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Welcome to the September issue of Private Equity Strategies. This month we are focused on the fourth quarter and how current trends may shape the industry in 2014.
Insider trends opens the issue with an in-depth discussion on fundraising and
regional opportunities according to Antoine Drean, founder of Triago and Palico two
private equity advisory companies.

Coverage of recent notable cases and changes in
private equity regulation.

Following this theme we’ll look at recent data from SEI on the state of private equity
overall . SEI’s annual survey shows that both investors and GPs will need to change
their expectations when it comes to finding investment opportunities that generate
returns going forward.

This industry sector is still hot with both
investors and firms

Regs Watch will take us through some other notable regulation changes.
In our Dealmakers Q&A we ‘ll talk to Bregal Sagemount about a recent health IT
transaction and look at the rapid growth in that sector.
Tools of The Trade returns this month with the launch of Topquartile.com a new
service to track private equity deals and investor data in a secure way.
Finally, as always, Quick Hits highlights new transactions and events to be aware of.
Thanks again for your on-going feedback and tips, please keep them coming.
Best,
Bailey McCann
Editor
Bailey McCann
Editor, Private Equity Strategies
mccann@opalesque.com
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Insiders View: Investors & GPs On The Hunt For
Quality
Bailey McCann
Private Equity Strategies

A

ntoine Drean is the founder of
Triago, and Palico. Both companies
focus on private equity advisory and
placement services, making him uniquely
positioned to comment on the trends we’ve
seen in private equity this year, and into the
future. Triago was founded in 1992, as one
of the first ever private equity placement
agents, and Palico is the first regulated online market place for private equity investments.
“2013 is turning out to be a good year for
fundraising, surprisingly. However, its not
consistent, it looks really easy for some and
very difficult for others. LPs are becoming very selective, and they are looking for
teams that can handle the current environment, which is very different from 5-6 years
ago,” Drean says in an interview with Private
Equity Strategies.
He notes that the private equity market is
showing signs of recovery and investment
potential moreso in the US than in the EU
– “there is credit available in the US, which
isn’t really true in the EU right now.”
LPs are also looking for value creators like
niche funds, sector specific funds, or regional
plays in recovering regions like Asia. “I think
people are surprised how interested LPs are
when it comes to private equity. They are
increasing their exposures and if you look
at other asset classes it’s not really surprising, private equity still has the possibility of
being a double digit return asset class, which
you won’t necessarily find in other parts of
the market.”
When it comes to Asia, Drean notes opportunities in Chinese satellite countries as well
as pockets of opportunity in China itself.
“The issue us China has over 1,000 GPs on
the ground, so I think the real question is the
number of players in that market. There is

Copyright 2013 © Opalesque Ltd. All Rights Reserved.

still some excitement, but there are
a very small number of horses to
bet on, instead of making a macro
play.”
He says that 2014, should be another good year for private equity
investing, but again only for the
teams that can really perform. “The
dry powder is vanishing, some
funds will have to return money to
LPs if they can’t find a place to invest. I think you’re going to start to
see the less disciplined GPs looking
to put money to work at any price.”
No end in sight for the Eurozone
Like many other market observers, Drean sees the US leading
the recovery, with private equity
investments in Asia following close
behind. However, the Eurozone is
unlikely to see recovery or recovery
of investment any time soon. “In
Europe, the crisis is definitely not
over and it is hard to see when the
investment comes back, there are
significant structural issues at play
there.”

He notes that even the growth
stories on the continent will pale in
comparison to structural problems
as long as those problems persist.
“European governments and their
people are going to have to face a
different lifestyle, a different way of
understanding their economies if
they want to get out of this, that’s
not a quick and easy fix.”
For those pushing a cautious
view on the US, Drean takes the
opposite stance - “I hear people in
the US talking a lot about inflation,
but I don’t necessarily see where
that inflation comes from.” He sees
significant opportunities in US in
private debt, infrastructure, and
real assets. “All of these areas are in
fashion right now because the risk/
return profile is desirable.”
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Movers and Shakers: Private Equity & The
Slow-Motion Shakeout
By: Bailey McCann
Private Equity Strategies

The private equity market has been laboring to regain its footing since the 2008-2009 financial crisis; however, the
overall outlook remains positive and allocations continue to climb. Fresh demand is also emerging, and the economics
of the business remain attractive enough that new fund managers continue to emerge, according to the latest survey
of private equity firms conducted by SEI.
SEI manages or administers $507bn in mutual fund and pooled or separately managed assets, including $204bn in assets under management and $303bn in client assets under administration. The company conducts their survey annually, and it includes a total of 654 organizations.
According to the survey, since the 2008 crisis brought the industry down to earth, managers are learning to adapt but
some structural challenges remain. Survey authors offer up a number of key points for managers to consider going
forward, including some broader trends we’ve reported on in previous issues. Specifically, funds will need to consider
previously untapped sources of capital, and include the secondary market in their considerations. 61% of institutional
investors said they are using the secondary market in some way. (In our May issue, we discussed the rapidly growing
secondary market and how it’s no longer just for fire sales.)
Nearly all of the survey respondents said they thought private equity would continue to play a critical role in portfolios
as a means of diversification and long-term returns. But, both managers and investors alike are unlikely to see a return
to the go-go days of the mid-2000s. Investors listed performance as their number 2 consideration when evaluating a
private equity firm.
Following a trend we’ve seen in the hedge fund space for a number of years, GPs are also putting downward pressure
on fees. Both investors and consultants said in the survey that they would make a larger commitment to a given fund,
if that fund agreed to lower its management fee.
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Some troubling information was also included in the report – four out of five GPs that are under $1bn are not prepared
to meet the requirements of form PF nearly two years after the requirements became a reality.
Other firms, having invested at the peak, or trying to invest now may not be able to produce positive returns for their
LPs. Many funds that invested at the peak, and perhaps overpaid are now coming to the end of their life cycle and
facing a disrupted cycle. An estimated $100bn is currently held in these so called “zombie” funds. The sheer volume of
these funds is spurring the growth of another type of fund structure devoted to buying these portfolios (see our February issue with NewGlobe Capital, one such firm), but this also represents a new reality for the industry that will take the
next five to ten years to really work itself out.
Overall, the private equity industry amounts to some $3.3tn in assets and nearly $1tn of that is in uncalled commitments. Even though 2013 was a good year overall for the industry as Antoine Drean mentioned in our Dealmakers Q&A,
and 2014 looks to be equally positive, the market isn’t seeing growth and activity at a rate that would readily account for
that $1tn.
As we have reported, fundraising is also exceptionally competitive, and investors are quickly realizing that they will
need to take a hard look at potential investments to avoid becoming part of that $1tn. According to the report, the pace
of fundraising in the US during first quarter of this year slipped 12%. If the listed equities markets continue apace into
2014, GPs may see fundraising continue to drag.
Family offices continue to be the single largest allocators to private equity, with the survey reporting that more than
10% of family office portfolios are allocated to the industry. Foundations and endowments come in second, followed by pensions although, there is significant variability among pension allocations. 36% of investors in the survey
reported that they plan to increase their allocations to private equity over the next year, this group includes some new
entrants as the popularity of private equity as an investment continues to grow.
“But its enduring popularity is also proving to be its Achilles’ heel,” report authors write. “After making the most of cheap
credit and raising unheard of amounts of capital in the run-up to the financial crisis, the music stopped and left GPs
standing with nowhere to go. With valuations climbing once again, it is increasingly difficult to find attractively valued
assets and put capital to work. Exits also remain difficult due to a relatively slack IPO market. As a result, the industry
continues to trundle along in the same rut it has been in since 2008, even as fund managers attempt to raise capital in
amounts that the market cannot easily absorb. Cost pressures are starting to mount.”
“Private equity may never revisit the heady days of only a few short years ago, but it will undoubtedly continue to provide an important conduit for capital. Not all funds will survive and not all GPs will make it, but others will thrive as
they make the strategic decisions and tactical adjustments necessary if they are to survive the slow-motion
shakeout currently underway.”
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Regs Watch: Brief Updates on Changes in
Regulation for Private Equity

A

a journalists like me and lawyers
have written ad nauseum, new
and ever more regulations are in
the pipeline for private equity and
alternatives as a whole. Here we will
hit on some of the cases of note and
provide links to new guidance over the
past month.

JOBS Act Title II Goes Live Today:
Private Investing Meets The Internet
Title II of the JOBS Act which will allow for
crowdfunding went live today, that change
marks one of the biggest for private financing options in recent memory and VentureBeat says the internet could ‘eat financing
and investing’.

China Securities Regulatory Commission (CSRC) Became Sole Regulator of Private Equity (PE) Industry

Estate Planning For Executives Involved In Crowdfunding: What To Do
Before You Crowdfund

House Republicans blast SEC on
private funds, say focus should be
on RIAs

Thomas Vass kicks off a series on what
crowdfunding executives will need to know
about how crowdfunding may affect their
legacy.

Congressmen claim that the agency is
protecting fat cats at expense of ordinary
investors - Investment News

AIFMD & Private Equity Managers An
implementation checklist
An alternatives consultant provides his
breakdown of key issues for AllAboutAlpha.
com.

General Solicitation Begins
Along with Title II, private investment firms
can now begin general solicitation under the
new JOBS Act rules.

The long fight between China’s regulatory
agencies for the private equity (PE) and
venture capital (VC) industry has finally been
concluded.

More Deals, Smaller Transactions
Freeman & Co. has released their 8th annual
report on the state of private equity, highlighting
some trends mentioned earlier in the issue.
Notably, data shows that dealflow is increasing
but transactions are still smaller in size than they
were before 2008.
H1 2013 saw 50 closed transactions (entry
and exit deals) with an aggregate disclosed
transaction value of $9.9 bn in FIG PE. Disclosed
deal value is down 26% year-over-year. The
average transaction size was $354m, down from
1H 2012’s average size of $393m.
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SEC Proposes Rules on CEO Pay
Ratio Disclosure
On September 18, 2013, the Securities and
Exchange Commission (SEC) proposed rules
requiring publicly-traded companies to
disclose the ratio of median compensation
of all employees to the compensation of the
principal executive officer.

DOL Says ‘Spouse’ and ‘Marriage’
in ERISA Include Same-Sex Legally
Married Couples
The terms “spouse” and “marriage” under
the Employee Retirement Income Security
Act and related guidance should be read to
include same-sex legally married couples,
according to new DOL guidance.

Starboard Drops Opposition to Smithfield
Takeover Valued at $7bn
Activist hedge fund Starboard Value LP dropped its opposition to the takeover of US-based Smithfield foods by a Chinese
meat processor. The deal is valued at approximately $7 billion. In an SEC filing, the firm said that the company could not
cobble together a sufficiently competitive club deal to rival the
bid.
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Dealmakers Q&A: Health IT Still A Private Equity Darling
By: Bailey McCann
Private Equity Strategies

In our last issue, we covered a notable health IT transaction involving Adriema, this issue shows that Health IT continues to be a hot sector for private equity. Early this month, ZeOmega Inc., a health care population management
company, announced that it has raised $21.5 million in growth equity financing from New York private equity firm
Bregal-Sagemount.
Bregal-Sagemount is a growth-focused private equity fund, and led the round with participation from ZeOmega’s
existing investors, BlueCross BlueShield Venture Partners, L.P. and Sandbox Industries. The transaction is the third
recent private equity healthcare investment made by Bregal-Sagemount’s $500 million debut fund in the last several
months. These transactions highlight a continuing story in Health IT that shows no sign of abating.
ZeOmega will use the capital infusion to fund new investments in its infrastructure and personnel.
“The company has $20 million on the balance sheet right now and no debt, so this will be a war chest for strategic
acquisitions,” explains Bregal Sagemount Founding Partner, Phil Yates in an interview with Private Equity Strategies.
According to Yates, Bregal has been involved with the company for about a year. Bregal has also closed three other
health IT transactions so far this year. “The new focus on fee for outcome services in healthcare will be beneficial for
ZeOmega, it is a premise that made the company standout.”
Elsewhere in the health IT universe, Brazos Private Equity Partners announced that its portfolio company, Healthcare
Solutions, Inc., has acquired Modern Medical, a pharmacy management and specialty health services company serving the workers’ compensation market. The investment is Healthcare Solutions’ third add-on acquisition.
Healthcare Solutions is the parent company of Cypress Care, Procura Management and ScripNet. The Company completed the acquisition of Modern Medical on September 13. The acquisition brings together two organizations with
specialized expertise focused on end-to-end healthcare cost containment.
Healthcare Solutions was originally a workers compensation pharmacy management company, but has made a number of strategic acquisitions to evolve into a comprehensive medical services company for the workers compensation
and auto insurance markets. Those services now include - durable medical equipment and supplies, prosthetics and
orthotics, diagnostic imaging, physical medicine, and transportation and language services, as well as managed care
products including PPO networks, medical bill review and case management.
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“Consistent with our initial investment thesis, the containment of medical costs within the workers’ compensation
and auto liability markets is of critical importance to payors,” said Jeff Fronterhouse, Co-Founding Partner and Co-CEO
of Brazos.

Recent Health IT Transactions:
--Lift Labs Launches, Raises $1M in seed
funding from Silicon Valley angel investors. The
company makes devices designed to improve
the quality of life for Parkinson’s patients.
--Business Development Bank of Canada (BDC)
will invest $135M in health IT. The venture
capital arm of the bank wants to invest in
medical technology, innovative therapeutics,
diagnostics, health IT, mobile technologies,
services, robotics and automation.
--Sproutling, a maker of wearable baby
monitors just announed $2.6M in funding
from First Round Capital, Forerunner Ventures,
FirstMark Capital, Accelerator Ventures, Lemnos
Labs, BoxGroup (David Tisch) and Shawn
Fanning.
-- Michigan-based Venture Investors Raised
$80M for Fifth Early-Stage Tech, Health-Care
Fund
-- Imaging Dynamics Company Ltd. which
focuses on medical imagery, has closed its
previously announced private placement of
company shares.
--Intelomed, Inc., a developer of noninvasive
medical devices and technology for monitoring
cardiovascular stability, recently raised $4M from
new and existing investors in a successful Series
A round.
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Tools of The Trade: Former SL Capital Partners Execs Launch
TopQ
By: Bailey McCann
Private Equity Strategies

TopQ, a new software company launched by former private equity investors has launched a software solution of the
same name, available on topquartile.com. The company was founded in 2013 by Graeme Faulds and Graham Paterson, both founding partners of SL Capital Partners, one of the world’s leading private equity fund of funds, and Drake
Paulson, a veteran of the private equity software industry.
TopQ provides secure exchange and analysis of track record data between private equity fund managers and institutional investors.
TopQ allows private equity fund managers to upload their fund performance data securely and quickly, and share
their data with invited institutional investors. Using TopQ, investors can then analyze the data with new data visualization tools allowing for a deeper and more efficient understanding of disclosure data.
Private equity fund managers raise capital from institutional investors through a marketing process that can take
anywhere between a few months and two years. In order to do this, they need to communicate complex and confidential performance track record data with prospective institutional investors. Until now, this has been done almost
exclusively using spreadsheets, a practice which has a number of drawbacks.
“It was always unbelievable to us that we were working in a $3 trillion industry still predominantly run on spreadsheets,” said Graeme Faulds, co-founder of TopQ. “This has always made track record analysis a painstaking and longwinded process for both fund managers and investors.
TopQ is built using a suite of proprietary technologies that include: an “intelligent import” capability, which means
the platform can interpret track record data from a variety of spreadsheet formats; “dynamic filtering” which allows
track record data to be filtered by geography, industry, individual team member etc, at the touch of a button; and a
range of customizable charts and configurable tools, designed specifically to illustrate aspects of private equity fund
performance, which can be arranged within TopQ’s “widget framework”.
TopQ’s sharing function means that track records are viewed only by their intended recipients and all the key data
is encrypted using the latest 256bit AES technology. The system also provides an audit trail of who has worked on a
track record and when.
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Quick Hits
Troubled device company BlackBerry
will go private in a $4.7bn deal. The
smartphone maker has found it tough
to compete against more popular
models.
New York Life Insurance Co., fired
Trevor Clark, the chief executive officer of the Madison Capital Funding
LLC unit, for violating policies tied to
personal investments. Hugh Wade has
been promoted to acting CEO of the
private equity firm.

CDH Investments is inching closer to
a final close of its $2 billion fifth fund,
the firm will be having its annual
meeting in Hong Kong this week. The
firm started fundraising last year for
this fund.

BNY Mellon has added an enhanced
distribution waterfall capability as part
of its private equity fund services. The
service essentially automates what was
previously a fairly involved manual set
of processes.

10
10

Dubai-based Havenvest Private Equity
Middle East Limited and Riyadh-based
Al Rashid Group acquired a significant
minority stake in IT integrator Omnix
International.

Birch Hill Equity Partners Management
Inc. and the Catalyst Capital Group Inc.,
have signed up to bid in the upcoming
Canadian wireless spectrum option.
The last noteable alternatives involvement in wireless spectrum included
troubled hedge fund manager Phil
Falcone.

Alternative Assets
Summit

October 1-3, Las Vegas, NV
Hosted By: Alt-Assets.com Victor Park
Use code OPALESQUE15 for a 15%
discount!

Best Practices for Overseeing
Private Equity Portfolio
Companies
Hosted by: Capital Roundtable
October 3, 2013 - New York, NY

Private-equity firm Providence
Equity Partners is increasing
its stake in cable operator
Hathway Cable & Datacom Ltd
with an $18.5m investment

IPO News: Twitter surprised the
industry with its long-awaited IPO
announcement,and now Spanish
language television network
Univision is also in talks about an IPO
in early 2014.

NDB Capital Holdings PLC, a unit of
Sri Lanka’s NDB Bank group said it is
planning to enter into an agreement
with the New York-based Zephyr Management LP to create a Private Equity
Fund.

About the Editor: Bailey McCann is a reporter and analyst
based in the US, with experience covering government, policy
and regulatory issues in addition to her coverage of alternative
investments. Prior to her work with Opalesque, she provided
research and media intelligence for members of Congressional
and White House offices, government contractors, and Fortune
500 companies. She has also reported on, and done policy
analysis of state and local government issues. She may be
reached directly at mccann@opalesque.com
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