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One scoop to start: Luxembourg-based satellite operator SES is in talks

with US group Intelsat about a potential combination as both companies

seek to ensure they are not left isolated in a fast-consolidating industry that is
battling challengers such as Elon Musk.
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How obeying an activist investor can destroy value

Plus, the UK takes a hard line against Bain & Co and long-short hedge funds face their bad bets
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Welcome to Due Diligence, your briefing on dealmaking, private equity and
corporate finance. This article is an on-site version of the newsletter. Sign
up here to get the newsletter sent to your inbox every Tuesday to Friday.
Get in touch with us anytime: Due.Diligence@ft.com

In today’s newsletter:

A hedge fund tries to cancel its M&A order
If you ever needed a reminder about how M&A can be value destructive, look

no further than Just Eat Takeaway’s $7.3bn acquisition of US rival
Grubhub.

Just Eat Takeaway: When dealmaking goes wrong•

Bain & Co puts the UK off consultants•

Long-short hedge funds come up short•
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The Netherlands-based company on Wednesday said it had to write down by

€3bn the value of Grubhub, effectively admitting its consolidation strategy
has failed.

Just Eat Takeaway: bigger isn’t always better © Bloomberg

There are two lessons from this.

The first is that bigger isn’t always better. JET and Grubhub believed that by
creating economies of scale they could reap huge rewards. But dealmaking is

tough and most mergers fail, as this study shows.

Several rigorous academic papers have also determined that combining
companies has historically led to value destruction rather than creation. This

paper in the National Bureau of Economic Research shows that US
takeovers have led to losses worth more than $200bn for shareholders over

the past two decades.

The second lesson is that the short-term strategies of activist investors are

often detrimental to the broader interests of the company and long-term

shareholders. In fact, this paper by Yvan Allaire at the Institute for
Governance of Private and Public Organizations in Montreal shows

how activists underperform passive funds.
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Actions taken by Cat Rock Capital, an activist investor and top-five

shareholder in JET, highlight just how questionable the impact of such short-
term strategies can be.

Less than two years ago, Cat Rock set up a website called
justeatmustdeliver.com to urge other shareholders to back the Grubhub

merger.

Now it’s using the same online platform to push JET to sell Grubhub.

Interestingly, the old letter making a case for a merger is hard to find on the

website (but we found it here), which makes sense as Cat Rock now says that
“JET management made a capital allocation mistake by buying Grubhub”. 

Outcomes often vary by constituent. Mergers can generate windfalls for

insiders and activists, at the expense of loyal investors and workers facing job
cuts.

For the latest sign of the latter point, look no further than Vincent Pilette,
the chief executive of US software company Norton LifeLock, who has

indicated that he plans to cut 1,000 jobs when it buys UK-listed cyber

security group Avast in an $8bn deal. The UK’s Competition and
Markets Authority said on Wednesday that it would clear the transaction.

Bain & Co’s ‘questionable’ integrity turns the UK
against consultants
One constant in the world of corporate advisers is the conveyor belt of
scandals at consulting and accounting firms. Another is that despite the

reputational damage inflicted, those same firms continue to win work from
both corporate and public sector clients.

Against that backdrop, the UK government’s decision to ban Bain & Co,

longtime rival of McKinsey and BCG, from bidding for government work
for three years looks uncharacteristically interventionist.
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Cabinet Office minister Jacob Rees-Mogg told Bain on Tuesday that its

“grave professional misconduct” in a corruption scandal in South Africa had
rendered the consultancy’s integrity “questionable”, the FT’s George Parker,

Michael O’Dwyer and Joseph Cotterill reported.

Bain’s work with South Africa’s former president Jacob Zuma has led to it being criticised in a judicial report as a
corporate enabler of graft in South Africa © FT montage/Bloomberg

Bain was caught off guard by the decision, saying it was “disappointed and
surprised”, adding that it would be responding “to express our concern about

the process and its outcome and to address inaccuracies in [Rees-Mogg’s]

letter [informing Bain of the ban]”.

Bain has previously admitted failings in its work in South Africa and repaid

fees, but said that an inquiry into the scandal mischaracterised its activities.

The firm is far from a critical supplier to the UK government. It has won

contracts worth about £63mn since 2018, mostly for Brexit-related

consulting.

But should advisers who rely more heavily on government work, such as the

Big Four accountants, fear similar bans in future?

Rees-Mogg is no fan of consultants in Whitehall, according to a person

familiar with his thinking. He doesn’t like the idea that they come in and

identify solutions which, happily, only they can deliver — and at a cost.

The punishment meted out to Bain may rattle nerves at KPMG.
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It has mostly halted bidding on government contracts since late last year in a

bid to head off a Cabinet Office threat to ban it from public work, after its
involvement in a litany of domestic corporate and audit scandals. The

government’s review is ongoing.

But the UK government is nothing if not unpredictable in its approach to

business. Perhaps KPMG’s best hope is that after a new prime minister is

ushered into Downing Street in September, Rees-Mogg will have moved on
and attitudes will have changed.

Hedge funds go long on risk, short on returns
For long-short hedge funds, this year has been the worst of both worlds.

Performance at many prominent funds has correlated with plunging equity

markets. The year is shaping up to be one of its worst on record, the FT’s

Laurence Fletcher reports.

“Clearly, in long-short equity it’s been a complete disaster,” said Scott

Wilson, chief investment officer of the endowment fund at the
Washington University in St Louis.

From left: Glen Kacher, founder and president of Light Street Capital Management; Lee Ainslie, fund manager for
Maverick Capital; and Daniel Loeb, chief executive of Third Point © FT montage/Bloomberg/nadolu Agency via Getty
Images
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Among the worst hit funds are “Tiger Cubs”: Lee Ainslie’s Maverick

Capital, which was down 35 per cent in the first six months of the year after
posting double-digit gains for the past three years, and Glen Kacher’s

Light Street — down more than 40 per cent.

Daniel Loeb’s Third Point fell about 20 per cent in the same period,

according to investor documents.

Long-short equity funds seek to take long positions in underpriced
companies and offset their market exposure with shorts against weaker,

overpriced companies or broader markets. Unexpected events such as
Russia’s invasion of Ukraine are supposed to be when they shine.

Many have failed. In the effort to differentiate from stock market indices,

some funds were underweight the mega-cap stocks that have weathered the
storm. Others were mugged by an army of retail investors who pushed up

“meme stocks” that funds were betting against.

Long-short funds fell 12 per cent on average in the first half of the year,

according to hedge fund data group HFR. Hedge funds overall have shed 5.6

per cent, far less than the S&P 500’s 20 per cent drop, bolstered by strong
performing quant and macro funds.

Nonetheless, the long-short drubbing indicates they were overexposed to the
market. “Some funds should have dropped the term ‘hedge’ a long time ago,”

said Andrew Beer, managing member at Dynamic Beta.

Job moves

Nick Clegg, the president of global affairs at Meta, is partly

relocating to London.
•

Xerox has appointed Steven Bandrowczak as chief executive.

He has been acting as interim chief since the death of CEO and

chair John Visentin in June.

•
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