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EMAD 5442
Mergers & Acquisitions in the Aerospace & Defense
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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
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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
Private-equity firms by region*, ‘000
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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”

= T/(% 1N MPPPA‘/ (4 51'* COr e~ S?QVCL» W!V\JUW {‘/e 1(7'6{447«/’ tgf—?sowc Us E?Mr\}




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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(we will further discuss the definition of merger arbitrage in class)
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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 EMAD 5442

Question #1 (1 pts)
Which ef the following causes 1s NOT an economic rationale for a merger or an acquisition?
A. Purchasing overvalued assets  ——7 , [ /] .
. Managerial self-interest to acquire a firm Val .
Diversificatien alued ‘;ﬂ"’ tf eC’op“,;.\}cq/lf i

B

C.

D. Matket Pewer M2 an. -.\5 Sl 5 Ff&{hc‘j
: /

. Operating synergies

P k«.r‘c/lqsl g Under

Onestion #2 (1 pts)
What is the difference between a merger and an aceuisition?
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 acquisision is a contract whereby a new company is created and to effectuate such
centract one needs no unanimity among selling shareholders; in contrast, a merger is a
sales contract wherEbyone Tequires unanimity among selling shareholder

¥ 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

Qhmestion #3 (1 pis) —
What caused the merger wave oﬁiZOl 5-2019? S PA C — mope mater’ “/} oy

A. Deregulation & lax antitrust enforcement SPAcs on  Cequ ve$
B. Consolidation & vertical integration

\/ % The advent of globalization N SM | A Ac_f,/ [ 7 ?{
E.

The expansion of private equity funding
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 (1) combined return (or synergy) from M&A of two firms in the 1990-1998

period? o e
Target premium o@ and combined return 0
Target premium of 47.27% and combined return of 0.1%
Target premium of 37.7% and combined return of 3.2%
Target premium of 3.2% and combined return of 37.7%

OSO=p



Investment Banking Commands — Bloomberg Terminal

News

“OP

READ

N PREMNA
LB

i PREWS
ARR
TLOAN

BYMM
WB
BAAP
PWCR
A

A
MBS
WEDS
CMB0
FXGN
X
RATT
8L
Calendar & S
FavER

m

WEX
Zeononucs
ECC

ECOF
ECCW
LEADR

Top BLOOMBERG NEWS® swries
BLOOMBE RG s most. ioad naws
News an rumored deals

News on deal finanung

PO deat tafk and nimors

News ranked by readership
Tepicannewns

Topfnancial news
Topcapome navs

Who is i the rews

Bicomberg 2rief newsletters

Worid equnty nxbces

S treaswries and rrsney markets
World bond markets

Intradtay marieel rmap

Forward interest rate mavix

Eamings season analysis

Global M&A ransarhions

Corarmudity markets

Global COS pricing

Key commodity price and volatility data
Major cumrency mars live
BLOOMBERG £X hemepage
Creditrabng upgrade/downgrade rato
Stasit BLOOMBERG LAUNTHP&D ™

tatistics

Conference cails and tronscripts
Eamings announdement cakendar
Equity offerings search and monites
ANlew bond and equity offenngs

Koy economic dats worldwide

Top CEM carrpersation figures

Globat economic releases

£oneruc data nder

Chart econemic data

Leading economic indkars

Historical empioyment. data by super sectey
Global eonemic wateh

In‘,que/u}'//ga

Equity search

Loan search

Bond searh

BLOOMBE RG lawsearch

News search

Research for industzies, 2CCNOMIKS, Companies
Bloormbery industnes analysts and dats

Hedge and mutupt fund search

BrAF Search for energy assets, nines, vessels, ushiies
PEOP Search for people with BLOOMBERG profiles
Forecasis

OUTL BLOOMBERG NEWSE economic surveys
CPF Cormsmrodity price forecasts

CMSGE Monitor commiadity market sentiments
FXFC Access FX rate forecasts

ECFC Econon. forecasts

BYFC Bored yicid Torecasts

Market Returns

MRR 1 bestAvorst performing stocke ir an index
WEIS Global equity indices returns

i Fank 10 Bestfwarst, perfoming carrencs
W Rank muans of selected bond indices

CRR - Cornrnedity ranked retums

PG Compare fund retums over time

Market Movers

MOV Intlex movers

MMAR Market map for global markat sactors
CMCX UBS BLOOMBERG CMCI

CRB Reutersi] efferes Commodity index

SN0V Rank basthworst (DS performens by sector

_eague Tables

: tindenwrtentegal advisey rankings
Broker -reported equity gadig ranking
Undervaitesdegal adviser rankings
Tep loanundeauaiter ks

Merger sdvistr searchy ergne

nedge und players snapshot

WA Best mutual fund pravers snapshot
LaLT Legal advisex rankings

- Corammeands on Blve

g

Caompany Analysis
*DES

BO
9]

Fundarmental and finandial data

Composite quate and key pricatrade ratios
Executives, board, intefocking relatienships
rManagement $napshot

Prod uct and gecgraphic anahysis

Product peer compansen

Supply Chain Anatysis

Company capital stracture

Ali related securities and expenditures
Coinpany capital masket

Corporaite actions

Financial statements, key ratics, industry data
Comparable company anatysis

Reianve value ranking

Graph firancial values and ratics.

SEALC Weighted average cost of capital
*ODM Rividend discourt maciel

*CRVD Credit refative value

‘COSH 8 spread rate Risiory

OIS Company’s debt maturity profile
gela Covenant/default info on debidcans
TRVKRD Relative debt value ranking
Company Earnings

fEM Reported eanings and estimates

*BUID
*ERN
Charts
LGP
GRY
Ge
‘RE

Bexst consensus estimates
Consensus estimates overview
Company’s own esemates

Graph and monitor EPS surmmiaries

Graph intraday prices

Muttiple ntiaday chart with volume

Graph hstorical closing prices for a security
Graph/compare histoncal equity retums
Relative value graph

Multiple secuity relative chans

Ali chartrelated functions menu

Conmpany News/Research

“ON Security-spacific news

“MON Mest read news stenes

BT Conference calis ard transanpts

CANR Equity analysts’ recormmendations
“BRC Research reports for a specific ompany
Risk Analysis

REKE Evaluate a company’s heaith

CRPR Credit ratings

*GRAT Company rating, valuation by BLOOMBERG
GV Graph volatility

PC PEER correlations

THYT Historical volatility tame

“TRMS Temn structure of volatility

*SKEW Option volatiity skew
HoldersiHoldings

"OWN Security hotders ovmership analysis
“GPTR Graph insider trarsactions

HISkE Holders' matrix

*PHOCE Holdings search. company holdirgs
AGC Debt helders aggregated

FLNG Search: for 137 Rlings
LegalRegutatory Filings

*CF Search all company filings

“EDFS Free-text EDGAR searches ard alerts
“LITH Cornpany igaton surrkvaries

BLAW Legal resources menu

SEC SEC acts and rules menuy
Miscellaneous

BERRY BLOOMBERG infc un your BlackBeny®
MSGM Message-related functions menu

SPOL Create/organize your contact fist for MSG
DINE Find restaurants and reviews

FLY Find flightinforynaton






