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Category 6: How Did the Deal Work Out?
AT& T Merges with Directv
	On July 24, 2015 AT&T Inc. (NYSE:T) completed its acquisition of Directv. The newly combined company, which is now the largest pay television provider in the United States and the World, will offer millions of people more choices for video entertainment on any screen from almost anywhere, any time. The Directv acquisition significantly diversifies AT&T’s revenue mix, products, geographies and customer bases. 
	According to Randall Stephenson, AT&T chairman and CEO, “Combining Directv with AT&T is all about giving more customers more choices for great video entertainment integrated with mobile and high-speed internet service”(“AT&T Completes Acquisition of Directv,” 2015). The acquisition is an attempt for AT&T to expand its business amid tough competition from wireless competitors in the United States as well as cable operators in the broadband and paid television markets. 
	The acquisition was a friendly acquisition as the deal created considerable synergies. Management estimates that the two companies’ high-speed broadband network will cover 70 million customer locations, enabling users to watch TV over any device (Conrad, 2014). The transaction combines complementary strengths to create a unique new competitor with capabilities in mobility, video, and broadband services that are unprecedented. Management’s representation to shareholders was a mutually beneficial acquisition enabling shareholders to benefit from the enhanced value of the combined company. In regards to financial benefits of the acquisition, management estimated the annual cost savings from the transaction to top $1.6 billion within three years. These savings are proposed to come from network advantages and the leverage to negotiate better terms with content providers (Conrad, 2014).
	This acquisition posed fewer antitrust problems than Comcast’s proposed merger with Time Warner Cable, which would have combined the nation’s largest and second largest cable companies. The Federal Communication Commission and the Department of Justice opposed that deal, forcing Comcast to back out of it. The commission did impose conditions on AT & T that should help telecommunications users in many parts of the country. The conditions are as follows:
· AT&T to increase the availability of high-speed fiber lines in the places where it has a traditional wired telephone network so that customers can take greater advantage of newer Internet-based TV services.
· Within 4 years AT&T will have to bring fiber to 12.5 million customers.
· AT&T is not to discriminate against competing video services like Netflix that its customers access over their Internet Connections.
· AT&T to provide faster Internet service to schools and lower-cost broadband service to poor customers.
These conditions should help mitigate the competitive harm caused by this merger. But as John Bergmayer, a senior staff attorney at Public Knowledge noted that “the merger will not address the larger problem in the telecommunications industry that is highlighted by a lack of competition” (Bajaj, 2015, p.1). Most Americans have few choices for broadband and TV services and requiring AT&T to offer faster service to more people is a good start but it is not enough to solve the problem of a lack of competition and consumer choice in the industry environment.
	 Bundling was at the heart of AT&T’s desire to acquire DirecTV’s satellite service in hopes to create better bundled packages increasing revenue from customers (Yu & Snider, 2014, p.1). According to analyst Roger Entner at Recon Analytics, “This deal is about getting more money from the same customers. “We are running out of people who want to buy wireless service” (Yu & Snider, 2014, p.1). So what was the rationale behind the merger and acquisition?
· Currently AT&T customers who have U-verse triple-pay service, which includes landline phone, broadband internet and cable TV, spend about $170.00 per month.
· With its satellite revenue alone, DirecTV generated $102.18 per user per month in 2013, up 5.4% from 2012.
· AT&T wants a better bundle of services to include mobile and data connectivity, TV programming, and home security. The company can only do that in 22 states where it offers U-verse fiber-optic service, which bundles broadband, phone, and TV. Currently AT&T has 11 million U-verse customers, but only 5.7 million of them get TV.
· With DirecTV- the second largest pay-tv provider in the U.S., behind only Comcast-AT&T instantly becomes a national player.
· New bundling could include: AT&T wireless voice and data services with satellite TV, and eventually wireless TV.
· Combined company has more bargaining power and leverage in talks with content providers for retransmission fees.
· Comcast Time Warner Cable merger which would make Comcast the dominate cable company and Net provider.
	The Consumers Union and other consumer organizations do not favor the merger and believe it will fuel additional consolidation in the pay tv and broadband industry as other companies strive to remain competitive (Willcox, 2015, p.1). This could ultimately result in fewer choices and higher prices for consumers. According to Willcox, “with fewer industry players, there’s a greater likelihood that price will go up, since its competition that keeps prices down” (Willcox, 2015, p.1). 
	AT&T became the country’s biggest traditional TV provider with its $48.5 billion purchase of DirecTV. It got its regulatory approval from the Federal Communications Commission after more than a year announced on July 24, 2015. The Department of Justice had already cleared the deal when the Federal Communications Commission reached a decision. Under the terms of the merger, AT&T will fund the purchase price of about $95.00 per share with $28.50 in cash and the rest in stock. A collar protects the value of the stock portion, locking in a number of shares to reach the $66.50 per share target. If AT&T’s stock fetches less than $34.90 at closing, DirecTV shareholders will receive a maximum of 1.905 shares; if AT&T’s stock rallies to more than $38.58, investors will receive, at most 1.724 AT&T shares for each DirecTV share. Any price between that is on a sliding scale to achieve a value of $66.50 per share (Conrad, 2014). 
	Shares of AT&T went up by .54% to $33.67 on heavy volume in mid-afternoon trading as the Justice Department and the Federal Communications Commission closed on making a decision. Shares of DirecTV also went up by 1.47% as the market anticipated the merger. Investors anticipating the merger rated AT&T Inc. as a buy with ratings score of B. The Street Ratings team had this to say about their recommendation: “We rate AT&T INC (T) a BUY. This is driven by some important positives, which we believe should have a greater impact than any weaknesses, and should give investors a better performance opportunity than most stocks we cover. The company’s strengths can be seen in multiple areas, such as its revenue growth and expanding profit margins. We feel its strengths outweigh the fact that the company has had lackluster performance in the stock itself” (Schiavo, 2015. P.3). Matthew Harrigan, a senior investor and analyst for Wunderlich securities stated “I think it is a better deal than many people realize and provides considerable strategic value for AT&T. DirecTV is one of the best marketing companies in the U.S-they have done a great job advertising and providing an affordable luxury product. And having both mobile (phone) and video capabilities on a national basis is something that no one else will have” (James, 2015, p.3). The market had a muted reaction to the deal. AT&T’s share price remained in the middle of the range covered by the collar. Despite the skepticism from pundits, 14 analysts maintained their rankings on the stock since the acquisition was announced. News of the deal also prompted analysts from Raymond James and Oppenheimer to upgrade AT&T’s shares to outperform (Schiavo, 2015, P.3).
	As a result of the merger and acquisition moving forward, AT&T leads the industry in offering consumers premier content, particularly live sports programming, such as the exclusive rights to NFL Sunday Ticket, which gives customers every out-of-market NFL game, every Sunday afternoon, on any screen-TV, mobile devices or PCs. Additionally, the company owns ROOT SPORTS, one of the nation’s premier regional sports networks, and has stakes in the tennis channel, MLB network, and GSN (Game Show Network) (“AT&T Completes Acquisition of Directv,” 2015). The DirecTV acquisition significantly diversifies AT&Ts revenue mix, products, geographies, and customer bases. As a result of this acquisition, as well as AT&T’s acquisition of lusacell and Nextel Mexico, AT&T expects that, by the end of 2015, its largest revenue streams will be: Business Solutions (both wireless and wireline); Entertainment & Internet; Consumer Mobility; and International Mobility and Video (“AT&T Completes Acquisition of Directv,” 2015).
	As part of the Federal Communications Commission’s approval of the transaction, AT&T agreed to the following conditions for the next four years:
· Within 4 years, AT&T will offer its all fiber Internet access service to at least 12.5 million customer locations, such as residences, home offices, and very small businesses. Combined with AT&T’s existing high-speed broadband network, at least 25.7 million customer locations will have access to broadband speeds of 45Mbps or higher.
· Within its wireline footprint, the company will offer 1 Gbps service to any eligible school or library requesting E-rate services, pursuant to applicable rules, within the company’s all-fiber footprint.
· Within AT&Ts 21-state wireline footprint, it will offer discounted fixed broadband service to low-income households that qualify for the government’s Supplemental Nutrition Assistance Program. In locations where it’s available, service with speeds of at least 10Mbps will be offered for $10 per month. Elsewhere, 5Mbps service will be offered for $10 per month, or in some locations, 3 Mbps service will be offered for $5 per month.
· AT&T’s retail terms and conditions for its fixed broadband Internet services will not favor its own video line programming services. AT&T can and will, however, continue to offer discounted integrated bundles of its video and high-speed Internet services.
· AT&T must submit to the FCC new interconnection agreements it enters into with peering networks and on-net customers for the exchange of Internet traffic. The company will develop, in conjunction with an independent expert, a methodology for measuring the performance of its Internet traffic exchange and regularly report these metrics to the FCC.
· AT&T will appoint a Company Compliance Officer to develop and implement a plan to ensure compliance with these merger conditions. Also, the company will engage an independent, third-party compliance officer to evaluate the plan and its implementation, and submit periodic reports to the FCC (“AT&T Completes Acquisition of Directv,” 2015).
	The merger of the Number 2 U.S wireless carrier AT&T Inc. and the biggest satellite-TV provider DirecTV was successful and AT&T became the country’s largest pay-TV company after completing the $48.5 billion merger. With the merger, DirecTV gets the broadband product it previously lacked, and AT&T gets new avenues of growth beyond the maturing wireless service. AT&T shares were up 1.1 percent at $34.29 and DirecTV shares were up 1.5 percent at $93.55 at the market close the day the acquisition was announced signifying the merger as favorable to the market (Selyukh, 2015, p.1). The success of the deal in passing regulatory demands was a contrast to the telecom mega merger of Comcast and Time Warner Cable, Inc, which was rejected in April due to an overwhelming monopoly that would be created by the combined companies’ reach into the broadband market (Reuters, 2015, p.1). 
	While the merger was successful in terms of big business with a business level strategy that is anticipated to be successful on every level, the implications that the merger has on consumers is higher prices and a lack of choice in the industry. The merger did nothing to promote more competition in the industry which results in the consumer getting stuck with the cost of big business getting bigger. 
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