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Market optimism reigns
in outlook for new year

Many predict rebound
for S&P 500, though 1
says recession is likely

By Barry B. Burr

Many institutional investment
strategists believe the S&P 500 gen-
erally will return more than 10% in
2012, even though they expect the
U.S. economic growth rate to be slow

At Deadline

2 announce contributions

Two corporations — Avery Denni-
son Corp. and Sutter Health — an-
nounced contributions to their pen-
sion funds.

Avery Dennison officials wilt use
some of the proceeds of the $550
million cash sale of its office and
consumer products business to 3M
Co. to make additional contribu-
tions to its defined benefit pension
plan, confirmed spokesman David
Frail.

Mr. Frail said additiona!l informa-
tion on the contributions is expect-
ed to be announced upon the re-
lease of the firm's fourth-quarter
earnings statement on Feb. 2.

The firm reported assets of $540
million in its U.S. pension plan and
$744.8 million in projected benefit
obligations as of Dec. 31, 2010,
according to its latest 10-K filing.

Sutter Health contributed $400
million to the company's defined
benefit pension plan, according to a
news release. The company made
the contribution last month.

The fair value of assets in the
Sutter Health Retirement Plan was
$1.98 billion, with a funded status
of 109.4% as of Dec. 31, 2010,
the most recent data available.

Shell to close U.K. plan

Royal Dutch Shell will close its
£12.4 billion ($19.3 billion) U.K.
defined benefit pension plan to new

Continued on page 22

and unemployment to remain high.

At least one strategist sees a re-
cession coming, while two others pre-
dict an increase up to 20% for the
benchmark index.

“Fundamentals will overtake fear”
in 2012, predicted James W. Paulsen,
chief investment strategist, Wells
Capital Management Inc., Minneapo-
lis. Mr. Paulsen sees a strong per-
formance for U.S. equities, though
“the irony is we could have a pretty
bloody bond market.”

A. Gary Shilling, president and
economist of an eponymous econom-
ic consulting and investment advi-
sory firm based in Springfield, N.J.,
forecasts a “mild to moderate” U.S.
recession for the year. He is bearish
on stock and bullish on Treasury
bonds.

Globally, the strategists were gen-
erally optimistic about Asia and
emerging markets equities, but see
Europe’s prospects as weak.

[ See OUTLOOK on page 24 }
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FALLING: A. Gary Shilling sees a ‘mild to moderate’ recession for the U.S. economy.

Economic
Zigzags make
year a poor
one for deals

Freeman & Co. LLC, the

' MONEY MANAGER M&A

Spurned suitors
the norm 1n 2011

Volatile financial markets hampered deal-making in the
industry, leading to another year of depressed activity.

strategic management consulting firm, dubbed its annual report
on asset management industry deals, “The Year that Wasn't.”
Worldwide, 181 money

By Randy Diamond

Merger-and-acquisition activity
in the money management indus-
try last year was more about bro-
ken engagements than successful
marriages.

New York based M&A advisory and

{ See BROKEN on page 11 }

Private Equity

The undead live, and they’re draining investors’ purses

By Arleen Jacobius

Deep inside most private equity
portfolios lurk funds that have little
hope of turning a profit, yet they
still feed on the resources of institu-
tional investors — and there’s not
much investors can do about it.

Theyre called “zombie funds”

and theyre a dirty little secret of
private equity investors and con-
sultants, dwelling in the bottom
quartile of private equity portfolios.

In a recent survey by Coller Cap-
ital Inc., London, a private equity
firm that invests in the secondary

zombie funds, the informal term
used for funds that are practically
dead but still charging fees until
their lives expire. These funds have
little hope of making money, or have
made money but still have one or
two holdings that can't be sold.

market, two-thirds of
worldwide
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UUBS’ FRANCOIS PELLERIN: Pension funding %
volatility is “the equivalent of going to Las
Vegas and playing roulette — one month
you're lucky and one month you're not.”

o

investors
indicated they have

Industry experts estimate as
much as $100 billion of the roughly

Now on PIonline.com/features

$2.4 trillion in private equity could
be invested in zombie funds.

And these funds are multiplying.
Already, a number of venture capi-
tal funds raised in 1999 and 2000,
especially those formed to invest in
Internet-related companies, can be
classified as zombie funds. And in

{ See ZOMBIE on page 22 }

Engaging participants:
Proactive strategies can
boost 401(k) participa-
tion of non-native English
speakers. Employers have
found success with auto-
matic enrollment and cul-
turally sensitive commu-
nications as a means to
increasing their participa-
tion rates among employ-
ees who speak English as
a second language.

Era of dissonance: Fi-
nancial markets entered
an “era of dissonance”
that will stand in sharp
contrast to the harmony
and economic expansion
of the last half of the
20th century, writes Blu-
ford H. Putnam, CME
chief economist.

Ask the Expert: Dave
Eager offers advice to a
manager thinking of re-

sponding to an RFP from
a former client, who ter-
minated his firm.

Chart Central: Among the
charts at pionline.com/
charts:

»S&P 500 index forecast
to increase an average of
6% in 2012

» Dividend increases rise
89% in 2011

» DoubleLine's flagship
bond fund returns more
than double TCW’s in
2011
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Broken

Continued from page 1

manager M&A deals were announced in
2011, with a total transaction value of
$17.3 billion. That's one more deal than
in 2010 but less than that year’s $18.2
billion total transaction value, according
to a report by New York-based invest-
ment bank Cambridge International -
Partners Inc.

The problem: a less-than-rosy eco-
nomic environment meant buyers
weren't willing to meet the price de-
mands of sellers, said Eric Weber, a man-
aging director at Freeman & Co.

“Buyers were being stingy” Mr. Weber
said.

Whether 2012 will be a better year
largely will depend on whether the econ-
omy stabilizes and spurs new transac-
tions, according to M&A specialists.

One continuing trend that could cre-
ate new activity, even without economic
improvement, they noted, is banks being
forced to divest money management
units to raise cash and meet tighter regu-
latory constraints. In fact, one potential
deal in 2012 could be bigger than any of
the transactions in 2011 in terms of deal
value. Deutsche Bank Group is shopping
its Deutsche Asset Management unit,
with $730 billion in assets under man-
agement, and has set a price tag of
around $2 billion.

2011 started out with markets per-
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forming well, fueling hopes that it would
be a strong year for M&A activity.
It didn't turn out that way.

Up slightly

U.S. deals and transaction totals in
2011 were up slightly from the previous
year, but international activity was
down, according to the Cambridge re-
port.

The report found 88 announced deals
involving the acquisition of U.S.-based
money managers in 2011, with an aggre-
gate transactional value of $5.4 billion.
That compared with 84 deals and $4.8
billion in 2010. Deals involving the ac-
quisition of non-U.S. asset managers in
2011 totaled 93 compared with 96 in
2010. The transactional value of those
deals amounted to $11.9 billion in 2011,
down from $13.4 billion a year earlier.
(The Cambridge report includes only
transactions in which money manage-
ment operations account for more than
50% of an acquired firm's revenue.)

Seven of the top 10 money manager
transactions in 2011 were outside the
U.S., the Cambridge report noted.

It was also the second year in a row
Cambridge noted that the aggregate
transactional value of non-U.S. deals
was more than double those of U.S.
transactions.

The market turmoil for the last six
months of 2011 was a dominant theme,
as behind-the-scenes negotiations to
build deals fell apart before they got to
the announcement stage, said John
Temple, a Cambridge managing direc-

ANAGER

uncommitted sellers
made a poor recipe for
baking transactions.’

CAMBRIDGE INTERNATIONAL
PARTNERS’ JOHN TEMPLE

tor in New York.
“The failure rate was high, “ he said.
The “messy and protracted political
negotiations to solve the eurozone
debt crisis” dragged on for the second
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half of 2011, making dealmakers wary,
he added.

“Jittery buyers and uncommitted sell-
ers made a poor recipe for baking trans-
actions,” Mr. Temple said.

It's hard to value a money manager
when the markets swing so suddenly
and so dramatically, he said.

“There is a lack of confidence in the
marketplace,” he said. “Buyers and sell-
ers don't know if the markets will rise
10% or plunge 10%.”

Sam Yildirim, M&A lead partner for
PricewaterhouseCoopers LLP New
York, said the desire for M&A re-
mained high globally for 2011 because
achieving organic growth has been dif-
ficult for money management firms
due to increased competition for as-
sets, volatile asset values, investor
pressure for lower fees and higher
compliance costs.

But despite that demand, many deals
were not completed because of valuation
disagreements, Ms. Yildirim said.

Before the financial crisis, she said,
asset manager sales ranged from a low of
10 to 11 times earnings before interest,
taxes, depreciation and amortization to a
high of 15 EBIDTA. More recently, sales
have been around seven to eight times
EBIDTA, a reality that some sellers have
not been willing to accept, she said.

“There is a huge gap between buyers
and sellers,” Ms. Yildirim said.

Still, deals announced in 2011 were
bigger in terms of assets under manage-
ment than in 2010. Freeman estimates

{ See BROKEN on page 12}

The largest investment management transactions in 2011 4 zmounis ere in uss. mitions.

Acquired

Acquired assets

% Transaction

acquired Acquirer

value Strategic rationale

KBL European Private Bankers $62,800

Neuberger Berman $183,000

Bank Sarasin $110,500

ING Real Estate Investment
Management

$59,800

American Century Investments $112,000

Hedging-Griffo $27,300

Mondrian Investment Partners $70,000

Apollo Global Management $67,600

BlueCrest Capital Management $25,000

Gartmore Group $25,700

*Estimate. Source: Cambridge Internationat Partners Inc.

100% Precision Capital

48% Management

6% Safra Group

100% CBRE Group

41% CiBC

50% Credit Suisse

27% Management

8% Initial public offering

26% Management

100% Henderson Global

Investors

$1,440

Belgian bank KBC Group tries again to sell its private bank as mandated by the

European Commission — this time to a Qatari investor. A previously agreed sale to
Hinduja Group at a 20% higher price was shot down by regulators earlier in the

year.

$1,190

Neuberger management comes full circle by buying out the Lehman estate’s $813

million of preferred stock at par and its 48% equity stake in tranches over five to
seven years. Neuberger expects to issue $720 million in new debt to finance the

purchase.

$1,130

Safra Group takes over Rabobank’s voting control position in this publicly traded

Swiss private bank, extending its reach in Europe, the Middle East and Asia, and
doubling its assets under management.

$940

To raise capital, ING sold the European and Asian operations of ING REIM to

CBRE, creating the world’s largest commercial real estate fund manager, separate-
ly selling the U.S. component to management and Lightyear Capital.

$850

By contrast to KBC and ING above, Canadian bank CIBC demonstrates its capital

strength by stepping into J.P. Morgan Chase’s shoes in this American Century-
initiated divorce after 13 years of often-frosty marriage.

$800

After five years of partial ownership, Credit Suisse gets full control of one of Brazil's

most important investment managers including Verde, Brazil's largest and most

successful hedge fund.

$600*

Hellman & Friedman more than quadruples its money as it sells back to manage-

ment its investment in this premier U.K.-based international manager that spun
out from Delaware Investments in 2004.

$570

In the only significant industry 1IPO in 2011, Apollo forsakes the GSTrUE private

exchange for a full listing on the NYSE alongside its private equity competitors,

Blackstone, Fortress and KKR.

$560

to management.

$520

Reassessing its earlier strategy of taking minority stakes in hedge fund managers
after its acquisition of GLG, Man Group takes profits as it sells its ownership back

Weakened by withdrawals after losing two top hedge fund managers, this recently

public Hellman & Friedman-backed U.K. manager is swallowed whole by

Henderson.
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Global investment management M&A scorecard

Excludes acquisitions of investment managers with less than $200 million under management or purchases of less than 10% of equity. Dollar amounts are in U.S. billions.

Transaction value by year

Non-U.S. transactions

B US. transactions I U.S. transactions

2007 2008 2009 2010 2011 2007 2008

Source: Cambridge International Partners Inc.
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Continued from page 11

be around $829 billion, up 20% from
2010’s $691 billion.

Those numbers are still far
below $4.7 trillion in 2009, the year
BlackRock Inc. acquired Barclays
Global Investors, or even 2008,

total AUM value of 2011 deals will when the total AUM involved in

Number of transactions by year

[ Non-U.S. transactions () Transactions more than

2009

$1 billion in value

2010 2011

M&A was $1.673 trillion.

5 largest transactions

The five largest announced
transactions in terms of deal value
according to Cambridge, were all
divestitures from large financial

Transaction value by quarter
in 2011

Non-U.S. transactions
I US. transactions
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institutions:

e the $1.4 billion purchase by
Precision Capital of KBL European
Private Bankers SA, the private
banking arm of KBC Group;

o the $1.19 billion management
buyout of the Neuberger Berman
Group from Lehman Brothers
Holdings;

® Safra Group’s $1 billion acqui-
sition of the controlling stake in
Bank Sarasin & Co. Ltd. from
Rabobank Group;

o CBRE Group Inc.'s $940 million
purchase of ING Real Estate In-
vestment Management; and

® Canadian Imperial Bank of
Commerce’s $850 million purchase
of a 41% interest in American Cen-
tury Investments from J.P. Morgan
Chase & Co.

Three of the five — KBL, Neu-
berger Berman and ING Real Es-
tate — also could be characterized
as forced sales stemming from the
financial crisis, Mr. Temple said.

Belgian bank KBC Group had
been trying to sell KBL European
Private Bankers for two years as part

Number of transactions by
guarter in 2011

Non-U.S. transactions

Il U.S. transactions

() Transactions more than
$1 billion in value
o
7 |
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of a restructuring plan mandated by
the European Commission in ex-
change for government aid to shore
up its assets. A deal announced in
2010 to sell the unit to Mumbai,
India-based Hinduja Group fell
apart in March 2011 when it did not
receive regulatory approval.

The sale of Neuberger Berman
stems from the Lehman Brothers
bankruptcy in September 2008 and
ING Group sold its global real es-
tate businesses, including ING Real
Estate, as part of the firm’s broader
restructuring plan following a
Dutch government bailout during
the financial crisis of 2008.

Mr. Temple said one significant
difference in 2011 from the previ-
ous year was that three of the top 10
deals involved management buy-
outs, but without funding from pri-
vate equity partners.

He said the ability of the manage-
ment teams to raise debt to complete
the three deals — Neuberger
Berman; London-based Mondrian
Investments Partners Ltd.s $775.9
million buyback of a 27% stake held
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by private equity firm Hellman &
Friedman; and London-based Blue-
Crest Capital Management LLP's
buyback of Man Group PLC’s 26%
interest in the firm for $633 million
— was indicative of an improvement
in the lending environment since the
credit crunch.

Whether 2012 will be different
from 2011 is unclear.

Freeman’s Mr. Weber said more
activity could occur if European
banks remain under pressure to
raise capital. One example is Paris-
based Societe Generale SA, and its
subsidiaries TCW Group Inc. and
Lyxor Asset Management.

Another possible deal, he said,
involves Dexia SA, the French-Bel-
gian banking group, which is seek-
ing buyers for some of its opera-
tons — including its Dexia Asset
Management unit — after govern-
ment bailouts.

Cambridge’s Mr. Temple said that
ultimately, more confidence is
needed in the economic outlook for
the stock market to rise on a longer-
term basis, creating the foundation
for more M&A activity.

‘While the US. economy has
shown some resilience, Europe’s
sovereign debt crisis still remains a
problem as well as slower growth in
China and other emerging markets.

“The question is how it all bal-

ances out,” he said. : [ |
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