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Foreword

Welcome to the seventh edition of Deloitte’s Manufacturing and Industrials M&A Predictions,
which examines M&A sentiment in the sector in the second quarter of 2016.
This edition was compiled in the months of April and early
May 2016. The listed companies who participated in the
survey on this occasion have a combined market cap of
approximately £211bn.
Looking forward, the respondents to our survey shared
cautiously positive views about M&A activity in line with
our previous Autumn 2015 edition, with the majority
feeling either neutral/positive regarding the financial
prospects for the sector and slightly more than half
expecting an increase in M&A activity over the next
12 months (albeit expectations around deal multiples has
remained stable). External debt continues the most popular
source of financing acquisitions but a higher percentage of
respondents are now showing inclination towards earn-out
arrangements as a way to mitigate risk.

To explore a specific theme we have included in this
edition a set of questions focused on Sale and Purchase
Agreements. This included understanding (i) which
mechanism our respondents are seeing being applied more
in their transactions (locked box vs completion accounts)
and (ii) the main sources of conflict that tend to appear
between Purchaser and Seller.
We hope you find the results and Deloitte’s combined
industry and M&A views make this an interesting read.
The M&A Manufacturing and Industrials team
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Key highlights

80% describe themselves as acquisitive, of whom 40% say they are very acquisitive
and actively looking for deals
%

53% of respondents are expecting increased M&A activity in their sector in the
next 12 months, marginally below with the Autumn survey

47%

are optimistic for the sector’s financial prospects in the next 12 months,
broadly in line with the Autumn Survey

60% of individuals have seen at least a slight increase in the proportion of the use
of completion accounts, as opposed to the locked box method
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Commentary

Duncan Johnston
Partner – Transaction Services, Financial Advisory
Manufacturing and Industrials Lead

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

Duncan Johnston, our Financial Advisory lead for
manufacturing notes that “clients continue to be
relatively optimistic about the financial prospects of the
Manufacturing/Industrials businesses and overall M&A
sentiment”.

Mark Adams, our UK industry lead for chemicals and lead
CFA industrials partner comments that “Taken together,
our survey results together with what we are seeing on the
ground, indicate that M&A sentiment in the sector remains
robust, albeit in a slightly more benign pricing environment,
highlighted by the fact that most respondents expect
transaction multiples to remain relatively stable going
forward”.

“In this edition of the survey we focussed questions on
trends in the sale and purchase agreements. Over half of
our respondents have experienced very lengthy postcompletion negotiations, highlighting the need to get the
accounting aspects of the agreement right”.
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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 re-financings.

The M&A environment

The responses from our Spring Manufacturing and industrials survey show a broadly stable degree of optimism since the previous Autumn study, with M&A
activity expected to remain broadly constant.

Compared to the Autumn 2015 survey our respondents
have retained a stable degree of optimism about the
financial prospects for the sector, interestingly no
respondents expressing a “very pessimistic” view.

How do you feel about financial prospects for your sector in the next 12 months?
80%

74%

70%
60%
50%

50%
40%
30%
20%

31%
19%
12%
6%

10%
0%

Autum 2014
Very pessimistic

M&A sentiment has declined somewhat since the Autumn
survey, with more respondents anticipating a decrease
in activity in the sector within the next 12 months.

47%
40%

47%
41%

9%

Spring 2015
Pessimistic

13%
6% 6%
Autumn 2015
Neutral

Spring 2016

Optimistic

Very optimistic

How do you feel about M&A activity for your sector in the next 12 months?
100%

6%

3%

50%

56%

59%

44%

41%

41%

Autum 2014

Spring 2015

Autumn 2015

90%
80%
70%

53%

60%
50%
40%
30%
20%
10%
0%

Less activity

Compared to Autumn 2015 respondents consider that
expansion of market share and consolidation to economies
of scale are increasingly important as drivers for M&A
activity in the next 12 months.

More activity

Similar activity

47%

Spring 2016
Significantly more activity

What are the three main drivers of M&A activity for your sector in the next 12 months?
Portfolio rationalisation/ non-coredivestments
Consolidation to achieve economies of scale
Expansion into emerging markets
Expansion into adjacent products or services
Cash rich corporate acquires
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
Undervalued targets
0% 10% 20% 30% 40% 50% 60% 70% 80%
Spring 2015

Autum 2015

Spring 2016
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The M&A environment (cont.)

Overall, the expectations within this edition are broadly
consistent with those of the previous results in Autumn
2015, with respondents predicting multiples to remain
broadly unchanged in the next 12 months.

Deal multiples for companies in your sector in the next 12 months will:
100%
90%

31%

80%

18%

20%

71%

67%

40%

70%
60%
50%
40%

56%
56%

30%
20%
10%

13%

6%

12%

13%

Autumn 2014

Spring 2015

Autumn 2015

Spring 2016

0%

Decrease

Increase

Balance sheet Traditional
debt
purchase
(no debt required) purchase

Spring 2016

Two thirds of respondents expect the availability to remain
broadly unchanged. Directionally respondents are more
cautious about the availability of debt finance than in
our last three surveys with a further 13% expecting it
to decrease, compared to only 6% from the Autumn
2015 edition.

Applying
New equity
earn out
issue
arrangements/
staged payments

Autumn 2015

0%
6%

0%

Vendor loan
notes

Other

Autumn 2014

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

Spring 2016

13%

67%

Autumn 2016 6%

13%

71%

Spring 2015

0%

34%

50%
20%

7%

24%

66%

Autumn 2016 6%

6

Spring 2015

0%

0%

7%

20%

6%
11%
0%

40%

40%

38%

33%
41%

53%
35%
34%
38%

60%

60%

80%

69%

100%

80%
82%
77%

88%

What sources of deal finance will be most popular in your sector in the next 12 months?

59%
59%

Balance sheet and traditional debt purchases remain the
sources of deal finance expected to be most significant.
There is an expectation that staged payments will increase
more when compared to the Autumn 2015 edition with
the popularity factor rising from 35% to 53%.

Be broadly unchanged

44%
40%

60%

Decrease

Be broadly unchanged

Increase

Significantly Increase

80%

100%

Strategy and origination

100%
90%

91%

Majority investments are still viewed as the most common
investment strategy with 100% of respondents selecting
this option.

88%

In your view, what will be the most popular investment strategy in your sector in the
next 12 months:
100%
88%

Joint venture arrangements have continued to reduce in
popularity with 6% less respondents selecting this option
when compared to Autumn 2015.

80%
70%
44%

60%
50%

0%

Majority
investment
Spring 2016

Compared to the Autumn 2015 survey, there has been
a marginal decrease in the percentage of respondents who
have an acquisitive M&A strategy, returning to similar levels
as those seen in Spring 2015.
The largest movement comes in businesses having an
increased (10%) focus on their current business, when
compared to Autumn 2015.

Joint venture
arrangement

Minority
investment

Autumn 2015

Partnership
arrangement
Spring 2015

6%

3%

11%

6%

6%

6%

20%
10%

6%

30%

13%

20%

40%

Other
Autumn 2014

What is your current M&A strategy
60%
50%
40%
30%
20%
10%
0%
Autumn 2014

Spring 2015

Autumn 2015

Spring 2016

Actively restructuring (both acquiring and divesting)
Actively looking to divest non-core assets
Would divest non-core assets at the right price
Focusing on the current business
Acquisitive if the right deal presents itself
Very acquisitive, actively looking for deals
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Strategy and origination (cont.)

Our respondents find business relationships and advisor
relationships to be the main source of origination.

Source of origination – Spring 2016
80%

73%

70%
60%
50%
40%
30%
20%

13%

10%

7%

7%

Advisory
relationships
(other advisors)

other

13%

13%

Other

Distressed
businesses

0%
Business
relationships

Competitors and private equity owned business were
viewed as the main source of target businesses.

Advisory
relationships
(banks)

Source of target business – Spring 2016
45%
40%

40%
33%

35%
30%
25%
20%
15%
10%
5%
0%
Competitors

8

Private equity
owned business

M&A execution

The quality of the internal M&A team in executing
transactions is still viewed as the strongest factor
in successfully executing a transaction.

Drawing on your experience, please name the most important success factors in executing
a transaction
49%
Quality of external M&A advisors

Additionally, extensive due diligence increased its
importance comparatively to the previous surveys.
The two above factors, along with prior leadership
experience of the transaction process are viewed by
respondents as the most important to successfully
executing a transaction.

60%

Prior leadership experience of
transaction processes

41%
34%

Quality of target management team

40%
43%
41%

Extensive due diligence
Quality of external M&A advisors
(diligence providers)

9%

Quality of external M&A advisors
(lead advisory)
Other
0%

Though the realisation of synergies and a clear, wellresourced integration/separation plan are still deemed
as relevant, retaining key personnel was viewed as more
important in this edition when compared to the Autumn
survey.

53%

53%

18%
27%

29%

6%

27%

14%
12%
20%
3%
6%
20%

40%

Spring 2015

The vast majority of the respondents view the alignment
of the acquisition/disposal with the company strategy as
the most important factor for a successful transaction.

57%
53%

34%
29%
20%

Well organised sales process
Existence of extensive vendor material
(VDD, quality data room information)

76%

60%

80%

Autum 2015

100%

Spring 2016

Drawing on your experience, please name the factors which most underpin a successful
transaction
49%
47%
40%
43%
47%
33%
46%
29%
33%
54%

Clear, well-resourced integration/
separation plan
Successful realisation of synergies
Not over paying, particularly in a
competitive auction
Acquisition/disposal aligned with
company strategy

24%

Retaining key acquired personnel

Smooth transition/TSA agreement period
Strong and stable acquirer
Tightly drafted SPA, including pricing and
warranties

37%
53%

31%

Strong leadership during the integration/
separation

76%
67%

53%
47%

11%
7%
6%
12%
13%
14%
6%
7%

Other
0%

20%
Spring 2015

40%

60%

Autum 2015

80%

100%

Spring 2016
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Sale Purchase Agreements

Our SPA partner Ben Bell shares his view on the results
of this new survey:
“The private M&A market has continued to be buoyant,
with a wide range of deals across the sector, with
investment from both the US and Far East a key feature.
Overall, recent trends suggest a marginal shift away from
fixed price, locked box mechanisms towards completion
accounts and this may be a reflection of US buyers’
preference for completion accounts. Locked boxes are
rarely used in the US and hence US buyers are reluctant to
adopt them even on European deals.

10

Respondents highlighted warranties and indemnities
as the most contentious area in SPA negotiations. This is a
perennial theme, possibly also influenced by US investment
as the US market standard tends to be more “buyerfriendly” when it comes to warranties and indemnities and
higher expectations in this area may have made for tougher
conversations, notwithstanding the continuing popularity
of warranty and indemnity insurance. The second most
contentious area In SPA negotiations for our sample were
the clauses dealing with the definition and calculation
of net debt, working capital and other components of
the purchase price. Coupled with the fact that just over
half those sampled required lengthy post-completion
negotiations to agree on the final purchase price, this serves
to emphasize the importance of getting the accounting
aspects of the SPA right, particularly when completion
accounts are involved.”

Sale & Purchase Agreements

In company acquisitions, 60% of individuals have seen
at least an increase in the use of completion accounts,
as opposed to locked box.

For transactions where you are acquiring, are you seeing an increase in the proportion of
transactions using completion accounts mechanism rather than locked box
55%
47%

50%
45%
40%

33%

35%
30%
25%
20%
15%

13%

10%

7%

5%
0%
Yes, a
considerable
increase

In company disposals, 74% of individuals have seen at least
a slight increase in the proportion of the use of completion
accounts, as opposed to the locked box method.

Yes, a slight
increase

No, slightly
morelocked box

Significantly more
locked box

For transactions where you are selling, are you increasing the use of a completion accounts
mechanism rather than locked box
67%

70%
60%
50%
40%

27%

30%
20%
10%

7%

0%
Yes, a considerable
increase

Yes, a
slight increase

No, slightly more
locked box
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Sale & Purchase Agreements (cont.)

The largest causes of conflicts with SPA are believed
to come from warranties (80%) and indemnities
(73%). Respondents consider that purchase price
adjustment mechanisms, working capital tests are
also significant causes of how SPA conflicts can arise.

What other aspects of sale and purchase agreements give rise to conflicts
or disagreements in your experience
None of the above

73%

Indemnities

80%

Warranties
Material Adverse Change clauses

20%
13%

Definitions of leakage or permitted leakage
(locked box)
Purchase price adjustment mechanism
(completion accounts)

40%

Working capital tests

40%

Net debt
0%

Most SPAs lend themselves to a lengthy negotiation process
to reach the final purchase price. This is evidenced as nearly
half of the respondents considered it to be relatively trouble
free with the remaining half viewing it as a lengthy process.

7%

20%

40%

60%

Please describe the process, where you have acquired or sold businesses
using a completion accounts mechanism

7%

53%

Trouble free

12

47%

Relatively trouble free

40%

Involved lengthy negotiation
to reach agreement on the
final purchase price

80%

100%

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

Financial Advisory

Duncan Johnston
Partner, Transaction Services
FAS Manufacturing and Industrials Lead
020 7303 3849
dujohnston@deloitte.co.uk

Mark Adams
Partner, Financial advisory
Industrials and UK Industry Leader for Chemicals
020 7007 3624
mjadams@deloitte.co.uk

Pauline Biddle
Partner, Transaction Services
0121 696 8660
pbiddle@deloitte.co.uk

Nick Wood
Director, Financial advisory
UK Industry Leader for PPP
020 7007 2249
nwood@deloitte.co.uk

Ross James
Partner, Transaction Services
020 7007 8192
rossjames@deloitte.co.uk
Andrew Rogers
Director, Transaction Services
020 7007 2570
androgers@deloitte.co.uk

Tom Frankum
Director, Financial advisory
020 7303 6636
tfrankum@deloitte.co.uk
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