
Dealmaking on hold for the moment

Investment bankers
advising on mergers
and acquisitions spent
much of this year deny-

ing the slowdown in deal
activity.

Up until the collapse of
Lehman Brothers in Septem-
ber, many bankers believed
that companies with strong
balance sheets would take
advantage of falls in the
share prices of their rivals to
snap up some bargains.

But when the US invest-
ment bank declared bank-
ruptcy, the mood among
chief executives was trans-
formed and conserving cash
took priority over using
money for acquisitions.

Tom Cooper, vice-chair-
man of investment banking
at UBS, says: “M&A activity
is closely linked to market
sentiment. In weak markets,
corporate boards worry
about the market reaction to
large deals.”

He adds: “This is com-
pounded today, as many
companies want to conserve
cash. Next year should see a
lot of recapitalisations, as
companies seek to replace
maturing debt with more
permanent capital.”

Certainly, trade buyers
have struggled to finance
their deals, as the cost of
borrowing increased mark-
edly during the third quar-
ter.

Électricité de France,
Europe’s largest power pro-
ducer, abandoned plans to

make a new €4bn offer for
Constellation of the US;
Waste Management with-
drew its $6.73bn offer for
Republic Services; and
PCCW halted the sale of a
stake in its HKT unit.

Richard Taylor, a manag-
ing director in Merrill
Lynch’s UK investment
banking, says: “The eco-
nomic environment is mak-
ing it difficult to forecast
trading conditions.

“It is not surprising that
this, coupled with the tough
financing markets, is
expected to lead to a signifi-
cant decline in M&A activ-
ity. However, there will be
sector winners, and the ben-
efits of consolidation will not
be lost, especially in an envi-
ronment of depressed valua-
tions.”

Concerns over short-term
refinancing rates, which
have become increasingly
expensive, have also caused
companies to be much more
cautious about M&A.

This was one of Xstrata’s
reasons for walking away
from an indicative £33-a-

share bid for Lonmin this
month.

Although Xstrata had
commitments from banks for
a $15bn loan to cover the
acquisition, a large portion
of this debt was offered in
the form of one-year facili-
ties, leaving Xstrata exposed
to refinancing risks.

“While debt financing con-
tinues to be available for

selected transactions, a
stretched debt market
alongside macroeconomic
uncertainty and high share
price volatility continue to
weigh negatively on activity
levels,” observes Wilhelm
Schulz, co-head of mergers
and acquisitions for Europe,
the Middle East and Africa
at Citigroup.

But some of the deals
being put in the deep freeze
now, could be thawed out
once the credit markets
stabilise and investor confi-
dence is restored.

Bidders such as Xstrata
have left the door open by
buying large blocking stakes
in their target companies.

The Anglo-Swiss miner
now holds almost 25 per cent
of Lonmin, which prevents
other bidders from gaining
control.

For others, being forced to
abandon a deal in the cur-
rent economic climate has
actually proved to be benefi-
cial for their share price.

JCDecaux, for example,
was rewarded by investors
when it ended talks to
acquire News Corp’s eastern
European billboard business
in October, because of diffi-
cult market conditions.

Shares in the French out-
door advertising group shot
up 14 per cent on the
announcement.

But for the companies sell-
ing, withdrawn bids can
mean that their own expan-
sion plans are delayed.

News Corp, for instance,
was depending on the
JCDecaux deal to fund
expansion of its pay televi-
sion interests in western
Europe.

Almost all companies will
try to conserve their cash
during the downturn, rather
than spend it on acquisi-
tions.

Jeremy Cohen, a partner
in the M&A practice at Den-
ton Wilde Sapte, the interna-
tional law firm, says: “Next
year looks likely to continue
to be depressed for UK M&A,
with larger corporates con-
serving their cash and with

However, as much
because of the
downturn as
despite it, M&A is
likely to pick up,
reports Lina Saigol
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