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Is shareholder activism good for shareholders and companies?

Outline of my talk:

How much public activism is there internationally?

How do activists choose targets?

How successful are activists in achieving specific outcomes?

Are specific outcomes tied to performance (alpha)?

Quiet vs. public activism: the case of Japan

How should companies prepare for an activist shareholder?
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Regional share of activist activity

Ré;ginnal Breakdown of Global Activity Highlights U.S. Rebound
(% in hillions)

U.S. activity surged in Q1 2021, representing 70% of the number of global campaigns, a five-year high; capital deployed in the U.S. also
increased, representing 54% of capital deployed, an increase from 2020 and a return to multi-year averages

Regional Breakdown of Campailgns Initiated by Year *

Regional Breakdown of Capital Deployed by Year
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U.S.: Notable Q1 2021 Public Campaign Launches and Developments
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In February, FirstEmergy announced that it had
received a letter from lcahn stating that he
intended to purchase a stake in the Company
of between ~-5184mm and -55920mm in value

In March, a setflement was reached and two
lcahn representatives — Jesse Lynn and
Andrew Teno — joined the Board
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ware expected to be more than $65mm

In January, Starboard nominated eight Directors
to the Board, citing poor operational performance
and the need io replace CEQ Jim Collins

In February, CFO Gregory Friedman announced
that he would step down, but would continue to
sarve in the role until & successor was named

In March, a settlement was reached and three
Starboard nomineas were appointed to the Board
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S L]
Non-U.S.: Notable Q1 2021 Public Campaign Launches and Developments B ==
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How do activists choose targets?

e Small activist: targets smaller listed companies that are
underperforming with a founder/inside blockholder & which have
governance issues

e Large activist: targets large (liquid) listed companies under performing
(value to unlock) to execute change in strategy: a demerger, distribute
excess cash, going private, poor governance. Changes in board possible
but not necessary.

 Elliott targeted Whitbread to demerge CostaCoffee from Premier Inns.
Knight Vinke targeted ENI to unbundle an energy conglomerate.

e Common denominator: well researched target, with good due diligence.
Includes talking to many stakeholders (includes ex employees,
customers & suppliers)

* How easily can you amass a block?

Professor Julian Franks, London Business School -6-
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Average engagement period: entry to exit, in
days
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Source: Becht, Franks, Grant, Wagner (2017), RFS
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Performance of activist engagements: Entry

Holding Period

3 3 3 4 Timeline

1: Engagement assumed to start
2: Block disclosure (regulatory or voluntary)
3: Engagement outcomes

4: Block reported to be sold
5: Engagement assumed to end

Source: Becht, Franks, Grant, Wagner (2017), RFS
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Abnormal returns from activist engagement

announcements
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Event days relative to disclosure date

== Right: Average cumulative abnormal return (in percent)
I L eft: Abnormal share turnover (in percent)

20

Abnormal return of
roughly 6% around
the initial activist
announcement

Average cumulative abnormal returns around the initial filing date or the first press disclosure date of engagements, market model adjusted. The
event window is (-20, +20) days, where day zero corresponds to the filing or press disclosure date. Factor loadings are estimated over 250
trading days preceding the event window, using country-specific domestic market returns, with a minimum of 150 daily observations (1,617 out
of 1,740 sample deals have sufficient data). Also shown is abnormal trading activity in the target’s equity during the event window, where
trading activity is abnormal share turnover calculated relative to average turnover during 250 trading days preceding the event window.

Source: Becht, Franks, Grant, Wagner (2017), RFS
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Outcomes

4 Timeline

1: Engagement assumed to start
2: Block disclosure (requlatory or volunta

4: Block reported to be sold
5: Engagement assumed to end

Source: Becht, Franks, Grant, Wagner (2017), RFS
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Outcomes in Europe and N. America are
similar, Asia disappoints

Abnormal returns around engagement outcomes by region
Event window: (-10,10) Event window: (-20,20)
Region Outcome Abn. Ret. SE N Abn. Ret. SE N
All outcomes
Board
Payout
Restructuring
Takeover
Multiple+Takeover
Multiple+NoTakeover

All outcomes 8.32%** . 8.77***
Board 1.75 . 4.03
Payout -0.21 . 1.30
Restructuring 5.53*** . 5.25**
Takeover 9.87*** . 10.8%**
Multiple+Takeover 27.3%** . 25.1%*
Multiple+NoTakeover 11.9** 3 10.3*
North All outcomes 5.89%** [0.72] 629 5.97%** [0.90] 629
America Board 4.62%** [1.07] 223 4.80%** [1.56] 223
Payout 1.47 [1.30] 107 -0.11 [1.83] 107
Restructuring 5.56** [2.48] 76 5.87** [2.81] 76
Takeover 9.29%** [1.48] 129 9.54%** [1.64] 129
Multiple+Takeover 15.0%** [4.34] 40 16.2%** [4.76] 40

Multiple+NoTakeover 5.49%** [2.66] 54 6.89** [3.25] 54
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But are things changing in Japan? Toshiba

. gg)/ergency capital issuance in 2017 raised foreign ownership to
0.

e Activist 3D Investment Partners acquired 7.2% of Toshiba, 4.2% in
March 29, 2021 from Harvard University Endowment Fund.

 Effissimo Capital Management owns 9.9%

 Effissimo has opposed board of Toshiba & voted against election
of President Kurumatani in 2020. Reappointed by only 58%.

* In March 2021 Effissimo led a majority of investors to vote for an
investigation into voting irregularities at Toshiba’s EGM.

* CVC Capital partners, UK investment fund, has just made a $20
billion buyout for Toshiba to take it private.

* “ have no doubt that CVC’s interest is genuine: there isn’t a
private equity house that wouldn’t like to do a deal like this,” said
one of the company’s large investors. “The real issue is whether
we are hearing about it now because there is a civil war within
Toshiba and this is being used by one of the sides as a weapon.”
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Public versus private activism: GO Japan’s (quiet)
engagements

* 39 firms engaged between 2009 and 2018
* Closed-door engagement. Does not go public at all!

* Not a fund, but an agent for pension funds/ institutional
investors in both Japan &Europe
* Engagement agenda items (156):
Board structure (independent board members): 31
More efficient use of cash & payout policy: 29

Company strategy (sales of unprofitable business/
new investment, M&A): 49

Abolition of takeover defense: 11

Source: Becht, Franks, Miyajima, Suzuki 2021
Professor Julian Franks, London Business School -13-



Is shareholder activism good for shareholders and companies?

Outcome of GO Japan engagement (agenda items):

Board: 22 items (71%)
Cash efficiency & payout: 20 items (69%)

Business strategy: 20 firms (41%)

Abolition of takeover defense: 4 firms (36%)

Generally much higher success rate than public activism

But does not demand takeovers or going private

Source: Becht, Franks, Miyajima, Suzuki 2021
Professor Julian Franks, London Business School -14 -
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Public activism by activist fund: agenda items

M&A/  Abolish
Strategy/ .
Start Year |Engagements Board Payout asset sales Agamst- takeover Others
M&A  defense
2000 1 0 1 0 0 0 0
2001 2 2 2 1 0 0 0
2002 0 0 0 0 0 0 0
2003 10 1 3 0 1 0 1
2004 13 £ 8 1 3 0 0
2005 15 3 8 2 4 1 0
2006 5 0 4 0 0 0 1
2007 11 1 5 1 3 0 3
2008 4 0 2 0 2 0 0
2009 1 0 1 0 0 0 0
2010 0 0 0 0 0 0 0
2011 0 0 0 0 0 0 0
2012 1 0 1 0 0 0 0
2013 6 3 1 1 1 0 0
2014 4] 1 4 0 1 1 0
2015 10 3 8 5 1 0 0
2016 9 0 8 3 0 0 0
2017 14 5 8 4 1 1 4
2018 16 8 11 5 1 2 1
2019 11 4 5 0 0 2 1
Total || 135 33 80 23 18 7 T

Source: Becht, Franks, Miyajima, Suzuki 2021
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e E Ny IS “ - .0
Engageme With at “Engag&ment ** .. . Etrategy: Mé&A/ ‘I Abolish
Start Year least oneg Board @ Payout Against- g takeover  Others
nts o Success Rate ° o Aassel zale® .
outcome 4 . .® gy ¢ M&EA . defense
2000 1 0 0.0% 0 0 0 Tap® 0 0
2001 2 1 50.0% 0 1 0 0 0 0
2002 0 0 0 0 0 0 0 0
2003 10 4 40.0% 1 2 0 1 0 0
2004 13 3 23.1% 1 2 0 0 0 0
2005 15 8 53.3% 2 4 0 2 0 0
2006 5 0 0.0% 0 0 0 0 0 0
2007 11 3 27.3% 0 0 0 3 0 0
2008 4 2 50.0% 0 1 0 1 0 0
2009 1 0 0 0 0 0 0 0
2010 0 0 0 0 0 0 0 0
2011 0 0 0 0 0 0 0 0
2012 1 0 0.0% 0 0 0 0 0 0
2013 6 3 50.0% 1 0 1 1 0 0
2014 6 2 33.3% 1 1 0 0 0 0
2015 10 G 60.0% 2 3 0 1 0 0
2016 9 4 44.4% 0 4 0 0 0 0
2017 14 3 21.4% 1 0 0 0 0 2
2018 16 5 31.3% 1 3 0 1 0 0
2019 11 1 ,‘B‘.‘lﬁw‘ 0 “‘U.Q 0 +* ‘}.0‘ 0 1
Total 135 45 B 33.3% g 10 & 21 g 1 B 10 g 0 3
’.ll" ’.ll" "ll"
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Abnormal returns (CARs) around outcome
announcement for GOJ
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GOJ engagement vs. public activism

 Why does GO Japan achieve higher success rates?

e Possible reasons for the difference

Quiet dialogue leads to more open discussion and
acceptance of the agenda

But public activists may also engage quietly (under-
estimation of the success rate)

GO Japan agenda is less aggressive from the perspective of
the target company

Source: Becht, Franks, Miyajima, Suzuki 2021
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Some qualifications:

e Activism may create costs for other stakeholders
Some evidence of this for debtholders
e Activist pressure may induce undesirable managerial
behavior
Short termism

* There are spillover effects to activism
Competitors to targeted company suffer losses.

Other companies with high probability of being targeted
respond & improve efficiency
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Is shareholder activism good for shareholders and companies?

How should companies prepare for an activist
shareholder?

* Based upon our research, activists create outcomes
that are on average valuable for shareholders

* Results suggest value increase is not short term

‘Activist investors lead a quiet revolution’
(Financial Times)

e Other asset managers becoming more active

* Anticipate the activist
You can change the probability of becoming a target.
Implement their agenda if value creative.

Talk to your shareholders; sleepy shareholders are not
an advantage.
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Conclusions

* There are similarities across countries
Activism has gone mainstream
Activism seems to improve shareholder value
Activism performance crucially depends on achieving outcomes

* Results suggest a significant role for shareholder activists in
value-creating governance changes around the world

Activists are (partially) replacing the market for corporate
control

Public versus private activism

* The real issue is — how active should mainstream
institutional shareholders be?

We cannot rely just on the new shareholder activists

Activist funds still represent less than 1% of global equity
Assets Under Management.
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