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M&A on the ri

There is a clear uptick in activity with 23 deals
yet to close worth $17.7bn at the end of H1

PETER YOUNG YOUNG & PARTNERS

“oung & Partners recently completed

its mid-year review of the global

mergers and acquisitions (M&A)

market and its analysis of the out-

look for the rest of 2014. The total value of

M&A in chemicals during the first half of

2014 stood at $15bn, with 37 deals above

$25m completed. The deal value on an annu-

alised bhasis works out to $30bn, slightly less

than 2013’s total deal value of $31bn. The

number of deals on an annualised basis was

moderately less than last year at 74 deals ver-

sus 83 last year. This was clearly a solid, but
not spectacular trend in the first half.

Are the first half results a sign of a market
going sideways? Young & Partners believes all
signs point to stronger M&A activity in the
second half of 2014 for a couple of reasons.

First, a few of the larger deals that were an-
nounced have been slow to close for regulatory
or other reasons. One example is the acquisition
of US-based Rockwood Holdings’ titanium di-
oxide (TiO2) business by US-based Huntsman
that is expected to eventually go through, but
has been delayed by regulatory proceedings.

DEAL ANNOUNCEMENTS PICK UP

Second, there is a clear uptick in the number of
announced deals, with the value of deals an-
nounced, but not closed, as of the end of June at
$17.7bn (23 deals) compared with $13.3bn (22

and more major deals announced since

deals) at the end of 2013, a sign that deal activity
will likely increase from the first half's pace.
This includes US-based PPG Industries’
planned buyout of Mexico-based coatings
company Comex for $2.3bn. Since the end of
June, there have been many additional an-
nounced deals such as Kemira's pending
€153m acquisition of AkzoNobel’s paper
chemicals assets, private equity firm CCMP
Capital Advisors’ $890m agreement to buy
Solvay’s Eco Services (sulphuric acid) unit,
American Securities’ acquisition of Emerald
Performance Materials from Sun Capital, and
Albemarle’s planned acquisition of Rock-
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wood Holdings for $6.2bn.

Although some of these deals are expected
to close in early 2015, Young & Partners be-
lieves that enough of these announced deals
will close by year end and result in a stronger
second half for the chemical M&A market.

This is not to say that the market will end
up in any record territory — the record in
terms of value of deals was $82bn in 2011.
The only thing missing in this strong M&A
market are the very large deals — $5bn or
grealer in size.

This is mostly due to residual concerns
about the global geopolitical and economic
situation and the high stock market valua-
tions that make acquiring the larger public
chemical companies difficult to do. Another
factor has been the use of spin-offs instead of a
sale, as may be the case with FMC and Du-
Pont’s spin-off announcements.

Valuations also have been very high,
benefiting sellers of businesses. This is being
driven primarily by the cyclical peak of the
M&A market at this time, but also because fi-
nancial buyers are able to borrow at high mul-
tiples of earnings before interest, lax, depreci-
ation and amortisation (EBITDA) and at very
low interest rates.

PRIVATE EQUITY ACTIVE

Private equity firms continue to maintain a
strong share of the number of deals complet-
ed, but their share of the dollar volume of
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deals has not been as strong, They accounted
for about 21.6% of the total number of deals
completed and about 18.4% of dollar volume.

Private equity firms have a substantial
amount of equity capital, and the availability of
debt at very low interest rates with generous
covenants has allowed them to be very com-
petitive in the M&A marketplace as buyers.

However, these conditions are a mixed
blessing for private equity firms, who fre-
quently find themselves competing with each
other. High debt-to-EBITDA ratios that are
available to everyone are driving offers up-
ward which will make it more difficult for the
firms who win the auctions to get the right re-
turns on their investments.

GEOGRAPHIC SHIFT TO EUROPE
There has also been a significant change in
where deals are getting done geographically.
Europe led in the first half of 2014 in terms of
where deals were completed with 43%, fol-
lowed by Asia at 30% and the US at 27%.
Asia was the leading region for many years,
followed by the US. Europe surged from a dis-
tant third place to first place with buyers at-
tracted by the lower valuation multiples and a
sense of some regional stability. With the

Public companies should
take advantage of high
trading valuations that, at
times, are equal to or higher
than M&A valuations, and
use their shares as an
acquisition currency

more recent escalation in eastern European
geopolitical turmoil, though, this trend could
easily reverse itself.

EXCELLENT TIME TO SELL

In summary, this is an excellent time for
chemical companies to sell non-strategic as-
sets and for private equity firms to sell portfo-
lio companies that they believe are mature
from an ownership point of view.

However, the wrong approach to the selling
process has resulted in lower valuations than
what should have been achieved for some of
the divestitures that we have observed this
year. IPOs continue to be a difficult exit alter-
native, with only five completed this year

through mid-August.

In addition, with the high valuations in the
public markets, geopolitical uncertainties, and
the market’s reluctance to do very large deals,
businesses thal are very large musl be treated
differently. In those instances, a spin-off or a
reconfiguration of the business assels may be
required to get the best value for shareholders.

Also, public companies should lake advan-
tage of high trading valuations that often are
equal to or higher than M&A valuations, and
use their shares as an acquisition currency
while the current public valuations are high.

Otherwise, acquiring companies should
seek inefficiencies in the M&A market to ac-
complish acquisitions that will produce at-
tractive returns for their shareholders, This is
achievable even during peak periods in the
M&A market, but we believe finding the inef-
ficiencies requires a tailored, creative ap-
proach to each situation. M

Peter Young is president and managing
director of Young & Partners, an invest-
ment banking firm that serves the M&A
and financing needs of the chemical
and life sciences industries worldwide.
Young & Partners serves a global client
base of large and mid-sized companies.
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THE 2NP ICIS ASIAN
POLYOLEFINS CONFERENCE

Navigating you through Asia’s evolving polyolefins industry
Tuesday 11" — Wednesday 12" November 2014, Pan Pacific, Singapore

Attend Asia’s commercial focussed polyolefins conference to: F

/ Gain invaluable market intelligence on global supply and demand trends for the olefins and
/ Learn about progress of the coal-to-olefins projects in China and how this will impact your

v Understand the effect geo-political issues have on feedstock supply
v Build a competitive strategy in light of economic megatrends affecting Asia’s polyolefins industry
/ Access the converter’'s perspective on how to manage risk and mitigate volatility in the supply chain S AVE
v Receive comprehensive updates on key regional markets: China, India, Indonesia the Philippines

Register on or before 22" August 2014 and save $400 per delegate place!

www.icisconference.com/asianpolyolefins +44 (0) 20 8652 3887
*Please quote promo code YWP53681 when booking your place to qualify for the discount.
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