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 Berkshire Hathaway (BRK) is acquiring a business that yields anywhere 

between 11% and 25% annual EPS CAGR (over 12 years) which has a strong 

moat, pricing power and a “very very rare” management team at a price 

equivalent to which the PCP Board was willing to acquire a significant 

number of shares in the open market in the last 12 months. 

  

 BRK has not hidden its investment strategy. Throughout the transaction 

announcement, Mr. Buffett has highlighted he is obtaining a wonderful 

business which is under-loved and under-appreciated by the market likely 

as a result of the reduction in oil prices while airplane backlog remains a 

bigger business driver (Airplane backlogs are near all-time highs). In 

addition, Mr. Buffett has highlighted that not only is the management team 

fantastic, but the PCP Chairman and CEO Mr. Donegan is better at running 

PCP than Mr. Buffett is at running BRK. 

 

 Mr. Buffett has highlighted he has never been able to buyback shares in BRK 

in the open market in bulk because the BRK share price has not traded at 

enough of a discount to the intrinsic value of the business, highlighting “it’s 

not a complicated equation.” 

 

 PCP investors should question whether or not to sell their stake in PCP to 

BRK when PCP was buying shares in the open market at $231 per share less 

than a year ago. 

 

 Should no new offer materialize and shareholders vote no to the BRK offer, 

shareholders would be left with a business Mr. Buffett thinks is a wonderful 

buy at $235. In addition to the earnings growth history, investors would be 

left with a fantastic management team (a very very rare occurrence in Mr. 

Buffett’s words) and approximately a $2bn share repurchase plan to help 

support the share price (if it needed any support after BRK’s endorsement). 

 

 Immediately after the failed transaction, PCP should publicly announce its 

willingness to repurchase BRK’s entire stake in PCP (easily covered by the 

$2bn share repurchase program) at a price between $194 per share (pre-

offer price), $210.01 per share (average blended price paid between March 

2015 and June 2015 for share repurchases) or even $231.90 per share 

(average blended price paid between June and September 2014 for share 

repurchases). If BRK chose to sell, it would need to find another investment 

opportunity that can deliver over 15% EPS CAGR over the long run (no easy 

task). Alternatively, BRK could reject PCP’s offer providing further 

confidence in PCP and the current share price. 

 

  

PCP: Vote No! Transaction Overview – Red Flags Abound – Modern Day Value Investing Part 2 

August 15, 2015 

Market Information  

  
Share Price $ $230.80 
52 Week High $249.12 
52 Week Low $186.17 
3M Avg Vol. $mm $211.83 
  
Mkt Cap $bn $31.7 
Firm Value $bn $36.0 

 
 
 

Financials ($mm) 2013 2014 2015 

    
Revenue 8.378 9,533 10,005 
EBIT 2,190 2,659 2,604 
  % Margin 26.1% 27.9% 26.0% 
  % Growth 20.6% 21.4% (2.1%) 
Net Income 1,458 1,777 1,530 
  % Margin 12.2% 24.0% 10.2% 
  % Growth 19.1% 21.9% (13.9%) 
EPS 9.94 12.12 10.66 
  % Growth 18.2% 22.0% (12.0%) 
Div. Per Share 0.12 0.12 0.12 
    
Net Debt / (Cash) 3,527 3,210 4,112 
Net Debt / EBITDA 1.5x 1.1x 1.4x 
    
ROE 16.1% 16.6% 13.9% 
ROIC 13.2% 12.3% 10.2% 
5 Yr Avg ROIC   13.2% 
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Transaction Overview 

 

Parties to the Transaction: 

- Precision Castparts (PCP) (Company) incorporated under the laws of Oregon 

 

- Berkshire Hathaway (BRK) (Parent) 

 

o BRK shall vote all of the Shares then owned by it, Merger Sub or any of its other Subsidiaries 

or Affiliates in favor of approval of the Merger and the Approval of this Agreement 

 

Offer Terms and Conditions: 

- $235 in cash per PCP shares paid by BRK 

 

- Transaction Structure: Merger Plan 

 

- PCP Shareholder majority approval (50% +1) 

 

- Hart-Scott-Rodino Antitrust approval or expiration 

 

- Accuracy of representations and warranties 

 

- Performance by the parties of obligations, agreements and covenants under the Merger Agreement 

 

- Agreement may be terminated if Merger is not consummated by March 8, 2016 

 

- Closing is expected to take place in Q1 2016 

 

Board Approval: 

- PCP Board unanimously determined the transaction is in the best interests of PCP 
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Estimated Timetable: 

 

 

 

- Other than the Merger Agreement date and termination date, all future dates are estimates 

 

Key Messages From PCP Senior Management: 

 

- “I look forward to continuing to work together to drive PCC’s growth” PCP CEO and Chairman 

 

- “The transaction is a clear validation of our employees’ skill and success” PCP CEO and Chairman 

 

- “We are confident that under BRK, we will continue our drive to create value for our customers and 

win our competitions in the global marketplace” 

 

Transaction Process and Key Messages from Mr. Buffett: 

The definitive proxy statement which should be available in mid-October should contain a section regarding the 

background to the merger which highlights the discussions that took place between PCP, BRK and any other 

potential buyer. In advance of the release of the proxy, please see what has been said so far regarding the 

transaction process. The below are attempted summaries of what has been said on TV by Mr. Buffett as well as 

thoughts regarding the comments. 
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- When did you first talk to this company 

 

o “It was about 5 weeks ago…The PCP CEO Mark Donegan, the CFO and the IR person came by 

Berkshire because they were meeting shareholders. I dropped in on the visit in the last 15 

minutes and was very impressed…thereafter, I called to see if they would be offended if we 

made a bid and they didn’t indicate they were particularly receptive but they also indicated 

they would listen so I subsequently made a bid…I met with Mark…he took the bid to the 

Board and before long we had a deal.” 

 

 Comment: Very quick transaction process. 

 

 Comment: Highly unlikely PCP had the time to obtain significant information 

regarding additional potential acquirers or such potential acquirers’ interest in 

making a bid. 

 

 Comment: Mr. Buffett has oftentimes highlighted he will not participate in an 

auction process which could imply PCP board was not allowed to shop the company 

once the initial bid was made.  

 

- PCP cash flow generation and re-investment 

 

o “Now they make a good bit of money so they will probably be able to do acquisitions or 

many of them through internally generated funds but if they need any money from Berkshire 

all they have to do is call.” 

 

o I’ve admired PCP’s operation for a long time. For good reasons, it is a supplier of choice for 

the world’s aerospace industry, one of the largest sources of American exports.” 

 

 Comment: PCP generates significant amount of cash and will likely not require 

funding from BRK. 

 

 Comment: Cash generated by PCP can be allocated to best return opportunity by 

BRK across wide range of businesses or potential new businesses. 

 

- Price of the deal 

 

o “In terms of P/E going in this is right up there... now when we bought Burlington that was a 

high PE but it was off a very depressed figure because we bought that in the fall of 2009 

when earnings were at a trough and PCP earnings have fallen off moderately.” 

 

 Comment: Not all P/E multiples are the same. PE multiples based on trough 

earnings can appear very high while in actuality are very cheap based on 

sustainable normal long term earnings.  

 

 Comment: Clear signal that PCP current earnings are not at a peak or at a 

normalized level which means the headline transaction multiples appear higher 

than they really are. 

 

- Price of Oil & Gas – The driver of the BRK opportunity 

 

o “We’re going to be in this business for 100 years so it doesn’t really make any difference 

what Oil & Gas does in the next year…if someone told me for sure that Oil & Gas business 

was going to be in the doldrums for 3 years I still would have made the deal..” 
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o “When you get the chance to buy a wonderful company you know there is usually some 

reason why you are getting that chance and perhaps the slump in Oil & Gas helps us in this 

case.” 

 

- Stock repurchases as stock price falls by Companies which BRK already has a stake in (strategy 

executed by BRK in PCP investment) 

 

o “I love it when it (stock price) goes down. It means the company buys more stock cheaper 

and means if I want to buy more stock I get to buy it cheaper” 

 

o “We love the idea of a company buying its stock cheaper. That’s happened at American 

Express. For instance, Amex is a regular repurchaser of shares and we own 15% of it and 

ownership goes up faster it the stock is down than if the stock is up…We can’t buy stock in 

AMEX because it’s a bank holding company and we own over 10%.” 

 

- Why Execute a Share Repurchase Plan 

 

o Buybacks make sense when you are buying your stock back below its intrinsic value and 

when you don’t need that money for the needs of the business. It makes no sense when you 

pay above intrinsic value and that’s a very simple principal but it has been ignored by many 

management teams over time… We would buy back stock by the bushel if it sold well below 

intrinsic value…and we won’t buy a share if we think we are paying intrinsic value or more. 

It’s not a complicated equation. 

 

 Comment: Mr. Buffett highlights he only buys stock or companies when he pays 

“well below intrinsic value” (i.e. he could buy BRK stock back instead of buying 

PCP). 

 

- On Mr. Donegan, the PCP Chairman of the Board and CEO, and leadership qualities…does Mr. 

Buffett’s description of Mr. Donegan highlights how unlikely it is Mr. Donegan would repurchase 

shares at a value over intrinsic value 

 

o “I was very impressed by Mark” 

 

o “What you need is brain power and you need particularly at the top somebody with a total 

passion for the business” 

 

o “I’ve met Mark four or five times and each time he’s been in the air and he’s in the air 

almost 1,000 hours a year. This fellow loves this business like I love Berkshire and he’s a lot 

better at it than I am at Berkshire. You can’t find people like this. You certainly can’t hire 

them.” 

 

o “People like this are very very rare” 

 

o “He’s never satisfied in terms of getting more business in the airframe and the engines. He’s 

never satisfied in terms of getting his cost to where they should be. He just has a passion for 

the business.” 
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What BRK Is Acquiring - Introduction to PCP Financials: 

- PCP manufactures complex components used in aerospace, power, energy and other industrial 

applications. The components need to meet strict regulations and tolerances and to perform under 

harsh conditions. A significant number of products are in the aerospace sector and are everywhere on 

the aircraft (wing beams, door frame, castings in aircraft engines). After decades of experience with 

the 3 biggest and most sophisticated customers GE, Pratt & Whitney and Rolls Royce, it becomes 

nearly impossible to displace or replace PCP.  

 

- The aerospace sector is the largest end market. The 2013 OEM aircraft backlog (source: Triumph 

Group 2014 Investor Day) was at an all time high with 10,639 aircraft representing 8.4 years of 

backlog / future production. 

 

- Top line revenue growth from 2011 – 2015 and 2004 – 2015 of 13% and 16% respectively. 

 

o PCP revenues from GE, the largest customer, from 2004 through 2015 grew at 11% per year. 

 

o PCP has worked with its three largest customers for decades: GE for over 45 years, Pratt and 

Whitney for over 35 years and Rolls Royce for over 30 years. 

 

o The largest competitor to PCP in the aerospace sector Triumph Group (TGI) had 20.8% 

revenue CAGR between 2005 and 2014. As of mid 2014, TGI predicted an 8% to 10% top line 

CAGR through 2020. 

 

- EBIT growth from 2011 – 2015 and 2004 – 2015 of 15% and 24% respectively. 

 

o Gross profit margin increased from 22.4% in 2004 to 34.4% in 2014 before falling to 32.2% in 

2015. 

 

o EBIT margin increased from 13.2% to 26.0% between 2004 and 2015. 

 

o TGI 2005 – 2014 EBITDA CAGR of 27.7%. 

 

- Net Income growth from 2011 – 2015 and 2004 – 2015 of 10.8% and 26.2% respectively. Excluding 

impairment of Chinese JV Steel facility in 2014, the 2011 – 2015 and 2004 to 2015 Net Income CAGRs 

would be 14.7% and 26.6% respectively. 

 

- EPS growth from 2011 – 2015 and 2004 – 2015 of 10.9% and 23.7% respectively. Excluding impairment 

of Chinese JV Steel facility in 2014, the 2011 – 2015 and 2004 to 2015 Net Income CAGRs would be 

14.8% and 24.1% respectively. 

 

o In 2014 investor day presentation, TGI predicts long term EPS CAGR of over 15% per year. 

 

- Cash from operations (CFO - Cash Flow Statement) growth from 2011 – 2015 and 2004 – 2015 of 13% 

and 24% respectively. 

 

- Return on Asset 12 year average of 11.1% ranging from 3.4% in 2004 to 17.0% in 2008 and slowly 

declining since 2008 to 2015 8.1% level. 

 

- Return on Equity 12 year average of 17.5% ranging from 7.4% in 2004 to 27.9% in 2008 and slowly 

declining to 13.9% in 2015. 

 

- Return on Invested Capital 12 year average of 14.6% ranging from 6.6% in 2004 to 23.7% in 2008 and 

slowly declining to 10.2% in 2015. 
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- Book value per share increasing from $14.91 to $76.16 or 16.0% compounded annual growth rate 

between 2004 and 2015. 

 

- Average 12 year Net Debt / EBITDA of 0.8x currently at 1.4x or near 12 year peak levels. 

 

- PCP has paid a small dividend in ever year for the last 12 years. 

 

In brief, PCP achieves high growth driven from the top line, both organically and through M&A, and through gross 

costs reductions while simultaneously earning significant returns on investment. In addition, PCP achieves these 

results without the use of leverage. PCP achieved 11 year EPS and CFO CAGRs of 23.7% and 24.0% respectively. 

 

What BRK Is Acquiring - Introduction to key PCP Customers: 

- General Electric 

- Pratt & Whitney 

- Rolls-Royce 

 

- GE is and has been PCP’s largest customer for at least the last decade. 

- The 2004 – 2015 PCP Revenues from GE increased at a 10.7% compounded annual growth rate. 

 

- PCP has more than 30 years of experience with its largest customers. 

 

What BRK Is Paying - Introduction  

BRK is offering $235 per share in cash to acquire PCP which represents a total equity value of approximately 

$32.6bn. PCP generated EPS of $9.94, $12.12 and $10.66 (after impairment or $12.01 pre-impairment) in 2013, 

2014 and 2015 which implies a transaction PE multiple of 23.6x, 19.4x and 22.0x (respectively or 19.6x pre-

impairment) a 4.2%, 5.2% and 4.5% (pre-impairment of 5.1%) earnings yield respectively. 

If long term EPS growth falls from the 25% levels to 10% a year, BRK earns a 15% return. 

PCP Sales to GE ($mm) growing at 10.7% per year over the last decade with no reason to stop

CAGR

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 '04 - '15

Inv. Case Products 308 330 385 372 475 524 495 523 559 697 736 828 9.4%

Forged Products 111 127 181 212 306 245 244 225 464 540 412 435 13.2%

Airframe Products 5 25 26 28 32 35 27 28 41 39 66 36 19.7%

  Total Sales to GE 424 482 591 612 812 804 765 775 1,064 1,276 1,214 1,299 10.7%

Total PCP Sales 1,913 2,919 3,518 5,361 6,750 6,828 5,460 6,220 7,202 8,378 9,533 10,005 16.2%

  GE Sales % of Total 22.2% 16.5% 16.8% 11.4% 12.0% 11.8% 14.0% 12.5% 14.8% 15.2% 12.7% 13.0%

Key PCP Customers 

% of sales Years in Relationship

 - General Electric 13.0% > 45 years

 - Pratt & Whitney < 10% > 35 years

 - Rolls-Royce < 10% > 30 years

 - Boeing Company < 10%

 - Airbus < 10%

 - United Technologies < 10%

 - Spirit Aerosystems < 10%
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Who Is Selling PCP - PCP Key Shareholders: 

 

  

Key PCP Shareholders Over Time - SQ and 3G with ties to Berkshire Hathaway recently bought PCP in the Open Market

3/31/09 3/31/10 3/31/11 3/30/12 3/31/13 3/31/14 3/31/15 6/30/15

  Shares Held

Capital Research 15.0 10.9 9.1 7.5 6.4 6.3 18.7 19.1

BlackRock 1.2 7.5 6.7 8.0 8.4 9.5 8.9 7.9

Vanguard 4.6 4.9 5.3 5.9 6.6 7.2 7.8 7.5

T. Rowe Price 0.5 7.2 8.7 9.3 11.6 13.9 10.8 6.1

State Street 4.3 4.5 5.1 5.1 5.5 5.7 5.6 5.3

Janus Capital 2.8 3.5 2.5 4.4 4.3 3.1 4.5 4.5

Berkshire Hathaway 0.0 0.0 0.0 0.0 2.0 2.0 4.2 4.2

Walter Scott 0.0 3.0 3.7 4.1 4.1 3.9 4.0 4.0

Ruane, Cunniff & Goldfarb Inc.1.3 3.1 3.1 3.1 3.1 3.1 3.5 3.5

Soroban Capital 0.0 0.0 0.0 0.0 0.0 0.0 2.5 3.2

JANA Partners LLC 0.0 0.0 0.0 0.0 0.0 0.0 0.0 2.5

SQ Advisors, LLC 0.0 0.0 0.0 0.0 0.0 0.0 1.4 1.4

3G Capital, Inc. 0.0 0.0 0.0 0.0 0.0 0.0 0.2 0.3

  Total 29.7 44.7 44.1 47.5 52.1 54.6 72.1 69.6

  % of PCP Shares Outstanding

Capital Research 10.7% 7.6% 6.3% 5.2% 4.4% 4.4% 13.5% 13.9%

BlackRock 0.8% 5.2% 4.7% 5.5% 5.7% 6.6% 6.4% 5.8%

Vanguard 3.3% 3.5% 3.7% 4.1% 4.5% 5.0% 5.6% 5.5%

T. Rowe Price 0.4% 5.1% 6.0% 6.4% 7.9% 9.6% 7.8% 4.5%

State Street 3.1% 3.2% 3.5% 3.5% 3.8% 4.0% 4.1% 3.8%

Janus Capital 2.0% 2.5% 1.7% 3.0% 3.0% 2.1% 3.3% 3.3%

Berkshire Hathaway 0.0% 0.0% 0.0% 0.0% 1.4% 1.4% 3.0% 3.1%

Walter Scott 0.0% 2.1% 2.6% 2.8% 2.8% 2.7% 2.9% 2.9%

Ruane, Cunniff & Goldfarb Inc.0.9% 2.2% 2.2% 2.1% 2.1% 2.1% 2.6% 2.6%

Soroban Capital 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 1.8% 2.3%

JANA Partners LLC 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 1.8%

SQ Advisors, LLC 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 1.0% 1.0%

3G Capital, Inc. 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.2% 0.2%

  Total 21.2% 31.4% 30.7% 32.7% 35.6% 37.7% 52.2% 50.6%
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Who Is Selling PCP - Potential Shareholder Flags: 

 

- SQ Advisors, LLC is an investment fund run by Mr. Lou Simpson. Mr. Lou Simpson was Geico’s CEO of 

Capital operations in 1996 when Mr. Buffett and Berkshire were completing the purchase of Geico. 

After the completion of the Geico acquisition, Mr. Buffett kept Mr. Simpson as the Chief Investment 

Officer of Geico through 2010 when Mr. Simpson retired and immediately subsequently founded SQ 

Advisors.  

 

o From January 2015 through March 31, 2015, SQ Advisors acquired approximately 1.4mm 

shares in PCP. 

 

o Please see below the weblink to the SQ Advisors SEC Filings for additional information: 

http://www.sec.gov/cgi-bin/browse-

edgar?company=SQ+Advisors&owner=exclude&action=getcompany 

 

- 3G Capital is a Brazilian multi-billion dollar investment firm which has a significant history acting in 

concert with Berkshire in the recent past: 

 

o In February 2013, 3G and Berkshire teamed up to acquire Heinz for $28bn. Each used $4.4bn 

of equity for a 50% / 50% stake, but Berkshire also acquired $8bn of new Heinz preferred 

stock with a 9% yield. 

 

o In March 2015, 3G and Berkshire teamed up through Heinz to acquire Kraft for $49bn 

 

o Between March 2014 and June 2015, 3G acquired 139,924 shares in PCP. In between January 

1, 2015 and March 2015, 3G acquired another 71,675 shares in PCP. From April 2015 through 

June 2015, 3G acquired another 115,676 shares in PCP bringing its total holding to 330,306 

shares.  

 

No insinuations are made by the above statements. The statements provide basic information from public 

documents. None of the reasons for the information are known nor are they insinuated.  

 

Significant additional work could be done looking into PCP shareholders as of last disclosure to think about Voting. 

Jana Partners, an activist hedge fund, acquired 2.5mm shares in PCP between March 31 and June 31 2015. Soroban 

Capital acquired 3.2mm shares in PCP between December 31, 2014 and June 31, 2015. 

 

PCP Capital Allocation Considerations (Please also see initial research from August 14, 2015 titled “Precision 

Castparts: BOD Buys Back Shares At $250 Per Share…”) 

 

- Between March 2013 and June 2015, PCP acquired 11.1mm shares or approximately 10% of the 

outstanding share capital in share repurchases for a total of $2.5bn which implies an average 

cumulative blended buyback price of $221.28. 

 

- The maximum implied price paid for repurchases based on quarterly blended amounts is $257.14 (i.e. 

PCP only discloses the total spend during a quarter, the total shares acquired during a quarter, and / 

or the implied average buyback price during the quarter. 

 

- Between June 2014 and June 2015, PCP acquired 7.8mm shares for $1.7bn which implies an average 

cumulative blended buyback price of 218.34. 
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- Between June 2014 and March 2015, BRK acquired 2.3mm PCP shares increasing its % ownership in 

PCP from 1.3% to 3.0%. 

 

- On May 13 2015, PCP announced the authorization of a new $2bn share repurchase plan.  

 

o Has the Board of Directors offered to buyback all 4.2mm BRK shares for $194 (no takeover 

premium) or a total of $815mm. If PCP Board recommends a takeover from BRK at $235 

then the Board should approve offering to buy BRK shares at $194 per share.  

 

o Has the PCP Board offered to repurchase the BRK shares in any form or at any price (i.e. 

$221.28 per share equivalent to long term share buyback average)? The new share 

repurchase plan of $2bn would easily cover buying back all of the BRK shares and still 

executing a large open market repurchase.  

 

- Between FY 2003 and 2012 PCP spent $0 on share repurchases while spending $4.6bn on M&A. 

 

- In FY 2013, PCP spent $90mm on share repurchases and $5.1bn in M&A. 

 

- Between FY 2014 and FY 2015, PCP spent $2.1bn on share repurchases and $1.6bn on M&A.  

 

o Board chose share repurchases as best method to generate returns (where EPS growth has 

been between 11% and 24% per year for the last 11 years). 

 

- In the first week the deal was announced, approximately 36mm (26% of outstanding) PCP shares have 

traded hands which is 6.4x the average shares traded in the 12 months pre offer 
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PCP Open Market Share Dynamics: 

- BRK offer price of $235 represents a 21% premium to pre offer closing price of $194 

 

- BRK offer price of $235 represents a 16% premium to PCP 3 month Volume Weighted Average Price 

pre-offer of $203 

 

- BRK offer price of $235 represents a 10% premium to PCP 12 month Volume Weighted Average Price 

pre-offer of $214 

 

 

 

 

  

PCP Trading Dynamics Considerations

Total PCP NOSH Outstanding (mm) 137.5

BRK Shares (mm) 4.2

  Total shares available to trade (mm) 133.3

PCP Share price pre-offer from BRK 194

  - BRK Offer Premium (%) 21.2%

Total shares traded in 3 months prior to offer (mm) 84.4

Avg shares traded per day in 3 months prior to offer (mm) 1.3

VWAP 3 months prior to offer 203.3

  - BRK Offer Premium (%) 15.6%

Total shares traded since offer (mm) 286.5

Avg shares traded per day since offer (mm) 1.1

VWAP 12 months prior to offer 213.8

  - BRK Offer Premium (%) 9.9%

Total Shares traded since offer (mm) 36.2

Avg shares traded per day since offer (mm) 7.2

VWAP since offer 230.7

Total shares traded since offer as % of shares available to trade 27.1%

Total shares traded since offer as % of shares available to vote 26.3%
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Conclusion – A Fantastic Transaction for BRK But PCP Shareholders Can Influence 

Final Outcome 

 

BRK is acquiring a business that yields anywhere between 11% and 25% annual EPS CAGR (over 12 years) which has 

a strong moat, pricing power and a “very very rare” management team at a price equivalent to which the PCP 

Board was willing to acquire a significant number of shares in the open market in the last 12 months.  

BRK has not hidden its investment strategy. Throughout the transaction announcement, Mr. Buffett has highlighted 

he is obtaining a wonderful business which is under-loved and under-appreciated by the market likely as a result of 

the reduction in oil prices while airplane backlog remains a bigger business driver (Airplane backlogs are near all-

time highs). In addition, Mr. Buffett has highlighted that not only is the management team fantastic, but the PCP 

Chairman and CEO Mr. Donegan is better at running PCP than Mr. Buffett is at running BRK.  

Mr. Buffett has highlighted he has never been able to buyback shares in BRK in the open market in bulk because 

the BRK share price has not traded at enough of a discount to the intrinsic value of the business, highlighting “it’s 

not a complicated equation.”  

Given it’s not a complicated equation and Mr. Donegan is at least as smart as Mr. Buffett PCP investors should 

question whether or not to sell their stake in PCP to BRK when PCP was buying shares in the open market at $231 

per share less than a year ago.  

There are several potential outcomes to the current announced transaction.  

(1) Mr. Buffett highlights BRK will not pay more, no new bidder (white knight) turns up with an offer over $240 per 

share ($235 plus termination fee) and PCP shareholders approve the current deal. 

(2) Shareholders form an opposition group or alternatively one large investor takes a large stake (>10%) in PCP and 

publicly states he / she will vote no to the transaction. Such action could force the PCP board to re-negotiate with 

Mr. Buffett. However, Mr. Buffett could reject improving the offer and in addition no new bidder turns up with an 

improved offer. Shareholders vote to approve the transaction at $235 per share. 

(3) Same as (2) above but BRK improves its offer to win over the large activist investor and shareholders vote yes 

to the improved offer. 

(4) Shareholders form an opposition and a competitor turns up with a new bid over $240 per share. PCP 

shareholders vote yes to an improved deal (either from the new competitor or a second improved BRK offer). 

(5) Shareholders do not form a group and no new bidder emerges, but shareholders vote no to the BRK offer at 

$235 per share.  

Should no new offer materialize and shareholders vote no to the BRK offer, shareholders would be left with a 

business Mr. Buffett thinks is a wonderful buy at $235. In addition to the earnings growth history, investors would 

be left with a fantastic management team (a very very rare occurrence in Mr. Buffett’s words) and approximately 

a $2bn share repurchase plan to help support the share price (if it needed any support after BRK’s endorsement).  

Immediately after the failed transaction, PCP should publicly announce its willingness to repurchase BRK’s entire 

stake in PCP (easily covered by the $2bn share repurchase program) at a price between $194 per share (pre-offer 

price), $210.01 per share (average blended price paid between March 2015 and June 2015 for share repurchases) 

or even $231.90 per share (average blended price paid between June and September 2014 for share repurchases). 

If BRK chose to sell, it would need to find another investment opportunity that can deliver over 15% EPS CAGR over 

the long run (no easy task). Alternatively, BRK could reject PCP’s offer providing further confidence in PCP and the 

current share price.  
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Appendix - PCP Competitors: 

 

 

 

Appendix - Non-Solicitation Provisions and Termination Fee: 

- No shop provision restricting PCP’s ability to solicit or initiate discussions or negotiations with third 

parties regarding other proposals to acquire the Company and the Company has agreed to certain 

restrictions on its ability to respond to such proposals. 

 

- Company shall not permit any of its officers, directors or employees, investment banker, financial 

advisor, attorney, accountant or other representative to: 

 

o Solicit, initiate or knowingly encourage or take any action designed to facilitate any inquiries 

or the making of any proposal which constitutes or may reasonably be expected to lead to 

any Takeover Proposal 

 

o Participate in any discussions or negotiations regarding any Takeover Proposal; provided 

however, that if following the receipt of a Superior Proposal or a Proposal that is reasonably 

expected to lead to a Superior Proposal that in either case was unsolicited and made after 

the date hereof…the Company Board determines in good faith…that a failure to do so would 

be inconsistent with its fiduciary duties. 

 

o In the event the Company Board determines in response to a Superior Proposal that was 

unsolicited that failure to do so would be inconsistent with its fiduciary duties, the Company 

Board may  

 

 

 

 

Key Competitors

  Investment Case Products

 - Alcoa

 - Alleghany Technologies (ATI)

Forged Products

 - ATI

 - Aubert & Duval SAS

 - Otto Fuchs KG (Turbine products)

 - Alcoa (Aero Structural products)

 - Vallourec SA

 - Nippon Steel

Aerospace & Titanium

 - ATI

 - RTI International Metals

Airframe products

 - Triumph Group

 - Alcoa

 - TransDigm

 - Mitsubishi Heavy Industries

 - Kawasaki Heavy Industries
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 Withdraw or modify its approval, determination of advisability, or recommendation 

of this Agreement, the Merger 

 

 Approve, determine to be advisable or recommend a Superior Proposal 

 

o Cause the Company to enter into an Acquisition Agreement provided that any actions may be 

taken only  

 

 After the 2nd business day following Parent’s (BRK’s) receipt of written notice from 

PCP notifying BRK that the PCP Board has received a Superior Proposal 

 

 If PCP has negotiated in good faith with BRK during the notice period to enable BRK 

to propose revisions in terms of this Agreement 

 

 If, following the end of such notice period, the PCP Board shall have considered in 

good faith any written revisions proposed by Parent 

 

o PCP shall promptly advise BRK orally and in writing of any request for confidential 

information in connection with a Takeover Proposal or of any Takeover Proposal, the 

material terms and conditions of such request or Takeover Proposal and the identity of the 

person making such request or Takeover Proposal 

 

- Termination fee payable by PCP to BRK of $600mm should PCP enter into a definitive agreement for 

an acquisition that represents a superior proposal 

 

- Superior Proposal: A bona fide written Takeover Proposal for more than 50% of PCP and is more 

favorable to the PCP shareholders from a financial point of view and for which the financing is fully 

committed or reasonably likely to be obtained 

 

Appendix - General US Merger Considerations 

 

- The purchase in advance of target common shares will not impose any floor or minimum price with 

respect to a subsequent acquisition. 

 

- To acquire 100% of the outstanding common shares, an acquirer can use a Single Step Merger which 

requires the approval of a certain percentage of the target shareholders 

 

o A Single Step Merger will always assure the acquirer that it will receive 100% of the shares of 

the target company 

 

o Other form of US transaction is a tender offer which can be followed by a second step 

merger process to eliminate minority shareholders 

 

- In a single step merger, the level of approval of target shareholders depends on the state of 

incorporation of the target. 

 

o In Delaware, normal required approval is a majority of the outstanding shares 

 

 PCP is incorporated in Oregon and the merger document highlights approval by 

majority of shareholders (i.e. 50% + 1 share) 

 

-  
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- In a single step merger, the target must prepare and file with the SEC a proxy statement, which once 

approved by the SEC must be sent to all shareholders of the target company. 

 

- The proxy disclosure requirements include: 

 

o Summary of material terms of deal 

 

o Summary of discussions between target and acquirer 

 

o Why Board of target approved merger 

 

o Summary of reports (i.e. fairness opinion) which Board of Directors received relating to 

transaction 

 

Appendix – PCP Historical Share Repurchases 

 

After 10 years without any share repurchases, PCP announced a significant share repurchase program in January 

2013 (Q4 13) leading to a fundamental shift in capital allocation away from M&A and organic growth which drove 

over 15% EPS CAGR for over a decade. PCP acquired over 10% of the share capital in the last 9 quarters with an 

average price of $221.28. The BRK offer represents a 6% premium to the total blended share repurchase price.  

 

 

 

 

 

  

Acquisition Price represents only a 6% premium to a Board highlighted UNDERVALUED  Price

Precision Castparts (PCP) - Reecnt Share Repurchase History

Jun 13 Sept 13 Dec 13 Mar 14 Jun 14 Sept 14 Dec 14 Mar 15 Jun 15

(Year End March 31) Q1 14 Q2 14 Q3 14 Q4 14 Q1 15 Q2 15 Q3 15 Q4 15 Q1 16 Cumul.

  Share Price During Period

Low 180 211 227 243 238 226 215 186 200

Average 202 225 251 259 256 243 231 212 210

High 227 254 272 275 275 261 245 242 222

Number of shares repurchased (mm) 0.800 1.000 0.035 0.764 0.637 2.260 0.836 3.486 1.292 11.110

Total spend on share repurchase ($mm) 156 221 9 194 159 524 194 730 271 2,458

  Price per share on repurchase 195.00 221.00 257.14 254.53 249.24 231.90 232.07 209.35 210.01 221.28

    Premium / (Discount) of BRK Offer 20.5% 6.3% (8.6%) (7.7%) (5.7%) 1.3% 1.3% 12.3% 11.9% 6.2%

Cumulative shares purchased 1 1.800 1.835 2.599 3.236 5.496 6.331 9.812 11.104

Cumulative spend on repurchase 156 377 385 580 739 1,263 1,457 2,186 2,457

  Implied cumulative price per share of repurchase 195.00 209.44 209.81 223.21 228.33 229.82 230.12 222.79 221.27

    Premium / (Discount) of BRK Offer 12.2% 12.0% 5.3% 2.9% 2.3% 2.1% 5.5% 6.2%
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Source Documentation: All Publicly Available Online 

 

1) PCP Website 

2) PCP SEC Filings 

3) Triumph Group Website 

4) Triumph Group Filings 

5) BRK SEC Filings 

6) SEC Filings for various investment funds (13F filings) 

7) General Internet 

 

Disclosures and Notices 

 

Soulor Research research and reports express our opinions, which we have based upon generally available 

information, field research, inferences and deductions through our due diligence and analytical process. To the 

best of our ability and belief, all information contained herein is accurate and reliable, and has been obtained 

from public sources we believe to be accurate and reliable, and who are not insiders or connected persons of the 

stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer. 

However, such information is presented “as is,” without warranty of any kind, whether express or implied. Soulor 

Research makes no representation, express or implied, as to the accuracy, timeliness, or completeness of any such 

information or with regard to the results to be obtained from its use. Further, any report on this site contains a 

very large measure of analysis and opinion. All expressions of opinion are subject to change without notice, and 

Soulor Research does not undertake to update or supplement any reports or any of the information, analysis and 

opinion contained in them. 

 

Investing is a risky activity and can lead to substantial losses. This research report does not provide individually 

tailored investment advice. It has been prepared without regard to the individual financial circumstances and 

objectives of persons who receive it. The securities discussed in this report may not be suitable for all investors 

 

This research report is not an offer to sell or a solicitation of an offer to buy any security. Soulor Research is not 

registered as an investment advisor in any jurisdiction. 

 

You agree that the information in this research is copyrighted, and you therefore agree not to distribute this 

information (whether the downloaded file, copies / images / reproductions, or the link to these files) in any 

manner. 

 


