Read the Chapter 11 Case: "T-Mobile and Metropcs Complete a Multibillion Dollar Merger" and the Chapter 12 Case: "Softbank Places a Big Bet on the U.S. Telecom Market" from the textbook.
In a minimum of 500 words, reference the cases and the findings in the assigned article, "Corporate Financing Decisions When Investors Take The Path of Least Resistance," with regards to stock-for-stock mergers. Provide an explanation of how their data compare with concepts presented in the textbook reading. Provide specific examples to support your statement.
Prepare this assignment according to the guidelines found in the APA Style Guide, located in the Student Success Center. An abstract is not required.
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Nevico's valuation depended on the assumption that industry average valuation multiples could be applied to valuing the combined firms. At the fime, wireless carriers were trading at an
average of five fimes EBITDA. MetroPCS's and T-Mobile's enterprise values (equity plus net debt) were estimated by multiplying this price to EBITDA multiple by each firm's EBITDA over the prior
12 months. Equity values for each firm were calculated by deducting net debt (e, total debt less cash and marketable securites) from the estimated enterprise values. MetroPCS's enterprise value
was further rediuced by the cash payment made to its shareholders, since this cash would be unavalable for transfer to Newco.

Critis of the proposed deal raised concerns about the amount of leverage Newco would have following closing. However, as shown in Table 1.7, MetroPCS's financial leverage following closing
wasin ine with its peers. In addition,its S&P credit rating of BB was higher than its peers. Note that net deb is gross o total debt less cash and marketable securities.
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Selecting a Restructuring Strategy

The reverse merger was undertaken in ieu of a direct sale of T-Mobile to 2 strategic buyer or an iitial public offering. Why? Since regulators had disallowed the proposed AT takeover of T-
Mobile, it was unlikely that there would be a strategic buyer big enough to buy the firm. IPOs could be administatively cumbersome and expensive.* Furthermore, since Deutsche-Telekom was
unwilling to invest adtional capital into T-Mobile to achieve the necessary size to be competitive with Verizon and AT, it was unlikely that an IPO would atract much investor interest,
Consequently, a reverse merger seemed to be a reasonable option, since it would enable the creation of a new wireless company with the scale to make it competitive without Deutsche-Telekom
investing additional funds. In time, the combined firms could become more attractive to potential investors enabling Deutsche-Telekom to exit the business at a much higher price than could be.
achieved at that time.

I 2 reverse merger, sharcholders of a private firm exchange their shares for shares in a public firm, with the public firm sunviving the merger. Although it technically s a takeover of the private.
firm by the public firm, the public irm becomes an entirely new operating company and often changes its name to that of the privately held irm. That s, T-Mbie was merged into MetroPCS, with
MetroPCS sunviving. Subsequently, MetroPCS was renamed T-Mabile US, Inc. and trades under the ticker symbol TMUS on the NASDAQ stock exchange. See Chapter 10 for a more detailed
discussion of reverse mergers.

Prologue

T-Mobile U, the fourth biggest US wireless company, rose 6% inits irst day of trading a5 a public company to §1652. T-Mobilk's Chief Executive Officer John Legere noted ‘It willbe fun to have:
people voting on the stock every day." True to his word, T-Mabile has been shaking up the industry. Late last year, the firm started allowing customers to upgrade their phones twice  year and
introduced no-money down plans for new phones, such as the popular IPhone, forcing competitors to introduce similar programs.
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In early 2014, T-Mobile announced that it would pay termination fees of up to $350 for Verizon, Sprint, or AT&IT customers dropping their contracts with these carriers and switching to T-Mobile.
Furthermore, T-Mabile offered a creit of as much as $300 toward a new phone, without having to sign a 2-year contract In place of a 2-year contract, customers pay monthiy insallments for the.
phone they get up front and lower intermational rozrming rates.

ATAIT and Verizon followed suit with similar no-money down plans,although unlike T-Mobile they do not offer any discount on the manthly price of the plan. During 2013, T-Moble signed new
subscribers faste then its competition. At year-end, T-Mobile US had 47 millon customers versus 109 millon for ATBIT and 101 milion for Verizon and 55 milln for Sprint.

Largely because of its aggressive marketing strategies, T-Mobile's operating margins are significantly less than those of its much lerger competitors Verizon and AT, Indeed, the US vireless
phone market could increasingly resemble the mrket in Europe and Asia, where long-term contracts are rar, international cals are cheap and consumers pay for their phones directy ether up.
front or in installments. Also, carier profit margins in Europe and Asia tend to be lower than those in the United States, Consequentl, the trend toward commotzation of the US wireless industry
islkely to continue.
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End of Chapter Case Study: Softbank Places a

g Bet on the US Telecom Market

Case Study Objectives: To lllustrate
- Form of payment and of acquisition
- Complex deal and financial structures

+ Tax and accounting considerations,

s the third lergest wireless telecom company i the United States, Sprint-Nextel (Sprint] had been recovering from its 2005 buyout of Nextel and its ongoing spending of billions on building a
Long-Term Evolution (LTE) network to compete against its bigger rivals. Sprint has not shown an annual proft since 2006 following its 2005 takeover of Nextel, While wel-ahezd of T-Mobile (the.
fourth largest US telecom provider) in terms of constructing its “next generation” network, it is well behind number 1 Verizon and number 2 ATAI, With the completion of the T-Mobile and
MetroPCS merger on May 1, 2013, Sprint faced increased competition with a tougher competitor i the lower priced cellphone service market. Laboring under $21 billion in debt assumed to
finance the Nextel takeover, Spint faced a financial crossroads as a major portion of the debt was coming dus in late 2013.

I an effort to solve its immediate cash needs and improve it abilty to compete against is larger rivals, Sprint announced on Octaber 15, 2012, that it had agreed to sell 70% of itself to
SoftBank, Japan's second largest wireless service provider after NTT DoCoMo, for $20.1 billon. The $20. billion consisted of SoftBank paying S8 billon to buy newly issued Sprint stock worth
about $5.25 a share and then to pay $12.1 billon to buy existing stock through a tender offer to Sprint sharcholders at §7.30 a share, a 30% premium to Sprint's share price 1 week prior to the.
announcement date. In exchange for the S8 billon cash infusion, SoftBank received a $3.9 billion convertible bond to be converted to Sprint common shares at $5.25 per share prior to closing and
a number of new shares issued at §5.25 per shere equivalent to 4.1 billion.

The terms of the deal required that SoftBank pay Sprint a reverse temmination (breakup) fee of S600 millionif the merger did not close because SoftBank could not obtain financing: Sprint also
would have had to pay SoftBank a termination (reakup) fee of $600 millon if the merger did not close because Sprint had accepted a superior offer by a third party. After a rigorous regulatory.
review before receiving approval, the merger was completed on July 8, 2013,
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Softbank began as a software firm in 1981 before successfully moving into Intemet services, eventually boasting a market value of $180 billion. With the bursting of the dot-com bubble in 2000,
the fir's capitaization collapsed to as it as $20 bilon. Since then the firm has recovered it lost ground as lapan's oniy servce provider offering the [Phone and a voice and data pian with a
pricing structure that appesled to Japanese subscribers. Sftbank also has invested heavily in developing an LTE high-speed network to support the increasing popularty of smertphones. SoftBark
entered the mobile services business in 2006 by buying Vodafone's operations in Japan, making it the third largest telecom firm in Japan. This investment and the acquisition of several smaller
Japanese rivals caused the firmis debt to balloon to $13 billon. With the announcement of the takeover of Sprint, Japanese investors expressed their concern about the firn's abilty to reduce its
debt load by pushing down Softbank shares by more than 5% on the day of the announcement of the Sprint investment, and 17% from a week earier evel.

In buying a mejority interest in Sprint, Softbank was betting that it could turnaround the struggling firm. The deal enables Softbarik, s one of the largest mobile Internet firms i the world, to
leverage s expertse in smartphone and next generation mobile networks in assisting Sprint i rolling it its LTE network in the Urited States. By entering the arger US telecom market, SoftBank
could use Sprint as a springboard to buy other US telecom companies. SoftBank hopes to acquire wireless service providers having significant unused spectrum (wireless bandwidth) and other
operators to build on Sprint's spectrum position, while hoping that the further consolidation of the industry willfirm priing. Whike limited, potentia synergies could include volume discounts on
handsets and telecommunications equipment purchased by the combined firms. Soft8ank's founder and CEO, Masayoshi Son's stated gol in buying Sprint was to create the biggest and fastest
wireless network in the Urited States, the same strategy it is pursuing in Japan aimed at atiracting smertphone users. The deal will delay SoftBank's paying off ts isting $13 billion in
pretransaction deb.

Clearvire, another financialy troubled wireless network operator, in which Sprint had a 475% stake, saw is shares rise sharply immediately following the SoftBank-Sprint announcement. Investors
believed Sprint may move to acquire a contraling interest to be able to fully utiize the fir's substantial wireless spectrum to build out its LTE data network. Two days after the SoftBank
announcement, Sprint announced that it had gained a 50.8% controlling stake i Cleanwire by acquiring the interest held by Craig McCaw's Eagle River Holdings for $100 milion. While SoftBark's
investment in Sprint was not contingent on Sprint taking control of Clearvire, it made the investment in Sprint more atractive.

Figure 127 illustrates the transaction's timeline from Sprint's pretransaction ovnership through a series of steps culminating in the transfer of 70% of the firm's ownership to SoftBank. These.
steps are described in more detal below:
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"The purchase price increases to $20.4 bilion once SoftBank exercises its warrant to buy an addiional 55 million common shares at $5.25 per share.
2Note that Sprint common shares outstanding are rounded to the nearest milion.

353.1 billon / §5.25 = 0.6 bilion shares.

454.9 billon / $5.25 = 0.93 bilion shares + 0.0546 billon shares = 0.9846 bilion shares

FIGURE 127 Transsction tmelie.

Step 1: Immediately following the announced agreement between Soft8ank and Sprint, SoftBank invested $3.1 billon in Sprint in exchange for a newly issued convertible bond having a 1%
coupon, 7 year maturity, and convertble (f the merger is or s not completed) at $5.25 per share into newl issued Sprint shares. The newy issued shares would be equivalent to 16.2% of
utstanding Sprint common shares, The intent of the bond was to ‘lock up' a sizeable portion of Sprint's stock in an effort to liscourage athers from making a bid for Sprint. I another bidder were.
successful in acquiring Sprint,the “lock up” would ensure that SoftBank could profit from the deal when the other bidder paid a premium for Sprint shares. Altematively, SoftBank could remain a
large minority investment in Sprint attempting to influence strategies enacted by the new owner. The convertible debt was in fact converted into Sprint common shares prior to closing increasing
the number of Sprint common shares outstanding from 3. billn pretransaction to 36 billon.

Step 2: Upon recelving regulatory approval and Sprint shareholder approval, SoftBank provided an additional $17 billion:

A.Of this amount, Sprit retained $49 billion by issuing 933 million new Sprint common shares valued t §525 per share and a warrant to SoftBank to buy 55 million shares at the same price per
share.

8. The remaining $12. billon s distributed to Sprint shareholders through a tender offer for 30% of the outstanding Sprint stock valued at §7.30 per share. Sprint sharcholders had the option
of accepting $7.30iin cash or the equivalent in New Sprint stock subject to proration (shareholders would receive both cash and stock) i the number of shareholders choosing cash exceeded
the amount SoftBank was willing to pay.

The Sprint posttransaction ownership consisted of 32 biion of Sprint shares owned by SoftBank equivalent to 70% of Sprint's 46 billon fully diluted outstanding common shares. The
remaining 30% or 1.4 billon Sprint common shares were held by former pretransaction Sprint common shareholders. Tale 127 shows how SaftBank’ ownership stake increased over fime. Note.
that the tender offer is for 55% of Sprint's pretransaction outstanding common shares (1,663 billon shares to be purchased under the tender offer/3,042 billion shares outstanding before the deal
was completed). Hovever, former Sprin shareholders end up with only 30% o the fim due to the dilution resuting from the new shares issued by Sprint to SoftBank. Steps 24 and 28 refer to
those llustrated in Figure 12.7.Step 2C refers to the conversion warrants issued to SoftBenk to buy 55 milion in new Sprint shares.
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Figure 128 llustates the complex financial enginesring undertying this transaction. SoftBank augments $19 billon from a Japanese banking syndicate with $1.1 billon of its own cash on hand
and uses it to capitalize 2 United States” holding company (HoldCo). HoldCo in tur establishes a wholly owned subsidiary (New Sprint) in which it will own 100% of the subsidiary’s stock in
exchange for the $201 billon provided by Soft3ank. On the announcement date, New Sprint invested $3.1 billon in Sprintin exchange for the convertble note. New Sprint also created 2 whally
owned subsidiary (Merger Sub) exchanging $12.1 billon in cash and New Sprint stock for 1007% of the subsiciary’s stock. At closing, Merger Sub is merged into Sprint, vith Sprint surviving. New
Sprint provides the remaining $17.0 billon, of which $4. billon is retained by Sprint and $12.1 billion is used to acquire Sprint stock through a tender offer. Postclosing, Sprint confinues to trade.
as a public company: 70% ovned by SoftBank and 30% owned by former Sprint shareholders.
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liscussion Questions
1. What is the form of payment and form of acquisition employed by SoftBanik in s takeover of Sprint-Nextel? I al or some of the total consideration paid to Sprint shareholders tax free?
2.What s the purpose of the holding company structure adopted by SoftSankin this transaction?
3. Would you characterize this a5 a reverse or forward merger? Based on your answer why was this type of reorganization selected by SoftBank? Willthis takeover require a vote by Softoank.
sharholders?
4. The convertible debt s described as a “stock lockup.” How doss the convertible debt discourage ather interested parties from bidding on Sprint?
5. What are the arguments for and against the proposed takeover being approved by US regulators?
6. Why cid SoftBank use New Sprint’s shares as part of the tender offer to Sprint shareholders rather than its own shares?
7. What s the purpose of the reverse termination and termination fees employed in the transaction?
Solutions to these questions are provided in the Online Instructor's Manual fo instructors using this book.
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Case Study Obj¢
- How dea structures reflect the primary needs of the partie to the negoliations?

o lllustrate

- How reverse mergers enable private firms or wholly ovined subsidiaries of parent firms to go public?
- Their use as a corporate restructuring strategy.

Background
T-Mobile Chief Executive Offcer John Legere has always been considered a maverick in the wireless telecommunications industry. At an interview at the Consumer Electronics Show in Las Vegas in
2014, he discussed how T-Mobile had all the momentum in the industry. “The firm,* he said, “has presented itslf as the antithesis of what most people do not ike about their cariers.” Reflecting
groming mariet acceptance ofits new marketing campaign, the firm added 44 million new customers, including prepaid, during 2013,

But this torrid pace was new for the irm coming after years of operating profit osses and customer atrition. Legere noted that in the pest industry consolidation had been diven largely by the.
need for competitors to accumulate spectrum (ie. a collection of licenses to transmit signals over slces of ainwaves owned by the govemment), While the need to add spectrum willcontinue to be.
a factor driving consolidation, he opine that future deals are more likely to refect brand promotion. Toward this end, Legere i positioning the T-Mobile brand as a change agent and vireless
industry innovator capable of really shaking things up.

After US regulators nixed a $39 billon merger between T-Mobile and AT in ate 2011 due to anfitrust concers, the outiook for T-Mobile, the nation's fourth largest cellular phone carrier,
looked blezk. The firm was hemorrhaging customers to Verizon and ATAIT ance thei contracts ended. Rene Obermann, CEO of T-Mobiles parent firn Deutsche-Telekom, made it clear that he was.
unwilling to increase significantly s investment in T-Mabile, Without a 4G LTE network and the abilty to offer high-end smartphones like its competitors because of its lack of clout ith handiset.
endors, the firm appeared destined to shrink amid an industry in flux.

Wireless communications i the US market i transiioning to what the industry has fought against fo two decades: a commodity business in which all competitors look the same and prices keep
coming down. For 10 years, AT&T and Verizon, which together have one-haf of the market by number of subscibers, have been quickest to roll out big, fast wireless networks, Their
advertisements have focused more on quality then price. The basic business model in the wireless industry involved attracting customers with deeply ciscounted prices for handsets,locking them
into 2-year service contracts, and limiting thei abilty to switch by imposing onerous contract termination fees. With 90% of US aduts having a cellphone, the usefulness of this model is fading
fast. The basis of competition is now shifting from gaining market share to retaining existing customers and encouraging other customers to change their current wireless carrer.
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‘Sensitive to changing industry dynamics, the U.S. Justice Department and the Federal Communications Commission (FCC), which had not supported the aborted tie up between AT&T and T-
Mobile, seem focused on maintaining three or four national competitors. This number of competitors in most developed countries appears to keep competition healthy and to hold prices down.
Since rejecting ATBIT's proposed acquisition of T-Mobile, the Justice Department and the FCC have approved several other deals driven in large measure to acquire spectrum, These eals included
ATBIT's purchase of Leap, a prepaid senvice with spectrum holdings in cities, Sprint combined with Softbank in 2013 and later bought out ifs broadband partner Cleanwire, ultimately giving the fim
the biggest spectrum holdings among the four compefitors.

Not to be outdone, T-Mobile merged with MetroPCS on May 1, 2013, in a complex deal structure designed to allow T-Mobile's parent Deutsche-Telekom to exit T-Mobile over fime, safisfy T-
Mobile's and MetroPCS's need for additional spectrum, reaize substantial cost synergies, and to provide a significant takeover premium for MetroPCS shareholders as an incentive to approve the.
deal. Although its geographic coverage i less than its larger compefitors, this deal gave T-Mobile the fastest network in the United States. For Obermann, who after 7 years as CEO was succeeded
oy Chief Financial Offcer Timotheus Hosttges at the end of 2013, the deal was probably his last chance to find a solution to the US business that had long eluded him. What follows is 2 discussion
of how reverse mergers can be used as part of a complex restructuring strategy to achieve these diverse strategic objectives for each of the three parties involvec: Deutsche-Telekom, T-Mobile, and
MetroPCs.

The Shareholders’ Dilemma
I late 2012, T-Mobile announced that it had reached an agreement to merge with MetroPCS. Dallas-based MetroPCS is a low-cost, no~contract provider of prepaid data plans and inexpensive.
hones targeted at Americans who could not afford Verizon and ATAIT's more expensive offerings. At the time, it was the ffth largest wireless carrier in the United States based on the number of
subscribers. According to Roger Linguist, Chairman and CEO of MetroPCS, the deal addresses the fir's need for adtional spectrum and allows for expansion into underserved markes, The firm's
shareholders in assessing the proposed deal were confronted with the usual cilemma: Do the proposed benefits of the combination represent a better aitemative to remaining a standalone.
company?

On paper, the proposal appeared to be attractive, The combined firm will have $246 billion in annual revenue, §64 billion of acjusted EBITDA (eamings before nterest,taxes, depreciation and
amortization), and 44 million subscribers s of March 31, 2013, the deal's closing date. It would resuit in the biggest consolidation in the prepaid market in years. Prepaid cellphone users have.
increased at double digit pace compared to & much lower single digit clip for subscribers on contracts. Upon completion, the combination of T-Mobile and MetroPCS, along with Sprint and
America Movil SAB unit TracFone, would account fr three-quarters of the prepaid cellphone industry.
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Under the terms of the deal, MetroPCS shareholders would receive a combination of cash and stock in the combined firms (Newco), allowing them to participate in any upside appreciation in
Newco's valuation. According to MetroPCS's independent financial advisors, including the cash payment and the estimated value of ts stake in Neweo (excluding synergy), the purchase price
represented a 46% premium to MetroPCS's share price on the New York Stock Exchange of $1038 on the announcement date based on an expected 6-7% annual growth rate of EBITDA. The.
premium could be as high as 143% f the net present value of the anticipated $6 to $7 billion in cost savings is realized on a timely basis. The actual vlue of the deal depended on whether key.
underlying valuation assumptions were credible.

I acdition, the diea structure was complex. T-Mobile, a whally owned subsiciary of Deutsche-Telekom prior to the merger, was taken public through a reverse merger with MetroPCS. The deal
was recorded for financial reporting purposes as a recapitalization of MetroPCS. A recapitalization involves a change in a firn's capital structure: a change in the number of shares utstanding and
the amount of debt reltive to equity. Pior to closing, MetroPCS viould deciare a 1 for 2 reverse stock split (shercholders would receive ane new common shar for every two shares held prior to
the split, make a cash payment of §1.5 billon o its shareholders (approximately $4.09 per share prior to the reverse stock spli), and acquire al of T-Mobile's stock by issting to Deutsche-Telekom
74% of MetroPCS newly issued common stock. That s, MetroPCS exchanged almost three-fourths of ts shares for 1003 of T-Mobile's shares held by Deutsche-Telekom. Consequently, Deutsche-
Telekom wouid own about 74% of Newc, with the remaining 26% owned by MetroPCS shercholders.

A recapitalization is viewed as a financial reorganization in which Deutsche-Telekom would have a substantial continuing interest in Neweo as a resut of its exchange of T-Mobile shares for
MetroPCS shares. T-Mobile's operations are unaffected: and, as such,a recapitaization is ot considered an actual sale of the business. Consequently, the deal i tax free to Deutsche-Telekom. See.
Chapter 12 for a more detailed discussion of this matter.

The Newco shares held by MetroPCS shareholders would trade on a public stock exchange. While not impacting Newco's market value, the reverse stock spiit would reduce the number of
Newco shares outstanding following the exchange of 74% of MetroPCS postspiit shares for al of T-Mobile shares. The 26% of the Newco shares held by former MetroPCS shareholders would be.
publicly traded. Thus, the intent of the reverse split may have been to support the value of the publicy traded Newco shares by boosting earnings per share to mitigate any selling pressure on the.
stock. Thatis, for a given levelof earmings, EPS increases when shares outstanding decrease, making such shares theoretically more attractive.

Deutsche-Telekom also agreed to transfer T-Mobile's debt owed to Deutsche-Telekom (so-caled intercompany debf)into new $15 bllion senior unsecured notes to be paid off by Nevico, It also.
agreed to provide Newco with 2 $500 milion unsecured revolving line of credit and a commitment to provide up to $5.5 billon to help finance certain MetroPCS third-party financing transactions.
‘The later could include resellers of MetroPCS's prepaid services such as Bestuy and other retalers who sign up customers, Figure 1.2 lustrates the deal structure.
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FIGURE 112 Deslstustur.

MetroPCS's Lindquist argued that the ownership distribution in Newco between MetroPCS shareholders and Deutsche-Telekom was favorable based on the reative contribution of MetroPCS
and T-Mobile to the value of Newco. A simple average of enterprise and equiy values for each firm as a percent of Newco's value indicated that MetroPCS contributed 24.3% of the value of
Newco (Table 116). Vet the MetroPCS board of diector was able to negoliate an approimate 26% stake in Newco, perhaps refiectng the perception that MetzofCS would cotribute more to
projected cost synergies than T-Moble.





