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Executive summary

This research study seeks to investigate two separate but
related areas. Masters of the Deal: Part 1, whose findings are
described in a report released in November 2014, identifies

the relationships between shareholder value creation and the
merger and acquisition (M&A) activity of an extremely large
global sample of publicly listed companies over the past 20
years. Masters of the Deal: Part 2, whose findings are described
in this report, examines the M&A strategies of an elite group of
corporate outperformers — companies that have demonstrated
sustained, above-average shareholder value creation from
M&A (referred to in this report as “Excellent Corporate Portfolio
Managers” or ECPMs) — to determine if the M&A strategies

of the ECPMs share common attributes that are statistically
significantly different from the M&A strategies of other firms, and
to identify those common attributes. 1,469 firms are identified
as ECPMs out of a total of over 25,000 firms in the entire study
- the ECPMs thus comprise less than 6% of the sample, making
them a truly unique group.

In conjunction with this research, interviews with 30 C-level
and senior executives working for ECPMs were conducted by
Remark. These professionals offer their expertise and provide
context to the findings.

Key findings of Masters of the Deal: Part 2 include the following:

Excellent Corporate Portfolio Managers have bolder
M&A strategies, with greater execution risk

ECPMs engage in a higher proportion of riskier deals, such as
cross-border and hostile acquisitions, than other firms. Cross-
border deals account for 38% of the value of all acquisitions
by ECPMs compared to 28% of the value of all acquisitions by
other firms. ECPMs make 4x as much hostile acquisitions as
other firms, with hostile takeovers accounting for 0.8% of the
value of all acquisitions by ECPMs compared to 0.2% of the
value of all acquisitions by other firms.

Excellent Corporate Portfolio Managers achieve
faster deal completion

ECPMs have a lower proportion of deals that are slow to
complete than other firms. 33% of the value of all acquisitions
and 33% of the value of all divestments by ECPMs are slow to
complete, whereas 34% of the value of all acquisitions and 39%
of the value of all divestments by other firms are slow to complete.
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Excellent Corporate Portfolio Managers have greater
engagement with financial sponsors and public companies

ECPMs engage in a higher proportion of deals where the
counterparty is a private equity firm or a public company, than
other firms. 7% of the value of all acquisitions and 12% of the
value of all divestments by ECPMs are with a financial sponsor,
compared to 5% of the value of all acquisitions and 9% of the
value of all divestments by other firms. 48% of the value of all
acquisitions and 50% of the value of all divestments by ECPMs
are with another public company, compared to 40% of the value
of all acquisitions and 47% of the value of all divestments by
other firms.

Excellent Corporate Portfolio Managers employ more all-cash
consideration for acquisitions

ECPMs have a higher proportion of acquisitions with all-
cash consideration than other firms. 38% of the value of all
acquisitions by ECPMs are all-cash, compared to 30% of
the value of all acquisitions by other firms.

Excellent Corporate Portfolio Managers undertake smaller
acquisitions, relative to their own size, than other firms

The study finds a significant difference in the relative size of
acquisitions made by ECPMs compared to other firms. The
average value of acquisitions by ECPMs is 0.18x their own
sales, whereas the average value of acquisitions by other firms
is 0.26x their own sales.

Excellent Corporate Portfolio Managers make a significantly
greater value of acquisitions than divestments, compared to
other firms

ECPMs make over three times as many acquisitions, by value,
than divestments: the average ratio of the value of acquisitions
to divestments by ECPMs is 3.4x, compared to 1.0x for other firms.

Excellent Corporate Portfolio Managers make significant
adjustments to their M&A strategies to take account of market
conditions and take advantage of valuation opportunities

The study finds evidence that ECPMs are more willing

to engage in market timing, compared to other firms, by
significantly reducing the value of acquisitions relative to
divestments during periods when M&A markets and valuation
levels are increasing strongly and may be overheating, and
significantly increasing the value of acquisitions relative to
divestments immediately following sharp market downturns.

© Intralinks 2015. All rights reserved.


https://www.intralinks.com/resources/publications/cass-research-report-masters-deal-part-1

Introduction and methodology

This study is unique in two ways. First, its size and scale, in
terms of the number of global companies and M&A transactions
that are analysed (25,000+ firms and 265,000+ deals), over a
very long-term time series (1994—2013: 20 years), make the
results robust and unlikely to be affected by sample bias — not
least because the size of the sample makes it much more
reflective of the total population of global companies than
previous studies. Second, unlike many previous research studies
that have attempted to investigate shareholder value creation
from M&A by assessing the impact of individual transactions
over relatively short time periods, we believe that this is the

first comprehensive study which combines emerging thinking

in M&A research of analysing the effect of M&A on companies’
performance in the context of their overall programme of M&A
activity over different time periods.

The sample of firms in this study comprises the entire global
dataset of publicly listed companies with a market capitalisation
of at least $10m, whose public equity was actively traded
between 1994 and 2013. The firms and their associated data
were obtained from Thomson Reuters Datastream®. The M&A
activity (both acquisitions and divestments) of these firms
during the study period was obtained from Thomson Reuters
SDC Platinum®, with a restriction on the minimum transaction
value of $1m (for US and UK targets only) and the maximum
percentage ownership by the acquirer before announcement of
49%. The raw performance of the firms is defined as their total
shareholder returns (share price performance plus dividends)
measured over rolling three-year periods beginning in 1994 until
2013 (for example, 1994-1996, 1995-1997, 1996-1998, and

so on). These raw figures are then adjusted by the equivalent
three-year total return index growth for the primary equity
market index of the firms’ listing location, and the resulting
statistic is then expressed as an annually compounded growth
rate per three-year period — thus generating a consistent way to
compare the performance of the firms on the basis of a market-
normalised annual percentage growth in total shareholder
return.

The firms are further classified according to their frequency of
MG&A activity within each three-year period and by their maturity,
based on the period of time since their first public listing. The
frequency of M&A activity for each period is defined as either
“inactive” (no deals announced in a three-year period), “active”
(one to two deals announced, and subsequently completed,

© Intralinks 2015. All rights reserved.

in a three-year period), “very active” (three to five deals
announced, and subsequently completed, in a three-year
period), or “extremely active” (six or more deals announced, and
subsequently completed, in a three-year period). The maturity of
a firm within each three-year period is defined as either “young”
(listed for a maximum of three years), “medium” (listed for more
than three but less than 10 years), or “mature” (listed for 10

or more years).

These classifications enable the performance of firms to be
analysed along the twin dimensions of M&A frequency
and firm maturity.

To qualify as an ECPM, a firm has to have a high level of M&A
activity - defined as announcing at least one new acquisition

or divestment in at least 75% of the periods for which the firm
is listed in the study. An ECPM also has to have an annual
normalised total shareholder return which is above the average
of its maturity peer group in more than 50% of all the periods
for which the company is listed in the study.

Chart 1 shows the average annual normalised total shareholder
returns of ECPMs compared to other M&A-active firms for the
periods covered by the study. The average annual normalised
total shareholder return for ECPMs for the entire period is 8.3%,
compared to -0.7% for other M&A-active firms.

Chart 1. Average annual normalised total shareholder return
of ECPMs vs. other firms
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Transaction strategies of Excellent Corporate

Portfolio Managers

The findings of the first part of this research study, which were
discussed in Masters of the Deal: Part 1, suggest that firms can
achieve superior total shareholder returns with an M&A portfolio
management programme which includes several acquisitions
per year on average, while simultaneously conducting a limited
number of divestments (one to two divestments every three

years) once they have been publicly listed for at least three years.

Given these findings, can we identify any common attributes of
the M&A strategies of consistently high-performing companies
that may be leading indicators of their outperformance, and to
what extent do these strategies differ from those of the majority
of firms that conduct M&A?

To answer this question, an elite group of M&A-active corporate
outperformers, referred to in this report as “Excellent Corporate
Portfolio Managers” or ECPMs, is defined based on their
frequency of M&A activity and their ability to consistently
outperform their maturity peer group in terms of shareholder
value creation (see Introduction and methodology, page 5). The
deals done by this high-performing group of firms are analysed
to identify key variables which are statistically significant when
compared to the group of non-ECPM firms (“others”), thus
enabling robust conclusions to be drawn regarding the common
factors that are associated with being an “excellent” corporate
portfolio manager firm.

Excellence requires risk

One key finding is that ECPMs have bolder M&A strategies,
with greater execution risk, than other firms. When looking at
total M&A activity (including both acquisitions and divestments)
ECPMs undertake a greater value of both cross-border and
hostile deals as a proportion of their total M&A activity than
other firms.

"‘M&A is now a well-exploited strategy. The
opportunities have therefore shrunk and
risk-free deals are unlikely to yield the desired
results.”
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Looking at these results in further detail, as Chart 2 shows,

the study finds that cross-border deals account for 37% of total
M&A activity by deal value for ECPMs, compared to 26% for
other firms. The results in relation to hostile deals are even more
pronounced, with hostile transactions accounting for 1% of total
deal-making by value for ECPMs — double the 0.5% seen

for other firms.

Chart 2. Statistically significant deal attributes of ECPMs vs.
others: acquisitions and divestments

70% [ Excellent Corporate

Portfolio Managers

©  60% [
_g B Others
> 50%
S 50% [
2 41% 4%
o
o 40% [ 37%
2 34%
€
8 30% [ 26%
g
S 20% [
o
2 10%
< 10% 7%
1% 0.5%
0% 1 ! L |
All-cash Buyer / Cross- Financial Hostile
seller border sponsor
public involvement

Taken together, these findings suggest that ECPMs are willing to
engage in a greater degree of risk taking in their M&A strategies,
which can lead to higher performance, rather than focusing

on the simplest deals that are easiest to achieve. The vice
president of corporate development at a UK engineering ECPM
agrees with this result: “M&A is now a well-exploited strategy.
The opportunities have therefore shrunk and risk-free deals are
unlikely to yield the desired results. In the current environment,
portfolio managers therefore have to take risks.”

As Chart 2 shows, ECPMs are also more engaged with
private equity firms and public companies when buying and
selling assets than other firms. 10% of the value of ECPMs’
acquisitions and divestments are with a private equity firm,
versus 7% of the value of other firms’ acquisitions and
divestments. 50% of the value of ECPMs’ acquisitions and
divestments are with another public firm versus 43% of the
value of other firms’ acquisitions and divestments.
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Keep all options open

Further insights into the deal characteristics of ECPMs can be
obtained by decomposing the previous analysis (which considers
total deal activity, including both acquisitions and divestments)
into separate analyses of acquisition and divestment activity.

As Chart 3 shows, when considering acquisition activity alone,
ECPMs engage in riskier deals, with a higher percentage of
cross-border and hostile acquisitions, than other firms.

The tendency for the best-performing firms to engage in cross-
border acquisitions is over a third higher than for other firms,
with cross-border acquisitions making up 38% of the value

of all acquisitions by ECPMs compared to 28% of the value

of all acquisitions by other firms. ECPMs also make 4x as
much hostile acquisitions as other firms, with hostile takeovers
accounting for 0.8% of the value of all acquisitions by ECPMs
compared to 0.2% of the value of all acquisitions by other firms.

The head of strategy at a Dutch engineering ECPM elaborates
on these results: “The M&A market is now very competitive and
there are fewer opportunities. This means that portfolio managers
have to think outside of the box and become innovative. They
need to look at a diverse range of opportunities to achieve the
best outcomes, even if this means taking higher risks.”

“More risks will mean more scope for targets and those portfolio
managers who take such risks can better exploit the available
opportunities,” adds the chief strategy officer at a US

computer programming ECPM.

Chart 3. Statistically significant deal attributes of ECPMs vs.
others: acquisitions
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As Chart 3 also shows, several additional factors are found to
be statistically significant - compared to other firms, ECPMs
acquire a greater percentage of their targets from private

equity firms (7% of the value of ECPMs’ acquisitions are from a
financial sponsor vs. 5% of the value of other firms’ acquisitions)
and are also more willing to offer all-cash as consideration than
other firms (38% of the value of ECPMs’ acquisitions involve
all-cash consideration vs. 30% of the value of other firms’
acquisitions).

Among the best-performing firms there is also evidence of better
execution, with ECPMs achieving faster deal completion than
other firms. Specifically, other firms are found to have a higher
percentage of deals with a slower time to completion (defined

as taking longer than the median time to completion for all
acquisitions in the sample) than ECPMs. 34% of the value of

all acquisitions by other firms are found to be slow to complete
versus 33% of the value of all acquisitions by ECPMs.

ECPMs are also more likely than other firms to acquire targets
from other public companies. 48% of the value of all acquisitions
by ECPMs are from a public company seller versus 40% for
other firms.

“Portfolio managers have to think outside of
the box and become innovative. They need

to look at a diverse range of opportunities to
achieve the best outcomes, even if this means
taking higher risks.”
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As Chart 4 shows, the study also finds that ECPMs undertake
acquisitions which are significantly smaller in comparison to
their own size than other firms. ECPMs have an average ratio of
the value of acquisitions to their own sales of 0.18x, compared
to an average ratio of the value of acquisitions to their own sales
of 0.26x for other firms. Thus, while the previously discussed
findings indicate that ECPMs are engaging in bolder, more

risky acquisition strategies, they appear to prefer to avoid large
transformational acquisitions, which could suffer from execution
or integration risk, and instead are more likely to be focused on
targeting more reasonably sized “strategic” acquisitions that fill
product, technology, or market gaps in their businesses.

Chart 4. Average acquisition value/sales of acquirer®
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This view is supported by the executive vice president of global

corporate development at a US professional services ECPM: “It
is critical to be confident in the initial selection itself. Our primary
selection criterion is how well the target will be able to meet the

strategic goals of our company.”
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The chief operating officer at a Chinese hotel and hospitality
ECPM explains how this works in practice at his company: “First,
we identify the reasons for making an acquisition and the specific
enhancements we are seeking to our strategic competencies.
Then our first stage of acquisition screening involves creating

a list of potential acquisition targets. During this stage, we

focus on whether the targets can be acquired or not and then
whether their strategic resources include the desired assets or
competencies we are seeking in our acquisition.”

Stay strategic

As shown in Chart 5, when considering divestment activity
alone the study finds that, compared to other firms, ECPMs sell
more to foreign buyers, with cross-border deals accounting for
35% of the value of all their divestments, compared to 26% of
the value of all divestments for other firms. Compared to other
firms, ECPMs also sell more to private equity buyers, with
financial sponsors on the buyside for 12% of the value of their
divestments compared to 9% for other firms. Compared to other
firms, ECPMs sell more to public companies, with public buyers
involved in 50% of their divestments by value, compared to 47%
for other firms. These results point to the ability of ECPMs to
exploit a wider range of strategic options when selling assets.

On the execution side, there is again evidence that, compared
to other firms, ECPMs get their deals over the line quicker, with
only 33% of their divestments by value classified as slow to
complete compared to 39% for other firms.

“Our primary selection criterion is how well
the target will be able to meet the strategic
goals of our company.”
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The attitude of ECPMs to divestments can be summarised

by the comments from a senior vice president of corporate
development at a US manufacturing ECPM: “Our primary
objective for divestments is to sell non-core assets and focus on
core competencies. In the current market, we will be looking to
divest an asset or part of a business that is not a part of the core
business and is not bringing any value to us.”

Chart 5. Statistically significant deal attributes of ECPMs vs.
others: divestments
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Get the timing right

The timing of the deals done by ECPMs also provides insights
into what separates the best-performing companies from the
rest. As shown in Charts 6 and 7, the study finds evidence that
ECPMs are more likely to adjust their acquisition and divestment
activity depending on the level of markets and other timing
factors than other firms.

For example, as shown in Chart 6, the study finds that

the relative proportion of all acquisitions accounted for by
ECPMs fell steadily to below 40% during the last M&A boom
of 2003-2007 (when asset prices became inflated) before
picking up sharply following the start of the global financial
crisis in 2007/2008 (when buyers were scarce and asset
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prices fell steeply). For divestments, the opposite is true, with
ECPMs increasing their share of the value of total announced
divestments during periods of rising markets, such as from
1993-2000 and again from 2003-2007.

The head of strategy at a Dutch engineering ECPM supports
these findings: “The level of competition is a critical factor when
it comes to M&A as it directly influences valuations. When
competition intensifies then valuations surge and at a point we
often decide that deals do not make sense.”

“When competition intensifies then
valuations surge and at a point we often
decide that deals do not make sense.”

“We always consider the market condition and a market that
has very high valuations is not good for buying,” adds the head

of mergers and acquisitions at an Italian rubber and plastic
products ECPM.
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Chart 6. Proportion of total acquisition and divestment deal value accounted for by ECPMs
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Although the relative proportion of total acquisition deal value of
ECPMs compared to other firms may decrease during market
peaks, as shown in Chart 7 these high-performing firms do
continue to acquire significantly more than they divest and they
also have a significantly higher acquisition value to divestment
value ratio than other firms. The chief financial officer at a UK
chemical manufacturing ECPM points out that strategy still
needs to be considered before price: “For us, it will depend on
the asset and its strategic importance to our company. If the
asset is very strategically important then market conditions

will not matter.”

“If the asset is very strategically important
then market conditions will not matter.”
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The importance that the best-performing firms place on the
relative value of acquisitions compared to divestments, and

on timing, can be seen by looking at the history of the ratio

of acquisition to divestment transaction value for ECPMs in
comparison to other firms, as shown in Chart 7. For ECPMs,

the study finds that the average value of this ratio is around 3.4
over the 20 year period, compared to an average value of 1.0 for
other firms, meaning that the best-performing firms are making
acquisitions worth over three times as much as their divestments.

As shown in Chart 7, for ECPMs this ratio falls rapidly during
the period leading up to the collapse of the internet/dotcom
bubble in 2000, to a low of 2.6, after which the ECPMs sharply
increase the value of their acquisitions relative to divestments
to a high of 4.0 until the middle of the M&A boom of 2003-2007,
after which the ratio falls again to a low of 2.8 at the start of

the global financial crisis in 2007/2008. By contrast, the ratio

of acquisitions to divestments of other firms increases over the
period 1997-2003 to a high of 1.6, before falling to 1.0 in the
period leading up to 2007.
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Chart 7. Acquisition to divestment ratio of ECPMs compared to other firms
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However, following the start of the global financial crisis in
2007/2008, in contrast to other firms, the ECPMs rapidly
increase the value of their acquisitions relative to divestments

- back to the last high of 4.0 seen in the period 2004-2006,
taking advantage of opportunities to make acquisitions during a
period of unprecedented market turmoil, falling asset prices and
a sharp fall in global M&A activity as buyers disappeared from
the market. These findings point to the increased willingness
and ability of ECPMs, especially over the last economic cycle,
to engage in market timing compared to other firms (reducing
the value of acquisitions relative to divestments during periods
when markets become overheated and increasing acquisitions
immediately following sharp market downturns).

“We never want to divest when the valuations
are weak and below our expectations.”

© Intralinks 2015. All rights reserved.

“Conditions such as valuations, demand, and stock performance
matter a lot. We never want to divest when valuations are weak
and below our expectations,” reveals the head of corporate
development at a US waste management ECPM.

“If a company is in dire need of cash to survive then regardless
of the valuations they will have to divest to raise cash. But it

is important to divest when market valuations are high,”
suggests the chief operating officer at a Chinese hotel and
hospitality ECPM.
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About Cass

An integral part of City University London, Sir John Cass Business School is among the
global elite of business schools that hold the gold standard of ‘triple-crown’ accreditation
from the Association to Advance Collegiate Schools of Business (AACSB), the
Association of MBAs (AMBA) and the European Quality Improvement System (EQUIS).
We are consistently ranked amongst the best business schools and programmes in the
world which, coupled with an established 40-year reputation for excellence in research
and business education, enables us to attract some of the best academics, students and
businesses worldwide into our exclusive Cass network.

Our educational portfolio runs from our Undergraduate programmes, ranked first in
London and fourth in the UK for Business (The Guardian University Guide 2014), right
through to the breakthrough research carried out by approximately 100 PhD students.
Cass is also the largest provider in Europe of specialist Masters courses, with 18
programmes ranging from Actuarial Science and Finance through to Real Estate and
Shipping. Our Finance faculty, the largest in Europe, produces research ranked 2nd in
Europe. The Actuarial faculty produces research into insurance and risk and is ranked
2nd in the world. The world’s largest independent study places Cass research 3rd in
Europe overall.

For further information, visit: www.cass.city.ac.uk

About Remark

Remark, the publishing, market research and events division of The Mergermarket
Group, offers a range of services that give clients the opportunity to enhance their
brand profile, and to develop new business opportunities. Remark publishes over 60
thought leadership reports and holds over 70 events across the globe each year which
enable its clients to demonstrate their expertise and underline their credentials in a
given market, sector or product.

Remark is part of The Mergermarket Group.

To find out more, please visit:
www.mergermarketgroup.com/events-publications
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About Intralinks

In 1996, Intralinks (NYSE: IL) pioneered the use of software-as-a-service solutions for
business collaboration and transformed the way companies work, initially for the debt
capital markets and M&A communities. Today, Intralinks empowers global companies
to share content and collaborate with business partners without losing control over
information. Through the Intralinks platform, companies, and third parties can securely
share and collaborate on even the most sensitive documents — while maintaining
compliance with policies that mitigate corporate and regulatory risk.

Intralinks Dealspace®

The market-leading deal management and virtual data room (VDR) solution supports

all parties involved throughout the M&A lifecycle: from deal preparation through to
marketing, due diligence, closing, and post-merger integration. Intralinks Dealspace
enables financial advisors, legal advisors, and corporate development officers to securely
collaborate and share confidential information while maintaining complete control over
content.

Global

Intralinks Dealspace enables you to connect with the largest network of M&A dealmakers
on the most widely used platform with over 3.1 million users. Intralinks Dealnexus® is

the world’s largest M&A professional social network, used by over 6,500 firms, including
private equity, financial advisory, corporates, and family offices, to originate and source
acquisition opportunities and potential buyers for divestments.

Mobile

The Intralinks Secure Mobile app for iPad® and iPhone® enables deal participants to
work on the move and keep deals on track. Upload and permission documents, send
alerts, manage the Q&A process, add users, and view graphical reports on document
access.

Fast

Intralinks Dealspace helps you close deals faster, with a global private internet, Intralinks
Designer™ for rapid VDR setup, native file support with no plug-ins, and Q&A workflow.
Users can open protected Microsoft Office® files in their native applications — essential

for viewing spreadsheet contents accurately, including tabs and cell formulae.

Visit artofthedeal.intralinks.com
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