Mgt. 181 Merger Project Valuation
AT&T and Time Warner

You are a Managing Director of Goldman Sachs and your phone rings.  It is Jeff Bewkes who is the CEO of Time Warner.  The merger talks between his company and AT&T have been revived and he wants to know what his company is worth and the various issues he should consider with regards to the merger.  
Paper
1) Calculate the value of Time Warner.  Estimate the next 5 years revenues and expenses and arrive at an EBITDA for each year.  (You can do this on an annual basis.)  Determine an appropriate discount rate and termination multiple. (Please look up the price/earnings ratios for companies comparable to Time Warner and utilize these figures.)  Calculate the value.  Divide the value by the number of shares outstanding to determine the price per share and determine the value per share of Time Warner.  Please list all of your assumptions.  Base growth rates, margins, etc. on prior years’ performance.  You must turn in an excel spreadsheet outlining your valuation with the project.
2) Evaluate your value versus the price per share offered by AT&T.  Would you recommend that Time Warner go forward with the transaction based on the price?
3) Provide a written evaluation with regards to the following issues regarding the proposed transaction:
a) Antitrust and regulatory issues
b) Prospect of transaction going forward given a change in Presidents in the US.
c) Any potential synergies with regards to AT&T’s and Time Warner’s businesses
d) Any potential cost savings
[bookmark: _GoBack]Due Date NOVEMBER 29, 2016  PRIOR TO START OF CLASS
MAKE SURE EVERYONE IN YOUR GROUP HAS THEIR NAME AND STUDENT NUMBER ON THE DOCUMENT
Please read the instructions.  To get a 100 you need to complete all the tasks.
#2 should be ½ page double spaced.
Each section for #3 should be at least one page double spaced.
Please use size 11 font
If there are any questions please do not hesitate to contact me.
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Instructions for Merger Project

Steps for Valuation
1)  Look at the growth of revenues and expenses during the past 5 years.  (It will not be even.)  Come up with an estimate for the next five years.  These are your assumptions that you must list.  There is no right or wrong answer.
2)  Using the numbers above estimate the income statement for the next 5 years.  Make sure you come down to an EBITDA number.
3)  In order to determine the discount rate:  Determine the % of equity and the % of long term debt of AT&T.  Calculate the cost of equity utilizing the capital asset pricing model where Beta is found on the google finance site.   The risk free rate is the yield on the 10 Year US Treasury.  https://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/TextView.aspx?data=yield The cost of debt is technically the yield to maturity of each of Time Warner’s bonds.  Rather than calculate the yield to maturity for each bond utilize the rate for 10 year Baa1 bonds which is the rating of AT&T.  This is 3.37%.   Then calculate the weighted average for debt and equity using the percentages above.  Please include the assumptions above in your assumption list.
4)  Calculate the EBITDA multiple for Time Warner.  Find the EBITDA for 2015 for Time Warner.  Divide this figure by the number of shares outstanding for Time Warner.  Divide the current stock price by the EBITDA per share to get the EBITDA multiple.
5)  Calculate the PV of each year’s EBITDA utilizing the discount rate calculated in #3 above and add them up.
6)  Multiply the EBITDA for year five by the EBITDA multiple found in #4 above.  Calculate the PV of this figure utilizing the discount rate calculated in #3 above.
7)  Add the figures in #5 and #6 above to get the value of Time Warner.


New York Times
AT&T Agrees to Buy Time Warner for $85.4 Billion
By MICHAEL J. de la MERCEDOCT. 22, 2016 
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The headquarters of Time Warner in New York. Today’s Time Warner is the byproduct of many rounds of spinoffs and acquisitions. Credit Adrees Latif/Reuters 
In the world of media, bigger remains better.
So in the wake of Comcast’s $30 billion takeover of NBCUniversal and Verizon Communications’ serial acquisitions of the Huffington Post and Yahoo, AT&T has bought one of the remaining crown jewels of the entertainment industry.
The telecommunications giant agreed on Saturday to buy Time Warner, the home of HBO and CNN, for about $85.4 billion, creating a new colossus capable of both producing content and distributing it to millions with wireless phones, broadband subscriptions and satellite TV connections.
The proposed deal is likely to spur yet more consolidation among media companies, which have already looked to partners to get bigger. This year, Lionsgate struck a deal to buy the pay-TV channel Starz for $4.4 billion. And the Redstone family, which controls both CBS and Viacom, has urged the corporate siblings, which split 10 years ago, to consider reuniting.
AT&T and Time Warner said both of their boards unanimously approved the deal.
“When Jeff and I started talking, it became clear to us very quickly that we shared a very similar vision,” Randall L. Stephenson, AT&T’s chief executive, told reporters on a conference call on Saturday, referring to Jeffrey Bewkes, Time Warner’s chief executive. “Time Warner, we believe, is the clear leader in premium content.”
Most analysts and investors have noted that Time Warner was part of one of the biggest merger follies of all time, when it sold itself to AOL at the height of the dot-com boom. That combination — also pitched on the idea of uniting content and the internet — proved unwieldy and was later stripped apart to a few core businesses.
m traditional media have pressured media companies to seek out consolidation partners. These media companies are anticipating drops in fees from cable service providers and declining revenue from advertisers. Getting bigger would give them more negotiating leverage with both service providers and with advertisers.
Among their top priorities is finding new ways of reaching consumers. HBO, for example, offers its HBO Now service to deliver shows like “Game of Thrones” and “Westworld” to consumers who do not have cable subscriptions.
Even Disney, widely seen as the strongest content company, with brands like Pixar, Marvel and Lucasfilm, has been grappling with how to overcome challenges facing its network channels. ESPN, which long served as a growth engine, is now facing declining ratings and subscriber erosion, putting advertising sales into question.
“The biggest thing that we’re trying to do now is figure out what technology’s role is in distributing the great content that we have,” Robert A. Iger, Disney’s chief executive, said at a presentation at Boston College on Oct. 5.
Comcast’s takeover of NBC has proved a model for this new world of media deal-making. While the cable giant has occasionally been scrutinized for possible regulatory violations, NBCUniversal has generally thrived under its current ownership, with NBC enjoying a ratings comeback and Universal delivering a wide range of hit films, from blockbusters like “Jurassic World” to dramas like “Straight Outta Compton.”
Still, Time Warner’s deal with AT&T is likely to face tough scrutiny from government regulators increasingly skeptical of power being consolidated among a few titans. Donald J. Trump, the Republican nominee for president, indicated on Saturday that he would seek to block the merger if elected “because it’s too much concentration of power in the hands of too few.”
Over the last decade, Time Warner has spent significant time selling or spinning off AOL, many of the Time Inc. stable of publications, and Time Warner Cable, which was sold to another cable operator. The remaining businesses are HBO, one of the most-admired pay-TV channels; Warner Bros. movie studios; and cable channels that include CNN, TNT, Turner Sports and TBS.
Overseeing much of Time Warner’s downsizing was Mr. Bewkes, for whom Saturday’s agreement serves as validation of sorts. He faced tough questions two years ago when he turned down 21st Century Fox’s bid of $85 a share, arguing that the offer sharply undervalued his company.
Now, Mr. Bewkes has found a suitor willing to offer significantly more — $107.50 a share in cash and stock — and done so at a time when media companies are under pressure to strike their own deals. AT&T’s offer represents a roughly 35 percent premium to where Time Warner’s stock was trading before news reports of the merger talks emerged.
“Time Warner chairman and C.E.O. Jeff Bewkes and his senior management team can see where the entire legacy media world is headed: secular decline,” Richard Greenfield, a media analyst at BTIG, wrote in a research note on Saturday.
Mr. Greenfield added, “We believe Bewkes will end up being remembered as the smartest C.E.O. in sector — knowing when to sell and not overstaying his welcome to maximize value for shareholders.”
The announcement on Saturday also affirms the ambitious deal-making of AT&T. One of the former so-called Baby Bells that arose from the 1982 breakup of the original AT&T, the company has spent hundreds of billions of dollars on acquisitions to reconstitute some of its parent’s empire.
That has included buying DirecTV for $48.5 billion, adding satellite TV subscriptions as an additional source of negotiating leverage with content providers, along with the satellite company’s steady stream of cash.

AT&T has also made other moves to acquire content. It has set up a joint venture with Peter Chernin, a prominent media executive, and the company was one of the bidders for Yahoo this year.
The telecom company has also been working on its own online video service, for which Time Warner’s trove of media could prove enormously helpful. Combining with AT&T is meant to accelerate those efforts, Mr. Bewkes said. “We think this is great for continued innovation in content,” he said during Saturday’s conference call. 
Still, AT&T’s biggest rivals have not stood still. Comcast struck an agreement this spring to buy DreamWorks Animation for $3.8 billion, adding the “Shrek” and “Kung Fu Panda” franchises to its media holdings.
Verizon has charted a different course, focusing more on internet-based properties and advertising technology players rather than traditional media companies. Its $4.8 billion deal to buy Yahoo, rooted in the aging tech company’s hundreds of millions of users, follows previous takeovers of the Huffington Post and AOL.
Not everyone seems persuaded by the latest flurry of deal-making. Disney commented on the deal in a statement late Saturday, saying, “A transaction of this magnitude obviously warrants very close regulatory scrutiny.”
Senator Richard Blumenthal, Democrat of Connecticut, also put out a statement cautioning approval. “I will be looking closely at what this merger means for consumers and their pocketbooks, and whether it stands up to stands up to the rigorous review standards set by the Department of Justice’s antitrust division in the last few years,” he said.
And in a Twitter post on Saturday, Steve Case, the former chief executive of AOL responsible for the doomed merger with Time Warner, wrote of AT&T’s move, “#DejaVu.”
Correction: October 25, 2016 
Because of an editing error, an article on Sunday about AT&T’s bid to acquire Time Warner misattributed a statement in some editions that expressed caution about the merger. The statement was from Senator Richard Blumenthal, Democrat of Connecticut — not Senator Edward J. Markey, a Democrat from Massachusetts.
Cecilia Kang, Brooks Barnes and Andrew Ross Sorkin contributed reporting.
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