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Respondents

unquote” Italia Private Equity Congress Survey

The following results are based on an on-site survey of Congress attendees,
conducted by the law firm Delfino & Associati Willkie Farr & Gallagher
LLP at the unquote” Italia Private Equity Congress held in Milan on
10 November 2011. The survey captures the views of approximately
100 attendees representing all areas of the private equity industry.

Survey respondents by type

Other
13%

Adviser -
Financial
13%

44%

Source: unquote”
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Willkie Farr & Gallagher LLP is a leading New York law firm with offices located in New York,
Washington (DC), Paris, Brussels, London and Frankfurt. Studio Legale Delfino e Associati,
Willkie Farr & Gallagher LLP (the “Firm”) is an Italian law firm with offices in Milan and
Rome, focusing on M&A, private equity and capital markets. They have provided legal assistance

on the occasion of some of the largest transactions which took place in Italy (and in Europe)
in recent years and assist both Italian and international clients in a variety of fields including
corporate reorganisation and restructuring, securities regulation and financial law, litigation and
arbitration, antitrust, energy and tax.
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Foreword

Scope for growth

Insofar as private equity activity is concerned, 2011 was a year of two
halves, both in Italy and Europe.

In the first half of 2011, AIFI, the Italian Private Equity and Venture
Capital Association, registered 159 new transactions, having an
aggregate value of €1.5m and representing a 176% increase in value
over the same period in 2010 and a 23% increase in volume (among

these, buyout transactions were 76% of the total value — a 252% Maurizio Delfino,
increase in value and 35% increase in volume). The same source also
mentions that 75 divestments were made (a 21% increase compared Partner,

to the previous year), for an aggregate value of €2.3m.

Delfino e Associati

Once the data relating to the second half of 2011 is available, we Wi .
will probably see that the impressive pace of recovery registered in illkie Farr &
the first half of 2011 has slowed down considerably, mostly due to Gall agher LLP

Macroeconomic reasons.

The current mood of the Italian private equity industry is an
intriguing combination of caution, in the light of the complexity
of the macroeconomic issues affecting the euro area, and discreet
enthusiasm for the opportunities, which this very complexity may
bring to life. Indeed, the sharp recovery of the first half of 2011 is
a clear harbinger of things to come, once the global scenario finally
becomes simpler and the collapse of the euro becomes, as one
cconomist recently put it, “the biggest non-event of 2011”.

Allin all, active private equity investments in Italy total around 1,300,
reflecting an original investment value of approximately €20bn:
considering the size of the Italian economy, the opportunities
offered by the Italian network of excellent (and very international)
small and medium sized enterprises, the scope for growth in the
Ttalian market is large. Our wish for our clients and friends is to be
able to take full advantage of these opportunities in the next year
and beyond.
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I.Will Italy’s economy recover in 2012?

The escalation of the sovereign debt crisis in Europe has led to an
inevitable knock on effect for the Italian market. With Italy already
suffering from high levels of national debt and lower than average
growth, the fears of contagion have only served to push up the cost
of government borrowing even further. Against this backdrop it is
unsurprising that almost two thirds of respondents did not expect
economic recovery to begin until 2013 or later. That said, as we have
discovered this year, market sentiment is fickle and any progress made
in Europe in order to restore the liquidity of the banks and promote
growth may well boost confidence rapidly and, in Italy, the new
government of technocrats may still surprise the markets with new
liberalisations and privatisation projects.

2. Do you see the current economic
situation in Italy as a threat or
opportunity to investments in Italy?

Interestingly, and perhaps surprisingly, rather than deepening the mood
of gloom in the private equity community, the poor economic conditions
seem largely to be seen as an opportunity. Perhaps, with three years of
downturn under their belts, it is the case that PE firms have sharpened
up their strategic and operational capabilities and are more tuned in
to exploiting the opportunities that the current difficult conditions
present. Although threats clearly remain, the clear perception is that big
opportunities do exist for well-prepared PE firms to implement successful
investment strategies.

3.What is the most significant issue
currently facing private equity funds?

Macroeconomic trends do not seem to be the primary concern for PE
houses. Rather, the inability to leverage acquisitions is perceived as
undermining the potential to maximise returns. The concern regarding
uncertain LP commitments is also probably linked to performance in
the sense of the potential damage to LP appetite for the asset class,
resulting from the inability to provide the sort of returns seen in the
past. The new environment could threaten the very existence of some
investors: those able to successfully adapt their strategies to the low-
leverage environment will most likely fare the best, particularly in the

eyes of institutional investors.

Yes

Yes, but
another dip
is expected

No

No, it will in
2013, or
even later

61%

Don't know,
I've given
up guessing

Source: unquote”

Threat

Opportunity 71%

Source: unquote”

Regulatory
restraints

Availability of
acquisition
finance debt

50%

Portfolio
performance
and exit worries

Vendor
reluctance

Uncertain LP
commitments
& fund raising

Source: unquote”
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4. How do you think regulatory issues
will affect the private equity industry
over |-3 years?

After initial fears that new regulation — especially the AIFMD — would
cripple the industry, it appears that most participants think it will have
little or no effect.

Still, it is likely that some in the industry are expecting to suffer, with
25% of respondents pointing towards the negative effect of recent
legislation: the paradigm is now that private equity is subject to
regulation and this is still a novel and pre-occupying concept for some.

5. For LPs and GPs: do you plan to
invest in, or raise, funds focused on
Italy over the next 1-2 years?

Despite the difficult conditions, a decent flow of fundraising activity
looks assured, with almost 80% of attending GPs and LPs expecting to
raise or invest in an Italian fund over the next year. However, as much of
the following intelligence suggests, neither GPs nor LPs are expecting
the process to be without problems and those that are expecting to
engage in the market are putting the work in to understand market
issues and drivers by attending specialist events.

6. Regardless of regional focus, how long
do you anticipate it will take to conduct
your next fundraising, from sending
PPMs to final close?

While the specialist press frequently covers news of funds raised in short
order, these remain the exception rather than the rule. The reality for most
is a somewhat more bleak, or at best cautious, outlook for fundraising.
More than 90% of those questioned expect fundraising processes to take
over 12 months and more than half think it will stretch out even further
— beyond 18 months. Privately, some LPs, and also some GPs, say that in
the absence of a proven track record and appropriate organisation, some
fundraising efforts may not succeed: the market will be more selective in
the future than it was in the past.

COPYRIGHT © 2012 INCISIVE FINANCIAL PUBLISHING LTD

Positively 6%
Negatively 25%
It won't, or 69%
marginal effect
Source: unquote”
Yes 79%

No 21%

Source: unquote”

6-12 months 4%

12-18 months

40%

>18 months 56%

Source: unquote”
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7. Should the investment model for closed-end funds and compensation
structures for PE professionals be reviewed in the light of changing conditions?

It is clear from the respondents that current economic conditions
are pushing the industry towards a phase of accelerated evolution.
Approximately 70% of respondents expect to see both a review of the
classical closed-end fund model and a change in the compensation

70%

8. For LPs, how important are the
principles for responsible investment in
the choice of GP?

Over 80% of responding LPs rate PRIs as an important or very important
benchmark to be used in the selection of GPs. This underlines the
extent to which the areas of responsible investment and corporate social
responsibility are driven by the wider LP community. GPs really have to
take these philosophies seriously in order to stay in the game.

Clearly, the ability to demonstrate success in this can become
differentiators and sales tools for many GPs. Further down the line, the
widespread acceptance of PRI may actually lead to a strengthening of
existing PRI practices, so that differentiation among GPs may become
easier to perceive.

structure for PE professionals in the coming years. And these changes
are not likely to be in the favour of GPs, with lower management
fees and late payment of carried interest being some of the

possible outcomes.

72%

Source: unquote”

Not important

Important 48%

Very important 33%

Source: unquote”
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9.What would be your conditions for
granting your GPs extensions to their
investment periods?

LPs seem to accept that the current investment conditions are exceptional
and will present real challenges to GPs trying to deploy large pools of
dry powder safely. However, if asked to extend investment periods,
they would obviously seck a range of compensation measures to offset
the effect on returns and liquidity. The main offset is expected to be a
reduced management fee, though other mechanisms such as adjustments
to the hurdle rate, co-investment rights and more concessions on future
fund terms might also be considered. The management fee, however, is
clearly going to be the main focus of LPs’ attention.

Reduced

0y
management fees 67%

Higher hurdle

Co-investment
opportunity

Better terms
on next fund

Source: unquote”

10.What are your returns
expectations in the next two years?

Funds generating returns over the next couple of years will largely have
been invested during the peak years of 2005-2008. Consequently,
institutional investors have relatively modest expectations as to the
average yields they will see in the short term.

It may be some time before average returns from private equity
products return to the net levels they should be seeing: GPs’ current
challenge is for the funds they manage to maintain a steady premium
over other stocks and bonds.

<Ix — 0%
1_2X _ 81%
2-3x — 0%

Source: unquote”

1 1.What will GPs focus their efforts on
in 2012?

The responses suggest a clear two-pronged focus on making new
investments (ie aggressive) and on portfolio management (ie
defensive). These responses are certainly in keeping with the trend
of seeking to carve out opportunities in a challenging market.

However, it is perhaps more surprising, given responses elsewhere in
the survey, that there is not an even greater focus on raising money
and generating the sort of returns to investors that will be critical
in that process.

COPYRIGHT © 2012 INCISIVE FINANCIAL PUBLISHING LTD

Investments
Exits

Refinancing

Portfolio

44%
management

Fundraising
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12.Which sector do you think will be
most appealing to invest in over the
next |-2 years?

As one would expect, there is a strong leaning towards the classic
defensive sectors of health and education. These are likely to provide
a significant deal flow for some time to come. Understandably,
sectors are suffer more for the

consumer-centric likely to

foreseeable future.

Beyond that, the survey points to a spike in interest in the banking and
financial sectors. These are relatively new fields in Italian PE and are
driven by the multiple effects of rapid consolidation, increased financial
regulation and comparatively under-priced assets. The reaction of
Ttalian regulators to broader entry of the PE funds in such industries is
difficult to forecast at this stage.

Healthcare

& education 33%

Telecoms,
IT, media &
entertainment

Travel, leisure
& tourism

Retail

Infrastructure

Banking, finance
& insurance

Oil, gas &
natural resources

Source: unquote”

3. How significant is the price expectation gap between buyers and sellers and
when do you think price expectations will meet?

Despite the depressed conditions in the Italian market since 2009,
a significant mismatch between price expectations persists between
buyers and sellers. According to the survey responses, the vast majority
believe this gap to be over 20%. Undoubtedly, the key driver here is
the competition for the best solid assets: GPs’ selectivity has certainly
increased over the recent months. In general, there is a significant

No gap

<10%
10-20%
20-30%

>30% 37%

amount of capital chasing few good assets and this is preventing prices
from falling to levels that more accurately reflect the general outlook.

What’s more, it looks likely that this feature of the market will not
improve any time soon: almost half of the respondents expect the
conditions to persist for at least another two years.

They already
have

End 2012

Beginning
2013

Mid-2013

End 2013

or beyond 47%

Source: unquote”
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14.What changes do you expect in PE
deal activity over the next 12 months?

Although there is certainly some optimism for deal flow over the next
year —almost one in three expect to see increasing numbers — the majority
of market practitioners expect the prevailing macroeconomic conditions
and reduced financing to have a negative impact on deal numbers. Most
of these (36%) expect the impact to be modest, though more than one in
four think that the drop will be more severe.

Certainly, the pessimism is most acute where larger buyouts are concerned.
The difficulties in leveraging such deals effectively means that nearly 75%
of those questioned believe that these deals will not become a regular
feature of the market again until the end of 2013 or beyond, echoing the
decision by a number of large international buyers to scale back or even

shut their Italian presence.

However, these decisions probably underestimate the opportunities that
may arise from possible future privatisations of government-owned assets.
Finally, it is to be noted that a significant minority, almost a quarter of
respondents, actually expect deal volume to increase: one explanation is

Unchanged
volume

Increase
0-25%

Increase
25-50%

Increase more
than 50%
Decrease

0-25% 36%

Decrease
25-50%

Decrease more
than 50%

Source: unquote”

that these respondents are focusing more on the growth capital market,
an area which is predicted by some to become much stronger in the
Italian PE space as Italian medium sized companies seek the backing to
support their growth and internationalisation.

I15.What will be the average Debt /
EBITDA ratio for medium to large
transactions in the next 12 months?

There is no doubting that leverage multiples are way down on the values
they hit at the peak of the market in 2007,/2008 — that is if you can secure
the debt at all.

While 3x is the figure around which the consensus seemed largest, the
fact that basically one in five respondents expect to see deals involving
leverage multiples of 4-6x EBITDA over the next year does hint that
for a small number of the most desirable assets, there are still pockets
of lending appetite.

COPYRIGHT © 2012 INCISIVE FINANCIAL PUBLISHING LTD

<3 times 45%
3-4 times
4-5 times

5-6 times

>6 times

Source: unquote”
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16.What IRRs do you expect for
acquisitions / investments made during
2010/2011?

Most market practitioners have realistic expectations of the sort of
IRRs that are possible in the current market. The classic 20% target
may still be the benchmark target but the overwhelming majority
take the more cautious view that average returns on deals done in
the current market will be in the 10-20% bracket. Some are more
pessimistic, though, with one in five predicting returns of less than
10% per annum. Despite this, the challenge and key to success for the
industry will be whether it is able to maintain a healthy premium over
other lower risk asset classes.

Ouestlon 16
0-10%
10-20% 60%
20-30%
>30%

Source: unquote”

1 7.What type of investments will
achieve higher returns in the next two
years in Italy?

With its industrial structure dominated by vast numbers of small or
medium, family- or privately-owned businesses, the Italian private
cquity market has always been strong in growth capital deals.
However it is a measure of the rapid change in the market brought on
by the global financial meltdown that predicted returns for such deals
might compare to or exceed those from the leveraged buyout camp.

The same question asked four years ago would surely have elicited
a radically different response. On the other hand, it is also true
that Italian medium sized companies exist that already are, or are
fast becoming, very international: the premium for investments
in such companies is considerably lower than that for investing in
equivalent companies established in higher growth jurisdictions,
even if the sales of such Italian companies are mostly in such high

Growth
capital
investments

50%

Buyouts 50%

Source: unquote”

growth jurisdictions: there is here an obvious arbitrage opportunity
which an internationally aware PE fund may seize and, in the process,
achieve a nice upside.

www.unquote.com/southern-europe

The new home of private equity news, data and analysis
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18.What are/will be the best exit
channels in 2012 and early 2013?

Although the symbiotic need for some investors to deploy capital and | T"adesales 73%

other investors to return it means that secondary transactions will surely

remain an important feature of the market moving forward, the leverage-

light environment will take its toll. So, with IPO markets also not | Divestment

. o . ] . o to another 27%

receptive to new listings (at least in continental Europe), it unsurprisingly PE house

appears that where potential exits are concerned, most private equity

practitioners are putting their eggs in the trade sale basket. With this in

mind, a focus on portfolio strategy and careful exit planning will become IPO — 0%

more important than ever.

Source: unquote”
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European Private Equity Specialists:
researching the market for over 20 years

Full access for you and all
your colleagues

Our information solutions packages give you and all your colleagues

access to:
99 All the private equity news you 99 [nterviews with key industry
need in one place figures so that you're up-to-date
99 |Market analysis, specialist ohr! v;hat the major players are
research reports and bespoke thinking
data packages to enhance your 99 The mobile compatible version
industry knowledge of the website so that you can
®9 1\ searchable archive of deals access the information you need

and exits to help you track trends anywhere, anytime

99 Invaluable data —a package can
include access to our databases
covering deal and fund activity

unquote.com

For more information, visit www.unquote.com/solutions, email solutions@unquote.com or call +44 (0) 20 7484 9892
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“a leading law firm in Italy”

Willkie Farr & Gallagher LLP operates in Italy through its affiliate Studio Legale Delfino e Associati. Willkie Farr
& Gallagher LLP have over six hundred attorneys in New York, Washington (DC), London, Paris, Frankfurt, Brus-
sels. Our partners regularly represent Italian and foreign privately and publicly held corporations in complex
transactions and draw on their extensive experience in diverse industries to provide the highest quality legal
services. We are able to assist our foreign and Italian clients with respect to virtually all the aspects of their
corporate activity in Italy and abroad, including transactions of any kind, size or complexity.

Practice areas
M&A Private equity
Capital Markets
Litigation and alternative dispute resolution
Tax
Banking and finance
Antitrust & EU Law
Real estate
Finance, Insurance and Banking
Insolvency and business restructuring
Trusts and estate planning
Labour
Environment
Intellectual property
Telecommunications and media

Energy
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Rome: Milan:
Studio Legale Delfino e Associati  Studio Legale Delfino e Associati
Willkie Farr & Gallagher LLP Willkie Farr & Gallagher LLP
Via di Ripetta 142 Via Michele Barozzi 2
00186 Roma 20122 Milano
Switchboard +39 06 68 63 61 Switchboard +39 02 76 36 31
Fax +39 06 68 63 63 63 Fax +39 02 76 36 36 36

mail:studiodelfino@willkie.com mail:studiodelfino@willkie.com
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Subscription Packages and Reports

The following subscription packages and reports are available from unquote”.

Regional subscription packages

Choose one or more of the following regions:
uk & irelandee nordices  dachoee
southern europe®  francess  beneluxss @™

popular

And choose your subscription package:

. SwndardData | StandardDataPlus | Corporate# | Enterprise
Deals, Funds and Exits — Updated Daily v v v v
Quarterly Excel Download of Deals and . v I v . v v
Exits _
Monthly Regional Round Up (pdf) v v v v
Manthly European Overview (in print) v Ty v
Specialist Intelligence Reports ' s v v v
Email News Bulletins . v Ty 'y 'y
Archives ' = it ¥ v
MNumber of Regions ' | 1 1 Unlimited
MNumber of Sites . 1 . 1 . 1 . Unlimited
Mumber of Users 1 anly 1 anly Upta 10 Unlimited
Annual Reports ' it ' 1 ' 1 ' 1
Wha's Who in Private Equity Online . . v . v . v

. From£1,850 | From£2,150 | From £2,500 | POA

Annual Reports & Who's Who

Our annual report European Buyout Review and our online directory Whao's Who in Private Equity are also available to buy separately:

Wha's Who in Private Equity European Buyout Review Bespoke Data Requests

www.whoswhoinprivateequity.com www.europeanbuyoutreview.com o e |
Muost popular are volume/value

This online directory contains This annual reference guide trend charts for specific countries,
profiles of mare than 4,000 key contains buyout statistics and regions or industr 5
contacts from approximately analysis of the market in each major back a number of years.

1,500 companies in 15 Eurapean European country. Includes lists of
countries, including legal and equity and mezzanine providers and
corporate finance advisers. major deals completed.

From £695 £1,195

Let us know your requirements and
we'll do our best to help.

EPOA

unquote.com

o For more information or to order any of the products listed,
e please send an email to solutions@unquote.com




