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Executive Summary

▪

▪

▪

Aerospace & Defense (A&D)

Ticker  (in MM except per share and ratios) UTX  (US:NYSE) COL  (US:NYSE)

Price (10/05/2018) $139.06 $140.27

52-Week Range: $115.40-144.15 $130.01-142.61

Shares Outstanding: 800.1 164.4

Market Cap: 111,261.0 23,056.0

Forward Dividend / Yield: $2.80 / 2.01% $1.32 / 0.94%

LT Debt: $27,246.0 $6,317.0

LT Debt / Total Cap: 44.97% 48.17%

ROE: 16.95% 16.20%

Last Reporting Date: 7/27/2018 7/27/2018

P/E (TTM) 21.91x 23.11x

EPS (TTM) 6.35x 6.07x

EV / EBITDA (TTM) 10.94x 15.08x

Leverage (TTM) 2.34x 3.22x

Coverage (TTM) 12.50x 7.52x

Figure 1:   Transaction Details



Consideration and Exchange Ratio

Cash Conversion Features

▪

▪

▪

Stock Conversion Features

▪

▪

Figure 2:   Calculation of exchange offering by bidder price
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Typical Trade Structure

▪

▪

1) Borrow and sell UTX                                (net borrow fees ) 1) Receive UTX market price in cash

2) Buy back UTX and cover short after merger close 2) Receive UTX market price in cash

+ UTX old market price - UTX new market price

1) Pay COL market price in cash 1) Receive COL

2) Exchange COL at merger close 2) Receive $93.33 and fraction of UTX

- COL market price + Cash and stock consideration

1) Pay COL market price in cash 1) Receive COL

2) Borrow and sell UTX                                (net borrow fees ) 2) Receive UTX market price in cash

3) Exchange COL at merger close 3) Receive $93.33 and fraction of UTX

4) Cover short using UTX received

- COL market price + $93.33 per share and UTX old market price



Return Visualization and Analysis

Figure 3:   Heatmap of COL and UTX Long Positions for Duration of Merger



Return Visualization and Analysis (cont.)
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Figure 5:   COL and UTX Performance Summary

Figure 4:   Long Position Illustrative Highlights



Arbitrage Model

Figure 6:   Line Chart of Merger Spread and Annualized Returns
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Merger Risk

Figure 7:   Market-Implied Probability and Bloomberg Calculation
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=
𝑇𝑎𝑟𝑔𝑒𝑡 𝑃𝑟𝑖𝑐𝑒 − 20 𝐷𝑎𝑦 𝐵𝑢𝑦𝑒𝑟 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

𝐷𝑒𝑎𝑙 𝑉𝑎𝑙𝑢𝑒 − 20 𝐷𝑎𝑦 𝐵𝑢𝑦𝑒𝑟 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

=
𝑇𝑎𝑟𝑔𝑒𝑡 𝑃𝑟𝑖𝑐𝑒 − 20 𝐷𝑎𝑦 𝐵𝑢𝑦𝑒𝑟 𝐴𝑣𝑒𝑟𝑎𝑔𝑒

𝑆𝑡𝑎𝑡𝑖𝑐 𝐼𝑛𝑖𝑡𝑖𝑎𝑙 𝐷𝑒𝑎𝑙 𝑉𝑎𝑙𝑢𝑒 − 20 𝐷𝑎𝑦 𝐵𝑢𝑦𝑒𝑟 𝐴𝑣𝑒𝑟𝑎𝑔𝑒



Appendix



Arbitrage Model Snapshot

Appendix Figure 1:   Arbitrage Illustrative Highlights Segmented by Borrow Fees (8/20/2018 – 10/05/2018)
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