘Hctjer @ a d'sayt



Poison Pill
Tactic utilized by companies to prevent or discourage hostile takeovers.
Types:

1. “Flip-in”

Permits shareholders, except acquirer, to purchase additional shares at discount. It provides
investors with instantaneous profits & dilutes shares held by the acquirer.

2. “Flip-over”

Enables stockholders to purchase the acquirer’s shares after merger @ discount. For example,
shareholder has right to buy stock of acquirer in subsequent merger @ two-for-one rate,



Make-up Quiz #1 (Week #1) for FIN 5372

Question #1 (1 pts)

Which of the following causes is NOT an economic rationale for a merger Or an acquisition?

A. Purchasing overvalued assets ——— Wote —+head plre /1 aE Ty, Yo -

B. Managerial self-interest to acquite a
V 1
C. Diversification “lued A‘{f% (f €<0ppum; ¢1/V ‘
D. Market Power M2 an ;L«S-fw[ s /"}'&{“C
E. Operating synetgies j 7

Question #2 (1 pts)
What is the difference between a merger and an acquisition?
A. A merger is a contract whereby a new company is created and to effectuate such
\/ contract one needs no unanimity among selling shareholders; in contrast, an
acquisition is a sales contract whereby one requires unanimity among selling
shareholders.
B. An acquisition is a contract whereby a new company is created and to effectuate such
X contract one needs no unanimity among selling shareholders; in contrast, a merger is a
sales contract whetEBy OmETequires unanimity among selling shareholder
K C. Mergers and acquisitions are the same conceptual legal format for two firms to merge
% D. A merger refers to the purchase of a larger firm while an acquisition refers to the
purchase of a smaller firm

E. None of the above answers is correct

Question #3 (1 pts)
What caused the merger wave o - P AL — mope ater -({f oYy

A. Deregulation & lax antitrust enforcement SPAcCs o " . vq$
B. Consolidation & vertical integration

C.. The advent of globalization
\/ D. The expansion of private equity funding N SM ’A AC—‘L / { 7 C({
E.

The wide-spread conglomeration

Question #4 (0.5 pts)
Which gf the following causes for bad M&A petformance is NOT valid?
A. Too low purchase price
B. Poor due diligence investigation of the target
C. Poor integration of the target into the existing business
D. Inadequate protection from transaction risks

Question #5 (0.5 pts)

According to the discussion in the HBS article by Professors Andrade, Mitchell, and Stafford in
2002, cited and discussed in video lecture "Expected Outcomes of M&A", what is the (i) average
target premium and (ii) combined return (or synetgy) from M&A of two firms in the 1990-1998

petiod? e

Target premium 0@ and combined return 0
Target premium of 47.2% and combined return of 0.1%
Target premium of 37.7% and combined teturn of 3.2%
. Target premium of 3.2% and combined return of 37.7%
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