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Welcome to PwC’s US retail and consumer (R&C) deals in-
sights for the third quarter 2013. Deal activity in the retail and 
consumer sector increased in both volume and value during 
Q3-2013 compared to Q2-2013, confirming our expectations 
that the slower activity we saw in Q2-2013 would be temporary. 
In fact, the quarter boasted six of the top ten corporate deals 
year-to-date. However, a myriad of factors will influence the 
economy and the sector through year-end, including the recent 
government shutdown, the uncertainty associated with the 
next round of political negotiations to increase the US debt ceil-
ing by the January 2014 deadline, and the upcoming holiday 
shopping season. In addition, should the waning consumer 
sentiment and disappointing retail sales trend from Q3 contin-
ue into Q4, it may challenge the financial performance of R&C 
companies for the year given the importance of the holiday 
season to annual results. We expect overall M&A activity will be 
influenced by the limited availability of quality businesses for 
sale at the moment and the potential for some sale processes to 
push into 2014. 

Quarter in review

• Total transaction value is up substantially: For 
deals over $50 million, total transaction value of $25.0 
billion was up 112% from the $11.8 billion in prior year 
primarily due to the increase of several larger retail 
deals in the quarter compared to prior year, such as Ares 

Management LLC/Canada Pension Plan Investment Board’s 
$6.0 billion acquisition of Neiman Marcus Group, Hudson’s 
Bay’s $2.5 billion acquisition of Saks, and Kroger’s $2.5 
billion acquisition of Harris Teeter Supermarkets. Year-to-
date 2013 total transaction value for deals over $50 million 
is up 31% over year-to-date 2012, driven by the increased 
activity in Q3-2013 coupled with the $28.0 billion 3G 
Capital Partners/Heinz deal in Q1-2013. 

• Deal volume marked the highest quarter for the 
year: Thirty-eight deals were announced for the quarter 
with >$50 million in value, up 46% from Q2-2013 and 27% 
from prior year, Q3-2012. This uptick has allowed the YTD-
2013 volume to exceed YTD-2012 volume. Quarterly deal 
volume has averaged 30 deals since Q1-2010. 

• Private equity activity in retail remained strong: 
The proposed $6.0 billion Ares Management LLC /Canada 
Pension Plan Investment Board acquisition of Neiman 
Marcus Group represented the top R&C deal during the 
quarter. Despite the Neiman Marcus transaction, private 
equity’s relative deal share compared to corporates has 
been slowing which is likely indicative of the shrinking 
population of attractive opportunities. For announced 
deals >$50 million in value, private equity volume as 
a percentage of total deal volume was 24%, down from 
31% in Q2-2013, but up from 20% in prior year, Q3-2012. 
Private equity value as a percentage of total deal value was 
35%, down from 46% in Q2-2013, but up from 20% in prior 
year, Q3-2012. 

• Large corporate deals resurfaced: Q3-2013 saw 
three corporate transactions exceeding $1.0 billion, with 
the largest being the proposed $2.5 billion Kroger Co 
acquisition of Harris Teeter Supermarkets. Q3-2012 had 
three larger transactions as well whereas Q2-2013 did not 
have a transaction which exceeded $1.0 billion.

• R&C IPO activity remained fairly consistent: R&C 
IPO activity during the quarter remained fairly consistent 
with the momentum seen in the first half of the year. Total 
proceeds during the quarter were $1.3 billion, up 61% from 
prior year and down 35% from Q2-2013 driven by lower 
average IPO size as the third quarter did not have an IPO 
with proceeds greater than $500 million. Year-to-date IPO 
proceeds of $4.7 billion already exceeds full-year 2012 
proceeds by 46%, albeit year-to-date volume is 32% lower 
than full-year 2012. 

Large deals returned in the third quarter, 
with four deals greater than $1 billion which 
contributed to the substantial increase in 
quarterly deal activity
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Consumer indicators

Consumer sentiment steadily declined each month of Q3-2013 
and fell to its lowest point since April. The Thomson Reuters/
University of Michigan Consumer Sentiment Index was 77.5 
at September 2013, which was down 8.5% from 84.1 at June 
2013. Despite the monthly declines, the three month moving 
average remained relatively flat at 81.6, staying at peak levels 
since the 2008 economic downturn and rebounding from 
the decline seen in the first quarter. The declining sentiment 
trend, particularly in September, was driven largely by the risk 
of the approaching governmental shutdown. During the first 
half of October, preliminary surveys were indicating that the 
governmental shutdown was negatively impacting consumer 
sentiment, bringing the index level to the lowest level since 
January 2013. 

Quarterly adjusted retail sales (excluding autos and gasoline 
sales) increased 1.0% from Q2-2013 and 4.2% compared to 
prior year. The increase from Q2-2013 was primarily due to 
a 2.2% increase in nonstore retailers and a 1.2% increase in 
food & beverage stores. The year-over-year increase was driven 
primarily by nonstore retailers (up 9.9%); building material & 
garden equipment suppliers (up 8.5%); as well as food services 
& drinking places (up 4.0%). 

In addition to the potential near term impact associated with 
the governmental shutdown and the debt ceiling crisis, there 
may be concerns about the short-term outlook for jobs which 
could negatively impact the sector during the upcoming 
holiday season. The US unemployment rate was 7.2% at the 

end of September, down from the 7.6% seen at the end of 
June and representing the lowest level seen since November 
2008; however, a lot of slack remains in the labor market. 
For example, long-term unemployment (27+ weeks) is still 
four times higher than it was before the recession. One factor 
which may help to mitigate some of these sector challenges 
is the continued improvement in home values, resulting in 
greater household financial conditions that could translate 
into more consumer spending. These uncertain economic and 
consumer factors will likely result in a tepid environment for 
R&C companies as the holiday season approaches and the year 
comes to a close. 

Consumer sentiment index

Monthly data 3 month moving average

Source: Thomson Reuters/University of Michigan surveys of consumers
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Key trends and insights

The third quarter increased in both volume and value 
compared to Q2-2013, confirming our expectations that the 
slower activity we saw in Q2-2013 would be temporary. In fact, 
the third quarter included six of the top ten corporate deals 
and two of the top ten private equity deals year-to-date. 

The third quarter also saw two prominent US upscale 
department stores to be acquired by International firms. These 
transactions were (i) the Ares Management LLC/Canada 
Pension Plan Investment Board/Neiman Marcus deal and (ii) 
the Hudson’s Bay/Saks deal. The Neiman transaction may 
come as a surprise to some, but many suspected the company 
would be acquired even after its former private equity owners, 
TPG and Warburg Pincus, filed for an IPO in June 2013. The 
private equity activity in the apparel retail sector is consistent 
with the trends we have seen over the last several years, which 
has seen private equity acquire companies like rue21, David’s 
Bridal, Talbot’s and Hot Topic.

Consistent with prior quarters, the trend towards omnichannel 
retailing continues to drive deal activity as retailers 
continue to look at acquisition opportunities to more quickly 
transform their businesses and capabilities. Key activity in 
the omnichannel space included numerous acquisitions of 
ecommerce retail service companies (e.g., @WalmartLabs 
acquisition of Torbit, and Target’s acquisition of Dermstore 
Beauty Group). We expect to see continued activity in this 
area as investors see opportunity in the space and companies 
continue to attempt to gain a competitive advantage in using 
technology for data analytics.

Key announced transactions

Q3-2013 had four announced transactions greater than $1 
billion, representing a nice rebound from the limited activity 
in $1 billion plus deals seen during Q2. Key announced 
transactions during the quarter included:

• Ares, Canada Pension Plan/Neiman Marcus: An 
investor group, comprised of Ares Management LLC and 
state-owned Canada Pension Plan Investment Board, 
agreed to acquire Neiman Marcus, a Dallas-based owner 
and operator of specialty retail stores, for $6.0 billion. 

• Kroger/Harris Teeter Supermarkets: Kroger agreed 
to merge with Harris Teeter Supermarkets, a Matthews-
based owner and operator of supermarkets, for $2.5 billion.

• Hudson’s Bay/Saks: Hudson’s Bay of Canada agreed 
to acquire Saks, a New York-based owner and operator of 
department stores, for $2.5 billion. 

• Jarden Corp/Yankee Candle: Jarden Corp agreed 
to acquire Yankee Candle, a South Deerfield-based 
manufacturer, wholesaler, and retailer of premium 
scented candles, from Madison Dearborn Partners LLC, for 
$1.8 billion. 

• Alliant Techsystems/Bushnell Outdoor Products: 
Alliant Techsystems agreed to acquire Bushnell Outdoor 
Products, an Overland Park-based manufacturer and 
wholesaler of sports optics products, from MidOcean 
Partners LLP, for an estimated $985 million.

• David Murdock/Dole Food Co: David Murdock, Dole’s 
Chairman and CEO, agreed to acquire all outstanding 
shares of Dole common stock not currently beneficially held 
by him, for approximately $924 million. 

• eBay/Braintree Payment Solutions: eBay agreed to 
acquire Braintree Payment Solutions LLC, a Chicago-based 
developer of mobile payment solutions software, for an 
estimated $800 million. 

• Spartan Stores/Nash Finch: Spartan Stores agreed to 
acquire Nash Finch, a Minneapolis-based wholesaler and 
retailer of supermarket food products, for an estimated 
$775 million, including the assumption of debt.

• Pinnacle Foods/Unilever: Pinnacle Foods agreed to 
acquire the Wish-Bone salad dressings business of Unilever 
United States, an Englewood Cliffs-based (New Jersey) 
manufacturer of consumer products and a majority-owned 
unit of Unilever PLC, for an estimated $580 million. 

• Hanesbrands/Maidenform Brands: Hanesbrands 
agreed to acquire Maidenform Brands, an Iselin-based 
(New Jersey) manufacturer and wholesaler of women’s 
lingerie, for $543 million. 
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Cross border activity

Cross border activity volume remained relatively flat during 
Q3-2013 on a sequential basis; however, several large cross 
border deals resulted in a threefold increase in deal value. 
Year-to-date cross border activity represented 39% of deal 
volume which is consistent with the average over the last 
five years. Outbound deal activity continues to be more 
prevalent in 2013 which is also consistent with the trend over 
the last five years. We expect this trend to continue as R&C 
companies, facing sluggishness in the US, look to expand into 
faster-growing international markets. Significant cross border 
activity during the quarter included:

• Inbound—As previously discussed, there were two 
significant inbound acquisitions of upscale retailers during 
the quarter, the Canadian Pension Plan Investment Board 
partnered with Ares to purchase Neiman Marcus for $6.0 
billion; and Hudson’s Bay, a Canadian private equity fund, 
acquired Saks for $2.5 billion. 

 Other notable inbound activity during the quarter involved 
the Japan Bank for International Cooperation of Japan’s 
proposed acquisition of Gavilon Agriculture Holdings Co 
Ltd, a wholesaler of farm products, and a wholly-owned 
unit of Marubeni Corp, for $619 million; and Nova Capital 
of the UK agreed to acquire the hardware business of 
Newell Rubbermaid, an Atlanta-based manufacturer and 
wholesaler of consumer and commercial products, for  
$214 million. 

• Outbound—Unlike the inbound activity for the quarter, 
outbound activity did not see a multi-billion dollar transac-
tion; however, there were several mid-size deals including:

 – Revlon’s agreement to acquire The Colomer Group, 
a Barcelona-based manufacturer and wholesaler of 
beauty care products, from CVC Capital Partners, for an 
estimated $660 million.

 – Philip Morris agreement to acquire a 49% stake in Arab 
Investors TA FZC, a Sharjah-based investment holding 
company, for $625 million.

 – Darling International’s agreement to acquire the Rothsay 
division of Maple Leaf Foods, a Toronto-based producer 
and wholesaler of meat products, for an estimated 
$614 million.

 – Whirlpool’s agreement to acquire a 51% interest in 
Hefei Rongshida Sanyo Electric Co, a China-based 
manufacturer and wholesaler of household appliances, 
for an estimated $552 million. 

Corporate spin-offs and divestitures

As we have mentioned in our previous M&A updates, the 
R&C sector has been experiencing a high level of corporate 
restructurings and spin-offs over the last several years, as 
companies reassessed their portfolios and tried to position for 
an increasingly competitive environment. However, in 2013, 
this trend has slowed significantly. 

The decline in spin-off activity may indicate that companies 
who were considering restructurings or spin-offs as strategic 
alternatives have already completed their transactions. 
Then again, we are seeing an increased level of shareholder 
activism, which might help spur spin-off activity. Longer term, 
we believe spin-offs will remain a key strategy within the 
sector and we expect to see a few additional spin-offs within 
the corporate sector over the next year.

Divestitures, as a percentage of deal volume, were up slightly 
to 35% during the quarter versus 33% in Q2-2013 and 32% 
on average for the last five years. There were several large 
divestitures during the quarter which included: 

• Rothsay’s divestment of Maple Leaf Foods to Darling 
International for $614 million;

• Unilever’s sale of its Wish-Bone salad dressings business to 
Pinnacle Foods for $580 million;

• Glencore International’s sales of Joe White Maltings to 
Cargill for $375 million;

• Viterra’s, a unit of Glencore Xstrata, sale of its Dakota 
Growers Pasta business to Post Holdings for $370 million; 
and

• Johnson and Johnson’s sale of its North American feminine 
hygiene business to Energizer Holdings for $185 million.

We expect to see continued divestiture activity over the 
next three to six months as evidenced by the two recent 
announcements in October: private equity backed Del Monte 
Foods’ sale of its consumer foods business to Del Monte Pacific 
Ltd of Singapore for $1.7 billion and VION NV’s divestiture of 
VION Ingredients to Darling International for $2.2 billion.
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IPOs

In the third quarter of 2013, R&C IPO activity remained fairly 
consistent with the activity seen in the first half of the year. July 
started strong with three IPOs raising $741 million but then the 
market windows closed until the second half of September with 
two IPOs raising $598 million. Overall, the quarter had proceeds 
of $1.3 billion up 61% from Q3-2012 but down 35% from Q2-
2013. While Q3-2013 had five IPOs, both Q3-2012 and Q2-2013 
had six IPOs. Average deal size remains high, consistent with the 
first half of the year, with an average value of $268 million in Q3-
2013, representing a significant increase over Q3-2012, which 
had an average deal value of $139 million.

Year-to-date sector IPO proceeds of $4.7 billion already exceed 
full-year 2012 proceeds by 46%, albeit year-to-date volume is 
32% lower than full-year 2012. Unlike prior quarters, Q3-2013 
did not have an IPO with proceeds greater than $500 million. 
The largest IPOs of Q3-2013 were Sprouts Farmers Market, a 
natural and organic foods grocer, with proceeds of $333 million 
and Controladora Vuela Compania de Aviacion, better known 
as Volaris, which provides aircraft transportation services, with 
proceeds of $346 million. Retail continues to dominate the IPO 
markets with approximately 67% of the 2013 R&C sector IPOs, 
consistent with the trend seen in 2012. 

Strong R&C IPO pricing performance experienced in the first 
half of the year continued into Q3-2013, as demonstrated by 
Sprouts Farmers Market’s one day return of 123%, which was 
the largest first day return of an IPO in the last three years. The 
average first day returns for IPOs pricing in the third quarter of 
2013, excluding Sprouts, was 17%. Year-to-date, Q3-2013 IPOs 
have an average return of 56% and all R&C IPOs in 2013 have an 
average return of 43 %; far outpacing the S&P 500 and NASDAQ, 
which returned 18% and 25%, respectively.  

Compared to the overall IPO markets in the third quarter, R&C 
had a marked slowdown. Investors have focused on investing 
in high growth companies, which has driven the demand for 
IPOs in sectors such as technology and healthcare, in contrast 
to the R&C sector which tends to represent mature brand-name 

companies. On a year-to-date basis, the sector represents 14% 
of the total IPO market proceeds raised and 9% of the volume, 
however it has the highest average deal value in 2013 with a 
year-to-date average value of $314 million. 

While the R&C activity in the quarter had decreased relative to 
the overall IPO market activity, the R&C pipeline is at its highest 
since the adoption of the JOBS Act. Over the course of the last 
twelve months, 15 companies have filed publicly with the SEC 
for an IPO with expected proceeds of $4.1 billion—all of which 
filed publicly in the last five months. In reality, it is expected 
even more companies in the pipeline are not publicly known yet. 
Under the JOBS Act, EGCs can file with the SEC confidentially 
until they are ready to finalize their IPO plans. The result is when 
an EGC files publicly it is highly likely to complete its IPO within 
the following months as compared to the historical trends where 
it might have been six months to a year before the IPO was 
completed, if ever. The use of the confidential filing provision 
of the JOBS Act continued to increase—all second quarter EGC 
IPO’s (four in the quarter) elected to file confidentially with the 
SEC and only two of the 12 EGCs that have gone public this year 
did not previously file confidentially with the SEC. 

Looking towards the rest of 2013, there are several highly 
anticipated IPOs in the R&C IPO pipeline, such as Potbelly, 
Southeastern Grocers, the Container Store, and Burlington 
Holdings. These and the recent outstanding performance of 
the sector will likely encourage other quality companies to file 
or progress to pricing in the beginning of the fourth quarter, 
taking advantage of the market window in advance of the 
holiday shopping season. Despite the government shutdown and 
implications on the debt ceiling, we expect to continue to see the 
strong performance the sector has experienced in the first three 
quarters of the year.

Conclusions

Deal activity improved during the third quarter, confirming 
our expectations that the slower deal activity in the second 
quarter was temporary. We continue to see strong corporate 
balance sheets, healthy levels of private equity funds available 
for investment, and a relatively low interest rate environment, 
which should provide good support for an active deal market 
to close out the year. Additionally, we expect continued cross 
border M&A activity and industry consolidation, particularly 
in retail, where activist investors may lead to further carve-out 
divestitures. However, the R&C sector is experiencing similar 
challenges facing the overall M&A market, with the lack of 
availability of quality assets for sale, a mismatch in buyer 
and seller expectations around price, as well as increased 
sophistication and preparation by sellers. In addition, as we 
highlighted earlier, any lingering effect caused by the recent 
government shutdown and the ongoing negotiations around 
the debt ceiling could negatively impact consumer spending 
into the crucial holiday shopping season. As a result, it’s even 
more critical for potential buyers to have a disciplined and 
objective M&A process to navigate these challenges.

R&C IPOs 2011 to Q3 2013
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R&C deals by quarter (deals with disclosed value >$50M)

2012 Q3 2013 Q2 2013 Q3

2012-Q3 2013-Q2 2013-Q3 
In USD million, except 
number of deals

Number  
of deals

Total deal 
value

Number  
of deals

Total deal 
value

Number  
of deals

Total deal 
value

$50 to $100M  12  772  11  851  7  562 

$100M to $250M  6  826  7  1,128  10  1,643 

$250M to $500M  4  1,363  3  837  5  1,722 

$500M to $1B  3  2,208  4  2,655  12  8,191 

>$1B  5  6,602  1  1,032  4  12,853 

Subtotal >$50M  30  11,770  26  6,502  38  24,972 

<$50M  61  845  37  443  35  458 

Total  91  12,615  63  6,944  73  25,429 

Source:  PwC analysis of Thomson Reuters data

R&C deal volume and value—disclosed transactions
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About PwC Deals business

PwC’s Deals practitioners help corporate and private equity 
executives navigate transactions to increase value and returns. 
In today’s increasingly daunting economic and regulatory 
environment, experienced M&A specialists assist clients on a 
range of transactions from smaller and mid-sized deals to the 
most complex transactions, including domestic and cross-
border acquisitions, divestitures and spin-offs, capital events 
such as IPOs and debt offerings, and bankruptcies and other 
business reorganizations. First we help clients with strategic 
planning around their growth and investment agendas and 
then advise on the business-wide risks and value drivers in 
their transactions for more empowered negotiations, decision 
making and execution. Clients can then expedite their 
deals, reduce their risks, capture and deliver value to their 
stakeholders, and quickly return to business as usual.

Our local and global deal strength is derived from over 1,500 
deal professionals in 35 cities in the US and over 13,400 deal 
professionals across a global network of firms in 75 countries. 
In addition, our network firm PwC Corporate Finance provides 
investment banking services within the US. 

Companies who do not follow a disciplined approach to 
integration usually are not as successful with their deals as 
those who do. A disciplined approach to integration helps 
achieve early wins, build momentum, and instill confidence 
among stakeholders. An integration roadmap can be helpful in 
pinpointing and executing a clear integration strategy before 
a deal is final. Adherence to some fundamental tenets of deal 
integration can guide companies along the path to a successful 
integration and allow managers to focus their efforts on sound 
strategy execution. Although every integration effort is unique, 
a company’s integration process should not be.

Data and methodology

The information presented in this report is an analysis of deals 
in the retail and consumer industry where the target company 
or the acquiring company was located in the Unites States of 
America. Deal information was sourced from Thomson Reuters 
and includes deals for which buyers or targets have target mid 
industry code that fall into one of the following mid industry 
groups: Apparel Retailing, Automotive Retailing, Computers 
& Electronics Retailing, Discount and Department Store 
Retailing, Food and Beverage Retailing, Food and Beverage, 
Home Furnishings, Home Improvement Retailing, Household 
& Personal Products, Internet and Catalog Retailing, Other 
Consumer Products, Other Consumer Staples, Other Retailing, 
Textiles & Apparel, and Tobacco. Certain adjustments have 
been made to the information to exclude transactions which 
are not specific to the R&C sector.

This analysis includes all individual mergers, acquisitions, 
and divestitures for disclosed or undisclosed values, leveraged 
buyouts, privatizations, minority stake purchases, and 
acquisitions of remaining interest announced between July 
1, 2011 and Sept 30, 2013, with a deal status of completed, 
intended, partially completed, pending, pending regulatory, 
unconditional (i.e. initial conditions set forth by the buyer have 
been met but deal has not been withdrawn and excludes all 
rumors and seeking buyers). Additionally, all spin transactions 
have been removed from the numerical and graphical 
presentations herein.

Percentages and values are rounded to the nearest whole number 
which may result in minor differences when summing totals.
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The price versus value equation underlies every transaction. 
While price is what the market requires to effect a transaction, 
value depends on the intrinsic worth of a potential target. 
Intrinsic value is a function of the target's cash flows to 
be derived from core operations, integration success, and 
synergies between the parties to a transaction. Warren Buffett 
said it best—price is what you pay, value is what you get. And 
although the price-value equation is fundamental to successful 
deal making in every industry, certain nuances apply to the 
R&C sectors. 

Beware of bias

Perhaps the single biggest threat to successful transactions is 
a natural and unavoidable human condition: bias. In a recent 
PwC survey, a majority of respondents indicated bias posed 
the greatest risk to the success of prior transactions. While 
bias exists in all transactions and industries, the margin for 
error is greater in the R&C sectors given declines in domestic 
growth, commodity pricing volatility, and the related thinning 
margins. And, beware of bias that masquerades as judgment; 
judgment should not be used to justify diverging from a 
disciplined deal approach. 

The return of large corporate and private equity R&C deals 
in 2012 led to the highest value of R&C deals since 2008; a 
trend that continued during Q1 and Q3 of 2013. These large 
scale deals suggest that strategic buyers are looking to further 
diversify their brand portfolios or capitalize on economies of 
scale. On a smaller scale, many strategic brand accumulators 
look to build their portfolios with under-nourished brands, 
creating healthier businesses in niche markets and taking 
advantage of available distribution synergies. Others seek 
targets to modernize the marketing platforms (e.g., mobile, 
social media, or online) that they use to reach and engage 
consumers. And finally, domestic R&C players are often 
looking to offset lackluster growth here in the United States 
with overseas investment.

Spotlight article

The price versus value equation

Each of these acquisition venues represent an opportunity for 
bias to creep into pricing decisions. Bias laden deal processes 
may obscure a complete understanding of risks or skew 
expected returns from a transaction. To counter bias risk, 
deal makers should establish a robust, objective process to 
determine and challenge the investment thesis and underlying 
assumptions. 

A delicate balance of art and science

While many deal makers recognize the risks inherent in a 
valuation model, the methods for estimating, tracking and 
mitigating these risks in the deal process vary. For example, 
some deal practitioners rely upon “base case” or “most likely” 
cash flow projections in their deal pricing processes. To 
account for any related uncertainty, buyers often include a 
subjective risk premium, sometimes referred to as "alpha," in 
their assumed cost of capital. Or worse, buyers use the same 
rate of return across all potential deals, based on their own 
internal hurdle rate. The underlying problem with alpha is 
that it is an inappropriate way to adjust forecasts.  Forecasts 
need to reflect expected value.  If they don't, and the response 
is to tweak the discount rate, it is simply two wrongs trying to 
make a right, and highly expose to valuation error. And the 
standardized hurdle rate ignores the highly individualized 
risks that underlie each and every transaction. 

Since it is difficult to know how much or how little to adjust 
price for such risks without understanding the drivers behind 
them, these particular deal behaviors can lead to potential 
over- or under-valuation of a target. Furthermore, there is little 
insight to be gained from these short cuts with respect to the 
underlying drivers, synergies, and sensitivities inherent in the 
deal thesis.  Key success factors and the means of monitoring 
their progress may be buried in an oversimplified deal forecast. 

Intrinsic value

Risk of overpayment

Market value

Opportunity for
excess return 
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Leading valuation theory is instead premised upon “expected” 
cash flows. Expected cash flows represent a probability-
weighted average of possible outcomes. For example, an 
appropriate set of expected cash flows would consider and 
quantify the risks surrounding the realization of specific 
synergies and incorporate a probability-weighted scenario 
analysis that factors in realistic up- and down-side scenarios. 
Disciplined deal makers analyze the risk factors underlying 
each synergy and key success factor, and then risk-effect the 
result through scenario analyses. In this way, the exercise of 
quantifying expected cash flows provides greater visibility 
into the potential risks in a forecast and enhances stakeholder 
understanding of the price-value equation. 

Synergistic discipline

 R&C transactions often center on a change in strategy to 
boost or extract hidden value.  Is the brand one that has been 
nurtured, or ignored? Is brand value moving on an upward 
trend or has it been in the doldrums? How much excess 
profit does the brand command—has the seller enjoyed 
pricing premiums that are expected to continue? And, 
has the business been overburdened with cost that can be 
rationalized by the new management team? Many recent PE 
deals are premised on a simple approach: buy a brand that 
has not been well nurtured, determine the strategy to bring it 
back to life, cut any unnecessary cost burden, and exit when 
the job is complete. Strategic buyers may look to execute a 
similar strategy, only they invest over a longer time horizon. 
Corporate buyers may also seek to fill strategy gaps with a 
deal; targeting deals that help to jump start a social media 
platform or round out a market or demographic need. In every 
case, since pure profits can rarely be bought at a bargain, 
the success of the deal often depends on identifying and 
monetizing synergies in a way that competing buyers won't 
replicate. 

Revenue synergies may stem from a more complete line of 
products or a new venue for customer reach; cost savings 
may come from eliminating redundant functions or by 
leveraging existing distribution capacity or enhanced buying 
power. Buyers implicitly commit to the amount and timing of 
shareholder value expected to be realized from a transaction 
and therefore must be deliberate in their measurement of and 
harvest process for synergies. Synergies can often contribute 
to the gap between price and value, but only to the extent that 
a buyer can deliver synergies that other buyers cannot. 

Consider an example of bidders competing in an auction of 
a global consumer products brand. While each bidder may 
factor its own synergies into areas such as brand management 
and infrastructure into deal pricing, one bidder may be unique 
in that it the acquisition can help to expand its geographic 
footprint by leveraging the target's overseas operations.  In 
this example, the deal team may develop a framework to 
individually consider the various components of deal value: 
1) the value of the standalone business (excluding synergies), 
2) the value of the business to the other bidders (based on 
synergies that most prospective buyers could achieve), and 

3) the value inclusive of incremental synergies specific to the 
bidder.  To the extent that a buyer is able to retain at least the 
third component of value, that acquirer would be able to earn 
a return in excess of its cost of capital. 

Success requires a disciplined approach to quantifying synergy 
value, diligence in identifying the costs and key success factors 
necessary to achieve the projected synergies, and smart 
negotiating, particularly in competitive transactions. 

Seller versus buyer perspective

While the R&C sell-side trend slowed in 2013, many an activist 
shareholder is still pursuing disposal of non-core R&C assets.  
And large conglomerates constantly seek to enhance and 
optimize value and overall profitability—and divestitures 
are a key tool for culling nonperforming assets. To avoid the 
morale issues that come from announcing divest plans, many 
sellers keep their sell-side deal teams lean and rely on their 
bankers to run their deal models. But bankers can be another 
source of deal bias because they're motivated to obtain sale 
mandates and compensated based on closed deals. As a result, 
sellers have at times been surprised that banker-predicted deal 
pricing during early planning hasn’t held up to scrutiny by 
disciplined buyers.   

A well-run divesture process starts early with traditional 
corporate finance discipline. Management creates their own 
deal model, and ideally hires a disinterested third party (e.g., 
one that will not earn a deal commission) to help with that 
task. Valuation and financial due diligence are critical to the 
process. Management teams that utilize a robust sell-side 
diligence process to flush out issues that may impact value are 
then able to set pricing expectations early on. And just as a 
sophisticated buyer will, the seller should have a sense for the 
stand alone value of the business, as well as the incremental 
value that specific bidders may be able to achieve. Are there 
one or two bidders that can extract buyer-specific synergies? 
To optimize price, those bidders should be identified early and 
cultivated as part of the sell-side process. And to the extent 
that early stage pricing estimates aren't optimal, management 
may look to run some operational clean up to shore up value 
before running an auction process. 

Conclusion

M&A activity can be a source of tremendous growth and 
transformation. The R&C sectors continue to experience 
heightened levels of mega-deal interest and activity. R&C 
corporates are divesting non-core brands that are then picked 
up and nurtured back to health with renewed interest and 
investment by new owners. PE interest is still high; and many 
strategics are looking to targeted tuck-ins to supplement their 
organic growth strategy.  With careful consideration of the 
relationship of value acquired versus price paid, and a robust 
valuation and financial diligence process, deal makers can 
improve their odds of achieving deal success and realizing 
targeted returns.

Reasons consumers buy directly from a brand or manufacturer 
Q: What made you choose to buy directly from the brand, rather than from a shop selling lots of brands?
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