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An important component of our client advisory
service is the identification of a “special
situation”. We provide our insight about the
relevance of fast moving events and their
impact on specific securities. With a special
situation, clients are trading in assets
uncorrelated with the broader market.

Investopedia usefully identifies a “special
situation” as referring to “particular
circumstances involving a security that would
compel investors to buy the security based on
the special situation, rather than the underlying
fundamentals of the security or some other
investment rationale.” 

That is not to say the rule book goes out of the
window. Discipline is important. It may well be
that a significant premium is already in the
value of the security to account for an evolving
special situation. It is possible that too much of
a premium gets into the security’s price. 

We would try to identify what part of the price
reflects 
a) fundamental value 
b) “premium” 
c) “froth” i.e. investors overpaying. 

If we assume the share price initially reflects
an “undisturbed” fundamental value then as
investors start to differentiate it as a special
situation a “premium” or “discount” might be
added or subtracted reflecting the risk of a
special situation morphing into an event that
increases/ decreases shareholder returns.

Investors can get carried away and end up
overpaying creating “froth” i.e. overheating
both the prospect of corporate activity and the
corporate activity itself. At the same time
investors can oversell taking out too big a
discount creating a depressed price.

What is a Special Situation? 
And how do we identify one

Look at market fluctuations as your friend rather
than your enemy; profit from folly rather than
participate in it.

Warren Buffet



Circumstances change and these often create the
context for a “special situation” where given
criteria can occur below:-

a) An “anomaly” exists:- i.e. a company appears
cheap relative to its peers, often partly due to a
specific reason, investor caution over the
management or excessive debt being examples.

b) A mispricing exists owing to specific growth
assumptions or industry/ sector conditions.
Sector mispricing took place in 1999-2000 during
the “tech bubble” for example. A mispricing can
also happen in an index, as we saw before the
Brexit vote, where the UK markets had priced in
the event they assumed would occur “no Brexit”
but then had to quickly price in “Brexit” on the
24th June 2016.

c)    Talks commence between an acquirer and a
target company. These may initially be early
stage, preliminary, or exploratory. We follow
these events closely.

d) There is a sudden temporary increase in the
supply/ demand for shares caused by a short
term factor i.e. a placing of shares or share
buyback.

e) Tightly held/ illiquid conditions exist in the
shares that cause sharp movements when
investors try to buy/ sell large amounts “at
market”.

f)    Corporate activity i.e. the company pursues
consolidation as its market share is facing
attrition, independence is no longer viable, it
becomes too small to “go it alone” or the
company receives an “out of the blue” takeover
approach.

g) Boardroom coups / executive changes/
shareholders desire an exit after a period of
uncertain strategic change. 

Broadly this approach is sequential :-

a) Apply Research filter; we apply a filter to
sort companies using given criteria

b) Identification; we identify special situation
candidates within the filtered list

c) Validation; we test the rationale and potential
catalysts for corporate activity.

d) Entry; we consider timing factors, is it the
right time to take this risk?

e) Exit; we consider timing factors, and exit the
investment when there appears to be insufficient
reward to justify the ongoing risk

f) Re- Entry; we are not averse to returning to
the investment after the “dust has settled”.
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If we focus on g) “boardroom coups” as a
backdrop for a “special situation” there has
recently been an interesting example.

After an acrimonious public dispute in early
2019, regarding the strategic direction of casual
clothing retailer Superdry, its co-founder Julian
Dunkerton managed to convince sufficient
shareholders (50.17%) to support his return to
the board of Superdry.
 
Dunkerton had pressed for a different recovery
strategy aimed at reinvigorating sales of the core
brands. The board had wanted to diversify the
product range away from coats and sweatshirts
that were seen as too cold weather dependent.
 
Mr Dunkerton had previously resigned as a
Director of Superdry on 31 March 2018 but was
re-appointed CEO on the 2nd April 2019
following a shareholder vote in his favour. This
came as a surprise to investors.
 
The extract from the chairman’s statement
below made clear the entire Board of Directors
of Superdry were against Mr Dunkerton’s return,
but the majority of shareholders disagreed. As a
result of losing the vote, the entire board of
Superdry stepped down alongside the company’s
corporate brokers UBS and Investec plc.

An example of a 
“Special Situation”

Peter Bamford, Chairman of Superdry,
said:

"Whilst the Board was unanimous in its view that
the resolutions should be rejected and 74% of
shareholders other than Julian and James have
voted against, there was a narrow overall
majority in favour and we accept that outcome."

Superdry shares initially crashed on the news of
Mr Dunkerton’s return as investors were caught
off guard and considered the new strategy
vacuum alongside likely short term costs. At the
worst point, Superdry’s market valuation had
dropped by £89.3m (from 548p to 439p).
 
However investors quickly judged Mr Dunkerton’s
return would of itself not damage Superdry short
term business. It would give the founder time to
put in place his new strategy.
 
The event was a classic special situation, a period
of time where owing to particular exceptional
circumstances, the price of securities was
depressed, temporarily.

The total number of shares on the register
at 6.00pm on 29 March 2019, being those
eligible to be voted on at the general
meeting, was 81,993,829.
 
A 'Vote Withheld' is not a vote in law and
has not been counted in the calculation of
the proportion of the votes 'For' and
'Against' a resolution.”
”Source: RNS statement 2nd April 2019 Board Changes

Source: www.yahoo.co.uk

Superdry share price 26th March 2019- 26 April 2019



If we focus on corporate M&A as the primary
backdrop for a “special situation” the issue
becomes how do we keep track of special
situations once they occur?

Special situations are by nature fast moving and
multi-faceted. Once initiated it may proceed
smoothly, it may get complicated, it usually takes
significant time to complete. There may be many
variables to consider.

What are those variables:-

A) Attitude of the Boards of Directors of both
the target company and the acquirer:- These
days securing the agreement of the board of
directors of a target company to recommend an
acquisition is a pre-requisite – in that whilst
previously acquiring companies might be tempted
to “go hostile” this is rare these days. It is vital to
secure the recommendation of the board of the
target company, given the effort is likely to fail
without it.

Sometimes it is apparent that the target’s directors
do not want an acquisition and hence request a
price that they are confident the other side will be
unable or unwilling to pay. 

B) Availability of M&A financing:- the buyer
needs to ensure financing of an offer is in place
prior to making an offer. 

C) Regulatory factors:- most deals will require
some form of regulatory signoff from supervisory
agencies, or other trade / competition authorities
as this is often a pre-condition of the deal.

D) Shareholder support:- Shareholders of both
companies must vote their support in favour of the
proposed transaction, irrespective of the
recommendation of the board of directors.

E) Changing events:- such as third party
intervention can impact on deal success. A bidding
war, i.e. competing buyers for the target company
is a good example.

Key variables in 
Special Situations

Once corporate activity starts our approach is
to apply scenario analysis.

Anyone invested in “special situations” needs
guidance as to how to navigate themselves
through this maze of potential factors.

Avast; main criteria (f); corporate activity was
anticipated due to consolidation elsewhere in
the global cybersecurity market. The offer
from NortonLifeLock was a typical acquisition
approach made on the grounds of building
market share.
Cobham; main criteria (f); after a period of
significant restructuring, both management
and institutional shareholders favoured an
early exit Despite the opposition of the
company’s founding family, the offer from
Advent a large US investor obtained both
shareholder and government support.
GCP Student; (c) preliminary talks
commenced and were relatively swiftly
concluded following a tough year for the
student accommodation provider.
Morrison (Wm); main criteria (c); Clayton,
Dubilier & Rice arrived with an offer that was
initially rejected however a bidding war soon
emerged involving Fortress. Morrison had
appeared relatively inexpensive relative to its
peers initially and due to sector pressures, (b).
Telit Communications; main criteria (a) the
company had appeared very cheap relative to
its peers in its IoT (“Internet of Things”) space
largely due to product growth concerns. The
board and major shareholders appeared very
keen not to alienate the majority shareholder
and hence tempt them into making an offer.
Ultra Electronics; main criteria (f); corporate
activity was anticipated due to consolidation
elsewhere in the UK defence sector. This
takeover remains subject to regulatory and
shareholder consent.

1.

2.

3.
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Over 2020/2021 our approach identified corporate
activity in Avast, Cobham, GCP Student, Morrison
(Wm), Telit Communications and Ultra Electronics





Register to receive our Special Situations
Research
Thank you for taking the time to read this guide,
as a business we are constantly scouring the the
markets seeking out special situations. We
produce research that will provide you with
information needed to make an informed
investment decision.

Register here by clicking the button below and
to benefit from this service. You will be notified
each time that we identify a business that falls
within our scopes.  

More Information

Without obligation

Click here to enquire
about this service

Alternatively call us on
020 8057 6380

Trading in the products and services offered may result in losses as well as profits as the value of investments may go
down as well as up. You may not get back the full amount you have invested. Any reference to past performance
should not be viewed as an indication of any future performance. Investments held in overseas markets are subject
to the effects of changes in exchange rates which will impact on the value of the underlying investment. Investments
made in AIM and penny shares carry an increased risk due to the difficulty in creating a market in these shares. There
may be a substantial difference in the buy and sell price. Leveraged products such as Contracts for Difference (CFDs),
derivatives, commodities & Foreign Exchange (FX), carry a higher risk to your capital and they can lose their value
rapidly.

We advise you to read any literature we provide carefully before making any investment decisions.

GENERAL RISK WARNING

Conclusion
The Covid-19 pandemic has been the major event creating a period of prolonged uncertainty and
reducing corporate deal flow from late March 2020 and until well into Q4 2020. The reduction in
dividend payments, more cautious CEOs and volatile markets made deal-making difficult over 2020.

2021 has seen an upturn based on re-opening, more predictable trading and more confident
boardrooms. The UK market has seen significant interest in mergers & acquisitions due to low relative
valuations, low sterling and a conducive regulatory environment.

During 2021 merger interest and activity has been frequent and relatively smooth. In the UK defence
industry, there has been three major takeover offers, Cobham, Ultra Electronics and Meggitt with the
latter two companies still awaiting shareholder and regulatory clearance.

The takeover battle for Morrison (Wm) frequently considered a target, given its market share position
was a deal reminiscent of the 1980’s and 1990’s with competing offers and the two potential buyers
battling it out in public. Neither party wanted to submit ‘final offers’ hence the winner was determined
by auction. Having pointed out its strong credentials as a takeover target we were pleased when it came
to fruition.

https://www.css-investments.com/special-situations-interest/
https://www.css-investments.com/special-situations-interest/
https://www.css-investments.com/products/cfds-fx-options-futures/
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 A modern stockbroker with traditional values

The information contained herein is based on materials and sources that we believe to be reliable however we make
no representation or warranty, either express or implied, in relation to the accuracy, completeness or reliability of the
information contained herein. Please note that the figures shown may, in some instances, be rounded to the nearest
penny. Prices can move sharply from those quoted in this document. Current prices can be verified by calling one of
our brokers. CSS is under no obligation to update the information contained herein. Neither CSS, nor its affiliates, nor
its employees shall have any liability whatsoever for any indirect or consequential loss or damage arising from the
use of this document.

SPECULATIVE TRADING IS NOT SUITABLE FOR ALL INVESTORS. 
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