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Foreword
Welcome to the fifth edition of Deloitte’s Manufacturing and Industrials M&A Predictions, which examines M&A
themes in the sector for Q1 2015.
This edition of the survey was compiled in the months of April and May 2015, with responses received prior to the
UK General election on 8th May 2015.
Against the background that the UK economy continues to show good growth, ahead of other European
economies, the respondents to our survey are now more optimistic about the prospects for the manufacturing
sector. Further optimism can be drawn from the announcement of quantitative easing by the European Central
Bank, boosting the economy. Inevitably there has been some uncertainty from business in this period prior to the
outcome of the General Election.
In this edition we examine the trends over the last eighteen months by mapping responses against our previous
editions, and drawing out some of the themes from this period. Key questions addressed in this edition include:
• How have expectations for M&A activity developed over time?
• Has there been significant change in M&A strategies during the period?
In addition, we have asked specific questions on current oil prices to understand the impact of these on the
manufacturing industry. We covered the impact on demand from customers, input costs as well as on M&A
activity. The results show that oil prices are important for the sector, not just for those such as chemical companies,
for whom petrochemical products are raw materials, but also for manufacturers – such as of flow control products
– whose products represent capital expenditure for the oil industry.
We have also included an economic commentary on our survey results, with thoughts from Ian Stewart, Deloitte’s
UK economist, who gives his views on the sector, and how oil and other commodity prices are likely to affect M&A
activity in the manufacturing sector.

The M&A Manufacturing and Industrials team
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Key highlights
Despite the uncertainty caused by the General Election, confidence in the prospects for the sector is higher than in any of our surveys in the past two
years: 83% of respondents feel optimistic or very optimistic about financial prospects for the manufacturing sector in the next 12 months.
M&A sentiment is broadly unchanged from our Autumn survey: 59% of respondents expect more or significantly more M&A activity in the sector
over the next 12 months. This is consistent with the latest version of the Deloitte M&A Index, our forward-looking M&A publication, which predicts
that deal volumes will be 8% higher in H1 2015 than for the same period in 2014.
Our respondents note that consolidation to achieve economies of scale and acquisition of additional market share are important drivers of M&A
activity, which is reflected by the level of deals announced this year (c.$65.5 billion) as noted in the latest M&A Index (Deloitte M&A Index).
Consistent with responses at Autumn 2014, expansion into emerging markets is viewed as a less significant driver of M&A activity.
Debt finance is recognised by our respondents as the most likely source of deal finance in the next 12 months. In addition 66% of respondents
expect the availability of this type of finance to be broadly unchanged in the next 12 months. This is consistent with the Deloitte CFO survey which
continues to suggest high levels of debt availability.
Lower oil prices don’t just reduce industry’s input costs, they can also reduce demand for manufacturing industry’s products. Half of respondents
consider that the lower level of oil prices will reduce demand from customers either significantly or somewhat. As we would expect, the vast majority
of respondents (77%) considered that lower oil prices would reduce input costs.

At a glance

Increasing optimism with 83%
of respondents optimistic or very
optimistic about the financial
prospects for the sector in the
next 12 months

Ian Stewart notes lower oil
prices will help keep interest
rates low
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Respondents say their
companies continue to
look for acquisitions: 76%
of respondents

50% of respondents

consider that lower oil prices will
significantly or somewhat reduce
demand for their products from
customers.

A sustained increase in M&A
activity is expected in the sector
with 59% of respondents
expecting increased M&A activity
in the next 12 months

40%

of respondents
anticipate deal multiples in the
sector will increase in the next
12 months

Key highlights

Duncan Johnston
Partner, Corporate Finance Transaction Services
Corporate Finance Manufacturing and Industrials Lead

Mark Adams
Partner, Corporate Finance Advisory
Industrials and UK Industry Leader for Chemicals

“We are seeing a continuing improvement in sentiment, both regarding
the financial prospects for the manufacturing sector and for M&A activity.
It has taken time for this confidence to impact on announced transaction
volumes”. Duncan anticipates that the manufacturing and industrials
sector will see an uptick in M&A volumes in 2015, driven by improving
confidence and the continued good availability of finance, from bank
lending and equity markets. The forward-looking Deloitte M&A Index
anticipates an 8% increase in deal volumes in H1 2015.

Mark Adams, our CFA industrials partner and UK industry lead for
chemicals notes “A combination of cheap financing, improving
confidence, a relatively benign business environment (albeit against a
deflationary backdrop) and pent up M&A demand from a continued
shortage of perceived “quality” assets available, are driving prices for
many assets higher.” Looking ahead, Mark notes that “this higher pricing,
together with ongoing confidence around business performance, is
increasing the supply of assets - with buyer appetite appearing to be, so
far undiminished.”

Nick Wood
Director, Corporate Finance Advisory
UK Industry Leader for Print, Paper and Packaging
Nick Wood, our UK Print, Paper and Packaging (“PPP”) industry lead notes
that “the packaging sector has seen a continued increase in M&A activity
over the past two years. Of particular note during the last six months is
the increased number of large deals in the sector, including the acquisition
of SIG Comibloc by Onex (£2.9bn), the MeadWestVaco / Rock-Ten ($16bn)
merger and the proposed (£4.3bn) acquisition of Rexam by Ball.”
“Fuelled by strong sector performance, a positive outlook and high levels
of liquidity in the funding markets, we expect M&A activity to increase
and valuations for quality assets to hold up over the remainder of
the year.”
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Economic commentary
Thoughts from Ian Stewart, Deloitte’s Chief
Economist.
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Economic commentary
The responses to the M&A predictions survey tell us a lot about the current economic climate. Additionally, as M&A is an international activity,
many of the responses can be analysed from a broader perspective than just the UK. To add colour to the survey results we have enlisted the help
of Ian Stewart, Deloitte’s UK Economist, who comments in particular on a specific topic that we focus on in this edition of the survey: the impact
of current oil and commodity prices.
It is important to note that the survey was conducted prior to the outcome of the UK General election on 8th May 2015. Therefore, uncertainty
may have played a part in our participants’ responses.
We note that GDP results for manufacturing and industrials are stronger than originally anticipated, with output increasing 0.4% from February to
March, and total production output increased by 0.5% on the month.
Our respondents recognise this with 83% stating that they are optimistic or very optimistic about the financial prospects of the industry in the
next 12 months (the highest level of optimism from our respondents in the last two years). Additionally, over half of our respondents expect M&A
activity to increase. Ian notes:
“A pick up in Euro area growth and currently lower oil prices are contributing factors to increased consumer demand, which impacts
demand for manufactured goods. Respondents appear to be acknowledging this”
Ian also notes the link between lower oil prices and inflation, which can shed light on our respondents views on other questions:
“Lower oil prices depress the cost of fuel and product prices, thereby reducing inflation and bond yields. This takes pressure off
central banks to raise rates”
When comparing this edition’s results to prior versions, we noted a change in respondents views on the drivers of M&A activity in the
manufacturing sector.
“One of the key messages is the deterioration of sentiment for emerging markets. We could attribute this to; the China slowdown,
lower commodity prices (impacting certain economies such as Russia), and geopolitical issues (such as the Ukraine crisis)”
40% of our respondents anticipate deal multiples will increase. Ian notes:
“This is expected when interest rates and yields are falling. The expectation is that deal multiples will continue to increase”
Our respondents’ views on deal finance reflect the nature of bank debt being freely available; an acquisition financed by tradtional debt finance is
recognised by 77% of respondents to be a prevalent method in the next 12 months.
“Bank debt and own finance remain most popular, reflecting the good credit conditions available to companies at present”
Furthermore, the announcement of quantitative easing by the European Central Bank only further reduces interest rates, making debt cheaper
and a more attractive method of financing M&A.
As expected, the majority (77%) of respondents expect that lower oil prices will somewhat or significantly reduce input costs. However, we note
50% of respondents also consider that current oil prices will also reduce demand. In particular, this impacts the producers of capital goods, such
as those used in the oil & gas industry.
As the consumer, for whom low oil prices mean a major increase in spending power, accounts for more than two thirds of the UK economy,
lower oil prices, on balance, imply greater overall demand.
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Our M&A predictions
We asked our panel of CEOs, CFOs and M&A
professionals in Industrial and Manufacturing
businesses questions covering the current
economic environment, deal drivers, valuations
and key themes of successful deals and refinancings.
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The M&A environment
The responses from our Spring Manufacturing and Industrials survey show an improvement in optimism since the Autumn, with M&A activity
expected to remain broadly constant.

How do you feel about the financial prospects for your sector in the next 12 months?

Our respondents are significantly more optimistic
about financial prospects for the sector with 83%
stating that they are either optimistic or very
optimistic. This is a 33% increase on the results of
our Autumn survey.
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How do you feel about M&A activity for your sector in the next 12 months?
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M&A sentiment has increased slightly with 59% of
respondents anticipating more or significantly more
activity in the sector.
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What are the three main drivers of M&A activity for your sector in the next 12 months?
Portfolio rationalisation / non-core divestments

Consolidation to achieve economies of scale, cash
rich corporate acquirers and acquisition of additional
market share are viewed as the main drivers of M&A
activity by our respondents.
Compared to Autumn 2014, there is a marked fall
in the number of respondents selecting portfolio
rationalisation. This is potentially connected to
improved confidence due to the economic recovery
and also due to the fact that companies have
concluded their business restructuring.

Consolidation to achieve economies of scale
Expansion into emerging markets
Expansion into adjacent products or services
Cash rich corporate acquirers
Acquisition of additional market share
Improved confidence due to economic recovery
Return of private equity
Distress driven deals
Requirement to ensure security of supply chain
Other (please specify below)
Undervalued targets
0% 10% 20% 30% 40% 50% 60% 70% 80%
Spring 2014

Autumn 2014

Spring 2015
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Deal multiples for companies in your sector in the next 12 months will:
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67%

40% of respondents expect deal multiples to
increase in the next 12 months, a 9% increase from
Autumn 2014.
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Balance sheet Traditional
purchase
debt
(no debt required) purchase

Autumn 2013

Applying
earn out
arrangemnts
/staged
payments

Spring 2014

New equity
issue

Autumn 2014

Vendor
loan
notes
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38%
40%

40%

22%
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New equity issues as a source of finance has
increased to 40% reflecting confidence about their
own company valuations.
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Balance sheet and traditional debt purchases remain
the two most popular sources of deal finance.
However, respondents are saying they have less
scope for paying for acquisitions out of cash.
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What sources of deal finance will be most popular in your sector in the next 12 months?

Other
(please specify)

Spring 2015

Availability of debt finance for deals in your sector in the next 12 months will:
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34%

34% of respondents expect the availability of debt
finance to increase while 66% of respondents
expect the availability to remain broadly unchanged.
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Strategy and origination
91%

88%

89%

100%

88%

In your view, what will be the most popular investment strategy in your sector in the
next 12 months?

Joint venture arrangements have reduced in
popularity, with 24% less respondents selecting this
option than in Autumn 2014.
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Majority investments are still viewed as the most
common investment strategy by our respondents.
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What is your current M&A strategy?
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Whilst the vast majority of respondents continue
to be acquisitive, the 17% fall in this figure from
our Autumn 2014 survey and increasing focus on
current business, is a significant shift in opinion.

Spring 2015

Very acquisitive, right looking for deals

Focusing on the current business

Acquisitive if the actively deal presents itself

Actively looking to divest non-core assets

Would divest non-core assets at the right price

Actively restructuring
(both acquiring and divesting)

Note: The pattern of respondents selecting “Actively restructuring” and “Actively looking to
divest non-core assets” is the same for both responses (6% each as at Spring 2015).
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94%

Our respondents continue to find business
relationships and advisor relationships to be the
main source of origination.
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Private
equity owned
businesses
Spring 2014

Emerging
markets

Other

Autumn 2014
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Competitors and private equity owned businesses
remain the main source of target businesses (albeit
less so than in Autumn 2014).
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Distressed
businesses

Spring 2015

Distressed businesses are noted to be another
area of focus, with 23% of respondents selecting
this. We presume this may be in relation to oil field
services and manufacturers in oil field equipment.

M&A execution
Drawing on your experience, please name the most important success factors in executing
a transaction

Quality of internal M&A team
Prior leadership experience of
transaction processes

For the first time, prior leadership experience of the
transaction process is viewed by our respondents
as a stronger factor than the quality of the internal
M&A team in executing a transaction. Extensive due
diligence and a well organised sale pitch are also
both viewed as increasingly important in executing
a transaction.

Quality of target management
team
Extensive due diligence
Quality of external M&A advisors
(diligence providers)
Well organised sales process
Existence of extensive vendor material
(VDD, quality data room information)
Quality of external M&A advisors
(lead advisory)
Other
0%

20%

40%

Spring 2014

60%

80%

Autumn 2014

100%

Spring 2015

Drawing on your experience, please name the factors which most underpin a
successful transaction
Clear, well-resourced integration/
separation plan

The respondents stated that the top four factors
are all relatively equal in underpinning a successful
transaction.
A clear, well-resourced integration / separation plan
is relatively less important in comparison to the
Autumn 2014 survey.

Successful realisation of synergies
Not over paying, particularly in
a competitive auction
Acquisition/disposal aligned
with company strategy
Retaining key acquired personnel
Strong leadership during the
integration/separation
Smooth transition/TSA
agreement period
Strong and stable acquirer
Tightly drafted SPA, including pricing
and warranties
Other
0%

10%

20%

Spring 2014

30%

40%

50%

Autumn 2014

60%

70%

80%

Spring 2015
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Market factors
The majority of our respondents recognise that the recent decline in oil prices will reduce input costs, but will have no impact on the likelihood of
their businesses undertaking transactions

If oil prices are maintained at their current levels how will this impact your business?
Reduce input costs

Unsure

9%

14%

Not at all

Somewhat

57%

21%

20%

Significantly
0%

As noted in the latest Deloitte M&A Index, the
decline in oil prices will impact on M&A volumes
because 77% of our respondents believe this will
somewhat or significantly reduce input costs.
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If oil prices are maintained at their current levels how will this impact your business?
Reduce demand from customers

Unsure

12%

Not at all

14%

Somewhat

Significantly
0%

We note that 50% of respondents believe that
current oil prices will somewhat or significantly
reduce demand from customers.

38%

44%

21%
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10%
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40%
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How will oil prices being maintained at their current levels impact the likelihood of
undertaking transactions?

3%
20%

9%

The latest Deloitte M&A Index expects some
consolidation deals as many oil production and
services companies now need to focus on cost
reduction due to cut backs on capex. The majority
of our respondents believe that the current activity
in the market is unlikely to be impacted by oil prices.
69%

Increase significantly
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Increase somewhat

No change

Decrease somewhat

Our Manufacturing and Industrials
M&A Specialists
Our team of M&A experts across the firm have extensive experience in providing innovative industry specific
solutions to the Manufacturing and Industrials Industry. If you would like to discuss any of the findings in this
publication or find out more about our services to the Manufacturing and Industrials industry, please contact
one of the specialists listed below:
Transaction Services

Corporate Finance Advisory

Duncan Johnston
Partner, Corporate Finance Transaction Services
Financial Advisory Manufacturing and Industrials Lead
+44 20 7303 3849
dujohnston@deloitte.co.uk

Mark Adams
Partner, Corporate Finance Advisory
Industrials and UK Industry Leader for Chemicals
+44 20 7007 3624
mjadams@deloitte.co.uk

Ross James
Partner, Corporate Finance Transaction Services
+44 20 7007 8192
rossjames@deloitte.co.uk

Nick Wood
Director, Corporate Finance Advisory
UK Industry Leader for PPP
+44 20 7007 2249
nwood@deloitte.co.uk

Andrew Rogers
Director, Corporate Finance Transaction Services
+44 20 7007 2570
androgers@deloitte.co.uk

Tom Frankum
Director, Corporate Finance Advisory
+44 20 7303 6636
tfrankum@deloitte.co.uk
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About the Deloitte UK Manufacturing and Industrials M&A Predictions
The Deloitte UK Manufacturing and Industrials M&A Predictions is a biannual summary of the views of CEOs,
CFOs and M&A Directors of UK and European Manufacturing and Industrial companies (publicly listed, or private
UK businesses).
The Deloitte UK Manufacturing and Industrial M&A Predictions gauges forward-looking expectations for M&A and
the capital markets. The survey took place between April and May 2015.

In this publication Deloitte refers to Deloitte LLP, the United Kingdom member firm 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.
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
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