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Distressed

deals have a
faster pace,

not to mention
the perceived

legal and
location risks.
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Fast forward 12 months, and a ioint venture called effectively stillborn.

BeijingWest Industries Co. is poised to do what \(anx- Among the failures was TClls misplayed efforts in

in coJd not. The company agreed to buy certain as- Europe. The electronics company initiated a joint ven-

sets of Delphit global Lrake and suspension business ture with Francet Thomson in 2004' manufacturing

out of ba.rkrupt.y itr a deal valued at $90 million. Itt televisions and DVDs, and soon after acquired AJca-

just one orr, oi 
" 

handful of asset sales to come out of telt cell phone business. The partnership with Thom-

,tr. O.tphi bankruptcy, but some dealmakers believe son dissolved a few years later, forcing the company to

it could be the mosr notable, at least to those tracking digest a $260 million loss, and it took three years fol-

China's burgeoning interest in distressed assets. lowing the deals before the company was able to show

"Youre Jefi.ritely going to see more finbound] deals a profit again. Shanghait BenQ had a similar experi-

involving Chinese a.q'.ri.e.r," insists Jack Chen, the ence when it acquired Siemens mobile phone divisions

founder, chairman and CEO of Tiansworld Capital - assets that were eventually liquidated over eBay.

Group. Chen, who was recently appointed by the Bei- And Lenovo's purchase of IBMt PC division was also

jing government as its international investment advis- considered a letdown, as the company's profits sank

.r, o*rr"* th. Beijing\fest deal. He tells Mergers &Ac- following the absorption of the unit.

quisitions Jourralr.h^t his firm has already captured It wasn't just post-merger integration that vexed

several similar mandates. Chinese buyers. For some, it was the acquisition process

The prospect of Chinese companies buying busi- itself. Electronics maker VTech acquired Lucent Tech-

,r.rr., do-.rtically could hardly be considered novel. nologies' consumer telephone unit in 2000 for $121.3

V/hen International Business Machines sold its PC di- million. Not long after VTech took over the books,

vision to China's Lenovo Group in 2004, a $ 1.75 bil- the company discovered unexpected inventories. VTech

lion deal, it served as a wakeup call to many that Chi- eventually brought its auditor, Pricewate.rhouseCoop-

nese companies have both ., ./l ers, to court and senled sepa-

globalambit ionsandthe^- ' : ' ratelywithLucentaf terc la im^-

ivherewithal topursuethem'^-. ing-fraud,.resul t ingina$50

Acert $710 million subsump- fK"-'- 
-:m 

"M&A is hard on its own,

tion of Gateway, the purchase rel 
t- cross-border M&A is infinite-

,iJ,1r;?":r,ffi';','.u ffi #n*liTlL':.JiT::l:
Eyecare,sacquis i t ionofEyeWff i t ranslat ion.Also,cul turaI issues,
CareCentersofAmerica.Wff i .m*. f f i ' inmanyofthesedeals,created

The track record for many ffiffi abarrierthatcouldntbecleared.

cross-borderdeals,however, f f iChinesebusinesses,Guptasays,
haslef taIot tobedesired.Aoi IyqTArry.WinherentIyhaveahierarchical
Gupta,professorofstrategyat^. ' f . ,Wwculture. . .Theyhaventshown
the University of Marylandt \ jL^ 

-\ 

that they can manage horizon-

SmithBusinessSchoolandco- 
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'ffi L- tallyandtheyneverhadtheop-

authorof thebook..Gett ing-aA.I}-portuni tytodeveIoptheski I ls
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Gupta adds, though, the

revolved around attempts ,o Jack Chen past four to five years have

move up the value chain servedasatrainingground,and

through ihe acquisition of brands. The problem, he he notes that Chinese companies are again looking at

."ys, i. that the buyers have been largely overmatched foreign acquisitions, albeit differently than in the past.

when it comes ro integrating and managing the assets In particular, companies are keen on buying smaller

following the acquisitions, so few have been able to stakes that may not necessitate a full integration. And

capture ih. ,r"1r.r., being paid. 'Acquirers have not companies in the natural resources sector or technolo-

demonstrated thar they have the capabiliry to swallow gy, "where people arent as critical," are high on the list

the assets once they buy them." Because of that, Gup- of what interests Chinese buyers, Gupta says.

The distress currently facing the global markets,

z8 ruencgnsaAcoutsmoNs

ta adds, the emergence of inbound Chinese M&A was
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meanwhile, is providing another opponunity. Bankrupt-

cy auctions, in particular, are being viewed as a poten-

tial entryrvay - one in which buyers arent forced to

sacrifice the balance sheet in the name of growth. More-

over, as opposed to buying brands, Chinese compa-

nies are more likely to be interested in assuming the in-

tellectual properry that allows them to improve their

own products and move their own name higher up on

the value chain.

Beijing\West, for instance, is

a joint venture established by

Chinese auto parts company

Tempo Group, Chinese steel-

maker Shougang Group Corp.,

and state-owned investment

firm Bao'an Investment and

Development Co. If the ioint
venture successfully acquires

the assets, the plan isnt neces-

sarily centered on capturing the

company's US distribution net-

work, which includes OEMs

such as General Motors.

According to Chen, i t 's

more about the technology. He

cites previous efforts initiated

by the chairman of Tempo

Group, Tianbao Zhou, who in

years past has relied on part-

nerships with Delphi to help

build Tempot business. For instance, he had previous-

ly arranged a licensing agreement with the parts mak-

er to use certain IP related to braking systems. "They

were immediately able to improve their product, which

allowed them to grow revenue and margin tremen-

dously," Chen says.
\While Beijing\X/est intends to keep the employees

and plants of the Delphi division, the underlying draw

is again the technology, as it "bridges a gap" that will

make the company an instant player in its market.

Of course, the relative strength of Chinas automo-

tive market doesnt hurt either. Aided by the govern-

mentt stimulus ef[orts, the country became the worldt

largest market for cars as of the first quarter of this

year. \fhile automotive sales are plummeting in the

US, the Chinese market continues to experience growth.

This is in part due to the growing middle class, but no

less important are tax cuts for certain new car purchas-

es and subsidies to farmers designed to spur the use of

more fuel efficient autos and trucks. lVhile the old

standbys such as GM, Hyundai, Volkswagen andToy-

ota, benefit from this, it's the homegrown players such
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This is a strategy that can
Iikely be replicated by other
manufacturers to various de-
grees, regardless ofsector. But

where ir gets difficult is in

! the acquisition itself. In a

€ traditional M&A process,

E for insrance, sellers will usu-

-€ 
ally take pains to ensure the

E highatbidderismadecom-

! fortable.Abankruptcyauc-

€ tion, on the other hand, is-

€ n't driven by a fiduciary

E dury to obtain the highest

E price. Value, obviously, is
3 still important, but speed

E will often take precedence

ff when it comes to dealing
p with all of the constituen-
o 

cies present in a Chapter 11.
Efficiency, as it turns out,

is not typically considered a

fi#
TheChinese,
generally
speaking, are

tn
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Saul Burian
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as Shanghai Automotive Industry Corp. (SAIC), Chery
Automobile Co. and GeelyAutomobile Holdings, who
will likely reap the biggest gains.

Chen insists, howevet that the goal of the Beijing-
Vest deal isn't about gutting the company of its tech-
nology and shipping it to China. Rather, he expects
that the buyers will try to complement the maturiry of
the US market with the growth inherent back at home.

strong suit of Chinese acquirers. This is what made the

Beijing\fest deal such a triumph, as the buyers tra-

versed jurisdictions in the US, Mexico, Poland, France,

India and China, analyzing not only the intellectual

properry but also the labor contracts and environmen-

tal considerations, not to mention the traditional busi-

ness due diligence and machinery and equipment assess-

ments that go into any industrial acquisition.

Phillip Torrence, a partner at law firm Honigman

Miller Schwartz and Cohn LLP who worked on the

deal, perhaps understates it when he says, "It took a

lot of coordination."

For the naysayers, of which there are many, this is

precisely why they dont believe foreign buyers, espe-

cially Chinese companies, will be active on the dis-

tressed front. As the cost of bankruptcy has climbed,

companies and creditors are only that much more in-

sistent on moving the process along at a faster pace.

Patrick Goy, co-head of restructuring and special

situations for investment bank Lincoln International,

describes, "The Chinese, generally speaking, are sdll very

deliberate in M&A, and that works aqainst them." He

still very
deliberate
M&A.
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scheduled to participate in a 14- fl'-.+,ra'.',
day rour of the US and Cana- |
da.  According to a story in F*

They haven't
shown that

they can
manage

horizontally.

wtr

adds that translating the confidentialiry agreements,

alone, can take "a long time to get through the system."

Saul Burian, a managing director in the restruc-

turing group at Houlihan, Lokey, Howard & Zukin,

echoes this point, adding, "Distressed deds have a faster

pace, not to mention the perceived legal and location

risks, so there is a high barrier of entry. Most foreign buy-

ers can't react fast enough to participate meaningfully."

Gupta, meanwhile, cites that many Chinese com-

panies are well aware of "the cost of distraction." He is

referring to the efforts necessary to turnaround a prob-

lem asset, but it's also true that executives may hesi-

tate to spin their wheels on a bankruptcy bid if the

odds are stacked against them.

Dennis Galgano, a managing director at Morgan

Joseph and head of the firmt international investment

banking group, cites that the bankruptcy laws are too

Byzantine for most foreign buyers, which gives US bid-

ders "a significant advantage tn a363 saIe."

Still, few are willing to dismiss out of hand Chinas

interest in resuming its global acquisition push. The Na-

tional Development and Reform Commission, for in-

stance, forecast that Chinas direct outbound invest-

ment would swell to $59 billion in 2009, more than

13o/o over the 2008 sum.

Meanwhile, the Chinese government holds a rough-

ly $1.9 trillion stockpile offoreign reserves, a signifi-

cant portion of which take the *
form of US teasury Bonds. For $.
this reason, the Chinese go"- l+
ernment is not a passive observ- ]
er to the distress in the US. !

In June, a delegation ofover i
400 business owners, executives i
and provincial governors are i

,h
$

Mergermarket, the delegation, Lenovo learned you can't buy your way up the
scheduled to arrive onJune 10, value chain.
was formed to explore the po-

tential for distressed opportunities and first took root

through a meeting at the G20 Summit benveen Pres-

ident Barack Obama and China's Parry Secretary Hu

Jintao. The Ministry of Commerce and the China

Council for the Promotion of International Tiade re-

portedly organized the effort, which will include meet-

ings with the American Chamber of Commerce as well

as stops at \Tashington, New York, Chicago and Salt

Lake City for various related events.

\X&ile a growing protectionist sentiment has been

building in recent months, especially as the govern-

ment continues to pour money into financial institu-

tions and select industries, few see Chinese interest in

distressed assets as a potential cause for concern.

Lincolns Goy, for instance, who doesn't anticipate

a rash of Chinese distress deals, notes that if it hap-

pens, the fallout would not be akin to what was seen

in the seventies and eighties when Japanese investors

acquired Rockefeller Center or Pebble Beach. "The

problems our country is dealing with today are much

greater," he says. "Japan Inc. was a much bigger story

at the time."

Moreover, as politicians and unions have bemoaned

the transfer of manufacturing jobs overseas, the prospect

of Chinese buyers coming in to save distressed assets,

ironically, reflects that the trend has come full circle.

Most of the pros Mergers drAcquisitions spoke with do

not believe distressed deals, however, would necessar-

ily spark a wholesale transfer of manufacturing capa-

bilities to the Far East.

Gupta cites that as the technology transfer occurs,

China will export more advanced products. "In the

immediate term," though, he says, "buyers won't be

shutting down US operations."
"There's this misconception that when a foreign com-

pany buys the assets that workers are hurt," Chen says.
"But the crisis forces people to be realistic. Ifthe buyer

oflast resort is frustrated in their efforts. then evervone

loses." He adds that buyers may

cut overhead, but he reiterates

that these are in fact distressed

deals in need ofa turnaround.

In the meantime, much of

this still depends on whether or

not Chinese companies can fol-

low Beijing\fest's lead and nav-

igate through the bankruptcy

process. James Decker, who

heads restructuring at Morgan

Joseph, notes that the key for

China-based buyers is "to get in

early" and start the dialogue.
"The earlier buyers get involved, the better their chances

to minimize the time constraints," he says.

Chen, meanwhile, adds that in the case of the

Beijing\West deal, the buyer had between seven and

eight consultants on the payroll. Moreover, it didn't

hurt that the buyer was the last option left for Del-

phi. "The PE groups walked in and promptly walked

away. tVe were the last guy left, so the alternative for

the sellers was very clear," Chen describes, alluding to

a dynamic that could certainly help the cause of for-

eign buyers. l!&A
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