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5 THE GLOBAL ECONOMY
traces a delicate trajectory
back on toa path to growth,
deaimakers are reporting a
Burge in interest in mergers
and acruisitions, The mid-
market i typically a fectile
source af deals, and the
bepinning of (his MEA cvele i8 no diferent, with
A TESATEEnCE in acquisitions already apparent,

In Lhie LTH Lasl yesr, FTSE 250 siocks
fell to buyers. B volams typical of the early stages
of an ME&A cycle. On average, aboui 17 TK
mid-cap stocks are taken over in the middle 1o
late stages of an M&A cycle, accarding to analysts
at Citl, the financial services group, suggesting
more sebivity bo come,

According to Dealogic, the daia provider,
pid market MEA as 8 pereentage of Lotal glohal
activity has reached 24 per cent, & level not sean
Rinoe M.

“Wea are seeing sigmificant M&A sctivity in
the mid-market area It 18 o fertie ground for
daals,” says Cyrus Kapadia, deputy head of UK
investment banking at Lazard. "Many corpacabis
have been through a period of difficult cost-
cutting and hawve been carefill about their use of
cash, but are now In & better posltion from an
WA finuncing perspective”

Global mid-market M, for deals of $100m-
§1bm, reached $5T8ha in 2000, & level of deal-
making not surpassed slnce 30607 and up from
§eh8bn in 2008, aceording to Dealogle. Nearly half
of that total has been reached already this year,
with E10.6bn of mid-marke! deals compleled by
iay 31. For deals of between $250m and §3bm,
global volames moached §7880bn st your, nocond
Ing to Mergermarked, the newa and dats company.

"Chiel executives ame incressingly looking
at what their competitors are dolng and whether
to be proactive on a particuler siteation,” adis
Mr Kapadia. “They want to make sure that any
deal will be peroeived as o success, A transaction
In the mid-market area may well be more appeal-
ing than & multibillion-dollar transformational
deal that wounld natorally be kigher risk in the
curment environment.”

A girong recovery in caplial markets has
sizpported the revival in dealmaking. As investors
search for viald in sn environment of kow Interest
rates, bond markets have boomed and opened to
a greater range of riskber, sealler barrowers.

"Buth debt and aqulty are availabis for deals
In the mid-market, althougls aceeas to capiial for
smallar companies = generally more volatile,™
eavs Tom Willett, chalrman of corporaie Bnanpe
for Europe, the Middle East and Africa at Royal
Bank of Scotland He adds that macrosconomic
uncertainty continmes io complicate denlmaking
even In the mid-marker.

The oil and gas, property and healthcare sec-
Lorg lsave Dessr Use bosiest Tor myld-mariet MEA
s0 far this year, with an 6% per cent increase in
activity In healtheare on Use same pariod el
wear, according to Dealogic, The US has ssn the
me.mwmmwﬂﬁ.

Howeavar, shareholders are not always
suppartive of MiA, and some bankers highlight
the uncertainty seme boards heme about petting
the necegaary support [or dealmaking,

"While the mid-market is gpnerally in resson-
able hnansial heslth, shapehalders in thes TE tend
to book to companies (0 manage efflcient belance
aleets and relurn any exceas cadh Lo share
holders” =ays Mr Willett. "US investiors ssem io
b better disposed towards M&A as an acceptable
use of surplus cash.”

The depsth of demand far high-visid bomds has
heipad finance a resurgence in leveraged buy-outs
h;rdmﬂpmjumhpmwbeuq_m which has
boosted BM&A wolumes. In the firss querter of 2011,
junk bond Esnance has continmed apace, with
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Deal volumes on the rise in the mid-market

Significant recent mergers and acquisitions activity is supported by a recovery in capital markets, writes Anousha Sakoui

glohal Esuance up 28 per cent at S103hn0. & record
start to the vaar.

ANHERS AND INVESTORS 5AY A
Lnrye soupes of deal sctivity has been
compankes backed by private equity, In
the firsl guorter of 3011, private equity
buy-puts were up 71 par cent from the
same period lust year, accounting for a higher pro-
portion of M&A sctivity, reports et

"We have done £170m [E2THm] in the year (o
date in six new deals, which is in Hoe with our
strategy of nvesting through the cycle, and what
we would do in an average year," sava Darryl
Eales, chief executive of LDC, the UK mid-market
private equity house that = part of Lioyds
Banking Group. “0ur plan is to do SH0m-2358m
in 2011, I'm comfident we will do that bacanse the
ripeline §s strong. In o typical year, we would do
£25Mm- to £300m-worth of deals.”

But competition for assets is fntensifying. “We
have been trying to orlglnate more deals oar-
selves as o way of dealing with this more com-
pertitive sowlronment, and our reglonal network
is a1 great strength bere,™ adds Mr Eales, “Trwde

‘Many corporates have been
through a period of cost-cutting
but are now in a better position’

buyere are back in the market very aggressively.”

Howewer, lending has not refumes te pro-crisis
levels, and dealmakers say activity has bem
limited by restrictions on the provision of fsano:
for MEA with amaller

'Furhwhunﬂﬂ:mqh}mtnminptdum
Intereet, tax, degreciation and amortsation] of
£20m [&36m | or mare, ¥oi1 can attruct a more
Istermatiomal group of lenders, but If sarnings ase
below that, then companles am restricted o &
narrgwer 224 of local lenders, That can make deals
more difficiilt o finance on attmmctivw terms,” sy
Nell MarDougall, managing partner at Silver{ieet
ﬂ.‘lp;l.tl] r.hpn'mhlqulhfm

all sharebolders are keen to sell owt af

I'.hnir companies yot, presenting opportunities for
new investors by provide caplial,

1100

Socrre: Deslogic
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“We have recently seen opportunities to invest
alongeide existing owners who don't want to sell
their companies bot want capital to fmvest,” says
Stephen Weltan, chisl executive of the Husiness
Growth Fumd, which has £2.50n to invest in UK
comparics. The fund was launched by banks lest
momnth in response o govermment pressure to lend
maore o small and medium sizel enterprises.

Mr Machougall zays Silverflest i ihe bosiest
it hias bonn for several yoars, “"France and the UK
contimae to be active for us, and Germany has
pichked up agnin 6 the prst few months," he sam.

Oppartunlties could be more attraciive in con-
tinental Exrope. "There is on avermge o defnite
gap betwesn the growih prospects of deals in the
UK and, say, Germany,"” save br MocDoogall.
“Wonkd vou find ii sasler to belisve the same
forecasts from a UK company or o similar German
company given the dfferenee o the strength of
thair domestic seonomies? You have to take into
acopunt the impact of redoctions in povernmant
cxpenditure and the lewels of pereonal spending,
which {n Germany are muoch [ess of an ssus.®

The rise in dealmaking is expocted to contimes
throwgh 2011 HPMG, the prafesslonal sarvicas

firm, predicts UK companies will have compara-
tively larger war chesis this vear, but bankers
note nervousness sl the economle outlook = &
borrier to deals, Earlier thid year, KPMG noted a
fall in forward price/samings ratios, which some
sie o8 an indloxtor of confidenee to do deals.

As the recovery in capiial markets strength-
efis and confidence about the econombo recovery

among corporate leaders, the shift could
b townrds bigger deals,

I April, the global M&a deal count was
3.8 per et Below the same period last year, bul
anmounced dollar vohume prew 21.4 per cend,
driven by an fncrease of more than $ per cent for
the mimber of deals vakheed above $500m, sccording
to W Baind, the mid-market investment hani,

In the giohal middls merket, the Nret lour
manths of the year sow a 7.8 por cont decoease in
the deal fotal and 241 per cent growth in dallar
vodume [n Aprtl, the monthly total of ransactions
dropped 228 per cant to 2085, the lowest sinpe
Augunt 308, However, reporiesd dollar volume
increassd 385 per cend to $1958hn. In the mid.
markst, tha tmaosaction total was down 215 par
cent, whereas doflar value climbed T8 par pent.
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Mid-caps hold value for advisers

Competition for mandates leads to increased pressure on fees, writes Anousha Sakoui

While the peak of the mergers
and scguisitions cyele may even-
trinlly bring the highly desired
mega-cap transsctions, b e
meantime advisers' bread-and-
batber bagimess resmalig in Uoe mid-markel

¥hile tha definition of “mid-market™ varies
Aty markel participans - rom commpanies
of £60m ($52m) {0 more than £ibn — i is petting
altenifon for the (ees these bosinesses oould
generate as they grow.

“[The] preference for most advisers §s to get
to kmow compeanies earbier in their Hfe oycles
rather than slmply Jumplng on the bandwagon &
momentum builds,” gays Matthew Jodge; direc-
tor of technology corporate fnance at Evalution
Securities, the investment bamk.

Jon Hughes, who bsads the transaction business
of Ern=t & Young, the professbonal zervices group,
in the UK, says in onder to win mandates in the
mid-market it is becoming increasingly importamt
to demmanatrate deeg sectar expertise.

“Ciost remains important to clients when
seking advisers, and thers are sdvisars oul there
that have had to boy work to kesp their people
haasy," says Mr Hughes. "But most buyers realise
that ‘cheap and cheerful” sn't the way to go, and
are instesd Iooking for an adviser to add valoe™

Spme hankars balieve advising mdd-caps versus
lwrge caps differs because in o smaller company
tha shareholder base is more concentrated and
munagement itself i often o material shornshalder.
Advisers point to the recent battle for Mouchel,
the busioess servioss group, as an iThastration
af the importance that 8 small nomber of ghare-
heobders can have for the cuteome of & deal.

UmHke larger companies thet often have
in-house MEA specinlisls, advisers say muny
mid-cap compamndes lack the necessary expertiss to
deal with the demands of being a public company.
“Neon-executive direcliors sirengthen the team
considerably, but advisers bring real carrent

of the mleg and reguiations, which
can be invaluable - they are perbaps much mare
integral to the process " says Mr Jodge.

The landscape, advisers say, {8 vory compesi
Bt the crisis has helped reduce the feld. “Thers
seoam 0 be fower plagrers — most advisory firms
have alimmed down,” saye Howard Laigh, senkoe
partonr at Cavendish Corporate Finamon,

Darryl Eales, chisl executive of LDC, the private
wquity fund that is part of Lloyds Banking Qrodp,
belleves the dominamnes of the big foor ascountaney
firme= has been reducmd.

“There ks a greater numbers of Independent boa-
tiques, which have bocome more proactive,” says
Mr Eales, who adifs that they are more focused
on dalivery of value from advisers. “In & typical
transaction, we glve advisess a base-level [ee of
1 par cent of the deal valae bt then give them an
apgressve mechanbom, which allows them o sarn
A higher fee if they help us exit above an agresd
level, This gives advisers a strong incentive Lo
deliver above the price we are expecting.”

However, M&A volumes remain low and
bankers say compeition has been incressing from
{hee larper invesimenl banks for basiness with
smaller compantes, “When markets and M&A are
diowe, twa Bew enlranls come into the mdddle
market advisory commumnity; the investment banks
lower thedr bar o arder Lo grab revenue, and o new
wave of boutiques [often set up by bankers sealing
new challenges in the downburn] also joins the
fray," says David McCorquodale, corporate fimance
partner at KPMG, the professional sesvices group.

He pdds: “As markess pick ap, the invessment
baniks chase the langer fish and only the very
best bontigques survive. Clients usnally demand
lorg-term relationships and want to know that

The race Is on:
modium-sized
comparnies coibd
genorate substrantial
foes as they grow

ithetr advisers will be there with them through
thick and thin.*™

Bome of the new bouthques recently set wp
inchade Smith Square Partners and Qatalyst.

HE RESULT. SAY ADVISERS, 15
increased pressine on fees “Corpo-
rate cllents' readiness to pay feas will
deparnd on the quality of advice and
service they receive,” says Exienna
Battard, head of corporide Asince et Mumis,
the UK broker. “Corporaies are giving greater
credence to trusted relationahips; they are
salective about the deals they wish to pursns and
want high-quality advioe to ecnsure sharchaolder
support. ‘Ihis requires an adviser with & slrong
knowledge and understanding of the company
and it strategy, a8 well as of the mid-markeat
inséitutional investor base,™
But thepe are siill pood reasons for advisers
o wank to essist mid-cap companies, desplbe

‘Advisers bring real knowledge
of the rules and regulations,
which can be invaluable’

Falling fees. “Mid-cap companies are more Hkely
to be doing deals of relatively significant scale
[relative to their marked capiialkestion] and thus
require external debt or equity funding - whara
the ability to eurn fees grows,” says Davild Currie,
hiesd of investment hanking at Investae,

“There is ome presure on fees, but the
sapmant has other rewards from an edviser’s
maint af view - the nature of the relationehin
with top managemsnt, and the greater traction
of the advice ftsell,” says Dovid Clagen, executive
director at Clasen+Co, the boutique advisory
firm, “The: mid-market is more ready fo accept
aivisers without & balance sheet. Thiz makes
Tor a stronger relationship with the client, based
on quality of kdeas and advice rather than as an
adid-on o skinny loan marging from a reluctant
credit committes.”

Advisers say the refationships between mid-cap

and thalr advisers tend io be closer.

"Clients in the midmsrket tend to Jook for
8 relationahip-based approach with their corpo-
rate Anance and broker advizers, and will tum
to thosa trosted 1m am MlsA
transaction in view of their strong knowledge
of the company and the shareholder base,” says
Mr Bottard of Numis, YIn large-cap transactions,
MEA advisers can aften be brooght in cn a
transaction basis only,”
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Fearless.

fearless.

Mo two deals are the same. But all deals share a
common goak success, At Mishcon de Reya, our
attitude to deal-making has enabled our clients to
achieve that goal, How?

Mary of our dents are entrepreneurs, strong
personalities with opmions to match. Only by getting
to know them intimately, can we be fearless when
wit negotiate on their behalf,

Thes requires us 1o take the time to understand the
unigue challenges our clents face. And in doing so,
go beyond the simple faciltation of a deal, 1o
crealing transactions. indeed, becoming part of

the deal-makang tearm.

While most deaks are different. almost all are
complex 50 we avoid set processes, opting instead
for bespoke responses 10 our clienls unigue ssues,

We have two strategies

for making deals happen.

And extremely

Within all this, we are sticklers for detail, VWe pride
oursalves on unearthing issues before our client
commits 1o 2 deal, and we flke to predict arvy that
iy arise later

Deals in our Corporate Department range from
£20 million to £3 billion, for both entrepreneurial
and institutional clients. Yet no matter which of
these worids our clients come from, they benefit
from the same fearless drive we have to help them
at critical times of both change and growth,

If you would like to know more about how
our Corporate Department can help you, go 1o
mishcon.com/fteorporate

its business. But its personal
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Opening up the mid-market

A rising number of investors are keen to buy into medium-sized companies. By Daniel Schdfer

GLITY CAPITAL FOR SMALL
and medluz-sized enlerpeises
hias long stood in the shadoer
af e (kashy leveraged boy

out world, where inmvestors
scrambled bn U run-up o U
financial crisis to get Acoess (o
the largeal private equity funds,

Bt thoss days are over. Imvestors have turmed
ihe apotllght an SMEs and slarted o pour money
into this segment of the equity investment world.

In & recent global private equity survey by
Bain & Co, the consultancy, the nomber of pen-
aion fonds, spdowmendts, Tonds of fonds and other
institutional investors that said they would went
1o invest n smmall and mid-market bay-out grops
more than doubled from 52 per cent to 85 per
cent between mid-300E and mid-20i0. “[Investors]
have shied away from the large and mege-buy-pnt
funds and arme concentrating mstend on oiddle-
market funds," wrote the report's authors.

This was a lngical consequence of the fnamcial
crizis, which all bat shut off the possthility of larga
bais-out Funds pursning the mulbilion-dollar
deals they had dome in the past, and tumed some
al the biggest takeovers in the industry sour.

With large buy-out funds no ongper domineting
hee hemdlines, smaller deuimokers entemd the fray.
For example, Germany's largest private squity
takeover in I008 was that of Kalle, o sausage-gkin
manufacturer, by Sillvertieet, the mid-market
specinlist from the UK. Onby halfl the £212 6m
{E306.8m) deal was fAnanced through bank debs

Bast in spite of recend Envestor hype arcuand
SME invesiments, growih capital invesiors say
their indisstry has always bod 8 seady and
unspectacnlar Bow of deals. “There i=, and alwaye
haas been, o rich vedn of opportunitics for people
1ike ng who want to invest in growth companies,”
saye Robort Easton, monaging director and co-head
of Carlyle BEurope Technolpgy Partners.

Carlyle’s secaond Burope Technology Partners
fond, ralged in 2008 with £530m, invests between
0m mnd Elm. 10 smill and mid-cap buy-otts and
expanalon capdtal. The fund frvests S100m-E150m
gach year in o handful of tnkeovers or minority
glabes This year, {1 has already invested €100m in
thren: companies, and Mr Easton says he woulld be
defighied of he conbd do ane or two more deals.

Private equity managers such as Mr Easton
maintain 1t 18 8 meth that companieg with spund
basiness models ame srapggling o find squity,

*Twelve bo 18 manths ago, companies wers
naot able to find defrt but they were always able to
atiract equity. So the cradil crigis has oot affected

‘l do not have any evidence that
established companies have
difficulties in finding capital’

what we do as much,” be says. “There ape compa-
micy that do nol get fundixd & they are simply not
attractive, but that has alwaye been the case ™

Bill Crossan, maniging partner at Growth
Capital Partners, 8 UK fond that invests fn smsll
caompanies worth between £5m (88m) and £50m,
saye: “Start-ups mipht semetimes strugele 1o
fimed capital, but | do not have any evidence that
eziablished companies have guch diffsenliies.”

In the UK, their arguments go somowhaoi
against & governmeni-iripgerad revlew that
2005 wtentifiend & “market failure” in the provision
of growih capltal to SME=. The Rowlands
report - which wag led by Chris Bowlands,
former chalrman of A1, the private eguity group,
in Asia - identified an equity gap for growing
UE ocompanies with a vearly turnover of C10m-
E100m and for squity chegqises of Sim-£i0m, It
extimated thers wers 2500012 000 prowing or =

PHOTOE GETTY, THE MiLL

l!

| ‘The Business Growth Fund is

— a political accident of the

financial crisis’

¥ restructuring UK businesses that might need
an injection of growih capltal

These ndings led to the creation by five banks
af the £2.6bn Business Growth Fund, which alms
in taka stakes of the sies identified as a markes gap
in the repart. However, privats equbty managers
say it will lesd to further competition in a sector
that iz already Aereely competitive

“The fimal i= a political accident of the Anamncial
erigks. 1L ig esgenfially and vide grabblng, "
BAYE OrM private equity executive, “My fear is that

in reality their chegues will be bigger and they will
ened wp in the private eqoity segment with deals
belwsen ElCem &l L30m.™

Some industry insiders say the fund comes at
& timne when already Oesco caompetition for deals
risks triggering an overhaaiing of prices. Several

funds that were raised n 3005 and 2006 are coming
i0 the end of their iovestmeni pericd but heve only
deployed 5060 per cent af thelr capélal

*Thems are plenty of people aroand with exactiy
il game problem” saye ane Indusicy executive,
“In a mamber of arctions there might be an irratio-
mal plagper - pave wiso will overpay for exaclly {he
wrong reason, which is the nesd to deploy capital.™

Bt overall, the mid-markel for deals is sesn
to be heatthy, not least becawss the easy days of
obilaindng debt have aol yel come back in this
segmant of the market.

"Iy Upe mid-markel desls we have seen whils il
is true that leverape multiples have baen creeping
up ani debl is eagier to come by, the process & stiil
expensive and, critically, Hme-conenming," =sys
Mick Hazell, & partner in the private equity team at
Taylor Wessing, the law flrme

He adds that with good deals being Gereely
fousght owver, private equity Investors are aften
temypied to fund the entire value of a takeover with
aquity, &t keast initially, to be sure of success,

dAcconting to Mr Exstan, what the credit erunch
has changed is that privete equity investors can
riely peither on gimply selling thelr Investments
at higher prices nor an tha leversge affect. “Thare
s definitely more sschar focos and an even larger
focie= on adding value to the company. Heving a
muncise plan fior the company ot the ottsed, pnd
then executing that plan, has becoms much more
impartanst,” he suvs,

Due diligence leads to a heavenly match in the search for investment

HEN ROBIN SHEWNFIELD, CHIEF

execitive and founder of The MIEL

decidad he nesded tutsiide cpital to
fund a further peographle and product expansion
of the London-based visualsffects company he
Fomdesd 21 vesars apn, he fefl nothing (o chamda,

The: antreprensur spent days on the phone to
check out the track recond of Carlyle Group, the
U8 private equity company he sventually brought
In &8 & growth capital Investor.

“1 mada about B dozen refarence calls o
chksl sxpentives and Nhanss divectors ol thea
companies they [Carlyle] invested in to under-
sland bow they worked and what their diferentis
tion factor was.” Mr Shenfield recalls.

He also wanled Lo make sure Lhe growp woold
stand by fts commdiment even if something =ent
wronp T wonld fees) Father odd 0 fsee a lol of
questiong in the due-dilipence process from am
inveslar and nol repay the eampliment ™ he aays,

His thorough spproach zeems to have paid off
Carlyvie sirgck the deal Lo lake over The Mill in
February 3007, Simee then, it has almost doubled
revemLed 10 £7dm (§120m), increased (e number
of staff from 230 o0 525, and menagped (o keep

up its profit mangin of mare than 20 per cent

the recession.
It dld &0 through a combination of rapld expan. | Cresthe busieess:
slon in the US, broadening itz prodoct portfolio The Mill did post-
by gobog knto digital advertising and video games, | production work
and cos=t and Sob cuts when the erisis hit in 2008 on this yaar's Axe/
"W managed to keep oor feet an the Ooor Lynx ‘Amgeils Wil Fall'
during the crisis, bullding up competence in advertising campaign

digital advertiving and expanding oar footpeint in
the U8,” says Mr Shenfiald.

Hie says Carlyle was a good aparcing pariner
from the outset, “They have umderstood our
enthusizem about the TS, Some managers ane
guite wary about whether UK businesses can
succeed in the TS, but Carlybe believed in ™

Carlyle also pushad management to do things
differently. “When they mame in, they asked us

very challenging questions, such as: ‘Are we
maving into digital advertising fast enough™ In
2007, we wers not dolng any of that, and now i is
guite & lot," says Mr Shenfiold,

Bui can a refurme-driven fnancial investor and
i creptive visunl-effects company that produces

udveriising content for consumair brands be o
good match culturally?

Ther entreprenecr, who still owns & stake in
the group, i adamant that in spite of some cul-
turad differenoes, the chemistry has been right,
and there s 8 common goal: success.

"The ey is to not lot fnancial awnd opem
tional discipline distract vou from vour core
product develogment,” be says,

The Ml wsed Carlyie's global network to
expand rupidly through new offices in Los
Angebes and Singapore, and broadened strate-
gic partnecships with adwvertising agencies and
brand owners, which inchsled some of the pri-
vatre equity group's other portiolio componics

This worked so well that when Carlyle
prepared far a sale, Mr Shenfield was happy to
Accepd anaiher private equity owner. In April
this year, Barclays Privaie Boqudty, the UK
buy-cut group, bought The MELN for £10190m.
Daniel Schifer
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Turning on the taps

There is an abundance of funding available for mid-caps, writes Robin Wigglesworth

ANHERS AND INVESTOHRS

mid-cap companies.

Subdued central bank interest rates and
guemntitative easing in the S amd Europa have
created a worklwide “need for yleld” as pension
funds, insurers and other bond investors seak
higher - or safer - peturns than are available from
government bonds in these coantries.

Alang with emerging markeis, mid-abesd com.
panies heve been the significant beneficiaries as
iowvestors move down the oredit curve and lend o
smaller and riskier, but batter-paying, businesses
= many of whith are tapping the pubiic debt
markats for the first time.

"Dt caplial markets are boaoming,™ says Vis
Raghavan, hesd of intermational capital markets at
JPMorgan, the investment Tank. “We haven't seen
liguidity ke thi= for 8 bong time, and 1t's across
the spectrum. The driver i o qguest for vield,"”

Honid markets have often been the preserve
ol nrger corporute names, while smaller
campanies, particularly in Europe, have tradi-
tionally relind an loen] banks for the bulk af
thelr external fimancing. However, the wounds
inflicted on many lenders by the fnancial crists
— eoupled with ongoing umcertainty over repuls-
tory changes - have made hank borrowing more

difficult, spurring many small and mediim-sieed
enterprises to the bond market.

For example, [iad, o Fronch telecommiinica-
tlons company, ln May tapped the bond markets
for the first time, seliing a five-year €600m ($728m)
bond that esrried 8 modeat 4875 par cont eopan
despiie the lack of a credit rating.

“Tt's part of & secutar trend in Eorope, which
is becoming more like the U8, where bonds play a
blgger robe in company funding,” says Jean-Mare

Mid-sized companies are
now tapping public debt
markets for the first time

‘There's just so much liquidity,

you wouldn’t believe there are

still lingering economic concerns

Mercier, global head of debt syndicate at HEBC,
the banking group.

Investors have glso become more smenahla to
smaller hond sales. Bankers now frequantly sees
deals of £200m (3164m) from new {ssuers, according
to Mr Raghavan

*The quest for vield means that most daaks can
b dbaime =t the right price. There's just ao much
Iuidicy, you wonldn't befieve there are still
lingiering ecanmnic concerns,” ha says.

While smaller companies are often consldered
riskier, investors have been hearbened by a drop
in the overall global corporate default rate. So far,
anly 15 companies have defoulied this vear, down
from & tofal of B2 last year and & record high of
S in H0S, according to Standard & Poor's, the
credit rating sgency.

5 A RESULT, COMPANIES IN THE
US and Canada have seid more than
g114hn of non-investment prade (also
called high-viekd or junk) bonds o0
far this year. This ks & 44 par cent
increase over the same pertod in 2010, according
1o Dealogie, the data provider. Europaan
companias have sold mom than §5bn of high-
vield bonds this year, almost a doubling of the
volume from the sama period lnst year,
Mon-lnvestment-grade companies aeross Lhe
workl, mamy of which are SMEs, have sold mome
than Eidhn af bonds this vear, accoriing o
Deabngic. Tiespite somp mecent fitiers, the market
leokis gel fo Beal last years recond al $180.8kn

%
:
i

S, altleough the valime of high-yieid
tssuance has increased, bankers say what was
widely touted a8 a potential selsmie ahift of
smaller, private companies eschewing banks for
bosuds liaa diggppoinied somawhat.

“The bank-to-bor revolution hesn't materi-
mlised Lo Uhe exlenl (hal some people envisaged ™
sayE Jomathan Brown, head of bond syndicete
Europe ab Barclays Capital, the nvestimenl hank
“We've seon mome now companies come to the
prarlest bal 1's handly been 8 revalution, and
European banks seem now o have 8 renawed

appetile Lo lend apain,”

NDEED, WIILE LENDERS N S0ME
countries have continued to remain canrtiows
- mst nodably in the UK, whers net lending
to compantas hes dipped, according to
Capital Economics, the consulancy - thera
are zigns thet banks are bacoming maore active.

In Burope, private sector lending growth
inizhed up to L6 per cant in April, and syndicated
Haank are up - at £45ha ko fur this year - hy
11 per cent compored with the same perlod in
0, eeconding to Dealogic. Tn the 118, the valumse
of symdicated loans has almost doubled, to 8842bm,
compired with the same period list year,

While symdicated loans are usually the
preserve of lange companies, the inaremse is an
indieation of lmproving lhguldiy in banks.

“After o move towards bonds in the midst of
ihe financial erizda, the bank markei is becoming
mare aotive agin for ooy of these compunies,”
sayy Tomas Londguist. head of European corporsate
debt capital markets for Citigroup, the 115 banik.

Many companies are also turning io the
privaie plocement market, a discrete halbfaay
hrmsze hetween hanks and bond markels whers
investors - ofien pension funds and insupers -
channed funds divectly fnto onlisted snd onrated
companies through bespoke lending agreements,

/

B

The privaie placement markst s apague, a3 s
name indicates, but Barclays Capital estimates
ihat almaat 341t of deals were struck beiween
investors and companies st yoar, almost double
2008%a total and the klgheat gince 003 The sizeg
of deals range from &50m to §1bn, bt typical
faciiitles are about S200m.

*It's now oon of the most booyant times for

we"ve geen for a whils,” says Angms
Whalchal, director in the private capital markests
teaw &l Barclays Capital,

115 companies have been the dominmmt
borrowars and lendses an e pelvate placeemnsnt
markst, et some Exropean insamre are hecoming
more artive. European companies made up much
of the §18bm of nanUS borrowings lest yoar,

Mr Whelchel says many of these Europeasn
companies have been toking advantage of the
“very aggressive’ pricing in (he private placement
market, which is demominated in US dollars, by
tﬂﬂppiu;lheprmdilummﬂumﬂeum

The Schuldscheindorishen market, & German
verslon of the U8 priviete placement markei,
dropped sharply lnet year as many German and
Austrian mid-sized companies urned Lo the bond
market, but HSBC expocts the market to stabilisa
al about €5hn Lhis vear.

Yt for all the debt market's current vim,
banloers and economlls sy mid-sised compioies
remain reluctant borrowers, given the haliing
global recovery. While Anancing may be readily

|
'l Companies are turning to the
p private placement market -
. ( between banks and bond markets

It is a turbulent tlme to gcg public

Price disagreements and volatility are to blame. B}arﬁm H"Eggffﬂﬂﬂf&h

HE VIBRANT INTEEMNATIONAL

corporate homd markets stand in sharp

contrast to the furbalent sqoity
marketz. It has made for 8 mized year for
initial public oHerings

Cm the one kand, global [P0 scthvity has
remuined relatively steady overall, with mars
than 500 companies raising in excess of &Ghn
by the end of May, a gain af 8 per cent com-
pared with the same pariod last year, according
i Dealogic, the dota provider. U5 exchanges
have benefited from a rash of listings by pri- §
vate equity-owned companies, while Asin
bags continued to churn out well-recalved

Howervier, bankers havie besen 16 u bit
frustrated. Hopes of an increasingly sharp
PO resurgence: - fuelled by a strong end o the
year in 2010, when a fotal of $281bn wes raksed,
the most gince 3007 - have been dasbed,

“Al the siart of the year there were high
intpectations oll rownd, but B hasn't really
turned out the way we hoped,” savs Adsm
Welham, head of Eyiropean equitics symdicaie
at Barclavs Capiial, the investment bank.

Therre have been several 1POS of lnrge or
well-known companies this wear, such as the
#$11kn London Hsting of Glencors, the com-
meditias trader, and Linkedin, the business

A
i |
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nelworking website, which soared when it Gret
staried trading. Howover, mid-sised amd more
obseure compantes have had & hander fimes,

“IPOs by small and mid-=ized companies have
an e whole been pretiy challenging” days
anpther senior banker, “Deals are geiting dome,
but nod &8 many as we'd hoped.”

Bamileers attribute the dizgppointing [P0 mar-
ket to a combinatian of stock markst volatility
amil the unrealistic pricing of meny companies,

The Vix ndex, which measures the implisd
volatility in the S&F 500 and &= often knowm B2
Wil Biresd’s “fear gauge”, currenily hovers near
pre-finaneisl-cricis levels, However, investiors have
atill been perturhed by unexpected events such ag
the earthquake in Japamn, the wave of unress in tha
Middle Easl and Evrope's sovereim debt crists.

The senior banker argues: “You can do [POs
when markels pre fging, you een do TPOs whan
markets are (alfing, but they becoms very hard
when markets are a8 valotibe as they are oow.”

Investor uneartainiy has been compounded by
disagreamenis an pricing. Small and mid-sized
enterprises ane often owned by antrepreneurs,
fumilies or other investors wnwilling to accept any
price, whils investors hawe proved loath to risk
even a short-term decline in their investments -
learding to a stand-off. Kusslan Hallcopters had o
postpone iis $500m joint London and Moscody list.
Ing afier investors did not secept the touted price

Mr Weltham says: “Investors ane 351 happy to
look ot anyihing as long a8 they underatand the
story mnad e the valuation. Buf that's the rab -
there have been guite a few companies that,
in hindsight, may have chosen to do things
slightly differently.”
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The cloud has a silver lining

Remote access computing has helped boost the recovery in tech-sector mergers and acquisitions, By Pawd Taylor

HE U3 TRCHNOLOGY

are already tnlicing of & bubhie,

During the first five monthe of the year,
dealmakers annoumosd 851 transactions with U5
technology companies as the target, iogether
valued at $54.7hn, according to Dealogio, the dais
provider. Another 108 deals targeting US-based
telecoms companles todalled .

M&A spending in the U5 technology sector is
runnkg ot ity fastest poce for four years, In the
same period lsst year, deals targeting technology
compankes in the coundry came to $52 6ba, with
telecoms companies adding 527,00,

In part, the Agures reflect the retum of the
“big daal”, For example, Microsoft committad
Lo ey §8.5hn Tast month for Skype, the lnter
net talephone company. In tha U5 telecoms
sector, AT&T s proposed §3%hn bid for Deutsche
Telalom's T-Maobile USA unkt - the higgest
telecoms denl since 206 ~ was announced in
March and {5 now suhject to scrutiny by reguls-
fors. There have also been 21 other deals in the
telecoms and technology sectors vaheed &t more
than §ibn sa fur this venr.

However, 85 the number of deals of k= than
§1bn trucked by Dealopgic in the fml fve months
of this year indicates, the reboumnd in MEA activity
is brond-based and includes o growing nusmbaor of
mid-market participants. Thers wors 548 ransac-
tions of less than $1bn invalving o technology
commpany &s the targed, sequirer or divestor (a tech-
nology company was the target in $62, nocording
o Dealogic. Among the more interesting deals,
SuccessFactoms, the nsman resources soffware
Eroup, agread to pay $2680m for privately owned
Plateain Systems, a provider of web-based softvmm
tooks for hosiness,

The technology practice of Emst & Youns,
the professional services group, atiributes the
upium to the increasing interest in cloud com-
puting (the nse of technology to sccess remate
computing power and data over the internat),
software a8 a serviee (Saa%). socinl nptworking,
maubile communications and information security,

E&Y's guarterly global technnlogy MiA
updain for the frst quarter of 2011 noted that
thess factors encouraged companbes to canduet
“a largur number of smaller, strategizally focused
deals in the first guarter, continulng a tread that
began |ast year”,

“These trends speik ta the rapld pace of change
driven by the cload, socis] networking and smart
mahiiity, and the ways ln which wehnalogy i
becoming an increasing part of everyday life — not
Jusl pomelhing we do while al work,™ says Jos
Stegar, global technology transaction adwisory
services leader gl EEY.

“in tha business side, the trends reflect that
information & beoming a brger component of
ihe vahee of all products and services,” he adds,
Indend, BEY eslimates thal nan lechnolopy oom.
panies accounied for 15 per cent of the querter’s
Lotal value in disclosed value deals, demonstrabing
that infermetion technology is biurring nto other
indiistries mone and more.

In the 118, s elsewhere, companies continmwed to
meake multiple amall soquisitions and weave them
togesher to address strategic usiness initistves.

*This was evident, foe exnmple, amabg lerns

mitltiple SaaS companies,” says M Steger.
Further axamples of this pattern were software

and Saas providers purchasing sooial networking

companias fo add socip] functions to enterprise

agement software provider and a Saafd pioneer,
annaunced tn Maseh thal iE wenld pay $i6m for
Rardiang, a Conadian socinl medis monitoring
company, haviag recenlly oompletsd s $lm
purchase of [Hmdim, 8 web-conferemcing start-up.

“Oryerall, this patiern enables bayers Lo
maintain their compeditivenezs or extend ther
stralegies In the faoe of replil technalogy
evolving trends,” says Mr Steger. "However, glven
the rapid pace and competitive nature of these
deals it sbill desands rigorous deal valustion,
strosturing, due diligence and integration.”

Cloud computing was the driver behind deeens
of deals, inchading several of the largest. Telephone
nnd eable petwork operitons aoquied servios
companies with large data centres o build up thair
ahility to provide thess ssrvice, Amopg the moat
slgniflcant, Verizon Commumlcations pakd $1.4bn
For Terremark Wosldwide and Times Warner Cahle
paid $2Z30m for MaviSite.

In addition, two deals invalving acquistions
of storage sysiems suitable for wuse o cloud-
pomputing dota cenires mode the list of the gunes
ter's top 10 deals by dollar value Many smaller
wloud deals imvolved adding clmed-hased functions
to existing applications or ssrvices.

MONG TECHROLOGY COMPANIES

targuting the expanding market for

“big data” analytics, Hewlstt Pachard

agrend to pay about B6m for

Vertles Systema in Febrmary and
Teradata acquired Aster Data Systems for £2486m in
March. Thoss deals came nlne months after EMC,
the storage market leadar, paid an estimated $400m
for Greenplum, EMOC has also boosted |1 security
menngement capakilities by boying NotiWitness in
a deal balieved to be worth up o $5000m,

Tha top 1 deals also fncluded thros semioon-
detir deals that hrought together mpkers of chilps
for mobile phome technologies amd chip makers
that prodoes devices for WiF, Wiklax, Blustooth,
GPFS and other wireless communications technolo-
Eies. The langest was Qualcomm's §.2bn purchass
of Atheros Communications, tat there wure half a
kozen grmaller frangactions.

Among a siring of s-discovery (the moovery
of eleetronie data, often lar legal purposss) desls
Axonomy compioiod the $380m acgudsition of rom
Mountain's digital sssets earlier this month, while
Symaniec, the security software amd services
ket leader, aoquined Chearwell Sysiems.

The use of infernet and mobile video began
be soar In 2010 for enlertainment, oalness

nolegied, & video-encmting provider, Hﬂm.
In fact, video deals were spparent in every secior
during the fret quarber. Deals lnvalving chipa
for viden imege processing were domns in the semi-
conductor seetar, e viden transmiggion optimiss.
thon iechnofogies in the communications
aizlpment sector, and for vides-on-demand
parvices in the intarnet sactor.

F&Y argues that ihe momantum behind global
technology M&A growth sugeests & strong X111,
It also nobes thad technalogy companies have the
fuel they nesd to incresse spending In this area.

by thie end of the firsl quorter,

Bius sicas In

sight: mergers and
mequisitions spending
In tha US technology
sactor I running ot
s fastest pace for
four yaars

‘Information is becoming a
larger component of the value
of all products and services’

|
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Paul Watters Europe's favourable default enviranment is unlikely to last

oy

L
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o

UFIEIMG BY THE IMPRESSIVE
rebound in sarnings and cash fiow of
larger corparations in Europe, it is tempt
ing to s=sume credit quality &= only poing
ane way. Yet bensath the surface, the
leveraged-finance market remains burdenad by
legacy Bsues In the form of signifisant refinancing
risk. This 15 the result of the relaxation of credit
starlards from 2008 o 304, as landers’ fioolas
ghifted from the abilicy to repay debt from cash
T i the vberest-anly model. This wes Boed
on the false premize that lenders woaild always be
willing and abis to roll existing dehe over.

Last year, moat |arger European companies,
streamilned after tough cost savings, saw o sharp
incresse in aprmnings and fres cash flow desplis
often-mudest gales growth, Messures ineheding
record low inferest rates and guantitetive easing
sdahilised most European sconomies, Demand
from mewly industrialised conntries and emerging
markeds alse boosted exparts,

In 2000, Standard & Foor's saw only 28 Eoro-
pean speculativegrade commpanies (Thase wilh
puble long-term ratings or private credit esti-
mates of "ARA-" and Below) defanlt on €18.100
{§26.1bn) of debs. This was a gharp fall from
103 companies that defaulied on €624hn of debd
in 2008. A=z a result, the defanlt raie for such com-
panics, having praked at 14.7 per cont o tha thind
quarter of 2008, endod 2000 8t 3.8 per cent, back
below s longtorm average of 4 per cont

That meand tleat in the 200610 pertod (which
inchiies the meession), 246 per cont of the roughly
7ol sub-irvesiment grade, mostly private, oompa-
ndes that S&P tracks expericnced a defoult. How-
aver, several cvelical sectors, snch as high tech-
mology, wehickes, property, building mitoerials and
retall gaw cumniative defaulls pass 30 per cenl.

Can todays low level of defaults persist? In the
absemce of defanilt amd wiitles the abdlity
to servics interest continaes, it &s likely to stay

The willingness of banks to retain
retol
will remain constrained

relutivedy kow in the short term. But the bl
may not fall a5 far a5 some people expect, AS some
oompanies may seek to restructure sooner fmiher
than kater.

However, piven SEP's edtimote thot ahout
#4150 of debt neads to be refinanced between
Al pnd 3N, with nbout €100bn dae in both 3004
and 2015, it |5 doubtful that the defanlt cutionk
will b as benign in 3012

First, a number af sub-investment-grade
compinies could struggle to refinance maturing
debt. Thera are limited aptlona for injecting
additional eqoity and concem over the willing:
ness of banks, or the ability of instifutional inves-
tors, to refinanoe highly linsermged companbes,

From & debt parspective, the willlngness of
European banks to retain balance-shes| exposure
to large and mid-glzed leveraged corparates will
remain constmined in the longer term, due o
rising capltal charges, high wholesale funding
couts and scarcity of eapital, In Febroary, the

Ceniral Bank's survey of small and
medium-sized enterprises’ acoees to fimance in

Can today's low level
of defaults persist?
It is doubtful

the euro area showed banks wers generally
unwilling o provide loans, Terms and conditions
alzo worsened slightly.

The fessd Lo refinance bank loons bies driven
the resurgence of the European high-yiald market,
S0 far this year, 46 ssaers have Llipped the high-
yield bond merket for refinancing, of which st
lemst 21 Bove efinnneed bank debt amoanting to
£8.3bn, recent data show,

In the ahsenee of rehabiliation in the
collateralised loan obligation market, strociored
credil investors am oot expected to hove much
abillty 1o support refinancing.

HE SECOND HEASON WHY THE

defmialt outlook is unlikely to remain

favrourahle, 1a that mony comparbes

show wenk codit characteristics, OF

T companies that S&P monitora o
the Evnmpean leveraged-finance market, roughly
270 — mostly privately loan Ananesd - were
viawad as having very weak corporate credit
ptul.'lui:&nrhwr}a.tl:hamd.utmlﬂ Many of

thase companies, particularly smaller ones, am

unlibely o find & fdrancing solution. They will bs
sufipect to 0 mare eritical credit-appraisal process
when a trigger event arises,

There are three potential triggers for an early
siard by restructuring (even withonl 8 missed pay-
mont or hankrupioy filingl a broach s Bnancial
covenants Hpliten: a reguest for sdditlonsd debl
mmmmmmm&-
ar caplial nvestment; and
Arising A year or mnhmﬂﬂﬁltmn‘.whu

Haksing equily 1o repay debl would,
i most cases, be the fdeal solution, The initial
public ofering markel has been unreceplive (o
aggresstvaly financed, low-growth companies, but
trde aaled, such as (hal of Cognis, Use German
chemicals manulactorer, 1o BASFE, the world’s
lnrgeal chemicals groap, and secondary buy.ouls,
ench s the sale of Miviea Envases, the Spanish
car manufacturer, o Blackstone, the private
ity firm, remain potential solotions,

Extating sharshoiders investing additional
oqquity is more problematic, &s it is often difficult
to justify dolng so to redessm debt at par.

The upshot is that although the pear-erm
defnnlt outhook Is expected fo remaln good n 3011,
there iz likaly to be A pick-up In balsmes-shoat
restructurings sext year a5 highly leveraged,
vulnarable companies find sendor lenders nmedll-
Ing to carry legacy loan exposures for much longer
without a viehle plan to stahbdlise the capital struc-
fure. The dafault rate could return to the 5.5-7.5 per
cend range in 2012 and remain there in 2053

While the hangover from e 2006-08 lovernged-
finanes boom looks set to continue, landars might
cufsider the shift towards interest-only debt
servicing and ite implications for leverage over
thé couirse af the economic aycle.

The writer (s semior director and heoad of
corparaie resexreh af Sondard & Poor's, ihe

credil PTG cpeTey
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Entrepreneurs
ignore the status quo,
challenge the rules

and change the game.

We should know.

Entrepreneurs see things differently. They spot
opportunities others don. They look for new ways
of daing things. They take advantape of complacency

At Meshcon de Reya, we work with all kinds of
entrepreneurs. in all kinds of arganisations. And through
our knowledae of what drives them, we've developed
a number of proprietary tools designed to accelerate
theer plans.

Tulip®, for instance, is ‘a ploneening anti-counterfeiting
programme’ (the FT's words, not ours) that provides
bath robust protection against brand infringement and
a return on investment. MISHCON PROTECT™ assists
clients in obtaining funding for their own litigation fees,
and nsures them against the risk of having to pay costs
il unsuccessful

Owir comimatment to halping entrepreneurs doesn't stop
there. Recently we co-authored The Entrepreneurship
Report with the London Chamber of Commerce.

The objective: 1o give entrepreneurs a voece and
& platform from which 1o galvanise the Government
into mmpreving the business ervironment.

It's these intiatives that hawe made Mishcon de Reya
the legal firm of choice for Smarta com. the new
online business resource set up for entrepreneurs

by entrepreneurs,

S0 whather you have a fledghng category-changng
iea or a fully-blown business plan, you should call us,
At the very least, youll pet encourapement from a
kindned spiri.

For more about how we can help entrepreneurs
g0 1o mshconcom/fientreprensurs

Misheon de Rey:

lt's business. But it's personal.

BLISMESS DISPUTE RESSLUTION REAL ESTATE MISHCON PRIMATE™

VAARWMISHIC QM CEM




