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Global M&A Trends — Q3 2010

Welcome to Allen & Overy’s analysis of global M&A trends in the third quarter of 2010.

The Allen & Overy M&A Index is written by Allen & Overy partners and offers market
insight and commentary on trends in global M&A. The report also compates quartetly

volume and value of public and private M&A deal types across key sectors and regions.

The story that emerges from the statistics presented here is a positive one, with both global
M&A volumes and values increasing in the last three months compared to Q3 2009. But

to say that the transactional markets are shaking off the financial crisis would be optimistic:
whilst we have seen certain areas coming back to life, such as private equity and hostile public

M&A, on a macro level there are still serious issues standing in the way of an upturn.

The re-emergence of private equity is good news, but is significantly driven by the need of
sponsors to do deals after a long period of inactivity. The increase in hostile takeover bids, led
by BHP Billiton’s move for Potash of Canada, is also a positive development, demonstrating
a willingness amongst chief executives to make transformative acquisitions despite the
inherent risks of doing so without target board support.

But whilst these headline deals inevitably buoy investor confidence, the reality of the macro-
economic situation works to counter-balance that. Banks are still looking to shrink their
balance sheets everywhere, which means new money lending is still constrained, even though
the situation has improved compated to previous quarters. The sovereign debt crisis of

Q2 2010 has once again dented confidence in the banking system, while consumer
confidence remains curtailed by the tightening of government spending going on

around the world.

The data presented in this report shows some upturn in the M&A markets, but we expect
only steady progtress and a long road to recovery. September was a positive month for

new business, and the activity emanating from the emerging matkets will likely continue to
fuel activity going forward. Asia and the BRIC economies are bucking the trend of global
uncertainty, with GDP growth continuing and capital matkets activity bullish. The number of
IPOs coming out of Hong Kong, including the massive fundraising by the Agticultural Bank
of China, is a concrete sign of the growing importance of the region and will clearly drive

outbound investment activity and generate global deals.

In terms of sectors, we expect financial services to continue to struggle in M&A, with buyers
remaining few and far between. The retail sector too is in for tough times ahead, as a result
of poor consumer confidence, and so we expect only opportunistic value propositions or
defensive M&A to take place in that market.

What we can look forward to is an upturn in restructuring-led M&A, which is being driven
by the refinancing timetable for many of those corporates sitting on highly leveraged balance
sheets. A lot of the deals struck under covenant-lite arrangements in the boom are due for
refinancing, and we expect more companies to be forced into insolvency or restructuring,

even though banks are keen to avoid realising losses.

Globally, the transactional markets are inching out of the financial crisis and there are signs
of life returning. But with confidence amongst consumers and investors still fragile, Q4 looks

unexciting and it will be some time before we can say the crisis is behind us.

Richard Cranfield

Chairman of the Global
Corporate Practice

© Allen & Overy LLP 2010
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Executive summary

A number of key themes emerge from the statistics and analysis
contained in this report. These can be summarised as follows:

— Strategic corporate acquisitions continue to dominate M&A, with
private equity slowly reviving in the U.S. and Western Europe.

— Cross-border deals involving emerging markets are driving up
transaction sizes. Brazil is proving attractive to Western investors,
and Indian investors are looking overseas.

— Volume of hostile acquisitions reached a three-year high in
Q3 2010 and the total value of hostiles has increased ten-fold when
compared to Q3 2009. Volume and value of other private M&A
has increased by 54% (115 to 177) and 85% (USD41 billion to
USD76bn) respectively compared to the same period last year.

— The most developed economies are witnessing the return of
hostile M&A, which has been a key feature of the U.S. and
Western European deal landscape in the last quarter, especially
in the energy sector.

— Outbound M&A from Asia is thriving, with Chinese investors
and state-owned enterprises targeting the energy and natural
resources sector.

— The mismatch in value expectations between buyers and sellers
continues to slow and complicate transaction processes in all
regions and sectors, leading in some cases to the inclusion of
significant earn-out packages.

— Volatility in commodity markets is a major hurdle to deal making
in the energy sector. A temporary and often ‘eleventh hour’ spike
in prices will often occur, leading to a reappraisal of value by the
target board that cannot be supported by the bidder, thus delaying

or terminating transactions.

— In the Latin American agribusiness and pharmaceutical sectors,
investors are recognising the importance of using Brazilian
know-how and acting as long-term partners to build up value in
the acquired companies, buying a non-controlling stake with the
hope of moving to a controlling stake within two to five years.

© Allen & Overy LLP 2010



Global deal types
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Global deal summary
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Sector analysis

Energy and Natural Resources

The last quarter has seen a continuation of a
number of the trends that we highlighted at
the end of the first half of 2010, including
the increasing influence of the National

Oil Companies (NOCs) and the continuing
drive by a number of integrated oil and

gas companies to divest their downstream
assets. In addition, we have also noted the
re-emergence of hostile takeover activity
and the impact of volatility in commodity
markets on M&A activity in the energy and

resources sectof.

The last quarter has been marked by an
increase in the hostility of bidders when
considering and undertaking public M&A
transactions in the sector. Historically,
bidders have been reluctant to approach
target sharcholders directly given the

issues that face bidders undertaking
transactions in the absence of target board
recommendations, including an inability to
do due diligence. Although of very different
magnitudes, BHP Billiton’s USD39 bn
hostile takeover bid for Potash Corporation
of Saskatchewan, and Kotea National Oil
Corporation’s successful USD3bn hostile
acquisition of Dana Petroleum highlight
the re-emergence of the hostile bid as a
deal execution tool and the increasing
willingness of bidders to use it.

In the case of the Dana transaction we saw
one of the first hostile takeovers undertaken
by a National Oil Company, which
underscores the willingness and ability of
the NOC:s to undertake resources
transactions on a more global basis and in
a more confrontational manner. The BHP
Billiton takeover also demonstrates how
the cash-rich international resources
companies are now willing to use their

war chests and potentially compete with
government-owned entities, such as

Sinochem, to acquire these assets.

Separately, the volatility in commodity
markets is now potentially impacting M&A
activity in the energy and resources sector.
Whilst M&A activity has remained buoyant
during the past two or three years, one of
the major factors that has hit the viability of
transactions is volatility in markets including

base metals, oil and natural gas.

Since 2007, much has been made of the
significant valuation differential that has
existed between bidder and target boards,
driven in part by the uptick in corporate
and asset valuations experienced in the
pre-credit crunch period where M&A
auctions delivered sellers significant headline
prices. Whilst this valuation differential
has narrowed, the impact of volatility in
commodity markets has replaced it and
become a major hurdle to agreeing and,
more importantly, closing transactions.

Such volatility has manifested itself in many
situations where, once valuations have been
agreed, a temporary and often ‘eleventh
hour’ spike occurs in the relevant commodity
market and leads to a reappraisal of value by
the target board that cannot be supported

by the bidder. The resultant adjustment in
the target’s valuation expectations has often
taken a considerable period to re-align with
previous valuation metrics, and has resulted

in delayed ot aborted transactions.

In the light of the ongoing volatility in

the commodity markets, and the ability of
a number of the emerging economies to
influence such markets, we think this trend
will be around for some time.

FEnergy and Natural Resonrces deal types
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POOR POLITICAL AND
INVESTOR SENTIMENT IS
ALSO DISCOURAGING CEOs
FROM TRANSFORMATIONAL
ACQUISITIONS,

Financial Services

There has been an increase in the value of
deals in the financial institutions sector in
Q3 2010, compared to the first two quarters
of the year and the same period last year,
but deal values remain significantly down on
the heady days of 2007 or 2008. Financial
services M&A has not shown the rebound
in activity seen in the telecoms and energy

sectors.

A large amount of M&A activity remains
driven by regulator-mandated disposals, such
as the sale by RBS of certain UK branches
and its WorldPay business, and KBC’s
disposal of its global convertible bond and
Asian equity derivatives businesses. But these
mandated disposals are beginning to tail off,
with the main outstanding UK disposals
now being RBS Insurance and some Lloyds
branches.

We have seen the return of M&A driven
by domestic consolidation, although this
has often been where one or both of

the parties is stressed and consolidation

is needed to strengthen the sector. Such
was the case among the regional banks

in Spain, with Deutsche Bank’s offer for
Deutsche Postbank, and with the bid by
Greece’s Piracus for domestic rivals ATE
and Postbank (since withdrawn). Traditional
M&A remains difficult, particulatly cross-
border, with banks forced to preserve
cash and low share prices hindering stock
transactions. Poor political and investor
sentiment is also discouraging CEOs from

transformational acquisitions.

The trend we saw earlier in the year for
financial institutions to divest risk weighted
assets (RWAs), and particularly non-core
capital intensive businesses, has continued.

Financial Services deal types
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M&A in areas such as custody services, asset
finance and security and trust services has
continued, and some established players
specialising in these areas have been active
buyers. Asset management businesses remain
attractive purchasing opportunities even
though equity prices have increased, but with
many of the disposals by larger financial
institutions now complete, a lack of suitable

targets is hindering M&A.

Banks have been downsizing their balance
sheets through disposals of receivables, with
the value of some disposals dwarfing the

size of traditional M&A deals. Many of the
receivables being divested are performing loans
being sold at around par value, while non-
performing loans are being retained as a result
of valuation difficulties and banks’ reluctance

to lock in losses in an improving market.

As well as managing their balance sheets on
the assets side, banks are focused on equity
and liability management. Although only
seven banks failed the CEBS stress tests

in BEurope, the tests highlighted significant
exposures to sovereign debt in bank books.
Sovereign credit spreads have stabilised
recently, and the EUR750bn European
bail-out fund prevented a wholesale
meltdown, but there is still scepticism about
the ability of some sovereigns to avoid a
debt restructuring, Basel 11T will further
increase the pressure on banks to improve
core Tier 1, with capital requirements firmly
focused on retained profits and ordinary
share capital, and the place of CoCos
undecided.

We therefore expect M&A in the financial
institutions sector to remain constrained in
the short to medium term as institutions
look to strengthen their liquidity and capital
positions. As the market improves we expect
to see some increase in M&A, including
deals driven by non-core disposals, domestic
consolidation of stressed entities (antitrust
restrictions permitting) and potentially by
further regulator-imposed structural change.

www.allenovery.com
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Life Sciences

A recent and continuing trend in the life
sciences sector is the increasing focus of

the industry on the emerging markets

of China, India, Russia and Brazil. Initially
seen as merely locations for outsourced
manufacturing functions because of their
highly-skilled but low-cost workforces, these
“pharmerging markets” are now playing a
more developed role in pharma companies’

strategies.

With developed market profits being
squeezed by factors such as the increased
cost of bringing drugs to market, the

loss of patent exclusivity and heightened
competition from generics, increasing
consumer sales in these emerging markets
present an ideal opportunity to increase

revenues and help plug this profit hole.

To date, China has led the charge. Prior to
the financial crisis, Chinese life sciences
M&A activity was strong, with several

Life Sciences deal types

high-profile deals such as NYSE-listed
Mindray’s acquisition of Datascope’s
patient monitoring business and WuXi
PharmaTech’s acquisition of U.S.-based
AppTec. The crisis led to a slowdown in
activity, but with the Chinese sector still
highly fragmented, further consolidation is
inevitable. The State Council’s approval in
2009 of the government’s healthcare reform
plan will only help increase the potential
size of the market, making China even more
attractive to big pharma.

A similar picture has emerged in India where,
pre-crisis, there were a healthy number of
outbound acquisitions by Indian companies
as well as high-profile inbound deals,

notably Japan’s Daiichi Sankyo’s buyout of
Indian group Ranbaxy. Inbound activity has
continued, with Abbott set to take the largest
share of the Indian market after the recent
announcement of its USD3.7bn takeover of
Piramal Healthcare.

Russia has made itself a more attractive
market by increasing access to patients,
expanding clinical research operations and
improving research quality, while Brazil’s
healthcare market is growing rapidly due to
the increasing size and spending power of
the country’s middle classes. The sector’s
interest in South Korea, Turkey and CEE is
also growing significantly.

Innovator companies have seen the
potential, and the threat, of generic drug
companies in the emerging markets, with
many tackling the issue by themselves and
starting to sell branded generics once their
patents have expired. Some have entered
the generic market through the acquisition
of local generic companies, and we expect
further similar acquisitions as the race to

access such high-growth markets intensifies.

PHARMERGING’

MARKETS ARE
NOW PLAYING A
MORE DEVELOPED
ROLE IN PHARMA
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Private Equity

Private equity activity levels, in both volume
and value terms, continued to improve in
Q3 2010, but remained a long way off the
highs of 2007. The uptick was driven by
North American and Western European
activity, which continued to dominate the
sector, with the UK and France particularly
active, whilst Germany was relatively

quiet. Activity levels in the CEE and
MENA regions were depressed, and Latin
America and Asia Pacific were buoyant

by comparison, with PIPEs and minority

investments featuring in Asia.

In Western Europe, the larger deal landscape
was dominated by secondary buyouts and we
expect many more of these. That said, the
period ended with global metal packaging
group Impress being sold to strategic buyer
Ardagh Glass, and talk of the disposal of
United Biscuits to a strategic buyer. Whilst

it is encouraging to see corporate buyers,
corporate sellers remain reluctant to come

to market.

Public-to-private transactions constituted

a significant part of larger deal activity

given the paucity of corporate divestitures

in the market, particularly in the UK with
Tomkins, Brit Insurance, Nestor Healthcare
and Spice all the subject of private equity
bids. Contingent value notes form part of
the consideration in the Brit Insurance deal
but we expect these, and stub equity variants,
to remain exceptions rather than regular

features in the future.

In North America the largest deals of
the quarter were secondary buyouts and
P2Ps, with Burger King and Dynegy two
of the largest. There does appear to be
greater primary buyout activity in the
USD500 million to USD1bn range in
the U.S., however, and more so than

in Western Europe.

ACTIVITY LEVELS CONTINUED
TO IMPROVE, DRIVEN BY NORTH
AMERICA AND WESTERN EUROPE
WITH SECONDARY BUYOUTS AND
P2Ps DOMINATING THE LARGER
DEAL SEGMENT.

The most notable feature of Q3 was a

run of EUR1Tbn-plus transactions in close
succession, supported by significant debt
packages underwritten by a smaller syndicate
of banks than would have been the case

in 2009. With the availability of high yield,
there is renewed confidence that bigger deals
can be financed and that may encourage
corporate sellers of larger assets to test the
waters. However, the debt market is still thin
in overall capacity terms, with the appetite
for B loans limited by the extent to which
CLOs have received cash from prior exits,
although to some extent mitigated by the
emergence of dedicated debt funds set up
by sponsors. In summary, debt financing is

available but only for the right deal.

Private Equity activity

On larger transactions the approach is

to identify pools of liquidity in whatever
markets they exist and create an attractive
financing package around them. Structures
with senior loan and senior bonds ranking
pari passu are becoming common and we
have seen structures designed for syndication
to both the U.S. and the European markets.

The equity overhang means that deals in

the top end of the market have become
competitive, with larger funds keen to put
capital to work. Auctions remain the norm
but there have been exceptions. We expect
larger deal sizes to attract the larger funds
away from the mid-market, which may result
in a pickup in activity from more traditional
mid-market players, though that segment is

unlikely to be any less competitive.
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Technology, Media and Telecoms

Indications from Q3 2010 ate that the

TMT markets are both maturing and
evolving. The bigger deals appear to be
returning to the telecoms sector, and there is
the prospect of M&A elsewhere as a result
of the convergence of technologies.

In telecoms, two big deals at the end of Q3
show the limits of private investment in the
sector, with Orascom Telecom of Egypt
announcing a complex merger with Russia’s
Vimpelcom, and UAE-based Etisalat bidding
for a controlling stake in Middle East rival
Zain. Both deals indicate consolidation in
emerging market telecoms, and we think
there is room for more, following Vivendi’s
investment in GVT of Brazil, Bharti’s
acquisition of Zain Africa, and France
Telecom’s investment in Méditel in Morocco.
The Indian telecoms market has witnessed
compelling economic growth and an over-
supply of licences, meaning consolidation
and more innovative transactions to create

national 3G coverage are likely.

Vodafone’s retreat from non-controlling
investments will drive some activity in
telecoms M&A, but this may be limited

to non-transformative deals such as full
ownership by Vivendi and Verizon, and
activity in smaller markets in Australia and
New Zealand. It will be interesting to see
whether deals on the scale of Telefonica’s
acquisition of Vivo of South America,
the Orascom/Vimpelcom merger and

the Etisalat/Zain bid result in a rash of
larger consolidation deals. There is scope
for further intercontinental consolidation,
but within Europe deals will probably be
intranational rather than cross-border.
Elsewhere, it is likely that tower sharing and
network outsourcing will continue quietly,
potentially moving from low revenue-per-
user high-growth markets to more mature
ones, such as the long-discussed towers

outsourcings in the Gulf.

In the technology sector, the market seems
to have fallen in love with cloud computing,
led by Microsoft, Intel, HP and Dell. This
may drive M&A activity, as old-school
technology companies look to acquire
expertise and presence in this new market,
where software is the new hardware.

We expect the coming months will see

more convergence transactions, as telecoms
carriers and media content owners seek to
cross into the world of device manufacturers
and platform providers, who seem to be
gathering the share of revenue growth in

the new TMT world. The reverse is also
possible, but seems less likely.

Finally, in media the distinctions between
content owners and distributors look set
to blur, as content owners respond to the

challenges of new revenue and business

models such as advertising driven internet
distribution. We expect them to acquire and
digest technology and platform owners,

to get themselves closer to viewers, the
ultimate sources of revenue. Horizontal
consolidation between content owners and
generators will also be a response to changes
in media business models, but will not
address the fundamental shifts taking place

in how we consume our media.

Each of the technology, media and telecoms
sectors has its challenges, largely resulting
from changes in business models. Old habits
die hard, but we think that evolutionary
convergence deals, where each of these
sectors acquires knowledge and presence
from parts of the other, will be a valid

way of responding to the challenges that

convergence pI‘CSCI’ltS.

Technology, Media and Télecoms deal types
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Facts and figures

1/3 increase Over 100%

Volume of private equity buyouts increased by more Number of U.S. other private M&A more than doubled
than 1/3 compared to Q3 2009 compared to Q3 2009

USD7.2bn Up to

Q8 saw just nine insolvency-related deals worth USD7.2bn U SD 1 2 ]
l l : ;D 2 4—4—b I l Value of Indian public recommended M&A up from USD322m
to USD12bn over the past 12 months

252 cross-border transactions worth USD244bn in Q3
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to Q3 2009 disposals
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Geographical analysis

Asia Pacific

M&A in the Asia Pacific region continued
to show resilience in Q3 2010. Deal volume
remained fairly static with 121 transactions,
but deal value increased to USD92bn from
USD74bn in Q3 2009.

Strong outbound M&A activity was evident
across Asia Pacific, with some mega-deals
originating from the region, such as natural
resources group BHP Billiton’s hostile bid
for Canada’s Potash. Outbound M&A from
China was particularly active, driven by the
need, especially for state-owned enterprises,
to secure the supply of natural resources.
Many PRC outbound deals have been in

the natural resources and energy sector and
Australia is often the target destination. But
Chinese investors have also targeted assets
in Africa, South America and elsewhere, and
in addition to natural resources have moved
into sectors including technology, industrials
and agriculture.

PRC outbound activity could hit obstacles
going forward. Many countries are growing
sensitive to foreign investment into natural
resources, especially if it results in control
shifting to the foreign investor. While this
sensitivity is not unique to investors from
the PRC, the involvement of Chinese state-
owned enterprises is often a patticular cause
for concern. These SOEs have, for example,
been accused of having unfair advantages
over competitors and of potentially pursuing
strategic objectives. Further concerns
surround the role of the PRC government,
and the potential for manufacturing and

jobs to be relocated to China. Thus some
resource-rich nations are now erecting
barriers to ensure that any foreign ownership

is in the national interest.

Outbound investment is also expected to
increase from countries such as Thailand
and Japan, due to strong local currencies,
continuing subdued local economic

activity and a sense that growth and risk
diversification is best achieved by investing
abroad. Japan’s Nippon Telegraph and
Telephone Corporation recently announced
an offer for South African-based Dimension
Data Holdings, and further activity is likely

from Japanese investors.

Asia Pacific deal types
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As well as outbound activity, consolidation
deals and domestic M&A activity continue.
In Japan, while inbound investment remains
quiet, Panasonic recently announced a move
to acquire Sanyo, and in the PRC significant
volumes of in-country activity have been

seen in Q3 2010.

Private equity has been a key driver of
M&A activity in Asia Pacific. Significant
investments include the Carlyle Group

and TPG Capital’s proposed acquisition

of Australia’s Healthscope Limited which,
if successful, is expected to be the biggest
buyout in Australia for some time. MBK
Partners is also in discussions with potential
bidders about a sale of China Networks

Systems in Taiwan which, if successful,
would be the biggest private equity exit in
the Asia Pacific region this year.

The Asia Pacific region continues to
dominate the global equity capital markets,
partly spurred by increased competition
between Asian exchanges in Hong Kong and
Singapore to attract premium listings. The
Agtricultural Bank of China set the record
for the world’s largest first-time share sale in
Q3 2010, and the IPO of AIA is expected to
close in Hong Kong in Q4 2010. We expect
the region will continue to see high levels of
IPO activity over the coming months, and
that a significant proportion of the proceeds
will be invested in further M&A activity.

Asia Pacific deal summary
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Central and Eastern Europe

Activity in Central and Eastern Europe

over the past 18 months was largely driven
by circumstances relating to specific sellers,
such as distressed sales, sales of non-core
assets by multinationals and disposals by
financial institutions following receipt of
state aid. However, since the start of Q2
2010 we have seen an increased volume of
M&A activity, at all levels, falling broadly into
three categories.

The most significant source of activity has
been privatisations and the declared strategy
of the government in Poland. Some sales are
being effected through the capital markets,
but many are being done using auction
processes, often involving listed targets. This
is introducing a new level of complexity

into Polish M&A. The deals involve
considerations of public M&A, including the
sometimes complex consequences of pricing
mandatory offers and squeeze-outs.

Budget deficits are driving sales of
government assets by the newly elected
centre right governments in the Czech
and Slovak Republics. Most activity has
been seen in the energy and utilities sector,
which has seen privatisations, significant
asset swaps, and a lot of activity around
renewables. There are smaller deals in the
pharma and healthcare sectors, especially

in Romania.

The sector coming into focus is TMT
where, as well as in the consumer and food
and beverage sectors, we are seeing the
second producer of activity, namely exits
by large regional private equity houses of
assets purchased in 2005,/06. We expect the
telecoms sector will produce some further
large disposals of non-core assets, which are
regarded as profitable and cash generative
but which are not providing the returns
initially expected by their strategic owners.

Central and Eastern Enrope deal types
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Central and Eastern Europe deal summary

Volume
of deals
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The third area of activity is the sales of
family-owned entrepreneurial businesses
both to regional private equity houses and to
strategic investors. To deal with mismatched
price expectations, we see an increasing
tendency to include a significant element

of earn-out, sometimes as much as 50% of
the price. Deals are being negotiated on a
bilateral basis, with full sets of warranties,
retention and escrow arrangements. Detailed
upfront regulatory and competition analyses
are being carried out, and there have been far
fewer auction processes in this segment than
in the past.

In parts of the region, and most notably in
Hungary, Romania and Ukraine, there are
some specific drivers of M&A based on
currency difficulties and the challenges of
obtaining bank financing, These are leading
local companies to look to access the capital

markets and attract mezzanine investors.
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Volume
of deals

M&A activity has picked up strongly

in Russia since Q2 2010, reflecting the
recovery in both the oil price and the
Russian economy. The most active sectors
are oil and gas, energy and utilities, and
manufacturing, and activity is driven either
by foreign strategic investors (particularly
Chinese and Indian energy companies) or
Russian companies seeking to consolidate
their market share. A number of Russian
companies have also announced plans to tap
the international equity markets with listings
in London and Hong Kong.

We are seeing Chinese and other Asian
investors showing interest in all parts of the
region and in all sectors, with a particular
advantage when bidding for industrial and
infrastructure assets. Similarly, Russian
lending and acquisitions are visible across all
sectors in Ukraine, with an emphasis on the
steel industry and the agricultural sector.
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MISMATCHED PRICE
EXPECTATIONS, WE
SEE AN INCREASING
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TO INCLUDE A
SIGNIFICANT
ELEMENT OF
EARN-OUT.
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India

The Indian market has enjoyed a sustained
level of GDP growth throughout the
downturn, and the rate of growth is
continuing to increase with the International
Monetary Fund forecasting 9.7% GDP
growth for 2010. This has fuelled M&A
activity, and in the last couple of quarters
there has been increasing interest in
outbound investments from India,
particularly into Europe and Asia.

The majority of these deals have been

in the resources and engineering sectors,
though the year began with the high-
profile acquisition by Bharti Airtel of Zain
Telecom’s 15-country Africa operations for
USD10.7bn, the second largest deal by

an Indian company since Tata Steel’s
USD13.6bn acquisition of steel

maker Corus.

India deal types
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The sectors witnessing the strongest
inbound M&A activity have been

telecoms, manufacturing, chemical and
pharmaceuticals. One of the largest inbound
deals of the year so far was the acquisition
of Essar Telecom Infrastructure for
USD450m by Transcend Infrastructure, an
affiliate of American Tower Corp.

Private equity investments have begun to
take off again in India, though a mismatch

in valuation expectations between buyers
and sellers remains a considerable obstacle

in India just as it is the world over, affecting
both the private equity and strategic M&A
sectors. A number of private equity funds are
nevertheless willing to invest into the Indian
energy and infrastructure sectors, however,
and there have also been a few significant
domestic Indian M&A transactions in the
energy, oil and gas, civil aviation and financial
services sectors.

Q32010

THERE ARE
SIGNIFICANT
CHANGES TO

THE TAKEOVER
REGULATIONS

IN INDIA, WHICH
COULD MAKE THE
ACQUISITION OF
PUBLIC LISTED
COMPANIES MORE
EXPENSIVE.
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The Indian stock market has witnessed
significant investment and the stocks
have increased almost 30% in the last few
quarters, so that they are now close to the
peak levels achieved prior to the global
economic slowdown. This growth has
been triggered by foreign investment into
Indian-listed stock. Standard Chartered,
the London-based bank, became the first
overseas company to list in India in June
when it raised USD529m through a public
issue and listing of Indian Depository
Receipts.

We see ongoing opportunities for foreign
investments in India and we expect more
activity to come in the pharmaceuticals,
chemicals, manufacturing, engineering, real
estate, energy, infrastructure and telecoms

India deal summary

Joint Venture

Volume a olume | Value Volume
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A REFORM IN THE INDIAN
RETAIL, BANKING,
INSURANCE AND DEFENCE
SECTORS WILL ALSO RESULT
IN STRATEGIC PARTNERSHIPS
IN THESE SECTORS.

sectors. A reform in the Indian retail,
banking, insurance and defence sectors will
also result in strategic partnerships in these

sectors.

There are nevertheless a number of expected
regulatory changes of which inward
investors need to be aware, which include
the proposed changes to direct tax loss, the
dilution of the double tax avoidance treaty,
and the possible coming into force of the
merger control provisions under Indian
competition law. There are also proposals
for significant changes to the takeover
regulations in India, which could make the
acquisition of public listed companies more
expensive on account of an obligation to
make an open offer to buy out the entire
public stock.

Public hostile Public
acquisition
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Latin America

Latin America’s positive response to the
credit crunch and consistent GDP growth
rates are combining to attract considerable
foreign investment. Opportunities are
evident in various sectors including
commodities and natural resources, whete
Latin America is particularly rich: it has 15%
of the wotld’s oil reserves and 30% of its
fresh watert, for example, not to mention a
significant portion of the world’s minerals

and land suitable for agriculture.

Since the beginning of 2010, Latin America
has recorded 89 deals worth USD103bn.
Brazil leads the M&A activity, followed by
Mexico and with Colombia, Chile, Panama
and Peru all growing fast. These economies
enjoy an investment-grade rating and have
become key markets for companies from
the developed economies, which see an
opportunity for sustainable and

rapid growth.

In outbound work, we have seen major
Brazilian commodities companies making
substantial investments in the United States,
Europe and Latin America and also in Asia
and Australia. These acquirers include the
beef producers |BS and Marfrig, steel mill
and cement group CSN, cement group
Camargo Correa and Vale, the world’s
largest iron ore producer. The trend reflects
the appreciation of the Brazilian currency
and the fact that these companies have to
become truly international if they are to

compete with their peers on a global scale.

The real action, however, is in Brazilian
inbound work as local M&A transactions

are expected to reach an all-time high in
2010. Foreign investors are strongly attracted
to Brazil’s energy and infrastructure,

agribusiness and pharmaceutical sectors.

Both the agribusiness and the

pharmaceutical sectors have been INVESTORS ARE
undergoing consolidation, with smaller RE CO GNISIN G THE

companies, and particularly family-owned

businesses, encountering selling pressure IMPORTAN CE OF
from big international players, which are USING BRAZILIAN

keen to expand in a low-cost and fast-

growing environment. Investors are starting KNOW-HOW,.
to recognise the importance of using

Brazilian know-how and acting as long-term

partners to build up value in the acquired

companies, so they now often look to buy a

non-controlling stake with the intention of

moving to a controlling stake within two to

five years.

Latin America deal types
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WE HAVE SEEN MAJOR
BRAZILIAN COMMODITIES
COMPANIES MAKING
SUBSTANTIAL INVESTMENTS
IN THE UNITED STATES,
EUROPE AND LATIN AMERICA.

In the agribusiness, the sugar-cane-based The Brazilian pharmaceutical sector

ethanol sector is still highly fragmented in registered strong growth in the first half
Brazil, where there are approximately 440 of 2010. It has been one of the key targets
mills in south-central Brazil, 20% of which for foreign investors and represents a great
changed hands in 2009. After the global potential for new investments. Like many of
credit crunch, many mills renegotiated their the country’s assets, the sector is benefiting
debt with financial institutions, accepting from Brazil’s high growth rates and the
significantly higher interest rates, and are overall increase of salaries and purchasing
now seeking investors or sources of finance power among its population.

to repay their loans and meet their working
capital and investment requitements. The
sector is quickly consolidating and we expect
it will soon be dominated by large and well-
capitalised companies.

Latin America deal summary
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Middle East and North Africa

The MENA region, like the rest of the
global economy, has been hit hard by the
economic crisis, but there are signs of life
returning to the M&A sector. M&A activity
in the region continues to be driven by
petrochemical-related transactions, but there
has also been a focus on investments outside
the region, with various funds expressing
interest in European assets such as

Birmingham City Airport and football clubs.

The severity of the financial crisis, especially
in Dubai, has been highlighted by a 78%

fall in M&A deal value in the third quarter
of 2010 compared with the same period in
2009. With the deal volume falling 11%, it

is clear that there has been a shift in activity
away from the region that can in part be
attributed to the global response to the debt
restructuring of Dubai World.

Private equity and sovereign wealth funds
are behind the majority of M&A activity
in the region, and although the frequency
of deals slowly increased in Q3, it has still
not returned to anything like the levels of
activity previously expetienced.

Private equity fundraising in the region has
remained slow, with the focus instead on
sales of existing assets, where divestments
made up the bulk of M&A activity taking
place in the quarter, rather than new
investment projects. Local private equity
funds have maintained a strong focus on
regional investments. Abraaj Capital’s Riyada
Enterprise Development Fund, aimed at
investing USD700m into small and medium
size regional enterprises, is one example, as
is the recent acquisition by EFG-Hermes
of a 65% interest in Lebanese bank Credit
Libanais.

Middle East and North Africa deal types
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Public recommended acquisition

By contrast SWFEs have been considering
investments further afield in Asia and
Europe. SWFs from Abu Dhabi, Libya and
Kuwait have been playing an increasingly
significant role in market activity, with the
Libyan Investment Authority taking a 2.6%
stake in UniCredit SpA earlier this summer.
It is reported that the Abu Dhabi Investment
Authority holds in excess of USD300bn and
is expected to make a number of high-value

investments in the near future.

Since the restructuring of Dubai World’s
debt, a level of confidence has returned

to the Dubai market, though it is yet to
translate into deal activity, where M&A
transactions remain hampered by a lack

of debt funding. The involvement of the
government of Abu Dhabi in the context of
the Dubai World debt restructuring has led
to speculation that it may take a more active
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SWFs FROM ABU DHABI,
LIBYA AND KUWAIT
HAVE BEEN PLAYING
AN INCREASINGLY
SIGNIFICANT ROLE IN
MARKET ACTIVITY.

role in the financial markets of the region, Large multinationals have continued their
which would have a positive impact on the interest in MENA as a source of potential
M&A market. growth, as seen with Fairfax Financial

Holdings Limited’s acquisition of a 39%

There has been a steady increase in capital stake in Gulf Insurance Company and

raising by corporates across MENA, with Sicli Holdings” acquisition of UAE-based
a number of IPOs being launched. The

largest IPO of the year to date was the Saudi
Arabia-based Knowledge Economic City
Company, which raised USD273m, and

so far most IPO activity has been based in

clectronics company Zener Electronics
Services. Thus the region enjoys a healthy
balance between inward regional investment
and outbound investment by its SWFEs,

and with the possibility of further state

Saudi Arabia though it is expected to spread institutions entering the market, we believe

across the region going forward. increased M&A activity is likely in the future.

Middle East and North Africa deal summary
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United States

The gradual recovery in the US. M&A
market that began in late 2009 extended
through the third quarter of this year.
Continued confidence among corporate
CEOs that conditions are right to undertake
transformative transactions has spurred a
search for strategic acquisition targets. With
ready access to cash — whether on corporate
balance sheets or through access to low cost
borrowings — trade buyers are now taking
advantage of modest target valuations to
make strategic acquisitions that will better
position their businesses for the future.

In the third quarter of 2010 we saw a
significant return to hostile takeover activity
and a willingness among strategic buyers to
submit topping bids to attempt to break up
negotiated acquisitions by competitors in the

same industry. In contrast to the situation

United States deal types
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prevailing prior to the financial crisis, where
high valuations supported by the liquidity

in the market made sellers plentiful, lower
target valuations have created an unbalanced
situation where buyers are chasing a limited
number of assets for sale. Thus we saw
bidding wars break out between Hertz and
Avis for the Dollar Thrifty Automotive
Group, and between Hewlett-Packard and
Dell for 3PAR.

The third quarter of 2010 also saw increased
activity in the pharmaceutical industry —
with both Cypress Bioscience and Genzyme
Corp. currently fending off hostile bids —

as well as continued strategic positioning

in the airline industry with Southwest’s
announcement that it will acquire AirTran
and the completion of the Continental-
United merger.

..TRADE BUYERS
ARE NOW TAKING
ADVANTAGE OF
MODEST TARGET
VALUATIONS TO
MAKE STRATEGIC
ACQUISITIONS
THAT WILL BETTER
POSITION THEIR
BUSINESSES FOR
THE FUTURE.
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The increased willingness of buyers to go

hostile — at a time when many corporates A WILLIN G’NESS
hac.l taker.l down takeover defcnces‘ like AM ONG STRATE GIC

poison pills and staggered boards in

response to pressure from the corporate BUYERS TO SUBMIT
govema.nce community — is forcmg target T OPPING BIDS TO

companies to dust off strategies not seen

in years. For example, Casey’s General ATTEMPT TO BREAI<
Storc‘s took a.ggrcsslvc steps in resp(?nse UP NEGOTIATED

to Alimentation Couche-Tard’s hostile

bid, borrowing to undertake a leveraged ACQUISITIONS BY
.recapltahsanofl and issuing bonds that . C OMPETIT O RS IN

included a ‘poison put’ that would require

Casey’s to pay a redemption premium in THE S AME INDUSTRY
the event of a change of control. The

effectiveness of these and other takeover

defences will ultimately lie with the courts,

which we expect to be the final arbiters of

what is — or is not — a reasonable protective

measure in the months ahead.

United States deal summary
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Western Europe

Deal activity remained slow in Western
Europe in Q3, though an increase in

deal values, to USD131bn against
USD85bn the previous quarter, illustrated
the return to the market of larger
transactions. A number of ice-breaking
transactions in the major economies should
strengthen confidence, such as the French
group Suez’s EUR18.5bn offer for UK
energy group International Power, and the
sale of Cognis to BASF in Germany for
EUR3.1bn.

Many of these deals have been driven by
consolidation, while there is also a trend
towards diversifying geographical spread

as investors look to the emerging markets
for acquisitons. French group Vivendi
acquired the Brazilian telephone company
GVT, for example, while Heineken of the
Netherlands bought Mexican brewer Femsa.
Elsewhere it has been inbound investors that
have been driving the market, with the UK
seeing its first hostile bid by a major state-
owned bidder when KNOC, the Korean oil
company, successfully acquired Dana. In
the Netherlands, inbound deals saw Akzo
Nobel’s starch business sold to U.S.-based
Corn Product International, and Japanese
imaging group Canon’s acquisition of
publicly listed technology company Océ.

Public M&A has shown signs of recovery
across the region, albeit in limited volumes.
Nearly all the UK public deals have been
for cash, with the use of securities as bid
currency still yet to re-emerge. The bid for
Dana was the first example of a ‘virtual’
bid, where the persuasion of sharcholders
occurred before the bid terms were formally
announced. That holders of nearly 50% of
Dana’s shares were willing to declare their
intent to accept the offer before hearing
the arguments made by the board was

very unusual.

There have been more bids in the UK
than elsewhere, raising a question as to
whether some UK companies are cheaper
than their equivalents abroad. With the
legacy of the Cadbury takeover looming,
there is speculation that the government
may intervene to make corporate UK less
vulnerable to takeover, and the Takeover
Panel is consulting on possible areas of
change. We think it unlikely that the Panel
will implement political objectives or
make changes that would be at odds with
prevailing company law. It may, however,

look at areas where the playing field has

ACROSS WESTERN
EUROPE WE SEE
CONFIDENCE
RETURNING

AND THE
RE-EMERGENCE OF
BIG TRANSACTIONS.

become tipped in favour of bidders, like the

length of time permitted for virtual bids,

which currently allows bidders to ‘bear hug’

a target for a long period before even being

committed to make an offer.

Western Europe deal
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The IPO market in Western Europe remains
tepid, though in Paris two reported IPOs are
planned for the last quarter, one of which is
the medical technology company Stentys. An
IPO of the television group Canal+ is also
expected, which would be an exit by media
group Lagardére of its 20% stake.

Private equity deal levels continued to
improve, particularly in the UK and France,
though Germany remains slow. In France
large deals over the summer included the
bids for frozen food group Picard Surgelés,
MW Brands, B&B Hotels and electronics
business Eurofarad. The Picard Surgelés
LBO by Lion Capital, for EUR1.5bn, was

the first buyout of a French company for
more than EUR1bn since 2008, and it
was the retail sector, as well as energy, that

dominated interest across the region.

Across Western Europe we see confidence
returning and the re-emergence of big
transactions, while the volume of mid and
small-cap deals is also increasing and remains
the home of the majority of activity. Though
private M&A remains pedestrian, the return
of private equity bidders to the market is

a good sign for the months ahead, even
though transactions continue to take a

long time to agree.

Western Europe deal summary
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Definitions

A disposal where the seller is a
corporate selling a controlling

interest (>30%) in one or more of its
businesses. This excludes private equity
exits and disposals made by high net
worth private individuals and families.
Includes government-related sales and
disposals made by non-private equity
financial investors, such as investment

holding companies.

A transaction that is conducted across
national boundaties. The deal involves
parties from atleast two different

countties.

A transaction where a company spins
off one of its subsidiaries, resulting
in the creation of a separate listed
business independent from the
activities or influence of the former
parent. The shateholders ultimately
hold shares in each company and
neither the former parent company
nor shareholders receive any cash as
a result of the deal (as opposed to a
flotation/IPO).

A transaction conducted within a
national boundary. The deal involves
parties that are incumbent nationals of

that country.

© Allen & Overy LLP 2010

A transaction where a company has
filed for bankruptcy or is subject

to another insolvency process or
procedure, and sells off part or all
of its assets to generate the cash

necessary pay creditors.

A transaction that involves the pooling
of assets between different companies,
whereby the ownership of the new
joint venture is shared between the
patent companies involved. Does not
include so-called joint ventures where
a company’s sole contribution is cash

rather than assets.

A transaction that involves the
combination of two or more separate
businesses into one, with broadly equal
holding and governance rights assigned
to the respective shareholders of each

company.

Acquisitions or disposals not covered
by the other classifications. Includes
PE exits and disposals made by high
net worth individuals and families.

A friendly acquisition where the parties
involved reach agreement over the
terms of the deal, normally prior to the
acquisition being formally announced.
The transaction requires approval from
either the bidder, target or vendor
shareholders in a public forum.

An acquisition of a publicly quoted
target where the target management
does not recommend the offer within

two weeks.

An acquisition of a publicly quoted
company, by financial investors such as
ptivate equity houses or venture capital
firms (as opposed to a trade buyer).
The target company is subsequently
delisted.
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About the research

The undetlying data to this research comes from Remark’s sister product, mergermarket.

Both products are part of the Pearson-owned Mergermarket Group. 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 50 thought leadership reports and holds over 70 events
across the globe each year which enable its clients to demonstrate their expertise and undetline
their credentials in a given market, sector or product.

Remark is part of The Mergermarket Group, a division of the Financial Times Group.

To find out more please visit www.mergermarket.com/remark/ or www.mergermarket.com/

events/

In this brochure Allen & Overy means Allen & Overy LLP and/or its affiliated undertakings.
The term partner is used to refer to a member of Allen & Overy LLP or an employee or
consultant with equivalent standing and qualifications or an individual with equivalent status
in one of Allen & Overy LLP's affiliated undertakings. Allen & Overy maintains a database
of business contact details in order to develop and improve its services to its clients.

The information is not traded with any external bodies or organisations. If any of your details
are incorrect or you no longer wish to receive marketing materials from Allen & Overy,

please email corporatepublications@allenovery.com.
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Allen & Overy is an international legal practice with approximately 5,000
staff, including some 470 partners, working in 36 major centres worldwide.
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Antwerp Hamburg Perth
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Bangkok Jakarta (associated office) Riyadh (associated office)
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Brussels Madrid Shanghai
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Budapest (IET Sydney
Doha Moscow Tokyo
Dubai Munich Warsaw
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