Funding the Valvex Acquisition

A case study by Ian Giddy, New York University TC \l1 "
In early 2002 the Gascony regional office of Société Générale, the French bank, was considering its possible role in financing an acquisition to be made by a local company, Connexion.

Connexion is a privately-owned French company that was founded in 1974. Headquartered in Toulouse, it is today a leading OEM (original equipment manufacturer) supplier of one-way air connection valves for cabin pressurization for the airline industry worldwide. Connexion also has significant market shares in airline cooling systems and (in a joint venture with Airbus) airline smoke detection systems. 


During the late 1990s, Connexion experienced several years of strong organic growth, financed entirely from internal sources. Sales expanded from less than EUR 140 million in 1990 to EUR 390 million in 2001.  Due to its strong internal cash flow, Connexion in 2002 was a debt-free company. Consequently, apart from cash management services, it had no “relationship” banks. As is often the case with privately-owned companies in France, Connexion was reluctant to release any financial information to the public.


In a strategic response to the consolidation trend in the airline industry – and under pressure from its major airline clients for a world-wide presence close to final assembly plants – Connexion in 2001 decided to acquire the ventilation valve business of Valvex International PLC for GBP 172 million in cash. As a result of this acquisition Connexion would double its annual sales and increase its global market share in the specialized air valve sector to 23%. 


The acquisition would also lead to major changes in Connexion’s legal and organizational structure, although these developments would necessarily come some time after the completion of the deal. It was expected that the financing of the deal could be serviced out of the internal cash flow of the combined firm.


Despite the absence of relationship banks, SocGen maintained intensive coverage of Connexion, and was made aware of the company’s large financing need shortly after the agreement in principle to acquire the Valvex unit. It was understood that Connexion was approaching a number of other banks as well.

Case questions:
1. From the perspective of Connexion’s CEO and CFO, what are their main objectives for this financing?

2. What would be the most appropriate product to offer Connexion? How would you structure the financing?

3. How should the loan be priced? 
4. At the end of the day, if SocGen is mandated to raise GBP 172 million for Connexion, what are the main benefits to the Bank?

Funding the Valvex Acquisition: The result
The Context

· Connexion is the leading OEM supplier of one-way air connection valves for cabin pressurization for the airline industry.

· By the acquiring of the ventilation valve division of Valvex International, Connexion was able to increase its world-wide market share to 23% 

The Financing

· Total financing of EUR 301.6 mn: GBP 172 mn purchase price as well as financing for general corporate purposes was fully underwritten by SocGen 

· Three tranches:   

· EUR 132 Mio. 7-year term loan

· USD 112.5 Mio. 7-year term loan

· EUR  47 Mio. 5-year revolver 

The Bank’s Role

SocGen appointed as Sole Mandated Lead Arranger and Bookrunner; retained a small percentage of the loan.

Connexion/Valvex
Terms and Conditions of Syndicated Loan

Borrowers:

Connexion SA, Toulouse, ("Connexion”) and/or any majority owned subsidiary of Connexion.

Guarantors:                       (a)
Connexion.

 (b) Certain subsidiaries of Connexion representing at any time at least 60% of the consolidated assets and revenues of the Connexion group.

Facility:

              Tranches A 1 and A 2: 
Syndicated Multi-Currency Term Loan Facility.




Tranche B: 

Syndicated Multi-Currency Revolving Credit Fac.

Facility Amt.                    Tranche A 1: 

EUR 131,830,000.

Tranche A 2: 

USD 112,540,000.

                                           Tranche B: 
EUR 47,430,000.

Purpose:                           Tranches A 1 and A 2: Financing of the purchase price for several companies comprising the ventilation valve division of Valvex International plc. (“VX Group”).

                                           Tranche B: 
Refinancing of existing financial indebtedness of the members of the VX Group.

Final Maturity Date:        Tranche A 1: 
7 years from the date of the facility agreement.

Tranche A 2: 
7 years from the date of the facility agreement.

Tranche B:  5 years from the date of the facility agreement.
Repayment:

Tranches A1 and A2 will be repaid in semi-annual instalments.

Tranche B: Each advance will be repaid at the end of its relevant interest period respectively on the Tranche B Final Maturity Date.

Applicable Margin:
The Applicable Margin will be determined (and adjusted from time to time, if necessary) on the basis of the following margin ratchet. The initial Applicable Margin will be 2.75% p.a. 

	
Net debt/EBITDA
	Applicable Margin

	>=4
	2.75% p.a

	>= 2.90
	1.75% p.a.

	>= 2.00
	1.25% p.a.

	>= 1.50
	1.00% p.a.

	>= 1.00
	0.875% p.a

	<   1.00 
	0.75% p.a.


Commitment Fee:
(i)
0.50% p.a. on the undrawn and uncancelled part of Tranches A 1 and A 2.

                                           (ii) 50% of the Applicable Margin on the undrawn and uncancelled part of Tranche B.

Front-end Fee:

1.65 % flat on the Facility Amount underwritten by SocGen. The Front-end Fee includes the arrangement and underwriting fee for SocGen as well as participation fees for the Lenders.

	CONNEXION SYNDICATED CREDIT FACILITY  
	
	
	
	
	
	
	

	EUR 170,000,000 and USD 112,000,000  Syndicated Credit Facility dated 16 March 2002 (EUR equivalent: 302 Mio.)
	
	
	

	Bank Name
	Status
	Original
	Scaled Back
	Participation
	Participation
	Arrangement and 
	Pool
	Total

	
	
	Commitments
	Commitments
	Fee in BP
	 Fee
	Underwriting Fee
	
	

	 
	 
	EUR
	EUR
	 
	EUR
	EUR
	EUR
	EUR

	SocGen
	Mandated Lead Arranger
	39,120,000
	25,800,000
	50
	129,000
	3,052,192
	208,924
	    3,390,116 

	Groupe CA Indosuez
	Arranger
	39,120,000
	25,800,000
	50
	129,000
	416,208
	
	       545,208 

	Banque du Pays Gascogne 
	Participant
	23,880,000
	17,272,000
	50
	86,360
	
	
	         86,360 

	Banque Sofinco
	Participant
	23,880,000
	17,272,000
	50
	86,360
	
	
	         86,360 

	Caisse de Epargne
	Participant
	23,880,000
	17,272,000
	50
	86,360
	
	
	         86,360 

	Banque Agricole de Meridien
	Participant
	23,880,000
	17,272,000
	50
	86,360
	
	
	         86,360 

	Crédit Lyonnais 
	Participant
	23,880,000
	17,272,000
	50
	86,360
	
	
	         86,360 

	BNP Paribas
	Participant
	23,880,000
	17,272,000
	50
	86,360
	
	
	         86,360 

	Bank of Scotland
	Participant
	23,880,000
	17,272,000
	50
	86,360
	
	
	         86,360 

	Banca Nazionale del Lavoro
	Participant
	17,860,000
	13,044,000
	40
	52,176
	
	
	         52,176 

	Crédit du Nord
	Participant
	17,860,000
	13,044,000
	40
	52,176
	
	
	         52,176 

	Banco Santander Hispanico
	Participant
	17,860,000
	13,044,000
	40
	52,176
	
	
	         52,176 

	Banque Toulouse
	Participant
	17,860,000
	13,044,000
	40
	52,176
	
	
	         52,176 

	Bank of Ireland Intl Finance
	Participant
	11,840,000
	8,888,000
	30
	26,664
	
	
	         26,664 

	Industriebank du Japon (France) 
	Participant
	11,840,000
	8,888,000
	30
	26,664
	
	
	         26,664 

	Barclays Bank PLC
	Participant
	11,840,000
	8,888,000
	30
	26,664
	
	
	         26,664 

	Société Marseillaise de Crédit
	Participant
	11,840,000
	8,888,000
	30
	26,664
	
	
	         26,664 

	Credit Mutuel
	Participant
	11,840,000
	8,888,000
	30
	26,664
	
	
	         26,664 

	Crédit Local de France
	Participant
	11,840,000
	8,888,000
	30
	26,664
	
	
	         26,664 

	Credit Foncier Parisienne
	Participant
	11,840,000
	8,888,000
	30
	26,664
	
	
	         26,664 

	Crédit Commercial de France 
	Participant
	11,840,000
	8,888,000
	30
	26,664
	
	
	         26,664 

	Banca Monte dei P. di Siena
	Participant
	5,920,000
	5,816,000
	25
	14,540
	
	
	         14,540 

	
	
	
	
	
	
	
	
	

	 
	 
	417,480,000
	301,600,000
	 
	1,299,076
	3,468,400
	208,924
	4,976,400

	
	Oversubscription:
	38.40%
	
	bps:
	0.0043
	0.0115
	0.0007
	0.0165

	
	
	
	
	
	
	
	
	

	
	Total Up-Front Fee:
	
	
	165
	bp of
	301,600,000
	is
	  4,976,400 

	
	Arrangement and Underwriting Fee:
	
	115
	bp of
	301,600,000
	is
	  3,468,400 

	
	Participation Fee:
	
	
	50
	bp of
	301,600,000
	is
	  1,508,000 





