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Executive
summary

This is the ninth in our series of
studies examining how European
private equity (PE) investors create
value in their portfolio companies.
Covering PE exits completed
between 2005 and 2013, the
studies track PE's performance and
company improvement record from
the pre-crisis period through the
economic downturn to the start of
the recovery witnessed in 2013.

With the benefit of nearly a decade of data at our disposal,
this year's study takes stock by analyzing the long-term

view of European PE's value creation capability. Our analysis
shows that while the external factors of economic cycles,
perceptions of the industry and predictions of where it might
end up are subject to violent swings, the underlying PE value
creation record has remained constant. That's not to say that
PE hasn't been affected by capital flowing in and out of the
industry and by wider macro challenges. It evidently has. But
what it does mean is that PE has not wavered in its long-term
focus on its core business model: making selective, carefully
evaluated investments; using control to enable strategic and
operational improvements to the businesses it backs; and
aligning incentives between management and investors,
which collectively underpin a strong performance record.

Our analysis shows that PE has consistently outperformed
public equity markets. We have shown this in each of our
eight previous studies, and the results from 2013 add
further weight to this. Exits between 2005, when our studies
began, and 2013 show that the gross investment returns
from PE-backed companies outperformed comparable
publicly listed companies by a multiple of over three times.
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Exit activity in 2013

As the European economy started to improve following several
years of instability, PE seized the opportunity to realize portfolio
companies, making 2013 a good year for PE exits. There were 77
exits in our population, a significant improvement on the 61 seenin
2012, with an improving trend in two of the three main exit routes.

IPOs stage a comeback

The big story for the year was the return of exits via IPO. Indeed,
PE-backed IPOs rebounded to a level not seen since 2006, with
13 companies in our sample listing, compared to just 3in 2012
and 5in 2011. PE took advantage of welcoming public markets
to realize value from its portfolio, as some of its highest-profile
companies opted to list.

Figure 1. Number of PE exits by exit route, 2005-13
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Increasing sales to PE

Secondary buyouts also staged a recovery as PE firms made the
most of improved and increasingly liquid debt markets in Europe.
In 2012, sales to other PE firms accounted for 38% of exits by
number; in 2013, the proportion was far higher at 55%. This
marked the highest share of exits since 2007, marking increased
confidence in the next stage of growth for these businesses.

Creditor exits on a downward path

The rate of creditor exits slowed in 2013, more in value than in
number, another encouraging trend. Indeed, exits to creditors fell
to their lowest level since before the crisis, with 6 in our sample for
2013, down from 10 in 2012. This suggests that the worst may be
behind PE in Europe, although there are still creditor exits to come.

Corporates remain on the sidelines

Nevertheless, the third main exit route — trade - declined in 2013.
Despite improving confidence among corporates, just 16 were
sales to trade, compared with 25 in 2012. European corporates
represented 44% of the total, with their activity one-third of the
level of 2005-07.

Overall, the exit market in Europe is showing signs of recovery,
with improved public market conditions and active debt markets
allowing for realization by IPO and secondary buyout. However, it
has not yet completely normalized. As we have noted in previous
reports, trade buyers will need to return in force over the coming
years for this to happen. With M&A numbers increasing through
2014, we may see some improvement this year as corporates start
to return to the Europe PE portfolio for acquisitions, as they have
already done in the US.

PE emerging strongly from the
downturn

Our results demonstrate that PE is now emerging from the
post-crisis period in good shape. After a difficult period, exits

are coming through more steadily, and the value in the portfolio
is now starting to be realized. The last 10 years have been an
extraordinary period for European PE — it has experienced a boom
followed by bust at a relatively early stage of its development. As
it now settles into greater maturity, and with the benefit of nearly
a decade of data, this report looks at how the industry arrived at
this point. We examine how PE has managed through economic
volatility and swings in public opinion and assess PE's long-term
value creation record.
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Our study this year views the
industry’s value creation record
through a long-term lens. It shows
that while PE has not been immune
from the swings of the capital
markets and the cyclical nature of
the wider economy, it has continued
to deliver returns to its limited
partners (LPs) by first investing

in the right businesses and then
building long-term sustainable
growth in the companies it backs.

Pre-crisis exuberance

Compared with many other asset classes, PE in Europe is a relative
latecomer. In the late 1990s, it was still in its infancy, with many
newly formed partnerships emerging and established firms just
starting to expand their European coverage.

In the early 2000s, however, the economic environment started to
heat up. The debt markets in particular became more liquid from
2005 onward, and capital flowed into the industry from LPs on an
unprecedented scale: European PE fund-raising reached a peak in
2008 of US$157b, a total that still has not been surpassed. This
was a growth in scale of sixfold in a handful of years.

Figure 2. Global PE fund-raising, 2000-08
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With ready availability of debt and large amounts of equity capital to
deploy, PE targeted ever-larger deals. The peak year for the value
of deals in Europe was 2007, when US$246b of PE deals were
completed, attesting to the scale of the acquisitions being made by
PE. PE deals became so large that they began to equal the size of
the very largest companies on the public markets. For example, in
the UK, the largest PE deal — Alliance Boots — was the 34th-biggest
company by market capitalization on the London stock market. It
was clearly a time of exuberance, and the prevailing view was that
no public company was out of PE's reach.

Figure 3. Public stock market ranking of largest PE deal,
2000-07
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This sequence of events led to many believing that PE would
become an asset class so large it would challenge public equities
and that there would be a seismic shift in the modern capital
landscape. At this point, the largest funds raised had been

around the US$20b mark; yet in a classic sign of the hubris that
characterized the time, there were some predicting that a US$100b
deal was just around the corner.

Underpinning this sentiment of invincibility were, of course, strong
returns. Our analysis of gross investment return for exits in the
2005-07 period averages 3.3x invested equity, with a gross internal
rate of return (IRR) of 40%. Yet the attribution of these returns

also highlights that additional leverage over and above comparable
public company net debt, plus heady stock market returns, were
exaggerating the uplift in PE investment returns. Additional
leverage and comparable public company return accounted for
almost two-thirds of the gain.



Figure 4. Equity multiple on PE exits — attributable sources,
2005-07
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The crash and predictions of
PE's demise

Then came the shock. Following the collapse of Lehman Brothers in
2008, PE was hit hard by the effects of the financial crisis and the
economic malaise that ensued at a global level. The instability of
the euro over the years that followed added a further dimension to
the difficulties faced by the industry. PE slowed down its investment
and exit activity dramatically in Europe as its focus shifted to
preservation. In our population of midsize and large investments,
new investing activity fell 92% from 2007 to 2009, and exit activity,
excluding forced or creditor exits, fell by 83% in value and 87% in
number (from 94 to 12). Meanwhile, creditor exits in our population
increased from 1 or 2 a year in the 2005-07 period to 20 in 2009.

Figure 5. New PE investment and PE exits — entry enterprise
value (£b)
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As the crisis unfolded, the prevailing view changed from one of PE
challenging the public markets to one that PE was now irreparably
damaged and that it would never fully recover. Some even predicted
that up to 50% of the entire PE portfolio would fall to creditors and
that up to 40% of PE firms would never raise another fund.

In the meantime, LPs were forced to withdraw some of their
support for the industry. Many faced relative overexposure to PE
as public markets investments fell in value. In addition, with fewer
exits completing than they had anticipated, many faced issues with
liquidity. As a result, fund-raising totals fell to reach a low in Europe
of USS60b in 2010, a decline of 62% from 2007.

At the same time, public opinion around PE shifted to negative in
the extreme. The pre-crisis era had already seen politicians and
the media voicing concerns about the transparency and modus
operandi of PE houses as they targeted household names and
ever-larger companies. European PE's immaturity at this stage was
all too evident: the industry failed to respond quickly or effectively
enough to these criticisms, and the mud stuck. This meant that,
post-crisis, PE was lumped together with other — unrelated - parts
of the financial landscape, and the industry was blamed for playing
a part in causing the economic woes that characterized the period.

A study of 2013 European exits | 9



Detractors proved wrong

However, despite the narrative surrounding the industry shifting to
pessimistic mode, PE portfolios remained resilient to the downturn:
the 50% creditor exit predictions proved to be wholly unfounded.

In fact, the 2010-13 rate is 13% of exits going to creditors — a
remarkable outcome, given the strength of the downturn. Even a
more challenging financial test (i.e., measuring the investments
where PE investors lose money) shows the resilience of the
PE-backed businesses over time — both those exited and in portfolio.
The results over 2010-13 show that 21% of exits returned equity
to investors less than their investment. Or 79% of all investments
returned more than the initial investment - a pattern that we
expect to continue as the current portfolio is realized. PE has been
a careful and selective investor with a strong, albeit not perfect,
track record.

Figure 6. Percentage of PE exits with equity multiple
less than 1
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In fact, PE-backed businesses remained more than resilient, with
those exited showing outperformance against comparable public
companies in every year we have conducted these studies, bar
2009. For portfolio companies exited between 2005 and 2013, PE
investors achieved a gross return of 2.5x equity invested, with PE's
contribution in the form of strategic and operational improvement
initiatives in the companies it backs resulting in the largest single
source of gain. Despite the difficult post-crisis period, our results
show that the PE effect remains strong.

Drilling down further to analyze by stage of the economic cycle,
our results point to PE's ability to add value to portfolio companies
through good and bad times. Returns were clearly boosted during

10 | Taking stock | How do private equity investors create value?

the boom years by additional leverage and high stock market
returns; they were also affected by the downturn as leverage
became less available and the stock markets fell. From a high of
3.3x in the pre-crisis era, returns fell to 2.1x in 2008-09, where
they remained in 2010 to 2013 as the effects of the euro crisis
took their toll on the PE exits achieved.

Figure 7. Equity multiple on PE exits — attributable sources,
2005-13
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Nevertheless, PE's core focus — its value-enhancing measures
above market — has had a positive effect throughout the period,
accounting for an average of 0.6x of PE's 2.5x return between
2005 and 2013. The extra leverage effect and the contribution of
stock market returns have waxed and waned over time, while the
PE strategic and operational improvement effect has been the most
consistent throughout.

Investors in PE (principally pension and life insurance funds) focus
on the total return achieved on their investments, which at a

gross level is over 3x comparable public company performance.
An important, though declining, element of this outperformance
comes from the additional financial leverage that typifies PE
investments versus public company benchmarks. In aggregate, the
increased financial leverage of 57% net debt in PE exits, versus 19%
in comparable public companies, enhances equity returns to the
benefit of investors in the PE asset class. As holding periods have
lengthened since the downturn, the benefit of additional leverage
has declined.



Figure 8. Sources of PE outperformance
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Adjusting for differences in financial leverage gives a proper
comparison of investor return and the underlying performance
drivers. Over the whole period of our studies (2005-13), the
most important source of PE outperformance is faster profit
growth. The relative importance of this has increased since the
pressure of the downturn and now represents the major source

of PE outperformance. As we have shown in prior studies, faster
profit growth in PE-backed businesses stems from faster growth
in productivity, rather than employment. Most profit growth
comes from initiatives to increase revenue, including international
expansion, targeted investment in sales resources, and backing new
products and brands. Profit growth is also boosted by operational
efficiency initiatives, and the effect of bolt-on acquisitions, which
exceed the effect of partial disposals.

The change in valuation multiple was a significant driver of
outperformance in the 2005-07 exits, as savvy PE investors
benefited from low market prices that were still found across
Europe in the early 2000s. However, as acquisition prices rose —
from an average 9x in 2005-07 exits, to 10x in 2008-09 exits to
over 11xin 2010-13 exits — this source of outperformance has
declined. It is interesting to note that most of the PE investments in
our population were both acquired and sold in competitive auctions,
or to/from public stock markets, where there was little systematic
opportunity to buy low or sell high.

The third value driver, change in net debt, was adverse in two of the
three time periods, as a result of organic and inorganic investments
in the PE-backed businesses, ahead of public company benchmarks.
This reversed in 2008-09, when PE acted fast to conserve cash.

Where is European PE today?

As we've demonstrated, PE's record of value creation comes
through loud and clear despite the background noise that has
surrounded it. As exit markets normalize over the coming years
with the return of trade buyers to Europe, and as PE works
through the exit overhang, our research points to continued
outperformance as a result of the industry's focus on selective
investment, sustainable growth and business improvement.

Our analysis of the current portfolio finds evidence of considerable
value that has yet to be realized, with some of PE's best

portfolio companies still to come to market. Distributions from
these investments will help to underpin continued growth in

the fund-raising market. In 2013, US$114b was committed to
European funds, and the signs so far this year suggest the totals
will be higher in 2014 — LPs are demonstrating a vote of confidence
in European PE.

Strong fund-raisings, coupled with an increasingly mature debt
market in Europe, are increasing deal totals as PE continues to
source high-quality deals across the continent. Last year saw
USS$S87b of PE deals in Europe completed, the highest value since
2008. This trend has followed through into 2014 as M&A activity
has picked up and secondary buyouts have continued apace.

With exit, fund-raising and investment totals all on an upward path,
PE has now turned the corner after a difficult few years.

Meanwhile, over recent years PE has taken great strides to improve
its reporting to LPs and to engage more effectively with wider
stakeholders. This is a significant, long-term development and will
help to improve the industry’s image and standing. In addition, the
industry is now taking on increasing regulation in the form of AIFMD
in Europe and Dodd-Frank in the US. These developments will
ultimately lead to advancements in disclosure and communications
and further establish PE as an integral part of the capital markets
landscape.

The last decade has been one of enormous upheaval for European
PE, particularly given its relative immaturity before the crisis.
Nevertheless, the PE model in Europe has proved it can withstand
external, macro shocks by delivering outperformance versus public
market companies through an unstinting focus on creating value in
the businesses it backs.

A study of 2013 European exits | 11
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Our studies over the last nine years
have demonstrated the consistency
of PE's approach to building value in
the companies it backs. They have
helped to prove that the PE model
thrives amid periods of exuberance
and external shocks as the industry
continues to deliver market-beating
returns.

European PE firms are staying true to the core model of being
disciplined, highly selective and hands-on investors — just as they
have through the economic cycle. They have also been building
their own businesses through embracing the opportunities of
greater sector focus, moving into new markets, expanding their
investor and operational teams, and fostering rising talent.

Six years on from the onset of the financial crisis, it is clear that
PE has not only weathered the economic storm but has emerged
relatively unscathed, largely because of its unrelenting focus on
creating sustainable growth in each of its investments. Despite
this, the industry still has its detractors. Now that European PE is a
regulated, mature industry that has become an established part of
the economic landscape, it's high time that the debate moved on.

There is more that PE can do to shift the narrative to a more
positive tone. As we've demonstrated in all our studies, the industry
has a good story to tell. Moves to build in-house investor relations
and communications teams have helped professionalize PE's
engagement with all stakeholders. However, the industry needs to
build on its work to improve transparency and disclosure through
greater collaboration at a national and European level. Momentum
is starting to build on these efforts, in many cases led by the
national and European associations, but further development relies
on the continued involvement of PE firms at an individual level.

European PE is adjusting to the new regulatory environment and is
making good progress on implementing the requirements imposed
by AIFMD. This is helping to institutionalize and standardize
procedures and processes within PE firms and puts in place
third-party oversight of funds. These developments may not be
welcomed by all, but over the longer term, they should help PE to
validate its record of value creation and its ability to achieve
above-market returns for its investors.

The European IPO staged a comeback in 2013, and so far, 2014
looks as though it will be another strong year for exits on the public
markets. While it is highly likely that the number of exits via IPO will
surpass that of last year, PE will need to manage these exits with
care: there are some signs that the headiness of the markets that
characterized 2013 is now starting to abate.

At the same time, a deepening and further development of the
European credit market means that secondary buyouts will
continue to be a good exit route for PE, including for some of

the larger companies in the portfolio. The outlook for M&A is
also promising as corporates are picking up their activity levels,
which should provide both exit and new investment opportunities
for PE — and will help to normalize PE exit activity over the
coming years.

New investment will be supported by the improvement in the fund-
raising market, where totals are beginning to reach levels not seen
since the crisis. There is evidence that this pickup is the start of a
long-term trend: LPs continue to be attracted by PE's long-term
performance record and are increasing their allocations to the
asset class.

Overall, the outlook for PE is positive. The conditions around the
industry are improving on all fronts — there is a greater availability
of equity and debt capital for investment, a steady pickup in the
economic environment, a shift in the perception of the role PE has
to play in the European economy, and, in mid-2014, strong activity
in two of the three main exit routes.
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The 2013 study provides insights into the performance
and metnods of PE, based on analysis of the largest
European busnnesses that PE has owned and exited
over the past nine years,«'Ill

To av0|d performance bias, and to ensure a focus
on the largest European businesses owned by PE, p
exits were screened to capture only those that had
and enterprise value (EV) at entry of more than
€150m. This criterion also applies to our estimates
of the current size of the PE portfolio, and the new"
investments into, and exits out of, this population.
In.total we have identified 604 exits ofibusinesses
that met our criteria over the study period from
2005 to 2013. -

We analyzed business performance for the duration
of PE ownership (i.e., from entry to exit) based on
key performance measures, including equity multiple
(defined as equity realized over equityinvested),
changedin EV, profit (defined throughout this,report
as earnings before interest, tax, depreciation and
amortization or EBITDA) and valuation multiple
(defined as EV over EBITDA). To measure aggregate
economic impact, we used weighted averages.

In order to benchmark the performance of PE-backed
businesses, we have compiled comparable financial
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data on over 6,000 public companies across European
stock markets. This enables us to create country,
industry sector and time-matched public company
benchmarks for each PE investment. The data was then

aggregated to compare the performance of PE-owned
pusinesses with that of public companies over the

i perj.qq?(_)f_ P.E nwnership.

This independent study is built with public data across

‘the whole population and detailed, confidential -

interviews with former PE owners of these businesses.
Overall, we have performance data for 434 businesses,
or 72% of the total population. Looking across key
performance dimensions (e.qg., deal size, sector,
incidence of creditor exits), there is no discernable bias
in the composition of the sample compared with the
whole population.

The ability to'incorporate data obtained directly
from interviews with top PE investors is an important
feature of the study. Another isithe scope and depth
of'our research, with a data base of more than 400
European PE exits, Our study is recognized by many
commentators as the authoritative.work in this field.




Sachin Date
London

+44 20 7951 0435
sdate@uk.ey.com

Harry Nicholson
London

+44 20 7951 5707
hnicholson@uk.ey.com

UK

Bridget Walsh
London i
+44 20 7951 4176
bwalsh@uk.ey.com

Belgium

Marc Guns
Brussels
+32 2774 9419

Jmarc:guns@pe.ey.com

Czech Republic

Peter Wells

" Prague

+420 225335 254
peterwells@ez.ey.com

#

France

Paul Gerber
Paris

. +33 155610965

paul.gerber@fr.ey.com

. Laurent Majubert

Paris !
+33 155610629 v
laurent.majubert@fr.ey.com

Germany

“Klaus Sulzbach

Frankfurt
+49 6196 996 26186
klaus.sulzbach@de.ey.com

India

Rajiv Memani

New Delhi

+91 124671 4111
rajiv.memani@in.ey.com

Mayank Rastogi

Mumbai

+91 22 6192 0850
mayank.rastogi®in.ey.com

Italy

Umberto Nobile

Milan

+39 02 80 669 744
umberto.nobile@it.ey.com

Luxembourq _

lain Kinsch =~ v g
Alain Kinsch -7 [ ol Pl
“Munsbach R Ly ni. ot _['
+352421248355 | .

©alainkinsch@lu.ey.com
. . i *
Middle East o
i .

Matthew Benson
Dubai

+97143129395 &
matthew.benson@ae.ey.com

Netherlands

Maurice van den Hoek
Amsterdam

+31 88 407 0434
maurice.van.den.hoek@nl.ey.com

Nordics

Michel Eriksson
Stockholm

+46 852 059 354
michel.eriksson@se.ey.com

Global
" Jeff Bunder - !

Poland

Brendan O'Mahony

Warsaw

+48 22 557 8924
brendan.omahony@pl.ey.com

Russia

Leonid Saveliev

Moscow

+7 495 705 9702
leonid.saveliev@ru.ey.com

South Africa "

Gra oe

A%

i

v Juanlybgz 1,"':.; i ’___. '

_ Madrid s
+34 915725195 '
Juah.LdpezdeﬂAIgazar@es.ey.com'

Turkey i) "
Demet Ozdemir '
Istanbul

+90212:368 5264 AT " 1
demet.ozdgmir@tr.ey.com

+1212 773 2889
jeffrey.bunder@ey.com

Michael Rogers
+1212773 6611
michael.rogers@ey.com -

A study of 2013 European exits | 15




EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build trust
and confidence in the capital markets and in economies the world over.
We develop outstanding leaders who team to deliver on our promises
to all of our stakeholders. In so doing, we play a critical role in building
a better working world for our people, for our clients and for our
communities.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is
a separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. For more
information about our organization, please visit ey.com.

How EY's Global Private Equity Center can help your business

Value creation goes beyond the private equity investment cycle to
portfolio company and fund advice. EY's Global Private Equity Center
offers a tailored approach to the unigue needs of private equity funds,
their transaction processes, investment stewardship and portfolio
companies’ performance. We focus on the market, sector and regulatory
issues. If you lead a private equity business, we can help you meet
your evolving requirements and those of your portfolio companies
from acquisition to exit through a highly integrated global resource

of 175,000 professionals across audit, tax, transactions and advisory
services. Working together, we can help you meet your goals and
compete more effectively.

© 2014 EYGM Limited.
All Rights Reserved.

EYG no. FRO137
CSG/GSC2014/1393430
ED None

@ In line with EY's commitment to minimize its impact on the environment, this document
has been printed on paper with a high recycled content.

This material has been prepared for general informational purposes only and is not intended to
be relied upon as accounting, tax, or other professional advice. Please refer to your advisors for
specific advice.

ey.com/privateequity



