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targets over pricing. “This
year it’s increasingly moving towards the
waiting game,” says Thompson. “There
are a lot of businesses where we just
cant find reasonable bids" The broad
expectations of a recovery in Australasia
towards the end of 2009 suggest that
some companies may be right to wait.

"Experienced, hands-on, mid-market
firms will find the market ripe for roll-ups,’
says Nichols."Tough times bring industry
structuralissuestothefore,andtheweaker
competitors will be willing participants in
industry consolidation.” MVision's Murphy
agrees that, “severely limited access to
capital is creating attractive opportunities
for private equity to finance expansion
and capex plans, and bolster the capital
structures of high-quality companies
that previously relied on their banks or
have quickly encountered operational
underperformance.

“The whole industry here is very focused
on seeing their companies through an 18
month-2 year difficult period, Thompson

remarks. “They're definitely looking at
conserving cash and managing their
way through the cycle for existing
companies, while becoming excited by
the opportunities represented by distress
and falling prices.

Differentiators in the downturn

Last but not least among the challenges
for private equity in Australasia c.2009 is
internecine competition and the large
overhang of capital weighing on the
market. A falloff in available funding from
alternative capital sources is a timely
blessing, perhaps, for an industry that has
raised substantial volumes to invest. "We
remain concerned .. over the amount of
excess capital available to fund managers
in the region and in Australia, at a time
when investment size and volume
are likely to diminish further” observes
HarbourVest's Bilden. Thompson concurs
that, "there is still around AS$10 billion
[$6.5 billion] of dry powder, and that's
excluding the regional and global funds,’

though he takes a more positive view of
the potential capability to deploy this.
Needless to say, a total volume of
available capital approaching half the
size of the Australian government's
much-vaunted stimulus package has
the potential to stimulate the regional
economy if deployed in the right way.
However, not every firm may even bein a
position to contribute to that process.
"Equity is now critical in successfully
implementing an acquisition,” feels
Wenger. “Firms who have previously
engaged in successful fundraising efforts,
and who have funds at their disposal,
should be able to react quickly to any
attractive opportunities by capitalizing
on their equity base and using that to
support the required debtThe corollary is
that firms at the wrong point in the cycle
may face difficult months, if not years.
The pressure to improve businesses,
after years of favorable conditions, will
be ferocious for many firms. “In a low-
or-no-growth environment, it will take
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much harder work to add the same
amount of value," points out Squadron
Capital's Pierce. "Private equity managers,
many of whom have only experienced
the continuous growth of the previous
decade, will be stress-tested like never
before!

Kelley prioritizes flexibility in the current
market. “Investors with the capability
to execute non-conventional deal
structures, and to understand credit and
price debt, will be rewarded.” Nichols
agrees that, "in-house debt expertise
amongst private equity firms will also
prove a differentiator. The banks are likely
to be more discriminating in allocating
future leverage. Selective debt allocation
by the limited banks will determine the
future winners — and indeed, which
private equity firms are future industry
participants.”

“From our perspective, the news of
the death of private equity is probably
exaggerated,” Thompson finishes. "The
middle market does appear relatively
resilient” But it is clear that, for many
private equity firms, the stakes could not
be higher.

“The current downturn provides a
reminder of the more fundamental
characteristics that distinguish successful
managers, Bilden concludes. ‘“lt's
really back to basics. Those investors
who maintain rigorous due diligence,
disciplined  pricing, prudent deal
structuring, and operational value in
their companies are most likely to create
enduring value in good times and in
bad” -PSM





