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2011 Saw China Taking the Lead in Global M&A Market and
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2011

Saw China Taking the Lead

Unprecedentedly Abundant Exits via M&As

Analyst with Zero2IPO Research Center

In the wake of its plunge in 2008 and low
ebb in 2009, the global M&A market has been
back on its track to prosperity. The spring of
2011 witnessed stronger growth. Global M&As
have seen steady recovery with a new round of
M&As to kick off. Yet, the M&As in emerging
markets are still the focus of world attention.
The global battle for ener gy and minerals con
tinues unabated. Let's shift our attention to the
Chinese market where large deals of M&As
kept emerging while overseas acquisition main
tains its great momentum. In the context of fa-
vorable policies and abundant capital, M&A initi-
ated by foreign capital has gradually come back
on track. What's more, VC/PE-backed M&As ad
vances with vigorous strides and are expected
to be in the spotlight.

As the data of Zero2IPO Research Center
show, Q111 saw a total of 227 M&As, up
48.4% year on year and 22.0% over the pre-
vious quar ter. Among them, 202 cas es dis-
closed the combined US$14.152B M&A value,
up as much as 162.5% from US $5.39B
year-on-year or 11.9% from US $12.644B in
the previous quarter. There were 186 domestic
M&As tak ing place with US $5.82B in volved
and 19 out bound M&As involving US $5.58B.

in Global M&A Market and

In addi tion, the num ber of inbound Table 1 Quarter - on - quarter Comparison of M&As in

M&As reached 22 whose deal value
stood at US$2.75B.

Quarter

Global M&As Warm up Q108

Q2'08
Zero2IPO Research Center concludes Q3'08
that there exist following development Q408

trends in the global M&A market in 2098 Total
2011 through careful research on re- Q1'09
cent M&A market in combination with Q2,09
. Q3'09
the rules concerning M&As. Q409
) 2009 Total
|. Global M&As steadily re- Q110
. Q210
covered with a new up- azqg
surge in the day ahead. S
2010 Total

Q111

Chinese Market in Q1'08-Q1'11

No. of No. of M&As M&A Average

M&AS with Disclosed Value M&A Value
Value (US$M) (US$M)

35 24 2,220.40 92.52

53 38 18,769.54 493.94

49 32 9,872.92 308.53

48 31 5,979.85 192.9

185 125 36,842.71 294.74

86 66 4,733.22 71.72

63 55  4,809.08 87.44

67 53 13,798.75 260.35

78 61 9,806.28 160.76

294 235 33,147.34 141.05

153 116  5,390.89 46.47

138 110 9,142.32 83.11

145 111 7,625.73 68.7

186 164 12,643.86 77.1

622 501 34,802.80 69.47

227 202 14,151.84 70.06

As gIObaI economy recovered step by Source: Zero2IPO Research Center

step, the confidence of M&A enterprises has
grown with sufficient capital liquidity and relative-
ly low financing cost. The year of 2010 saw
an increase of nearly 22.9% in global M&As,
the first annual increase since 2007. Only in
Q1'11, the global M&As totaled US $716.30B,
a year-on-year increase of 16.0% . In the
post-financial crisis period, as the haze of finan-
cial crisis faded away, global economy warms
up. Thus the confidence in M&As was boost-
ed, enterprises were increasingly enthusiastic

about M&As. Besides, relatively relax currency
policies are pursued in developed economies
with strong market liquidity. To control risks,
enterprises across the world reinforced capital re-
serve as they have recognized the importance
of the availability of abundant cash flow. As
the data show, the total amount of cash
owned by S&P 500 companies has risen by
over US $100.00B since Lehman declared
bankruptcy . The large amounts of cash hoarded
by enterprises during the financial crisis renders
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it possible for large-scale M&A. Based on this, Brazil, Russia, In-Table 2 Comparison of M&As in Chinese Market in Q1'11 by Type

M&As across the world are projected to em- dia and China,
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No. of M&As Average
0,

brace another boom . reached US  M&A Type I\N/I(ji :f T/o':)fl with M&Lfsgi/:ue % of Total ~ M&A

$118.40B, mak- S ota Disclosed ( ) Value
Il M&ASs are brisk in emerging ing up a vast ma- Domestic M&A 186 81.9% 171 5,824.27 41.2% 34.06
. . jority of the total Qutbound M&A 19 8.4% 15 5,578.03 39.4% 371.87

markets; Chinese market stands .

or emerging € |npound M&A 22 9.7% 16  2,749.53 19.4% 171.85
out. conomies that are q¢q) 227  100.0% 202 14,151.84 100.0% 70.06

on the track of source: zero2IPO Research Center
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Among the global M&A markets, emerging mar-

kets like China, Brazil and Spain are always in

the limelight. Last year, the M&A value con-

tributed by emerging economies accounted for a

fast development. Their role in the world econo-
my is strengthening along with their growing e-
conomic strength. Many of them, such as Chi-

glaring stars in the global M&A market.

[ll. Battle for energy and minerals

na, have adopted policies that are in favor of
China
has issued an array of policies to encourage

continues unabated with limitless
potential for M&As.

bigger proportion in the total, with the actual
amount reaching a record high of US $806.3B.
It was even more than one third of the total,
a marked increase of 76.0% over the same

period of 2009. In the first quarter of 2011,

mergers and acquisitions. For instance,
and promote mergers and acquisitions. This is

a big pushing force behind M&As. With the As a strategic resource, energy has been the

rise  of emerging economies, enterprises in target that the economies across the world
the total M&A value of BRICKs, namely, scramble for. With the accelerating economic
Figure 1 Quarter - on - quarter Comparison of M&As in Chinese Market in these. globalization, the shortage of oil and gas is be-
= Q1'08 - Q1'11 14,151.84 countries coming more and more acute with the oil prices
o) 20000.00 r 18,769.54 _ Oare _ n- remaining high. In the recent years, energy en-
m 18.000.00 h 2279 crea'.s!ngly terprises across the world have been active in
5 16,000.00 | 12,643.86 1 200 ambitious mergers and acquisition. They took the lead in
& aae 13,798.75 ® 55 to ex- terms of both the total number and trading vol-
E 14,000.00 153 pand  o- ume of M&As worldwide in recent years. In

8 12,000.00 | 9 806.28®. 138 1 150 verseas ; ;
= ' 9,872.92 1OV0-29 g 14m32 1ﬁ5 ' 2010, energy and mineral industry was ahead of
& 10,000.00 5,979.85 86 7,625.73 Hence , other industries in M&A value which was as high
2 8,000.00 4g33.22 18.90.80 1 100we can a5 US $540.00B, 25.9% of the total amount.
% 6,000.00 f 35 4,8Q9.08 . conclude Financial industry and chemical industry rank sec-
4,000.00 2,22&,40 53 B 49 48 63 @67 1 50 emerging ond and third respectively, with their respective
2,000.00 f e- M&A value being US $291.80B and US

0 conomies

0.00 $119.60B. In the late period of the financial cri-
Q1'08Q2'08Q3'08Q4'08Q1'09Q2'09Q3'09Q4'09Q1'10Q2'10Q3'10Q4'10Q1'11 will re- sis, all countries are slowly recovering,

mmm M&A Value (US$SM) @ No.of M&As main  as leads to a huge demand for energy. Thus, it's

which

Source: Zero2IPO Research Center
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predictable that energy and resource will remain
a focus for the M&A industry.

M&As in China Are in Full Swing

M&As in China reached 10.0% of the global
total in the previous year,
biggest M&A market in Asia, 23.0% of the to-
tal, ahead of

making China the
India, Russia and Brazil. It
demonstrates that China has become one of
the countries that have a mature M&A environ-
ment. According to the research done by Ze-
ro2IPO Research Center, there were 622 M&ASs
in China, a year-on-year increase of 111.6%.
Among them, the 501 M&As disclosed a total
trading volume of US$34.80B, up 5.0% year

on year, on a par with that of 2009. As the

48.4% year on year and 22

.0% quarter on

quarter. There were 202 M&As disclosing a to-

tal value of US $14.15B, u

p as much as

162.5% from US $5.39B a year earlier. And

US $12.64B
quarter, it rose by 11.9%.

compared with

in the previous

A robust M&A market in China is attributable

to the gradual recovery of

my and sound economic operation at

the global

econo-
home .

The two combined to result in a good opera-

tional platform for enterprises
M&As . In

that the state shall

terms of policies,

promote a series of policies

to faciltate mergers and

more favorable policies shall be

to participate in
it is expected

make vigorous effort to

and measures

restructuring . And

issued . This

newly released data in QI'11 indicate, there year, the state shall adhere to industrial
were 227 M&As completed in China, up structure  restructuring to  eliminate  backward
Figure 2 Quarter - on — quarter Comparison of Domestic M&As in Chinese Market i
in Q1'08-0Q1'11 production
18,000.00 r 16,989.36 186 - 200facilities
16,000.00 F 166 ® 1 ;g02d _Speecf
14,000.00 F 124 o 4 1e0up industri-
o0 117 )
4 140al concen
12,00000 1 4,248.89 114 ¢ 10,274.58 ,
e ® 120tration
10,000.00 F L
800000 F - 5,476.84 71 100through re-
B 48 57 ) .
6,000.00 e 3,934.33 ®» 47 2,63.17 3.748.49 5,824_ 2-§0 structuring .
: 26 28 0 : 2,305.49 Moreover ,
000-00" [oes 56 2,092.65[f] 3.060.60 140 .
2,000.00 F gm 752.28 31 | o guiding
0.00 0 and sup-
Q1'08Q2'08Q3'08Q4'08Q1'09Q2'09Q3'09Q4'09Q1'10Q2'10Q3'10Q4'10Q1'1L PO
= & A Value (US$M) @ No.of M&As policies

Source: Zero2IPO Research Center

shall be further implemented to accelerate en-

terprises’ mergers and restructuring, such as
tax preferential policies, M&A loan business
from commercial banks and finance discount

from local governments, in

the way for M&As.

order to pave

On the basis of the macroeconomic tendency
in China in Q1'11,
Zero2IPO Research Center concludes that M&A
market of China in 2011 shall take on the fol-

lowing features:

and M&A market situation

|. Large-scale M&As keep emerg-
ing and public companies play a
key role.

Guided by the strategic goal of "promoting trans-
formation of economic pattern and restructuring e-
M&A is set to be
swing in 2011 as a key channel and pushing

conomic structure", in full

force behind structure restructuring .

reforms on
the end of

The recent years saw drastic
state-owned key enterprises. By
February 2010, the
key enterprises in the list released in the
the SASAC has dropped to 122
from 196 in 2003 when the SASAC was es-
tablished . Yet, in

Structure Adjustment of State-owned Key Enter-

number of state-owned
website  of
line with the Guidance on

prises issued by the SASAC, state-owned key
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& enterprises decreased to 80-100 through asset al competitiveness. In this context, some system for capital market and support qualified
i @

QZ restructuring. So the SASAC would continue state-owned key enterprises that have complet- enterprises to partici pate in M&As, facilitating

to push forward restructuring. It expressed ed integration still have the potential of merg- industrial integration and upgrading of listed

m that the reform direction for state-owned key ers. Private and foreign-owned enterprises and companies . Significant achievement has been

2 enterprises is overall listing or at least overall local SASACs at various levels are also to made in M&As that aim at "structure restruc-

a listing of their core business. It intends to be involved in restructuring state-owned key turing and industry development", with the

% push 40 state-owned key enterprises to go enterprises and play an active part in promot- completion of reform of the shareholder struc-

Z' public abroad, which means further expansion ing their listings. Therefore, the integration be- ture, further improvement in the market func-

o of investment scope in the integration process tween state-owned key enterprises shall occupy tion of allocating resources and growing num-

of state-owned key enterprises. In the next an important position in Chinese M&A market ber of listed companies that are involved in

phase, the SASAC plans to turn its effort to in 2011. With the development of economic M&As in a larger scale and more varied

build up state-owned key enterprises and en- restructuring, some backbone enterprises in form . After the split-share reform, the circula-

hance its comprehensive strength through im- some high-tech industries like machinery, elec- tion problem of non-tradable shares on the A

proving their management structure, so that tronics, metallurgy and chemical are expected share market has been solved. The M&As in

they can take an active part in global compe- to be the focuses in the restructuring cam- the secondary market are simpler and cheap-

tition. By doing so, 30-50 large enterprise paign of state-owned key enterprises . er. Listed companies will participate in more

groups shall finally be fostered with internation- M&As . The driving force behind the counter

Figure 3 Quarter - on - quarter Comparison of Outbound M&As in Chinese I addition, purchase of big stockholders is growing - under

Market in Q1'08 - Q1'11 public  com- this background . Besides, undervaluation of

> 9,000.00 8.071.33 9 25 panies are shares makes the intention  for M&As

g 8.000.00 F f— 20 19 increasingly stronger. At present, the average P/E ratio

:._” . 1 20 involved in in such sectors as information ser vices, finan-

§ 7,000.00 6,421.01 5.335.62 4 | M&ASs . In cial services, extractive, iron and steel and

& 6,000.00 14 5,445.68 5033 125'578'0‘ the  recent home appliances is at a low level with great

[0 . ’ . -

N 5,000.00 | ® 11 12 13 15 15 years, the profits . M&As have evolved from simple acqui-
o

= 400000 + 05022 d CSRC has sittons and security shell restructuring to a

,8 ' ' 6 ,502.27 11 11 1 10 been mak- systematic project guided by industry chain

sz 3,000.00 6 7 1.700.04 ing vigorous and value chain and based on the company's

§ 2,000.00 > 113036 982.31 * T 1022 M1 5 efforts to intrinsic  value evaluation and applying various

100000 o " 7955 e promote the finan cial instruments. All these are factors

0.00 15% 00 o establish- that are good for M&As which are expected

‘ ' . ' ' . . . . . ' . ' . ment of to embrace boom in 2011 with list ed compa

Q1'08Q2'08Q3'08Q4'08Q1'09Q2'09Q3'09Q4'09Q1'10Q2'10Q3'10Q4'10Q1'11 fundamental nies as major players .

= \|&A Value (US$M) @ No.of M&As

Source: Zero2IPO Research Center
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[l. China ranks second in overseas
M&As that continue unabated.

In recent years, Chinese enterprises have been
playing an active role in the global M&A mar-
ket with the marked increases in the number
and trading value of M&As. The first quarter of
2011 saw a swift rise in M&As by Chinese en-
terprises. By the end of this quarter, there
have been a total of 19 overseas M&As. A-
mong them, 15 enterprises have disclosed the
trading value standing at US$5.58 B in total,
39.4% of the total in this quarter, or US
$372.00M on average. The total value of over-
seas M&As surged by as much as 438.3%
over the previous quarter and was up by
211.6% over the previous year. The number
of M&As soared by 72.7% compared with the
previous quarter. It is growing year by year in
an increasingly larger scale. The financial crisis
that swept across the world provided a superb
opportunity for Chinese enterprises to participate
in overseas M&A. China's overseas M&As were
rejuvenated. Recently, large-scale oversea M&As
concentrated on the energy & mineral sector.
In the meantime, a growing number of creative
and vibrant private enterprises began to go glob-
al actively in overseas M&As. According to the
Yellow Paper of World Economy released by
the Chinese Academy of Social Sciences in
November 2011, Chinese enterprises have been

transforming Figure 4 Quarter - on - quarter Comparison of Inbound M&As in Chinese Market

form the tar- in Q1'08-0Q1'11

3,000.00 2,749.53 4 25
gets to the 2,699.63 s
acquirers 2,500.00 F 13 1 %
with their 2.000.00 |} 13 " 1,724.43
trading value ° 41 15
only next to 1,900.00 P 1 ,062.219 9 , . 11(,)332.96

® J
the US. 1,000.00 | @ c9 g * o 9 10
. 404.79 25&58 540.26 5
500.00 F 214.16 287.12 415

Overseas
M&AS are 0.00 0

expected to

continue Source: Zero2IPO Research Center

thriving in 2011 due to the following factors.
Global economy is recovering on the whole. As
an emerging economy and one of the BRICs,
China kept a strong development momentum in
the post-financial crisis period with its compre-
hensive strength improving swiftly. In contrast,
developed economies are rallying relatively slowly
with the unemployment rate remaining at a high
level and consumption and investment at a slug-
gish state. With the favorable state policies in
place that encourage competitive enterprises to
"go global", Chinese enterprises that boast solid
capital position will speed up their integration in-
to international market through M&As. Energy &
mineral industry will still dominate overseas
M&As while machinery manufacturing is project-
ed to speed up overseas M&As. In addition, o-

verseas hi-tech and clean technology enterprises

m— \|& A Value (US$M)

Q1'08Q2'08Q3'08Q4'08Q1'09Q2'09Q3'09Q4'09Q1' 10Q2'10Q3'10Q4'10Q1'11

® No.of M&As

and some well-known companies will also be-
come the targets of M&As. In the context that
global economy is recovering tardily while China
is growing rapidly, Chinese enterprises are ex
pected to maintain a robust momentum with the
number and trading volume of M&As, surpass-
ing those of 2010.

lll. Inbound M&As are picking up
gradually thanks to favorable poli-
cies and abundant capital.

In the first quarter of 2011, inbound M&As
shot up in terms of the number and trading
value of M&As. There were altogether 22 in-
bound M&As, 16 of which have disclosed their
trading value of US$2.75B, making up 19.4%
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of the total of this quarter.
reached US $172.00M. The
in inbound M&As
previous quarter

The average value
total value involved
106.3 % the
408.9% year on
The number of M&As rose by 144.4%
over the previous year. Thanks to the recover-

rose by over

and even
year .
ing global economy and supportive state poli-
cies, inbound M&As are expected to maintain
the momentum of recovery.

It is expected that inbound M&As are about to
pick up due to abundant liquidity and favorable
policies. In the post-financial crisis period, quan-
titative easing policies are pursued in developed

economies, which leads to the marked increas-

es in capital liquidity. Much capital is looking

for investment channels. A host of large

transnational corporations have a large amount

of capital in hand ready to participate in
M&As. Emerging economies, China included,
are first choice for them. In addition, support-

ive policies are issued that encourage absorbing
foreign investments, for example encouraging for-
eign capital to be involved in M&As of domes-
tic enterprises, broadening financing channels for
foreign-owned enterprises in China and guiding
financial institutions to give credit aid to them,
in order to create a more liberal policy environ-

ment that is conducive to inbound M&AS.

IV. VC/PE-related M&As increase
by leaps and bounds; Exits via
M&As are in the spotlight.

In the past few years, a host of VC/PE in-

Figure 5 Quarter - on - quarter Comparison of VC/PE -related M&As in Chinese stitutions
Market in Q1'08 - Q1'11 have
4,197.75 reaped
4,500.00 4,057.83 ' 3 50
3,980.92 47 4 45 high ROI
4,000.00 through I
3,500.00 } 1% pPos in
3,000.00 | ® 341 35 ChiNext.
2,500.00 F 2,409.83 41 30 Wh|le the
4 25 high ROI
2,000.00 | L 262,657 23 | 0 n  the
1,500.00 | 13 S g o L00BOR |~ istings at
| 6 7 7 8 ® i 17 I tracted in-
100000 |5 251 og W 24757 oa00 70 M 1T WO 2 110 e

T oG,
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research result of Zero2IPO Re-
search Center, there were 47 VC/PE-related
M&As in the first quarter, up 176.5% year
on year and 38.2% quarter on quarter. A-
mong them, 42 M&As disclosed their deal
value which stood at US $4.20B, an up-
surge of 562.9% year on year or 208.5%
quarter on quarter .

Based on the

VCs/PEs
VCs/PEs
realized via M&As in-
IPO and
position on
with M&A in a

exit channels for
IPO .
markets are
IPOs .

are at

The two
are M&A

in  mature

major
and The exits of
stock

the
secondary
IPOs
determines

stead of Currently ,

transfer a dominant
Chinese  market
status . It was mainly because ROI of
M&As . It
first choice
Still, M&A

development

than
the

is  much higher

that listing is for venture

capital  investors . enjoys much

room for fast as not all enter-

prises are qualified to go public or rise in

value after listing successfully. Owing to in-

creasingly stricter examination over enterprises

that apply to go public, the chances of Ilist-
Part of VCs/PEs are shift-

their

ings are limited .
ing to M&As as
predicted that Chinese market shall

that is

way of exts. It is
follow this
the
The

international  pattern featured by

for

exits .

M&As as the primary channel
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