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OBSTACLES IN POST-ACQUISITION INTEGRATION
Confusing Chain of Command

The integration of Beam Suntory would involve unique reorganization. Athough Beam was the subsidiary.,
Suntory placed all Japanese liquor operations under Beam’s management, headquartered in Deerfild,
Hinois. Suntory aimed to consolidate and optimize the business units for mre cflcient production. &
decision designed 0 take advanage of Bean's network and branding * In realit. this system muddled the
chain of command and ed t its own unique obstacls. The employes of the Japancse whisky scctor were
fustrated to have to report on domestic operations o thir new forcign command post, paticularly 1o one.
they believed they were superior to.* This rcorganization of the company also used short-erm resources.
It Would take a sizcable amount of time of at last three o four years to merge work cultures of the two
original companies

Corporato Culture Clash

“The integration process revealed an unexpected corporate culture clash, and the months following the deal
were marked with high tension. One area of conflict emerged when Suntory's sixth and most recent
president, Niinam, a proponent of Japancse Kaicen— process of continual improvemeni—suggesed
certain upgrades 1o Jim Beam's Kentucky bourbon, largely as a means of offeting Suniory's supply
shortage at that time * Though Niinami did not intend to adjust the ecipe, but hoped to share and apply
Suntory expertise o the water purifcation process, Beam's employees were alarmed by the audacity of the
proposal. The prospect of making changes o the formala and distilltion procedure that Beam’s family and
‘company had spent over two centuries perfecting offended and angered the employees

Doubts ofsuccessful team collaboration began 1o arise on both sides. The charactritics of pride. passion.
and ambiion, which had once scemed an alluring sign of potental uniy, were now exaccrbating minor
disagreements and struning once strong elatonships. These diffculics were tantamount 1o the struggles
most Japanese companies faced aftr foreign acquisitions it respect 10 thei unique busines approach
and overbearing managemen,though Niinami was chosen o had th aperationsfor his Harvard-cducated.
internationally minded experise. Being more forward and ageressive than the average Japancse
businessperson, Niinami made it clar to Shattock that he was indeed “the boss of the entire Suntory
Holdings.”and that it was the parent company tht would have the ulimate say.*

Doteriorating Mutual Trust

“The Japanese business approach was famously risk averse and paperwork heavy, and though Sunfory was
considerably ambitious in its undertakings, ts management style was hands on The employecs on Beam's
‘end were overwhelmed by the amount of required report,as they found such requent financial evaluations
o be more tedious than uscful Niinami also observed every aspect of business, relentessly asking
detaied questions; this widened the if between the companics, as Bean’s exccutives became suspiious
of Suntory’s overly thorough interest. As was occasionally the case with acquisitions, the Beam offce
‘wortied that s parent company would absorb Beam’s soft resources and then abandon the subsidiary. This
wory fed an environment of misiust that had aleady developed following false promiscs of the PO of
the U.S. unit afte the acquisition*

A key sipulation for Beam when entering the contract was that its IPO would be relisted on the New York
Stock Exchange, and those carnings would be largely responsible for the deb repayment. However, the
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Torii-Saji family, which founded Suntory, had taken issue with loosening its grip on its 89 per cent stake of
the company, and ultimately vetoed the original plan. Up 1o January 5, 2017, Suntory confirmed tht it was
ot considering an IPO for the U.S. unit” Sunory also faled to meet expectations of bringing its own
spiits 10 the American market, laving Beam’s members frusrated and sceptical

Failing to meet these contractual obligations may have been responsibl for the high tumover rate and
resuling stain on resources. The composition of Beam’s executive team drastcally changed within the
o years following the acquision. While Shattock remained at the helm, “Losing the head(s] of
international [operations], the U.S. [operations), production, human resources, and [the chief marketing.
officer and chief financial offcer] cannot happen without some impact.” noted one rtircd Beam senior
exccutive, Donard Gaynor.” Despite the shift i senior management, Shattock remained confident that his
employees undersood the long-term commitment of Beam Suntory and were willing to make the necessary
adjustmens for the long haul™

“The longer it takes to align corporate cultur and get effctiv strategies in plac, the more opportunites
are missed.” advised Stephen Ranneklei; a Rabobank spirit indusiry analyst* Yet, Suntory realized that
Shif 1 a global mind-set would take three to five years, especially for a Japancse company.” Afier an
extended perod of miscommunication and corporate culture conflicis, the two teams began 10 sec beyond
their management frctions o the underlying intentions, and identified ther shared objectives. Niinami
‘commented, “How to blend the skill and expertisc of both [companes] is our goal. That has been a big
challenge but over one and a half years, they more or less commute fo ach spot: Kentucky and Yamazaki
(distllries). This is a new plan for our integration.”™ Beam’s mastr disile, Fred Noe, and Suntory's
chief blender, Shinji Fukuo, travelled between the two. headguarters, collaborating on distllation
optimization and product development.Slowly. Beam Suntory accomplishcd a working partnersip to run
the global operations. Synergisic success alo took shape in other departments such as procuremen, risk
management, and marketing

PROBLEMS
Monumental Debts

Intme marked by compettive industry and rapid consoldation, intermational sivaly was heating up. Beam
Suntory struggled to enter new markets, as it was dependent on the American and Japancse markets, which
accounted for 73 per cent of 2015'stfal sas by volume * With the id o this partnership, Suntory planncd
0 increaseits presence in emerging markets in Indiaand throughout Asia in the coming years” However,
Beam Suntory’s remaining debi continucd to be a resrictng factor for future investments. Beam Suntory's
home-based focus proved t be a compeitive advantage as other top American brands began to fil i ther
overseas ventures. Even more threatening was the workdwide rush to the United States by other major liquor
‘companies hoping to take full adantage ofthe stil-growing market.

“Thus fr Beam Sunory had ived up t its own preset expectaions. pushing beyond profit argets and sales
objectves. Vet the urgency to repay the company’s morumental debts meant that Japanese management
was difficult 0 satsfy. With Bear's IPO never reaching friton, thespiit company s lacking the cash
{low bothsides had expected when enteing the scquisiion
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To counterac this fnancial obstacle, Beam Suntory had made efforts to cut casts i the most immediate:
sense, including divesting the les profitable Spanish shery and brandy brands,limiting internatonal ravel,
and reducing employee hours. Beam’s sales were responsibl for 9 per cent growth of revenues, roughly
half Suntory's 2015 net profit growth and amounting to ¥45.2 billion ' According 1o the 2016 financial
report, Suntory’s alcoholic beverages increased the company’s operating profis by almost 13 per cent,
while ts tota sales el by 3.6 per cent, mainly duc to challenges in the beer industy. Forunately, the
conglomerate was rescued by the profitable Beam Suntory unit, paricularly the Jim Beam and Maker's
Mark products. These products continued to perform well i the American market and enjoyed growth in
Europe and Asia,rising a competitve 40 per cent in Japan n 2016 (sce Exhibit 4.

‘Shortage of Liquor Categories

I carly 2017, Niinam addessed a crucial issue about the widening gap between supply and dermand of
Japanese whisky.“ While Sutory was chasing workdwide recognition and gaining popularity alongside
Bean's leading brands, s disllerics were unprepared to handle the increasing demand, especially in the
aged whisky category. As 2 resut, Sunory ramped up s non-aged beverages. such as caned highbll
cockail. Unfortunatly. this shift sifld the company's progess in becoming a global leader because the
product was considerably les sellable outside the domestic market.

“The shortage of supplics had sveral distillrics in Japan outsourcng, ceating new blends using borrowed
tiquids from Scotland and clsewhere, which Japan did not regulate. However, Suntory did mot wa (o
compromise ts authenticity o lose the inegrity of s product by crating new blends * The downside was
that it could take up to 10 ears o catch up o current demand, a delay that could have adverse effects on
the brand's risng popularity and consumer lyalty. Could Bcam Suntory share resources in 3 way that
would aid the recoery of Suntory’s iquor shortage, and prepare the company for the fuure?

On December 5, 2016, Beam Suntory rlocated its global headguarters from Deerfield to downtown
Chicago to complement a more focused marketing straegy targeting metropolitan consumers* Shatock
said, “Chicago s one of the world’s gratest cites, and this move underscores our strategic priority of
ettng closer t our customers and consumers in major cites around the world" The move would also
help establish a comnection of hometown pride as the actres Mila Kunis and the Chicago Cubs kicked off
ong-term sponsorship deals with Beam Suntory

“The liquor disributor was siraegizing ways o pay offtsdebt by reorganizing and optimizing its channels
forincreased effciency. It was also working on the premiumization and flavour innovation of current brands.
‘Nevertheless, two years fte the acquisiion,the combincd Beam Suntory had not been able (0 integrate
itself 10  satisfactory level* The cross-cultural conflicts and deteriorating mutual trust between the two
units continued o impede the integration and relization of poential synergies that could address Suntory's
‘ongoing shortage of iquor categories * Morcover, Suntory had so far insisted that it was not considering.
an IPO of Beam Suntory in spit of s monumental debt. Suntory sill hd many problems o solve i lght
of the premium pric it had paid o acquire Beam.
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EXHIBIT 1: ORGANIZATIONAL STRUCTURE OF SUNTORY HOLDINGS LIMITED
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EXHIBIT 2: SUNTORY SALES IN 2013 AND 2015

Salos by Businoss Segment

Business Segment 2013 2015
Bilons | % | Biony 03
“Ricoholi beverages (Whisky, ready-1o-Grnk
beverages. shocha, beer, wine, and other
alcoholie dinks) s 8| 10 38
Non-alcoholic beverages (healh arnks.
processed foods, and other products) 1114 s5|  1anm 51
‘Others (operatons in China, health foods,
ice cream, restaurants, sports, fowers, and
other operations) 355 7 289 11
Consoldated sales 20:0] 00| 7ess 00
Salos by Geographical Region
‘Geographical Region 2013 2015
Bilons | % | Bilony. 03
Japan 156 75 e &
sia and Oceana 262 5 50 75
Europe 171 8 535 12
Americas. il I3 Sa7 15
Consoldated sales 2040] 00| 7686 00

‘Source:Crete by th case suthors based on Sty Hokings Lined. Suniey Group Overniew” Sty Grocp CSR Report

2014 acvossed Augst 5, 2017, wwvwsuriry
o 201 et 2316, ccessad st 8 2017w

.03 0 o, & Suncry Hokdgs Liked, Sty Grop.
He gt 5

EXHIBIT 3: FIVE LARGEST GLOBAL LIQUOR DISTRIBUTORS.

“Annual Volume.
Distributor | (Milion Cases) | _ome Turt Notable Brands.
ngiana | e Walker Crown Royal J & 6.

Dageo b - En9n | Smimtt, Ketel e, Captan Mrgan
Uit Spts angtore, it | McDowells and Black Dog wiskys, Piky
Limied 125 | Bangalore, 192 | ang Wi iscif vodtas, Colebaton um

‘Aosol, _Jameson,  Besteaer,  Maliy.
Pemod Ricard 123 | pars Fance | RSt Janes

Hibki and Yamazall whiskys, Jim Beam.
SuntoryBeam 54| Osaka, apan | Gourvoiier. Make's Mark,Sauza, Orangina,

Schweppes
P Vamifon, | Bacardi. Devars, Giey Gooss, Borbay

3| somus | sappiive

‘Sourc: Costed by thecase auors based on Mika Low. Who Are e § Biggestrtematonl Liuor Distiburs?” Bon
Appént Janary 13, 2014, sccessed August 6, 2017, wavkbonappet comdnnkslaicelauor JS B gude.
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EXHIBIT 4: SUNTORY FINANCIAL HIGHLIGHTS.

2017

2012 | 2013 | 2014 | 2015 | 2016 | (Forecasy
Net Sales 1852 20a0] 2455] 2ee7| 2652|2690
Net Debls 318 126 1625] 1563 1350 NA
Debtto-Equity Ratio 050 of0] is| ii1] o1 NA
EBITDA" (billon ¥ 183 214 265 384 52 NA

Note: EBITDA = Eamingsbeforeinfret ta,depreciation,and amerization.
Souc: “Fnancial Highighis Aboul Us. Feancl Inomaton. Suriory Holdngs, accessed August 8, 2017,
ok sunory comabousnancal.
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BEAM SUNTORY: STRIVING FOR OPTIMAL POST-ACQUISITION
INTEGRATION'
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Howto blend the skill and expertise of both [companes) is ou goal ... It wasn't clear who was
i control 1 t0ld Matt Shatock, now Beam Suntory chif executve] that | s the boss of the entie
Suntory Holdings

Takeshi Ninans, president and CEO of Suntory Holdings Limited

In 2016, over two years afte the acquisiion of Beam Ine. (Beam), Takeshi Niinami, president and chief
exceutive officer (CEO) of Japanese liquor powerhouse Suntory Holdings Limited (Suntory), admitted that
the combined entity Beam Suntory Inc. (Beam Suntory) had not been able 10 integrate o a satsfacory
level” In 2014, Suntory had identfied the USSI6 billion* acquisition of Beam, an American liquor
conglomerate witha desirable brand portolio and global distribution chanels, as an atractve way to enter
the U.S. market* The acquisition was part of an ongoing trend of venturing abroad due to a declning
‘population and shrinking domestic market* Exccutives of both companies were excitd to merge their
alents, align ther resources, and optimize their operations to boost worldvwide performance. They would
form the third largest combined entiy i terms of sales value, behind the United Kingdom’s Diageo and
France’s Perod-Ricard in the global distlled liquor industry.”

However,a the new unit, Beam Suntory began th integraton process, he two teams encountered signifcant
rcton between ther respective corporte culures.* The high acquisition price lef Suntory in immense debt,
crcating obsiaclesand imiting the company'sftureinvestments, which in turn straind the working eltionship.
The consoldated operarions sirggld to esablish trust, cohesion and ¢ficieny as contact stpulations fll
through and inancial conces emcrged. Had Sunory made @ wisc srategic decision in acquiring Beam? Was
the acquired firm worththe high premium price? Suntory confrmed i caly 2017 that it was ot considering an
iniial public offring (IPO) o the U S unit” How,then, should Suntory cope with its monumenial debi? How
should the combined Beam Suntory rsolve ts cultral conflcts and ccelerte the inegration in a way that
aidd the recovery of Suniory’s ongoing liuor shortages? What would be the optimal level o inegrtion
between the Japanese and American whisky makers?
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'SUNTORY HOLDINGS LIMITED
The Boginning.

Atthe close of the 19th century, Suntory's founder, Shinjiro Tori, was determined to popularize Western-
Sty liquors in Japan." In 1899, he opened Tori Shoten in Osaka, becoming a pioneer in the distribution
of alcoholic beverages in Japan. He devoted himself o inroducing the flavours of interational spirts o
the Japanese population with the dream of one day producing the spiris himslf. Beliving that the sweet
aste of port would be more platable for Japancse tastes, Tori first focused his investment on producing
his own Akadama Port Wine in 1907, Suntory's premier product. Laer in 1921, the company changed its
name to Kotobukiya Limited.

Shifting his focus and idenifying o potental excellent opportunity in developing an authentic Japanese
‘whisky, Tori buil the Yamazaki Distllery in 1923. Tori attempted to create a whisky that would capture the
cssence of Japan and appeal o Japanese tastes. Japan's first bottle of whisky, Suntory Whisky Shirofuda
(white label), was sold five years latr. In 1937, the company perfeced is desired characteistic flavour and.
launched this new product as Suntory Whisky Kakubin. The company faced obstacles throughout World War
I, with stagnating product development, but managed (o maintain a level of success.

Inthe carly 19605, the company ushered i s second presiden, Keizo Saj, and changed s name to Suntory
Limited while still embodying Tori' innovative spiit and drive for continuous improvement. Saj's next
‘move was to ente the brewing business with the lunch of Suntory be.

“The 19705 and 19805 saw company srowth." The Suntory food and beverage sector ws formed o expand
the company's product offerings, including botled mineral water and tea. Suntory opened the Hakushu
disillery in 1973, The company partnered with prominent French wine company Chiteau Lagrange to
enhance the brand's quaity and image in hopes of attracting Japanese consumers to wine cultue. Suntory
also made great effors in corporate social responsibilty. To carry on Tori'slegacy and fulfil his lfe desire
o contribute o society, Suntory founded various nitatives, ncluding the “Save the Birds!” campaign.
Suntory music hal,natural water sanciuary, and education projects.

Aggressive Expansion

The 19905, under Suntory’s thind president, Shinichiro Tori, marked the beginning of a more ambitious
stage of expansion, with goals of penctrting the market further and diversifying Suntory's geographic:
markets.  Setting its sights on becoming the domesic leader in ts food and beverage sector, Suntory
launched a rumber of new products. The company focused on developing a broader range of beverages,
such as juices, coffe, ea, water,soda, and energy drinks. In 1998, Suntory landed an atracive franchising
agreement with PepsiCo, Inc. It became the sole borter, distributor, and licensee of Pepsi carbonated
beverages in Japan,larely boosting its growing share of the sot drink market*

Along with product development in the beverage sector, Suntory expanded its rescarch and development.
operations. In 1996, the company anounced the introduction of is health food business following a
brealthrough in polyphenol exploration. This discovery led to further investments in the health segment,
and Suntory created a business division dedicated o vitamin development. Suntory's research team
continued to push boundaries and make discoverics i other areas of science, breaking unforeseen records
‘and genetially engincering the worlds first blue rose.
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102009, Suntory reorganized ntothe stockholding company Suntory Holdings Lid. withseven subsidiaries
spaning the beverage, ellnes, and alcohol industries. In July 2013, Suntory made ts st appearance on
the Tokyo Stock Exchange with an IPO of $4 billon in its beverage and food businss unit. The IPO
aunched the company ito sccond place domestically i the sof drink market. just behind Coca-Cola In
2017, Suntoy expanded to include mare than 11 direot subsidiarics, including Beam Suntory and other
operating companies (e Exkibit 1.

LOOKING FOR GLOBAL EXPANSION

Withthe new millennium, Suntory began to ststegize on @ global scae. Like most prominent Japanese
companics, it was facing a futur i a shrinking saturated market. Though the company had enjoyed great
Stcessdomestically. it needed toincrease s lobal pesence to ontinue s growth and counteractJapan's
declining population. Gaining worldvide recognition for s unique, authentically Japancse favous.n 2015
‘Yamazaki was named the best whisky in the world by whisky exper Jim Murray.” Suntory hd entered the
US. market ona small scale and done wellrelying o its authentic lavour and high qualiy.

Suntory chose to expand its worldvide beverage market share through joint venfures and acquisitons. The
company hoped its amassment of new products and sub-brand names would gain immediae penetraton in
subfilds in new geographic ocations. Sunory viewed this approach s les isky than nvesting organcally
in forgn development, which would require precious time and resources. In 2009, Suntory made two large.
intermatonal acquisitions: Frucor Group provided . product platform for Suntory in Oceania for €600
millon,”and Orangina Schweppes Groupoffeed Suntory a penciation point o the European market when
the company purchased th financally sresed French-Spanish company for$3.84 billon.” Four years later,
in 2013, Suntory acquire the drink division of Britsh pharmaceutical company GlaxoSmithKline ple, for
€135 billion * which ncluded the popular Ribena and Lucozade brands.

As of 2013, Suntory was in 10th place in the global premium spirit market. It was meeting its own
expectations and enjoying relative success abroad, but aiming for langer sales growth to offset domestic
Stagnation. Alcohol consumption was a nationalistcally coded activity, a there was  great deal of pride
assaciated with beverage choice. Suntory struggled. as did all expanding liquor companies pursuing global
leader status,to break these patriotic bariers and boost sales abroad ¥

In 2013, Suntory as a whole was stable, with annual sales reaching $23.46 billion and net income totalling
5500 million.* However, its flagship product, Japanese whisky, which had pioneered an industry and
cstablished Suntory as the top disiler of Japan, only accounted for 28 per cent of Suntory's total sales. At
thi point,softdrink and water product offerings carried the company. These products accounted for 5 per
cent of total sales, amounting to JP¥1,114.3 billion® (see Exhibit 2).

While whisky thrived theough the 19805 in Japan's booming cconomy. the following two decades saw a
fapid decline in sales.” Despite marketing measures, and cffors to diversify and move toward more
premium products o appealt al scgments of the market, whisky sales were il ows this was cspecally
e among younger age groups. which were oping instcad for cheaper, more convenient alcoholc
beverages such as chihai and beer.

Aiming to reboot the strugeling industry, Suntory reintroduced a classic whisky cockial, the highbll
Promoting the cocktal i bars and canning it foron-the-go purchase enabled Suntory to sppeal o the masses.
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Suntory anticipated that this tonic and whisky mixture would serve as an introductory drink, eventually
attracting the younger generation to more premium liquors. While the highball helped revolutionize the
Japanese whisky industry, the following upswing in sales was considered more of a trend than a relsble.
return to liquor. Morcover, despite winning numerous awards for high-end whiskics like Yamazaki,
Hakushu, and Hibiki, Suntory’s premium product sales emained stagnant domesically.

BEAMINC.

Beam's roots dated back to the esablishment of i primary product, Jim Beam Keatucky bousbon, in
1795 The liquor evolved under seven gencrations of famsily ownership o become one of the besseling
bourbons. The brand had undergone a sericsof acquisiions. Afler s parent cormpany. Fortune Brands, was
dismantled n 2011, elatable product lines asoembled under the new name Beam nc. (i fact, Suntory frst
considered purchasing Beam when i entered thestock market at that time.)

In 2012, Suntory and Beam established a srategic alliance, allowing Suntory to manage the sals of Jim
‘Beam and Maker's Mark in Japan In the following year, Beam announced upcoming deals n the Irsh.
‘whisky, rum, and vodka industies. By 2014, th liquor conglomerate had accumulated over 40 sub-brands,
spanning six variations of whisky. as well as vodka, tequila, rum, cognac. gin, and liqueur categorics,
covering all price points. Among the most notable brands were Knob Creek Rye and Bourbon whisky,
Maker's Mask Bourbon, Canadian Club Whisky, MeClelland’s Single Malt Scotch Whisky, Cruzan Rum,
Calico Jack Rum, Sauza Tequila, Hornitos Tequila, Pinnacle Vodka, Skinnygirl, Midori Melon Liqueu, and.
‘multple flavours and editions of Jim Beam Kentucky bourbon Whisky. This portfolio would work in
tandem with Suntory’s sprit offrings. Because the Japancse whisky profil diffred from Beam's whiskics.
i taste and character, there would be lte fear of cannibalism.*

‘SPIRITS MARKET IN THE UNITED STATES

The 2014 global alcoholic beverage market saw growth from the optimization of disrbution and
e-commeree channcs, herise of economic prosperty,and the growing accepiane ofacohal consumpion
around the world. Major players began to consolidat through mergers and acquisitios, increasing the
Fivalybetween compettorsand raising the catey bar.The nduiry had experinced sing production cost.
‘which ld t lower margins. Most developed markets had rached saturation, nd many acobolic beverage
companics were focusing on the emerging markets of Asia and Africa. However,one developed market that
St had considerable potential was the Uted Staes "

“The US. spiit ndusiry was the largest and most profiable in the world. In 2013, the totl US. volume
rowth increased 10 over 210 millon case sold, and revenue reached an esimated $70 billo in etail
sales. For five ears in & row,the ditlld spirit shar gaincd on beer i the alcohol market, and U.S.
exports were at a record high. Distlled Spirit Couneil president and CEO Peter H. Cressy noted that one
of the driving forces behind this continued growth was  global interest in American whisky. largely
Supported-—rather than cannibalized—by local grassroots disillrs. The industry ko noticed and
responded t0 @ heightened consumer penchant for premiumization and flavour nnovaton, paticularly of
whiskics Tases,though varying considrably from stat o state, wre extrmely low compared o Japan.
“The reslting regulatory environmentsignaled a favourable time to expand
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'CREATING THE WORLD'S THIRD-LARGEST HIGH.END SPIRITS MAKER

Suntory, being aware of the United States a a desirable market, sought o entr the couniry and appeal to
the target American market the way it did best, trough acquisition. An excellent opportunity prescnied
itself in carly December 2013, when Suntory's fourth president, Nobutada Saj, and Bean's CEO, Matt
Shattock, met in Tokyo fo discuss future opportunities. A month later, Suntory announced its plan to
purchase Beam, for $16 billion * This deal would provide Suntory with a crucial platform in the U.S
market and access o desirable distribution chamnels. 1t would also grant the company control of a wide:
range of globally successful sub-brands, which would greatly enrich it product portfolio. The deal would
bring about Bean’s seventh-place global sanding and give Suntory the fourth-largest annual sales volume
(see Exhibit 3). Beam's nt sales for 2013 had just arown another 4 pe cent and st a record high at $2.55
bilion, comparable to other tp liquor manufacturers The combined sales of Beam and Suntory in 2013
would b $26.01 billon, making the partership the world’ third-argest spiits company.

Mission and Character

Both Beam and Suntory had comparable histories of growth and relatable characteistics of innovation ™
They had evolved under the guidance of thei founding famles. Both thir whiskics and their businesses
were driven by similar attitudes of pride and ambition. At Suntory’ core was th sprit o “Yatie Minahare.”
‘which translated to “go for " This approach had motivated the company 1o pursue werldwide goals.
Likewise, Beam's prochivity for and pride in developing a legendary whisky with an authenic spirt paved
the way for its lobal success. These businesse, built on similr values, both appreciated this level of
‘compatibilty. They believed the allance would integrate well and create a competitive synergy. Both
boards of dircctors unanimously endorsed the acquisiton.

According to Suntory’s president, Saj,

Since its founding, Suntory Group has aliays shared th sprit of “Yatte Minabare - Go for " in
taking on new challenges, creating new opportunites, and living our corporate values. Bear's
heritage of over 200 years is also charactrized by a spii of enteeprencurilism, creaivity. and
courageous decisions that exemplify the same .. spiit. 1 believe this common spirt and our
combined strength will be a powerful drving force 2 th new Beam Suntory excites consumers
around the world it our portfolio of premium brands ™

Beam’s CEO, Shattock, also looked forward with optimism:

We believe the new Beam Suntory will grow by pursuing the globl srategy that made Bear so
successul. ... We will be focused on continuing our momentum, growing in developed and
emerging markets, nd buiding on our cormbined strengths. Those sirengths include a dynamic
portfolo across key categories powerful routes to market,and passionat people. I'm particularly
excited about what brings s together—a strong culural fit based on the cntreprencurial and
novative spirit of two companics with common values and proud heritages rooted in muli-
‘sencrationalfamily busnesses. We look forwardto leaming from cach ther and f creating a fure
of excting growth for our busines and opportunites for ur people.*
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Payment Process.

Suntory was guided through this ransaction by aunique advising partacrsip betwecn Morgan Stanley and
Mitsubishi UFJ Financial Group (MUFG). Japan's larget bank. Beam and Sumtory announced their
deinitive agreement,stpulating that Suntory would acquire ll of Beany's outstanding shares for $83.50
per share in cash, which would amount to just over S16 billon, and included al estimated net debt The
deal consisted of a 25 per cent premium on Beam's market price of $66.97, roughly equal 1o 20 times
Bean’s camings before intrest,taxes, depreciation, and amortization (EBITDA), based on the 12 months
leading to Sepiember 30, 2013 (see Exhibit4).* Stock pries nstatly rose 25 pef cent. “Through the joint
Venture and the partnerhip that we have with MUFG, v were able o delver  ignifcant single-sourced
bridge loan to support the advisory sevices, allowing our clent to achieve its corporate goalof becoming
a global powerhouse in th industry.” said Benjamin Frost, Morgan Stanley's head of consumer mergers
and acquiitions in New York investment banking

Financial Concerns

Though Morgan Stany was posiiv about the ransacion, the high price rased some doubts for Suntoy’s
oaning bank, MUFG, which was considerably more rsk avers. The premium price was the highest
Suntory could possibly affod, while the deal would probably offr ewer synergies and opportuities t
benefit from cach other" While focusing on the mature Japanese market demands, Suntory would not
casiy boost s sals through Beam' existing disribution network. a the Jupanese company did not have:
Suffcien spar stocks. The deal was the third-largest ransnatiol transacton in Japan's hisory,and the
Selerabout 1.2 times the size of the acquiing firm i et sales.

Howerer,the $16 illondealcame a  huge cost. Suntory finalized he deal with a net debt of roughly $2
billon, ive times that f s EBITDA, an amout hat was e than tvie the median leve for b Japancse
companics. The risk involved with this calibre of loan caused one credit rating ageney 1o r-evaluate
Suntory and change its long-erm ratng to negative. Suntory faced some serious questions. Was the
acquiston overvlued? What prolems would arsefrom 16 billon purchaseprce? Would the combined
businesses achieve the dsire rate of suceess worth the amount paid? Would Sunory be abe o pay back
it loans eficienty?

Immediate Reactions

On April 30, 2014, the deal was finalized, establishing Beam Suntory Inc.,a subsidiay of Suntory Holdings
Limited. While thi deal created advantageous value for stockbolders, not all customers were conent with
the acquisition. Because of Jim Beam’s image as a patriotic staple and all-American symbol, many
Americans who were filled with natonaliti pride fet betrayed and upset by this “sel out” move, cnough
o threaten the boyeort of Beam’s products * American consumers were not ahways comfortable with the
forign contrl of ther food, a fecling motivated by cither distrust of outsiders or fear tht the satus of the
United States as a world leader was on the declin.** Most concerns about substatial changes to favoured
products were largely unfounded. as one of the most airacive qualities of a well-cstablished brand was the:
associated strong image. Suntory recognized Bean’s sirengths, and though it had plans to ntegrate and
dentifid points of improvement, as the new parent company, Suntory had mo desire to make drastic
aleratons to the acquired firm *




