German M&A Focus

The BVK (German Private Equity and Venture Capital Association) offers
its members and third parties 4 wide range of services — primarily, par-
ticipation in the most comprehensive network of private equity firms in
Germany. Through the BVK, companies conducling enquiries into private
equity can search for potential investors based on their specific require-

ments for capital.

According to the BVK's managing director Darte Héppner, and its president

. Hans Ostmeier, the German private cquity market has gained a let of

stability in recent months, This emerges from the statistics for the German
private equity market in 2010 recently released by the BVK.
I to EUR 4,44 billion in 2014

compared o 2009, Appreximalely 1,300 mostly small and medium-sized

ments in Germany increased by 557

companies are financed with private equity and supported in their quest

to overcome the financial and econemic crisis. After an almost complete
collapse of the market in 2009 as a result of the financial and economic crisis,
the investment level rose sharply and sustainably. In saying that, the market
is still well below the record results of 2007 and 2008,

“These years were exceptions and the result of the truly extracrdinary

market conditions at that tis

e. What we are seeing now is a more sustain-
able growth”, explained Dr. Ostmeier.

After a decline to EUR 2.78 billion in 2008, ELIR 4.44 billion was invested
last year, As in the previous year, the majority of investments were buy-outs.
is segment amounted to EUR 2.52 billion — an
; in comparison to the year belore, While it was

The capital invested it

increase of more than 50
mostly small buy-outs in 2009, 2000 saw a growing number of larger transac-
lions that significantly contributed to the increase in investments.

The positive economic environment and the business outlook will be the

crucial trigger for the German private equity market, “The growth plans
and inveslmenl projects of companies will sustain the demand for private
equity”, predicted D Ostmeier, Ms. Hippner added: “Ihe private equity

firms have the Lapul.a. available, and we expect an investment level similar to

the last year at least

An ideal platform for market entry

D Michael Drill is country head for Lincoln International's German office in
Frankfurt, an M&A investment bank with around 200 bankers in 12 offices
around the world, He also provided comment,

“Trs terns of deal activily, we are experiencing an increasingly dynamic

midt-cap segment — the backbone of the German MéA market,” he
said. “Here, a lot of companies will be pul on sale in the next 24
maonths. With regard to investors, corporates are looking tor altractive
add-uns while private equily firms still have a lot of money which they
ars, These days, sellers ol businesses,

need to invest in the coming

investors and the adviser community alike are increasingly busy
preparing, reviewing and exccuting transactions.”
Dr. Drill went on to explain that, similarly b the sibuations in many

other countries, the envirenment for closing MéA deals has improved

significantly since the final quarter of last year, Consequently, deals are

T b close.

“This is caused by improved 2010 financials and strong current
trading figunes of the targel companies. [n most cases, curment urder
backlog and actual figures are above the eriginal, already ambitious,
business plans, In such an environment, sellers and investors can
quickly reach an agreement on economic lerms, However, on the legal
due diligence side, investors are much more prudent and diligent than

before the finandial crisis and, as a result, it may take a long time before

some deals can finally be closed.
Tn many ways, Germany provides an ideal platform for making a

meaningful entry into Europs for foreign investors, said D, Drill, Itis
a leading industrial country and lies at the geographical heart of the
continent. It i= home to players with holdings and relationships with
low-cost suppliers in Eastern Fl:mpr-.‘. Further, Germany still offers
urique investment opportunities for Jarge foreign corporates wishing
to acquire family- or conglomerate-owned companies with European

or global leadership positions in technological niche markets,

Dr. Drill concluded: “The current market environment represents
an excellent opportunity and perfect timing for such investars. In a
structured sales process, the likelikood of succe

is much higher, since

private equity imvestors and domestic compelitors —who tend to forus

an cost synergies rather than on strategic vision - are only willing Lo
bid on relatively low valualion levels,

“We are now seeing a substantial level of deal activity, including

within those industries that were most affected by the crisis during
the last 24 months. This applies in parbcular to the automotive
and engineering industries, For these targets, strategic buyers from
abroad, and more and more from emerging markets, are showing

increasing interesl.”
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A positive economic climate

Crto Haberslock is a Munich-based partner at
P+F Pillath +
erating law firm whose 31 partners and nearly

Partners, an internationally op-

100 Tawyers specialise in legal and tax advice in
Berlin, Frankfurt and Munich. The firm exten-
sively advises in all transaction-related areas
such as corporate { M&A, private equity, funds,
real estate, private clients, succession planning
and all tax-related matters. In addition, P+
pariners are members of supervisory and advi-
sory boards of known companies and are listed
regularty in national and international rankings
as the leading experts in their respective areas
of expertise.

Mz, Haberstock noted that the generally positive
economic climate in Germany does neflect on the
MéA landscape, “After a significant amount of
restructuring was completed during and follow-

ing the financial crisis, both corporate players
and private equity houses have taken up and
increased MéeA aclivities,” he said.

“These range all the way from financing of
start-up businesses — clean-tech industry being a

preferned sector — through mid-cap transactions

solving succession issues in privately-owned busi-
nesses all the way to large buy-outs completed by
private equity plavers. More and more German
businesses seem Lo become atbractive largels lor
Asian imvestors in pursuit of outstanding technol-
ogy and know-how as well as markel entrance

et

min the European ma

Notably, P+ provides legal and tax advice in an
integrated marmer for all kinds of MécA tra
tions lrom starl-up nancing all the way through
large buy-outs. ' P is, in particular, known for its

-

long-standing experience in private equity fund
formation and deal work. The integrated legal
and Lax know-how is illustraled in the advice P-P
provides for management teams regardimng their
investments in private equity transactions where
the company’s and the individoal's tax situation is
a major consideration,

Mr. Haberstock explamed: “MéA transac-
tions in Germany are not subject to any special

legal rules per se. They follow general rules of
German civil, corporate and commercial law.

s in other continental Buropean jurisdictions,
capital preservation rules are sometimes an issue

of diseussion and structuring, parbeularly in the

conlext of

rage buy-out transactions and their
eollaberalisation.
“Mot too long agn, German legislation intro-

duced rules regarding the serutiny of foreign

investments, Government now has the authority
to prevent the acquisttion of major stakes in

s by foreign investor

where

German husi
the government considers such an investment
endangering German public order or national
security. However, so far the review has not
been applied to a larger amount of transactions,
and i

in noway generally a threat Lo the vast

majority of transactior

Investments in Germany increased by 59% to EUR 4.44 billion in 2010

ger deals without - or at least with lower demancd
tor — debt financing. However, despite increasing
MéeA activity, Germany isn't a seller’s market yet.

“#s Lo the targets in Germany, private equity

and strateyic investors are more and more focus-

ing on major mid-market enterprises. Some
experts expuct private equity toend up with a
share of 20-237% of the aggregate deal volume in
Cermany in 2011."

compared to 2009, Approximately 1,300 mastly small and medium-
sized companies are financed with private equity and supported in

their quest to overcome the

Seamless crose-border transactions
Raupach & Wellert-Elmendorff (Raupach) offers
comprehensive specialis

dvice in national and
international business law. Ranking amaong the
largest German law firms, with mere than 90
attorneys in seven offices throughout Germany,
Raupach is the German strategic pariner of Delo-

one of the leading international audit, advi-

sory and consulting firms which is represented in
more than 150 countries worldwide.

According Lo Georg Lehmann, partner al
Raupach, on a national level — and internationally

nin the Deloitte legal network — Raupach has
channelled its cone Lunlpuh::luu:.-. through service
lines. This has ensured truly comprehensive and

il and

seamless advice for its clients in na

cross-border transactions,

Ot the changing global and demestic deal mar-
kets, Mr. Lehmann noted: “After an unassertive
recovery of MEA activities in the second half of
210, deal

Germany in the first quarter of 2011, Besides see

volume has increased significantly in

iy both privane equity and billion-dollar (LS0)
strategic invesments in the US at the begin

wing of
2011, we have seen several big ticket transactions
as well. However, more than thal we have looked
at a remarkable number of smaller, but still sub-
stantial, M&A Lransactions during the first four
muonths of this calendar year in Germany.”

He added that the reas twofeld: “Private

eyuity has suffered a sales tailback during the
economic crisis, and so there are more Largels
available in the market for private equity or

strategic invesiors, Secondly, private equi

successfully collected funds recently, and strategic
investors are back in the market with higher

eyuity and cash enabling them to stem even big-

financial and economic crisis.

Together with its cooperation partner Delnilte,
Raupach provides its clients wilh a one-stop
shopping lor all advisory services around MicA,
including Legal, Tax, FAS/C rporate Finance
and Consulling, Raupach avails of a global legal
network totalling mare than 2,000 las

ryers, with
international service lines in all arcas of Mé&a
work.,

Economic trend leads to positive outlook
Germany's private equity firms are op
that recent market recovery will continue, This is

imistic
proven by the ‘Private Equity-Prognose 20117, a
survey of all BVE membens on their expectations
regarding fundraising, investments and divest
ment activities, More than three-quarters of the
132 participants of the survey expect an increase in
pment for 2001,
Those comparies operating in geowih (ina

investment in their market

ing/ buy-outs are significantly more optimistic
than the representatives of venture capital, For the
buy-oul markel, two thirds of the firms listed see-
ondary buy-outs as the mest important dealflow
sourre, Takeovers of parts of groups or enterprises
as well as growth Anancing and minority invest-
ments in familv-owned companies ranked second
place and bevond.

Fund raising will be a crucial topic of 2011 for

private equity firms. Many private equity firms

had to postpone or extend the commencement of
their fund raising as a result of the financial crisis
and the reluctance of institutional investors, v

means that the capitzl demand for new funds

35 still high. 39 companies claim o have either
started fundraising alneady, or will start within the
next two years —and they intend to raise a total of
EUR 4.21 billion of new fund capilal.
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