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Over 50% of Fortune 500 Companies
Are Shrinking, not Growing
Over 50% of Fortune 500 Companies
Are Shrinking, not Growing

Source: Smart Alliance PartnersSource: Smart Alliance Partners

REVENUE GROWTH OF FORTUNE 500REVENUE GROWTH OF FORTUNE 500

51% of
Companies

had Negative
Growth

51% of
Companies

had Negative
Growth

31% of
Companies

Grew
between 0 -

20%

31% of
Companies

Grew
between 0 -

20%

18% of
Companies
Grew more
than 20%

18% of
Companies
Grew more
than 20%

2000-20022000-2002
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Investors Recognize this GrowthInvestors Recognize this Growth
ProblemProblem

OVER OVER $7 TRILLION$7 TRILLION* DOLLARS OF SHAREHOLDER WEALTH * DOLLARS OF SHAREHOLDER WEALTH 
HAS EVAPORATED BETWEEN 2000-2002HAS EVAPORATED BETWEEN 2000-2002

*: Fortune March 31, 2003*: Fortune March 31, 2003

DJ COLLAPSE
(2000-2002)

DJ COLLAPSEDJ COLLAPSE
(2000-2002)(2000-2002)
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NASDAQ Collapse
(2000-2002)

NASDAQ CollapseNASDAQ Collapse
(2000-2002)(2000-2002)

00

51005100

25502550

77% Drop77% Drop77% Drop

Jan., 2000Jan., 2000Jan., 2000 Dec., 2002Dec., 2002Dec., 2002

S&P Collapse
(2000-2002)

S&P CollapseS&P Collapse
(2000-2002)(2000-2002)

00

16001600

800800

48% Drop48% Drop48% Drop

Jan., 2000Jan., 2000Jan., 2000 Dec., 2002Dec., 2002Dec., 2002

Source: Smart Alliance PartnersSource: Smart Alliance PartnersSource: Smart Alliance Partners

STOCK MARKET PERFORMANCESTOCK MARKET PERFORMANCE
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High Growth Companies areHigh Growth Companies are
More Alliance-IntensiveMore Alliance-Intensive

Source: Smart Alliance PartnersSource: Smart Alliance PartnersSource: Smart Alliance Partners

* Avg. alliances per * Avg. alliances per Fortune 500 co. Fortune 500 co. (Sample  over 4,000 (Sample  over 4,000 non E-Commercenon E-Commerce alliances (1995-2002)) alliances (1995-2002))

GROWTH TRAJECTORYGROWTH TRAJECTORY
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% Fortune 500 Co.% Fortune 500 Co.

19%19%

29%29%

52%52%

30 Alliances Per Company*30 Alliances Per Company*

17 Alliances Per Company*17 Alliances Per Company*

8 Alliances Per Company*8 Alliances Per Company*

High GrowthHigh GrowthHigh Growth

Low GrowthLow GrowthLow Growth

0-10%0-10% Med. GrowthMed. GrowthMed. Growth
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RETURN ON INVESTMENTRETURN ON INVESTMENT

% Fortune 500 Co.% Fortune 500 Co.

Also High ROI Companies areAlso High ROI Companies are
More Alliance-IntensiveMore Alliance-Intensive

Source: Smart Alliance PartnersSource: Smart Alliance PartnersSource: Smart Alliance Partners

Average ROI (BT&I) 2000-2002Average ROI (BT&I) 2000-2002

>15% ROI>15% ROI<11 % ROI<11 % ROI

9 9 
Alliances Alliances 

Per Per 
Company*Company*

41%41%17%17%42%42%

Low ROILow ROILow ROI Med. ROIMed. ROIMed. ROI High ROIHigh ROIHigh ROI

2424
Alliances Alliances 

Per Per 
Company*Company*

1919

11-15% ROI11-15% ROI

* Avg. alliances per * Avg. alliances per Fortune 500 co. Fortune 500 co. (Sample  over 4,000 (Sample  over 4,000 non E-Commercenon E-Commerce alliances (1995-2002)) alliances (1995-2002))
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Under Performance

Under Performance

Under Performance

Max Potential

Max Potential

Max Potential

Average ROI (BT&I) 2000-2002Average ROI (BT&I) 2000-2002

GROWTH TRAJECTORY VS. ROI ATTRACTIVENESSGROWTH TRAJECTORY VS. ROI ATTRACTIVENESS

1313
% Fortune 500 Co.% Fortune 500 Co.

27%27%

28%28%

45%45%

77

(Sample  over 4,000(Sample  over 4,000
alliances (1995-2002))alliances (1995-2002))

Avg. alliances* perAvg. alliances* per
Fortune 500 coFortune 500 companympany2525

Alliances Yield Superior Growth &Alliances Yield Superior Growth &
Profitability Without TradeoffsProfitability Without Tradeoffs

Source: Smart Alliance PartnersSource: Smart Alliance PartnersSource: Smart Alliance Partners

* Avg. alliances per * Avg. alliances per Fortune 500 co. Fortune 500 co. (Sample  over 4,000 (Sample  over 4,000 non E-Commercenon E-Commerce alliances (1995-2002)) alliances (1995-2002))
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““Best PracticeBest Practice”” Driven Alliance Driven Alliance
Companies OutperformCompanies Outperform

Source: Source: Booz•Allen & Hamilton//Smart Alliance Partners

ALLIANCE SUCCESS RATESALLIANCE SUCCESS RATES
(100 U.S. & Non U.S. Companies)(100 U.S. & Non U.S. Companies)

80%80%

70%70%

60%60%

50%50%

40%40%

  0%  0%

7 X7 X

““Best PracticeBest Practice””
Driven CompaniesDriven Companies

““Ad hocAd hoc””
CompaniesCompanies

Source: BA&H/Source: BA&H/Smart Alliance Partners
1998 to 2000 survey of 2500 alliances1998 to 2000 survey of 2500 alliances

AVERAGE ALLIANCE ROIAVERAGE ALLIANCE ROI
(Pre-Tax & Pre-Interest)(Pre-Tax & Pre-Interest)

25%25%

20%20%

15%15%

10%10%

5%5%

0%0%
““Ad hocAd hoc””

CompaniesCompanies

4 X4 X

““Best PracticeBest Practice””
Driven CompaniesDriven Companies
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What Causes Experienced Firms to
Capture More Profits in Alliances?
What Causes Experienced Firms toWhat Causes Experienced Firms to
Capture More Profits in Alliances?Capture More Profits in Alliances?

Source: 1989 to 1993 BA&H survey of 2500 alliancesSource: 1989 to 1993 BA&H survey of 2500 alliances

RETURN
ON

INVESTMENT

RETURNRETURN
ONON

INVESTMENTINVESTMENT

25%25%

20%20%

15%15%

10%10%

5%5%

0%0%

ROI VERSUS ALLIANCE EXPERIENCEROI VERSUS ALLIANCE EXPERIENCE

AVERAGE NUMBER OF ALLIANCES PER FIRMAVERAGE NUMBER OF ALLIANCES PER FIRMAVERAGE NUMBER OF ALLIANCES PER FIRM
1 to 21 to 2 3 to 53 to 5 6 to 86 to 8 Over 9Over 9

??
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Best Practices: Key Success FactorsBest Practices: Key Success FactorsBest Practices: Key Success Factors

Anticipation
of Key
Business
Risks

Anticipation
of Key
Business
Risks

ExperiencedExperienced

LessLess
ExperiencedExperienced

Very  Very  
Weak Weak AdequateAdequate Very  Very  

Strong Strong 

Capability AssessmentCapability Assessment

Source:  1989  to 1993 BA&H survey of 2500  alliances
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100 Best Practice Diagnostic Elements100 Best Practice Diagnostic Elements100 Best Practice Diagnostic Elements

Risk AssessmentRisk Assessment  

Value CreationValue Creation

Clear Anticipation ofClear Anticipation of
Business RisksBusiness Risks

Understanding all PartiesUnderstanding all Parties’’
Rights and ObligationsRights and Obligations

Realistic FeasibilityRealistic Feasibility
StudyStudy

Plan for Relationship andPlan for Relationship and
Communication BuildingCommunication Building

Creative Plan to BridgeCreative Plan to Bridge
Management StylesManagement Styles

Having SuperiorHaving Superior
Resource PlanningResource Planning

Degree of Involvement ofDegree of Involvement of
Middle ManagementMiddle Management

93 other93 other
elementselements

ElementsElementsElementsAlliance Formulation ActivitiesAlliance Formulation ActivitiesAlliance Formulation Activities

Strategy &Strategy &
ObjectivesObjectives

Screening forScreening for
PartnersPartners

Tradeables Tradeables & Leverage& Leverage
AssessmentAssessment

OpportunityOpportunity
DefinitionDefinition

Bargaining PowerBargaining Power
AssessmentAssessment

Integration PlanningIntegration Planning

ImplementationImplementation

Best Practice LevelsBest Practice LevelsBest Practice Levels
Level 1Level 1Level 1 Level 5Level 5Level 5

Source: BA&HSource: BA&H
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Corporate Alliances

Licensing
(Non Equity)

Contractual

Increasing Partner Commitment

Equity Alliances VariationsEquity Alliances Variations

CONTINUUM OF TRANSACTION TYPESCONTINUUM OF TRANSACTION TYPESCONTINUUM OF TRANSACTION TYPES

M&A

100%
Acquisitions

Increasing Degree of Integration

Outsourcing

Contract
Services SharedShared

Resources &Resources &
CompetenciesCompetencies
(Non Equity)(Non Equity)

JointJoint
VenturesVentures

Collaborative

MajorityMajority
PositionsPositions

>50%>50%

MinorityMinority
PositionsPositions

50%<50%<

Your CompanyYour Company
ProfileProfile                                                       

CrossCross
OwnershipOwnership

50%<50%<

         

Source: Smart Alliance PartnersSource: Smart Alliance Partners
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Equity Alliances Are Taking
Center Stage
Equity Alliances Are TakingEquity Alliances Are Taking
Center StageCenter Stage

MIX OF EQUITY VS. NON-EQUITY PUBLICLY ANNOUNCED
ALLIANCES

MIX OF EQUITY VS. NON-EQUITY PUBLICLY ANNOUNCEDMIX OF EQUITY VS. NON-EQUITY PUBLICLY ANNOUNCED
ALLIANCESALLIANCES

0%

50%

100%

1997-1999
(sample – 3025)

Non-Equity 
Alliances

Non-Equity Non-Equity 
AlliancesAlliances

Equity 
Alliances
Equity Equity 

AlliancesAlliances

75%

25%

2000-2002
(Sample – 2811)

34%

66%

•• AT&T AT&T
•• Boeing Boeing
•• British Telecom British Telecom
•• Daimler Daimler
•• DuPont DuPont
•• Exxon Mobil Exxon Mobil
•• Ford/Volvo Ford/Volvo
•• France Telecom France Telecom
•• General Electric General Electric
•• Hitachi Hitachi
•• HP/Compaq HP/Compaq
•• Intel Intel
•• Microsoft Microsoft
•• Philips Philips
•• Royal Dutch Shell Royal Dutch Shell
•• Siemens Siemens
•• Sony Sony
•• Toshiba Toshiba

  
124124

2222
7777

131131
3131
8080
7474
9797

721721
4747

104104
6161

 170 170
4646
5353
4848
5959
5353

  

Sample - CompaniesSample - CompaniesSample - Companies

  
41%41%
50%50%
74%74%
66%66%
81%81%
89%89%
77%77%
69%69%
69%69%
74%74%
52%52%
44%44%

 43% 43%
65%65%
83%83%
54%54%
53%53%
60%60%

  
  

No.No.No. % Equity% Equity% Equity

* (Publicly Announced non-Internet Alliances)  1995-2002* (Publicly Announced non-Internet Alliances)  1995-2002* (Publicly Announced non-Internet Alliances)  1995-2002

Source: HLHZ, Smart Alliance PartnersSource: HLHZ, Smart Alliance Partners
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Most Publicly Announced EquityMost Publicly Announced Equity
Alliances are Non Internet RelatedAlliances are Non Internet Related

8320 – Alliances
(1995-2002)

8320 8320 –– Alliances Alliances
(1995-2002)(1995-2002)

2730
Alliances

27302730
AlliancesAlliances

100%100%

50%50%

0%0%EquityEquity

Non-EquityNon-Equity

Internet
Related
InternetInternet
RelatedRelated

TOTAL
ALLIANCES

TOTALTOTAL
ALLIANCESALLIANCES

Internet
Related
InternetInternet
RelatedRelated

100%100%

50%50%

0%0%

EquityEquity

Non-EquityNon-Equity

5590
Alliances

55905590
AlliancesAlliances

Non Internet
Related

Non InternetNon Internet
RelatedRelated

Non Internet
Related

Non InternetNon Internet
RelatedRelated

Source: HLHZ, Smart Alliance PartnersSource: HLHZ, Smart Alliance Partners

MIX OF EQUITY VS. NON-EQUITY ALLIANCESMIX OF EQUITY VS. NON-EQUITY ALLIANCESMIX OF EQUITY VS. NON-EQUITY ALLIANCES
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Equity Alliances Are Impacting All
Industries
Equity Alliances Are Impacting AllEquity Alliances Are Impacting All
IndustriesIndustries

GLOBAL EQUITY ALLIANCE MIX BY INDUSTRYGLOBAL EQUITY ALLIANCE MIX BY INDUSTRY
2000-20022000-2002

1690 Alliances1690 Alliances

Airlines/Airlines/
AerospaceAerospace

Consumer/Consumer/
RetailRetail

Autos/IndustrialAutos/Industrial
ManufacturingManufacturing

Business/Business/
Financial ServicesFinancial Services

Internet/Internet/
Technology/Technology/
Misc.Misc.

Energy/Energy/
ChemicalsChemicals

Computer/Computer/
Software/Software/
CommunicationsCommunications

Entertainment/Entertainment/
Content/PublishingContent/Publishing Biotech/Medical/Biotech/Medical/

HealthcareHealthcare

Source: Sample of publicly announced equity alliances, HLHZ, Smart Alliance PartnersSource: Sample of publicly announced equity alliances, HLHZ, Smart Alliance PartnersSource: Sample of publicly announced equity alliances, HLHZ, Smart Alliance Partners
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Foreign Companies Participate in
Nearly 80% of all Equity Alliances
Foreign Companies Participate inForeign Companies Participate in
Nearly 80% of all Equity AlliancesNearly 80% of all Equity Alliances

EQUITY PARTNER MIX BY COUNTRYEQUITY PARTNER MIX BY COUNTRY

Sample: 3900 publicly announced equity alliances 
(1995-2002)

Sample: 3900 publicly announced equity alliances Sample: 3900 publicly announced equity alliances 
(1995-2002)(1995-2002)

All U.S.All U.S.
PartnersPartners

(22%)(22%)
All Non-U.S.All Non-U.S.

PartnersPartners
(48%)(48%)U.S. & Non-U.S. & Non-

U.S.U.S.
PartnersPartners

(30%)(30%)

Source: HLHZ, Smart Alliance PartnersSource: HLHZ, Smart Alliance PartnersSource: HLHZ, Smart Alliance Partners
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Japanese Have Used Cross-Japanese Have Used Cross-
Corporate Alliances for DecadesCorporate Alliances for Decades

CROSS-SHARE HOLDINGS AS % OF ALL JAPANESE LISTED SHARES
(1998-2002)

CROSS-SHARE HOLDINGS AS % OF ALL JAPANESE LISTED SHARESCROSS-SHARE HOLDINGS AS % OF ALL JAPANESE LISTED SHARES
(1998-2002)(1998-2002)

0%0%
198819881988 200220022002

20%20%

10%10%

199019901990 199219921992 199419941994 199619961996 199819981998 200020002000

AverageAverageAverage

Source: NLI Research Institute, HLHZ, Smart Alliance PartnersSource: NLI Research Institute, HLHZ, Smart Alliance PartnersSource: NLI Research Institute, HLHZ, Smart Alliance Partners
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NESTLÉ DIVISIONAL SALES GROWTH
(1997-1998)

8.0%8.0%

6.3%6.3%

3.8%

Pharma
Prepared Dishes,
Cooking, Aids, Misc.

Beverages

CompanyCompany
AverageAverage

2.4%2.4%

$3B $13B $14B $13B $7B $50BSales 98

-1.0%-1.0% -2.1%-2.1%

Milk,Milk,
Nutrition,Nutrition,
Ice CreamIce Cream

Chocolate &Chocolate &
Confectionery Confectionery 

Nestlé's Ice Cream & Confectionary
Business--Drag on Growth

Source: Company Reports 1998Source: Company Reports 1998
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NESTLNESTLÉÉ
SALES GROWTH  SALES GROWTH  

TOTAL COMPANY 98/97TOTAL COMPANY 98/97 8%8%

25%25%

15%15%

General MillsGeneral Mills
(Cereal Partners(Cereal Partners

Worldwide)Worldwide)

L'OrealL'Oreal
(Galderma) (Galderma) 

Coca ColaCoca Cola
(CCNR)(CCNR)

NESTLNESTLÉ’É’S JOINT VENTURES SALES GROWTHS JOINT VENTURES SALES GROWTH
(1997-1998)(1997-1998)

$815M$815M $338M$338M $279M$279M

JVJV’’ss
AverageAverage

2.4%2.4%

$50B$50B

Corporate Alliances Fueling GrowthCorporate Alliances Fueling Growth
in Other Businesses for Nestlin Other Businesses for Nestléé

Source: Company Reports and Press Clippings, Smart Alliance PartnersSource: Company Reports and Press Clippings, Smart Alliance PartnersSource: Company Reports and Press Clippings, Smart Alliance Partners

SalesSales
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Nestle & Creates ICP JV (50/50) with
Haagen-Daaz to Rejuvenate Business
Nestle & Creates ICP JV (50/50) withNestle & Creates ICP JV (50/50) with
Haagen-Daaz to Rejuvenate BusinessHaagen-Daaz to Rejuvenate Business

 New distribution channelsNew distribution channels

 Broad platform forBroad platform for

introduction of new frozenintroduction of new frozen

confectionsconfections

 All products, brands,All products, brands,

formulas,  recipes for USformulas,  recipes for US

sales onlysales only

 Economies of scale NestlEconomies of scale Nestléé's's

three US plants & HDthree US plants & HD’’ss

distribution assetsdistribution assets

 Joint product developmentJoint product development

ICE CREAM ICE CREAM 
PARTNERS USAPARTNERS USA

Alliance BenefitsAlliance Benefits

      

  Prestigious brandPrestigious brand

 Direct store delivery system Direct store delivery system

 Understanding of US market Understanding of US market

 Superior marketing & Superior marketing &

   product development   product development

 Primary customer adult Primary customer adult

HAAGEN-DAZSHAAGEN-DAZS
(Sub-Pillsbury(Sub-Pillsbury))

StrengthsStrengths

NESTLNESTLÉÉ USA  USA 

StrengthsStrengths

  Frozen desserts & productsFrozen desserts & products

 Non-grocery store distribution  Non-grocery store distribution 

   channels   channels

 Superior U.S.manufacturing  Superior U.S.manufacturing 

 Confectionery products Confectionery products

 Primary customers kids  Primary customers kids 

 Nestles Buys Ice Cream Partners
($650 Million)

 Nestles Buys Ice Cream Partners Nestles Buys Ice Cream Partners
($650 Million)($650 Million)

Source: Smart Alliance PartnersSource: Smart Alliance PartnersSource: Smart Alliance Partners
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STRATEGIC ROADMAPSTRATEGIC ROADMAP

Alliances Extended to Dreyers--
Making Nestle New Market Leader
Alliances Extended to Dreyers--Alliances Extended to Dreyers--
Making Nestle New Market LeaderMaking Nestle New Market Leader

Unilever with Ben & JerryUnilever with Ben & Jerry’’s had dominant Market Share with 18% of U.S.s had dominant Market Share with 18% of U.S.
Ice Cream Market Ice Cream Market –– NESTLE & Unilever also hold 98% of Premium segment NESTLE & Unilever also hold 98% of Premium segment

NESTLNESTLÉÉ
Increases StakeIncreases Stake
With DreyerWith Dreyer’’ss

To 67%To 67%

NESTLÉ Buys 
Minority Stake 

(22%) in Dreyer’s
Ice Cream (U.S.)

NESTLNESTLÉÉ Buys  Buys 
Minority Stake Minority Stake 

(22%) in Dreyer(22%) in Dreyer’’ss
Ice Cream (U.S.)Ice Cream (U.S.)

NESTLÉ’s 
Ice Cream  

Confectionary
Business Unit

NESTLNESTLÉ’É’s s 
Ice Cream  Ice Cream  

ConfectionaryConfectionary
Business UnitBusiness Unit

NESTLNESTLÉÉ
Creates ICP - JVCreates ICP - JV

With Haagen Daaz With Haagen Daaz 

NESTLNESTLÉÉ
Buys Haagen Buys Haagen 

DazsDazs’’
Stake in ICP Stake in ICP 

 Acquisitions not available in U.S.Acquisitions not available in U.S.

 Builds attractive long-term core competenciesBuilds attractive long-term core competencies

 Creates critical mass for U.S. MarketCreates critical mass for U.S. Market

 Achieves 19% market share in U.S.Achieves 19% market share in U.S.

Source: Smart Alliance PartnersSource: Smart Alliance Partners
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KPN &KPN &
BellSouthBellSouth

Buy E-PlusBuy E-Plus

RoyalRoyal
KPNKPN

TelecomTelecom

BellSouthBellSouth

22.5%22.5%

77.5%77.5%77.5%
E-Plus

German Mobile
Carrier

E-PlusE-Plus
German MobileGerman Mobile

CarrierCarrier

BellSouth: JV to Enter German Wireless
Market & Generate Record Gain
BellSouth: JV to Enter German WirelessBellSouth: JV to Enter German Wireless
Market & Generate Record GainMarket & Generate Record Gain

BellSouth SwapsBellSouth Swaps
E-Plus 22.5%E-Plus 22.5%

for 9.4% of KPNfor 9.4% of KPN

9.4%9.4%

BellSouth AcquiredBellSouth Acquired
Option to ConvertOption to Convert

Stake into KPNStake into KPN
StockStock

KPN buysKPN buys
BellSouthBellSouth

StakeStake
for $1 billionfor $1 billion

$850 MILLION GAIN FOR BELLSOUTH$850 MILLION GAIN FOR BELLSOUTH$850 MILLION GAIN FOR BELLSOUTHAmeric
an

Example
Americ

an

Americ
an

Example

Example

Source: Smart Alliance PartnersSource: Smart Alliance PartnersSource: Smart Alliance Partners
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Alliances as Growth AND Profitability
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 Conclusions

Alliances as Growth AND ProfitabilityAlliances as Growth AND Profitability
EngineEngine

 Emerging Role of Equity Alliances Emerging Role of Equity Alliances
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 Conclusions Conclusions
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As Less Risky Corporate Growth Vehicle,
Alliances Now Outnumber Acquisitions
As Less Risky Corporate Growth Vehicle,As Less Risky Corporate Growth Vehicle,
Alliances Now Outnumber AcquisitionsAlliances Now Outnumber Acquisitions

Source: Thompson Financial, Forbes, Smart Alliance PartnersSource: Thompson Financial, Forbes, Smart Alliance Partners

U.S. ALLIANCES* VS. M&AU.S. ALLIANCES* VS. M&A

M&AM&A

AlliancesAlliances

00

65006500

85008500

1050010500

1150011500

1250012500

95009500

75007500

55005500

19971997 19981998 19991999 20002000 20012001 20022002 20032003
(Six months)(Six months)

*publicly announced*publicly announced*publicly announced
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Acquisitions Too Often Fail to Accelerate
Growth or Increase Shareholder Value
Acquisitions Too Often Fail to AccelerateAcquisitions Too Often Fail to Accelerate
Growth or Increase Shareholder ValueGrowth or Increase Shareholder Value

• In 1998, Barron’s noted - “acquisition research studies indicate that
between 60% and 80% are financial failures.”

• In 2001, KPMG reported, from a study of 118 M&As, 70% did not create
shareholder value for the combined companies. KPMG also found no
correlation between success and experience.

• In 2001, McKinsey published results from a study of 160 M&As that
revealed 88% did not accelerate their growth appreciably and 60% failed
to earn returns greater than the annual cost of capital required to do the
deal.

• In 2002, a Business Week analysis of 302 major M&As revealed that
61% of the merged companies destroyed shareholder wealth.

•• In 1998, Barron In 1998, Barron’’s noted - s noted - ““acquisition research studies indicate thatacquisition research studies indicate that
between between 60% and 80% are financial failures60% and 80% are financial failures..””

•• In 2001, KPMG reported, from a study of 118 M&As,  In 2001, KPMG reported, from a study of 118 M&As, 70% did not create70% did not create
shareholdershareholder  valuevalue for the combined companies. KPMG also found  for the combined companies. KPMG also found nono
correlation between success and experience.correlation between success and experience.

•• In 2001, McKinsey published results from a study of 160 M&As that In 2001, McKinsey published results from a study of 160 M&As that
revealed revealed 88% did not accelerate their growth88% did not accelerate their growth appreciably and  appreciably and 60% failed60% failed
to earn returns greater than the annual cost of capitalto earn returns greater than the annual cost of capital required to do the required to do the
deal.deal.

•• In 2002, a  In 2002, a Business WeekBusiness Week analysis of 302 major M&As revealed that analysis of 302 major M&As revealed that
61% of the merged companies destroyed shareholder wealth61% of the merged companies destroyed shareholder wealth..

Source: Smart Alliance PartnersSource: Smart Alliance Partners
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Investor Reaction to AcquisitionsInvestor Reaction to Acquisitions
Has Been UnfavorableHas Been Unfavorable

 AIG
 America Online
 Amgen
 Citigroup
 Comcast
 First Union Corp
 General Mills
 Hewlett-Packard
 JDS Uniphase
 J&J
 Nestle
 Pfizer
 Veritas Software
 VerSign
 Viacom

 AIG
 America Online
 Amgen
 Citigroup
 Comcast
 First Union Corp
 General Mills
 Hewlett-Packard
 JDS Uniphase
 J&J
 Nestle
 Pfizer
 Veritas Software
 VerSign
 Viacom

 American General
 Time Warner
 Immunex
 Assoc. First Capital
 AT&T Broadband
 Wachovia
 Pillsbury
 Compaq
 SDL
 ALZA
 Ralston Purina
 Pharmacia
 Seagate Technology
 Network Solutions
 Infinity Broadcasting

 American General
 Time Warner Time Warner
 Immunex Immunex
 Assoc. First Capital Assoc. First Capital
 AT&T Broadband AT&T Broadband
  Wachovia
 Pillsbury Pillsbury
 Compaq Compaq
 SDL SDL
 ALZA ALZA
 Ralston Purina Ralston Purina
 Pharmacia Pharmacia
 Seagate Technology Seagate Technology
 Network Solutions Network Solutions
 Infinity Broadcasting Infinity Broadcasting

ACQUIRERACQUIRERACQUIREEACQUIREE

   $23
 $166
   $17
   $31
   $72
   $13
   $11
   $25
   $41
   $11
   $10
   $60
   $19
   $21
   $14

      $23
 $166
   $17
   $31
   $72
   $13
   $11
   $25
   $41
   $11
   $10
   $60
   $19
   $21
   $14

Deal SizeDeal Size
($ bils U.S.)($ bils U.S.)

*  acquirer over 14 day period *  acquirer over 14 day period –– One week before acquisition announcement to one week after announcement) One week before acquisition announcement to one week after announcement)

Share HolderShare Holder
Wealth Loss*Wealth Loss*
($ bils U.S.)($ bils U.S.)

 ($12) ($12)
 ($22) ($22)
 ($11) ($11)
 ($10)  ($10) 
   ($5)   ($5)
   ($1)   ($1)
   ($1)   ($1)
   ($4)   ($4)
 ($14)  ($14) 
   ($6)   ($6)
   ($1)   ($1)
 ($53) ($53)
 ($18) ($18)
   ($4)   ($4)
   ($7)   ($7)

2000-20022000-20022000-2002

Source: Smart Alliance PartnersSource: Smart Alliance PartnersSource: Smart Alliance Partners
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Vivendi Share Price Collapses
(2000-2003)

Vivendi Share Price CollapsesVivendi Share Price Collapses
(2000-2003)(2000-2003)

$0

$130

Jan., 2000Jan., 2000 May., 2003May., 2003

$65

Share Price 
Drops 87%

Share Price Share Price 
Drops 87%Drops 87%

 Vivendi Completed 
Acquisitions

  Vivendi Completed Vivendi Completed 
AcquisitionsAcquisitions

Vivendi Acquisition Spree Did NotVivendi Acquisition Spree Did Not
Increase Shareholder WealthIncrease Shareholder Wealth

 Ifrance 
 Canal Plus SA
 Seagram Co Ltd
 Prazske Vodovody A Kanalizace
 Maroc Telecom
 USA Networks Inc-Ent Asts

 Ifrance 
 Canal Plus SA
 Seagram Co Ltd
 Prazske Vodovody A Kanalizace
 Maroc Telecom
 USA Networks Inc-Ent Asts

 Hyundai Electn Inds Ltd-Waste
 Houghton Mifflin Co
 Elektrim Telekomunikacja Sp
 Depurazioni Industriali

 Hyundai Electn Inds Ltd-Waste
 Houghton Mifflin Co
 Elektrim Telekomunikacja Sp
 Depurazioni Industriali

 Sani-Gestion Inc
 United States Filter Corp
 Superior Services Inc
 Elektrim Telekomunikacja Sp
 Hyundai Petrochemical-Waste

 Sani-Gestion Inc
 United States Filter Corp
 Superior Services Inc
 Elektrim Telekomunikacja Sp
 Hyundai Petrochemical-Waste

1999
$7 Bil
19991999
$7 Bil$7 Bil

2000
$55 Bil
20002000

$55 Bil$55 Bil

2001
$16 Bil 
20012001

$16 Bil$16 Bil  

Source: Public Sources, Smart Alliance PartnersSource: Public Sources, Smart Alliance Partners
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Investors are Taking Note of M&AInvestors are Taking Note of M&A
Failures and Major Write-DownsFailures and Major Write-Downs

• AOL/Time Warner

• Dow Jones/Telerate

• Eli Lilly/PCS Health Systems

• JDS Uniphase (Various M&A)

• Lucent (Various M&A)

• NTL (Various M&A)

• Quaker Oats/Snapple

• Sony/Columbia Pictures

• WorldCom (Various M&A) 

• AOL/Time Warner

• Dow Jones/Telerate

• Eli Lilly/PCS Health Systems

• JDS Uniphase (Various M&A)

• Lucent (Various M&A)

• NTL (Various M&A)

• Quaker Oats/Snapple

• Sony/Columbia Pictures

• WorldCom (Various M&A) 

Merger or Acquisition(s)Merger or Acquisition(s)

  ( $99.5)

     ($1.0)

     ($2.4)

   ($56.1)

   ($16.2)

   ($14.2)

     ($1.4)

     ($2.7)

   ($45.0)

  ( $99.5)

     ($1.0)

     ($2.4)

   ($56.1)

   ($16.2)

   ($14.2)

     ($1.4)

     ($2.7)

   ($45.0)

Write Downs
Billions (U.S.)
Write Downs
Billions (U.S.)

Source: Smart Alliance PartnersSource: Smart Alliance Partners
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AlliancesAlliances are Better to Launch New are Better to Launch New
Businesses and Enter New MarketsBusinesses and Enter New Markets

Source: McKinseySource: McKinsey

COMPARATIVE SUCCESS RATESCOMPARATIVE SUCCESS RATES

SuccessSuccess

FailureFailure

Mixed OutcomeMixed Outcome

Expand Into New 
Geographic Markets
Expand Into New 

Geographic Markets

AlliancesAlliances AcquisitionsAcquisitions

24%24%

14%14%

62%62%

92%92%

8%8%

Launch New
Business in

Different Industry

Launch New
Business in

Different Industry

AlliancesAlliances AcquisitionsAcquisitions

43%43%

57%57%

60%60%

40%40%

Note:  U.S. and European companies.  Based on –5/+5 day announcement effects (market reaction/short-term
measure)
Note:  U.S. and European companies.  Based on –5/+5 day announcement effects (market reaction/short-term
measure)
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Factors Driving Alliances: Growth is
Number One Reason Behind Alliances
Factors Driving Alliances: Growth isFactors Driving Alliances: Growth is
Number One Reason Behind AlliancesNumber One Reason Behind Alliances

KEY REASONS FOR ALLIANCESKEY REASONS FOR ALLIANCES

Rank of Response

Not
Important

Somewhat
Important

Important Very
Important

Accelerate GrowthAccelerate GrowthAccelerate Growth

Access Critical CapabilitiesAccess Critical CapabilitiesAccess Critical Capabilities

Enter New MarketsEnter New MarketsEnter New Markets

Build Critical MassBuild Critical MassBuild Critical Mass

Accelerate R&DAccelerate R&DAccelerate R&D

Reduce Costs or
Capacity

Reduce Costs orReduce Costs or
CapacityCapacity

Extremely
Important

Source:  BA&H; Smart Alliance Partners – survey top 2,500 global companies & ACG membership U.S. & EuropeSource:  BA&H; Smart Alliance Partners Source:  BA&H; Smart Alliance Partners –– survey top 2,500 global companies & ACG membership U.S. & Europe survey top 2,500 global companies & ACG membership U.S. & Europe
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Alliance Announcements Move the
Market
Alliance Announcements Move theAlliance Announcements Move the
MarketMarket

• A 2001 Michigan/Wharton/Brigham Young study of top 500 global
companies found that the Top 500 global firms are averaging 60 major
strategic alliances per firm and received a positive share price increase on
the day of the announcement .

••  A 2001 Michigan/Wharton/Brigham Young study of top 500 globalA 2001 Michigan/Wharton/Brigham Young study of top 500 global
companies found that the Top 500 global firms are averaging 60 majorcompanies found that the Top 500 global firms are averaging 60 major
strategic alliances per firm and received a strategic alliances per firm and received a positive share price increase onpositive share price increase on
the day of the announcementthe day of the announcement . .

• A 2000 Study By Ernst & Young & Wharton of S&P 500 revealed alliances
are one of the top five critical factors driving market value in all industries.

••  AA  2000 Study By Ernst & Young & Wharton of S&P 500 revealed alliances2000 Study By Ernst & Young & Wharton of S&P 500 revealed alliances
are are one of the top five critical factors driving market valueone of the top five critical factors driving market value in all industries. in all industries.

• In 2000, Harvard/Yale published results from a study of 1000 alliances that
showed positive share price movement for both parties on the day of the
announcement.

••  InIn  2000, Harvard/Yale published results from a study of 1000 alliances that2000, Harvard/Yale published results from a study of 1000 alliances that
showed showed positive share price movement for both partiespositive share price movement for both parties on the day of the on the day of the
announcement.announcement.

• In 2000, Booz Allen published results from a study of 2500 alliances that
revealed they are yielding, on average, 50% higher ROI’s for the these
companies as compared to their core businesses.

••  InIn  2000, Booz Allen published results from a study of 2500 alliances that2000, Booz Allen published results from a study of 2500 alliances that
revealed they are yielding, on average, revealed they are yielding, on average, 50% higher ROI50% higher ROI’’ss for the these for the these
companies as compared to their core businesses.companies as compared to their core businesses.
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Jan 11, 2000Jan 11, 2000

AOL announces mergerAOL announces merger
with Time Warnerwith Time Warner

$100 B$100 B
DecreaseDecrease in Market Cap in Market Cap

AOL Stock Rises on Alliance News,AOL Stock Rises on Alliance News,
but Falls on Merger Newsbut Falls on Merger News

AMERICA ON LINE STOCK PRICE DEC 98 TO MAR 03AMERICA ON LINE STOCK PRICE DEC 98 TO MAR 03AMERICA ON LINE STOCK PRICE DEC 98 TO MAR 03

June 22, 1999June 22, 1999

AOL investsAOL invests
$1.5 billion in$1.5 billion in

Hughes toHughes to
accessaccess
DirecTVDirecTV

$21 B$21 B
 Increase Increase in in
Market CapMarket Cap
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Source: Public Documents/Smart Alliance PartnersSource: Public Documents/Smart Alliance Partners
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200020002000

Europe
Top 1,000
EuropeEurope

Top 1,000Top 1,000

All
Firms

Worldwide

AllAll
FirmsFirms

WorldwideWorldwide

2005
projected

20052005
projectedprojected

Alliances Contributing a Growing
Share of Revenue
Alliances Contributing a GrowingAlliances Contributing a Growing
Share of RevenueShare of Revenue

Top 1,000
Public Corporations 

Top 1,000Top 1,000
Public CorporationsPublic Corporations  

Source: Columbia University/European Trade Commission/Smart Alliance PartnersSource: Columbia University/European Trade Commission/Smart Alliance Partners

PERCENT OF REVENUE FROM ALLIANCESPERCENT OF REVENUE FROM ALLIANCES

000

888

161616

242424

323232

198019801980

444

121212

202020

282828

36%36%36%

199019901990 200020002000
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Asian /European
Firms

Asian /EuropeanAsian /European
FirmsFirms

Top 20%
Successful
European

Alliance Firms

Top 20%Top 20%
SuccessfulSuccessful
EuropeanEuropean

Alliance FirmsAlliance Firms

Alliance ROI Higher Than ROI from
their Core Businesses
Alliance ROI Higher Than ROI fromAlliance ROI Higher Than ROI from
their Core Businessestheir Core Businesses

AVERAGE ALLIANCE ROI
(Pre-tax and Pre-Interest)
AVERAGE ALLIANCE ROIAVERAGE ALLIANCE ROI
(Pre-tax and Pre-Interest)(Pre-tax and Pre-Interest)

00

1616

2222

28%28%

R
O

I
R

O
I

R
O

I

U.S.*
Firms
U.S.*U.S.*
FirmsFirms

Source: Surveys (2000) Source: Surveys (2000) –– top 1000 U.S. and Non U.S. firms & Association for Corporate Growth in U.S. & top 1000 U.S. and Non U.S. firms & Association for Corporate Growth in U.S. &
Europe/Smart Alliance PartnersEurope/Smart Alliance Partners

Fortune 500
Average ROI

(Pre-tax & Pre Interest)

Fortune 500
Average ROI

(Pre-tax & Pre Interest)
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In Past 10 Years, Median Partner EquityIn Past 10 Years, Median Partner Equity
Investment Risen from $28MM to $90MMInvestment Risen from $28MM to $90MM

$0

$1

$10

$100

$1,000

$10,000

$100,000

V
al

ue
 (

$ 
in

 M
ill

io
ns

)

Top 25% of Equity Alliances
Median Investment = $1 Billion
Top 25% of Equity AlliancesTop 25% of Equity Alliances

Median Investment = $1 BillionMedian Investment = $1 Billion

* Source: HLHZ  Study of 1270 publicly announced equity alliances (1995-2002), Smart Alliance
Partners
* Source: HLHZ  Study of 1270 publicly announced equity alliances (1995-2002), Smart Alliance
Partners

Arrayed By Investment SizeArrayed By Investment Size

Partner Investment
(Median $90 Million)

Partner InvestmentPartner Investment
(Median $90 Million)(Median $90 Million)
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Median Partner Buyout in anMedian Partner Buyout in an
Equity Alliance is $350 Million U.S.Equity Alliance is $350 Million U.S.

Median Value of All Equity
(Buyout = $350 Million)

Median Value of All EquityMedian Value of All Equity
(Buyout = $350 Million)(Buyout = $350 Million)

Arrayed By Buyout AmountArrayed By Buyout Amount
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Top 25% of Equity Alliances
Median Buyout = $2 Billion

Top 25% of Equity AlliancesTop 25% of Equity Alliances
Median Buyout = $2 BillionMedian Buyout = $2 Billion

* Source: HLHZ  Study of 1270 publicly announced equity alliances (1995-2002), Smart
Alliance Partners
* Source: HLHZ  Study of 1270 publicly announced equity alliances (1995-2002), Smart
Alliance Partners



©© 2003 Smart Alliance Partners 2003 Smart Alliance Partners

Market Collapse Depressed Equity Alliance
Investment, but Returns Increasing
Market Collapse Depressed Equity AllianceMarket Collapse Depressed Equity Alliance
Investment, but Returns IncreasingInvestment, but Returns Increasing

 MEDIAN ESTIMATED INVESTMENT & BUYOUT  MEDIAN ESTIMATED INVESTMENT & BUYOUT 
FROM TOP 25% EQUITY ALLIANCES (2000-2002)FROM TOP 25% EQUITY ALLIANCES (2000-2002)
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* Source: HLHZ , Smart Alliance Partners* Source: HLHZ , Smart Alliance Partners
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Alliances Are Contributing a Growing
Share of Market Capitalization
Alliances Are Contributing a GrowingAlliances Are Contributing a Growing
Share of Market CapitalizationShare of Market Capitalization

Source: AccentureSource: Accenture

(%) Median Estimated Market Value (%) Median Estimated Market Value 
From AlliancesFrom Alliances

% TOTAL MARKET VALUE FROM  ALLIANCES% TOTAL MARKET VALUE FROM  ALLIANCES
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■ Corporate Alliances are a less costly, less risky and more prudent way
to acquire capital and competencies than outright acquisitions

■■ CorporateCorporate  Alliances are a less costly, less risky and more prudent wayAlliances are a less costly, less risky and more prudent way
to acquire capital and competencies than outright acquisitionsto acquire capital and competencies than outright acquisitions

In SummaryIn SummaryIn Summary

■  Equity Alliances achieve high ROIs & Accelerate Growth

■  “Best Practice” firms attain higher ROI’s & success rates

■  Corporate Alliances increase shareholder wealth

■■    Equity Alliances achieve high ROIs & Accelerate GrowthEquity Alliances achieve high ROIs & Accelerate Growth

■■    ““Best PracticeBest Practice”” firms attain higher ROI firms attain higher ROI’’s & success ratess & success rates

■■  Corporate Alliances increase shareholder wealth  Corporate Alliances increase shareholder wealth

■ A successful alliance can lead to an acquisition/merger, but chances
for a good marriage are enhanced by a period of living together

■■ A successful alliance can lead to an acquisition/merger, but chancesA successful alliance can lead to an acquisition/merger, but chances
for a good marriage are enhanced by a period of living togetherfor a good marriage are enhanced by a period of living together

■  A New Growth & Organizational Model is emerging■■  A New Growth & Organizational Model is emerging A New Growth & Organizational Model is emerging

SIMPLYSIMPLYSIMPLY



©© 2003 Smart Alliance Partners 2003 Smart Alliance Partners

Thank YouThank YouThank You

✷

✷

✷

✷

✷

www.www.SmartAlliancePartnersSmartAlliancePartners.com.com


