When there

is so much
volatility,
companies
look very
closely at their
business units.
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twas only six months, butthe first halt of 2009

likely took years off of the lives of most deal-
makers. It doesn't matter how the data was sliced,

by any measure the first half of the year repre-
sented a dismal strecch for M&A. Continued
unrest in the credit markets, economic weakness, and
a thick, hovering cloud of uncertainty conspired to
blankert deal activicy for the first six months of 2009.
Global M&A volume for the first six months, at
$941 billion, plummeted by more than 40% com-
pared to last year, according to Thomson Reuters, with
mote than half of the activity confined to just three
sectors — financials, materials and energy and power.
Dealogic, meanwhile, painted an even uglier picture for
the private equity space, registering an 82% drop in
the volume of global buyouts. And Robert W. Baird
gave the middle market lictle reason for cheer, docu-
mienting a more than 25% dropoff. As might be expect-
ed, the only good news could be found in the distressed
space, which saw the default rate climb to 9.2% in

June, as year-to-date corporate defaults totaled 119,

according to Standard & Poor’s:

The deal (nmmun]r}'. howtver, is not about to
throw up their collective hands and walk away. Rather,
maost are keen to work within the new confines of the
market to help companies and investors find and seal
deals. And many pros note that periods of “creative
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destruction” are critical for buyers to capitalize on dis-
locations, even if they have to rethink their approach.

For instance, many private equity investors are ex-
ploring structured minority stake dealsas a way to put
capital to work. Most traditional private equity firms
would normally eschew these kinds of transactions, as
Cl)nll'UI h:]s HEWQ)'S bL‘Cl‘I p.‘]l'arl‘lounl 10 most l)u}'uul
strategics. But these aren’t normal times. Lime Rock
Partners, BC Partners, Mistral Equity Partners and
Warburg Pincus were among thosé thar sealed minor-
ity-stake deals in the first half of the year.

“It’s an opportunity to make an investment in a
good company,” Steven M. Dresner, president of Dres-
ner Partners, says. “That’s preferable to not making
an investment at all.”

For the most part, these types of deals are balance-
sheet plays, in which financial sponsers come in with
equity to fill a hole that had previously been plugged
with debt. Some structures can cushion buyers’ risk, but
by and large these rransactions are more complex than
the 2007-era buyouts.

Phil Curatilo, a principal of Key Principal Partners
Corp., notes that the complexity involved can add a dif-
ferent layer of risk for investors new to these types of
deals.
they've made, Bug then they ger the legal docs, and

“They think it will be like other acquisitions
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they're blown away,” he says.
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