Mergers in the Energy Sector: Where is Value Being Created or Destroyed?

Overall Question:
In the energy sector, have recent M&A transactions created value?  How much value creation/destruction is typical in a transaction?  Which deal participant (buyer/seller) can expect to reap greater reward from the transaction?  What are the key characteristics of successful/unsuccessful deals?



Context:
The energy industry has encountered significant changes due to deregulation.  Some of those changes have eased the restrictions on transactions.  A number of energy companies have pursued mergers and acquisitions in order to create shareholder value.  In some cases, value has been created for companies involved in M&A transactions; however value has been destroyed in others.

M&A transactions have been pursued for several reasons:

· To increase scale or geographic diversity (e.g. merger of two utilities)

· To augment a particular business unit through the purchase of specific assets (e.g. acquiring nuclear power plants)

· To enter a high-growth segment of the industry (e.g. acquiring marketing and trading operations)

L.E.K. has been a key advisor in several mergers and acquisitions in the deregulated energy sector.  L.E.K. has conducted research into specific companies but has not done a comprehensive review of the topic.



Mergers in the Energy Sector: Where is Value Being Created or Destroyed? (cont.)

Activities of Team:
Utilizing the M&A databases available at Kellogg:

· Perform a review of the completed merger and acquisition transactions in the deregulated energy sector over the past three years (10-20 of the largest deals in terms of value)
· For each transaction, determine where value was created or destroyed by conducting a strategic analysis of the transaction:
· Analyze 60-day abnormal returns accruing to the buyers

· Examine acquisition premia (if any) paid to the sellers

· Analyze the anticipated synergies (What were their sources?, What were their values?, etc.)

· Compile an overview of M&A activity in the energy sector:

· Understand types of deals that create value

· Determine how much value typical deals create/destroy and to whom the value accrues

· Determine the key factors attributable to value creation/erosion for both buyers and sellers

· Assess why particular types of deals outperform others



End Products:
L.E.K. would envision an end product consisting of at least the following items:

· Analysis of value creation in energy sector M&A transactions and the factors that influence this result

· A discussion of the implications of the results to buyers and sellers in energy industry M&A transactions

· Guidelines for use in deciding when and how to enter into an M&A transaction in the energy industry

· A set of best practices for participation in an M&A transaction (from both buyer and seller perspective)

· Case studies of both successful and unsuccessful M&A transactions, in support of findings

Student teams could supplement this list as they felt they needed.




