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Confidence continues to rejuvenate markets across
the globe, ushering in a fresh wave of M&A as cash
rich corporates look for opportunities to utilize
padded balance sheets. Asia-Pacific stands at the
forefront of this trend.
Deals in Q3 2014 have reaffirmed the region’s growing strength,
surpassing strong performance records for the same period in
2013. Deal values jumped to US$142bn, with deal volumes rising
significantly from 766 in Q3 2013 to 847 in Q3 2014 as industries
across the region see widespread consolidations and as foreign
investors look to the region’s high-growth markets for returns.
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Target Company
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Bidder Company

Sinopec Marketing
Co., Ltd. (29.99% stake)

Services

China

Consortium of investors

$17,424

Korean Air Lines
Company Limited
(51.13% stake)

Transportation

South Korea

Hanjin Kal Corp

$15,583

Sinopec Oilfield Service
Corporation

Energy

China

Sinopec Yizheng
Chemical Fibre

$6,674

S-Oil Corporation
(28.41% stake)

Energy

South Korea

Aramco Overseas
Company B.V.

$4,935

Hongyuan Securities
Co Ltd (60.02% stake)

Financial services

China

Shenyin & Wanguo
Securities

$3,834

Deal geographies
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After a turbulent year for Southeast Asia, at least politically, markets
have strengthened. Singapore, Thailand, and Malaysia have a
combined value share of 7% and volume share of 7.2%. The citystate accounted for a value of US$7.28bn from a total of 28 deals.
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Despite shrinking economic growth figures, China has continued
to play the leading role in this robust growth. The total deal value
from the world’s second-largest economy was US$78.25bn from
325 deals in Q3. China accounted for 42.5% by value and 36.4%
by volume of M&A activity in Asia-Pacific. The biggest deal was in
the services sector, where China Life Insurances bid for a 29.99%
stake of Sinopec Marketing Co. Ltd for US$17.42bn. The energy
sector is where the largest deal involving a non-domestic Chinese
firm was recorded, where Fosun International Ltd is completing
a deal with Roc Oil Company Limited in Australia for US$378m.

Asia-Pacific sector breakdown (Q3 2014)

Q3 has been another strong period for transactions in energy,
mining and utilities. The sector’s value is US$26.33bn (19% for
the region). As Asia-Pacific searches for resources to fuel economic
growth and provide power to its bustling population, it can be
expected that deals within this sector will continue to be at the
forefront of M&A activity.
Behind the business services sector, which accounts for a 15%
share at a value of US$21.3bn, the next largest sector to see
investment was transportation. Transportation made up 14% of the
total share of deal dollars for Q3. The impressive numbers for this
quarter came, in part, from the deal for Hanjin Kal Group to acquire
Korean Air Lines Company Ltd in a deal worth US$15.58bn.
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ASCENT PARTNERS INSIGHTS
M&A activity in Korea is heating up, helped by economic and political stability, a steady
domestic stock market, and a solid buyout activity. The South Korean government is also
in the process of passing new legislation to relax restrictions on the M&A market to encourage
further investments by private equity (PE) and strategic investors. Korea Core Industrial
Technology Investment Association (KITIA) Executive Director Lee Boo Ho discusses trends
and opportunities in South Korean M&A.

South Korea attraction is due to the rapid
growth of domestic companies and their
changing perception toward M&A.
The government has been trying
to revitalize the Korean economy by
encouraging domestic corporations,
particularly in the manufacturing industry,
to enhance their global competency
by acquiring abroad. The lessons they
learn and assets they acquire can be
practically applied in South Korea. The
government has also set out to create
various M&A funds and supporting
outbound activity with deal sourcing
and M&A advisory services.
Korean companies are realizing that
M&A is a valuable tool to expand and
ensure sustainable growth. The number
of companies pursuing cross-border M&A
has drastically increased since 2010,
when only 28 deals in the manufacturing
sector were closed. As of October 2014,
these companies have recorded 79 deal
closes – a 180% increase.
The size of investments in cross-border
M&A for the manufacturing sector totaled
approximately $7.1bn, the largest since
2010. Almost 33% was targeted at
consumer goods acquisitions. This was
followed by industrials, which took up
26.5% of the total.

Today, sentiment is more welcoming.
Thanks to the efforts of major limited
partners and other investors, including
Korean National Pension Fund, the PE
market is reaching maturity. Businesses
recognize the value that PE firms can
bring through active investment and
operational expertise. Foreign PE firms
are acknowledged for being able
to help domestic companies expand
abroad. These investors can serve as
a bridge between the domestic and
international market.

Where are South Korea’s corporations
completing transactions, and what is the
rationale behind these transactions?
Over the past three years, South Korean
companies have completed 39 outbound
M&A deals in the manufacturing sector. The
top targets were in Europe (15 deals), Asia
(13 deals), and the United States (10 deals).
Korean companies are expanding and
entering new markets to enhance their
global presence and competence, and
also to acquire core technologies and new
innovation. Cross-border M&A also allows
them to transfer their production bases
to countries in Asia-Pacific where labor
may be cheaper, offering cost-cutting
incentives to relocate operations.

For example, the Japanese PE firm
Unison Capital has been a key player
in Nexcon Technology’s globalization
strategy since 2012. The South Korean
company specializes in making electronic
and battery components and wants
to expand overseas by acquiring foreign
companies. Unison Capital played a
role in sourcing deal opportunities and
finally helped Nexcon acquire Sanyo
Electric, a subsidiary of Panasonic.
The company eventually became a
supplier for tech giant Apple and saw
revenue increase handsomely.

Even as they increase their experience
abroad, some of these companies are
running into difficulties in foreign markets
due to a lack of foreign networks. To
compensate, they collaborate with
multinationals or foreign PE firms.
Where are the deal opportunities
for PE firms? How are conditions
improving for foreign PE firms?

KITIA is a government agency which
supports outbound M&A of Korean SMEs
in the manufacturing sector. All the interview
content and statistics are in reference to
the manufacturing sector.

International PE firms have come a long
way since they first entered the market.
When the first private investors began
looking at South Korea, there was still
this general lack of awareness about their
intentions since the domestic PE market
was still in its infancy. A series of scandals
also created a negative stereotype around
foreign investors.

Middle market spotlight
By volume, 38% of all deals in Asia-Pacific fall within the middle
market range – those deals valued between US$51m and
US$500m – and account for 281 of the region’s total. These deals
remain vital for continued deal activity and growth in the region.
Conversely, bulge bracket transactions valued above US$2bn
remained relatively allusive, accounting for only 3%.
Leading Asia-Pacific’s middle market was China with 55% share
of the regional value totaling US$24.29bn. Outside China, deal
activity was spread healthily throughout the region. South Korea
was second with an overall deal value of US$3.3bn or 7% of the
regional total, followed by Australia (7%), India (5%), and Singapore
(5%) in terms of value, and Australia (8%) and India (6%), in terms
of volume.
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Private equity buyout activity

Private equity buyout values rose by over US$9bn, reaching
US$27.1bn compared to US$17.1bn in Q3 2013. Growth has been
driven by a significant increase in the average size of deals, hitting
US$459m in Q3 2014. This is well over double the average size
in Q3 2013 of US$210m.
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China is again the most popular target destination. In Q3 alone,
the 22 deals accounted for a 35% volume share of regional buyout
volume and 53% of overall value in the region (US$5.22bn). India is
also showing momentum in 2014. In Q3 alone the 11 targeted deals
in India made up a 20% value share amounting to US$1.93bn. The
standout deal helping to drive private equity buyouts in India was in
the e-commerce sector when Singapore-based GIC Private Limited
acquired Flipkart Online Services Pvt. Ltd in July for US$1bn.
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Inbound M&A

Australia and India continue to draw the
most deal dollars from foreign acquirers.
Australia has seen 38 deals (28% of the
regional volume) valued at US$7.93bn,
while India had 27 inbound deals (28%
of regional volume) worth US$5.57bn. After
a number of years of economic uncertainty,
India is experiencing a far more encouraging
2014, based largely on the confidence
of a settled political landscape. This has
contributed to India outstripping China
in terms of overall deal value and volume
of inbound transactions and becoming
a preferred destination for foreign capital.
Q3 has also been an encouraging quarter
for inbound M&A in Kazakhstan, especially
within the energy sector. Currently, Canadabased Caspian Energy Ltd has announced
its intention to acquire a 60% stake in
Aral Petroleum Capital LLP in a deal
worth US$186m.
Expectations of growth in Southeast Asia
continue as the region moves towards
implementation of the ASEAN Economic
Community. In Q3, Singapore represented
4% of all inbound deal volume with
six transactions and 6% of value with
US$1.53bn. In contrast, Malaysia had
2% of the overall value and volume share.
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The impressive rise in buyout deal values has been influenced by
increasing deal value within the financial services sector. Some 26%
of Asia-Pacific buyouts, representing a total value of US$2.53bn,
have come from deals within this sector. This is followed closely
by TMT, accounting for a 22% share with a value of US$2.15bn,
and consumer, a 20% share with a value of US$2.01bn.
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