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Viewpoints

Perspectives

A conversation with
George Roberts, KKR
The co-Founder, co-Chairman and co-CEO
of KKR shares his view on KKR’s journey,
global investment opportunities and his
thoughts on the wider private equity
industry.

Global economic view
Ira Kalish, the Director of Global
Economics for Deloitte Research, shares
his views on the economic landscape and
the impact on the M&A markets.

A conversation with
Liang Xinjun, Fosun
The CEO of Fosun International shares his
perspectives on Fosun’s remarkable growth
on its twentieth anniversary and offers
his insights into how and why Chinese
companies are acquiring assets in the
global market.

M&A in global banking
A new world for the brave
In the coming months and years financial,
regulatory and political pressures will
reshape the international banking
landscape. In this report, Deloitte considers
how M&A activities are influencing this
realignment.

A conversation with
David Smoot, Dubai International
Capital
The CEO of Dubai International Capital
shares his insights into the successful
restructuring of their debt liabilities and
how to achieve strong returns through
divestments.

High-growth markets
The race for capability advantage
The BRIC nations have been ‘emerging’ in
a new way in recent years: as key players in
cross-border M&A. In this report, Deloitte
analyses the trends and considers the
impact of the shifting balance of power.

Divestments
Creating shareholder value
Large-scale divestments will form an
important part of portfolio realignments.
In this report, Deloitte examines what
successful companies did to increase their
shareholder returns.
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Foreword
Welcome to the fourth edition of Upfront, our global flagship report on M&A. At Deloitte, we work with our clients across
the depth and breadth of M&A transactions and are able to offer them perspectives about the opportunities and challenges
they face. In this edition, we share our insights and those of industry leaders from around the world covering corporates,
private equity and the financial markets.
Even though caution remains the prevailing sentiment, conditions for dealmaking are fertile. Companies and other investors are sitting
on historically high levels of cash reserves and have solid balance sheets while interest rates continue to be low. In conditions where
even modest organic growth is hard to achieve, the corporate sector must consider inorganic growth opportunities, otherwise they risk
squandering their hard won positions. We expect them to be the likely engine behind future growth.
With this in mind, we have identified the key themes that will influence M&A activity in the future: a reshaping of the global banking
sector where M&A will continue to play a large role, the re-evaluation of portfolios to focus on core businesses and create strong
platforms for growth and the emergence of the BRIC nations as a significant buyer of global assets, creating challengers in established
markets. We believe each of these topics transcends geographies and industries and will have a significant impact on all of our clients’
activities.
Our headline interview in this edition is with George Roberts, co-founder and co-CEO of KKR and one of the pioneers of the private equity
industry. We also have perspectives from Liang Xinjun, CEO of Fosun International, one of China’s largest private investment groups and
David Smoot, CEO of Dubai International Capital, the investment arm of Dubai Holding.
As companies come to grips with the tough economic realities, we expect dealmakers to continue displaying patience, caution and
consideration in the near term; however, we believe there are genuine value creation opportunities. Doing the right deal is all about
timing, intent, due diligence for fair valuation and execution capabilities. Our focus will continue to be helping our clients to get the
right deal done.

Richard Lloyd-Owen
M&A Services Leader, Deloitte LLP

Richard Lloyd-Owen
M&A Services Leader, Deloitte LLP
Play video
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The co-Founder, co-Chairman and
co-CEO of KKR shares his view on
KKR’s journey, global investment
opportunities and his thoughts on
the wider private equity industry.
George Roberts co-founded KKR in 1976 and is co-Chairman
and co-Chief Executive Officer. He is actively involved in
managing the Firm and serves on each of the regional Private
Equity Investment and Portfolio Management Committees.
Mr. Roberts currently serves as a director or trustee of several
cultural and educational institutions, including Claremont
McKenna College and the San Francisco Symphony. He is also
founder and Chairman of the board of directors of REDF, a
San Francisco nonprofit organisation. He earned a B.A. from
Claremont McKenna College in 1966 and a J.D. from the
University of California (Hastings) Law School in 1969.

KKR the journey
Deloitte: KKR is a pioneer of the private equity industry, with
a tremendous track record over the past 36 years. In your
opinion how has the private equity industry changed over
that time?
George Roberts: Before KKR I was at Bear Stearns, so on a combined
basis I have been doing this over 47 years. The private equity
industry has grown from nothing to $3 trillion of equity assets under
management today and many more trillions of dollars of debt and
other capital. Both KKR and the industry have obviously grown
tremendously and that would probably be the biggest change.

Mr. Roberts has more than four decades of experience
financing, analysing, and investing in public and private
companies, as well as serving on the boards of a number
of KKR portfolio companies.

When you look at how something can grow like that, probably more
than any other asset class, there is only one way that it can grow,
that is by delivering results and performing for the people who invest
their capital with us. The only way that you can deliver good results
is to improve the businesses that you buy. Every investment that has
resulted in a gain has resulted from creating value for shareholders.
In most instances this has resulted in increased employment and capital >

Sriram Prakash from Deloitte’s London office interviewed
George Roberts in Menlo Park, California.
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In KKR people are measured not just by their commercial success, but
by how they adhere to the culture … I think over the long term, the
organisations that do the best are ones that have the most genuine culture.
investment in the business. That is lost on some people that think about
private equity.
Also look at the people who have been attracted to private equity;
it has attracted some of the best and brightest. Your own company,
Deloitte, has been with us since the beginning and look at the impact
on your own firm and how much of your business is devoted to all the
needs of private equity – accounting, tax, all of the different services.
Throughout the chain of firms that work with private equity – bankers,
lawyers, consultants and efficiency experts – those businesses are all
important partners to the private equity industry.
Deloitte: KKR is one of the most successful companies in
this industry. As the co-founder and co-CEO, how would you
describe KKR’s success?
George Roberts: If you are asking what is the recipe for success specific
to KKR as an organisation, I would say foremost is the total trust
between Henry and me. Everybody in the Firm sees the relationship
that Henry and I have and people learn more from watching that, as
opposed to somebody telling them how to conduct themselves. You do
it by example and you do it by constantly reinforcing what you believe in
and you do not make exceptions.
Second is sticking to a very simple set of principles and that is – culture
matters, how you treat other people matters, and integrity matters the
most. You can lose your money, which we have done, but never ever
lose your integrity.
In KKR people are measured not just by their commercial success, but
by how they adhere to the culture. We evaluate how they train other
people and how willing they are to help different parts of the firm.
There are people who have been held back from promotion because
they needed to work on the “softer skills.” How they brought along the
people underneath them matters.

We have always focused on people because that is what matters.
We have shared the wealth and economics that we have throughout
the whole firm and that is what enabled us to be successful and do
what we have been able to do.
Constant focus and analysis of your core business strategy, your
principles, and the success and well-being of the people that work at
KKR, has been our recipe for success.
I think over the long term, the organisations that do the best are ones
that have the most genuine culture. Over time that will really matter in
terms of continually building a successful organisation that will continue
past Henry’s and my time here, and that is the goal.
Deloitte: In addition to being a successful CEO, you have
worked with business leaders over the many decades.
What are some of the lessons in leadership you have learned
and in your opinion what makes a good CEO?
George Roberts: I went to a military school for high school and they
taught a leadership class twice a week and then students earned
leadership positions if they did well in that class. What I came away
with from that experience is that when people feel that their leaders
have their best interests at heart, over and above their own, they will
follow you anywhere.
Henry and I started out when we were 32 years old and we did not
have any formal training in terms of how to be a CEO – we were just
trying to survive. So we were both two serial entrepreneurs who loved
creating something and along the way we learned some of the skills
that most good CEOs have.
A good CEO is someone who loves the business, who has a vision
for how that business should be in the future, hires good people and
motivates them. Have the right strategy and hire the right people and
success will follow.

>
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Successful businesses are about people. If you put an average business in the
hands of a superb management team, you will have a superb business.

The first deal we did was a company in Los Angeles called A.J. Industries
in 1977. When the market cratered in 1981-82; interest rates went
up, the economy went into a tail-spin, there was nearly 10 percent
unemployment, and the CEO, Ray O’Keefe, had a little sign on his desk
that said basically “When the wind don’t blow, row,” a saying that
Henry and I loved. Many companies that were in the same businesses
were failing left and right, but we still made our numbers.
The lesson here is successful businesses are about people. If you put an
average business in the hands of a superb management team, you will
have a superb business.
Creating value
Deloitte: You and Henry are often quoted as saying the private
equity industry is about making companies better and not just
about the deals. What do you mean by that?
George Roberts: Value is created only when you make something
better than when you bought it. If there is one point that you might
want to get across in this conversation, that’s it.
Everything in the world is a competitive process and we will always
be competing with somebody. So before we make an investment,
whoever on our team is responsible for overseeing it has to be able to
come to our investment committee and convince us that the company
can do better with KKR than without us and that we have a specific
thesis to create value.
After starting with that approach it is about holding people
accountable. Many times you have to change course but overall, it is
about constantly paying attention to that approach and making sure
everybody understands the common goals.
We really pay attention to operational expertise and KKR Capstone,
headed by Dean Nelson, which has over 60 people around the world

who are operational and industry experts. They are a dedicated
resource for our portfolio companies. Their job is to go in and focus on
the specific growth opportunities and operational efficiency needs of
a business, fix it, and then get out of the company. Right now around
30 of our portfolio companies are using them in one form or another.
I consider them as real value creators in our business.
It is also about creating sustainable value through social
responsibility. When Ken Mehlman joined us to lead our Public
Affairs group, he said it is not just about shareholder value, it is
about shared value. And we are too big of an organisation now to
ignore that, so we have developed programmes to work with our
portfolio companies on issues such as environmental sustainability,
responsible sourcing, even employee health and wellness. Each of
these efforts also has a positive bottom line impact. We aim to work
collaboratively with labour unions and have found common ground
for us to work together. So we make a big effort in all of this because
one it is the right thing to do and secondly, it is good business.
Deloitte: Today, private equity is only a part of KKR’s
business. What was the motive behind the strategy to
expand into new areas?
George Roberts: You are doing one of two things in life: you are
either going forward or going backwards and both Henry and I are
people who always like to go forward. You can look at an awful lot of
companies that were pioneers and started very successfully, but are
not around anymore and we refuse to let that happen to us.
We were early movers in private equity and pioneered the capital
raising model, but we have always searched for access to permanent
capital, so with the help of Deloitte and a lot of other people, driven
by Scott Nuttall, head of our Global Capital and Asset Management
Group, we created a vehicle to be an investor in all our private
equity deals.

>
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When people feel that their leaders have their best interests at heart, over and
above their own, they will follow you anywhere.

It is about constantly looking at what you have, where you have core
competencies, and then trying to build upon them and constantly
improve. So when you look at everything we are trying to do whether
it be private equity, real estate, or energy and infrastructure, acquiring
Prisma Capital to grow into hedge fund solutions, or expanding
the products that our debt business can offer, these are all about
becoming a better investor and better serving the needs of our
investment partners.
For a long time, we had only one template for investing – through a
private equity deal. If a private equity deal wasn’t right for a company,
then there was no way for us to work with them. Today, our flexible
approach is key. Now, our diversified model is about using our whole
brain to use the relationships, knowledge, and expertise we have
developed over 36 years to create many more opportunities for the
firm and for our investors.
State of the market
Deloitte: What are the most important lessons that KKR has
taken from the financial crisis and how has it shaped your
post-crises investment outlook?
George Roberts: I think the most important lesson, a lesson we all
knew, but was reinforced, was that liquidity really matters. Somebody
told me a long time ago – “If the money lasts, luck will follow.” I would
say this is the truth about the whole private equity industry. Just look
how responsibly the private equity industry has handled all the debt
raised at the height of the market between 2004 and 2007.
The federal government has helped all of us a lot by keeping interest
rates down and that has allowed people to refinance their debt and
stay in the game. I think Paulson and Bernanke do not get enough
credit for what they were able to do in the “fog of war”, without
a lot of facts and with not a lot of sleep and all the pressure on them.

You need to analyse private equity over a 10 year performance
period from 2004 to 2014 and really see how those investments
did versus every other asset class. Without any government
support for our industry the people in this business handled it very
professionally in a period of time when all businesses were under a
lot of scrutiny. With some hindsight I think that the private equity
industry is going to compare very favourably with other industries
that were aided by government bailouts or TARP (Troubled Asset
Relief Programme).
Deloitte: How does KKR view the global markets today and
which markets hold investment opportunities?
George Roberts: Our head of Public Affairs Ken Mehlman likes
to say that today we live in a “bull market for politics.” What he
means is that there is great change occurring around the world
in terms of the role and strength of government. Whether it is
Europe, the Middle East, China, or nations in the Americas –
there is often political unrest, dissatisfaction, and transition.
The fact is that what happens in Europe or China affects the US
and the rest of the world as the economies are so global and
so tied together.
With this comes a number of supply and demand imbalances in
terms of all sorts of things economies need to function successfully:
access to goods and services, skilled labour, natural resources,
energy, etc. We think that this creates unknowns and risk, but also
tremendous opportunities for investors and we aim to identify these
imbalances and invest alongside the solutions.
I think that the US offers the best risk reward trade-off because
the underlying fundamentals are quite good – companies are
efficient, capital is available, the US is becoming a cheaper place
for manufacturing, and there really has been no real wage increase
in 10 years.

>
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The private equity industry is about making companies better and not just
about the deals. Value is created only when you make something better than
when you bought it.
The soil is very fertile in this country for the rejuvenation of the
US economy and with the right policies you can restore business
optimism which will create jobs which will grow the economy.
The rest of the world is getting more expensive and tougher for new
businesses. At the same time there are plenty of opportunities and it
just depends on how courageous you want to be and how much risk
you want to take.

Simply put, when people are asking questions and everybody
is looking for answers and nobody seems to have them, those
are usually the best times to invest. When everybody thinks they
have the answers, it is probably a good time to sell. I think we are
somewhere between the two right now.

Obviously India and China are places that we invest a lot of money
in and I continue to be a believer about those countries, as well as
Brazil and Indonesia, with the right basis. The Chinese are trying
to transform their economy from an export infrastructure driven
business to a consumer economy and that is going to take fifteen to
twenty years to do.

Deloitte: Thank you for this interview. I would like to round
it up by asking outside of KKR what are your other interests
and passions?
George Roberts: I am particularly proud of the Roberts Enterprise
Development Fund (REDF), a nonprofit organisation, which started
as an idea that my late wife and I had. But it was Carla Javits, our
President, who has taken it to a whole new level. It is what I said
earlier, you have a concept of an idea, but if you do not have the
right management team it does not happen.

Deloitte: What are the biggest challenges KKR faces while
doing investments?
George Roberts: First there are the macro changes in the world.
We started KKR in 1976 and since then just look at all the changes
that have taken place in the world. The Soviet Union collapsed in
1993; China started their reforms in 1978, and many other changes
have taken place. These are macro challenges and you have got
to stay attuned to what is going on. I think that affects how
investments turn out, so much more now than ever before.

I like to think of REDF as a “venture philanthropy organisation” – we
approach philanthropic activities as investments, with an expected
return measured by people in jobs and lives changed. To make our
approach as effective as possible, we measure its impact, assess
outcomes such as employment rates and job retention and adjust
strategies accordingly. The ultimate beneficiaries of REDF are people
who face the biggest challenges to becoming employed – young
people and adults who have been homeless, incarcerated, addicted,
or who have a mental illness.

And then there is technology. Who would have thought that during
a recession the technology of fracking would all of a sudden create
an abundance of supply of oil and gas in the US and put us on the
verge of energy independence? The rate of change that takes place
continues to be exceedingly high. When you invest, you have to
make sure you have got the liquidity to take you right through some
of these massive shifts that are taking place in the world.

The idea of “social innovation” did not exist 15 years ago and a lot of
the early things that REDF did were focused on creating a new field
around social returns on investments. It is a field that helps the bottom
one or two percent of the population, in fact most of them do not
even have a high school education. Social innovation is now taught in
business schools and there are hundreds of young people that have
gone through our programmes. They have gone out and started
business that are non-profits or who go to work in non-profits.

>
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I have been able to help create two things from nothing – KKR and REDF.
That makes me proud.

Creating something that generates an economic benefit is what
you always consider. I think you need to be as thoughtful about
philanthropy as you need to be about investing. I have been able to
help create two things from nothing – KKR and REDF. That makes me
proud.
Other than that my passions are my family, I have six grandkids
and three kids, my wife, golf, staying in shape, and enjoying the
relationship I have with my friends, both in and out of KKR.

About KKR
Founded in 1976 and led by Henry Kravis and George Roberts, KKR
is a leading global investment firm with $66.3 billion in assets under
management as of September 30, 2012. With offices around the
world, KKR manages assets through a variety of investment funds
and accounts covering multiple asset classes. KKR seeks to create
value by bringing operational expertise to its portfolio companies
and through active oversight and monitoring of its investments.
KKR complements its investment expertise and strengthens
interactions with investors through its client relationships and
capital markets platform.
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Global
economic view
By Ira Kalish, Director of Global
Economics, Deloitte Research

It has probably been said too
many times, but it is worth
repeating now, the world economy
is at a crossroads. Every major
region seems to be at a potential
turning point.
In Europe, the leaders of the eurozone are moving slowly towards
more integration, while periodically fighting back against new crises.
In the United States, slow growth continues, but various forces
seem destined to push the economy either towards recession or
faster growth. In China, the economy has landed softly, but the next
steps depend on the decisions of a new leadership. And in India,
the government has attempted to kick-start the reform process
just as the economy seems to have stalled. Whichever route these
economies take, there will be far-reaching consequences for the
M&A markets.
Europe
The causes of the European sovereign debt crisis were multiple and
complex. The existence of the euro enabled countries in Southern
Europe to borrow excessively at low cost and at the same time they
lost competitiveness as wages rose faster than productivity. That
loss of competitiveness made it difficult to generate the export
revenue to service external debts. Spain and Ireland also experienced

property bubbles that burst, leaving banks with huge losses, required
to be covered by governments. Hence the sovereign debt in Spain
and Ireland rose rapidly.
The current sovereign debt crisis began in Greece and spread to
other countries on the eurozone’s periphery. A series of European
Union rescues of Greece, and later Ireland and Portugal, failed to
restore confidence. In an effort to rebuild confidence, governments
across the continent cut spending and raised taxes, the net effect
of which has been to weaken economies and, in the process,
undermine confidence even further. Although large-scale liquidity
provision to commercial banks by the European Central Bank
temporarily eased market fears and reduced financial stress, volatility
quickly returned.
The continuing concerns about Greece’s ability to meet fiscal targets,
anxiety about the stability of Spanish banks and France’s failure to
implement structural reforms have further fuelled uncertainty.
>
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The markets have not reacted positively, recognising that more widespread
structural reform and integration are the only ways to address longer
term issues.
The EU has pledged support to each of these countries under various
guises. Yet the markets have not reacted positively, recognising that
more widespread structural reform and integration are the only way to
address longer term issues.
For the eurozone to survive there must be further integration.
This includes EU-wide recapitalisation of commercial banks, EU-wide
deposit insurance to stem bank runs and a pooling of sovereign debt.
The latter reflects the fact that net sovereign debt in the eurozone is
not excessive. Rather, it is disproportionately distributed towards those
countries least able to service that debt.
The problem is that Europe has not yet agreed on what to do. Moving
towards further integration implies a loss of national sovereignty. It will
also impose a cost on Germany and other northern economies.

On the other hand, failure to integrate could lead to a collapse of the
eurozone. This would cause a deep recession – one that would have a
significant negative effect on the global economy.
It can be argued that, in the long run, some of the troubled countries
would be better off outside the eurozone, as they would experience
currency depreciation, boosting competitiveness. Yet much of Europe
would suffer grievously during the transition, with an orderly breakup very unlikely. The Mediterranean countries would struggle to gain
access to global credit markets, while the northern economies would
see their currencies rise rapidly, hurting exports. Not surprisingly, this
scenario is politically problematic.
So what is likely to happen? Either Europe will integrate, or it will
disintegrate. Barring disintegration, Europe will experience a mild

>

Figure 1. European sovereign bond spreads compared with their current account balance
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recovery in 2013-14. The more credible the plan for integration, the
more likely that recovery will be robust. Disintegration, on the other
hand, will lead to a very difficult situation.

h

Q1/10

United States
From the performance of the US economy to the unprecedented
policy mix being employed to address the current malaise, the United
States is in uncharted economic waters. The US economy seems set
for further sub-trend growth, and it may prove challenging to sustain

employment growth and investor confidence. There has been growth,
but not the kind seen following past recessions, when housing made
a sizable contribution. Instead, growth has been relatively anaemic.
Partly as a consequence of this, credit markets have not been strong.
Perhaps more importantly, the troubles in Europe are having a
negative impact on exports and credit market activity. The result has
been weak capital spending and weak job growth. Unemployment
remains uncomfortably high around eight per cent.
>
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Despite these negatives, recent data shows that American consumers
continue to spend. After a lull in the early summer, retail sales revived,
and spending on automobiles has been especially strong. Industrial
activity, on the other hand, has stalled. The housing market has shown
signs of bottoming out and possibly recovering. Moreover, bank
lending has grown, especially to small and medium-sized businesses,
which historically account for the lion’s share of job growth. A
further positive is that recent economic growth has been largely due
to increased demand for goods and services. There has been little
inventory accumulation and inventories remain historically lean, which
is good news as it means that the increased output was entirely due to
increased demand.
Two big risks remain for the US economy. First, the situation in
Europe has the potential to create problems, with recent uncertainty
explaining the slowdown in capital spending and job creation. Second,
the US faces a fiscal cliff. Unless Congress acts, tax rates will increase
and new cuts in government spending will take effect.
The impact on an otherwise frail economy will almost certainly be
recession. On the other hand, if Congress delays these measures, it
will not have addressed the longer term fiscal challenges faced by the
US, likely to be exacerbated by increases in pension and healthcare
spending. Failure to address these issues, which is likely, could
undermine investor confidence. So far, however, this has not been the
case. Rather, the US has been seen as a safe haven for investors as
compared to Europe. Bond yields are low and the resulting low market
interest rates are helpful to the recovery in housing. For now, the US is
not paying a price for lack of fiscal probity.
Emerging markets
Emerging markets, the engine of the global economy in recent years,
are set for slower growth. The Chinese economy is slowing and is
forecast to see growth of below eight per cent for the first time since

2001. After overheating in early 2011, the government implemented
tighter monetary policy, aimed at stifling inflation. However, as Europe
struggled, exports slowed, and the Chinese economy decelerated
faster than anticipated. That was when the government reversed
course and began to ease monetary policy. The result has been what
analysts call a ‘soft landing’. On the other hand, the Chinese economy
has lately shown signs of greater weakness than previously anticipated.
In view of this, the government may choose to implement more
aggressive measures to stimulate the economy.
Structural problems also create risks beyond the coming year. Internal
indebtedness, which has nearly tripled in the past five years, presents
a particular threat. A senior Chinese official has said that the debt
of China’s local governments is “our version of the US subprime
crisis”. The $1.7 trillion in debt issued by local governments to fund
infrastructure has been a concern for some time, but officials until
recently downplayed the danger. Now that the Chinese economy is
slowing, the risk is that China’s debtors will face greater difficulties.
Although the Chinese government would likely bail out any banks at
risk of default, some form of readjustment is necessary.
With slowing global growth and falling exports there is little to
compensate for weakness elsewhere in the domestic economy. As a
result, China will increasingly need a boost in consumer spending to
offset a decline in investment. Yet given that consumer spending is
now only 35 per cent of GDP, it would need to grow very rapidly to
make a difference and avoid a slowdown. There are thus reasons to
expect that in the coming decade China’s economy will grow more
slowly than has been the case.
In both Brazil and India, persistent inflation was a significant challenge
in 2011, resulting in a tightening of monetary policy. By early 2012,
both economies were slowing substantially, leading governments to
>
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loosen monetary policy with Brazil concentrating on growth and India
focused on reducing inflation. This had led to quite slow growth in
2012; however, the long-term prospects remain good.
India has proven relatively immune to the problems in the global
economy because trade is a modest share of GDP and the Indian
financial sector is not highly exposed to troubles in European credit
markets. Yet, despite this, India has slowed down substantially.
The central bank is reluctant to implement more aggressive monetary
policy lest it aggravate inflation. As such, India seems headed for
sub-par growth in the short-term.
Although Brazil has been more exposed to the global slowdown,
sizable foreign direct investment and a rapidly expanding middle class
create favourable conditions for longer term growth. In addition,
roughly half of Brazil’s exports are manufactured goods (a big change
from when Brazil was largely a commodity exporter), suggesting a less
volatile future in terms of trade.
Figure 3. Headline Inflation in Brazil, India and China (% change)
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If the eurozone fails, Europe will sink into a deeper recession.
Bank failure would be a serious risk and credit market activity
would likely seize up. Hopefully, cool heads will prevail and
Europe’s leaders will see fit to further integrate their economies.
As for the rest of the world, credit market conditions are improving
in the US and are not under significant threat in emerging markets.
Again, the principal factor that might cause this to change would
be a more severe crisis in Europe. That would have a negative effect
on the global economy, both through reduced trade and financial
market contagion.
Meanwhile, there are reasons to hope for improved M&A activity.
First, asset prices remain relatively low. Second, corporate cash
flow is strong, especially in the US where several years of cost
cutting have resulted in record profitability. Third, interest rates are
historically low, even though spreads remain a bit too high. Overall,
the conditions for transaction activity are relatively good. What
would stand in the way of increased activity is uncertainty.
If businesses had a more reliable road map, they would be willing
to take more risk. 

2006

India China
Source: IMF

Impact on M&A activity
The biggest potential barrier to a return to growth in M&A activity
comes from difficulties in credit markets. In Europe, credit market
activity is feeble because of the impact of the crisis, as well as the
European Central Bank’s regulatory requirements that banks boost
capital. Specifically, the regulators have attempted to protect banks
from risk by requiring that they cut lending and sell assets to improve
their capital ratios. The effect of this has been to dampen credit
market activity and slow economic growth.
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for the brave

In the coming months and years financial, regulatory
and political pressures will reshape the international
banking landscape. Mergers and acquisitions will have
a significant impact on this realignment. However, the
current market volatility only serves to accentuate the
complexities of dealmaking in the banking sector.
Dealmakers need to view banks through a ‘lens’ that looks not only at their current financial
stress, but also at their long-term fundamentals, as these reflect their capacity to underpin
economic recovery. Deloitte conducted such an assessment and identified four distinct
banking clusters. In the future we expect banks in these clusters to use M&A to reposition
themselves paving the way for a new set of winners who will dominate the global landscape.
Given the fragile confidence of investors, it is not surprising that the immediate response of banks has been
focused squarely on remedial action relating to regulatory reforms. As a result, banks are urgently seeking
to boost their capital ratios to meet the mandatory Tier 1 capital ratio requirements and to create a buffer
against future systemic shocks.
Deleveraging will inevitably result in some shrinkage of banks’ balance sheets, and that is likely to have
a negative impact on earnings. If in response to short-term pressures, these banks reduce their lending
capabilities that could further destabilise the fragile recovery and reverberate across the global economy.

>
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Dealmakers need to view banks through a ‘lens’ that looks not only at their
current financial stress, but also at their long-term fundamentals.

Deloitte considered various parameters that serve as proxies for
these measures for the world’s 100 largest banks by assets and,
within this two dimensional view, segmented the banking industry
into four distinct clusters. The research also looked at M&A activity
from January 2009 to Q1 2012 within these four clusters to
determine how banks are using M&A to reshape themselves and
the wider banking landscape. What emerges is a microcosm of the
global banking industry.
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A changing landscape
Anticipating such possibilities, stakeholders need to consider banks
through a framework that evaluates not just their current financial
stress, but also their long-term fundamentals. This calls for a combined
assessment of banks’ relative strategic positioning (which is indicative
of their ability to capture and support future growth opportunities)
and their relative financial stability (which is a trade-off between their
need for capital, as measured by the Tier 1 capital threshold and their
ability to raise capital from the markets).

A conversation with
George Roberts, KKR

Advantaged

Relative strategic positioning reflects the positioning of the banks to
benefit from future growth opportunities. It can be assessed by comparing
attractiveness of the market with the competitive positioning of respective
banks. We considered the following parameters:
• Price-to-Book: This indicates the potential of the banks to capture growth
and return on common equity: This indicates the return banks have
delivered to their shareholders. Together these are considered as a proxy
for competitive positioning.
• Market attractiveness: Here we considered their relative revenue
from various geographies against the projected GDP growth for those
geographies.

Weak

Ability to
raise capital

Strong

Relative financial positioning is the trade off between the bank’s need
for capital versus its ability to raise capital. Here we considered the
following parameters:
• Tier 1 capital: Tier 1 capital in excess of Basel III threshold of 6% as
a proxy for need for capital.
• CDS spread: CDS spreads are a proxy of a banks’ ability to raise capital
from the markets.
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Deloitte estimates that only 21 per cent of the world’s largest banks can
be considered both financially and strategically sound.

Figure 4. Top 100 global banks positioning – Four distinct banking clusters have emerged

Global economic view

Cluster D: Acquire capital
Banks in this cluster are strategically well placed, but in
a weak financial position. Around 21 per cent of the banks
fall in this category. This cluster is dominated by emerging
market banks, who are well entrenched in growth markets but
still need to raise adequate capital to meet global thresholds.

M&A in global banking
A new world for the brave

Cluster A: Shape the market
These are banks that are both strategically well placed and
financially stable. Only 21 per cent of the banks fall into this
category. We expect them to shape the market in the coming
years and some of them are likely to emerge as winners in the
new global landscape.
Strong
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Weak

Financial position
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Cluster C: Salvage value
These are banks that are both strategically and
financally weak. Around 40 per cent of the banks fall in
this category. These are some of the weakest banks and
unsurprisingly the majority of them are eurozone banks.
Many of these banks are distressed and need to
aggressively salvage value.

Weak

Cluster B: Transform the business
These are banks that are financially stable but are strategically
weak. Around 18 per cent of the banks fall in this category.
They are some of the largest banks in the world and many of
them achieved this position through aggressive deleveraging
or external capital assistance. These banks need to reposition
themselves for growth.
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In cluster A the most acquisitive were the Canadian and US banks,
accounting for more than 60 per cent of all the deals.

Figure 5. Cluster A M&A activity

Cluster A: Shape the market
(Strategically strong, financially stable)
Deloitte estimates that 21 per cent of the world’s largest banks can be
considered both financially and strategically sound. These banks are
well placed to shape the market in the coming years.
Some of the strongest banks are also some of the smallest. Only three
of the 25 biggest banks in the world fall into this cluster. It consists
mostly of banks from Scandinavia, Australia, Canada and the United
States. These institutions have an average Tier 1 capital ratio of 12.5 per
cent; their average price-to-book ratio is 1.65; their cost-to-income ratio
is 54 per cent; their return on common equity 13.2 per cent and their
net interest margin is 2.11 per cent.

137 acquisitions
(25% of all acquisition volumes)
worth $26.7 billion

In the last couple of years they have been selectively expanding into
overseas markets. Between 2009 and Q1 2012, they made
137 acquisitions, worth $26.7 billion, and 44 divestments, worth over
$6 billion. The most acquisitive were the Canadian and US banks,
accounting for more than 60 per cent of all the deals. Their acquisitions
included a varied portfolio of assets such as wealth management firms,
credit card businesses and insurance companies, all of which suggest
that at least some of them are aiming to become the next universal
bank.

M&A activities by banks in Cluster A by region (volume)

Interestingly, only 18 per cent of their acquisitions were from other top
100 banks so they should not be expected to emerge as saviours for
any of the distressed banks. Nor can they be expected to make any
‘big bang’ acquisitions.

h

The priority for these banks is to gain significant marketshare and
to propel themselves into a dominant position. In the coming
years, we expect the banks in this sector to continue making
selective and small acquisitions to augment their strong
positions.

44 divestments
(8% of all divestment volumes)
worth $6.2 billion

Region

Acquisitions

Divestments

Africa

4%

0%

Asia

29%

38%

Europe

9%

7%

North America

49%

48%

South America

9%

7%

Bubble size is relative to deal values
Source: ThomsonONE, Deloitte Analysis
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Cluster B contains some of the largest banks in the world, including ten of
the top 25.

Cluster B: Transform the business
(Strategically weak, financially stable)
Deloitte estimates that 18 per cent of banks fall into this category.
This cluster contains some of the largest banks in the world, including
ten of the top 25. Severely stretched during the crisis, these banks
have managed to bolster their capital ratios through a combination of
aggressive deleveraging and external assistance. Currently they have an
average Tier 1 capital ratio of 13 per cent; their average price-to-book
ratio is 0.77; their cost-to-income ratio is 77 per cent; their return on
common equity is 4.1 per cent and their net interest margin is 1.55 per
cent. This suggests that while these banks are financially strong, most of
them are in a relatively weak strategic position.
Between 2009 and April 2012, banks in this cluster divested assets
worth $40.5 billion in an attempt to deleverage and bolster their
financial position. They also made acquisitions worth $27 billion, with
43 per cent of their dealmaking in the emerging markets of Asia.
The priority for them is to use their position of financial strength to
transform their business and take measures that will improve their longterm growth prospects. If they don’t, they risk eroding their financial
>
advantage in the future.

Figure 6. Cluster B M&A activity

126 acquisitions
(23% of all acquisition volumes)
worth $27 billion

187 divestments
(35% of all divestments volumes)
worth $40.5 billion

M&A activities by banks in Cluster B by region (volume)

Region

Acquisitions

Divestments

Africa

4%

3%

Asia

43%

19%

Europe

32%

39%

North America

15%

26%

South America

6%

13%

Bubble size is relative to deal values
Source: ThomsonONE, Deloitte Analysis
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Nearly a quarter of cluster C’s divestments were acquired by banks in the
same cluster, suggesting they have just been passing round the same
‘toxic parcels’.
Figure 7. Cluster C M&A activity

Cluster C: Salvage value
(Strategically weak, financially weak)
Deloitte estimates that 40 per cent of banks fall into this third
(troubled) category. Not surprisingly, the cluster is dominated by
European banks – including ones from Greece, Ireland, Spain and
Italy. Currently they have an average Tier 1 capital ratio of 11 per
cent, often supported by external assistance, have an average priceto-book ratio of 0.61, a cost-to-income ratio of 69 per cent, a return
on common equity of 1.17 per cent and a net interest margin of two
per cent.
These banks have been divesting assets at a phenomenal pace,
accounting for 51 per cent of all the divestitures done by the top
100 banks in the period 2009 to April 2012, and raising a total of
$61 billion. Banks in the group also made nearly $38 billion worth of
acquisitions. However, domestic deals accounted for 71 per cent of
them, suggesting there has been large-scale consolidation. Despite
this, they remain financially and strategically weak. A closer look
reveals that nearly a quarter of their divestments were acquired by
banks in the same cluster, suggesting they have just been passing
round the same ‘toxic parcels’.
Some of these organisations are genuinely distressed and urgently
require recapitalisation. The priority for them is to continue to sell or
run down assets and pursue consolidation where required.

189 acquisitions
(34% of all acquisition volumes)
worth $37.6 billion

270 divestments
(51% of all divestment volumes)
worth $61 billion

M&A activities by banks in Cluster C by region (volume)

>

Region

Acquisitions

Divestments

Africa

2%

4%

Asia

12%

7%

Europe

71%

63%

North America

14%

18%

South America

1%

8%

Bubble size is relative to deal values
Source: ThomsonONE, Deloitte Analysis
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Cluster D contains many emerging market banks, including ones from China,
South Korea and Brazil … their acquisition strategies have been focused on
regional consolidation.
Cluster D: Acquire capital
(Strategically strong, financially weak)
Deloitte’s analysis puts 21 per cent of banks in this category.
While they are facing short-term capital adequacy problems, these
institutions are well entrenched in markets that are positioned for
long-term growth. This cluster contains many emerging market
banks, including ones from China, South Korea and Brazil. They
have an average Tier 1 capital ratio of 9.9 per cent, an average
price-to-book ratio of 1.41, a cost-to-income ratio of 51 per cent, a
return on common equity of 19 per cent and a net interest margin
of 3.63 per cent. In future, these banks can be expected to drive the
regeneration of the whole sector.
Cluster D’s acquisition strategies have been focused on regional
consolidation; 59 per cent of their acquisitions were domestic deals
and 84 per cent were in the same geographic region. The acquisitions
included a mixed portfolio of insurance and commercial banking deals
as the institutions look to extend their product range and capture
marketshare.
The priority for this group is to build up their capital reserves. They
will continue to strengthen their positions in their respective regions
and selectively pick up emerging market assets from distressed banks.
Many of the institutions in this cluster are still in heavily regulated and
protected markets; however as these regulations are relaxed, more
ambitious moves can be expected.

Figure 8. Cluster D M&A activity

102 acquisitions
(18% of all acquisition volumes)
worth $16 billion

29 divestments
(5% of all divestment volumes)
worth $9 billion

M&A activities by banks in Cluster D by region (volume)
Region

Acquisitions

Divestments

Africa

4%

0%

Asia

37%

38%

Europe

23%

17%

North America

12%

10%

South America

24%

35%

Bubble size is relative to deal values

> Source: ThomsonONE, Deloitte Analysis
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Banks that are financially well positioned will use the opportunity to ‘cherry
pick’ prized assets, portfolios and businesses.

Reshaping of the banking landscape
It seems inevitable that weak banks will have to sell more assets
to raise additional capital. The International Monetary Fund (IMF)
estimates that 58 large European Union (EU) banks alone could shrink
their combined balance sheets by as much as $4.5 trillion through the
end of 2013, twelve per cent of total assets.1
Divestments therefore are likely to be influenced by demand, and in
such volatile conditions sellers are likely to outnumber buyers. The
M&A moves of these four clusters will indeed reshape the banking
landscape and in the coming months and years we expect M&A to
play out in the following manner:
Cherry picking assets
Banks that are financially well positioned will use the opportunity to
‘cherry pick’ prized assets, portfolios and businesses. Often these
acquisitions are made with the intent of growing and/or strengthening
them, for example, Sumitomo Mitsui has picked up The Royal Bank of
Scotland Group’s Aviation Capital business to take advantage of the
growth in commercial air travel in Asia.2
Some of these banks are also using this opportunity to build their
presence in emerging markets, which have accounted for 37 per
cent of all acquisitions since 2009. Canadian banks are particularly
aggressive; 37 per cent of their acquisitions since 2009 have been
in either Latin America or Asia. In Asia many of the stronger banks
are acquiring banks from neighbouring countries to enhance their
position as significant regional players.
Regulatory enforced structural realignment
Structural changes required by new regulatory measures, such as
Basel III and the Volcker Rule (part of the Dodd-Frank Act in the US),
could also encourage divestments, particularly of capital markets
businesses. We expect some of the banks that are trying to develop

new business lines, particularly those in the emerging markets, will
pick up some of these assets.
We estimate European banks accounted for 67 per cent of all
divestments carried out by the top 100 banks since 2009. Stateimposed consolidation in European banking is likely and will be
critical for the weakest banks’ survival. Small and medium-sized
regional banks (those with assets of less than $10 billion) are
particularly susceptible to such action. The process has already
started in Spain with the Cajas (savings banks) and others can be
expected to follow.
Growth in the shadow banking sector
A Financial Stability Board study of the 11 largest economies
suggests that ‘shadow banking’ – lightly regulated entities that
compete with the traditional banking sector to provide credit to
the global economy – has now grown to $60 trillion, surpassing
pre-crisis levels.3
Shadow banking comprises financial institutions that have been
less subjected to regulatory changes. Such banking is also less
burdened by bad loans and other legacy issues, and is often more
nimble than the traditional banking system. Such institutions are
well placed to buy assets and portfolios that are being divested
by the traditional banks. This allows specialist asset consolidators to
enter the market and pick up these portfolios at discounted prices.
Haymarket Financial LLP, a new private equity-backed corporate
lender, was one of the first into this market. In 2011 it purchased
Bank of America Corporations’ loans to Foxtons Limited,
the estate agent, for less than 90 pence in the pound for the
senior loans.4 More such deals can be expected as the new
entrants seek to build marketshare.5
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… operational activities could be under-funded and may have to be sold off
… new entrants could potentially acquire the back-office capabilities to create
‘utility structures’ to service the broader banking landscape.
Emergence of back-office utilities
The current environment is putting significant pressure on profits,
particularly for weaker banking institutions. This means that other
operational activities could be underfunded and may have to be sold
off. Outsourcing companies and other new entrants could potentially
acquire the back-office capabilities to create ‘utility structures’
that use economies of scale and platform-based transformation
to service the broader banking landscape. For instance, Indian
information technology and business process outsourcing companies
have acquired back-office capabilities from banking and insurance
companies and taken over the running of those businesses.
The future landscape
One of the more poignant lessons of 2008 was that a financial crisis
ultimately leads to the destruction of wealth. If banks shrink their
asset base rapidly, it could mean fewer opportunities for lending and
growth. Therefore, banks need to consider any such realignment
measures in the context of a larger restructuring programme aimed
at getting them back on the growth platform.
Meanwhile, a select few banks are using this opportunity to
transform themselves into global institutions. In the coming years
the banking landscape is set to be completely reshaped. A brave new
world awaits. 
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Fosun International

Interview by Sriram Prakash and Lily Chen

The CEO of Fosun International
shares his perspectives on Fosun’s
remarkable growth on its twentieth
anniversary and offers his insights
into how and why Chinese
companies are acquiring assets
in the global market.
Liang Xinjun is co-founder, Vice Chairman and CEO of
Fosun Group, one of the largest private Chinese investment
groups with revenues of RMB56.82 billion (equivalent to
approximately $9 billion).

Since its inception in 1992, Fosun has grown exponentially with interests
across the financial services, retail, pharmaceuticals and healthcare,
industrial manufacturing and real estate sectors. Fosun is also an active
dealmaker and has acquired a portfolio of global companies.

Liang Xinjun has long been studying China’s economic
reform and development and is often invited as a guest
speaker by various economic forums.

Sriram Prakash and Lily Chen from Deloitte’s London office interviewed
Liang Xinjun in Shanghai.

Liang Xinjun is also a member of the 11th Shanghai People’s Political
Consultative Conference, Vice Chairman of the Young Entrepreneur
Association of China, Chairman of Taizhou Chamber of Commerce
in Shanghai and Executive Chairperson for the Alumni Association of
Fudan University. Mr. Liang graduated from Fudan University with a BS
in genetic engineering and later earned an MBA from Cheung Kong
Graduate School of Business.

Deloitte: In less than 20 years, Fosun has grown to become
China’s largest privately owned conglomerate. Tell us about
your journey.
Liang Xinjun: Over our 20-year history, Fosun has successfully seized on
the economic driving force of China, and to a large extent our success
is due to the huge changes in China over the recent period. In fact our
investment model is to combine China’s growth momentum with global
resources.
>
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Combining China’s growth momentum is a blue ocean. Only those who have
both capabilities in China and worldwide strength can realise the potential.

These changes have come in three phases. The first was from 1978
to 1998, and the driving force was deregulation. The most significant
policy was to allow rural workers to move to cities, leading to rapid
growth in labour-intensive industries. Toward the end of this period,
land and money regulations were relaxed, which fuelled activity in the
housing and loan markets.
It was during this phase that Fosun was established, back in 1992.
We initially focused on real estate and pharmaceuticals and healthcare.
Fortunately, we were on the right path and both business lines have
fared well.
The second phase of China’s development was between 1998 and
2008, with increased industrialisation, which laid the foundation for
what China has become today. During that period, China’s budget
deficit was replaced by a surplus, as industrial output boomed. During
that time we invested in the steel and mining industries, and we were
able to reap substantial rewards.
Since 2008, China’s economy has evolved toward higher levels of
domestic consumption, and we have adapted by refocusing our efforts
towards consumer businesses, with two thirds of our funds invested in
this sector.
I believe the next stage for China is to develop its financial sector, and
we may see a finance-driven economy as early as 2018.

h

Deloitte: You stated that your investment model is combining
China’s growth momentum with global resources. Can you
elaborate on this principle and the drivers behind your global
expansion?
Liang Xinjun: Combining China’s growth momentum with global
resources means that in order to achieve profitability, we need to
search for good high-end brands which are undervalued, then help

them succeed in China. To realise this investment model, the most
crucial factor is that we enhance our abilities in China, in areas such as
sales growth and intellectual property protection.
China already has thousands of companies investing domestically,
and valuations are high. In contrast, many companies in the US and
Europe find it difficult to secure an offer from a buyer, despite very low
valuations and good future prospects in China. That may be because
many European and American investors see low growth ahead, while
Chinese investors are cautious due to cultural and language barriers.
Fosun built its base with local Chinese business earlier than many others
and now we are focusing on growing our global capabilities. Our
footprint makes it easier for us to value companies’ potential growth in
China. From 2007 we began to invest in our global capabilities, mainly
through partnerships. For example, we have partnerships with Carlyle
Group for investments, Prudential Financial for life insurance and we
also became the licensing partner for Forbes in China.
Combining China’s growth momentum with global resources is a blue
ocean. Only those who have both capabilities in China and worldwide
strength can realise the potential.
Deloitte: Many Chinese companies closely align their strategies
to China’s economic growth. How does Fosun’s strategy differ
from others?
Liang Xinjun: Fosun has two core investment principles, which we feel
differentiate us from other companies. We only invest in entities with
the potential to benefit from China’s economic growth, and we are
always value investors.
We look to take stakes in companies best placed to benefit from China’s
economic growth, based on three archetypes. The first is Chinese
>
domestic enterprises, which can leverage the 15 per cent growth rate
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The market in China is large enough for some companies solely focused
on the domestic market to be counted within the top 10 largest corporates
globally in their respective industries.
of the local market. The market in China is large enough for some
companies solely focused on the domestic market to be counted within
the top ten largest corporations globally in their respective industries.
Fosun’s investment strategy is to target these potential top ten ‘great
companies’, rather than companies that are profitable at the moment.

33 per cent. A good investment company has to put in the effort to
help portfolio companies optimise operations and realise value.

The second investment archetype is foreign companies that have the
potential to take advantage of China’s economic growth, and which are
focused on building their presence in China.

It is important to make sure any increase in value can be monetised.
In the past 10 years, we have been satisfied with the returns achievable
in China, but there are about 7,000 Chinese companies planning IPOs,
and global markets can probably only accommodate about 10 percent
of that. For those who cannot be listed, how to exit has to be weighed
carefully.

The last type is those among the world’s top 500 companies which have
subsidiaries in China. Since China’s capital markets normally offer higher
valuations than comparable markets, subsidiary companies listed in
China can outperform their counterparts listed on western exchanges.

Fosun has learned from the success of other value investors, especially
Warren Buffett. We think of ourselves as any normal corporation would
– obtain cheap raw materials, optimise the production process and then
sell with a high value-added margin.

A key part of the equation is to make sure our investments create value.

Deloitte: When you consider your investment strategies, would
you describe yourself as an active or passive investor?
Liang Xinjun: We use both active and passive approaches to search for
new projects. An active approach means we use top-down analysis.

Deloitte: You mentioned that a key part of your investment
strategy is creation of value. How do you define value
investing?
Liang Xinjun: As value investors, we define value investing by finding,
creating and realising value. We find value through two approaches
– tactical and strategic investing, though sometimes we use these
simultaneously.
Tactical investing is a good strategy in volatile markets, where we can
look to buy low and sell high. Strategic investing, on the other hand,
tends to take into account economic trends over periods of five to ten
years.
Creating value also means we need to enhance revenue through
pro-active management, which is strategic investing. Take the example
of Sinopharm, we started investing in this company in 2003, and over
the past decade it has achieved a compound annual growth rate of

Take the consumer sector as an example, we expect consumption
growth in the US and Europe to shrink, while Chinese consumption
will be expanding. We search countries that have strong consumer
products, identify the market players, find the big ones and analyse their
financials. Companies that have a price-to-earnings ratio between 7 to
8 and a price-to-book ratio between 1.5 and 2 are of interest to us. We
then seek to find out whether these companies have a business plan for
China and want to attract Chinese investors.
We also need to evaluate performance metrics such as growth, legacy
market performance and changes in valuation. Finally, we monitor
overseas finance and exit opportunities. If all these criteria are met we
will consider doing the deal.

>
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For us the perfect targets are western companies that are undervalued and
have the potential to take advantage of the greater spending power of the
Chinese consumer.
Using these criteria and analysis we are able to choose a few companies
in any jurisdiction which may be good targets.
Another way of searching for a target is to find industries with
comparatively concentrated operations or customer bases. For example,
since we have invested in Club Med, a French company, we would like
to invest in more related companies or other companies in France.
At times we are also passive investors. We have some good platforms
and other companies are seeking cooperation with Fosun. We found
some great investment opportunities through these companies, and
the partnership works because they are also looking for a company like
Fosun, which has a good investment record.
Deloitte: When you buy a company abroad what capabilities
are you looking to acquire?
Liang Xinjun: In the past, Chinese companies went overseas for M&A
with four motives:
1. Buy channels: to sell Chinese products abroad
2. B
 uy technology: to bring technology back to China
3. Buy raw materials: in order to get stable resources
4. Buy terminals and ports: to ensure logistics
The basis of Fosun’s overseas investment is very different. Considering
China’s consumption in the future, we first buy into high-growth
industries, and we target top brands. Then instead of moving them to
China, we help them develop in China.

h

We believe, manufacturing – industrial, logistics and high-end
manufacturing – and consumption related – pharmaceuticals and
healthcare, consumables, telecom, media, technology, property and
commerce, financial services and resources and energy – all have strong
growth prospects.

For us the perfect targets are western companies that are
undervalued and have the potential to take advantage of the greater
spending power of the Chinese consumer.
To determine whether our model is successful, we use a set of
criteria based on the priorities I have described earlier. Further, we
do not seek control and we always try to act in the interests of
shareholders and management teams.
Deloitte: Do you use leverage to finance your acquisition?
Liang Xinjun: Currently, Fosun only uses its own capital to invest as
overseas financing is relatively difficult to access. We still need time
to build up our resources in this area. Using leverage in investment is
something we are currently looking at, and hope to do in the future. >

About Fosun Group
Founded in 1992, Fosun Group is now established as one of China’s
largest private investment groups. Fosun’s investment philosophy is
to maintain a strong base in China and invest in the country’s growth
fundamentals. It taps into investment opportunities arising from
China’s economic transformation with focus on domestic demand
as well as China’s progress of urbanisation and industrialisation,
implementing its unique investment model of “combining China’s
growth momentum with global resources”. Over the last 20 years
Fosun has developed four growth engines, namely “insurance,
industrial operations, investments and asset management”. It has
invested in industrial, insurance, property, pharmaceuticals and
healthcare, retail and services, as well as recently strategic overseas
investments in Club Med, Focus Media and Folli Follie.
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… it would be difficult to seize opportunities during a downturn if you rely
solely on organic growth. In current times companies must consider both
organic and inorganic growth to succeed.
Deloitte: How do you balance organic and inorganic growth
potential?
Liang Xinjun: I think organic growth is at the core of everything.
Inorganic growth through M&A is a bonus. I do not entirely agree
with the notion that “M&A destroys value”, but yes, M&A is often
more likely to destroy than add value. Still, it would be difficult to
seize opportunities during a downturn if you rely solely on organic
growth. In current times companies must consider both organic and
inorganic growth to succeed.
Deloitte: Conglomerates are going out of fashion in the west,
but clearly they are popular in Asia. What in your opinion
should be the role of the corporate in ensuring the success of
its portfolio companies?
Liang Xinjun: There are three ways in which we as a corporate add
value. First, we make use of Fosun’s platform, including resources in
banking, government and our business network. Second, we encourage
our portfolio companies to take advantage of our group connections
and also cross-sell between one another. Third, we optimise operations
through a dedicated board member who will coordinate resources.
We define ourselves as shareholders who are active but cannot replace
management teams. We have developed a structured platform and
system to rely on for optimising operations while not participating in the
operational management. For example with Club Med, we helped the
company grow in several ways: we used our subsidiaries to boost sales
in China and we assisted in negotiating with Chinese airlines to open
direct flights. We also helped open new resorts in China. We have
established a Fosun family, in which we hope that our portfolio
companies can generate cross-selling.
Usually a company we decide to invest in has both merits and
problems. Often, we use all the resources we can to make it better
in the first three to four months after investment. Once this one-time

improvement has been completed, a red, yellow and green light
system is used. The company will show a green light if performance
is better than expected, a yellow light if performance is below
expectations by less than 20 per cent, in which case the dedicated
board member has to put in efforts to help this company improve,
and a red light if performance is below expectations by more than
20 per cent. In that case all Fosun board members, including myself,
will be busy helping the company.
Sometimes we become controlling shareholder for a long time – for
example our investments in Fosun Pharma, Hainan Mining, and Nanjing
Iron & Steel. Here we may send accredited staff to replace management
teams. However, in the majority of cases we remain strategic investors
and are not actively involved in day-to-day management.
Deloitte: What are the major challenges you have encountered
during deal making in the West?
Liang Xinjun: Many US and European companies do not fully trust
Chinese enterprises. The core concern among shareholders is that they
will be undermined. We always emphasise that we are well-intentioned
investors, and will only proceed with the agreement and support of
shareholders. Even as the largest or second largest shareholder, we do
not want to control the company. All we want is one or two seats on
the board.
Second, for management teams, we play the role of enlightened
investor. If the team is not good enough, we won’t invest in it. At the
same time, we also encourage the team to create value, and assist in
sharing the fruits of the company’s work.
Third, employees, trade unions and local government are worried about
losing jobs. We do not seek to impose China’s manufacturing model,
but rather China’s consumption opportunity. We want to retain original
design and production and generally won’t move production to China. >
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We do not seek to impose China’s manufacturing model, but rather China’s
consumption opportunity.

Deloitte: What is the most important lesson you have learnt
from these deals?
Liang Xinjun: The lesson I have learnt is that we should always care
about stakeholders’ interests. Once we understand their interests and
put our interests in line with theirs, we are on the same side, working
towards a better company.
Deloitte: Finally, what is your outlook for China’s economy?
Liang Xinjun: In the future, China will be a consumption and capital
supplier for the whole world. As we are looking at a global market, we
should not just focus on how a company sells its products and services
abroad, but also focus on how to help global companies share China’s
growth.
Chinese domestic demand is challenged by several interferences.
First, an important part of the growth of Chinese domestic demand
is the health of small and medium enterprises (SMEs), which generate
nearly 60 per cent of China’s employment and 80 per cent of
incremental employment. If these SMEs cannot be guaranteed,
income won’t be able to increase. Therefore, consumption cannot
be guaranteed. Also capital should be allocated across regions,
enterprises and individuals. We need to encourage consumption
across society.
We must stimulate investment, and as China is currently experiencing
severe inflation, it is necessary to maintain growth while reducing
inflation.

h

Finally, if China wants to improve relations with other countries, it
should create a better environment for global enterprises to benefit
from the country’s development, including the sharing of China’s
consumption and capital markets. 
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High-growth markets

The race

for capability advantage

The BRIC nations – Brazil, Russia, India and China – have been ‘emerging’ in a new way in
recent years: as key players in cross-border M&A. Companies from these four countries have
accounted for nearly 50 per cent of all emerging market deals since 2005. Deloitte examined
more than 2,000 deals and analysed the tactics they adopted. >
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The BRIC nations are using
acquisitions to exert their influence
in key future markets.

Figure 9. Emerging markets and BRICs deals (value in USD billion)
* Period Q1 – Q3 2012
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Our study indicates not only a contrast in deal making
strategies, but also a shift in relative importance of sectors
and geographies for dealmaking since the financial crisis.
These companies are in a race to gain capability advantage
and are using acquisitions to exert their influence in key future
markets. To assist companies with their dealmaking strategies,
Deloitte has developed a framework to evaluate the capability
advantage gained through M&A.

47%
60

While many western companies are looking eastwards for growth,
the flow of deals from emerging markets into Europe and North
America has been on the rise. In the period 2005 to Q3 2012,
emerging market companies made 4,767 outbound M&A deals
worth approximately $488 billion.
Europe is the preferred destination for dealmaking by volumes.
In 2011, the region accounted for 42 per cent of all emerging market
acquisitions, up from 33 per cent in 2005. By contrast, dealmaking
within Asia dropped from 41 per cent of all deals in 2005 to 25 per
cent in 2011. The increased appetite to establish a presence in global
markets, attractive valuations and the relaxing of cross-border M&A
regulations, all contributed to this growth in activity.
>
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Emerging market companies were once thought of merely as
targets for developed market companies seeking access to growth
economies. They are now major international players in their own
right. With strong domestic growth, healthy balance sheets and a
continued desire to expand into new markets, Deloitte expects them
to remain acquisitive as they continue to pursue global expansion.
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Figure 10. Emerging market companies’ outbound deal activity
by geography (%).
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Note
‘Pre crisis’ refers to the
period from 2005 to
the financial crisis of
September 2008.
‘Post crisis’ refers
to the period from
September 2008 to
the end of 2011.
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The consumer business sector has seen the largest increase in dealmaking
by emerging market companies.

The industry mix has remained broadly the same over the years.
The manufacturing sector leads in terms of volume and now
accounts for 29 per cent of all acquisitions, up from 26 per cent in
2005. The consumer business sector has seen the largest increase
in dealmaking by emerging market companies. This highlights their
ambitions to acquire brands and technologies in order to move up
the value chain. On the other hand, share of deal volumes in TMT
(technology, media and telecommunications) and financial services fell
by four per cent and three per cent respectively.
Four countries … four paths
Of the emerging markets, the four BRIC countries are the most
significant participants in cross-border M&A. Over the period 2005
to 2011, they accounted for over 50 per cent of total deal volumes
and these four nations collectively have consistently outspent the rest
of the emerging markets. Reviewing their outbound deals from 2005
to 2011, we found significant divergence in their acquisition patterns
which reflects their historical affiliations, business cultures, socioeconomic landscapes, access to natural resources and technologies. >

Figure 11. Emerging market companies’ outbound deal activity by industry (%)
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Figure 12. Brazil outbound deals (deal volume and value in USD millions)
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Brazil
Brazil is the least active acquirer of the BRIC nations by both volume
(232 deals) and investment flows ($46.6 billion). The majority of Brazil’s
outbound deals are with neighbouring South American countries,
thus consolidating its position as the economic leader in the region.
The manufacturing sector continues to be the main acquisition target,
accounting for 35 per cent of all deal volume and 70 per cent of all
outbound investment flows.
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Figure 13. Brazil outbound deals (geographies and sectors)
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Brazilian companies’ acquisition patterns have changed markedly
pre- and post-financial crisis. Before the crisis, new economic reforms
coupled with the availability of cheap capital allowed Brazilian
companies to make bold ventures in the global market.6
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Since the 2008 crisis there has been a move away from blockbuster
deals and instead Brazilian companies are selectively picking up assets
that will allow them first to consolidate their position as leaders in the
South American market and then use that position to further their
global expansion.

20%
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44%

The floodgates opened in 2006 with Vale S.A.’s $18.9 billion acquisition
of Canada’s Inco Limited, the world’s largest nickel mining company.
This remains the largest outbound deal by a Brazilian company and
made 2006 a blockbuster year for Brazilian M&A with $20.8 billion
of acquisitions.7

This new approach to dealmaking is best illustrated by JBS SA, which
is Brazil’s largest meat producer. It started by making a number
of acquisitions in South America to defend and consolidate its
marketshare. In recent years it has made significant acquisitions in the
US, Italy, Australia, Belgium and Canada, and is now one of the world’s
largest meat-producing companies. 8,9,10 JBS epitomises this recent trend
among Brazilian businesses: first they consolidate their core domestic
markets before seeking global expansion through aggressive dealmaking.
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Figure 14. Brazil outbound deals 2005-2012
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Figure 15. Russia outbound deals (deal volume and values in USD millions)
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Russia
From 2005 to 2011, Russia’s outbound M&A was the second largest
of the BRICs’ by investment flows ($66.8 billion) and the third largest
by volume (563 deals). Historically, Europe has been the favoured
destination for Russian companies and 75 per cent of all deals
involved European targets. Activity was mostly directed towards
Eastern Europe and the nations of the former Soviet Union. Ukraine,
for example, accounted for 18 per cent of all Russian deals between
2005 and 2011.
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Figure 16. Russia outbound deals (geographies and sectors)
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The crisis of 2008 impacted Russia’s appetite for deals and outbound
acquisitions have since fallen by 15 per cent. Investment flows have
also dropped sharply, down by 59 per cent over the same period.
However, there was a sharp increase in deals in the financial services
sector, particularly in Europe, while Asia overtook North America as
the preferred destination for Russian buyers.
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Much of Russia’s M&A activity overseas has been in the oil and gas,
and metal and mining industries. The former is interlinked with
geopolitical ambitions to re-establish Russia as an energy power.
Acquisitions in the metal and mining industries are aimed at gaining
scale, particularly in steel, where Russia is competing with major
international companies.
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Figure 17. Russia outbound deals (2005-2012)
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Having been badly affected by the downturn in commodity prices in
the late 1990s, a government-led push to encourage diversification
among Russian companies is now paying dividends. For instance
Digital Sky Technologies, an internet investment company, was one
of the early investors in Facebook, Zynga and Groupon.11,12
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Figure 18. India outbound deals (deal volume and values in USD millions)

Indian companies have started
exerting influence in Africa and
have carried out some of the largest
deals there.
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India
India is the most active acquirer by volume (its total of 894 deals
represents nearly 40 per cent of all emerging market deals), and
the third most active by investment outflow ($51.3 billion). Indian
companies have spread their investments evenly between Europe
(37 per cent) and North America (31 per cent) with no one region
taking the lion’s share. A number of well cited, growth inhibiting
domestic reforms13 are causing Indian companies to become active
players in the mid-cap market (deals worth $100 million to
$500 million), particularly in North America and Europe.
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Figure 19. India outbound deals (geographies and sectors)
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The primary industries targeted have been manufacturing and TMT.
Manufacturing accounts for almost 50 per cent of all European
acquisitions, while North America accounted for 47 per cent of
all TMT deals by volume. This reflects Indian companies’ drive to
secure the technological expertise needed to meet rising regional
demand while at the same time acquiring new customers in their
domestic markets.
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Since the crisis, there has been a 41 per cent decline in outbound
deal volumes. Hardest hit has been the energy and resources sector,
where deal flows have declined by 76 per cent. At the same time,
Indian companies have started exerting influence in Africa and have
carried out some of the largest deals there, including Bharti Telecom
Limited’s buyout of Zain Telecom.14
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Figure 20. India outbound deals (2005-2012)
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In the West many conglomerates are being broken up, but in India
traditional conglomerates continue to diversify their portfolios even
further. They have been selectively picking up prized assets, such as
Sahara Group’s buyout of Grosvenor Hotel for $725 million,15 and
Tata Motor’s acquisition of Jaguar Land Rover for $2.3 billion.16
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Figure 21. China outbound deals (deal volume and value in USD millions)

Despite the economic uncertainty,
Chinese companies’ outbound M&A
activities increased 65 per cent from
2005 to 2011.
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China
China is the most active BRIC acquirer by investment flows ($86 billion)
and the second most active by volume (667 deals). Despite the
economic uncertainty, Chinese companies’ outbound M&A activities
increased by 65 per cent from 2005 to 2011, with a strong rise in the
flow of deals into the manufacturing and consumer business sectors.

2005

2006

2010

2011

2012*
Source: ThomsonOne, Deloitte analysis

Data for the period Q1-Q3 2012
Figure 22. China outbound deals (geographies and sector)

Historically, much of China’s acquisition activity has been in Asia,
which accounted for 52 per cent of its deal volumes and 40 per cent of
investment flows. The primary targets have been Australia, Japan and
Hong Kong. In recent years, however, there has been an increase in
deals in Europe, particularly in the consumer business industry.
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Over a quarter of China’s outbound M&A activity has gone into natural
resources (including mining, oil and gas) as the country has sought
security of natural resources to fuel its rapid growth and maintain its
vast manufacturing output and construction projects.
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A recent China Manufacturing Competitiveness study indicated that
half of senior executives there think that innovation is the biggest
challenge they face. This will no doubt pave the way for further
investments as Chinese companies seek to fast-track their access
to innovation and development.17 We expect dealmaking to play
a significant role in this ambition and it is reflected in the Chinese
government’s decision to give their sovereign wealth fund, Chinese
Investment Corporation (CIC), an extra $50 billion over and above
the $200 billion that it sought for its global acquisitions.18 Such
acquisitions allow Chinese companies to move up the value chain by
acquiring specialist technologies and platforms to complement their
manufacturing prowess. China National Bluestar’s acquisition of Elkem
AS, the Norway-based manufacturer of high-purity silicon for the solar
industry, reflects this strategy.19
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Figure 23. China outbound deals (2005-2012)
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Source: ThomsonOne, Deloitte analysis
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It seems increasingly likely that in the coming years we will see a step change
from the old adage ‘Made in China’ to ‘Engineered in China’.

The race for capability advantage
‘Made in China’ to ‘Engineered in China’
The central idea that has permeated corporate thinking in the West
over the last 20 years is that competitive success depends upon
focusing on core competencies and transforming internal processes
into differentiators of success. However, our analysis suggests that
emerging market companies are shunning this view and are instead
racing to win capability advantage. They are using M&A as a means to
foster this ambition. This new generation of acquirers are positioning
themselves by acquiring customers, skills, products, technological
expertise and/or natural resources that could enable them to leapfrog
several stages of the development process.
Further compounding the BRIC nations’ rise up the value chain is the
level of innovation occurring in these countries. Over the last decade,
patent filings in China and India grew by 22 per cent; conversely in
the same time period patent filings in the US grew by only by five per
cent, in Europe by four per cent and in Japan they declined by two
per cent.20 It seems increasingly likely that in the coming years we will
see a step change from the old adage ‘Made in China’ to ‘Engineered
in China’.
>

Figure 24. BRIC innovation on the rise
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Defending the core
Deals undertaken to defend core markets involve consolidation,
and their success depends on realising post-merger synergies. Many
emerging market companies do not have experience in large-scale
restructuring and may find it hard to realise post-merger synergies.
Deloitte analysis indicates that when companies do such deals the total
shareholder return (TSR) has declined by 28 per cent on average.

fe

A conversation with
Liang Xinjun, Fosun

We created a framework for evaluating capability advantage through
M&A based on four distinct approaches: (Figure 25)

B. Acquiring
technologies
and natural
resources

De

M&A in global banking
A new world for the brave

D. E xtending the
value chain
Adjacency to Geographies

Global economic view

Figure 25. Deloitte ‘competing on capabilities’ framework

Creating lasting capability advantage through M&A
Deloitte analysed 200 deals that covered a broad range of industries
and values in order to understand the strategies this new generation
of acquirers adopted to create shareholder value. Our analysis indicates
that all of these approaches yielded contrasting shareholder returns,
and we estimate that only 40 per cent of the deals created any positive
shareholder value, while many had a negative impact.

Near

A conversation with
George Roberts, KKR

What works: Experience matters in such deals. Success
depends on focusing on achieving economies of scale, a lean
operating model, process efficiency gains and optimising the
pricing structure.

Acquiring technologies and natural resources
Deals done with the primary objective of acquiring technology and
resources are progressive in nature as they help companies jump stages
of innovation and provide resource security for future growth. However
they also carry the inherent risk of technology obsolescence, disruptive
innovation and depletion of resources. If the acquirer does not have
a culture of commercialisation then they risk paying a considerable
premium for an asset that will not get fully utilised.

Near

Adjacency to the Business

Far

A. D
 efending the core
Typically defensive strategies that focus on achieving cost synergies and establishing current position
in core markets.
B. A
 cquiring technologies and natural resources
Progressive strategies that allow companies to expand by acquiring new technologies and gaining access
to natural resources.
C. Acquiring products/customers
Progressive strategies that allow companies to expand by acquiring new products and customers.

>

D. E
 xtending the value chain
Typically offensive strategies that allow companies to acquire along the value chain to achieve greater
integration, optimise pricing power and lower supply chain costs.
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Deals that extend the value chain allow companies to move from simply being
suppliers of products to exerting greater control over the product lifecycle.

Deloitte analysis shows that for companies doing such deals the TSR
increased on average by six per cent.

What works: Companies need to focus on acquiring
technologies and resources that are compatible with their
core competencies. They must also consider how to repurpose
these assets to expand marketshare both abroad and in home
markets.

Acquiring products/customers
Acquiring new products and or customers allows companies to look
beyond their core industry for complementary products and services
that allow them to create new market spaces both at home and
abroad. For instance, Indian mobile companies are tapping into the
growth in micro-payments in Africa through selective acquisitions.
Deloitte analysis shows that companies doing such deals increased
their TSR, on average, by 31 per cent.

What works: Companies need to focus on acquiring proven
brands or products that significantly increase their share in
both their domestic as well as new markets. The emphasis
should be on customer segmentation and supply chain
optimisation.

Extending the value chain
Deals that extend the value chain allow companies to move from simply
being suppliers of products to exerting greater control over the product
lifecycle. This allows companies the potential to build an agile business
model that not only gives them greater control over volatility, but also
improves their speed to market and enables them to innovate at both
the product and process level. We observed that the total shareholder
return on such deals on average increased by 44 per cent.

What works: Companies that seek deals to expand into their
value chain need to focus on optimising pricing power and
lowering their supply chain costs.

Bottom line
Emerging market companies are under tremendous pressure to fulfil
their growth potential. This has led to their deals being scrutinised with
particular intensity. Many of them are aggressively using M&A to further
their growth agenda. However, their success depends above all on
clarity of vision, careful planning and execution capabilities. The Deloitte
framework provides a strategic ‘lens’ to evaluate these M&A deals and
this should assist companies in doing the right deals. 
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The CEO of Dubai International
Capital shares his insights into the
successful restructuring of their
debt liabilities and how to achieve
strong returns through divestments.
David Smoot is Chief Executive Officer at Dubai International
Capital (DIC), the private equity investment arm of Dubai
Holding. He was previously the Chief Investment Officer
for 2 years and has worked closely with the managements
of DIC’s portfolio companies to position them for future
growth.

Mr. Smoot presided over the company’s recovery from the financial
downturn to restore the firm’s international portfolio of assets back
to health.

Prior to joining DIC in June 2008, David spent 11 years at Morgan
Stanley where he was most recently a Managing Director and
co-founder of the Private Equity Group. He led portfolio investments
in retail and aerospace and was responsible for building a team of
thirty five professionals in New York and London. He is a graduate
of Harvard Law School and Duke University and a member of the
New York Bar.

Deloitte: How did DIC contain the crisis and plan for the
successful restructuring?
David Smoot: I think the very first rule of a successful restructuring
is to be honest, intellectually honest about your current position.
You cannot base a restructuring plan on castles in the sky. At DIC,
we made a very frank and tough assessment of our assets. We were
very honest with ourselves and with stakeholders about what we
thought the prospects for them were. Once the business plan was
in place, we were able to reschedule our debts in a way that meant

Sriram Prakash from Deloitte’s London office interviewed David
Smoot in Dubai.

>
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One of the common misconceptions about companies in financial distress is
that they will immediately resort to a fire sale. Often, that is the last thing
they will do.
the business could continue without undue stress. Stakeholders knew
they could rely on the plan. I think that is the key. In fact we are part way
through the programme at the moment and actually ahead of the plan in
terms of results.
Deloitte: How did you get consensus to the restructuring plan
among your stakeholders?
David Smoot: It is never an easy thing to accomplish a fully consensual
restructuring. In the UAE, there is no restructuring law like you find
in Britain or the United States. So we had to do everything through
negotiation, to find a solution that was satisfactory to all the various
stakeholders. Inevitably, when going down such a path, without using a
stick against those who want to hold out, it takes quite a bit of time and
persuasion. Coming from different positions, people’s interests inevitably
conflict from the outset. The objective has to be to listen to those
interests and then to be very thoughtful about how to reconcile them;
to put them in a framework where different needs are satisfied in a way
that is optimal for the group.
That led to a fairly lengthy process, but it also meant an unexpectedly
high degree of co-operation among the different stakeholders and,
ultimately, that meant a more successful restructuring plan. We are
thankful for the support we received during this process from our lenders
and our parent company, Dubai Holding.
Deloitte: When you are looking at such a lengthy restructuring
process, how do you manage to quell fear in the marketplace?
David Smoot: Any time you go through a restructuring, you have to be
mindful that the constituents affected are not just those around the
table. They go far beyond that, to the management, to the employees,
and to portfolio companies. They also very importantly include customers
and suppliers. So communication is paramount. Not necessarily
trumpeting to the press, but frequent private communication with key
stakeholders on a discrete basis was absolutely necessary in our case.

Deloitte: During this restructuring, you chose to wait rather
than go for a fire sale. Why did you take that approach?
David Smoot: One of the common misconceptions about companies
in financial distress is that they will immediately resort to a fire sale.
Often, that is the very last thing they will do. A company that is
heading for financial distress may jettison some assets to generate
liquidity.
But once you are honest about the situation, and when the pressure
comes off, stakeholders often come round the table and realise
their best interests lie in providing enough space and opportunity
for assets to reach their ultimate value. The exits we made in the
past few years have achieved fantastic value and that has given all
stakeholders, banks especially, the confidence to agree to the
long-term restructuring.
Deloitte: We all understand the importance of leadership.
Would you like to comment on any particular leadership styles
or techniques that work well?
David Smoot: I think the key in any crisis situation is to move quickly
and decisively. And we certainly did that at DIC. So too did our
shareholders and lenders. You are not going to get all the answers
right when you move at that speed. But if you get 80-90 per cent
right, that is more than enough in a crisis situation.
We always had a steady eye on the result and in our case the
objective is very simple: we want to repay our debt, and we want
to please our shareholders by generating a return on their investment.
You have to have clear goals and communicate to the employees that
they are important to achieving those goals and are valued by the
stakeholders. If employees are fully occupied and working hard towards
>
a common goal, then it is much easier to manage the situation.
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You have to have clear goals and communicate to the employees that they are
important to achieving those goals and are valued by the stakeholders.

Deloitte: What in your opinion is absolutely necessary for
companies that go through a successful operational and
financial restructuring?
David Smoot: I think there are two things that are necessary: number
one is management; number two is having the right plan to base
your decisions on. Why is management so important? We are
fortunate to have good brands and good assets. In a crisis situation,
great management can ‘sweat’ those assets and drive the business
forward. Often, the same management team will be objective
enough to be able to put forward a plan that can actually be made
to work in a difficult operating environment. On that basis, you can
then build the proper financial restructuring. But if one of these key
elements is missing then your financial restructuring will fail.
Deloitte: With the benefit of hindsight, is there anything you
might have done differently?
David Smoot: Absolutely we would have. Number one would be
regarding the management teams. You have certain intuitions about
change and if I could have made certain changes sooner, I would
have. Number two would be that we were under-manned during the
crisis. We had too few people addressing complex issues with a lot of
capital at stake. We were fortunate to have friends such as Deloitte
who provided additional support and advice.
If we had had better management earlier on, and if we had had
adequate staff on our side, I think we would have avoided making
some additional investment during the downturn. Over the past
few years we deployed $400 million of capital, and I think that will
deliver fantastic returns to the DIC. But could we have saved some
here and spent more there, thereby achieving a better outcome?
There is no question about that in my mind.

Deloitte: What is your outlook for investment opportunities in
the Middle East?
David Smoot: In the Middle East I see great opportunities across
the board. On the industrial side, import substitution to cater for
some of the growing needs of the local market is a big theme, and
will continue to be for the next few years. We recently exited an
integrated foundry and oilfield valve manufacturer that fit this theme
at an attractive return. We have also invested in some traditional
sectors, such as hospitality and retail, and there is still money to be
made in these sectors even though they are becoming more mature.
Take for example the Rivoli Group, of which we own nearly
40 per cent, a luxury chain with about 300 stores in the GCC
(Gulf Cooperation Council). We have seen tremendous growth
there over the past three years, with two record years in a row.
It is unlevered, so it is a true growth equity play.
Deloitte: What is your view of the investment opportunities
in the BRICs?
David Smoot: We are bullish on these countries and other
emerging markets. Through our portfolio companies, we have
significant exposure to Asia and South America. While we continue
to remain bullish on the Asian growth story, the perception of China
as an undisputed growth market needs to change very quickly.
The same is true of India, but it is a little further behind the curve.
Previously we used to be able to rely on growth alone to make

>

About Dubai International Capital
Dubai International Capital LLC is a Dubai-based international investment company with a primary focus
on private equity in the Middle East and Western European regions. It was established in 2004 as a wholly
owned subsidiary of Dubai Holding with the mandate to build an international portfolio of diverse business
assets across a broad range of industries. Dubai Holding is a large and diversified group that was created to
consolidate the various large-scale infrastructure and investment projects which underlie Dubai’s economic,
social and industrial development.
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Inevitably, the best private equity investments are made during the years
when no one is investing. The best deals are done during troughs.

our numbers; now we have to rely on achieving proper margins.
Sacrificing margin for growth was fashionable to a point, but if
your cost base is rising very quickly, and we have seen a very large
increase in the wage base in China in particular, you are back in the
old-fashioned days when your customers need to pay for quality
and that means earning a fair margin. I think you are going to see
multinational institutions focus much more over the next five years,
improving margins in the emerging markets.
Deloitte: What do you think of the attractiveness of investing in
Europe right now? Is it the right time to invest when the euro is
weak and the dollar is strong? Or is it still too risky?
David Smoot: I would be investing in Europe at this point in time,
and we continue to evaluate bolt-on opportunities for our portfolio
companies. Not necessarily because the dollar is appreciating against
the euro, but rather because I think there are many industries that
are export-oriented and that have significant competitive advantages
in terms of their technology and their workforce that could be
improved upon either through better growth internationally,
exposure to additional markets or better operations. These are clearly
selling points for our portfolio of manufacturing companies including
Doncasters, Mauser and Almatis, and we see these companies
making strong progress despite the wider market difficulties.
The services side is less attractive, because you do not have the same
level of productivity as in industry. Effectively, you have a high-cost,
inflexible labour force, which in a crisis environment is tough for
service industries. You look at the general conditions right now, and
it is a double-dip recession. Once that is cleared up, and once Greece
is resolved one way or another, it will be a perfect time to buy.

Deloitte: Private equity is going through some tough times.
What can it learn from the successes you have had with your
divestments?
David Smoot: Private equity makes money most of the time when
there is profit going into the deal. If you have a great management
team, a great foundation, a great platform, a growth market and
an unlevered balance sheet, a growth equity play will usually work.
Looking at what we’ve done in the Middle East, on average, by the time
we exit completely our portfolios, we have generated about twice the
investment, which we are very happy with. And I credit my predecessors
for this result, because asset selection is critical. As a result, we are not
only able to find deals, but we are also able to exit successfully.
For example until last year we owned 45 per cent of KEF, which is an
integrated foundry and oilfield valve manufacturer based in Sharjah,
and together with the founder, we built the platform for it to grow
here in the region. Even though we bought at the peak, when we sold
it to Tyco last year we were able to generate a nice return on capital.
We added value through a relentless focus on talent management and
operations. That’s our mission. Look at a company from every angle to
figure out how to optimise value.
Inevitably, the best private equity investments are made during the years
when no one is investing. The same is true generally of the M&A cycle.
The best deals are done during troughs. So I would say that you just
have to have the courage of your convictions.
Deloitte: Dubai’s other government-related companies have
also gone through a process of restructuring. In your opinion
how did Dubai ensure that contagion did not spread across
the region?
David Smoot: Dubai always struck me as a highly professional place
and that is especially true of the local leadership and business leaders.
When the system faced trouble, they did not hesitate to reach out

>
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While we used to be able to rely on growth to make our numbers, now we
have to rely on achieving proper margins.

globally for the best professional advisers, and then they used them
very intelligently. This helps business and boosts confidence with the
international community and markets. Dubai is unquestionably in my
view on the way back to recovery. The private economy has been strong
for some time and the economy is healthier than it was before the crisis.
Deloitte: What advantages do you have being based in Dubai
over similar funds based elsewhere?
David Smoot: Being based in Dubai is a delightful surprise to me. I come
from New York City, and I thought I lived in a cosmopolitan place,
but in this respect it pales in comparison to Dubai. The typical school
here has 90 different nationalities in it. Dubai is a diverse, talent-rich,
entrepreneurial city with incredible energy, very much like New York,
London or Hong Kong. It is a global business hub and I think the
drivers for growth over the next few years will continue to be logistics,
transportation, commerce and finance.
As the centre of gravity keeps moving east, it is Dubai that is located
in the dead centre of the world right now. It is very easy for us to pursue
business in North America or South America directly from Dubai, as well
as anywhere in Europe and Asia. I see it not just from a private equity
standpoint. I see more and more multinationals finding advantages in
being based here. 
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Since September 2008, companies
worldwide have divested more
than $415 billion-worth of assets.
As companies reposition themselves
to achieve growth in the new
economic landscape, large-scale
divestments will form an important
part of this realignment. Analysis by
Deloitte indicates that divestments
undertaken during periods
of recession can create greater
shareholder returns. While the
share price of both sellers and
buyers tends to outperform their
relative index, there is a thin line
between success and failure.
We examined large-scale divestments
since 2005 and identified what
successful companies did to increase
their shareholder returns. >

p47

A conversation with
George Roberts, KKR
Global economic view
M&A in global banking
A new world for the brave
A conversation with
Liang Xinjun, Fosun
High-growth markets
The race for capability
advantage

Divestments undertaken during periods of recession can create greater
shareholder returns.

Changing nature of divestments
Since the onset of the financial crisis in 2008 we have seen a shift in
the sectors, objectives and geographies of divestment activity.
This change has been fuelled by a drive to raise capital and realign
for growth in a volatile and changing landscape.
From conglomerate discount to strategic realignment
Before the financial crisis of 2008, most divestments were carried out
as a matter of good corporate governance. However, post crisis the
majority have been due either to regulatory requirements or financial
pressures. Part of the reason for this is the changing make up of
corporate boards: since 2008 the number of FTSE 100 CEOs with a
financial background has increased by two-thirds.21 These corporate
leaders undertook large-scale divestment programmes to augment
the financial austerity. As a result many companies now have record
cash reserves.

Figure 26. Motives behind divestments with volumes and values (USD millions)
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beyond

Regulatory requirements have been shaping divestments in the
financial service industry in particular. Here the sharp increase is due
partly to the capital adequacy and risk compliance requirements
contained in Basel III, Target 2 and Solvency II regulations.
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In the future we expect more CEOs to focus on the growth agenda
Source: Mergermarket, ThomsonONE, Deloitte anaysis
and make more strategic divestments. Such companies will be
actively evaluating their portfolios and disposing of non-core assets
to refocus on their core businesses to build a platform for growth.
Markets react quite favourably to such announcements as they allow
companies to create a more focused business model (Figure 26).
>
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Figure 27. Deal distribution by region for buyers

BRICs leading the charge
One of the more significant changes in the post crisis world has
been a sharp increase in the number of buyers from BRIC countries.
Historically, assets were exchanged across the Atlantic between
European and North American buyers. Post crisis, the share of
acquisitions by emerging market companies has risen from 13 per
cent to 23 per cent over the past six years, with the four BRIC nations
leading the charge (Figure 27).

48%

43%
30%

Europe is the preferred target area for these buyers. Before the crisis
Europe accounted for 46 per cent of all global divestments. After the
crisis, its share jumped to 65 per cent, a reflection of the degree of
corporate realignment and distress that has taken place in Europe.
Of these, the UK alone accounts for 20 per cent of deal volumes
(Figure 28).
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Financial services industry dominates
There has also been a sharp contrast in the industries where most
divestments are occurring. Before the crisis, consumer business,
manufacturing and energy and resources companies divested
heavily. Since the crisis, divestments in the consumer business and
manufacturing sector have decreased, while divestments by the
financial services industry and the energy sector have increased.
They now account for 30 per cent and 28 per cent respectively,
primarily due to distressed sales and industry-wide consolidation
(Figure 29).

Source: Mergermarket, Deloitte analysis

Figure 28. Deal distribution by region for sellers
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… markets tend to reward smaller, well planned divestments.

Shareholder value creation through divestments
To understand how divestments can create shareholder value for buyers
and sellers, Deloitte considered all divestment deals worth more than
$500 million that took place between 2005 and 2011. We used the
collapse of Lehman Brothers as the bellwether, providing us with two
distinct economic environments to compare: pre- and post-crisis.

Figure 29. Divestments by industry group

A company’s share price movement, relative to the index where the
company is listed, is an indicator of how the market perceives the deal.
We measured both the buyers’ and sellers’ share price movements over
a seven-day period – from three days prior to and three days after the
announcement – to determine whether the divestment was successful.
The seller’s share price one year after the announcement is an indicator
of how well it has executed the divestment. To analyse the long-term
impact, we calculated the average stock price of the seller and its
relative index between 30 and 60 days prior to the announcement
(T-60, T-30) and compared it to the average stock price of the seller and
its relative index 12 and 13 months (T365, T395) after the divestment
announcement.
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Figure 30. Short-term sellers performance

Deloitte’s analysis of these divestments shows that they are more likely
to lead to a favourable performance in the share price of both sellers
and buyers. This is particularly the case during recessionary times.
Short-term seller performance
The analysis found that 59 per cent of post-crisis sellers saw a relative
increase in their share price, compared to 54 per cent of sellers before
the crisis. There was a marked improvement in share price movements
for divestments worth $500 million to $1 billion. Two-thirds of such
deals outperformed the relative index, compared with 56 per cent of
those valued at above $1 billion. This is a clear indication that the market
tends to reward smaller, well-planned divestments (Figure 30).
>
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Europe was the most rewarding target market for buyers where 60 per cent of
deals done outperformed.

Figure 31. Short-term buyer performance

In the post-crisis period, 62 per cent of sellers from continental
Europe and 62 per cent of those from North America outperformed
the market, whereas only 52 per cent of sellers in the UK saw
similarly favourable returns. This can be partly explained by the fact
that the majority of divestments in the UK were in the financial
sector, which had a number of distressed deals that the market
viewed unfavourably.
The consumer business sector had the most favourable returns.
Despite the number of divestments in the sector almost halving, some
67 per cent of the deals out-performed the relative index. Among the
outperformers was Sara Lee Corporation which sold its global body care
and European detergent businesses to Unilever plc to refocus on its core
businesses.22,23 Strategic divestments that realign businesses to focus on
their core have been generally rewarded in the post-crisis environment.

61%
53%
47%
39%

Pre crisis

Short-term buyer performance
Our analysis found that 61 per cent of the buyers of divested assets
outperformed during periods of recession. As with the sellers, this
superior performance is even more pronounced for smaller purchases:
74 per cent of the buyers of assets worth between $500 million and
$1 billion outperformed their relative index (Figure 31).

Underperform Outperform
Source: Mergermarket, Deloitte analysis

Europe was the most rewarding target market for buyers where
60 per cent of deals done outperformed. Within the financial services
industry, 63 per cent of buyers outperformed. This can be explained by
the numerous distressed divestments, which, arguably were often sold
at below par valuations. The market rewarded the buyers for getting
prized assets at a keen discount.
While there were not many deals in emerging markets, 69 per cent
of the companies that bought divested assets in those markets
outperformed and the market seems to be rewarding these buyers for
tapping into the growth potential of the emerging markets.
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… Overall it is beneficial for sellers to divest, as in 63 per cent of instances
they outperform.

Post crisis long-term performance of sellers
When Deloitte considered the share price one year after the
divestment of assets, we found that apart from financial services,
the majority of companies in other industries also outperformed the
market in the long term. Many of these divestments were for strategic
or financial reasons where companies were looking to reposition or
deleverage. As a result, they attracted a positive response
from the market.
With financial services companies, we found that four out of every
five companies that divested had negative shareholder returns. While
divesting distressed assets might temporarily help to ease short-term
financial pressures, it does not alleviate market concerns surrounding
the depressed growth prospects of the seller, hence the long-term
underperformance (Figure 32).

Figure 32. Post crisis long-term performance of sellers
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Post crisis performance for sellers and buyers
Source: Mergermarket, Deloitte analysis
Our analysis suggests in periods of recession, both the buyers and sellers
of divestments out-perform 33 per cent of the time, while in only
Figure 33. Post crisis numbers of instances where sellers and buyers outperform and/or underperform
11 per cent of the deals both underperform. In 30 per cent of
divestments the sellers outperform while buyers underperform and the
buyer outperforms while the seller underperforms in 26 per cent
26%
33%
of deals. This suggests overall it is beneficial for sellers to divest, as
Buyer
Buyer
in 63 per cent of the instances they out-perform (Figure 33).
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In volatile times focusing on core business allows companies to communicate
a clear and decisive growth story to the markets.

Lessons for maximising shareholder value
There is often a thin line between success and failure when divesting
assets, hence we considered the deals where both sellers and buyers
either outperformed or underperformed to understand what works and
what pitfalls need to be avoided.
Be proactive, not reactive
One of the lessons learnt from the under-performance of many
financial services companies is that distressed and unplanned
divestments create neither short- nor long-term shareholder value for
sellers. The markets consistently penalise such deals. This is because the
markets believe that the sale price does not reflect the intrinsic value
of the divestment. At the same time, the markets reward astute buyers
who pick up assets at a discount.
When Intesa Sanpaolo SPA sold its securities custody unit to State Street
Corporation for $1.87 billion, not only did it manage to exit from its
non-core custody business, it also got a fair valuation for its division,
which included goodwill of $932 million.24 This was not a distressed
sale and was part of a planned divestment programme to bolster its
Tier I capital. On the other hand it allowed State Street to consolidate
its position as one of the world’s largest custody businesses. The share
price of both companies jumped when the deal was announced
in 2009.

What works: It is important to have a proactive divestment
strategy and companies should review their portfolio of assets
frequently, so they are in state of preparedness for divestment
opportunities. The markets reward companies that have a clear
outline of their future growth and an ambitious, but realistic
strategy.

Think big, but execute small
Deloitte analysis shows that the most successful divestiture
programmes are ones where there are a number of smaller
divestments rather than one big blockbuster sale. We observed that
when companies carried out their divestment programmes in bitesized chunks they were rewarded by investors. Often when these
companies sold an asset their share prices increased signalling approval
for this strategy.

What works: The markets reward both sellers and buyers of
smaller divestments, both in the short and long-term. This is
because in times of asset volatility, such deals give investors
confidence that both the seller and the buyer can go through
with the deal without becoming over-leveraged and/or
enduring a long and difficult period of integration.

Focus on the core
Markets reward both buyers and sellers who focus on their core
businesses. In volatile times, they are looking for a clear focus and well
defined growth plan.
In October 2009, Ameriprise Financial Inc., a listed US-based, financialplanning firm, bought the long-term asset management business
of US-based Columbia Management Group, from Bank of America
Corporation for $1 billion.25 The price was lower than the market had
expected. However, the acquisition provided Ameriprise with product
distribution opportunities as well as investment talent and economies
of scale to help serve a broad range of investors. Buying assets at
low prices to strengthen its core business pushed the share price of
Ameriprise Financial up by 17 per cent in a seven-day timeframe.
>
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In major corporate events, people are often the most crucial part and leaders
must therefore give them clarity of purpose in their actions to maintain
motivation.

What works: Focusing on core businesses allows companies
to communicate a clear and decisive growth story and to focus
on their key strengths. Companies should always review which
of their businesses would be worth more in another firm’s
portfolio, and then divest accordingly.

People matter the most
Large-scale divestments are significant events in the corporate lifecycle.
This can create a tremendous amount of uncertainty for staff and cause
disruption to the process. Keeping people motivated throughout the
process is therefore key to success.
AIG went through what is arguably one of the largest and most
complicated divestment programmes in the financial services sector.
To get everyone behind the task, the CEO first made it clear to all that
their immediate goal was to repay the US government and restore the
company to private ownership.
Secondly, the leadership made efforts to communicate to staff that
the divestments was not the completion of the strategy and there was
life beyond these events. They emphasised the new skills people were
developing through the divestment process. These actions motivated
people behind a common goal.

What works: In major corporate events, people are often the
most crucial part and leaders must therefore give them clarity
of purpose in their actions to maintain motivation.

Bottom line
Divestments are becoming an increasingly important part of every
company’s strategic growth plans. If done with clarity of purpose on
both sides they can create shareholder value for buyers and sellers. 

p54

Upfront Issue 4

A conversation with
George Roberts, KKR
Global economic view
M&A in global banking
A new world for the brave
A conversation with
Liang Xinjun, Fosun
High-growth markets
The race for capability
advantage
A conversation with
David Smoot, Dubai
International Capital
Divestments
Creating shareholder value

h

Notes
1. 	Global Financial Stability Report: Restoring Confidence and Progressing on Reforms, International Monetary Fund,
October 2012
2. 	http://www.rbs.com/news/2012/06/sale-of-rbs-aviation-capital.html
3.	http://www.ft.com/cms/s/0/39c6a414-00b9-11e1-930b-00144feabdc0.html
4. 	http://www.ft.com/cms/s/0/c544069e-cfeb-11df-bb9e-00144feab49a.html#axzz1xTrVwIk9
5. 	http://articles.economictimes.indiatimes.com/2011-02-14/news/28540403_1_government-bailouts-outsource-topbanks
6. http://media.ft.com.cms.b237a93c-0cd7-11e1-a45b-0014feabdc0.pdf
7. 	http://www.ft.com/cms/s/0/b6a6cc60-ef0c-11dc-97ec-0000779fd2ac.html#axzz1xTrVwIk9
8.	http://www.reuters.com/article/2007/05/29/us-swift-friboi idUSN2930167420070529
9. 	http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aw_Edl_3zmlA
10. http://www.bloomberg.com/news/2012-04-23/jbs-said-to-bid-268-million-reais-for-independencia-units.html
11. 	http://www.reuters.com/article/2010/04/19/us-dst-groupon-investment-idUSTRE63I3Z020100419
12.	http://www.mergermarket.com/pdf/Deal_Drivers_Russia_2012.pdf
13. http://www.economist.com/blogs/banyan/2012/04/indias-economic-reforms
14.	http://www.ft.com/cms/s/0/993a137e-3c28-11df-b40c-00144feabdc0.html#axzz1xTrVwIk9
15.	http://www.bloomberg.com/news/2010-12-30/rbs-sells-hotel-in-mayfair-to-india-s-sahara-for-726-million.html
16. http://www.ft.com/cms/s/0/1e56dfe6-fb31-11dc-8c3e-000077b07658.html
17. http://www.cityam.com/latest-news/china-s-manufacturers-turn-europe-innovation
18. http://www.ft.com/cms/s/0/eb46165a-8d24-11e1-8b49-00144feab49a.html#axzz1sql4ZcPX
19. http://www.bloomberg.com/news/2011-01-11/orkla-agrees-to-sell-elkem-to-china-national-bluestar-for-2-billioncash.html
20. World International Property Organization (WIPO), Deloitte analysis
21. http://www.financialdirector.co.uk/financial-director/feature/2078033/rise-strategic-fd
22. http://www.unilever.com/mediacentre/pressreleases/2009/UnilevertoacquirethepersonalcarebusinessofSaraLee.
aspx
23. http://www.saralee.com/~/media/SaraLeeCorp/Corporate/Files/PDF/NewsReleases/2009/HBC%20Unilever%20
Press%20Release%20%20%20FINAL%20pdf.ashx
24. h
 ttp://pr.statestreet.com/us/en/20091222_1.html http://www.secinfo.com/d14D5a.q6F7a.15.htm
25. http://www.ft.com/cms/s/0/c2b68f14-ae22-11de-87e7-00144feabdc0.html#axzz1xTrVwIk9

About the authors
Sriram Prakash, Lily Chen and Russell Shoult are the UK
Deloitte Insight team for M&A, based in London. Ravi
Sekar, Haranath Sriyapureddy, Vijay Sivasailem and
Suchint Sahny are M&A analysts in the Business Research
Center, at DTTL.

About the research
Upfront is the global flagship M&A report published by
Deloitte UK. The insights are based on primary analysis,
secondary research and interviews conducted with our
clients.

p55

Upfront Issue 4

A conversation with
George Roberts, KKR
Global economic view
M&A in global banking
A new world for the brave
A conversation with
Liang Xinjun, Fosun
High-growth markets
The race for capability
advantage
A conversation with
David Smoot, Dubai
International Capital
Divestments
Creating shareholder value

About Deloitte
Our M&A Services
For those who undertake mergers, acquisitions or disposals we have
a team of M&A professionals, who draw upon industry knowledge
and experience through the entire deal lifecycle.
Challenging markets create turbulence, affecting demand, the
competitive landscape, access to resources and capital, and people’s
confidence. Our M&A professionals recognise these factors and
their impact on our clients, and we are at the forefront of creating
practical solutions to support client strategies in these challenging
markets. We work with the world’s leading corporates, funds and
portfolio companies delivering value through an unrivalled breadth
and depth of integrated services, including a world class consulting
practice.
Deloitte has over 3,000 M&A specialists globally who provide a full
spectrum of services from development of a workable strategy,
through to complete integration or preparation for exit.
If you would like to discuss the issues raised here, or any other
matters, please contact your usual Deloitte contact or any of
the contacts listed.

Europe, Middle East and Africa
Central and Eastern Europe
Garret Byrne
+420 246 042 339
gbyrne@deloittece.com
France
Sami Rahal
+33 140 88 43 09
srahal@deloitte.fr
Germany
Freddy Strottmann
+49 211 8772 2661
fstrottmann@deloitte.de
Italy
Jim Noble
+39 028 332 5071
jnoble@deloitte.it
Middle East
Humphry Hatton
+97 145 064730
huhatton@deloitte.com
Netherlands
Wilten Smit
+31 88 288 1963
wismit@deloitte.nl
Sweden
Andreas Marcetic
+46 752 462 341
amarcetic@deloitte.se

h

Russia & CIS
Wayne Thomas
+74 957 870 600
wathomas@deloitte.ru

South Africa
Charles Larbi-Odam
+27 118 065 267
clarbiodam@deloitte.co.za

Brazil
Jose Paulo Rocha
+55 115 186 1684
jprocha@deloitte.com

Spain
Javier Lancho
+34 915 145 000
jlancho@deloitte.es

USA
Chet Wood
+1 212 492 4065
chwood@deloitte.com

Switzerland
Howard Da Silva
+41 58 279 62 05
hdasilva@deloitte.ch

Edward Harrison
+1 415 783 4391
eharrison@deloitte.com

UK
Timothy Mahapatra
+44 20 7007 0870
tmahapatra@deloitte.co.uk
Richard Lloyd-Owen
+44 20 7007 2953
rlloydowen@deloitte.co.uk

Asia Pacific
Australia
Ian Thatcher
+61 2 9322 7640
ithatcher@deloitte.com.au
China
Lawrence Chia
+8610 8520 7758
lawchia@deloitte.com.cn

Americas
Canada
Charles Knight
+1 403 298 5907
chknight@deloitte.ca

India
Avinash Gupta
+91 (22) 618 55070
avinashgupta@deloitte.com

Latin America
Miguel A. Arrigoni
+54 11 5129 2030
marrigoni@deloitte.com

Japan
Masami Nitta
0804 435 1517
masami.nitta@tohmatsu.co.jp
Singapore
Soo Earn Keoy
+65 6216 3238
Skeoy@deloitte.com

19

p56

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), a UK private company limited by guarantee, and its network of member firms, each of which is a legally separate
and independent entity. Please see www.deloitte.co.uk/about for a detailed description of the legal structure of DTTL and its member firms.
Deloitte LLP is the United Kingdom member firm of DTTL.
This publication has been written in general terms and therefore cannot be relied on to cover specific situations; application of the principles set out will depend upon the particular
circumstances involved and we recommend that you obtain professional advice before acting or refraining from acting on any of the contents of this publication. Deloitte LLP would be pleased
to advise readers on how to apply the principles set out in this publication to their specific circumstances. Deloitte LLP accepts no duty of care or liability for any loss occasioned to any person
acting or refraining from action as a result of any material in this publication.
© 2013 Deloitte LLP. All rights reserved.
Deloitte LLP is a limited liability partnership registered in England and Wales with registered number OC303675 and its registered office at 2 New Street Square, London EC4A 3BZ, United
Kingdom. Tel: +44 (0) 20 7936 3000 Fax: +44 (0) 20 7583 1198.
Designed and produced by The Creative Studio at Deloitte, London. 23885A

