Deal Drivers: United Kingdom
A spotlight on mergers and
acquisitions trends in Q1 2020

UK M&A weathers the COVID-19
storm in Q1, but for how long?

At the start of the second quarter, 21%
of deals announced in Q1 were pending
completion, and these pending
transactions made up 90% of announced
deal value in Q1.
While this is not unusual, the unprecedented economic and
societal upheaval caused by the global COVID-19 pandemic
could mean a greater number of announced deals than
normal fall through.

Nonetheless, M&A processes, especially earlier stage ones,
are being delayed or put on hold as site visits and meetings
with management are cancelled. Even for those deals that are
relatively far along in their processes, valuations are being
called into question. With stock markets exceptionally volatile –
the FTSE 100 index reached a nine-year low of 4,993.89 on
March 23, though it has made gains since – listed companies’
valuations are harder to determine. Furthermore, while there is
consensus that valuations based on projected 2020 financials
need to be revised, with so much uncertainty over how long
lockdown measures can be expected to remain in place,
arriving at a new price will be difficult.
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Moreover, these headline figures deserve another caveat – the
Aon/Willis Towers Watson deal is awaiting regulatory approval,
nor is it the only announced deal in Q1 that has not yet closed.

Some sectors, like technology, will likely be less severely
affected by the upheaval than others and could continue to
conduct M&A. Globally, for example, dealmaking in the
technology industry stayed steady, dropping only 1.8% in
Q1 compared to the year before, against a background which
saw global deal value fall by 39%. With so many people
self-isolating and reliant on technologies to communicate
and work remotely, tech M&A could remain resilient.
Microsoft, for instance, announced the acquisition of
US-based Affirmed Networks, a developer of technology
for 5G, as late as March 26.
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At first glance, M&A value involving UK targets looks
strong – there was a total of €55.8bn in announced deals,
a 93% jump on Q1 of last year, even as volume dropped 21%
over the same period to 285 transactions. This significant
increase in total value, however, was the result of a single
large deal, the €31.1bn acquisition of insurance broker Willis
Towers Watson by domestic peer Aon.
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PE holds on – for now

UK private equity activity in Q1 similarly appeared healthy,
with 60 buyouts totalling €13.5bn announced in Q1, a 5%
rise in volume and a 115% rise in value on Q1 2019. The
biggest of these was the acquisition of student accommodation
specialist iQ by US-based PE firm Blackstone for €5.5bn.
Exit activity, on the other hand, dropped – volume fell 14%
to 42 deals, while value declined by 15% to €1.9bn, with
the largest exit being US fund TA Associates’ sale of Merian
Global Investors to Jupiter Fund Management.
As the coronavirus crisis’s impact spreads, a lull in exits could
continue. As valuations drop, PE firms will be less likely to sell
their portfolio companies at a loss. But when the market returns
to some type of normality, the PE sector could find itself in a
better position to make acquisitions than corporates.
During the last financial crisis, confidence in private equity
was shaken, and PE dealmaking fell from making up 27% of
dealmaking value in the US and Europe in 2007 to only 14%
by 2009, according to Mergermarket research. This time
around, however, the source of the crisis is not within the
financial system itself, but in the so-called “real economy”.
Not only are PEs less affected by the sudden drop in
consumer demand than corporate buyers, they are sitting
on historic levels of dry powder – US$1.5tn according to
Preqin – and a drop in valuation multiples could prompt
opportunistic buys. Moreover, while financing conditions are
likely to tighten in coming months, lenders are better positioned
to weather this crisis than the financial crisis of 2008-2009.
The second-largest PE deal of the quarter could set the
template for the kind of defensive M&A that could continue
despite the crisis. The €4.6bn sale of Viridor Waste Management
to KKR was announced on March 19, after the seriousness of
the outbreak in the UK became clear. The recycling and energyfrom-waste firm is well-positioned to weather a downturn.

UK top sectors by value I Q1 2020
		
Financial Services
Industrials & Chemicals
Leisure
TMT
Energy, Mining & Utilities

EUR (m)

33,161
7,926
6,631
4,290
1,705

UK top sectors by volume I Q1 2020
		
TMT
Business Services
Industrials & Chemicals
Financial Services
Consumer

Deal count

68
67
39
28
24

UK top bidders by value I Q1 2020
		
United Kingdom
USA
Luxembourg
Qatar
Australia

EUR (m)

36,321
16,395
898
884
363

UK top bidders by volume I Q1 2020
		
United Kingdom
USA
France
Australia
Germany
Source: Mergermarket

Deal count

167
60
10
8
8
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Just the beginning?

Given that social distancing measures did not come into effect
in the UK until the second half of March, it is reasonable to
expect that Q2’s figures will better reflect the extent of the
outbreak’s impact on M&A markets than those of Q1.
Business confidence reached an 11-year low in the UK,
according to a business confidence survey conducted by
Lloyds Bank the week of March 9 – even before the UK
government announced more stringent social distancing
measures, including the closure of restaurants and pubs.
And although the UK government has introduced a number
of measures to mitigate the economic impact of the
pandemic, including a job retention scheme under which
employers can claim for 80% of furloughed employees’ wages,
it is unclear how well these measures will work, and whether
businesses in the worst-affected sectors will be able to pull
through without undergoing restructuring.

What the future holds

The extent of the crash in UK M&A activity and elsewhere
globally will depend on a number of unknowns, including the
length and extent of the pandemic’s spread. At present, there is
little clarity on how long social distancing measures in the UK
will remain in place, and even if the worst is averted, the UK’s
open and interconnected economy means it will remain exposed
to a global recession.
And while comparisons to the financial crisis of 2008 are
inevitable, there are important ways in which the consequences
of COVID-19 could differ. While the root of the financial crisis a
decade ago was in the financial system itself, the shock to the
economy this time around is external to the financial system.
This, along with post-crisis regulatory changes that have made
banks less risky, mean that banks are in a better position to
lend than they were during the last crisis.
Meanwhile, there has been substantial growth in non-bank
lending such as private credit in the years since the crisis.
This has added new sources for borrowers who previously may
not have been able to weather such a storm. Indeed, direct
lending issuance in Europe climbed by 55% to new record
highs in 2019 compared to 2018.

UK top deals I Q1 2020

1
The acquisition
of Willis Towers
Watson by AON
resulted in the
single-biggest
UK deal thus
far in 2020,
and created
the largest
international
insurance
broker.

€31,127m

2
The UK’s
biggest PE
deal, as well
as the largestever private
property deal
in the UK, was
Blackstone’s
acquisition
of student
accomodation
specialist iQ.

€5,548m

3
Pennon
Group, one
of the largest
environmental
infrastructure
groups in the
UK, bought
Viridor, one of
the UK’s leading
recycling and
residual waste
businesses.

€4,555m

With that in mind, private equity firms and businesses in
relatively insulated sectors like tech, pharma, and agri-food
could find tapping into financing for acquisitions easier than
during the last financial crisis.
That said, it is likely that some sectors and subsectors could
weather the outbreak more successfully than others. Healthcare,
TMT, and converged sectors such as fintech and online education
services could see a boost in the aftermath of the crisis.
Meanwhile, the leisure industry, offline retail, and travel industries
are among those to be hardest hit (see Sector Watch for more).
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Sector Watch:
Leisure M&A

The sale of the Ritz hotel for €884m to an unnamed Qatari
investor was another notable transaction in Q1. The hotel had
been owned since 1995 by the billionaire twin Barclay
brothers, Frederick and David, who also own a number of
other businesses including the Telegraph newspaper.

In the aftermath of the 9/11 terrorist attacks, the US airline
industry suffered dramatic declines in revenue, with every major
airline eventually declaring bankruptcy. The consequences for
the travel and leisure industry could be just as dire this time
around. Restructuring and distressed M&A activity are very
likely this time round.
Even before the UK government ordered restaurants and pubs
to close or switch to a takeaway-only model on March 20, travel,
events, and hospitality businesses were already experiencing a
toll from the outbreak as travellers cancelled holiday plans and
consumers stayed away from crowded locales like restaurants.
UK-managed pubs, bars, and restaurants saw like-for-like
business drop 71% for the week ending March 22, according to
the Coffer Peach Business Tracker, an industry sales monitor.

UK leisure M&A activity I 2017-Q1 2020
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The leisure sector recorded 11 deals in Q1, totalling €6.6bn
– a 35% drop in volume but a 45% rise in value, due largely to
the sale of student accommodation provider iQ to US-based
PE firm Blackstone for €5.5bn. The deal was the second-largest
of the quarter, and the largest inbound cross-border deal.

Collapse in trade

DEAL VOLUME

In line with overall UK M&A activity, the leisure sector looked
remarkably active in Q1, although this pace of activity is
unlikely to continue into Q2 as the sector bears the brunt of
coronavirus-related travel bans and mandated closures of
non-essential businesses.
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The UK casual dining sector has felt the effects particularly
strongly. This segment of the hospitality industry had
experienced aggressive expansion fuelled by private equity
money in the past few years, then subsequently struggled with
intense competition and thinning margins. Carluccio’s, a UKbased Italian restaurant chain, has entered administration, while
other restaurant groups, including burger chain Byron and TexMex chain Chiquito have been put into insolvency processes.
Meanwhile, the travel industry is facing possibly even greater
strain, as they struggle not only with a catastrophic drop in
revenues, but a flood of requests for refunds, which they may
not be able to fulfil. London hotel occupancy rates, for instance,
dropped to 14% for the week commencing March 23, compared
to the 63% year-to-date average, according to hospitality
industry data firm STR .

Some of these troubled businesses
have already appointed advisors to
explore options – including M&A.
Byron, for example, reportedly explored a
merger with Carluccio’s before its collapse,
to save both businesses.

Turnaround funds to the rescue

Amid the upheaval, the UK government has introduced changes
to the country’s insolvency regulations to give businesses
affected by the crisis more flexibility and help keep them afloat.
The changes include the temporary suspension of the wrongful
trading law, under which company directors can be held
personally liable if their business continues to trade despite
insolvency, as well as a temporary moratorium for businesses
undergoing restructuring, during which their creditors cannot
put them under administration.
While the changes to restructuring and insolvency regulations
in the UK are designed to help ensure businesses can weather
the crisis, companies in the hospitality sector and other sectors
particularly affected by the crisis could make for ripe targets for
distressed asset investors and turnaround funds. Like other
segments of the private capital industry, turnaround funds have
been enjoying record levels of fundraising in recent years –
funds investing in Europe have raised over US$5bn since 2014
according to Mergermarket sister publication Unquote – and
have had relatively few areas in which to deploy their dry
powder. This crisis could provide them with the opportunity to
pick up sound targets at bargain prices.

UK top leisure deals I Q1 2020

1
Blackstone’s
acquisition
of iQ Student
Accommodation
was the second
-largest UK deal
as well as the
largest UK
leisure-sector
deal.

€5,548m

2

3

London’s iconic
Ritz hotel,
which had
The acquisition
been owned
of Herbert
by the Barclay
Group and
bothers since
its 146 KFC’s
1995, made
and 1 Pizza
to fill
headlines when Copy
Hut means
it was sold to anspace
Euro Garage
unnamed Qatari operates 1,500+
investor in Q1. £8888.88
takeaway

€884m

concessions
across 10
international
markets.

€151m
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