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M&A Objectives and Considerations

- One of the key objectives in an acquisition or merger is to
achieve cost savings through economies of scale (sharing
central services such as legal, accounting, finance, and
executive management) and reduction of redundant assets
(real estate, corporate jets, etc.) #i%i + T4 =4 A
Before entering into a transaction, companies typically compare

the costs, risks and benefits of an acquisition or merger with
their organic opportunity (a “Greenfield analysis”)

- This buy versus build analysis is an important departure point for
a company as it begins to think about a transaction. Is it better
to build a brand, geographic coverage, distribution network,
installed base of products or services, and relationships, or is it
better to acquire them?

- The inverse decision — whether to sell — is an analysis that asks
whether the benefits of continuing to operate an asset is a

better risk-adjusted option than monetizing the asset (for




Global M&A League Table

Global M&A League Table US Completed M&A

Ranking
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Company Name
Goldman Sachs & Co
JPMorgan

Morgan Stanley

Citi

Bank of America
Barclays

Credit Suisse

Lazard

Evercore

Rothschild & Co
UBS Investment Bank
Deutsche Bank
Jefferies

BNP Paribas
Centerview Partners

2021

Value (USDm)
1,799,405
1,515,772
1,234,266
928,863
922,064
632,044
498,385
429,050
415,264
371,144
336,722
308,787
264,261
261,549
248,486

Deal Count
604
600
422
336
341
264
273
288
209
GPa
210
169
340
148
88




Mains Considerations

o Strategic Rationale w452+
* Synergies R # 5
o Control Premium #4405 #

 Credit Ratings, Taxes and Acquisition Currency 1 m#
B WA X

» Regulatory Considerations % %%

e Social and Constituent Considerations #4254 48 £ 5




Strategic Rationale

» Before undertaking an acquisition or merger, a strategic rationale
should be determined that results in an immediate or near-
term increase in shareholder value

» This is accomplished if the transaction projects an increase in
EPS, ROE, and/or ROIC, while potentially reducing cost of
capital and expanding trading multiples
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Synergies

* A key component in determining if a transaction is strategically
justifiable is the analysis of synergies (1R % A »#7)

* Synergy = V(A+B) - V(A) - V(B)

* Synergies include cost synergies (most reliable) and revenue
synergies
° 2015 SF i i A b 09 &
o 2015 & £ B A= K X EFA5F




Control Premium

* In an acquisition, control premium is the percentage difference
between the price an acquirer will pay to purchase control of a
target company compared to the price for owning a minority
share (non control) position

» The purchase price premium (to the target’s current share price)
in an acquisition is determined based on consideration of
synergies and control premium

o B =R RN + 3R F AL
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F I @K XaEE 692 % Credit Ratings,

Taxes and Acquisition Currency

 Companies must attempt to balance the credit
rating, tax and EPS impact of an M&A transaction

» Paying cash as an acquisition currency often requires
borrowing, creating leverage

» A credit rating downgrade may occur if the
transaction creates too much leverage, resulting in a
higher cost of debt capital, but a potential reduction in
weighted average cost of capital

» If the acquisition currency is shares of the acquiring
company’s stock, credit ratings will not likely be
downgraded, but the acquirer’s EPS may drop,
often resulting in a share price reduction

» Shares used as consideration may be preferred by

\__ taraet.companv-shareholders. in order to_delav /




Regulatory Considerations

e There are local, regional, national and international
anti-trust and other requlatory considerations in M&A
transactions

» Approvals required from regulators depend on the
size of the transaction, location of the business and
the industries of the participating companies

* In the U.S., most public transactions require a Hart-
Scott-Rodino (HSR) filing with the Federal Trade
Commission and the Department of Justice

* There is a 30-day waiting period after filing

« If there are international operations, filing with the
European Commission (EC) or with antitrust
regulators (s z#%#) In other countries may be

\___ necessarv




Principal Constituents in an M&A Transaction

- Shareholders: concerned about valuation, control, risk and tax
issues

- Employees: focus on compensation, termination risk (# %) and
employee benefits

- Regulators: must be persuaded that anti-trust, tax and securities
laws are adhered to

- Union leaders: worry about job retention and seniority issues
- Credit rating agencies: focus on credit quality issues

- Politicians: they get involved if constituent jobs and tax base
are at risk

- Equity research analysts: focus principally on growth, margins,
market share and EPS

- Debt holders: consider whether debt will be increased, retired,
or if there is potential for changing debt values




Key Parameters for Evaluating M&A
Opportunities

o Strategic fit with business strategy
 Management team and asset quality
e Synergy potential

» Ease of integration

* Margins, earnings, ROIC and credit ratings
impact, and other financial attributes

 Price/valuation
* Regulatory risk




Fairness Opinion

- Investment bankers are usually asked to render a
fairness opinion to the respective boards of companies
involved in an M&A transaction

- The opinion is made publicly available and it states, among
other things, that the transaction is “fair from a financial
point of view”

- A fairness opinion is not an evaluation of the business
rationale for the transaction, a legal opinion, or a
recommendation to the board to approve the transaction

- The fairness opinion includes a summary of the valuation
analysis conducted by the investment bank to show the
basis on which the opinion is offered

- Companies must decide whether it makes sense for the
same investment bank that provides the fairness opinion
to also act as the M&A advisor (since advisory fees are

/
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Acquisitions

- A publicly traded company can be acquired through either:
A merger (i, 48 ikdALs 740 5)
A merger requires > 50% shareholder vote in favor of a stock
swap or cash payment to the target company share-holders
A tender offer (&%iam)

An acquisition of stock directly from the target company
shareholders using a tender offer, followed by a merger to acquire
any remaining untendered shares

A tender offer, which does not require a shareholder vote, is a
public offer by an acquirer to all shareholders of a target company
to tender their stock for sale at a specified price during a specified
period of time.

An acquisition of selected target company assets G B 472 8] & ~)

- A proxy contest is designed to gain minority representation
on or control of a board of directors.
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Break-up Fee (x % #.t %)

* A break-up fee is paid if a transaction is not
completed because a target company walks away
from the transaction after a merger agreement or
stock purchase agreement is signed

» This fee is designed to discourage other companies
from making bids for the target company since they
would, in effect, end up paying the breakup fee if
successful in their bid

* A reverse breakup fee is paid if the acquiring
company walks away from a transaction after signing
the agreement

* These fees are usually set at 2-4% of the target
company’s equity value, but this is the subject of
negotiation /
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M&A Hostile Defense Strategies

e Shareholder rights plan (poison pill) % xitx
* White Knight bidder ¢+
 Management Buyout (MBO) sm 2w

o Stagger board (z#s¥s/sx8¥2)

e WEFARRN O L, #FAKELFT—4 (EHR=F) . IHEPHI
W F EFERR, LEVEEZRFIRAILSKLEFLS, HAEREFRENRE
8] 3% & 2 A 5 B 48 e

» Delay annual shareholder’'s meeting

 Trigger acceleration of debt repayment

o MHEFHRFPEHE “BRRER S, —2@BHEZKM, FA RSB 2
, IR R I EIT .

e Litigation
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Shareholder Rights Plan

* The key feature of a shareholder rights plan involves
implementation of a “poison pill”, which gives non-
hostile shareholders a right to purchase additional
shares in the company at a substantial discount
(usually 50%)

* The result of the exercise of this right is that hostile
shareholder ownership percentage declines as
“friendly” shareholder ownership increases

» This dilution of hostile ownership economically
compels the hostile party to give up, negotiate a
higher price, or launch a proxy contest to gain
control of the target company’s board and then
rescind the poison pill

| . A shareholder riahts o v d  requi /




Accretion and Dilution in M&A
Transactions

* An accretion/dilution analysis czz/4##44) compares a
company’s financial results before a proposed
transaction to the results after the transaction
o HEMFRA: FEHAe I IREAS R, AEOIHE KB FRY S AR

e The analysis usually focuses on earnings per share
(EPS)

 |f the transaction results in an increase in EPS, this is
accretive (and may have a positive impact on the
company’s share price)

 |f the transaction results in a decrease in EPS, this is

dilutive (and may have a negative impact on the
company’s share price)

e Itis unusual for a company to proceed with a dilutive
M&A transaction unless analysis sugge hat EP
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Strategic Buyers vs Financial Buyers

* Private equity firms (also called LBO firms, buyout
firms or financial sponsors) are considered financial
buyers because they usually do not bring synergies to
an acquisition

» Strategic buyers are generally competitors of a
target company and will benefit from synergies when
they acquire or merge with the target

e As a result, in auctions conducted by investment
banks for target companies, strategic buyers are
usually able to pay a higher price than the price
offered by financial buyers

 However, sometimes financial buyers win auctions
because of anti-trust issues, more aggressive

\______assumptions regarding future cash flow (basedon _“/




Alternative Sale Processes

Alternative Sell-Side Processes

Divestiture [ Description # of Advantages Disadvantages Circumstances
Strategy Buyers

Preemptive

e Screen and identify most
likely buyer

Targeted
Solicitation

e High-level approach to
selected potential buyers

e Customized executive
summary-type presentation

e No pre-established
guidelines or formal process

e No public disclosure

Controlled
Auction

e Limited range of logical
potential buyers contacted

® Requires formal guidelines
on sale process

e No public disclosure

Public
Auction

e Public disclosure made

e Preliminary materials
distributed to wide range of
potential buyers

2to5

6 to 20

N/A

e Efforts focused on one .
buyer

e Maximum confidentiality ®

* Speed of execution

¢ Minimum business

disruption
* Speed of execution .
¢ Confidentiality
maintained
¢ Limited business .
disruption
e Sense of competition .
enabled
e Reasonably accurate test *
of market price .
* High degree of control
over process .

e Creates strong sense of
competition

® Most likely to obtain .
highest offer
e Finds “hidden” buyers .

Unlikely to maximize
value

Tied to result of one
negotiation

Requires substantial
top-level management
time commitment
Risks missing
interested buyers
May not maximize
value

Lack of confidentiality
May “turn off”logical
buyers

Potential for disruption
due to rumors

May limit subsequent
options if process fails
Highest risk of business
disruption

e Have very clear sense of
most logical buyer

e High risk of damage from
business disruptions

® Have strong negotiating
position

e Have limited group of
logical buyers

¢ Have key objectives of
confidentiality and
limiting any business
disruption

e Seek good balance
between confidentiality
and value

e Believe business is
unlikely to be damaged
by public process

® Have difficulty identifying
potential buyers




Alternative Sale Processes

* Preemptive e )

e Screen and identify most likely buyer
o WM, REMMS, LFILFIZLTIH.

o {2 AR IAEE R KA

o R/ TR BH AL, RAMLETHEE,

* Efforts focused on one ¢ Unlikely to maximize * Have very clear sense of
buyer value most logical buyer

* Maximum confidentiality e Tied to result of one ¢ High risk of damage from

* Speed of execution negotiation business disruptions

* Minimum business * Have strong negotiating

disruption position




Alternative Sale Processes

e Targeted Solicitation cz#iz4)

High-level approach to selected potential buyers
Customized executive summary-type presentation
No pre-established guidelines or formal process
No public disclosure

2 to 5 Buyers
FLragdsd, RAZRE “R¥mBFET AFRZ.

* Speed of execution * Requires substantial ¢ Have limited group of
* Confidentiality top-level management logical buyers
maintained time commitment * Have key objectives of
* Limited business ¢ Risks missing confidentiality and
disruption interested buyers limiting any business
* Sense of competition * May not maximize disruption

enabled value




Alternative Sale Processes

o Controlled Auction Gra/smies, ##rzsm)
e Limited range of logical potential buyers contacted
Requires formal guidelines on sale process
No public disclosure
6 to 20 Buyers

BATAH 2 m A0 “HRAN (Formal guidelines) >, 2 X F WL (NDA) Ftrk F 3 &
5% (CIM) , BB FE—#HIEHREEM (NBO) F=F =229 R RN
o BEA “EANFMR Ao EEKE 2 FHREEFHE

* Reasonably accurate test
of market price

* High degree of control
over process

 Creates strong sense of
competition

® Lack of confidentiality

* May “turn off”logical
buyers

¢ Potential for disruption
due to rumors

* Seek good balance
between confidentiality
and value




Controlled Auction

o F—#: JEHRMIRM (NBO - Non-Binding Offer)
o AXETHREHN (NDA) M3 TRAREY KEFRLELELEFK (CIM) )
B, HAXAAAEREEZRI—HpMTAEMERPH I0D) .
BE A AR R, Wi T KZ a4 &4
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o B4 ZRMAM (Binding Offer)

o HAFH M ABRER KEHAF#ALZIEE (VDR) , ZHEBARN]RLSHIE (
W5 JkAG. s eR. FAmT) , FERBARAINERERAR. 23X AZE (Due
Diligence) /&, X &R X mAIRM.

WAL ML AT + T2,

REZR X —EIT AT R R KW (SPA) ) FF
Binding Offer & —y E X9k R4, — 2 X ZRR, FLAIACHEZAA
MEREXET (FFASPA LEF) , IR HAERT.




Alternative Sale Processes

e Public Auction s

Public disclosure made

Preliminary materials distributed to wide range of potential
buyers

6 to 20 Buyers
o T, RHFUF.

* Most likely to obtain * May limit subsequent * Believe business is
highest offer options if process fails unlikely to be damaged
* Finds “hidden” buyers ¢ Highest risk of business by public process
disruption ¢ Have difficulty identifying

potential buyers
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Financial Sponsor M&A Participation

Worldwide Buyside Financial Sponsor
Activity
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Valuation Methods

Publidy Traded

Comparable
CompaniesAnalysis

Desaription

“Public Market
Valuation”

Value based on market
trading multiples of
comparable companies
Applied using historical
and projected multiples
Doesnot include a
control premium

Comments

Smilarity of companies
(size, growth prospects,
product mix)

Placement within peer
group
Underlyingmarket /
sector trading
fluctuations

Market may view firm’s
outlook differently
Valuing synergies, tax
benefitsproblematic

Comparable
TransactionsAnalysis

“Private Market
Valuation”

Value based on multiples
paid for comparable
companiesin sale
transactions
Includescontrol premium

Limited number of truly
comparable transactions
Dated information due to
changesin market

Data missing or hard to
find (earnings often
unavailable on subsidiary
transactions)

Disoounted Cash How
Analysis

* “Intrinsic” value of
business

* Presentvalue of
projectedfree cash flows

* Incorporatesboth short
andlongterm expected
performance

* Riskin cash flows and
capital structure
capturedin discount rate

 The preferredvaluation
technique when credible
cash flows can be
projected and confident
in WAQC determination

» Sensitive to terminal
value assumptions

Leveraged Buyout

Analysis

» Valueto afinancial buyer

» Value based on debt
repayment and returnon
equity investment

» Usually representsa floor
bid because of lack of
synergiesand high cost
of capital and high
requiredreturn (IRR

* Requiresvarious
assumptions on capital
structure

* May not be aviable
option due to size or type
of business

Sum-of-the-parts analysis
Liquidation analysis
Break-up or net asset
value analysis

Historical trading
performance

Discounted future share
price

Dividend discount model

May be more situational
andnot asrelevant as a
broad-based valuation
technique

Near-term EPSimpact
may not reflect true
value
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Valuation Summary

M&AValuation Su Football Fel
Bid Range
Comparable Companies c >
Comparable Transactions (= D
DCF [ = =)
DCF+ Synergies [ = =)
LBO = =)
Break-Up [ = =)
Qurrent Price ®
30-Day MovingAvg. e
52-Week High/Low © =)
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Using Multiples in Valuation

» Multiples based analysis incorporates key accounting concepts
and financial information in the process of valuing of companies

» Comparable Companies analysis and Comparable
Transactions analysis are the two principal multiples based
valuation methodologies.




Using Multiples in Valuation

 EV/EBITDA

* Enterprise Value (EV) = a company’s total economic value,
which is shared by holders of equity, debt, preferred stock and
minority interest

o HUHE (EV) = ATRFHNTHHMME + F R

B R = I A R R AT A - AL F
rda
) B A & B Aw 3 S 69 1A

» To determine EV, calculate market value of equity, debt,
preferred stock and minority interest and then deduct cash and
cash equivalents

o EBITDA: Earnings Before Interest, Taxes, Depreciation (371)
and Amortization G#44) (EBITDA) is important to determine
since it and EBIT are often used in multiples calculations:
EV/EBITDA and EV/EBIT

/




Using Multiples in Valuation

« EV/EBITDA

o AAATMBARATAE: 2F IR

o #r &ALk £ AL EBITDA #% T AR BAZ S I 5 B A 58 ) 09 8k AR
B, def] b, Fik. Irafeiil, A ZIFHE TS B FIE S 4% F)H

(IAR) B9 T,

o FARISNEILE: i THER T RE NS MTALZH (FlE) . FKEFE A
B A R F £ %, EBITDA 3 B AT A AR 2\ &) Z 8] 894 5 e 4 47
IF RO R R T AR




Using Multiples in Valuation

* Pricel EPS
e Price: mZ&Fmiih (REME) , FeiENAHT 5.
e EPS: ek TAlL. drwmmsr. B, A8 EERAHE
e TRAF=JWRM-EFRKEE, XATREFE=LARELTEFFH
o AMEM: PE=10, WREBARABRKFARE, BAZKREI0OFE LK,
o BATARE =HEMK/CAFK LFEEBICE
o FETEE =IREMME/ TIAKXKRIZANR 98I &
o RATAE (TTM) = RENK /CAF &) LFEHBIE




Comparable Companies Analysis

* A comparable companies valuation analysis
compares similar publicly trading companies
using multiples

 Comparable companies are in the same industry
and have similar growth, profitability, size, capital
structure and margin characteristics

* The key multiples used for comparison are:

e Enterprise multiples: EVV/Revenue: EV/EBITDA and
EV/EBIT

e Equity multiples: EPS; Market Value/Book Value;
PE/Growth Rate (PEG ratio)

* This analysis values a non-controlling

N ownership in comparable companies and does /




Comparable Transactions
Analysis

* A comparable transaction analysis compares
historical M&A transaction values for companies in
the same industry that have similar growth,
profitability, size, capital structure and margin
characteristics

e This valuation assumes that the acquirer obtains
control (usually 51%-100% ownership of the target),
so a control premium and synergies are included in
the purchase price

» The principal multiples used in this analysis are
similar to the multiples used in a comparable
companies analysis

» To determine value/share for enterprise multiples

\______ based valuation methodologies, use the following /
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Discounted Cash Flow (DCF)
Analysis

 DCF analysis determines EV for a company by
calculating the present value of

e projected unlevered (not including financing costs) future
cash flows

 projected terminal value
* Present value is typically calculated by using a
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» This analysis determines the intrinsic value of a
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: Discounted Cash Flow (DCF)

Analysis

e Market Value vs. Intrinsic value
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- Discounted Cash Flow (DCF)

Analysis

» The quality of this analysis depends on the accuracy
of cash flow projections and the assumptions used in
determining WACC and terminal value.

 Terminal value is determined through either a
perpetuity growth or exit multiple methodology.

A DCF analysis is usually sensitized to incorporate
synergies, which increase the valuation amount.
o —ANPNPIRAR TR AMEEAE KT,




FrERI DCF RM4ME (Enterprise Value, EV) HEARIT:

- FCF, TV
E —
¥ ; (1+ WACCY '« 1+ WACC)"

o EV =1 \f/i& (Enterprise Value)

e FCF,=%tE0Xi+FEEBEIE A (Unlevered Free Cash Flow)

o« WACC = hitUEHE A A (Weighted Average Cost of Capital, EN#TIIER)
o n = FMINER (8% 5 &) 10 F)

o TV = FUMHAZRAILRE (Terminal Value)




%44 (Terminal Value) &9 5 A% 1+ FH 2 X,

1. KEEIE K% (Perpetuity Growth Method)
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2. B & 8% (Exit Multiple Method)
RIGEIFAFTNBNRE—F (EnE) , BATIEBHENHZ LTI FEHHESHEE, X
MAEERITESH PEH B RREH,

TV = EBITDA, x Exit Multiple
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Leveraged Buyout (LBO)
Analysis

» This valuation analysis is used only if the company
being valued has characteristics that make it an
interesting target for a Buyout fund Gimx4) .

* These characteristics include:
* strong and predictable cash flow
* clean balance sheet with room for leverage
* limited need for future capital expenditures
e quality assets that can be used as collateral for loans,

e cost cutting opportunities and a viable exit strategy in 3-7
years




g Leveraged Buyout (LBO)
Analysis

* Buyout funds target an IRR (compound annual return)
of more than 20% and determine the highest price
they can pay such that this return is achieved as of
the assumed exit date

 Buyout funds will not be competitive bidders if the
maximum price they can bid that achieves their
minimum IRR return target is substantially less than
the price that strategic buyers will bid.
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Comparing LBO and DCF
Analysis

DCFAnalysis LBO Analysis
* ProjecdedCashHow * ProjecdedCashHow
Inputs | - Terminal Value « Terminal Value (Sale Price)
* Disoount Rate * Present Value (Purchase Price)

Enterprise Value IRR
Outputs (PresentValue) (Discount Rate)

Source: Castillo, krilyn and Peter McAniff. The Pra
Corporate Finance. Orcinus Business Press, 2007.




& DCF vs. LBO
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Other Potential Valuation
Analysis

 Sum of the parts analysis (break-up analysis) is a
useful additional valuation tool when a company has
many different businesses that, when analyzed
separately and then added together, are worth more
than the value of the company as a whole

 In this analysis, EV for each separate business is
calculated based on comparable transaction multiples
(multiplying EBITDA for each business by the relevant
comparable company multiple) to determine the total
EV for the target company when the EVs for each
business are added together

e Other valuation methodologies may be appropriate for
certain industries, including an analysis of acquisition
premiums in comparable transactions -




Price Risk in M&A through Stock A

Swaps

- When using shares as the acquisition currency,
the acquirer and the seller must consider share
price risk associated with this payment method.

- Time Gap: 3-9 months from announcement to
closing creates volatility exposure.

- Risk Allocation: Target shareholders bear downside
risk of acquirer's stock price.
- Three Deal Structures
- Fixed Exchange Ratio
- Floating Exchange Ratio
- Collar Mechanism (&)




Price Risk in M&A through Stock
Swaps

- Exchange Ratio

- offer price for target/acquiring company’s closing
share price on the last trading day before the deal is
announced = exchange ratio.
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Price Risk in M&A through Stock
Swaps

- Fixed Exchange Ratio
C RBUELEEHNBR (02:1) , ZFHERE 7 RAF 2
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- Floating Exchange Ratio
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Risk Arbitrage

In a stock-for-stock acquisition, some traders will buy the target
company’s stock and simultaneously short the acquiring
company’s stock, creating a “risk arb” position

- The purchase is motivated by the fact that after announcement
of a pending acquisition, the target company’s share price
typically trades at a lower price in the market compared to the
price reflected by the Exchange Ratio that will apply at the time
of closing

- Traders who expect that the closing will eventually occur can
make trading profits by buying the target company’s stock and
then receiving the acquiring company’s stock at closing, creating
value in excess of their purchase cost

- To hedge against a potential drop in value of the acquiring
company’s stock, the trader sells short the same number of
shares to be received at closing in the acquiring company’s stock
based on the Exchange Ratio

Risk arb trading puts downward pressure on the acquiring
company’s stock and upward pressure on the selling company’s /
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Risk Arbitrage (cont.)

- As an example, if an acquiring company agrees to
purchase a target company’s stock at an Exchange
Ratio of 1.5x%, then at closing, the acquirer will deliver
1.5 shares for every share of the target’s stock

- Assume that just prior to when the transaction is
announced, the target’s stock price is $25, the
acquirer’s stock is $20, and it will be six months until
the transaction closes

- Since 1.5 acquirer shares will be delivered, the value
to be received by target company shareholders is $30
per share

- However, because there is some probability the
acquisition doesn’t close in 6 months, the target
company stock will likely trade below $30 until the
date of closing




Risk Arbitrage (cont.)

If the target stock trades at, for example, $28 after
announcement, for every share of target stock that risk arbs
purchase at $28 they will simultaneously short 1.5 shares of the
acquirer’s stock

- This trade enables risk arbs to profit from the probable increase
in the target’s share price up to $30, assuming the closing takes
place, while hedging its position (the shares received by risk arbs
at closing will be delivered to the parties that originally lent
shares to them

- The objective for risk arbs is to capture the spread between the
target company’s share price after announcement of the deal
and the offer price for the target company, as established by the
Exchange Ratio, without exposure to a potential drop in the
acquirer’'s share price

However, if the transaction doesn’t close or the terms change,
the risk arbs’ position becomes problematic and presents either
a diminution in profit or a potential loss

Investment bankers keep close track of risk arb activity
throughout the transaction period since the prices of both the
acquirer and target stocks can be significantly impacted by risk

/
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Risk Arbitrage (cont.)

DOWNSIDE
The Deal Does NOT Qose
+ The Arbitrageur gains .+ TheTarget stockwill drop to the
o TheArbitrage spread (difference pre-announcement price (or below), causing
between Target stock when acquisition & losses
announced and bid price when doses) &« The Aaquirer stock price might inarease,
o Dividends paid on Target stock ; causingaloss onthe short position

o Interest onproceeds of short selling
(lessborrow costsand dividends paid on
shorted Acquirer stock)

+ The arbitrage spread can be accentuatedif the

bidis repriced higher, possibly through the
presence of another bidder
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In most cases, the amount an arbitrageur will loseif the deal does not dose
faroutweighsthe gainif the deal doses




Risk Arbitrage (cont.)
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Risk Arbitrage (cont.)
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Corporate Restructurings

- Carve-out: the sale through an IPO of a portion of
the shares of a subsidiary to new public market
shareholders in exchange for cash

- Spin-off: parent gives up control over a subsidiary
by distributing subsidiary shares to parent
company shareholders on a pro-rata basis

- Split-off: parent company delivers shares of a
subsidiary to only those parent shareholders who
are willing to exchange their parent company
shares for the shares of the subsidiary




Corporate Restructurings

- Carve-out (5#5L)
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Spin-off (28] 1)
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Split-off (3% &35 5°)
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Cross-Border Transaction

- A large number of M&A transactions are completed
between companies that are based in two different
countries.

- More complicated

- multiple regulators (focusing principally on antitrust
and securities law matters)

- complex accounting and disclosure considerations
- tax matters




Cross-Border Transaction

- “Flow-back” (=:%)

- An acquirer from one country purchases a target
company from another country, some shareholders
of the target company may feel compelled to sell
their newly received shares immediately.

- Shareholders are uncomfortable with foreign
exchange risk, unfamiliar with holding foreign
securities, or face regulatory or institutional
constraints regarding cross-border investment.

- Large volumes of the acquirer's stock may be sold
In the market, creating downward pressure on the
stock price. This phenomenon is called "flow-back."
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Cross-Border Transaction
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