The Eoososic *lim}%u
il Ziitée big story

“7 MARCH 2531, 2018

10

Deal or
No Deal?

Cash flow trend suggests M&A
season is around the corner, but

not all deal-makers agree

2 Suman Layak & Baiju Kalesh
f money could talk, it would have .
whooped last year.

Consider this: in 2017, In-
dia saw more than 1,000
mergers and acquisitions
(M&As), the highest in the
current decade. The deal-
making happened on the back of
a record year in
terms of raising equity.

A total of ¥1,81,605 crore
was raised in 2017.

Private equity players,
too, had their best year in
Indiain2017. An EY report
says private equity play-
ers invested a record $25
billion in India in 2017 and
also had a record number
of exits.

The year 2018 has start-
ed ona positive note, with
a flurry of initial public of-
ferings (IPOs) in March
and M&As surpassing the
corresponding 2017 Janu-
ary-February numbers.
The really big deals,
though, have not yet hap-
pened. The number of
billion-dollar deals, at
eight, had declined in
2017, against 12 in 2016,
But appetite for domestic assets is
strong. While the number of cross-bor-
der deals fell to 340 in 2017 from 368 in
2016, the number of domestic deals in-
creased to 682 in 2017, from 528 in 2016.
By deal count, the domestic number is
double that of the cross-border one. By

“Investments by
local MFs have
started directing
the flow of the
market, replacing
foreign
institutional
investors”

Ashok Wadhwa,
Croup CEQ, Ambit

* April 1, 2017-March 21, 2018

A period of high
capital-raising can be
a double-edged sword
for M&As. It can point
to a deal-making spree
or to a listless period for
big-bang M&As

sheer value, domestic deals make up
more than 75% of the total.

A period of high capital-raising can be

a double-edged sword for mergers and
acquisitions. Itcan indicate that a season
of M&As is around the corner, like in
2006-07, or it can point to a listless peri-
od for deal-making. After all, only 20% of
the IPOs that happened in the last year
raised fresh equity; the rest were pro-
moters or private equity funds offering
their shares for sale.

So what does this capital-raising trend
suggest? ET Magazine spoke toat least 10
senior deal-makers in Mumbai and no
one was confident of experiencing the
exhilarating M&A days of the last decade
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Deal Street action in 2018 is all about
winning domestic deals
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—which saw the Tatas buying Corusand Jag- - -
uar Land Rover, and Hindalco buying Nov-
elis. Yet, says veteran deal-maker-turned- . |«
banker Uday Kotak, this phase might rede- -
ﬂ.ne Indian husinessaswekuowtt “The

f doing busi inIndia
will change. This round of M&A activity will
be around consolidation of business and up-
grading to a formalised economy,” says the
executive vice-chairman and managing di-
rector of Kotak Mahindra Bank.

ABrave New Worid

KPMG, too, seems to be thinking on these _
lines. ‘The audit and consulting firm has
been trying hard to break into the big league
of deal-makers. In February 2018, it hired .
Srinivas Balasubramaniam, 43, to head its
India M&A business. Balasubramaniam was
with Arpwood Capital and had recentlyad-
ﬂsedonmarqueemﬁﬁbﬂlmn—dolhrdtalﬁ
such as HDFC Standard Life-Max Life and
Ajay Piramal’s purchase of a larger pie of
deal was called off, but Balasubramaniam's
work was noticed. Hehadalsohadsﬂuma:
Goldman Sachs and UBS.

KPMG’s M&A play in India has been large-
ly limited to a series of small-ticket deals. Its:
Big Four brethren EY is one of the M&A lead-
ers in India, often leading the league tables

. bythe sheer number of deals. Between April
1, 2017, and March 21, 2018, for example,
KPMG had advised on 16 deals against EY's
28. KPMG's deals by value added up toalittle
more than 3,000 crore, while EY's was
more than €36,000 crore in 2017.

‘Factors driving growth of M&A are
ebt reduction, sectoral consolidation,

fatigue and challenges of succession

D lanning in family:run businesses,
harvesting by.PE fundst*

Atul Mehra, :
p-CEO (investment bankmg: JM Financial

Fastl’llwers

Ganeshan M managing direc-

: urugaiyan,
tor and head ofinvestment bankjng for Indiz

at BNP Paribas, says: “The M&A situation is
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E\‘.loo,isanﬂdpaﬂnsammlnmugzm
and acquisitions. Ajay Arora, partmerand | _NOW, @ narrative seems
- “head of M&A transaction advisory at EY, = [| ~t0 b@ developing around
'/ says: “There is a strong undercurrent for | how Indian Investment
oL i et fonsarehap- " haniing firms are
-'pening.eveulfﬂ:edualnuwshasnotbeen oy
- Every phaseof strongcapital-raisingisfol-, [ With the domestic M&A
lowed by a period of M&As and that phase s scene looking up
juststa.rﬁns]nlndia.sayujayﬁam.m ; )
ing director of Equirus Capital. - y

Company Law Tribunal (NCLT). The Reserve -
. Bank of India had kicked off the process by
. asking banks to take the cases of 12 wilful de-

veryactiveand there are: 1
discussion n the strategicand private equity
domains.”

Atul Mehra, who heads investment bank:

ingat JM Financial, identifies five drivers for
Mé&As. “The factors driving the growth of
M&A activities in India are debt reduction,

faulters to the NCLT courts. Corporate heav-
yweights such as Essar Steel and Bhushan
Steel and Power are part of the list. The ini-
tial list was followed by a second list. The
mumnuwhﬂemummlnmhanhlmmy
proceedi As Kotak pointed out earlier
this week, ﬂ;epmcmattthCL‘l‘cum
wuuldmwbemmdasabaddgbumlu-

- ﬂnnpmmss bu.t:hebopewasitwmﬂdtum

Equity: Enabler or Dampener?

It may be tricky to guess how the effect of
‘capital raising would play out for M&As, say
mamdmesmembankem.l?ust, uota!l the -

=]

assets. As Sourav Mallik, jdmmam;tngd.l

- rector of Kotak Investment Banking, points
* out, the bulk of the equity raised in the Last

one and a half years was via offers for sale of

g equity by promoters. Only a small share was

- Most M&As are expected to be led by the.

. b_ankmpbcy proceedings at tl_le National

funds. Sale of stressed assets under the In-
dlanBankmptcyCodelsauewchapterin g
' the Indian context.”

ralsed by the companies. Out of that, some
money was kept aside to retire debt.

Second, as E&Y's Arora points out, IPOs
can also act as a dampener. “IPOs can pro-
vide an exit route for PE investments. Also, a
buoyant IPO market as of today is able to
provide better valuation for a promoter,
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Fresh Equity vs Offer for Sale

Year Moof Freshequity Offer for sale Total
IPOs  (zcr) (] zer)
2015-2016 24 6,805 ~ 7,695 14,500
2016-2017 25 10,188 18,038 28,225
2017-2018 37 11,006 85515 66521
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“It Is not correct to relate this
phase with what happened 10
years ago. | see capital-raising
as a normal activity to cater to
the needs of sectors”

Kaustubh Kuliarnl,
q\ head of investment banking, JP Morgan

Source: EY analysis of Thomson ONE data

than being something of interest for a strategic inves-
tor.” For example, strategic investors recently valued
a consumer company at 20-25 times of earnings be-
fore interest, taxes, depreciation and amortisation
(EBITDA). Merchant bankers

partner & head-M&A, EY

the top five.

Now, a narrative seems to be developing around
how Indian investment banking firms are doing bet-
ter, especially with the dominating domestic M&A

flavour. Mehra of JM says Indian

pushing the IPO option, howev- investment banking firms under-
er, pegged the valuation at 30- Most M&As are stand bankruptcy issues here
35 times EBITDA, effectively expected to be led IW much better and are best poised
closing the strategic investment the hﬂl‘lkﬂlpu’ to benefit. o
option. m the Three broad changes have led
Kaustubh Kulkarni, head of National cfl &8s at Law to the evolution of investment
investment banking at JP Mor- mpany banking in India, says Ashok
gan, does not agree with the ar- “lb"na"l Dﬁda“)’ as Wadhwa, founder of Ambit Capi-
gument that equity-raising can several cor pol rate tal: the eme[rjence k(;l; lgccaj b;:::.;]fs,
boost M&As. h“me ‘m equity capital mar COn a
“First, it is not correct to re- are up for ;rahs dominant source of funds for
late this phase to what hap- companies and resolution of

pened 10 years ago. India was a
$1trillion economy then and is a $2.2 trillion economy
now, and | see capital-raising as a normal activity to
cater to the needs of sectors.” Kulkarnialso points out
that much-needed reforms are pending in important
sectors such as natural resources, roads and electric-
ity, and so one should not expect a spurt in M&A in
these areas.

Murugaiyan of BNF Paribas
says the recent capital-raising
spree was primarily either to
correct balance sheets (repay
loans) or to provide an exit to
shareholders. However, he
sees other drivers of growth.
“The key drivers of M&As are
strong growth momentum re-
turning in some of the devel-
oped markets, especially the
US and Europe; growth and
margin pressures in Indian
markets leading to capital allo-

stressed assets under the IBC.
And, Wadhwa feels, the first and second are linked.
“Investments by local mutual funds have started di-
recting the flow of the market, replacing foreign insti-
tutional investors, as there is a shift in investment
from gold and real estate to financial intermediaries,”
Wadhwa says.

With desi money becoming more prominent, desi
banks have started aiming high-
er. “It took a longer time for lo-
cal banks to become stronger
after India opened the gates to
global banks, unlike in other
countries,” says § Subramani-
an, managing director-M&A,
Axis Capital.

Relationships with global
banks are not unique anymore,
adds Wadhwa of Ambit, which
itself is one-fourth owned by a
sovereign fund from West Asia.
“For financial sponsors, there is

cation outside India, and con- i no distinction between global
solidation in the domestic mar- “M8&As, whether cross- and local firms. Access is no
ket, driven by distressed as- longer unique.”
sets,” says Murugaiyan. d.gge(;:l: m:}:‘gg There is another way the
game is changing. KPFMG's Bal-
Game is Changing currency. We are a high asubramaniam says M&As in In-
The investrment banking uni- net-debt country, soitis dia have traditionally had a
verse in India is a storied affair, perat heavy cash element. That is set
with foreign banks such as JP imslwul:;’fﬁ?m to change. “M&As, whether
Morgan Chase, Citi and Morgan : cross-border or domestic, al-
Stanley having access to global currency ways used cash as the acquis?
funds and eyeing only the very srinlvas Balasul tion currency. We are a highne
large deals. Players such as JM senior partner & head of corporate debt country, so it is imperati
Financialand EY aims for deals finance, KPMG that mergers should use stoc!

across the spectrum. There

are, of course, smaller players, working with smaller
deals. The M&A league table, by deal value, is domi-
nated by foreign names. Morgan Stanley is the top
dog. In deal numbers, EY leads — for calendar year
2017. JM Financial tops the list of investment bankers
based on fee income (§23 million in fees). In fact,
three Indian players — JM, Axis and ICICI - are part of

currency. It's the only w

shareholders, promoters and strategic investors w
beonaparand the underlying company will benefi.

The process of a merger can be protracted, as cor,
pared to a cash acquisition, he says. “But advisor
need to realise that while cash, in an Indian cong
is eritical, shares as currency will increasingly fin
ceptance.” B
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