Was Deutsche Telekom Undervalued When
Blackstone Acquired Its Minority Stake?

In recent years, the merger and acquisition (M&A) landscape has witnessed
several high-profile deals that have made headlines around the world. One such
deal was the acquisition of a minority stake in Deutsche Telekom by Blackstone
Group, a leading private equity firm. However, questions have been raised about

whether Deutsche Telekom was undervalued during this transaction.

Background of the Acquisition

In 2018, Blackstone Group acquired a 10% minority stake in Deutsche Telekom
for $4.5 billion. This investment was seen as a strategic move by Blackstone to
gain exposure to the rapidly growing telecommunications industry in Europe.

Deutsche Telekom, as one of the largest telecommunications companies in the

world, presented an attractive investment opportunity for Blackstone.

At the time of the acquisition, Deutsche Telekom's stock was trading at a
relatively low valuation compared to its peers in the industry. This raised concerns
among some investors and analysts who believed that the company may have

been undervalued.
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Factors Influencing Deutsche Telekom's Valuation

There are several factors that may have influenced Deutsche Telekom's valuation
at the time of the acquisition. Firstly, the telecommunications industry was going
through a period of significant disruption and transformation. The rise of new
technologies, such as 5G, and changing consumer behaviors were reshaping the
competitive landscape. These factors created uncertainty and potential risks for

investors.

Additionally, Deutsche Telekom was facing intense competition from both
domestic and international players in its key markets. This increased competition

put pressure on the company's financial performance and market positioning.

Furthermore, regulatory factors also played a role in determining Deutsche
Telekom's valuation. The telecommunications sector is heavily regulated, with
governments imposing strict rules and regulations. Compliance with these
regulations can be costly for companies, impacting their profitability and

valuation.

Evaluation of the Acquisition

Despite the concerns about Deutsche Telekom's valuation, the acquisition by
Blackstone was widely regarded as a positive move. The investment by a
reputable private equity firm signaled confidence in the company's long-term

prospects. The expertise and resources that Blackstone brought to the table were
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expected to accelerate Deutsche Telekom's growth and enhance its competitive

position.

Moreover, the acquisition provided Deutsche Telekom with a cash injection that
could be used for strategic initiatives and investments. This capital infusion would
enable the company to pursue growth opportunities and strengthen its financial

position.

It is also important to note that valuations in M&A transactions are inherently
subjective and can be influenced by a variety of factors. The actual value of a
company may differ based on the perspective and analysis of the parties
involved. Therefore, it is difficult to determine definitively whether Deutsche

Telekom was undervalued at the time of the acquisition.

The acquisition of a minority stake in Deutsche Telekom by Blackstone Group
raised questions about the company's valuation. While some believed that the
company may have been undervalued, the overall consensus was that the

investment was a positive move for both parties.

Deutsche Telekom's strong market position, combined with Blackstone's
expertise and resources, provided a solid foundation for future growth and
success. The acquisition also allowed Deutsche Telekom to access additional

capital, which could be used to drive innovation and pursue strategic initiatives.

In the dynamic and ever-changing M&A landscape, valuations can be highly
subjective and difficult to determine accurately. Therefore, it is important to
consider multiple perspectives and analyze the overall strategic rationale behind

such transactions.
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Seminar paper from the year 2011 in the subject Business economics -
Investment and Finance, Harvard University, course: Behavioral and Value

Investing, language: English, abstract:

On 24 April 2006, the private equity company Blackstone acquired 4.6% of the
shares of publicly listed German telecom incumbent Deutsche Telekom (DT) at a
share price of €14 for a total of €2.7bn. According to Blackstone, DT was

undervalued when compared to European peers.

This paper has three objectives:

1) To apply various established value investing valuation techniques to assess
whether DT was indeed undervalued at Blackstone’s entry.

2) To explore which operational and share price performance Blackstone might
have anticipated for DT in order to reach a typical private equity IRR of 25% over
five years.

3) To review subsequent events and DT’s performance since Blackstone’s entry
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and to specify what would need to happen to at least recover Blackstone’s

investment.

1.1 Company and shareholder overview

Deutsche Telekom is the German telecom incumbent and was Europe’s largest
telecom operator with sales of €59.6bn in 2005. The company generated 57% of
its sales in Germany, another 22% in other European countries (mainly the United
Kingdom) and the remaining 20% in North America. In terms of business areas,
mobile communications accounted for 48% of its revenues, broadband/fixed

network made up 36% and business customers 15%.

DT’s largest shareholder was the German government which held 15.2% of DT’s
shares directly and controlled another 17.3% via the German state-owned bank
Kreditanstalt fir Wiederaufbau (KfW). The remaining 63% were held by a

fragmented institutional and private investor base.

1.2. Transaction details

Blackstone bought its stake directly from KfW at a 2.6% premium to DT shares’
trading price of €13.65, implying a total market capitalization of €58.8bn and an
enterprise value of €97.4bn. In the fifth largest private equity investment ever
observed in Germany, Blackstone agreed to a lock up period of two years to
show its commitment as a long

term investor. In return, it received one seat on DT’s supervisory board and KfW
agreed not to sell any further DT shares within one year. 85% of Blackstone’s

total investment was financed with a margin loan provided by Deutsche Bank.
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