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Top Europe and North America M&A Deals in Q1 2007

Introduction 
2006 saw M&A activity reach the highest level of the current boom. Moreover, based on our proprietary

research as well as observations of early deal making, we expect that the M&A market will continue to be

strong in 2007. Indeed, the first three months of 2007 have seen a wide range of large strategic and private

equity backed deals announced in both Europe and North America. Furthermore, the deals keep coming, with

the announcement of mega buyout bids for First Data in the US ($27bn) and Alliance Boots in the UK ($22bn)

- both by KKR. Meanwhile in the UK, April saw a bidding war break out between two strategic buyers for

Dutch bank ABN Amro.

Target Target Country Bidder Deal Value ($bn)

Volkswagen (70.00% stake) Germany Porsche 101

Kraft Foods USA Altria Group (Shareholders) 61

TXU USA KKR, TPG, Goldman Sachs 44

Metrovacesa (60.39% stake) Spain Sacresa 19

Organon BioSciences Netherlands Schering Plough Corporation 14

Assurance Generales de France (42.40% stake) France Allianz SE 13

Compass Bancshares USA Banco Bilbao Vizcaya Argentaria 10

Abbott Laboratories USA General Electric Company 8

Dollar General Corp USA KKR 7

Station Casinos USA Fertitta Colony Partners 7

Source: mergermarket (excludes lapsed/withdrawn bids)

There is always going to be concern among some market
watchers that the top of the market might have been
reached. That said, according to mergermarket Q1 2007,
deal flow in both North America and Europe has already
outperformed that same quarter last year – up 19% and
15% in overall value respectively. 

Q1 M&A Deal Value by Region 

Deal Value ($bn)

Region Q1 2007 Q1 2006

US & Canada 409 343

Europe 336 292

Source: mergermarket (excludes lapsed/withdrawn bids) 

As has been widely reported, the fuel of the past year’s massive
deal making has been three-fold: the availability of cheap debt
financing; strong equity markets; and a glut of private equity
money to be invested. As a result, deal making has been
buoyant among both strategic and financial equity buyers on
both sides of the Atlantic. M&A is also a growing and dynamic
force for economic development in major Asian economies
like China and India.

For these reasons, mergermarket was commissioned by
leading law firm Fried, Frank, Harris, Shriver & Jacobson LLP to
scratch beneath the surface of the current boom, and to gauge

the sentiment for future movement. We undertook a survey of
150 senior M&A practitioners, with the aim of getting beyond
the headlines and assessing the real momentum and prospects
for M&A in the next 12 months.

In January and February 2007, we conducted telephone
interviews with a mix of prominent private equity partners,
senior M&A bankers and CEOs of corporations that have
engaged in M&A activity recently. Respondents were also
evenly divided between both Europe and the US. Our
motivation was to garner their views on a range of issues
spanning both private equity and strategic M&A. Furthermore,
Fried Frank was keen to ensure that this survey uncover a depth
and breadth of practitioner sentiment not previously researched.

As well as the external market perceptions presented in the
survey, mergermarket journalists also spoke to Fried Frank’s
most senior M&A partners across their US, European and Asian
practices. The aim of this dialogue was to share the partners'
expert and informed perspectives on the current state of the
M&A market. The result of their discussions can be read in
three additional feature articles within this publication.

We hope you find the research and editorial presented in this
report revealing, insightful and stimulating, and we welcome
any feedback you might offer to benefit future editions.
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Key Findings: 

Strategic M&A Activity

• 56% of respondents expect large cap strategic M&A
activity to continue to increase in 2007.

• Energy and financial services are expected to be leading
sectors for large transformational M&A in 2007.

• Europe and North America to see most M&A activity in
2007, but M&A in Asia expected to see greatest growth.

• A significant proportion of respondents view shareholder
activism as a catalyst for M&A activity. Views on the
influence of protectionism on M&A activity are divided.

• Respondents believe hedge funds are increasing the
competition for M&A targets.

The Leveraged Buyout Market

• The majority (63%) of respondents expect volume of mega
buyouts to increase in the next 12 months.

• The presence of potential capital overhang is of ‘moderate’
but not major concern for 68% of respondents.

• According to 70% of respondents, the debt market is
expected to sustain leveraged buyouts in 2007. Additionally,
73% of respondents do not anticipate major defaults by
private equity portfolio companies in 2007.

• Secondary buyouts are expected to remain the most likely
exit route.

• Top three sectors for future buyouts: healthcare, business
services and energy.

Private Equity Fundraising Activity

• Differentiation will be a core focus for private equity funds.

• 65% of respondents believe the number of mega funds
will increase.

• Superior returns are the leading driver of growth in private
equity fundraising.

• Respondents believe increased use of consortium/club
deals is the leading concern for private equity fund 
limited partners.

The Survey
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Strategic M&A Activity

• Over half of respondents expect M&A between large cap
companies to increase in 2007. That said, a further 40%
expect the current – admittedly high – level of M&A
activity to remain the same. Only 4% expect corporate
activity to dip.

Majority expect large cap strategic M&A activity 

to increase in 2007

What do you expect to happen to M&A activity 

amongst large-cap, strategic buyers in 2007?

Significantly increase

Slightly increase

Remain the same

Slightly decrease

Significantly decrease

42%

14%

40%

1%3%

• Significant M&A in the energy sector on both sides of the
Atlantic appears to have boosted expectations for more
M&A in 2007. Financial services is ranked alongside.

Energy and financial services are the top sectors 

for large transformational M&A

In which sectors do you expect to see large 

transformational M&A in 2007?

Energy

Financial Services

Industrials

Pharma/biotech

Healthcare

Construction

Infrastructure

Media

Retail

Technology

Consumer Products

Business Services

Telecom

Natural resources

Leisure

Real Estate

Aerospace

Other

28%

28%

0% 5% 10% 15% 20% 25% 30%

Percentage of respondents

24%

24%

23%

17%

17%

17%

16%

16%

15%

14%

12%

10%

9%

9%

8%

2%

• Europe narrowly edges the US as the territory expected 
by respondents to see the most M&A activity in 2007. A
sizeable 27% of respondents, however, back Asia, pointing
to the long anticipated increase in Chinese and Indian M&A
activity levels, plus the recent changes in Japanese M&A
legislation that may facilitate more foreign acquisitions. 

Europe and North America to see most M&A 

activity in 2007

In which territories do you expect to see large

transformational M&A in 2007?

Asia

North America

Europe
27%

36%

37%

• In terms of growth potential in 2007, it is Asia which is
expected to witness the biggest growth. This is not
surprising considering the typically lower historic levels, the
development of the capital markets in major countries like
China and India, as well as the above mentioned Japanese
M&A changes.

M&A in Asia expected to see greatest growth

In which region do you expect to see the biggest 

growth in M&A activity in 2007?
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Strategic M&A Activity

• Almost 50% of respondents believe activist shareholders
are having significant influence on M&A activity.

• As one US respondent says: ”If a company has disposable
cash flow it is not willing to distribute to shareholders or do
M&A with, then understandably the pressure is significant.”

A signficant proportion of respondents view shareholder

activism as an important catalyst for M&A activity

To what extent is shareholder activism contributing 

to the current level of M&A activity?

Significantly

Not a significant factor

Very significantly

49%

45%

6%

• Respondents are evenly divided over the issue of
protectionism and its impact on cross-border M&A. One
European banking respondent feels: “There is always a way
round it; it’s often simply tactical.” Meanwhile, a US private
equity respondent feels, “It depends on the sector: energy,
yes; healthcare, no.”

Opinion is split over protectionism

Is protectionism a significant concern when

conducting a cross-border M&A transaction?

Yes

No

50%50%
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• Situations such as Mittal’s takeover of Arcelor, Gaz de
France’s approach to Suez and E.On’s difficulties acquiring
Endesa in Spain appear to have influenced respondents in
selecting Europe as the leading region where protectionism
is a significant factor in M&A.

• France comes in for particular criticism, although the 
US is also considered an obstacle to certain cross–
border acquisitions, due to perceived protectionist
tendencies, whilst the US market is also considered to
occasionally present obstacles to certain cross-border
acquisitions.

Europe is overwhelmingly viewed as the region most 

likely to take a protectionist view towards M&A deals.

Of respondents who specified a particular country, 

France is viewed as the most protectionist regime.

In which countries or geographic regions is protectionism

a signficant factor? 

Europe

France

US

Germany

UK

China

South Korea

India

26%

32%

6%

15%

11%

6%
2%2%

• The largest share of respondents (47%) believes that,
despite the challenges of cross-border M&A deals, they
continue to be pursued primarily because of the paramount
requirement for strategic growth.

• As one private equity respondent comments: “Many
corporates underestimate the challenges of integration, 
but equally many can manage it.”

Imperative to do deals outweighs risks of integration

Cross-border deals within the EU were one of the 

principal drivers of M&A activity in 2006. What does

this tell us about the integration challenges of these 

types of transactions?

The need for

growth outweighs

these risks

Companies continue

to underestimate

these issues

Other

Management has

learned to manage

these issues

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

Percentage of respondents

13%

18%

27%

47%

“Many corporates underestimate the
challenges of integration, but equally 
many can manage it.”

US private equity respondent
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The Leveraged Buyout Market

• Expectations among respondents in both North America
and Europe for mega buyouts in the next 12 months are
bullish. A significant 41% of respondents expect the
number of such buyouts to increase slightly while 22%
foresee a significant increase. 

• Just under one third of respondents expect the number 
of mega buyouts to remain at current levels over the next
12 months. The confidence that respondents have in the
mega-buyout market is confirmed by the fact that only 
6% expect a decrease of any nature.

• Among the different respondent segments, European banks
are the most optimistic with 77% predicting at least a slight
increase in mega buyout volume. In relative terms, North
American corporates are the least optimistic, with only 48%
predicting an increase. 

The majority of respondents expect volume of 

mega buyouts to increase in next year

What do you expect to happen to the number of 

mega buyouts ($10bn+) in the next 12 months?

Significantly increase

Slightly increase

Remain the same

Slightly decrease

Significantly decrease

22%

41%

31%

1%5%

• The majority of respondents (68%) claimed to be
moderately concerned about the existence of a capital
overhang in the private equity market. Conversely, 17% of
respondents are not at all concerned, and instead take the
view that there are still a number of potential viable targets
in the market for private equity to acquire.

• An additional 15% professed to be very concerned about
the fact that too much capital is chasing too few targets,
and claim that it will become a significant problem.
Amongst the respondents that are concerned about the
existence of a capital overhang, 73% believe that this
problem is inflating the price of target companies.

The presence of potential capital overhang is of 

‘moderate’ concern for 68% of respondents

Do you believe that a capital overhang exists in the

private equity market, resulting in too much capital 

for not enough targets?

Moderately concerned, 

it could be an issue

Not at all concerned, 

there are still plenty 

of businesses to be bought

Very concerned, it 

will be a big problem

68%

17%

15%
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• Respondents cite the increased size of buyout funds as 
the principal driver of mega buyouts in the current market. 

• 35% of respondents deem the pressure on private 
equity firms to deploy capital as the main driver of the
mega-buyout market. 

• Alternatively, around a quarter of respondents mentioned
both the growing trend towards consortium bids and the
opportunity to realize superior returns to be the principal
drivers of mega deals.

Mega funds are driving mega buyouts

What do you see as the principal drivers of 

mega-buyouts?

Increased size of

buyout funds

Pressure on private

equity funds to

deploy capital

Trend towards

consortium bids

Opportunity for

superior returns relative

to smaller companies

Availability of

cheap debt

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

Percentage of respondents

44%

35%

25%

24%

3%

• A resounding 70% of respondents expect that the debt
market will continue to support the high levels of corporate
debt required by leveraged buyouts in 2007. 

• One European private equity respondent qualified this belief
by saying, “There is still a lot of competition among banks
to deploy capital, we are in the middle of a good economic
cycle so there are very few expected defaults. Why should
debt levels not be sustainable in 2007?” Similarly, another
private equity respondent confidently claimed, “A lot of
debt is readily available. Interest rates in the EU region 
are generally low, and I don’t foresee any external factors
which could adversely affect the debt markets.” 

• Despite the majority of respondents claiming to have
confidence in the receptiveness of the debt market, it
should be noted that some respondents were more
cautiously optimistic, in particular North American private
equity and North American corporates. Such sentiments
were typified by the following response: “Debt markets
remain receptive. However, I expect there to be increased
caution and some moderate corrections, but a significant
contraction in 2007 is by no means expected.”

• A not insignificant 30% of respondents do not expect 
the receptiveness of the debt markets to be sustainable
through 2007. One such respondent commented, “I 
believe the market will see a number of non performing
transactions which will lead to a decline in debt financing.”
Meanwhile, one North American private equity respondent
felt the debt market’s current level “is not sustainable, but
not sure if the problems will hit in 2007 or 2008.”

Majority expect debt market to sustain LBOs in 2007

Do you expect debt market receptiveness to the high

levels of corporate debt generated by LBOs to be

sustainable in 2007?

Yes

No

70%

30%
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The Leveraged Buyout Market

• Only 27% of respondents expect there to be major defaults
in the course of the next year. However, among this
minority, the consumer, retail and automotive sectors 
were the most frequently mentioned.

Bulk of respondents do not anticipate major defaults 

by private equity portfolio companies in 2007

Do you foresee major defaults by large private 

equity-backed companies in 2007?

No

Yes

73%

27%

• Despite IPOs by KKR, Apollo and Fortress Investment,
sentiment regarding publicly traded private equity funds
was relatively muted, with only a minority (14%) expecting
them to grow significantly. That said, just over half of
respondents expected the market to grow modestly. As
one European corporate willed: “I hope it will grow; it is
certainly a new opportunity for private equity houses.” 
But with The Blackstone Group having filed for an IPO 
in March 2007, the minority who prophesied significant
growth in the IPO market in 2007 appear prescient.

• When asked whether an increase in publicly traded private
equity funds might presage greater public market tolerance
for leveraged recapitalizations as an alternative to private
equity buyouts, most respondents felt there was little or 
no correlation.

Listed private equity funds expected to grow modestly

What are your expectations about growth in the market

for publicly traded private equity funds and business

development companies?

Market will grow modestly

Will remain a niche market

Market will grow 

significantly

53%

33%

14%

“Debt markets remain receptive. However, 
I expect there to be increased caution 
and some moderate corrections, but 
a significant contraction in 2007 is by 
no means expected.” 

European Private Equity Respondent
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• Despite talk in some parts of more IPO exits by private
equity portfolio companies in the year ahead, this option is
still placed third overall by respondents. The largest group
of respondents (43%) expect other private equity firms
hungry to invest their capital will be the most eager to snap
up portfolio companies. The next most likely form of exit is
a sale to a strategic buyer (36%). 

• Certainly, given the stock market volatility witnessed in
March 2007, the IPO route remains an uncertain path to
exit. But, as one private equity respondent says, exit
strategy “depends significantly on the size of the buyout. 
In our space ($100m-$500m), SBOs and trade sales are the
main exit routes, and we do not expect that to change.”

SBOs expected to remain most likely exit route

What is the most likely potential exit strategy for 

today’s private equity buyouts? 

Secondary buyout

Strategic sale

IPO

Recapitalization

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

42%

36%

Percentage of respondents

30%

17%

• The survey results underscore the wide range of sectors
which are benefiting from the private equity boom.
healthcare, business services and energy may be viewed 
as the leading sectors for buyout candidates, but significant
deal flow is expected across a dozen industry sectors.

Healthcare

Business Services

Energy

Industrials

Infrastructure

Retail

Consumer Products

Media

Leisure

Construction

Pharma/biotech

Technology

Financial Services

Telecom

Real Estate

Natural Resources

Aerospace

Other

0% 5% 10% 15% 20% 30% 40%

36%

35%

35%

30%

29%

28%

27%

26%

23%

21%

19%

19%

18%

18%

17%

11%

8%

5%

35%25%

Percentage of respondents

Top three sectors for future buyouts: healthcare,

business services, energy

From which sectors do you predominantly see 

buyouts coming in the next 12 months?
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Private Equity Fundraising Activity

• The largest share of respondents (47%) believe that the
growth of mega funds is driving differentiation throughout
the private equity industry. 

• Certainly, it is true that large funds like Blackstone, 
KKR and their peers, by virtue of scale, target a highly
diversified range of investment areas such as real estate,
infrastructure, distressed and emerging markets.
Meanwhile, in the mid market many private equity 
funds are specializing in sectors or territory niches. 

Growth of large funds is driving differentiation among

private equity as a whole

How do you think the growth of the largest private equity

firms is affecting private equity funds generally?

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

47%

33%

Percentage of respondents

Firms will focus on

other areas of the market

to differentiate themselves

from the big funds

All sizes of funds are

benefiting from increased

investment in private equity

Other private equity firms

will need to grow in order

to remain competitive with

the largest funds

Little or no impact

15%

12%

• Almost half of respondents (48%) believe that moves by
hedge funds into longer term equity stakes will provide
increased competition for private equity. As one respondent
says: “Hedge funds offer a different approach and attitude;
they are more opportunistic with less involvement and
leverage, but will affect private equity.”

Hedge funds will increase competition for targets

What impact, if any, will hedge funds taking longer-term

stakes in companies have on the private equity market? 

Increased competition

for targets

Changes in

financing terms

Changes in management

strategies for

portfolio companies

Greater investment

options for

Limited Partners

Other

0% 10% 20% 30% 40% 50% 60%

48%

27%

18%

15%

12%

Percentage of respondents

“Hedge funds offer a different approach and
attitude; they are more opportunistic with
less involvement and leverage, but will 
affect private equity.” 

European Corporate Respondent
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• The majority of respondents (65%) believe that the 
number of $10bn + funds will increase in the next 12
months. This is perhaps not surprising given the growth 
in fundraising and the increasing size of private equity
transactions. 

• With this additional capital comes increased pressure. 
As one respondent says: “There is pressure to deploy 
a $10bn+ buyout fund and you need global reach.” 

65% of respondents believe the number of mega 

funds will increase

What will happen to the number of $10bn+ mega 

funds in the next 12 months?

Significantly increase

Slightly increase

Remain the same

Slightly decrease

Significantly decrease

11%

54%

31%

1%3%

• According to respondents it is the superior returns that
private equity has delivered in past years that are driving
current fundraising. These strong returns have helped 
boost acceptance of private equity among institutional
investors. As one European corporate respondent says,
“More and more investors see PE as non-taboo targets.” 
A US private equity respondent underlines this point:
“There is an increasing willingness for asset managers 
to invest in alternatives.”

As to be expected, respondents believe superior returns

are a leading driver of growth in private equity fundraising

What is driving the growth of private equity fundraising?

Superior returns for

Limited Partners

Greater investment options

for Limited Partners

Additional entrants

Other

Increased competition

for targets

0% 10% 15%5% 20% 25% 30% 35% 40%

36%

30%

16%

16%

14%

Percentage of respondents
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Private Equity Fundraising Activity

• The increased use of consortium or club deals – a feature
of many mega deals, and a staple for the larger global funds
– is believed to be the leading concern for private equity
fund limited partners, selected by 38% of respondents.
General ‘lack of transparency’ was cited as a major 
concern by 28% of respondents. 

Respondents believe increased use of consortium/club

deals is the leading concern for limited partners

What do you believe are the biggest concerns of 

limited partners?

Increased use of

consortiums and

club deals

Lack of transparency

Fee size

Returns

Other

0% 5% 10% 15% 20% 25% 30% 35% 45%40%

Percentage of respondents

38%

28%

24%

7%

15%
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According to mergermarket data, in 2006 76% of announced
deal value in Europe was strategic M&A and 71% was
strategic M&A in North America. In Asia, meanwhile, strategic
M&A accounted for an even higher 82%.

European strategic activity narrowly edged North America in
cumulative terms with $1,044bn in deals versus $1,029bn in
2006. Asia, meanwhile, experienced impressive growth in deal
flow in 2006– albeit from a lower base of $280bn. Warren de
Wied, Co-Head of M&A in Fried Frank’s New York office
comments: “We are experiencing a global M&A boom, driven
by buoyant equity and debt markets, unprecedented levels of
private equity capital, the imperative for large corporations to
continue to grow, and the drive of activist investors for value
maximization.”

Many industry pundits predict that Asia will see the largest
increase in terms of the volume of strategic M&A deal activity
for 2007. Michael Hickman, a corporate partner in Fried Frank's
Hong Kong office. “I am remarkably more confident about
M&A prospects in 2007. The complexity of transactions being
done in China is increasing greatly. Cultural willingness to
liberalize capital markets along international norms is improving,

but of course there will be occasional glitches. But it’s a question
of how quickly the financial system can be rationalized.”

Top deals

In North America, the year’s top spot was taken by the $89bn
acquisition of BellSouth by AT&T. But the appetite of private
equity buyers for mega buyouts is underscored by a review of
the rankings, as private equity transactions account for the
remainder of the North American top five for 2006. The balance
of the top 20 deals were all strategic transactions.

Meanwhile in Europe, despite witnessing an almost equally
strong year for private equity, strategic deals were more
prominent in the 2006 top deals table. All but 20th place in 
the rankings featured a strategic buyer. Similarly, in Asia, aside
from the third ranked e8.5bn take private bid for Australian
airline Quantas by Macquarie Bank and Texas Pacific Group, 
all the top deals were strategic.

Features
Strategic M&A to Maintain Momentum in Year Ahead
Strategic combinations continue to account for the largest M&A deals globally. While private equity transactions

represent a growing share of global deal volume and private equity firms are now bidding for targets in the $50 billion

enterprise value range, strategic transactions still represent the overwhelming majority of deal flow across all territories. 
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Strategic M&A to Remain the Bedrock of M&A in Year Ahead

Global M&A top 5 strategic deals in 2006

Announced Date Target Company Target Country Bidder Company Bidder Country Deal Value USD (m)

03/05/2006 BellSouth Corporation USA AT&T Inc USA 89,437 

02/21/2006 Endesa Spain E.On Germany 73,041 

02/27/2006 Suez Belgium; France Gaz de France France 62,755 

01/27/2006 Arcelor SA Luxembourg Mittal Steel Company Netherlands 37,865 

08/26/2006 Sanpaolo IMI Italy Banca Intesa Italy 37,764

Hot sectors

In looking back at 2006, several sectors stand out, headed by
telecommunications, thanks to the AT&T/BellSouth transaction.
Meanwhile, Europe and Asia saw further significant
consolidation plays in telecoms. Portuguese carrier SonaeCom
announced a $18.6bn offer for rival Portugal Telecom. Among
hardware manufacturers, Alcatel combined with US firm
Lucent in a deal worth $16.4bn, and Nokia and Siemens
merged their network operations in a $15.7bn deal. In Asia,
meanwhile, Vodafone exited its Japan operations to local
technology group Softbank for $15.3bn. 

Looking forward, it remains to be seen if Vodafone’s February
2007 $13.7bn buy into Indian mobile operator Hutchison Essar
heralds a concerted return by other major telecom groups to
strategic M&A in emerging markets for the first time since the
tech slowdown.

Other active sectors included metals and mining
(Xstrata/Falconbridge, Freeport/Phelps Dodge, Vale do
Rio/Inco), financial services (Wachovia/Golden West,
BNY/Mellon), energy (Anadarko/KerrMcGee, the Kinder Morgan
mega buyout). Europe saw a number of large transactions in
the utilities sector: foremost there were two transactions
announced within a week of each other in February 2006.
These were E.On of Germany bidding $71.5bn for Spain’s 

Endesa (now lapsed), and Gaz de France’s accounted approach
to Suez. Between them, the two deals accounted for almost
$135bn in announced deal value. 

Given the scale and strategic importance of the companies
involved, a number of the top European utility deals face
lengthy approval processes. Indeed, both the $71.4bn E.On 
bid for Endesa, the $18.2bn approach for Oesterreichische
Elektrizitaetswirtschaft by OMV, have since lapsed. With
capacity constrained in many parts of the US market, North
America seems likely to continue to provide a steady flow 
of strategic deals in the utilities and energy sectors, although
private equity again made the headlines with the largest 
(at least for time being) buyout deal – a $45bn acquisition 
of Texas utility TXU. 

“We are experiencing a global M&A boom,
driven by buoyant equity and debt markets,
unprecedented levels of private equity
capital, the imperative for large corporations
to continue to grow, and the drive of 
activist investors for value maximization.” 

Warren de Wied, Co-Head of M&A, Fried Frank New York
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Protectionism: a threat to strategic M&A?

A recurrent issue in certain large strategic M&A deals in the
past 12 months has been protectionism. It has been evident 
in both the Endesa/E.On and Gaz de France/Suez transactions,
and also in Mittal Steel’s eventually successful $37.9bn hostile
approach for Arcelor. Despite fierce resistance by Arcelor, in
the end the efforts of Mittal and an impassioned group of
shareholders ultimately prevailed over the forces of European
protectionism. Furthermore, Mittal’s actions presaged other
consolidation moves in the global steel sector, including the
$11.3bn bid for the UK's Corus Group in October by Tata 
of India. 

In the US, the proposed takeover of the US port operations of
P&O Ports by Dubai Ports was blocked by authorities due to
national security concerns, although the rest of the deal was
completed. Meanwhile, Asia saw an approach for Hong Kong
telecoms company PCCW by Macquarie Bank of Australia
effectively blocked by the government. 

Although protectionism may impact only a small percentage 
of transactions, in large cross-border combinations, in
industries that raise issues of national security and in other
critical sectors such as transportation and infrastructure, it 
will remain a concern. Yet it need not be a showstopper.

For many observers, including Eric Cafritz, Managing Partner 
of Fried Frank’s Paris office, “The Mittal / Arcelor deal was a
watershed simply because it happened despite such strong
opposition from governments in Europe. The transaction
exemplified that almost any deal can get done if deal makers
and advisers are determined to see the transaction through and
are prepared to make the necessary investments.” 

Summary: the outlook for the next 12 months

Across strategic M&A overall, most people interviewed by
mergermarket remain highly optimistic regarding the pipeline
for large strategic deals throughout 2007. Warren de Wied
comments: “The strategic combination has been an
indispensable tool for corporate growth since the days of
Pierpont Morgan. But it is confidence that drives deal making.
When you have benign market conditions, as is the case today,
CEOs and boards of directors are more willing to pull the
trigger on big strategic moves.”

Looking forward, one question is whether strategic buyers 
can compete with cash rich private equity buyers? As Robert
Schwenkel, Head of Fried Frank's Private Equity practice in
New York says: “The private equity shops are nimble and have
significant committed capital. And in this current market they
are able to finance their deals easily.” 

The M&A relationship between private equity and corporate
buyers may very well not be as confrontational as market
perception would lead many to believe, but rather more inter-
dependent. In fact, in many cases a private equity firm will
target a business that a corporation will deem to be a non-core
asset. By doing this, private equity firms help provide liquidity
for the M&A market, and serve as an exit avenue for strategic
players as opposed to a competitor. 

Meanwhile, Michael Hickman remains confident that 2007 will
be a major year for the development of M&A in Asia, and the
PRC in particular. He feels that “while it depends very much on
particular sectors in China, and access permission, the market
is opening up. Heavy industries could be a big area for M&A,
and there is also a growing financial services sector which
shows great promise.”

In conclusion, there appears to be a clean bill of health for
strategic M&A across Europe, Asia and North America.
According to mergermarket data, 2006 was the strongest of
the current M&A boom, but indicators and sentiment point
toward 2007 at the very least matching or exceeding the
previous year for strategic deal making. In North America, and
to a slightly lesser extent in Europe, private equity funds will
continue to nibble at the ankles of major strategic buyers.
However, for 2007 at least, trade buyers will remain the
dominant force in the M&A market. 
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These record breaking mega-buyouts are symptomatic of the
current private equity boom. A boom driven by the availability
of cheap debt and large funds raised by major private equity
funds. The combination of capital raised and easy access to
debt has created a unique set of market conditions and made
private equity poised for sustained growth. 

Drivers of mega deals: aim big

Robert Schwenkel, Head of Fried Frank’s Private Equity
practice in New York, agrees. “The existence of mega funds
and the ability of these funds to form consortia and share risk

allows private equity funds to engage in larger transactions
than ever before.”

Another factor is that towards the top end of the buyout
market there is slightly less competition than in the
overcrowded mid market. As Warren de Wied, Co-Head of
Fried Frank’s M&A Practice in New York, says, “The market
has expanded upwards, and at the top of the market there are
fewer private equity firms that have the wherewithal, both in
terms of human and economic resources, to go after a target
of that size.”

The Leveraged Buyout
Market: From Strength 
to Strength
KKR’s 1988 era-defining $25bn buyout of RJR Nabisco set a benchmark that stood for almost 20 years. The

past 12 months, however, have seen several deals surpass this longstanding top deal. Most strikingly in

February 2007 Kohlberg Kravis Roberts & Co and Texas Pacific Group announced a $44.1bn transaction

involving Texas utilities firm TXU. If this transaction is completed it will top last year’s $37.9bn LBO of 

Equity Office Properties by Blackstone, and the $31.2bn buyout of HCA.
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Global M&A top 5 LBO deals 2006 to Q1 2007

Announced Date Target Company Target Country Bidder Company Deal Value USD (m)

02/26/2007 TXU Corp USA KKR, TPG, Goldman Sachs 44,161 

11/20/2006 Equity Office Properties Trust USA Blackstone Real Estate Partners 37,837 

07/24/2006 HCA USA HCA Acquisition 31,771 

12/19/2006 Harrah's Entertainment USA Hamlet Holdings 26,948 

11/16/2006 Clear Channel Communications USA Clear Channel Acquisition C 26,900

The strength of the debt market

According to survey respondents, it is the potential for superior
returns that is driving private equity mega-deal activity. It could
also be argued that the availability of debt financing – the
leverage that firms can add into a buyout – is pushing mega
deals. This loading up of debt, combined with the established
practice of several funds partnering in what are known as either
consortium or club deals, means that all but the very largest
corporate targets are within reach of private equity. Indeed,
many market watchers believe a $100bn buyout has become
more inevitable than possible in the current cycle. 

Clearly though, the current LBO market betrays many of the
symptoms of a potential bubble economy, and a bubble that
might burst or at very least deflate in the next year. In
particular, the growing multiples of debt to equity in many LBO
deals are raising concern that the market could be vulnerable to
defaults if the cost of borrowing rises significantly and certain
high profile companies fail to perform as projected. 

However, while some are waving a yellow caution flag, debt
providers are offering more flexible and sophisticated solutions
seemingly every day, particularly for mega deals, in order to
mitigate the risk of default. One such example of flexibility are
increases in leverage multiples, with senior bank financing
reaching four to five times EBIDTA and total leverage reaching
upwards of eight to nine times. Also seen are more flexible
terms in senior secured bank financing, with terms
comparable, and in some cases exceeding that achieved in
high yield markets. These include covenant-lite financings with
no financial covenants, even for historically cyclical businesses
where covenant testing might have historically been a crucial 

early warning signal for banks to take action. And flexibility on
debt incurrence and restricted payment baskets that allow for
relevering a company once debt levels are reduced as well as
the flexibility to distribute excess cash flow to equity owners
early into the life of a transaction after only modest delevering.
Finally, the conditionality of financing commitments and
structural and pricing flex has been minimized or eliminated in
order to assure sponsors that financing will be available on
underwritten terms and to enable sponsors to bid without
financing conditions.

Momentum in the LBO market is expected to continue based
on fundraising that is going to be hard to slow down. For
example, pension funds continue to invest substantially in
private equity funds seeking higher returns and diversification.
While it remains to be seen the extent to which the big funds
and the large deals are going to be able to deliver going
forward, clearly private equity funds are going to have to
continue to be active in order to avoid capital overhang. 
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The importance of an exit strategy

For private equity funds, exiting previous investments is as
important as making new leveraged buyouts. Furthermore,
expectations are that many more private equity funds will look
to exit via an IPO, as opposed to mostly via secondary buyouts
as in previous years. That being said, mounting an IPO remains
a risky and relatively difficult exit compared to a trade sale,
secondary buyout or dividend recapitalization. Indeed according
to the survey findings respondents expect secondary buyouts
to remain the leading exit route. Furthermore, SBOs in the
mega-deal space are far less likely than in the mid market,
largely due to the fact that few funds can afford a secondary
buyout of the scale of TXU.

Some respondents anticipate the modes of exit in the next
year to be a mixture, with IPOs becoming more of a fixture.
However, while there were some indications of a return to
IPOs in 2006, it remains to be seen how they will fare in 2007,
especially since equity markets experienced a downward
correction in March, although the market has since recovered 
to prior levels.

Private equity/public criticism

Another emerging factor in the LBO market is a rising level of
criticism and scrutiny of private equity by employment unions,
regulators and politicians in both the US and Europe. The areas
of which are various.

Signs are, however, that the private equity industry is taking
positive steps to educate its critics. One such example is the
formation of the Private Equity Council (PEC) in December
2006, by a group of leading private equity funds including
Apollo Management, Bain Capital, Blackstone, Carlyle, Hellman
& Friedman, KKR, Madison Dearborn Partners, Providence
Equity Partners, Silver Lake Partners, Texas Pacific Group and
Thomas H. Lee Partners. The PEC is a Washington based lobby
group that will attempt, among other initiatives, to fill the
"knowledge gap" of Washington policymakers.

Increased lobbying aside, the fact is that more mega LBOs in
the US and in Europe are likely in the next 12 months. The wall
of raised funds and deep sea of available cheap debt mean that
private equity funds will continue to grab the headlines in M&A
on both sides of the Atlantic for all the right reasons, at least
for the rest of 2007. 

“The existence of mega funds and the ability
of these funds to form consortia and share
risk allows private equity funds to engage 
in larger transactions than ever before.”

Robert Schwenkel, Head of Fried Frank’s Private Equity
Practice in New York

The Leveraged Buyout Market: From Strength to Strength
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Private Equity Fundraising:
Becoming an Institution
Private equity saw a banner year in 2006, with data from mergermarket indicating that there were 2,280

buyouts valued at $830bn globally. Additionally, the 15 largest deals of the year are each valued at or over

$10bn, a testament to the rapidly increasing number of large companies being taken private. 

The primary force behind the ongoing boom in activity is the
massive amounts of capital that private equity firms have been
able to raise. Large investors such as state pension funds and
university endowments have ramped up their capital
investments significantly, seeking out the double digit returns
often achieved by many private equity investments.
Furthermore, as of early 2007, the flow of money into the
coffers of private equity firms shows no sign of slowing. 

Private equity as an institution

“The private equity industry has evolved into a dynamic 
and active driver of M&A activity in the global market place” 
says Robert Schwenkel, Head of Fried Frank's Private Equity
practice in New York.

Certainly the leading private equity funds such as KKR,
Blackstone, and Texas Pacific Group are now truly global
organizations. Leading funds have become true conglomerates
and control companies with thousands of employees located 
all over the world. 

Indeed, as buyout firms move to the forefront of deal making
on Wall Street, many private equity firms already have, or are in
the process of bolstering their core leveraged buyout business
with additional investment units such as a fund of funds, hedge
fund, distressed debt, or even a public listing of the firm. 

The era of ‘mega funds’

The remarkable number and size of the deals completed 
by private equity firms in 2006 and early 2007 are broadly
attributable to the massive amounts of capital that private
equity funds have received from investors in recent years.
Many private equity firms with well established records of
successful investing, including KKR, Permira, Texas Pacific
Group, Bain Capital and Apollo Management, closed funds 
with over $15bn in capital commitments in 2006. The
Blackstone Group in particular, after closing its $15.6bn
Blackstone Capital Partners V fund, reopened the fund 
with the intention of raising an additional $5bn. 
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Private Equity Fundraising: Becoming an Institution

In many large deals, it seems that fund size has become a
competitive advantage and because large funds are
increasingly able to pool capital in joint or ‘consortium’ bids, the
recent closure of these historically large funds will likely prompt
equally large upcoming buyout deals. 

Moreover, many private equity firms can be expected to
continue to raise equally large funds in the near term, although
it will likely be limited to the upper tier of buyouts firms that
have raised large funds previously and have established track
records of success. 

Bigger, as it turns out, may not always be better when it
comes to fund size, however. It can be argued that fund size
often receives too much emphasis. In a sense, the size of a
fund does not really reflect a firm’s power in the market place
because a firm can always go out and raise another fund, given
the amount of capital LPs are looking to invest. While there is
an inherent advantage for a firm that has $20bn in capital
versus one that has $10bn in capital it also places pressure 
on the firm with the larger fund to go out and deploy capital. 

Leveraged financing 

In addition to huge buyout funds, the second crucial pillar
enabling the ongoing wave of leveraged buyouts is widespread
access to capital and unprecedented willingness of lenders to
provide leveraged financing for the debt required by take
private transactions. Moreover, competition among banks to
participate in deals enables private equity firms to establish
very favorable lending terms. 

Hedge funds and private equity 

In addition to private equity mega-funds, a growing trend in the
alternative investment market is the blurring line between the
investment strategies of private equity firms and hedge funds.
Indeed, many top-tier private equity firms have established
internal units adopting the equity trading strategies commonly
associated with hedge funds. At the same time, a select

number of hedge funds have taken part in private equity-
backed acquisitions of companies.

Such developments are seen as a simple diversification of
investment strategies with the aim of producing the highest
overall returns, yet challenges remain. Non-traditional investors,
such as large hedge funds with vast pools of capital, continue
to explore investment opportunities once considered the
exclusive domain of private equity firms. And given that hedge
fund managers have generally required a different skill set, they
are now hiring private equity professionals to continue their
foray into the buyout market.

Outlook for the future

The private equity industry is clearly in an expansive mode 
and will likely continue on its current trajectory. Market
expectations are that there will be more funds over $10bn
closing in the coming year. Additional “mega-buyouts” are now
a certainty. Providence Equity Partners, a Rhode Island-based
firm specializing in the telecoms sector announced the closure
of a $12bn fund in late February 2007. 

Another major development that is likely to have significant
ramifications on the longer term development of the industry's
fundraising strategies is the progress of Blackstone's imminent
IPO, which was announced in March. While clearly too early 
to speculate on specifics, Blackstone's plans underline that
private equity continues to become a more institutionalized 
and mature industry, one dominated by slightly fewer very
large funds but with an ever more varied range of investment
approaches. In a sense it is wrong to classify private equity 
as a single asset class, because really there are a plethora 
of investment classes that private equity utilizes. Indeed, as
already mentioned, many of the very biggest buyout houses
have funds based on real estate, infrastructure, distressed
opportunities and a whole range of regionally focused funds.
So expect even more diversity from private equity funds in 
the next 12 months. 

“The private equity industry has evolved into
a dynamic and active driver of M&A activity
in the global market place”

Robert Schwenkel, Head of Fried Frank’s Private Equity
Practice in New York
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Historical Data
Global M&A top 30 deals in 2006

Announced Status Target Target Bidder Bidder Seller Seller Deal Value

Date Company Country Company Country Company Country USD (m)

03/05/06 C BellSouth USA AT&T Inc USA 89,437
Corporation

02/21/06 L Endesa SA Spain E.On AG Germany 73,041

02/27/06 P Suez SA Belgium; France Gaz de France SA France 62,755

01/27/06 C Arcelor SA Luxembourg Arcelor Mittal Netherlands 37,865
(formerly Mittal 
Steel Company NV)

11/20/06 C Equity Office USA Blackstone Real USA 37,837
Properties Trust Estate Partners

08/26/06 C Sanpaolo IMI SpA Italy Intesa Sanpaolo Italy 37,764
SpA (formerly Banca 
Intesa SpA)

07/24/06 C HCA Inc USA HCA Acquisition 31,771

11/07/06 C America Telecom Mexico America Movil Mexico 31,702
SA de CV SA de CV

12/18/06 P Norsk Hydro ASA Norway Statoil ASA Norway Norsk Hydro Norway 29,008
(Oil and Gas Activities) ASA

04/07/06 C BAA plc United Kingdom Grupo Ferrovial SA Spain 27,132

11/28/06 P ScottishPower plc United Kingdom Iberdrola SA Spain 27,026

12/19/06 P Harrah's USA Hamlet Holdings LLC USA 26,948
Entertainment Inc

11/16/06 P Clear Channel USA Clear Channel USA 26,900
Communications Inc Acquisition Co

05/07/06 C Golden West USA Wachovia Corporation USA 25,010
Financial Corporation

C = Completed P = Pending L = Lapsed Source: mergermarket
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Global M&A top 30 deals in 2006 (continued)

Announced Status Target Target Bidder Bidder Seller Seller Deal Value

Date Company Country Company Country Company Country USD (m)

01/08/06 C Guidant Corporation USA Boston Scientific USA 24,975
Corporation

12/18/06 P Caremark Rx Inc USA Express Scripts Inc USA 24,070

05/17/06 C Falconbridge Ltd Canada Xstrata Plc Switzerland; 23,669
United Kingdom

11/19/06 P Phelps Dodge USA Freeport-McMoRan USA 22,635
Corporation Copper & Gold Inc 

(FCX)

08/28/06 P Kinder Morgan USA Kinder Morgan USA 22,386
Inc (KMI)

11/01/06 P Caremark Rx Inc USA CVS Corporation USA 19,840

12/14/06 P Gallaher Group plc United Kingdom Japan Tobacco Inc Japan 19,114

03/24/06 C Schering AG Germany Bayer AG Germany 18,818
(93.58% stake)

08/11/06 C Inco Limited Canada Cia Vale do Rio Brazil 18,498
Doce (CVRD)

06/23/06 C Kerr-McGee USA Anadarko Petroleum USA 18,000
Corporation Corporation

08/12/06 C Spectra Energy Canada; USA Duke Energy USA Duke Energy USA 17,556
Corporation USA
(Shareholders)

01/23/06 C Albertsons LLC USA Cerberus Capital USA 17,400
Management LP;
CVS Corporation; 
SUPERVALU Inc

06/26/06 C Pfizer Consumer USA Johnson & Johnson USA Pfizer Inc USA 16,600
Healthcare

04/12/06 P Mellon Financial USA The Bank of New USA 16,495
Corporation York Company Inc

02/04/06 C Lucent USA Alcatel-Lucent France 16,443
Technologies Inc (formerly Alcatel SA)

09/15/06 C Freescale USA Freescale USA 16,285
Semiconductor Inc Acquistion Co

C = Completed P = Pending L = Lapsed Source: mergermarket

Historical Data

Regional Deal Activity Comparison Annual
North America: North America: Europe: Europe: Asia: Asia:

Number Value of Deals Number Value of Deals Number Value of Deals

of Deals (USDm) of Deals (USDm) of Deals USD (m)

2002 2,389 421,527 2,339 499,815 176 42,156

2003 2,638 513,623 3,238 487,283 637 100,974

2004 4,080 804,486 4,615 671,901 1,026 133,899

2005 4,340 1,078,774 5,263 943,963 1,573 281,450

2006 4,723 1,531,138 5,516 1,289,012 2,026 353,242
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Regional Deal Activity Comparison Quarterly
North America: North America: Europe: Europe: Asia: Asia:

Number Value of Deals Number Value of Deals Number Value of Deals

of Deals (USDm) of Deals (USDm) of Deals (USDm)

Q1 2003 592 79,246 751 135,156 132 14,878

Q2 2003 619 107,045 732 124,236 137 40,923

Q3 2003 647 118,869 821 107,367 170 17,372

Q4 2003 780 208,463 934 120,525 198 27,800

Q1 2004 922 248,982 985 181,244 195 19,007

Q2 2004 1,031 180,525 1,144 105,113 235 44,211

Q3 2004 1,036 163,007 1,128 143,336 248 29,919

Q4 2004 1,091 211,972 1,358 242,208 348 40,761

Q1 2005 1,099 267,714 1,155 164,137 339 82,378

Q2 2005 1,122 299,672 1,368 240,379 364 87,362

Q3 2005 1,066 211,126 1,333 245,305 367 52,924

Q4 2005 1,053 300,262 1,407 294,142 503 58,786

Q1 2006 1,217 345,901 1,394 363,543 493 87,930

Q2 2006 1,308 355,893 1,513 301,703 541 72,638

Q3 2006 1,225 326,221 1,333 244,729 585 56,117

Q4 2006 973 503,123 1,276 379,036 407 136,556

Global M&A deal volume by region
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Notes 
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The Mergermarket Group Portfolio

Three unique additional proprietary intelligence services offered
by The Mergermarket Group:

dealReporter 

A proprietary intelligence and research 
tool providing unrivalled information on the public European
M&A environment; tailored to Hedge Funds, Long Fund
Managers, analysts and anti-trust legal clients.

To find out more please contact:
sales@dealreporter.com or tel +44 (0)20 7059 6122

Debtwire

A proprietary intelligence and research 
tool providing time-sensitive market analysis on all aspects 
of High Yield and Distressed Credits, by tracking bond and
Credit Default Swap prices. It is targeted to a customer 
base of Hedge Funds, Proprietary Traders, High Yield 
Fund Managers and the restructuring departments of 
the major law firms and investment banks. To find out 
more please contact: 
sales@debtwire.com or tel +44 (0)20 7059 6188

Remark

Remark offers bespoke services such 
as Thought Leadership studies, Research Reports or
Reputation Insights that enable clients to assess and enhance
their own profile and develop new business opportunities with
their target audience. Remark achieves this by leveraging
mergermarket’s core research, intelligence gathering expertise
and connections within the financial services industry. 

To find out more please contact:
sa@remarkeurope.com or tel +44 (0)20 7059 6124
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mergermarket. Part of The Mergermarket Group

80 Strand
London
WC2R 0RL
United Kingdom

t: +44 (0)20 7059 6100
f: +44 (0)20 7059 6101
sales@mergermarket.com
crm@mergermarket.com

895 Broadway
4th Floor
New York
NY 10003, USA

t: +1 212 686-5606
f: +1 212 686-2664
sales.us@mergermarket.com

Suite 2001
Grand Millennium Plaza
181 Queen’s Road, Central
Hong Kong

t: +852 2158 9700
f: +852 2158 9701
sales.asia@mergermarket.com

This publication contains general information and is not intended to be comprehensive nor to provide financial, investment, legal, tax or otherprofessional advice or services. This publication is not a substitute for such professional
advice or services, and it should not be acted on or relied upon or used as a basis for any investment or other decision or action that may affect you or your business. Before taking any such decision you should consult a suitably
qualified professional adviser.

Whilst reasonable effort has been made to ensure the accuracy of the information contained in this publication, this cannot be guaranteed and neither Mergermarket nor any of its subsidiaries nor any affiliate thereof or other related entity
shall have any liability to any person or entity which relies on the information contained in this publication, including incidental or consequential damages arising from errors or omissions. Any such reliance is solely at the user’s risk.
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