United Technologies’ $16 Billion Acquisition of Goodrich – Case Study, Part 1
In this case study, you’ll analyze United Technologies’ $16 billion acquisition of Goodrich Corporation, one of the largest aerospace & defense M&A deals in recent years.
Officially announced on September 22, 2011, the deal represented a move by United Technologies to get back into the commercial aircraft market and begin building market share there once again.
Goodrich Corporation is a leading global supplier of systems and services to the aerospace & defense sector, and designs and delivers landing gear, engine control systems, sensors and safety systems, and more.
In part 1 of this case study, you’ll use the attached Excel spreadsheet to begin building a merger model to analyze this deal, including transaction scenarios, sources & uses, and the combined income statement. Only complete the cells highlighted in yellow in the “Before” worksheet in this part.
Everything you need for Part 1 is on the “Buyer-Seller” tab within the Excel file. We have included equity research and both companies’ 10-Ks here, but those are only for your reference and are not necessary for this exercise.
In part 2, we’ll complete the merger model by allocating the purchase price, combining the balance sheets, and calculating possible revenue and expense synergies. We’ll use the output of that analysis to learn more about the deal and see whether or not it made sense for both parties.
Excel Setup – IMPORTANT
[bookmark: _GoBack]In this model we may encounter circular references. To ensure that they work correctly and that Excel does not crash, please go to Options (Alt + T + O) and then the Calculations tab in 2003 or the Formulas menu in 2007/2010, and make sure your menu looks like this:
[image: ]
If you do NOT have “Enable iterative calculations” checked you will run into problems in most Excel models, including this one.
Part 1A – Transaction Structure, Assumptions, and Scenarios
Again, please only fill in the cells highlighted in yellow on the attached Excel spreadsheet.
Please use the following assumptions for the “Transaction Structure, Assumptions, and Scenarios” section at the top of the first tab:
· Scenario 1: 0% Cash, 25% Stock, 75% Debt
· Scenario 2: 0% Cash, 100% Stock, 0% Debt
· Scenario 3: 0% Cash, 0% Stock, 100% Debt
· Foregone Cash Interest: 0.5% for all scenarios
· Debt Interest Rate: 3.0% for all scenarios
· Make sure that Scenario 1 is selected.
· Assume that the Advisory & Legal Fees come out of the combined company’s cash balance, i.e. they should NOT contribute toward the “Funds Required” number.
· Assume that the seller’s short-term debt is refinanced.
· Capitalized Financing Fees should be equal to 1.0% times the debt issued.
· Advisory & Legal Fees should equal $10 million plus 0.1% times the equity purchase price.
· Use the OFFSET function rather than CHOOSE to make your model more flexible.
Part 1B – Sources & Uses
Again, please only fill in the cells highlighted in yellow on the attached Excel spreadsheet.
Please use the following assumptions for the “Sources & Uses” section:
· Assume that the seller’s short-term debt gets refinanced.
· Assume that the seller’s long-term debt gets assumed.
Part 1C – Combined Income Statement
Again, please only fill in the cells highlighted in yellow on the attached Excel spreadsheet.
Please use the following assumptions for the “Combined Income Statement” section:
· Assume no debt principal repayment, i.e. the interest expense on new debt issued should not change each year.
· Use the “Buyer-Seller” tab to pull in all the relevant income statement data for the buyer and seller.
· Use the projected tax rate for each year rather than an average.
· Assume that noncontrolling interests from both buyer and seller remain on the balance sheet, and that noncontrolling interest earnings must therefore still be reflected on the combined income statement.
· “Pro-Forma” Pre-Tax Income and Pro-Forma Net Income should exclude New Amortization of Intangibles and Amortization of Financing Fees, since both are acquisition-related.
Complete the cells highlighted in yellow on the “Merger-Model” tab of the spreadsheet, and check your work against the “After” version of the same spreadsheet once you’re done.
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