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1. Introduction: Evolving roles of CFO 

2. HOTL valuation framework 

2-1. Overview 

2-2. Application 

3. Shareholder activism  
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1.  Introduction 
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 In recent years, the role of the CFO has evolved significantly. Traditionally being viewed as a financial gatekeeper, the role 
of the CFO has expanded and evolved to a strategic partner and advisor to the CEO. In fact, in a report released by 
McKinsey, 88 percent of 164 CFOs surveyed reported that CEOs expect them to be more active participants in shaping 
the strategy of their organizations. Half of them also indicated that CEOs counted on them to challenge the company’s 
strategy 

 

 According to one source, "The CFO of tomorrow should be a big-picture thinker, rather than detail-oriented, outspoken 
rather than reserved, prefer to delegate rather than be hands-on, emphasize what gets done rather than how things are 
done, and make collaborative rather than unilateral decisions. The CFO must serve as the financial authority in the 
organization, ensuring the integrity of fiscal data and modeling transparency and accountability. The CFO is as much a part 
of governance and oversight as the Chief Executive Officer (CEO), playing a fundamental role in the development and 
critique of strategic choices. The CFO is now expected to be a key player in stakeholder education and communication 
and is clearly seen as a leader and team builder who sets the finance agenda for the organization, supports the CEO 
directly and provides timely advice to the board of directors."  

 

 The uneven pace of recovery worldwide has made it more challenging for many companies. CFOs are increasingly playing 
a more critical role in shaping their company’s strategies today, especially in light of the highly uncertain macroeconomic 
environments, where managing financial volatilities is becoming a centerpiece for many companies' strategies 

 

 The duties of a modern CFO now straddle the traditional areas of financial stewardship and the more progressive areas of 
strategic and business leadership with direct responsibility and oversight of operations (which often includes procurement) 
expanding exponentially. This significant role-based transformation, which is well underway, is best-evidenced by the “CEO-
in-Waiting” status that many CFOs now hold. Additionally, many CFOs have made the realization that an operating 
environment that values cash, profit margins, and risk mitigation is one that plays to the primary skills and capabilities of a 
procurement organization, and become increasingly involved (directly via oversight or indirectly through improved 
collaboration) with the procurement function according to a recent research report that looks at the CFO's relationship with 
procurement 
 

Evolving role of CFO 
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 Active role in the development and critique of strategies: more progressive areas of strategic and business leadership with 
direct responsibility and oversight of operations  

 

 Active dialogue with various stakeholders particularly existing and potential investors 

 

 

 

 

Today’s main topic: 

 

 HOLT framework: To understand the major institutional investors’ valuation methodology 

− Credit Suisse’s HOLT framework helps CFO with their strategic decision-making process 

 

 Shareholder activism: To proactively prepare for potential shareholder activism 

Evolving role of CFO 
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Credit Suisse’s HOLT framework helps CFO with their 
strategic decision-making process 

  HOLT offering 

 Internal management plan evaluation  

 Sensitivity analysis around key value drivers 

 Capital allocation benchmarking analysis  

 Capital allocation strategy assessment 

 Equity markets perspective on 
performance and valuation  

 Benchmarking analysis 

 Quarterly industry reviews 

 Support in investor communications  

 HOLT-centric non-deal road shows 

Objectives 

 Quantify valuation gap between management projections and 
market expectations and identify drivers to close that gap 

 Compare management strategy to HOLT assessment of 
divisional performance and drivers of value 

 Quantify impact of capital allocation alternatives on share price 

 Help company see itself through the lens of investors 

 Quantify operational expectations embedded in stock price 

 Proactively identify relevant themes for clients and generate 
transaction ideas 

 Position IPOs for premium valuations  

 Communicate value proposition to investors in their own 
language 

 Identification of potential targets of activism 

 Support in defense strategy 

 Valuation and equity story positioning and 
communication 

 S
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 Management 
plan evaluation 

Capital 
allocation 
strategy 

 C
a

p
it
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l 
m

a
rk

e
ts

 Equity markets 
perspective 

IPO 

Investor 
communication 

Defense 
advisory 

Acquisitions /  
divestitures 

 Identification of acquisition targets 

 Assessment of impact of 
acquisitions/divestitures on valuation 

 Divisional performance and valuation 
analysis 

Portfolio  
review 

5 
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2.1. Overview of HOLT framework 
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History of HOLT 

1970’s 

CFROI concept 
is developed - 
Bart Madden 

and Bob 
Hendricks 

1985 

HOLT Planning 
Associates – 

Hendricks, Olsen, 
Lipson, Thomas 

Mid 1990’s 

Expansion 
overseas – Initially 

London and 
Sydney 

1999 

‘CFROI Valuation’ 
published – By 

Bart Madden 

2002 

Credit Suisse 
acquires HOLT 

Value Associates 

Today 

Boston Consulting Group (BCG) 
acquires corporate planning division 
of Holt Planning Associates – Olsen, 

Lipson and Thomas joins BCG. 
Hendricks et al forms HOLT Value 

Associates 

1991 

HOLT fully integrated 
within Credit 

Suisse yet 
operates 

autonomously 

30+ years experience 
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HOLT – Global impact 

65 Countries 20,000 Companies 

7,500 Institutional Portfolio Managers and Analysts  

3,600 + client-requested custom projects pa 

Independent  Objective  Insightful  
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HOLT has extensive market reach in the Asia Pacific region 

9 

Leading market reach in Asia Pacific 

India
670

China
430

Korea
560

Japan

Thailand
180

Hong Kong
718

Malaysia
250

Indonesia
150

Australia
660

New 
Zealand

60

Philippines
70

3,600+ Companies

in Japan

4,600+ Companies in 

Asia Pacific ex Japan

Pakistan
50

Sri Lanka
14

Taiwan
530

Singapore
290

Vietnam
12
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Software & 
Services

Household & Personal 
Products

Food Beverage & 
Tobacco

Technology Hardware 
& Equipment

Healthcare Equipment 
& Services

Semis & Semi 
Equipment

Capital Goods

Pharmaceuticals & 
Biotechnology

Food & Staples Retail

Hotels Restaurants & 
Leisure

Media
Consumer Durables 

and Apparel

Commercial & 
Professional Services

Retail

Materials

Energy

Transportation

Utilities

Telecom
Services

Automobiles & 
Components

0.0x

0.5x

1.0x

1.5x

2.0x

2.5x

3.0x

3.5x

4.0x

4.5x

(5.0%) 0.0% 5.0% 10.0% 15.0%

HOLT helps companies better understand the link between 
strategic decisions, performance, and shareholder value  

10 

HOLT is widely embraced by leading buy-side institutions Credit Suisse’s HOLT Corporate Advisory 

 HOLT is an analytical framework proprietary to Credit Suisse 

which is used widely by institutional investors around the world 

for enhanced insights into corporate performance, warranted 

value, market expectations, and shareholder value creation  

 HOLT is also used extensively by corporate clients in evaluating 

strategic alternatives, business unit performance, M&A, capital 

deployment, activism /  defense, and investor communication  

Developed Europe and US (ex financials) 

R² = 92% 

HOLT usage by Top 50 

institutional investors:  

Europe: 86% AsiaPac:  62%  US: 72% 

H
O

L
T

 p
ri

c
e

 /
 b

o
o

k
(1

) 

Next twelve months (NTM) CFROI® spread(2) 

Source: HOLT CFROI® framework and global database, public data. 

(1) Defined as ([market value of equity + HOLT debt] / [inflation adjusted net assets, including capitalized operating leases and R&D]). 

(2)  Defined as CFROI® less the cost of capital; next twelve months (NTM) CFROI® based on consensus EPS estimates and interim financial results. 

 

In our view, CFROI is the most robust metric. The real advantage of 
CFROI compared to ROE or ROIC is the fact that we can compare 
companies in different countries on a truly like for like basis (2012) 

We use a proprietary tool, based on a customized version of Credit 
Suisse HOLT, modeling cash flows, profitability and growth (2013) 

We use HOLT’s CFROI (cash flow return on investment) valuation 
methodology for our equity valuation work. This basically examines the 
cash generated by the business relative to capital invested, and helps 
compare the current share price to the actual value of the company (2011) 

Our investment process has its roots in the CFROI® Valuation 
model, which strips out material distortions in accounting data and provides 
insights into wealth creation and valuation (2010) 

The key valuation metric used is CFROI. Stocks are selected on the 
basis of being undervalued by the market according to our criteria (2011) 

Cash flow return on investment (CFROI®) calculated by Credit 
Suisse HOLT is the preferred measure of return on capital . This 
is the team’s common investment language which provides the 
foundation for all company research (2009) 

Anthony Bolton. Founder and manager of Fidelity Special Situations Fund 
until retirement in 2007. How Anthony Bolton Values Stocks: Bolton looks 
at five main types of ratios: […] 5.Cash flow return on investment (CFROI) 

A number of weekly screens aid idea generation, while the main focus of 
analysis is on CFROI (2009) 

[The] CFROI concept (using HOLT) [is used] in order to ensure that 
companies are valued regarding their economic performance (not for 
creativity in accounting) (2010) 

Thematic funds. We identify the best companies in a given theme. The 
company must have cash flow return on investment (CFROI) that 
is both increasing and in excess of its cost of capital  (2013) 
 

http://www.ironbridgellc.net/default.asp
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Key principles of the HOLT framework  

11 

Historical performance Model / user projections Terminal value

Broad usage by Money Managers 

 5,000+ money managers utilize the HOLT framework to analyze 
corporate performance, determine intrinsic value, quantify market 
expectations, and make investment decisions 
 
− 60 of the top 100 US Institutions 
− 19 of the top 20 UK Institutions  
 

Superior performance metric (CFROI) 

 CFROI is a cash-based return on capital metric that improves 
comparability of corporate performance across companies, 
geographies and time 

 Systematic adjustments applied to a global database 
~ 20,000 companies in 67 countries 
~ 50 years of clean, comparable data and financial metrics  

 Manual review by HOLT’s global accounting specialists 

Objective, long-term DCF valuation methodology 

 Model and user-defined projections for future returns and growth 
drive future free cash flows 

 Empirically derived terminal value recognizes competitive life-cycle of 
returns and growth (mean-reverting fade concept)  

Market-calibrated valuation 

 Forecasted free cash flow calibrated to current market values 
through observed, market implied discount rate 

 Calibrate future CFROI and growth rates embedded in the current 
stock price 
 

Source: HOLT CFROI framework and global database.  
 

Corporate 

actions 
Accounting Cash Value 

Discount rate 

Future performance implied by today’s 
stock price 

Historical returns 

HOLT leverages a robust value-based framework to provide superior insights into real corporate performance, 
warranted value, market expectations, and shareholder value creation  

CFROI Cash flows 

Capital investment 

Future value 

Asset Life 
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A value-based framework helps translate strategic decisions 
into operating performance and warranted value 

12 

Volume 

Pricing 

Leased assets 

Capitalized R&D 

Cash, investments & 
net working capital 

SG&A 

COGS 

Accounting results 

Operating margins 

Revenue growth 

Cost of capital 

Asset growth 

Return on  
capital (CFROI) 

Cash results Value results 

Free cash flow 
Understanding the trade-
off between profitability 
and growth is the key to 

maximizing value creation 

 Competition / innovation 
 Organic growth / R&D 
 Acquisitions & divestitures 
 Capital deployment 

S
tr

a
te

g
ic

 D
e

c
is

io
n

s
  

Operating drivers Value drivers Warranted value Financial drivers 

Asset turns 

Gross PP&E Share price and 
market expectations 

A robust value creation framework can help management assess and communicate the expected impact of 
strategic decisions on operating performance, warranted value, and shareholder value creation  

Return on capital Growth 

Sustainability / Fade Corporate  
life-cycle 
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Earnings has poor explanatory power 

13 

Cash counts 

Asia Pacific ex -Japan, Market cap > USD 1bn, EPS growth < 100%, 1449 companies, Feb 2014 

Earnings vs Cash-based metrics 
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Ways to improve accounting returns 

14 

Ways to improve economic returns 

Traditional return measures don’t track market 
performance 

Leverage 

Share repurchases 

Let assets age 

Lease assets off balance sheet 

Realize gains  

Change depreciation schedule 

Take one-time charges 

Grow sales 

Increase margins 

Improve fixed asset uti l ization 

Reduce inventory 

Shorten receivables 

Stretch payables 

Sell unprofitable business 

 

 

 

<No Economic Benefit> 

 

 

 

Grow sales 

Increase margins 

Improve fixed asset uti l ization 

Reduce inventory 

Shorten receivables 

Stretch payables 

Sell unprofitable business 
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Linking corporate performance to valuation 

Accounting 
Data 

 Income Statement 

 Balance Sheet 

 EPS, ROE, ROCE 

 
CFROI® 

 
Share Price 

 Cash Flow 

 Cash Investment 

 Asset Life 

 CFROI® 

 Asset Growth 

 Life Cycle 

 Discount Rate 
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CFROI® – Superior performance measure  

 Cash Flow Return on Investment (CFROI) corrects for accounting distortions leading to a more accurate measure of 
economic performance.  These adjustments result in a measure that is comparable across time and place 

Accounting distortions are corrected by: CFROI® measure 

 Using gross assets instead of net 

 Inflation-adjusting assets 

 Capitalizing leases 

 Using cash instead of accounting profit 

 Recognizing asset mix 

 Taking into account asset lives 

 

 

Gross Cash 
Flow 

Asset Life 

Non-Depreciating 
Assets 
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From accounting to cash 

 HOLT adds back a number of items that have been deducted to get to Net Income and Book Assets and makes a number 
of other adjustments to get to a cash based measure 

Net Income 

Book Assets 

Net Income (Before Extraordinary Items) 

+/ - Special Items (after tax) 

+ Depreciation/Amortization Expense  

+ Interest Expense 

+ R&D Expense 

+ Rental Expense 

+ Minority Interest Expense 

+ Net Pension Cash Flow Adjustment 

+ LIFO charge to FIFO Inventory 

+ Monetary Holding Gain/Loss 

-  Equity Method Investment Income 

Book Assets 

+ Accumulated Depreciation 

+ Inflation Adjustment to Gross Plant 

+ LIFO Inventory Reserve 

+ Capitalized Operating Leases 

+ Capitalized R&D 

-  Equity Method Investments 

-  Goodwill 

-  Non-Debt Monetary Liabilities & Def. Taxes 

Inflation Adjusted 

Gross Cash Flow 

Inflation Adjusted 

Gross Investment 

=  10% 

Cash In 

Cash Out 

$100 

$10 
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High technology company 

18 

Engineering company 

Why explicitly account for Asset Life?  

100 

10 

25 

Gross 
Investment 

Gross 
Cash Flow 

Non Depreciating 
Assets 

Asset Life = 6 

100 

10 

25 

Gross 
Investment 

Gross 
Cash Flow 

Asset Life = 14 

CFROI® = -3.71% CFROI® = 6.57% 

Non Depreciating 
Assets 
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2-2. Application of HOLT valuation 
methodology 
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On a global aggregate basis, the Technology sector earns the highest real economic returns on capital 
(measured with or without excess cash and goodwill /  intangibles) 

Real economic returns (CFROI) by global sector 
Measured with and without cash and goodwill/ intangibles 

Source: HOLT CFROI framework and global database as of August 2014. 
Note:  Includes global public companies with market cap > $500mn in the Technology (790 companies), Healthcare (558 companies), Consumer (1,673 companies), Industrials 

(1,314 companies), and Energy (466 companies) sectors. 
(1) Excess cash is defined as the lesser of cash or adjusted net working capital, plus long term investments. 
(2) CFROI with goodwill & intangibles is calculated as CFROI * (Inflation-adjusted gross investment / inflation-adjusted gross investment + goodwill + non-operating intangibles).  
 

CFROI 

CFROI ex-cash (1) 

CFROI with goodwill and intangibles(2) 

CFROI, CFROI ex-cash (1), and CFROI with goodwill and intangibles(2) 

Real discount rate CFROI 

Technology Healthcare Consumer Industrials 
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Energy 

Real discount rate CFROI ex-cash 
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Real discount rate CFROI with goodwill and intangibles 
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10% 
7% 6% 

12% 

8% 
6% 

3% 
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5% 

12% 
8% 

6% 5% 
2% 

4% 3% 
5% 
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(0%)

17% 

2% 

14% 
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5% 
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Strong and improving economic returns, combined with healthy growth, drive shareholder value creation  

CFROI, asset growth, and economic profit by sector 
Returns and growth drive shareholder value creation  

$208 

$118 
$171 

$264 
$239 

$295 
$367 

$199 
$140 

$227 $230 
$195 $223 

$256 

$496 

$94 

$369 

$499 

$389 

$523 $695 

$350 

$69 

$163 

$247 

$133 
$184 

$290 

$472 

$137 $123 
$157 

$48 $54 
$35 100 118 100 132 100 136 100 102 100

100

'07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13

Source: HOLT CFROI framework and global database as of August 2014. 
Note:  Includes global public companies with market cap > $500mn in the Technology (790 companies), Healthcare (558 companies), Consumer (1,673 companies), Industrials 

(1,314 companies), and Energy (466 companies) sectors. 
(1) Real asset growth rate (RAGR) defined as growth in inflation adjusted gross investment. Inflation-adjusted gross investment includes cash, net working capital, inflation-

adjusted gross PP&E, capitalized operating leases, capitalized R&D, and operating intangibles. 
(2) Economic profit is defined as (CFROI less the discount rate) * invested capital. CAGR is calculated for years 2007-2013. 

CFROI 

Real asset growth rate (1) 

Economic profit (2) (in $bn) and total shareholder returns 

CFROI, real asset growth (1), and economic profit (2) (in $ bill ions) 

Total shareholder return relative to the MSCI World Economic Profit 

Median growth rate: 6.7% Median growth rate: 5.4% Median growth rate: 4.4% Median growth rate: 5.6% 

Economic profit CAGR: 9.9% Economic profit CAGR: 4.2% Economic profit CAGR: 5.8% Economic profit CAGR: (3.1%) 

Technology Healthcare Consumer Industrials Energy 

Median growth rate: 7.1% 

Economic profit CAGR: (35.2%) 

Real discount rate CFROI 
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CFROI and operating drivers by sector 
Margins and asset turns drive economic returns (CFROI) 

Real after-tax economic returns are driven by cash flow margins and capital efficiency; Technology and 
Healthcare firms earn the highest margins, while Technology and Consumer firms have the highest asset turns  

Source: HOLT CFROI framework and global database as of August 2014. 
Note:  Includes global public companies with market cap > $500mn in the Technology (790 companies), Healthcare (558 companies), Consumer (1,673 companies), Industrials (1,314 companies), and Energy 

(466 companies) sectors. 
(1) Defined as [gross cash flow / sales]. Gross cash flow includes net income adjusted for special items, depreciation & amortization, interest expense, rental expense, R&D expense, minority interest, stock-

based compensation, and other economic adjustments.  
(2) Defined as [sales  / inflation-adjusted gross investment]. Inflation-adjusted gross investment includes cash, net working capital, inflation-adjusted gross PP&E, capitalized R&D, capitalized operating 

leases, operating intangibles, and other assets. 
(3) CFROI and asset efficiency calculated excluding excess cash. Excess cash is defined as the lesser of cash and net working capital, plus LT investments (excess cash is zero if net working capital is 

negative).  

CFROI 

Gross cash flow margins (1) 

Asset efficiency (2) 

CFROI, gross cash flow margin (1), and asset efficiency (2) over time 

21% 20% 21% 22% 21% 22% 22% 23% 22% 23% 23% 22% 22% 21% 

13% 11% 13% 13% 12% 13% 12% 13% 11% 12% 12% 12% 12% 12% 

17% 
14% 

17% 
15% 

14% 14% 14% 

'07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13

0.87x 0.86x 0.77x 0.82x 0.82x 0.80x 0.80x 0.69x 0.70x 0.67x 0.66x 0.66x 0.66x 0.69x

1.02x 0.99x 0.93x 0.97x 0.97x 0.97x
1.10x

0.87x 0.87x
0.75x 0.78x 0.80x 0.79x 0.81x

0.67x 0.77x
0.51x 0.59x 0.67x 0.63x 0.58x

1.09x 1.04x
0.97x

1.06x 1.05x 1.04x 1.08x

0.81x 0.80x 0.79x 0.77x 0.77x 0.77x 0.82x

1.12x 1.08x 1.03x 1.08x 1.08x 1.08x
1.23x

0.97x 0.97x
0.86x 0.89x 0.91x 0.90x 0.92x

0.70x
0.81x

0.53x
0.62x

0.70x 0.66x 0.60x

'07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13

Real discount rate CFROI ex-cash(3) 

Technology Healthcare Consumer Industrials Energy 

12% 
11% 10% 

12% 12% 12% 13% 13% 12% 13% 12% 12% 12% 11% 10% 

8% 9% 
10% 9% 10% 10% 

9% 
8% 7% 8% 7% 7% 8% 

9% 8% 

6% 6% 6% 6% 5% 

15% 
14% 14% 

17% 16% 
18% 

19% 

15% 15% 15% 15% 14% 14% 14% 

11% 

9% 
10% 

11% 11% 11% 12% 
10% 

9% 8% 
9% 9% 9% 9% 10% 9% 

6% 7% 7% 7% 6% 

'07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13 '07 '08 '09 '10 '11 '12 '13

CFROI 

Asset efficiency Asset efficiency ex-cash(3) 
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KT&G (033780) 

Relative wealth chart 
 Tobacco Price: 95,000 (Oct 31, 2014) 

 Market Cap: 11,960 KRW Warranted Price: 82,851 KRW (-13%) 
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POSCO (005490): CFROI falls for third 
consecutive year 

 

Historical Operations. Pos's CFROI has been falling since 2010. The firm has destroyed shareholder value by reinvesting in the firm for three years straight while its 
CFROI levels have been consistently below the cost of capital. 
Market Expectations. Consensus-driven CFROI levels are forecasted to hover around 2.4% for 2014 and 2015, similar to the 2013 CFROI level, but the market expects it 
to decline to 1.3% through 2018. 
Risks To Consider. The firm's overall accounting risk is identified as Below Average, and it has poor risks in the following areas: high levels of accounts receivable and 
increasing AR days; and payment sustainability (low coverage of fixed charges). Price momentum has been weaker than that of its peer group over the past month, and 
CFROI revisions have been similar. 
Jungwoo Kim , HOLT Sector Specialist                                                                                                                                                Powered by : Narrative Science 

CFROI % (Economic Returns) 

Asset Growth % 

Total Shareholder Return 

Sales Growth % 

EBITDA Margins %  

Asset Turns (Sales/Invested Capital) 

Risk 

Probability of Default 

Average Credit Rating 

Accounting Quality 

Momentum 

CFROI Revisions 

Price Change % 

Price (Nov 7, 2014) 

Metals & Mining, Korea 

302,000 KRW 

3% 

BBB 

Below Average 

-0.20 -0.14 -0.02 

-1.63 -5.62 -0.66 

6m 3m 1m 

Market Implied Scenario Open In HOLT Lens™ 

Market Cap (bil) 24,095 KRW 

https://holtlens1.credit-suisse.com/lens/Welcome.action
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APPLE INC (AAPL) 

Sales, margins & turns 
 Technology Hardware, Storage & Peripherals Price: 106.98 (Oct 30, 2014) 

 Market Cap: 627.562 USD Warranted Price: 162.84 USD (+52%) 
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SAMSUNG ELECTRONICS (005930): 
Unseen low margins are currently implied 

Historical Operations. Over 2012-13, Samsung Electronics enjoyed notable improvement of CFROI from 7.5% in 2011 to 13%, as margins expanded helped by its mobile business. 
While maintaining its sustainable (organic) growth rate stable at near 15%, the company could create significant shareholder wealth over the past two years. This year, however, the stock is 
suffering from negative downward cash flow revisions as expectation level on the growth outlook, in particular its mobile business, has been rapidly deteriorating. 

Market Expectations. IBES consensus estimates forecast -7% sales growth in 2014, then to recover to only 3.8% by 2016. Margins are forecast to stay flat over the same period. 
However, the current market price implies more pessim istic assumptions, with no sales growth and margins falling to only low single di git by 2018. Given the name's 
margins forecast profile and stable asset turns, the current expectations look too conservative. Even if CFROI could fall to 4.8%, close to what it achieved in 2008, with growth 
fading to zero, 70% upside potential is still warranted in HOLT DCF. 

Risks To Consider. Negative momentum presently continues, as consensus estimates continue to be revised down on lowered expectations for 3Q14 results. 

Author: Jungwoo Kim , HOLT Sector Specialist 

CFROI % (Economic Returns) 

Risk 

Probability of Default 

Average Credit Rating 

Accounting Quality 

Momentum 

CFROI Revisions 

Price Change % 

Price (Oct 31, 2014) 

Technology Hardware, Storage & Peripherals, Korea 

1,244,000 KRW 

0% 

A+ 

Good 

-3.55 -2.25 -0.85 

-7.58 -3.72 9.03 

6m 3m 1m 

Market Implied Scenario Open In HOLT Lens™ 

Market Cap (bil) 187,586 KRW 
Asset Growth % 

Total Shareholder Return 

Sales Growth % 

EBITDA Margins %  

Asset Turns (Sales/ Invested Capital) 

https://holtlens1.credit-suisse.com/lens/Welcome.action
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SAMSUNG ELECTRONICS (005930) 

Summary 
 Technology Hardware, Storage & Peripherals Market Cap: 178,086 KRW 

52    Scorecard Percentile  

Risk 

 Probability of Default 0% 

 Average Credit Rating A+ 

 Accounting Quality Good 

 Momentum 

6m 3m 1m 

 CFROI Revisions -3.33 -2.05 -0.70 

 Price Change % -20.51 -17.93 -6.16 

Valuation 

 Price KRW 1,181,000 upside 

+116%  Warranted Price 2,554,712 

Dividend Yield 1.3% 

Relative Wealth Chart 

Current 8.7 

Regional Industry 11.3 

Low 
6.7 

Median 
9.3 

High 
13.4 

Economic PE Ratio 5 year observed range 

Technology Hardware, Storage & Peripherals, Asia Pacific Ex Japan 
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Samsung Electronics (005930) – 
Expectation level reached near all-time low with deteriorating anticipation on its 
business outlook, making forecast vs. implied CFROI gap near 10-year high 

Monthly change: Market’s m id-term expectation vs. consensus forecast  

Spread – T+1 Forecast CFROI less Market-Implied CFROI 

T+5 Market Implied CFROI T+1 Forecast CFROI 
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IBES Consensus 

IBES Consensus 

29 

Samsung Electronics (005930) – 
Compared to the point when Blackberry or Nokia’s implied expectation fell to 0%, 
SEC’s financial drivers, in particular asset turns, appear relatively more sound and stable 

Samsung Electronics 

Financial drivers of CFROI and growth:  Sales growth, margins and turns 

Nokia Blackberry 
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LG HOUSEHOLD & HEALTH CARE (051900) 

Expectations 
 Household Products Price: 623,000 (Oct 31, 2014) 

 Market Cap: 10,439 KRW Warranted Price: 381,577 KRW (-39%) 

Historical expectations 

Spread: Market implied CFROI vs. T+1 forecast CFROI 

Market Implied CFROI T+1 Forecast CFROI T+5 HOLT Forecast CFROI 
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LG HOUSEHOLD & HEALTH CARE (051900) 

 

Historical Operations. Lg Household & Health Care's CFROI level has been improving since 2011 although asset turns and operating margin both deteriorated. The firm 
has consistently been creating shareholder value by achieving high CFROI levels above the cost of capital and reinvesting in the business for the past three years. The 
company ranks ahead of its peer Procter & Gamble for asset turns but lags Lauder for operating margin. 
Market Expectations. The consensus-driven CFROI level of 16.0% for next year is below the 2013 level, but the market expects it to improve to 20.1% through 2023. 
Risks To Consider. Over the past month, both its price momentum and CFROI revisions have been stronger than the average of its peers. 
Jungwoo Kim , HOLT Sector Specialist                                                                                                                                                Powered by : Narrative Science 

CFROI % (Economic Returns) 

Asset Growth % 

Total Shareholder Return 

Sales Growth % 

EBITDA Margins %  

Asset Turns (Sales/Invested Capital) 

Risk 

Probability of Default 

Average Credit Rating 

Accounting Quality 

Momentum 

CFROI Revisions 

Price Change % 

Price (Nov 7, 2014) 

Household Products, Korea 

638,000 KRW 

0% 

NA 

Good 

-0.50 -0.10 

36.18 35.74 

6m 3m 1m 

Market Implied Scenario Open In HOLT Lens™ 

Market Cap (bil) 10,690 KRW 

https://holtlens1.credit-suisse.com/lens/Welcome.action
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PROCTER & GAMBLE CO (PG) 

 

Historical Operations. This Quality Trap firm has superior operational quality, but valuation is unattractive and the market sentiment is negative. Typically companies rotate 
into this style from the Operational quality-at-any-Price style after losing their market support. From 2012, PG's CFROI has been in decline although operating margin rose. 
PG ranks ahead of its peer L'oreal for operating margins but lags Reckitt Benckiser Group for asset turns. In the last decade, PG acquired Gillette in 2005, which had a 
CFROI of 19.6%. 
Market Expectations. The consensus-driven CFROI level of 21.1% for next year is higher compared to its level in 2014, and the market expects it to continue to improve 
to 27.2% through 2024. 
Risks To Consider. Despite an overall score of Good for accounting risk, the company is identified as having risks in the following areas: stock option expense that has a 
material effect on CFROI and dilution; and declining asset/equity quality. In the past month, both its price momentum and CFROI revisions have been weaker than its peer 
group average. 
Bhumika Gashti , HOLT Sector Specialist                                                                                                                                                Powered by : Narrative Science 

CFROI % (Economic Returns) 

Asset Growth % 

Total Shareholder Return 

Sales Growth % 

EBITDA Margins %  

Asset Turns (Sales/Invested Capital) 

Risk 

Probability of Default 

Average Credit Rating 

Accounting Quality 

Momentum 

CFROI Revisions 

Price Change % 

Price (Nov 7, 2014) 

Household Products, United States 

89.13 USD 

0% 

AA- 

Good 

-0.58 -0.27 

8.18 10.11 

6m 3m 1m 

Market Implied Scenario Open In HOLT Lens™ 

Market Cap (bil) 240.840 USD 

https://holtlens1.credit-suisse.com/lens/Welcome.action
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PROCTER & GAMBLE CO (PG) 

Sales, margins & turns 
 Household Products Price: 86.94 (Oct 30, 2014) 

 Market Cap: 235.677 USD Warranted Price: 49.91 USD (-43%) 
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PROCTER & GAMBLE CO (PG) 

Expectations 
 Household Products Price: 87.27 (Oct 31, 2014) 

 Market Cap: 236.572 USD Warranted Price: 50.57 USD (-42%) 

Historical expectations 

Spread: Market implied CFROI vs. T+1 forecast CFROI 

Market Implied CFROI T+1 Forecast CFROI T+5 HOLT Forecast CFROI 
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AMOREPACIFIC (090430) 

 

Historical Operations. Amorepacific qualifies as a Momentum Trap as it is among the top 40% of peers in momentum, but its operational quality and valuation is below 
peers. From 2010, the firm's CFROI has been worsening although operating margin was higher. The company ranks ahead of its peer Lg Household & Health Care for 
operating margins but lags Lauder for asset turns. 
Market Expectations. The consensus-driven CFROI level of 11.7% for next year is higher compared to its level in 2013, and the market expects it to continue to improve 
to 14.3% through 2018. 
Risks To Consider. Price momentum has been weaker than that of its peers over the past month, but CFROI revisions have been stronger. 
Jungwoo Kim , HOLT Sector Specialist                                                                                                                                                Powered by : Narrative Science 

CFROI % (Economic Returns) 

Asset Growth % 

Total Shareholder Return 

Sales Growth % 

EBITDA Margins %  

Asset Turns (Sales/Invested Capital) 

Risk 

Probability of Default 

Average Credit Rating 

Accounting Quality 

Momentum 

CFROI Revisions 

Price Change % 

Price (Nov 7, 2014) 

Personal Products, Korea 

2,274,000 KRW 

0% 

NA 

Above Average 

2.00 1.16 0.58 

61.28 21.22 -2.82 

6m 3m 1m 

Market Implied Scenario Open In HOLT Lens™ 

Market Cap (bil) 15,685 KRW 

https://holtlens1.credit-suisse.com/lens/Welcome.action
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AMOREPACIFIC (090430) 

Sales, margins & turns 
 Personal Products Price: 2,300,000 (Oct 31, 2014) 

 Market Cap: 15,865 KRW Warranted Price: 1,237,235 KRW (-46%) 
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AMOREPACIFIC (090430) 

Expectations 
 Personal Products Price: 2,300,000 (Oct 31, 2014) 

 Market Cap: 15,865 KRW Warranted Price: 1,237,235 KRW (-46%) 

Historical expectations 

Spread: Market implied CFROI vs. T+1 forecast CFROI 

Market Implied CFROI T+1 Forecast CFROI T+5 HOLT Forecast CFROI 
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All Korea excluding SEC and HMC 
Weighted 
Summary 

 Momentum 

6m 3m 1m 

 CFROI Revisions -0.54 -0.19 -0.09 

 Price Change % 9.66 1.53 3.71 

Valuation 

upside 

+4% 

Relative Wealth Chart 

Current 18.84 

Benchmark 17.79 

Low 
12.27 

Median 
14.91 

High 
19.06 

Economic PE Ratio 5 year observed range 

Benchmark: Asia Pacific Ex Japan All Sectors 
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Korean stocks with market cap of +US$2bn 
Investment styles 

UNIVERSE : Korea 

CRITERIA : 

Market Capitalization (bil)  >=   2.0 USD  

Good operational quality Poor operational quality 

Strong momentum  Weak momentum  Strong momentum  Weak momentum  

Best in class Contrarian Restructuring Value trap 

HALLA VISTEON CLIMATE CON CELLTRION, INC. KT&G BS FINANCIAL GROUP INCORP 

LG CHEM KEPCO LG ELECTRONICS INC. 

WOORI FINANCE HOLDINGS POSCO 

INDUSTRIAL BANK OF KOREA LOTTE CHEMICAL 

LG LG UPLUS 

KT SAMSUNG SDI 

LG DISPLAY KB FINANCIAL GROUP INCORP 

Quality at any price Quality trap Momentum  trap Worst in class 

COWAY DOOSAN AMOREPACIFIC DOOSAN HEAVY INDUSTRIES A 

HYUNDAI GLOVIS KEPCO PLANT SERVICE & ENG SAMSUNG CARD ORION 

HANSSEM GRAND KOREA LEISURE(N) AMOREG SK INNOVATION 

YOUNGONE HYUNDAI DEVELOPMENT COMPA DAEWOO ENGINEERING & CONS 

SK NETWORKS OCI 

KOREAN AIR LINES DAEWOO SHIPBUILDING & MAR 

HOTEL SHILLA KOREA GAS 

1 2 7 16 

4 3 12 9 

C
h

e
a

p
 

E
x
p

e
n

s
iv

e
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Korean stocks with market cap of +US$2bn 
Investment styles 

Investment theme Operational quality Momentum Valuation 

Best In Class Good Strong Cheap 

Restructuring Poor Strong Cheap 

Contrarian Good Weak Cheap 

Quality At Any Price Good Strong Expensive 

Value Trap Poor Weak Cheap 

Momentum Trap Poor Strong Expensive 

Quality Trap Good Weak Expensive 

Worst in Class Poor Weak Expensive 
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Definition of investment styles 

Restructuring 

 A Restructuring stock ranks among the top 40% of its peers in 

Momentum and Valuation and among the bottom 40% in Quality  

 Despite having low CFROI levels and poor wealth creation (or low quality 

balance sheet for banks and real estate firms), a Restructuring stock can 

provide buying opportunities if the business has changed its operations 

and/or organizational structure to improve returns going forward 

Value Trap 

 A Value Trap stock ranks among the top 40% of its peers in Valuation and 

among the bottom 40% in Quality and Momentum 

 Value Trap stocks shows upside in the HOLT model while having 

relatively poor momentum and operational quality. Companies that can 

improve return can provide significant upside 

Quality at Any Price 

 A Quality at any Price stock ranks among the top 40% of its peers in 

Quality and Momentum and among the bottom 40% in Valuation 

 Quality at any Price stocks have shown strong momentum despite 

expensive valuations and can continue to run as long as market fear for 

stretched valuations remains low 

Quality Trap 

 A Quality Trap stock scores among the top 40% of its peers in Quality, 

and among the bottom 40% in Valuation and Momentum 

 While Quality Trap stocks have shown a strong track record in generating 

share holder wealth (or high quality balance sheets for banks and real 

estate firms), they currently are overvalued and have relatively poor market 

sentiment. As a result, this style has underperformed over time 

Momentum Trap 

 A Momentum Trap stock ranks among the top 40% of its peers in 

Momentum and among the bottom 40% in Quality and Valuation. 

 Momentum Trap stocks on balance have had relatively strong momentum 

from both the sell and buy sides while being over valued with poor 

operational quality compared to their peers 

Worst in Class 

 A Worst in Class stock ranks among the bottom 40% of its peers in 

Quality, Momentum, and Valuation 

 Worst in Class stocks have a weak record at creating wealth and are 

forecasted to have declining returns. Combined with an expensive 

valuation, this has led Worst in Class names to underperform the market 

Best in Class 

 A Best in Class stock ranks among the top 40% of its peers in Quality, 

Momentum, and Valuation 

 A Best in Class stock is likely to show strong performance throughout all 

stages of the economic cycle. Its strong cash flows and balance sheet 

mitigate risks posed by economic weakness while their strong momentum 

and cheap valuation provide the potential for stock price appreciation 

Contrarian 

 A Contrarian stock ranks among the top 40% of its peers in Quality and 

Valuation and among the bottom 40% in Momentum 

 Contrarian stocks have strong track records of generating shareholder 

wealth and have attractive valuations. If investors believe these companies 

will beat declining expectations, these stocks can provide buying 

opportunities 
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3. Shareholder activism  
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Who are the key activist players? 

Activist
(1)

Est. AUM
(2) Location Pre-2009 2009 2010 2011 2012 2013 2014

Elliott $39.5 New York

Southeastern $35.1 Memphis

Carl Icahn $29.4 New York

Third Point $18.0 New York

ValueAct $15.7 San Francisco

Pershing Square $15.2 New York

JANA Partners $11.4 New York

Trian $8.6 New York

Corvex $8.2 New York

Relational $6.4 San Diego

Starboard $2.6 New York

Source: FactSet and news sources. 
(1) Sorted by AUM. 
(2) In billions, per investor’s most recent Form ADV, unless otherwise noted. Not all AUM necessarily dedicated to an activism investment strategy. 
(3) Per Icahn Enterprises’ investor presentation filed May 14, 2014.  

(3) 

http://www.brocade.com/index.page
http://www.wkrb13.com/logos/williams-logo.jpg
http://1.bp.blogspot.com/-Nd_ftYEImKs/US2r1BaZrHI/AAAAAAAALMU/T2cHs9suK9U/s1600/darden.jpg
//upload.wikimedia.org/wikipedia/commons/8/87/Clean_Harbors_Logo_RED_rgb_H_space.jpg
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Notable US focused activists (1) 

Activist hedge funds:  Rogues or change agents? 

Barry Rosenstein 

AUM: ~$11.4 billion 

Jeff Smith Keith Meister 

AUM: ~$2.6 billion 
 

AUM: ~$8.2 billion 
 

Source: FactSet. 
(1) Data as of June 13, 2014. 
(2) Per Icahn Enterprises’ investor presentation filed May 14, 2014.  

Nelson Peltz  Carl Icahn 
 

Bill Ackman Daniel Loeb 

AUM: ~$8.6 billion 
 

AUM: ~$29.4 billion (2) 
 

AUM: ~$15.2 billion 
 

AUM: ~$18.0 billion 
 

Paul Singer 

AUM: ~$39.5 billion 
 

Ralph Whitworth Jeff Ubben 

AUM: ~$6.4 billion 
 

AUM: ~$15.7 billion 
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…because activism has created alpha  

Capital allocated to activism is increasing… 

Activism is gaining momentum  
 

$19 
$29 

$48 
$55 

$32 $36 
$47 $51 

$66 

$93 

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Estimated activist fund AUM 

Redemptions, 
asset deflation  

New high 
water mark 

57% 
41% 39% 36% 

27% 23% 19% 19% 18% 18% 14% 12% 12% 11% 10% 6% 3% 1% 

(2%) (6%) (9%) (10%) (11%) (14%) (17%) 

(36%) 
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Number 
of 13D 
filings:  4  4  20  19  10 4  31  24 68  43  68  25 8 26 9  24 11  91 52 29 54 28 15 84 7 38 

CAGR = 19% 

Selected shareholder returns vs. S&P 500(1) 

Source: HFR Global Hedge Fund Industry Report and 13D Monitor. 
Note: Alphas based on snapshot of median returns as of July 16, 2014.  Results based on all live and exited 13D filings.  
(1) Included period of time until activist exited position.   
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110 

142 137 
158 161 

323 

538 

648 

568 

427 
443 

430 438 
422 

255 

225 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

YTD

46 

Activist campaigns (2000 – 2014 YTD) 

The number of activist campaigns has increased 

Source: SharkRepellent. 
Note:  Data as of June 30, 2014. 
 Includes 13D’s filed without publicly disclosed activism. 
(1)  Indicates the number of campaigns YTD in 2013.  

Data undercounts campaigns because does not track increasingly common, private campaigns 

The birth of 
modern-day activism 

“Desperate” activists 
respond to 2008 

meltdown 

(1) 
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Shareholders believe activism can create value in 
the aggregate 

Dedicated 
activist funds 
continue to 
attract new 
investments 

Activism can 
thrive in all 
market 
environments 

Activism has 
gone global 

Shareholders 
take a 
balanced 
view 

 Activist funds have the money and the mandate  

 Activists deploying more PE-like structures 

 CalPERS has invested more than $4 billion in 10+ activist funds 

 New funds being formed (Corvex, Casablanca, etc.) 

 Two popular tools in the activist tool box (M&A and balance sheet activism) rely on accommodating markets 

 But weaker markets provide more activist targets, as investors search for alpha 

 European activism: TNT, National Express, Cookson, Implenia, Actelion, Danisco, ABN Amro, Generali 

 Asian activism is not as prevalent, but is starting to emerge (e.g. Sony) 

 The agency problem:  directors may rent seek, or fail to move quickly  

 The collective action problem:  dispersed shareholder base 

 Short termism:  seek to encourage long-term investment and prudent risk taking  

Activism is here to stay 
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Many mainstream investors buy into the “what’s 
the harm?” argument  

 Underperformance vs. peers over the long-term 

 Industry analyst criticism of target’s strategy  

 Lack of accountability to shareholders (e.g., ignored 
shareholder proposal) 

 Lax oversight of management (e.g., no P4P, an 
imperial CEO) 

 Collective action problem due to dispersed ownership 

 Outsourcing costs of activism (more concentrated activist 
portfolio provides economic incentives) 

 Use activists to avoid culture concerns 

 Activists nominating better dissident slates 

 Activists sharing due diligence (e.g., white papers) 

 

/ 

 / 

 

/ 

 / 

 

= 7 seats 

 = 2 seats 

 

= 3 seats 

 

= 46% of vote 

 

= 4 seats 

 

= 85% of vote 

 

= 8 seats 

 

Lead 
activist 
role (stil l 
rare) 

Public 
support 
(less rare) 

Private 
support at 
ballot box 
(very 
common) 

/ 

 

/ 

 

Factors influencing mainstream investor support  The support of mainstream investors takes various forms 
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Mainstream investors have supported hedge fund 
activists, putting pressure on target Boards to settle  

Many investors buy into the “what’s the harm?” of a “shareholder watchdog” argument  

 Large cap targets require the support of “vanilla” investors 

 Mainstream investors are often quiescent unless and until they are offered a free option (e.g., a premium 
offer, an activist alternative plan, etc.) 

 To many institutions, activism appears to create alpha uncorrelated to the market 

− Mainstream investors have been willing to support activists with successful track records 

− Mainstream investors volunteering their views to activists behind the scenes 

 Activists are playing to their “mainstream investor” audience 

− “Taking the high road” and avoiding personal attacks, “poison pen” letters 

− Invoking corporate governance “best practices” in their campaigns 

− Positioning campaigns as promoting long-term value vs. short-term financial engineering 

− Running more impressive director slates 
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Criteria for likely activist targets 

Source: Wall street research, Journal of Finance.  

Low returns to shareholders and/or trading multiples compared to peers and industry indices 
Stock price 

performance 

Substantially higher sum of the parts valuation vs. trading valuation (and/or higher NAV vs. trading valuation for E&P companies) Trading vs. SOTP 

Diverse set of assets, but strategic fit can be challenged Asset m ix  

High hedge fund ownership, low insider ownership Ownership 

Poor governance track record with ISS Governance 

Small to midsize companies have historically been easier targets Size 

Low leverage, but substantial debt capacity; capital allocated to underperforming acquisitions / initiatives  
Capital structure /  

allocation 

Steady cash flow, but lower shareholder distributions 
Shareholder 
distributions 

Low valuation metrics and trading multiples relative to peers or compared to historical levels Valuation 

Poor operational performance and profitability metrics relative to company subsector Profitabil ity 

Tax structure not optimized to minimize tax burden (e.g. MLPs, REITs, etc.)  
Tax advantaged 

structure 
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Activists often make multiple demands 

The more actionable value levers, the more attractive the target  

Activist campaign menu 

M&A 
activism  

Balance 
sheet 
activism  

Selected campaigns 

The easiest activist strategy – quick capture of a takeover premium 
provides attractive returns over a short term using leverage 

 Kick start a process to sell the company 

 Break-up companies to unlock “hidden” value 

− Elimination of the “conglomerate discount”  

− Focus on “core” business; divest “non-core” 

− Doesn’t require a buyer 

 Hold up transactions for sweeteners (“bumpitrage”)  

An easy strategy – run a simple screen to identify cash-rich targets 

 Return capital to shareholders (share buyback, special dividend) 

 Record high cash on balance sheets, but subject to repatriation tax leakage  

 

Governance 
activism  

A means to an end, not an end in itself  

 Replace directors via a proxy fight or public or private pressure 

 Push for governance “best practices” 

 

Operational 
activism  

The hardest and rarest strategy – requires industry experience and patience 

 “Private equity disintermediation” 

 Focus on income statement  

 Rationalize cost structure (SG&A, R&D) and maximize ROIC 

 Change management, including direct attacks on CEO (“alpha by decapitation”) 
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 Although historically a US phenomenon, shareholder activism is spreading and taking root in other jurisdictions with developed market 
economies, including Canada, Europe and Japan 

 Globally, activism is still very much in its infancy and the mature form it is likely to take in each jurisdiction will be determined by the 
country’s / region’s: 

− Investor attitudes and risk appetite 

− Corporate governance regimes, rights and relative focus on shareholder value 

− Legal and regulatory environment 

− Structure of share registries, including concentration of registry, levels of insider and institutional ownership as well as cross shareholdings 

− Corporate culture 

− Political considerations, such as protectionism and nationalism 

 Rate and direction of global spread is also likely to be impacted by macroeconomic factors, with activism being more prevalent in 
subdued conditions 
 

Global shareholder activism – Overview 

Europe 

 Uncertainty whether US style activism 
will take root in Europe 

− However, companies with a 
significant "Anglo“ shareholder base 
are vulnerable 

− The regulatory framework and 
concentrated shareholder bases 
make it easier to push for change 
"behind closed doors" at 
many companies 

 Mainstream investors are increasingly 
seeking to act as responsible 
"stewards" of capital 

Canada 

 Although not new to Canada, US 
style shareholder activism is 
steadily growing 

 Campaigns cover the full spectrum of 
demands, including M&A / spin-offs, 
balance sheet, governance and 
board control 

 Institutional shareholders are 
increasingly supportive of campaigns 
by, often foreign, shareholder activists 

 Similar, relatively shareholder friendly, 
legal environment to Australia 

Japan 

 A new mindset is on the rise with a 
combination of a legislative reform 
meaning that Japan is slowly turning 
activist friendly 

 Activist demands are often viewed as 
too drastic by Japanese companies 

 Cross-shareholding has been 
decreasing and institutional investors 
increasing % of stakes 

− Such investors tend to vote with 
activists, as they focus on improving 
the performance of fund’s portfolios 
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Global spread of activism  

Corporate 
“raiders” strike 
fear into 
corporations 

Relatively 
benign 
shareholder 
environment 

1
9

9
0

’s
 

1
9

8
0

’s
 

L
a

te
 1

9
9

0
’s

 —
 2

0
0

0
 

Tyco/ WorldCom/  
Enron scandals  

 Investors and 
governments 
begin to focus 
on “corporate 
governance” 

 The profile of 
ISS rises 

Macro event 

Micro event 

Activist AUM reaches 
new highs 

 Activists use war 
chests to expand into 
new sectors  
(energy, mining) 

 Target larger targets 
(Apple, Microsoft) 
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A new asset class is 
born as some hedge 
funds begin to re-brand 
themselves as “activists”  

Bill Ackman launches 
Pershing Square 

Capital 

N
o
ve

m
b

e
r 
2
0
0
5

 

Nelson Peltz launches 
Trian Fund 
Management 

S
e
p
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m

b
e
r 
1
5
, 

2
0
0
6

 

Trian wins seminal 
proxy fight against 
large cap U.S. 
target Heinz thanks 
to the support of 
ISS and 
“mainstream” 
investors 

Activists have high success rate 

in affecting change, especially 
at US targets 

Europe is seen as a new frontier 
for activism  

 High-profile activist campaigns 
(Cadbury Schweppes and HSBC) 

M
a
y 

2
9
, 

2
0
0
8

 
Pardus Capital 
wins seminal proxy 
fight at Atos Origin, 
a French target 

Global 
recession 

Global financial 
meltdown causes 
activists to 
retrench, 
especially from 
Europe 

2
0

0
8

 —
 2

0
0

9
 

Recovery and expansion: 
Activists restructure and 
the asset class matures 

M
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y 

1
7
, 

2
0
1
2

 

Pershing Square 
defeats “Club 

Canada” in seminal 
proxy fight against 
Canadian Pacific 

Speculation activists 
will re-enter Europe 
and target Asia 
and Australia 
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Third Point targets Sony: 
will activists be able to crack 

the Japanese defenses? 

Ju
ly

 1
, 

2
0
1
1

 

Australia establishes the “two 
strike” rule to hold directors 

accountable for executive 
salaries and bonuses 

D
e
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2
0
1
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Shinzō Abe establishes 
“three arrows” Japanese 
economic policy of fiscal 

stimulus, aggressive 
monetary easing and 

structural reforms 

M
a
y 

2
0
1
4
 

 Japan published 
Stewardship Code 

 Japan's first corporate-
governance code proposed 
to attract foreign investors: 
to be effective in June 
2015 at earliest 

Ju
n
e
 2

0
1
4
 

 Japan revised 
Companies Act to 
encourage 
corporations 
nominate more 
external directors 

Source: FactSet and news articles. 
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Third Point’s campaign at Sony 

Source: FactSet, press releases & news runs as of July 16, 2014. 
 Performance indexed on an annual basis from January 1, 2013. 

Jan-13 May-13 Oct-13 Feb-14 Jul-14
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47.9%

Sony Corporation Japan Nikkei 225

Sony’s share price performance  

Demands and results 

Campaign summary 

 On May 14, 2013, Third Point, a 6.4% holder, sent a letter to Sony President 
and CEO Kazuo Hirai and urged the company to take 15-20% of Sony public 
and offer subscription rights to existing shareholders, and focus on industry-
leading businesses to revitalize the struggling Electronics business 

− Loeb estimated Third Point’s plan could boost the share price by 60% 

− Loeb also indicated Third Point would gladly accept a seat on the Board 

 On May 21, 2013, Hirai announced the Board was evaluating the proposals 

 On May 30, 2013, Bloomberg reported Morgan Stanley and Citigroup had 
been hired to advise Sony on Third Point’s proposals 

 On June 17, 2013, Third Point, now a 7.0% holder, sent another letter to 
Sony to reiterate the main points from its first letter 

 On July 29, 2013, CNBC reported in a letter to investors, Third Point called 
the Entertainment division poorly managed and criticized box office failures 

 On August 5, 2013, Sony announced the Board had unanimously voted to 
reject Third Point’s proposals, saying that continuing to own 100% of the 
entertainment business is fundamental to Sony’s success  

 On August 6, 2013, Bloomberg reported that Third Point wanted Sony to set 
targets for improving its entertainment business, but that Third Point did not 
have immediate plans to wage a proxy fight or call a special meeting 

 On August 7, 2013, in an interview with Variety, Loeb indicated he was 
pleased with the results of his agitation and announced plans to monitor 
Sony’s progress and reassess the situation prior to the next annual meeting 

 On September 23, 2013, the Nikkei reported Third Point was re-registering 
its stake under its own name in order to have the option of exercising its 
shareholder rights (~3% stake previously reflected under different names) 

 On October 31, 2013, the company announced a loss in the last quarter as 
its entertainment unit contributed to a net loss of 19.3 billion yen 

 On November 11, 2013, Third Point disclosed a 1.64% stake in Sony under 
its own name at the end of September in a regulatory filing 

 On November 18, 2013, the NYT reported that Sony Entertainment hired 
Bain & Company to help identify $100 million or more in cost cuts 

 On March 17 2014, Sony Entertainment announced layoffs across divisions  

− Earlier in 2014, Sony announced its operating income at its Pictures unit 
declined by 4.2% 

Activist demands 

 Spin off Entertainment business 

 Focus on revitalizing the Electronics business 

Status 

 The Board rejected Third Point’s proposals 

 Third Point announced it would continue to monitor the company’s progress 
and re-evaluate the situation prior to the next AGM 

 Third Point re-registered its shares under its own name to have the option of 
exercising its shareholder rights 
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Advance preparation for activists 

 Stay one step ahead 

− Core hedge fund strategy is to create a wedge between the company and its shareholders through embarrassment or 
suggestion of ideas that management supposedly missed 

 Analyze your business the way a short-term financial investor would 

− Review potential vulnerabilities with appointed defense advisor and develop attack arguments and refutations 

 Maintain active engagement and credibility with shareholders and analysts before activists surface 

 Be alert to early warning signs, such as: 

− Extremely pointed questions during Q&A 

− Continued analyst reports suggesting structural changes 

− Changes in shareholder base 

 It is rare for an activist to merely show up in the register without taking a small position, requesting a meeting 
with management and then working to influence outcome 

− Only when management is not responsive do they tend to escalate (via a call, letter or filing) 

− Each of these situations develops differently and there is no one size fits all strategy 

 Be ready for the first phone call  

− Company can spend years recovering from mistake made in the first conversation 

− Establish internal and external teams, including advisors 

Advanced preparation is essential to reduce the chances that the situation will escalate  
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Summary action plan 

Establish a response team  

1 

Prepare Company response “Manifesto”  

5 

 Companies which have been successful against activists or hostile bidders have prepared in advance  

 The best defense is taking preemptive steps to shore up the “true believer” shareholder base 

 Enhanced review of current plan and strategic alternatives 
4 

Prepare and align the Board 

6 

Monitor shareholder base 

2 

Conduct investor “Listening Tour”  

3 

Prepare for dialogue with activist  

Intensified shareholder outreach 

Analyze and prepare for ISS dialogue 

9 

8 

7 

Proactive: 
Before an activist arrives on the scene or escalates   

Reactive: 
If an activist arrives on the scene or escalates   

 Advanced preparation allows you to:  

— control your own destiny 

— create long-term sustainable value  

— avoid being compelled to enact sub-optimal changes at a 
pace inconsistent with long-term objectives 
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Credit Suisse does not provide any tax advice. Any tax statement herein regarding any U.S. federal tax is not intended or written to be used, and cannot be used, by any 
taxpayer for the purpose of avoiding any penalties. Any such statement herein was written to support the marketing or promotion of the transaction(s) or matter(s) to 
which the statement relates. Each taxpayer should seek advice based on the taxpayer's particular circumstances from an independent tax advisor. 

These materials have been provided to you by Credit Suisse in connection with an actual or potential mandate or engagement and may not be used or relied upon for any 
purpose other than as specifically contemplated by a written agreement with Credit Suisse.  In addition, these materials may not be disclosed, in whole or in part, or 
summarized or otherwise referred to except as agreed in writing by Credit Suisse.  The information used in preparing these materials was obtained from or through you or 
your representatives or from public sources.  Credit Suisse assumes no responsibility for independent verification of such information and has relied on such information 
being complete and accurate in all material respects.  To the extent such information includes estimates and forecasts of future financial performance (including estimates 
of potential cost savings and synergies) prepared by or reviewed or discussed with the managements of your company and/or other potential transaction participants or 
obtained from public sources, we have assumed that such estimates and forecasts have been reasonably prepared on bases reflecting the best currently available 
estimates and judgments of such managements (or, with respect to estimates and forecasts obtained from public sources, represent reasonable estimates).  These 
materials were designed for use by specific persons familiar with the business and the affairs of your company and Credit Suisse assumes no obligation to update or 
otherwise revise these materials.  Nothing contained herein should be construed as tax, accounting or legal advice.  You (and each of your employees, representatives or 
other agents) may disclose to any and all persons, without limitation of any kind, the tax treatment and tax structure of the transactions contemplated by these materials 
and all materials of any kind (including opinions or other tax analyses) that are provided to you relating to such tax treatment and structure.  For this purpose, the tax 
treatment of a transaction is the purported or claimed U.S. federal income tax treatment of the transaction and the tax structure of a transaction is any fact that may be 
relevant to understanding the purported or claimed U.S. federal income tax treatment of the transaction. 

Credit Suisse has adopted policies and guidelines designed to preserve the independence of its research analysts.  Credit Suisse’s policies prohibit employees from 
directly or indirectly offering a favorable research rating or specific price target, or offering to change a research rating or price target, as consideration for or an 
inducement to obtain business or other compensation.  Credit Suisse’s policies prohibit research analysts from being compensated for their involvement in investment 
banking transactions. 
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Confidential 

These materials have been prepared by Credit Suisse ("CS") and its affiliates for use by CS. Accordingly, any information reflected or incorporated herein, or in related 
materials or in ensuing transactions, may be shared in good faith by CS and its affiliates with employees of CS, its affiliates and agents in any location. 
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