
UK M&A activity is really gathering steam, with new deals being 
announced at an encouraging frequency. In fact, we’ve had the 
best start to the year since 2008, with total inbound and outbound 
British deal activity reaching a nine-year high. This has been 
particularly prominent in the mid-cap space, which has seen the 
lion’s share of the activity so far.

Is this the beginning of a bubble? We would strongly oppose this 
view. 2016 saw only one mid-cap deal complete, with the owner of 
Argos being acquired by Sainsbury’s. The current momentum is the 
result of real pent-up demand in the system. Given these dynamics, 
we would expect to see M&A volumes in excess of market averages 
in 2017, particularly further down the market cap spectrum. 

Source: Bloomberg, Neptune research, 30/04/2017. Averages are calculated 

over 15 years.

It’s important to note that whilst a company’s prospect as a 
takeover target adds optional upside to our holdings, we are not 
just looking for targets. We’re looking for under-valued companies 
that are leaders in their respective industries and gaining market 
share – characteristics that unsurprisingly interest rivals and 
associated companies. The Neptune UK Mid Cap and Neptune 
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UK Opportunities funds have a good record of identifying 
M&A targets, and we believe we have a number of companies 
in the portfolios at this time that are ripe for takeover. These 
characteristics do not lead us exclusively to targets; both of the 
funds hold quality companies, some of which are doing the 
buying.

“The UK has an abundance of quality 
companies whose valuations now make them 
too good for overseas investors to ignore”

What are the catalysts?

Undoubtedly, a weak pound and cheap financing costs are the 
key drivers. But it has been almost a year since these factors first 
combined, so why now? We believe the initial falls in sterling may 
have caused panic; the pound was weak but many feared it would 
grind lower. With the currency stabilising, businesses are now 
presented with a calmer backdrop supportive of increased deal 
activity. The UK has an abundance of quality companies which are 
attractive targets in their own right, whose valuations we believe 
now make them too good for overseas investors to ignore. 

Recent deals have also acted as a vote of confidence in the UK 
domestic economy, further alleviating fears. Indeed we have 
seen the first mid-cap company being approached by a foreign 
acquirer recently, with French industrial laundry services company 
Elis bidding for its rival Berensden, one of the Neptune UK Mid 
Cap Fund’s holdings.  The upward trajectory for global interest 
rates, in contrast to the expectation for UK policy to remain 
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After a quiet year for M&A in 2016, particularly in the FTSE 250, Neptune’s Holly Cassell 
believes we could be in for a much busier 2017
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accommodative, makes the UK particularly attractive.

Shareholder approvals are another factor adding to momentum. 
We don’t have to cast our minds back too far to remember high 
profile takeover failings, which led to CEOs losing their jobs (for 
example, Nick Buckles at G4S and Tidjane Thiam at Prudential), 
which unsurprisingly scared off others. This time it’s different. We’re 
seeing enthusiasm to transact return as more deals are concluded 
and shareholders appear to be back on side, putting strategically 
sound and well-financed takeovers back on the table. 

”Year to date, the average premium 
commanded for a domestic target acquisition 
is 9.5%, whereas for international targets it 
more than doubles to 22.9%”

Where are we seeing activity?

It has been very encouraging to see deals taking place across 
a broad range of industry sectors. We would expect to see 
further activity focussed on the non-consumer sectors although 
depressed valuations in the retail sub-sector, for example, may 
spur opportunistic deals in beaten up areas of the market. The 
recent bid for Bovis is one example of such a value play, but 
notably these deals have carried a low premium. We would expect 
to see higher premiums for international earners, from which the 
Neptune UK Mid Cap and Neptune UK Opportunities funds are 
particularly positioned to benefit. 

International appetite for UK companies is clearly expressed in 
the average premiums we’ve seen these deals attract. Year to 
date, the average commanded for a domestic target acquisition 
is 9.5%, whereas for international targets it more than doubles to 
22.9%. International acquirers also seem more likely to pay up for 
UK exposure; we’ve seen the premium rise to 36.77% for overseas 
acquirers buying  UK exporters, in comparison to a meagre 7.26% 
for UK acquirers buying domestic companies.

Hotspots

A potential hotspot for activity is the defence sector. The 
international backdrop is strong; global defence budgets are 
increasing and the US has tight restrictions on further domestic 
consolidation in the sector. Should US companies in particular 
want to use their increased budgets to gain international exposure, 
the UK – given its specialist strength in the sector thanks to the 
companies like Chemring and Cobham – is a likely picking field.    

Headwinds

Of course, politics could potentially get in the way of a real boom 
in deal-making. Companies which are considered to be pillars of 
British industry have the potential to become political footballs in 
the wake of a recent return to more protectionist parliamentary 
rhetoric.  We are optimistic that mid and small cap companies 
should be less exposed to any political manoeuvring than the ‘big 
names’ in UK business, and therefore may make more attractive 
targets for overseas buyers seeking to increase their presence in 
the UK. 

For international companies hungry for expansion, the UK has a 
huge amount to offer at present. Interested parties must weigh up 
the benefits of a weak sterling and cheap financing costs against 
the uncertainty over the economy in the wake of Brexit. However, 
in our view, the balance tips firmly in favour of a generous increase 
in deal flow, which is supported by the pickup in activity we’ve 
already seen so far this year.  This, we believe, could be a big driver  
of returns in the UK market on a medium-term view, particularly in 
the FTSE 250 and FTSE Small Cap, which many investors may not 
be currently factoring in.
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Investment Risks

Neptune funds may have a high historic volatility rating and past 
performance is not a guide to future performance. The value of 
an investment and any income from it can fall as well as rise as a 
result of market and currency fluctuations and your clients may 
not get back the original amount invested. Please remember 
that forecasts are not a guide of future performance. A majority 
of the investments made by the Fund may be in securities of 
small and medium sized companies. Such securities may involve 
a higher degree of risk than would be the case for securities of 
larger companies. The content of this document is formed from 
Neptune’s views as at the date of issue. We do not undertake to 
advise you as to any change of our views. Neptune does not give 
investment advice and only provides information on Neptune 
products. Please refer to the Fund’s prospectus for further details.


