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A window of opportunity for Technology mergers & acquisitions in 2011

The alignment of cash-rich trade buyers, private equity sponsors with funds to invest and continued improvement in financing liquidity is opening a window of opportunity for technology mergers and acquisitions (M&A) activity, says a new report by PwC published today.

Andy Morgan, partner,  PwC, said:

“More high quality assets are now being brought to market as sellers seek to take advantage of the presence of cash-rich corporates with a renewed appetite for mega-deals, a resurgence of private equity buyers and improving capital markets.

“We are seeing a change in deal dynamics as appetite returns. The number of pre-emptive deals is on the rise with buyers originating deals rather than competing in traditional auction processes. Growth is firmly back on the corporate M&A agenda.”

Compared with the cyclical low in 2009, technology sector deal volumes recovered over the course of

2010, while deal values rebounded more strongly. Some 393 deals completed in 2010, (up 32 per cent from 2009) with a total value of €75.7bn – more than double the value completed in 2009 (€36.8bn). The recovery in M&A activity remains relatively cautious with both deal volumes and values still some way off the highs of 2007 and 2008.

2010 saw the US players regain their dominant position in terms of global transaction volumes,  accounting for 39 per cent of all global deals. Asia Pacific, which matched the US in terms of deal volume in 2009, was unable to sustain its momentum and slipped back to account for only 28 per cent in 2010 (compared to 35 per cent in 2009).  European companies are also back in the M&A space rising from a low of just 17 per cent of deal activity in 2009 to 25 per cent in 2010.

Financial Technology (FinTech) 

The regulatory push and a greater focus on transparency and risk management is fuelling demand for more highly integrated software solutions.  Some banks will design and develop their own IT platforms but many are looking for external providers to simplify this process.  The FinTech area is likely to receive sharp attention from overseas players this year, especially from Indian players who are looking to buy into FinTech as a route to developing relationships with the global giants of the financial services sector.  Misys' acquisition of software vendor Sophis for €435m in November 2010 is a good example of consolidation in this sector. 

Seeing the Cloud through the fog

The development of virtualization and security technologies will underwrite continued interest in Cloud technologies. The prospect of significant cost savings and ability to handle large data volumes is making companies sit up and consider paying third parties to host their data and applications and take responsibility for their security. 

All the larger technology players are aggressively battling for position and have actively been broadening their product offerings to build a full range of Cloud services. To do this many have looked to acquisitions to build scale and capabilities.

Deal multiples in the Cloud space are high. Cincinnati Bell and Montagu Private Equity paid double digit EBITDA multiples for CyrusOne and Host Europe Group, but these look moderate compared with the prices paid by HP and Dell in the data storage space.

Mobile Data – getting smarter

Mobile application deals will come of age this year with all key areas of mobile data attracting attention: advertising, payments, messaging, gaming and content.  This sector has historically been highly fragmented but larger players, convinced that wireless is a key area, have started acquiring in all areas of mobile data as the growth of the smart phone continues apace.

Google and Apple both made mobile advertising acquisitions last year and have started to look at mobile payments, an area of expected rapid growth. In mobile gaming too, Electronic Arts has made a move recently acquiring Angry Birds developer Chillingo, while Disney acquired games publisher Tapulous in July 2010.

Public Sector – opportunities in the cuts

Big changes in the public sector will also mean opportunities for some.

Philip Shepherd, partner, PwC, said:

“Saving costs on the scale that Governments require will necessitate a new approach to outsourcing and ICT. We expect increased collaboration between government departments and local authorities which will drive the demand for master data management technology.”
Private Equity bounces back

The heavily leveraged private equity business model of the credit boom years came to grief when the

supply of cheap debt evaporated in the wake of the sub-prime crisis. However, private equity is back.  The combined value of all private equity deals in 2010 was €10.7bn, up almost 60 per cent from 2009.

Pent-up demand from funds with committed capital to invest and signs of improvement in the fundraising market are underpinning a more aggressive presence from private equity. Improving financing liquidity, meanwhile, is allowing private equity to complete larger deals.

ENDS

Notes to Editor:

Technology Sector Top 10 Global Deals 2010

Jan 10 - €5,481m – Sun Microsystems acquired by Oracle Corp

Jul 10 - €5,595m – Sybase Inc acquired by SAP AG

Feb 10 - €5,536m – Affiliated Computer Services acquired by Xerox Corp

Apr 10 - €2,798m - Renesas Technology Corp acquired by NEC Electronics Corp

Oct 10 - €2,457m – Dimension Data Holdings plc acquired by NTT

Apr 10 - €2,127m – 3Com Corp acquired by Hewlett-Packard

Sep 10 - €1,837m – 3PAR Inc acquired by Hewlett-Packard 

Oct 10 - €1,687m – Intergraph Corp acquired by Hexagon AB

May 10 - €1,516m – Skillsoft plc acquired by Berkshire Partners, Advent International and Bain Capital

Nov 10 - €1,466m – Netezza Corp acquired by IBM

Copies of the Report

Press copies of the report “Technology M&A Insights.  What’s generating deals in the Tech sector? 2011”  are available from Fiona Scholes, fiona.scholes@uk.pwc.com
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