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Is MHR preparing for an exit from Loral? 
 

 
With Space Systems Loral’s recent IPO filing, here at Near Earth 
we decided to look at that pending transaction from a more 
strategic perspective, and particularly in light of SS/L’s relationship 
with its parent Loral Space and Communications. But first, let’s 
consider the relevant background – starting with the details of the 
IPO itself. While terms have yet to be announced, the filing 
identifies an intended size of up to $100 million, including 
overallotments, with all proceeds from the sale of shares going to 
the company for general purposes. 
 
Operationally, SS/L has done very well the last few years – 
becoming the largest commercial manufacturer of satellites in the 
United States, growing its revenues from $814 million in 2007 to 
over $1 billion in 2009. But this growth has come at the price of an 
increasing need for capital, forcing the company to dip into its $100 
million credit line periodically. While the company had just over 
$100 million in cash at the end of Q1/2010, the potential proceeds 
from the IPO would significantly liquefy the firm and enhance its 
competitive posture. 
 
Depending on terms, the offering will dilute their 100% ownership 
but still leave SS/L’s parent Loral in control with over 80% 
ownership – implying an intended pre-money target valuation for 
SS/L in the ballpark of approximately $800+ million. For a growing 
firm with over $1 billion in sales, $1.6 billion in backlog and a strong 
market presence and technology base, this valuation looks 
reasonable. 
 
Taken in greater context, the offering helps the overall liquidity of 
Loral the parent by essentially eliminating any potential need for 
SS/L to call upon it for capital – which given the highly levered 
nature of Loral’s other investments (principally Telesat) does 
provide some comfort. More importantly, however, it opens the door 
for Loral to consider divesting itself of SS/L entirely. This is because 
by establishing a public market for the shares, and garnering 
research coverage and trading volume, Loral’s remaining 80% 
stake becomes more liquid, and could be offered to the public 
through a secondary. By placing a concrete value on that 80% 
stake it retains, Loral also helps put a value on itself – with any luck 
a higher value. 
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So if Loral is getting all dolled up for the prom, does that mean 
other plans are afoot? Perhaps – look at the five year chart below 
and consider that Loral’s stock chart represents an impressive 
comeback following a “near death” experience and subsequent 
recovery. (As an aside, the company never actually had any 
existential operational or liquidity issues, but the market reflects 
perceptions about the future, which ran wild during the period 
where anything with high leverage was assumed to be doomed)  
Certainly the round trip in valuation has some bearing on the 
position of the folks at MHR that effectively control Loral and have a 
59% economic ownership stake.  
 

 
 
What other factors could be driving MHR’s thinking with respect to 
Loral itself? 
 
Starting with SS/L, we note that after years of losses, it appears to 
have found the path to profit. While the sustainability of those 
profits remains to be demonstrated, the effect they have on 
valuation today is indisputable, and may make today a good time to 
consider a transaction at the parent level as well. 
 
It certainly doesn’t hurt that valuations in the fixed satellite sector 
are near an all time high. In addition to Loral’s appreciation as 
evidenced in the chart above, Loral’s competitors SES, Inmarsat 
and Eutelsat are all trading at or near their highs as well. 
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While the debt markets are far from fully healed, credit is more 
available that at any time since the market meltdown, and interest 
rates (at least in dollars) remain near all time lows. Given Telesat’s 
heavy debt load, a buyer may need to inject significant amounts of 
equity to acquire Telesat if much of the debt can not be refinanced. 
No problem: Echostar has nearly a billion in cash on hand, and 
Eutelsat with leverage of only 3x EBITDA is also well positioned. 
There are also cash rich firms outside the satellite industry that are 
likely to find the steady cash flows, global marketing footprints and 
technical savvy of Telesat to be attractive. 
 
In addition to having the means, Echostar, Eutelsat and others also 
have the motivation to pull off a Telesat acquisition. Both of these 
regional players need a global footprint that Telesat helps to 
provide, especially for Eutelsat with which it has little overlap. And, 
Echostar needs additional scale and access to Loral’s selling 
apparatus. 
 
Perhaps most importantly, in the Speech from the Throne delivered 
on March 3rd, Canada’s Conservative government raised 
expectations by revealing the federal government's intention to 
"open Canada's doors further to venture capital and to foreign 
investment in key sectors, including the satellite and 
telecommunications industries, giving Canadian firms access to the 
funds and expertise they need." They could as easily have said 
“giving American hedge funds access to more potential exits, 
especially to strategic investors like Eutelsat and Echostar”. The 
exact timing and nature of this access remains to be demonstrated, 
however, and governments do change their minds or fail to act. 
 
So in conclusion, while we believe that SS/L’s IPO makes good 
sense in Palo Alto, we think the real drivers for the transaction lie in 
New York.  There are still a lot of moving parts, but the end game is 
becoming a bit more apparent. Is MHR really headed towards the 
exit? We don’t know.  What we do know is that, for the moment, the 
stars are lining up so that if they want to, the exit will be there. 
 
 
 
 

 
 

 

By John Stone 
Near Earth LLC 
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IMPORTANT DISCLOSURES AND INFORMATION ABOUT THE USE OF THIS 
DOCUMENT: 
 
Near Earth, LLC ("Near Earth") has published this report solely for informational 
purposes. The report is aimed at institutional investors and investment professionals, 
and satellite, media and telecom industry professionals. This report is not to be 
construed as a recommendation or solicitation to buy or sell securities. The report was 
written without regard for the investment objectives, financial situation, or particular 
needs of any specific recipient, and it should not be regarded by recipients as a 
substitute for the exercise of their own judgment. The content contained herein is based 
on information obtained from sources believed to be reliable, but is not guaranteed as 
being accurate, nor is it a complete statement or summary of any of the markets or 
developments mentioned.  
 
The authors of this report are employees of Near Earth, LLC, which is a member of 
FINRA. The opinions expressed in this report accurately reflect the personal views of the 
authors but do not necessarily reflect the opinions of Near Earth itself or its other 
officers, directors, or employees. 
 
The portions of this report produced by non-Near Earth employees are provided simply 
as an accommodation to readers. Near Earth is under no obligation to confirm the 
accuracy of statements written by others and reproduced within this report.  
 
Near Earth and/or its directors, officers and employees may have, or have had, interests 
in the securities or other investment opportunities related to the companies or industries 
discussed herein. Employees and/or directors of Near Earth may serve or have served 
as officers or directors of companies mentioned in the report. Near Earth does, and 
seeks to do, business with companies mentioned in this report. As a result, Near Earth 
may have conflicts of interest that could affect the objectivity of this report. 
 
This report is subject to change without notice and Near Earth assumes no responsibility 
to update or keep current the information contained herein. 
 
Near Earth accepts no liability whatsoever for any loss or damage of any kind arising out 
of the use of all or any part of this report. 
 
No part of this report may be reproduced or distributed in any manner, via the Internet or 
otherwise, without the specific written permission of Near Earth. Near Earth accepts no 
liability whatsoever for the actions of third parties in this respect. 
 


