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A. European private equity market overview
What will come after the crisis?
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The European private equity market volume declined by 27% to 
EUR 54 bn in 2008 – 2009 looks even worse

European private equity investments [EUR bn]
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Most national PE markets experienced significant setbacks in 
2008 – market volumes in CEE still lag far behind WE

European PE investments by country, 2006-2008 [EUR bn]
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Strong focus remains on late stage buyout financing – Now and 
in the future

European PE investments in terms of investment stage [EUR bn; %]
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Divestments will probably decline by 50% for the second year in 
a row in 2009 – funds raised and divestments almost seized??

European PE activity flows [EUR bn]
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The question is: Will profits recover – or will the downturn 
continue?

10-year rolling IRR (buyouts in Europe) [%]
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B. The PE environment is remaining difficult
How are the macro indicators developing?
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Judging by macroeconomic indicators, the PE environment will 
remain difficult

Current situation

> The number and size of leveraged buyout deals has 
decreased further due to limited availability of debt 
financingfinancing 

> Leverage levels have decreased from over 6 times 
EBITDA to multiples below 5, reducing the return on equity 
that PE firms are able to generate

Will these 
trends 
continue?that PE firms are able to generate 

> Many investments by PE firms are ready to go public, but 
stock exchanges are not 

continue? –
Outlook for 
2010

> Profits remain under pressure – only top funds achieve 
satisfactory returns 

2010
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Market snapshot: The takeover market should have hit bottom 
– Recovery expected in the next few months 

European takeovers by financial investors since 20071)
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Where is the PE market headed? From a macroeconomic 
perspective, economic growth is needed

Private equity activity vs. economic development
PE development 1) Economic 
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Most European countries will achieve positive growth rates in 
2010 – Will this be enough to fuel growth in the PE market?

Data forecast for 2010 – Year-on-year GDP change
REMARKSREMARKS
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Low interest rates are becoming increasingly crucial for 
bearing the financing burden

Private equity activity vs. lending rates
PE development Lending rate 
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Interest rates came down strongly to stimulate liquidity in credit 
markets – However, restricted access to cheap debt for PEs

Lending rates in Europe and USA
Lending rates [%] REMARKS

> Interest rates will most likely start to 
recover, increasing the price of 
leverage for PE firms9
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A lack of confidence in European banks made money 
expensive in 2008 – Spreads back to normal in 2009

Development of interest spread [discount rate vs. 3-month Euribor]
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Healthy stock markets normally provide exit options for PE 
investments – In most cases with a time lag

Private equity activity vs. stock market development
PE development Stock market 
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European stock markets not likely to boom in 2010 – Only 
slight growth expected 

Forecast data 2010 – Stock market

Stock market development (example: Euro Stoxx)

Euro Stoxx, price development, since Jan 2007 [index]
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OUTLOOK: The PE environment remains difficult 

Outlook

> GDP growth in Europe will recover starting in 2010 and thus positively affect private 
equity industry performance

> However, as a result of the financial crisis, bank financing for new deals – but also re-However, as a result of the financial crisis, bank financing for new deals but also re
financing for existing portfolio companies – will be smaller in terms of volume, 
covenants will be stricter and costs will be higher

> Restricted bank lending might also hit highly leveraged companies  which will lead to > Restricted bank lending might also hit highly leveraged companies, which will lead to 
increased risk of default 

> After the rebound in 2009, the outlook for European stock markets in 2010 remains p
cautious – very limited options for profitable IPO exits 

Value creation through thorough due diligence, active portfolio management and 

19Source: Roland Berger; DB Research
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C. A call for active PE performance improvement –
What kind of fund manager is needed?
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Where does the profit come from when the business 
environment remains unfavorable?

Sources of profit 
ACQUISITION HOLDING PERIOD EXIT

1. 2. 3.
ACQUISITION HOLDING PERIOD EXIT

Due diligence & 
purchase price

Investment 
performance

Selling price Investors have to 
manage three 
critical steps in 

Assess target 
potentials in effective 
due diligence;

Actions designed to 
ensure and drive 
profitable growth 

Selection of the right 
moment and exit 
channel to realize 

critical steps in 
order to meet the 
high performance 
requirements due diligence;

Low purchase price in 
relation to fair value; 
high leverage

profitable growth 
(cut costs, improve 
sales, reduce working 
capital  improve liquidity)

channel to realize 
highest value

requirements –
focus on 
acquisition and 
holding period
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Today, the  financial value creation drivers in buy-outs cannot 
achieve satisfactory returns

Financial drivers for value creation

> Interest rates in Europe low but 
expected to start rising 

> Average leverage on LBO transactions g g
today still at around 5*EBITDA

Increased risk of financial distress Leverage

> Most companies restructured 
in recent years

> Returns for strategic 
buyers

> Increased competition for 
attractive deals among 

VALUE
CREATION

Management
h h ldi

Multiple
i

in recent years
> Many secondary buy-outs 
Realizing the improvement 
potential is becoming more 

attractive deals among 
PE players

"Buy low, sell high" 
more and more 

CREATION
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and more challenging 

more and more 
difficult
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ACQUISITION – DUE DILIGENCE1.

To extract the full investment value, operational improvements 
are necessary – Due diligence to assess potential

Operational value creation drivers 

Carefully selecting and 
analyzing target 

Generating synergies by 
merging portfolio companies analyzing target 

companies
merging portfolio companies

REALIZING VALUE
Realizing stand-alone 
improvements through 
cost savings

Growing through 
strategic realignment 
and sales-up actions

23Source: Roland Berger
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ACQUISITION – DUE DILIGENCE1.

Revised business plans are the basis for company valuation 
and decision making

Overview – commercial due diligence
Results of market Results of market 
due diligenceMarket

Drivers, volume, growth 
potentials, trends

REVISED BUSINESS PLAN

C
OMM

M
AKING

Competitiveness
Corporate and business 
strategy, products, competition

P&L

REVISED BUSINESS PLAN

MERCIAL

G THE R

Business plan
Plausibility checks (revenues,
cost development)

gy, p , p
P&L
Balance sheet
Cashflow

L D
UE D

R
IGHT D

Identification of improvement levers
Synergies, stand-alone cost savings, 

cost development)ILIGENC

ECISION
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ACQUISITION – PURCHASE PRICE1.

Leverage ratios are coming back down – In the first half of 
2009, total debt to EBITDA was 4.9

Leverage ratios [total debt to EBITDA, European LBOs]
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HOLDING PERIOD2.

The holding period offers the largest potential for value 
creation – This requires active PE investors

ROI improvement1) in 2 years, US restructuring cases [% points]
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HOLDING PERIOD2.

Comprehensive restructuring definitely has a positive impact 
on value creation

Development of cumulative abnormal return in comparison to CDAX
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EXIT3.

Generating value through exit is rather limited within current 
channel options

Exit channels by number of divestment [%]

> Trade sale to strategic investors 
remains the most important exit 
h l i 2008
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> Writeoffs increased to over 
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> IPO in current market conditions 
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Conclusion: A successful fund manager must be a company 
dealer and a top manager rolled into one

Conclusion

> Private equity funds are facing high return expectations by their investors that only few in the industry 
can meet

> Acquiring investments is becoming more and more difficult  Therefore  creating value only by "dealing" > Acquiring investments is becoming more and more difficult. Therefore, creating value only by dealing  
in companies is very difficult

> To stand out from industry average, all available value creation levers must be used, especially in the 
holding period

> Established management approaches are the main tools – restructuring, portfolio management and 
value management. In applying these tools, the private equity fund manager has to demonstrate that he g pp y g , p q y g
is superior to "normal" conglomerate managers

> A successful private equity fund manager must be a company dealer and a top manager rolled into 
one – he must at least must be able to manage both sides of the business

29
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