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Executive Summary

e The slides that follow represent the Dow Jones Investment Banker editorial team's best
ideas about which deals could shape — or shake up — the capital markets in 2011.

* The predictions are of two catagories: high-conviction ideas represent those deals that, in
the team's view, are most likely. Provocative ideas are those deals which, while not
probable, have a compelling logic and could create value, in the opinion of the team.

* The pieces are in place for a strong year in M&A: Corporate balance sheets are strong, or-
ganic revenue growth remains a challenge, and the debt markets are cooperative. The tech-
nology, pharmaceutical and industrials sectors will see particularly intense deal activity.

* Expect many long-dormant corners of the capital markets to revive in 2011. Some examples:
a steepening yield curve will prod the convertible bond market toward old highs. New legis-
lation will jump-start the U.S. covered bond market. Pooled aircraft-backed securities will
make a comeback. Strapped municip: 3 to public-private partnership structures
to dig out from under liabilitie: T .
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The big deal in investment banking
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Ultra Electronics, From Predator To Prey? It :
tl.’ECT:gNICS BAE SYSTEMS Key Metrlc
S Ultra has doubled revenue
Mid-size companies in the defense sector have and profitability over the last
hoarded cash and are ready to deploy capital. five years.

In particular, Ultra Electronics Holdings, a U.K.
diversified defense group, will be seeking bolt-
on deals in niche areas such as defense elec-
tronics and technology. Conversely, Ultra could
become a target for the likes of BAE Systems.

alessandro.pasetti@dowjones.com | (+44) 20 7842 9264 H I G H C O N VI CTI O N
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Hong Kong Aviation Capital Is Headed Toward An IPO

HKAC, owned by Hainan Provi
Group, recently jumped into
iness with the acquisition of a g

craft wo
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The big deal in investment banking

é )

The U.S. For-Profit Education Industry Will Consolidate t%} t] :
Key Metric

The U.S. for-profit education industry has been Lincoln Educational Services and Corinthian EV/Ebitda ratios of Bridge-
under reputational and regulatory pressure. This  Colleges are smaller and wildly cheap. Bridge- point, Career Education,
has created an opportunity for a major deal. The  point, with its up-market student population, Lincoln and Corinthian:
top firms, such as Apollo Group, Strayer makes a particularly interesting target. ‘
Education, DeVry and Education Management, 3x or less

have balance sheet capacity and relatively
strong valuations. Meanwhile, stragglers such
as Bridgepoint Education, Career Education,

robert.armstrong@dowjones.com | (+1) 212 416 2106 P ROVO CATIV E
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Expect A Takeover Of Church & Dwight Co.

Key Metric

Following Unilever’s $3.7 b||||on move to acquwe .

Alberto-Culver, trade buyers will e

mer company Church & DW| g
dry products por




Dow Jones Investment Banker

The big deal in investment banking

Haier Electronics Will Buy GE Appliances Haler

With GE's stock in the doldrums, shareholders the unit in 2008, before it called off the sale.
wouldn't balk at cashing out of a business that, That would put it well within reach of Haier,
whatever its iconic status, accounts for just 2% which has a market cap of roughly $25 billion,
of profits. While the GE unit clearly knows how little debt and a stock trading at 30x earnings.
to make washers—its operating margin is 5%,

versus 2%-3% at Haier—the real attraction for

Haier is the GE brand.

GE had hoped to get $5 billion to $8 billion for

shirlene.tsui@dowjones.com | (+852) 9377 6572

CONSUMER

Key Metric

Rank and market share of
Haier in the 100 million-unit
global washing machine
market, according to Euro-
monitor: #1, 8.4%

PROVOCATIVE

TiVo Will Prevail In Patent Litigation And Be Acquired

TiVo offers a great interface, prime set-top box prevail in pate
real estate and flexible software solutions—all at  othe

| a modest valuation. TiVo's new Pren

e the killer app for the digital i

alle, I
%fti;__

Al

Key Metric

Value to TiVo of settlements
with Dish, AT&T and Verizon:

_7' 1 Oer nare
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The big deal in investment banking

FINANCIAL

e

CREDIT SUISSE

Swiss Banks Will Test The CoCo Market In 2011 é’)l%

The “Swiss finish” for Swiss bank capital under the market although UBS has pointed out that it
Basel Il brought gasps from bankers around the  will not be issuing high-trigger CoCos anytime
world. A key aspect is that supplementary soon.

buffers will be made up of contingent convert-

ible capital, for which a market is still not estab-

lished. Credit Suisse might need CHF20 billion

of CoCos by 2019. Both CS and UBS, which

has been busily talking down CoCos, could test

joe.ortiz@dowjones.com | (+44) 20 7842 9460

Key Metric

Swiss bank CoCo issuance
through 2019, according to
analysts: CHF40 billion -
CHF70 billion

HIGH CONVICTION

U.K. Will Sell Part Of Its Stake In Lloyds Banking Group LLOYDS

BANKING
GROUP

The U.K. government could make a
play on the economic and mark
coveries by selling some of its

e second h

Key Metric

ent ROlon
ninvestment:
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The big deal in investment banking

FINANCIAL

e

E*Trade Will Merge With Ameritrade

AMERITRADE

E*Trade has spent the last three years shrinking
its troubled mortgage book to a point where it's
easier for an acquirer to digest. Total
outstandings have been lowered by 45% to $17
billion, and are on pace to halve again over the
next 24 months.

Electronic brokerage platforms are inherently
scalable — recent deals targeted 60%-75% of
the seller’s operating expenses — and can drive
attractive EPS accretion for the buyer. E*Trade

michael.white@dowjones.com | (+1) 212 416 2228

may be hitting a revenue wall and an all-stock
deal would accelerate its earnings growth
through the cost savings. Citadel, the large
U.S. hedge fund, owns 28% of E*Trade and can
be counted on to maximize its returns.

Key Metric

Earnings accretion, if Ameri-
trade paid a 40%-50% pre-
mium for E*Trade: 6%-11%

HIGH CONVICTION

Spaln the bank will look to raise ¢

BBVA Will Sell Its U.S. Operations To BB&T,

JPMorgan Or Capital One

If problems persist in BBVA’s home market of

ing its assets in the U S BBV/

2

Key Metric
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The big deal in investment banking

[ Y

Shire Will Be Bought By Big Pharma Key Metric

EV of Shire, if it received

Shire has long been touted as a takeover candi-  companies with a big patent expiry hole to plug, : .
date, but it was the attempted acquisition of such as Eli Lilly or AstraZeneca. the same EV_/ Ebitda multi
Genzyme by Sanofi-Aventis in 2010 that really ple as Sanofi has offered
underlined the importance of Shire’s rare for Genzyme:

disease business. Shire is a target for either £12 billion

Pfizer or GlaxoSmithKline which both cautiously
entered the rare disease field in the past 12
months, although the latter has steadfastly
rejected any M&A activity beyond targeted,
bolt-on deals. Also interested could be

jacob.plisth@dowjones.com | (+44) 20 7842 9250 P R OVO C AT I V E

4 ™)
Amarin Will Be Bought...Probably By GSK

AMARIN ‘ Key Mertic

Annual sales of GSK’s

Amarin — basically a one-drug company — AMR101 could be submitted for Lovaza, the current leader
recently reported highly promising Phase approval in 2011. in AMR101’s taraet market:
Il data from a study of AMR101, its omega-3- $840 millci) ns jargelmanek
based drug candidate for lipid lowering. If it e

reaches the market, the drug will be a direct ,
competitor to GlaxoSmithKline’s Lovaza, WhICh — , e
appears to have a worse pro ile and \ —_— ; s
start losing patent protection.
rose some 60% e.,-sf lini

VICTION
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The big deal in investment banking

INDUSTRIALS

e

Eaton Will Issue Debt To Fund Pensions

Investment-grade Eaton could, should and likely
will tap debt markets to fund one of the most
underfunded pension plans in the capital

goods industry. As of year-end 2009, Eaton’s
pension plan was only 57% funded. Workforce
reductions and a $378 million contribution in the
first three quarters of 2010 are unlikely to have
changed the picture significantly. Eaton should
follow the example of DuPont and JC Penney,
by raising debt at currently low rates to make

gregory.millman@dowjones.com | (+1) 212 416 2352

voluntary contributions to the plan. Next step:
Derisk the plan by matching the asset allocation
to the liability profile as the plan approaches fully
funded status. Eaton’s 75% equity and 21%
debt (4% other) asset allocation should probably
reverse.

Key Metric

Eaton pension plan
assets: $2 billion
Liabilities: $3.6 billion

HIGH CONVICTION

Komatsu and Joy Global together. atsu
O Kunio Noji has reportedly de
ountering the Caterpill

B

\_
( .
Komatsu Ties Up With Joy Global :
P y Key Metric
. ombined pro forma
The Caterpillar-Bucyrus combination will drive of Komatsi

~1.
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The big deal in investment banking

é )

Vale Will Buy Congo Potash Explorer MagIndustries Key Metric

Annual production and

Vale has big plans for boosting sales of potash likely to materialize and that Maglndustries ted life of th
to Brazil, a country with few reserves of its is in play. 2alaEizt dizssnie e
own. Maglndustries is exploring the Mengo Mengo project: 600,000 tons,

project in the Republic of Congo — closer to
Brazil than the world’s major potash producers,
Canada and Israel, but risky and unproven.
BHP Billiton’s recent failure to buy Potash of
Saskatchewan means that the much-feared
risk of oversupplying the market is less

jacob.plieth@dowjones.com | (+44 ) 20 7842 9250 P R OVO C AT I V E
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Western Coal Deal Makes Walter A Better Target

54 years

g<<

Western Coal Key Metric

— = : ase i It 3 2010
By 2013, the merged Walter Energ and - mining/s n, Ri 3 frot
Western Coal together will prodi ion ,
ons of met coal — the type usec
putting the conr
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The big deal in investment banking

RESOURCES/FOOD

0 be rewarded for its presci

é )

JBS Should Wean Itself From Government Subsidies i

Key Metric
_ . , . — Proportion of JBS’s 2009 net

It’s time for JBS, a truly international company, not be dramatically more expensive in the income for Mercosur

to be financed like one. The Brazilian beef current market. The move would give JBS more A

company has global scale, and the majority of diversified, stable sources of finance while countries: 17%

its income is in U.S. dollars or dollar-linked silencing domestic critics who question why

currencies. Despite this, Banco Nacional de BNDES is supporting a thriving multinational.

Desenvolvimento Econdmico e Social (BNDES),

Brazil's state-owned development bank, has

provided much of JBS’s expansion capital,

even for U.S. acquisitions. While the BNDES

financing is subsidized, private financing would

luciana.magalhaes@dowjones.com | (+1) 212 416 2856 P ROVOC ATIVE

\_
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Range Resources Attracts An International Bidder

Range Resources was in the Marce ale

before the Marcellus shale \ it
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Foot Locker Should Accelerate Returns To Shareholders

With modest leverage — debt is roughly 1x
cash flow — and a Baa3 rating, the U.S.-
based sports-apparel retailer could accelerate
returns to shareholders by buying back a large
block of stock. The company is strong
enough to add some debt. The chain’s
apparel offerings have improved; allocation
and distribution systems have been updated.
Its recent positive earnings surprise demon-
strated that the five-year strategic goals

peter.gallagher@dowjones.com | (+1) 212416 2553

foot Locker

management established eight months ago —
annual revenues of $6 billion, inventory turns
of 3 times and sales per square foot at 2006
levels of $400 — may well be achieved ahead
of schedule.

Key Metric

Estimated impact on Foot
Locker 2011 EPS of boost-
ing leverage to 5x free
cash flow: +42%

PROVOCATIVE

Fast Retailing Will Buy Foreign Growth

Japan’s Fast Retailing, the holding _

revenue, could

2

Key Metric

Uniglo’s targeted CAGR for
' nal sales over the
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The big deal in investment banking

( R

H-P Will Separate lts Non-Enterprise Operations (ﬁﬁ] Key Metric
Difference between H-P’s

Hewlett-Packard’s board picked Leo narrow even before further investment in the 2011 price/earnings multiple
Apotheker, an outsider from the enterprise high-margin software segment. The role of and IBM’s: 4.3
software industry, as CEO. H-P's largest director Marc Andreessen, with his background
revenue contributor, Personal Systems Group in software and cloud computing, in the search
(PCs), has the lowest operating margins and that ended with Apotheker sends the message
earnings multiple, while the smallest revenue that H-P's future lies with its enterprise
contributor, Software, has the highest margins businesses. One intriguing possibility: Apotheker
and multiple. If they were split, the remaining could pursue a deal with his former firm, SAP.

enterprise portions of H-P would be more

focused and the conglomerate discount could
peter.gallagher@dowjones.com | (+1) 212 416 2553 P ROVO CATIVE
\_
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China Mobile Will Buy Millicom on... Key Metric

CHINA MOBILE

Net cash at China Mobile, as
Millicom may be the last of the "bite-sized" Latin America and 30% in Africa. Millicom, in of 6/30/10: $43 billion
emerging-market mobile plays. With a pre-deal effect, provides an off-the- shelf emerglng—
market capitalization of around $10 billion, it market strategy, with doubl

trades around 7x 2012 EV/Ebitda and is hardl [ (
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The big deal in investment banking

TRANSPORT

e

Ultrapetrol Needs More Equity Capital

Argentina’s Ultrapetrol, the largest barge opera-
tor on the Parana-Paraguay river system, may
have sufficient liquidity to fund its expanded
capex program, but is badly overleveraged.
The firm’s $403 million in debt is 75% of its
enterprise value, far above the 35% industry
median. Continued access to bank facilities and
capital markets for ship financing requires a
strong balance sheet, not just growth in
revenues and profitability. In addition, growth in

ed.tan@dowjones.com | (+1) 212 416 2104

shipping volumes could strain capacity to the
point of minimizing operating efficiency and
stressing working capital. Lenders will want to
see more equity participation before they help
fund the additions to fixed assets the company
needs.

Key Metric

2005-2009 CAGR of adjusted
operating profits at Ultra: 8.2%

HIGH CONVICTION




Dow Jones Investment Banker TRENDS

The big deal in investment banking

e

Pooled Aircraft Backed Security (ABS) Bonds Make A Comeback

The Driver: Aircraft production didn’t slow during the downturn, and the production pipeline remains full. Boeing and Airbus expect to
deliver approximately 1,000 aircraft worth over $7 billion during 2011. Many of these are headed to leasing firms. New leasing com-
panies have emerged, backed by private equity, and legacy leasecos have held on to their new order positions. The deal climate is
ripe: We could see acquisitions/sales involving firms like ILFC, RBS Aviation Capital, CIT Group, Hong Kong Aviation and Avalon
Leasing. Add in a slug of term deals struck in the 2005-2007 era, and possible refinancing of old aircraft ABS bonds that are de-
leveraging, and the need for financing becomes clear. A new wave of ABS would meet the need.

shirline.tsui@dowjones.com | (+852) 9377-6572 H|G H CONV'CT'ON
\L

2

Emerging-Market FMCG Firms Go Global

S

The Driver: Fast Moving Consumer Goods (FMCG) companies are becom singly multinational, and this trend will only accel- |
erate in 2011. In the beauty prod space, North A ) liseido have
already taken on the establishe ;

ce in India, Africa, Latin Ar

[
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The big deal in investment banking

é )

Vertical And Geographic Integration In TMT

If Comcast's 51% acquisition of NBC Universal gets past the key regulatory hurdles—as it should—other distribution and technology
companies will be pushed toward consolidation. There is dry powder for deals: Distribution companies like AT&T and Verizon are
nearing or below their target leverage ratios; technology firms like Apple, Microsoft and Google are big and have cash on hand. Geo-
graphic integration will also accelerate. Even as "new" media businesses mature in the U.S., "old" media business can have high
growth in emerging markets.

peter.gallagher@dowjones.com | (+1) 212 416 2553 H I G H CO N VI CTI O N
\L
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Japanese Investments In International Utilities And Infrastructure

—

The Driver: A strong yen, an extremely low cost of capital anc on n secular decline will prod nese trading |
houses, banks and government-backed entities \d infr: or via pre
inancing or as direct acquisi ) ’
3 government-seeded ir
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TRENDS

e

Covered Bonds Re-Debut In U.S., New CoCo Bond Issuance Falls Short Of Expectations,
Long End Of The Curve Rises

The Driver: After an uncertain experience with WaMu’s covered bonds, new legislation is expected that will allow covered bonds to
re-debut in the U.S. The CoCo market is likely to get underway, particularly with Swiss banks, although we remain skeptical CoCos

will develop into a deep, global market. We expect the long end of the curve to rise, fueled by sovereign uncertainties in Europe and
growing debt burdens in the U.S.

joe.ortiz@dowjones.com | (+44) 20 7842 9460 michael.white@dowjones.com | (+1) 212 416 2228 H | G H CO NV| CT| 0 N
\L
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If Interest Rates Tick Higher, The Convert Market Will Heat Up

The Driver: Investors are clamoring for convert|b|e debt, but i
billion in convertible bonds were issued in the U.S.
rate bond market t|ghtens ir

0 become much more

) sell it whe
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The big deal in investment banking
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The U.S. Middle-Market Borrower Gets Some Love

The Driver: Middle-market commercial borrowers in the U.S. will have more options to choose from in 2011. Many regional and
community banks, faced with declining opportunities in the residential and commercial real estate markets, are adding or jump-
starting small business lending initiatives. In addition, the specialty finance market is re-booting. Recently launched commercial
finance companies have received backing from both private equity investors and creditors. This added demand will soon bring down
middle-market loan spreads from current high levels.

joe.ortiz@dowjones.com | (+44) 20 7842 9460 michael.white@dowjones.com | (+1) 212 416 2228 H I G H CO NVI CTI O N
\_

U.K. Banks Will Not Be Broken Up
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The big deal in investment banking

e

P3 Will Come To The Fore In The U.S.

The Driver: Heavy pension obligations and tax-resistant voters will force states to embrace public-private partnerships (P3). Because
of political controversy and the availability of tax-free financing from the muni market, P3s haven’t made much headway in the U.S.
until recently. But state fiscal woes, particularly pension underfunding, are making headlines. P3s often come with political contro-
versy, as in Pittsburgh, where the City Council rejected Mayor Luke Ravenstahl’s plan to fund a pension plan with P3 parking plan

revenues. But in the current environment the only alternative may be draconian public service cuts. So expect P3s to emerge as a
major tool of public finance in 2011.

gregory.milman@dowjones.com | (+1) 212 416 2352 H I G H CO N VI CTI O N
\_
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M&A Activity And Valuations Will Pick Up In The U.S.

The Driver: Favorable debt market conditions, sluggish top-line grow: ket valuation
strategic and financial buyer: Jrive M&A activit ~10-ye
sustainability of the global rec

5s will command highe
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e

The Move From Coal To Gas At U.S. Utilities Picks Up Steam

The Driver: Many American coal power plants are 50 years old or older, and are economically and environmentally substandard. With
natural gas prices staying low, many utilities are poised to replace these dinosaurs with modern gas combined-cycle plants. An esti-
mated 40,000 Megawatts of capacity are slated for replacement, which could require some $200 billion in capital expenditures over
the next five years. Companies most impacted will be those having more significant coal power generators in their fuel mix, such as
Allegheny Power, Constellation Energy, Edison International, Exelon Corp., First Energy, Progress Energy and Reliant Energy.

3 ed.tan@dowjones.com | (+1) 212 416 2104 HIGH CONVICTION

Leverage And Big Buyouts Return—Bank Margins Don'’t

The Driver: Banks have been generally more disciplined ;
have crept back up to 3.3x, from 2.5x in 2009. As
return of the large, $5 billio

ear will be fierce,
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About Us

e The Dow Jones Investment Banker editorial team brings clients the benefit of years of
experience in investment banking, financial analysis and financial journalism.

* The team's exclusive analysis and commentary is totally independent and forward-thinking,
always focusing on the next deal — not the last. The mandate is simple: generate fresh
ideas and insight across the capital markets, from ECM and DCM to M&A and restructuring.

* Many of our columns are supported by downloadable spreadsheets, PDFs, videos and
graphics.

e Contact the editorial team at:
DJIinvestmentBankerEditors@dowjones.com
+(1) 212 416 2101

e To secure a trial, visit:
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