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About this report

Bain & Company provides strategic guidance and advice to stakeholders across India’s private equity (PE) landscape,
including general partners (GPs), limited partners (LPs), corporates, entrepreneurs and regulators. Bain has played
a key role in developing India’s PE industry over the past decade. Over the past five years, we have drawn upon this
experience for our private equity reports, which outline the latest developments and trends in the industry. We are
pleased to collaborate with the Indian Private Equity and Venture Capital Association (IVCA) in bringing you our
latest edition.

Our India Private Equity Report 2014 contains in-depth analysis of India’s PE landscape, including a close look at
LPs’ perspective of India. Our conclusions were informed by interviews with stakeholders such as GPs at PE
funds, LPs, entrepreneurs and regulators. We also drew from Bain’s proprietary deal and exit databases, and an
extensive survey of GPs at various PE funds.

Section 1 presents a broad overview of the changes in the macroeconomic environment and the global private
equity industry. We touch upon how the business environment in India evolved and where India stands against
other competing markets.

In section 2, we analyse the Indian private equity industry and identify the key trends that have shaped the past
year. Through the lens of the wider political and economic context, we examine the challenges still facing the
sector and the changing attitudes of industry players. We also give an overview of each aspect of private equity
investing: fund-raising, deal making, portfolio management and exits. We look at how the different elements of
the investment process have evolved over the past year and outline perspectives from industry practitioners for
the year ahead.

In section 3, we convey LPs’ viewpoint on India and how the importance of India as an investment destination is
changing. We also look at the evolution of the LP-GP equation and what further changes are imminent. We con-
clude by summarising the potential developments that LPs want to see in order to increase their engagement with
India in the future.

Finally, in section 4, we take a step back to assess what these multiple factors mean for the future of PE investment
in India. We analyse the current roles that various stakeholders play and make recommendations for how LPs, GPs,
entrepreneurs, promoters and policy makers can work together to create a thriving investment climate for PE
to perform to its full potential.
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Key takeaways

Overview of the current conditions

The global economy moved ahead on its path towards recovery in 2013 with slow but steady growth. The growth
in global GDP seems to be stabilising at approximately 2% per annum. The US weathered periods of uncertainty
caused by the ‘fiscal cliff” crisis, the debt-ceiling crisis and a 16-day government shutdown. The US Federal Reserve
finally began to taper its bond-buying programme in December, signalling a slow return to normal. In spite of
everything, the US GDP managed to grow at about 2% annually. In contrast, the euro zone economy continued
to face stiff headwinds but managed to avoid a major contraction during 2013.

Growth in top emerging economies has slowed over the past year as new growth concerns and a modest flight of
capital have pressured investments. The economies under the BRICS (Brazil, Russia, India, China and South
Africa) and MINT (Mexico, Indonesia, Nigeria and Turkey) umbrellas grew at a combined rate of 5% from 2012
to 2013, relatively slower than the 6% annual growth seen from 2009 to 2013. India experienced its own set of
economic troubles, starting with a gaping fiscal deficit, persistently high inflation, currency depreciation and
pessimism among businesses and consumers. Consequently, the Indian economy only managed a GDP growth
of 4.7% during 2013. Despite an overall slowdown, financial services, insurance, real estate and business services,
as well as community, social and personal services, continued to grow at rates in excess of 6%. The Indian stock
market remained flat through much of the year but saw an uptick in the last quarter, while the declining rupee
has stabilised, suggesting that the cyclical flight from India may be abating. The Reserve Bank of India lowered
repo rates in the first half of the year to boost slowing growth, while increasing inflation was countered by increasing
repo rates in the second half. Despite the macroeconomic challenges, private equity continued to play a
pivotal role in India’s capital needs, accounting for 54% of foreign direct investment inflows against 45%
in 2012.

The impact of global macroeconomic changes is reflected in the increased deal activity. Global buyout value has
gone up 22% in 2013, led by North America and Europe, which experienced growths of 24% and 36%, respectively.
On the other hand, much of the Asia-Pacific region experienced a decline in PE activity, except India and Korea,
which showed strong growth in deal values. In India, overall deal volume grew by 26%, with an increase in
deal value of 16% ending the year at $11.8 billion but not quite a return to 2011 levels of $14.8 billion. Volume
grew due to a sharp increase in early- and growth-stage deals sized less than $20 million, while deal value grew
due to a few large-sized deals.

Looking at the year ahead, GPs in India continue to be concerned about macroeconomic conditions, exit environ-
ment challenges and valuation expectations in good-quality deals. The upcoming general elections are
expected to play an important role in redefining the macroeconomic outlook and investment environment

in India.

Most GPs and LPs we spoke with believe that PE asset allocation to India has declined in recent times, driven by
the following key factors: lower-than-expected returns from investments, low liquidity and uncertainly around
government policy and regulations. On the other hand, investors continue to believe in the long-term potential
of India. They see the value of staying invested, but with increased caution and clarity.
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Fund-raising

Funds allocated towards Asia-Pacific on a regional level continued to expand. On the other hand, country-focussed
funds declined for India, China, Korea, Australia and New Zealand. Specifically, India-focussed fund allocation—
excluding real estate and infrastructure—dropped by 40%, which contributed to dry powder shrinking in India to
$8 billion (vs. $9 billion in 2012). However, there continues to be enough capital chasing good deals, especially
because a significant amount of capital is also drawn into India via allocations from Asia-Pacific and global funds.
In addition to this, several sovereign wealth funds have made large direct investments already—an example is
the $237 million PIPE into Kotak Mahindra Bank by GIC—and will continue to draw funds from their deep
pockets as interesting opportunities arise.

Fund-raising for India has become more difficult as LPs have intensified their scrutiny of who they trust with
their fund commitments. They are now looking much more closely at factors like team stability, GP track record
and investment philosophy.

Moreover, LPs are becoming more hands-on in order to pressure-test the quality of investments, assess value up-
side potential and ensure liquidity at the time of exit.

In the future, fund-raising will continue to be difficult as uncertainties about India’s macroeconomic situation
remain, and the next wave of emerging economies in sub-Saharan Africa, Southeast Asia and Latin America
present attractive avenues of investment. In such a scenario, GPs need to work harder on their existing portfolios
to demonstrate their value-creation ability and differentiate themselves on operational capability and realisa-
tion with LPs.

Deal making

The overall volume of deals in India increased across sectors, growing by 26% overall, predominantly fuelled by
the IT and ITES (information technology enabled services), healthcare and BFSI (banking, financial services
and insurance) sectors. The top 25 deals comprised a higher share of total investments in 2013, standing at 55%,
compared with 44% in 2012; the largest deal was the $1.26 billion PIPE into Bharti Airtel by Qatar Foundation
Endowment. Investments in early- and growth-stage deals continued to surge in 2013 and comprised more than
70% of total deals made, up from 66% in 2012. The average size of PE deals, excluding real estate and venture
capital (VC) deals, increased significantly, driven by a shift to larger deal sizes. A majority of GPs surveyed expect
that average deal sizes will increase further in the next two to three years.

The Indian PE market continues to be dominated by minority investments, but the mix is slowly and steadily moving
towards buyouts. The market seems to be rationalising, and valuations have shown signs of tempering. However,
the overall level of competition in deals has not reduced, primarily due to a paucity of good-quality deals. GPs are
taking more time to get comfortable with the fundamental value-creation potential of possible investments and
doing more comprehensive diligence including all aspects of the business. GPs agree that relationships are becom-
ing more important, and several funds are now seeing proprietary deals.

Though there is immense interest associated with the results of the general elections in April, GPs are cautiously
optimistic about the prospects of the Indian PE and VC industry, with more than 35% of them expecting to see a
growth of 10% to 25% in 2014 in terms of the investments made. Healthcare, technology and IT, and consumer
products and retail are expected to be the most attractive sectors for PE and VC investments in the next two years.
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While healthcare, technology and IT will be driven by export-oriented stories, domestic consumption will continue
to power consumer products and retail.

In an environment where access to debt is low, owing to high interest rates and tight liquidity, the number of
companies looking to raise private equity money should have been higher. However, in some cases promoters
have pushed back their plans to raise capital until the macroeconomic environment and valuations improve.

Entrepreneurs’ understanding of PE proposition has improved considerably in the last few years. Indian entre-
preneurs and management teams are appreciating the role of PE as being activist long-term capital that can
positively contribute to value creation.

Portfolio management and exits

The past year saw a 43% increase in the number of exits in India, though the value of exited deals stayed flat at
$6.8 billion. A comparison of investments and exits over the last few years shows that investments in sectors such
as BFSI and IT and ITES have seen good liquidity and capital returns.

In 2013, lacklustre capital markets limited public market sales. Strategic and secondary sales gained importance,
and several PE funds are preparing their portfolios for such exits. Funds coming to re-up points are also exploring
promoter buybacks actively, even though these might not yield attractive returns.

The pressure to exit is expected to increase. If viable exits do not happen in the next couple of years, one could
expect to see a shakeout in the industry as fund tenures come to expiry. Investors are looking at the general elec-
tions intently in anticipation of a resurgence in the Indian growth story. They specifically hope to see a clear man-
date leading to stable and favourable regulations. In the meantime, PE funds will continue to get more hands-on
with portfolio companies to ensure that exit stories are tight and lucrative.

LPs’ perspective of India

LPs have come to be dissatisfied with India’s performance over the last few years. While some have chosen to
discontinue investing, others still hold a positive long-term view and continue to engage in India. However, most
investors are not willing to take the risks that they have in the past and will approach investments in the Indian
market with greater caution. Moreover, the challenging economic climate is expected to make raising funds
from LPs increasingly difficult in the next few years.

LPs are waiting to see exit realisations before committing more capital to India. They have also started digging
deeper into details of deal thesis and rationale. As the due diligence process becomes more stringent, LPs also
want to see key differentiators that will ensure success of their investments in PE funds.

Given the turbulent macroeconomic situation, LPs expect lower returns from India, and this might impact LP-GP
economics. In addition, there is an increasing preference towards direct investments across global markets, and
a similar trend is likely in India, though at a slower pace.
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Global macroeco-

nomic and invest-
ment trends: Light
at the end of the
tunnel

The global economy showed signs of stability at
about 2% growth in 2013, coming out of lows
experienced during the economic crisis.

Emerging economies slowed down but continued
to lead growth in 2013. Select emerging econo-
mies, such as BRICS (Brazil, Russia, India, China
and South Africa) and MINT (Mexico, Indonesia,
Nigeria and Turkey) grew at 6% and 3%, respec-
tively—faster than developed markets, which grew
at 1%.

Global buyout activity in 2013 rose by 22% over
2012, though the deal count went down 11%.
Deal activity bounced back in North America and
Europe as it grew by 24% and 36%, respectively.

Asia-Pacific’s deal value went down by 22%,
driven by a steep decline in Japan, China, Aus-
tralia and New Zealand, while India and Korea
remained in the positive zone. Asia-Pacific’s deal
activity was primarily impacted by growth slowing
down, exit overhang building up and the inability in
many instances to exert control.

India witnessed a tough macroeconomic environ-
ment with muted year-overyear GDP growth of ap-
proximately 5%, inflationary pressures, about 11%
currency depreciation and unstable interest rates.

Despite overall slowdown, financial services, insur-
ance, real estate and business services, as well as
community, social and personal services, continued
to grow at rates in excess of 6%.

In the face of all these challenges, PE continues to
play a major role in Indian capital needs.

PE strengthened its role as a source of capital for
Indian businesses as interest rates did not soften
significantly and stock markets stayed stagnant
most of the year.
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In 2013, global GDP growth showed signs of stability at 2% per annum, with select emerging economies

leading its growth

Global real GDP CAGR CAGR
(09-13)  (12-13)
$60T 56 3% 2%
e R s o
— ] 7% 6%
o
20 2% 1%
0
2009 2010 2011 2012 2013
YoY growth 2.1% 4.0% 2.5% 2.3% 2.1%

Advanced countries [ BRICS [l MINT [l Others

Notes: GDP adjusted for inflation and represented at constant 2005 USD prices; 'advanced countries' refers to 34 countries classified as 'advanced economies' by the IMF;
BRICS refers to Brazil, Russia, India, China and South Africa; MINT refers to Mexico, Indonesia, Nigeria and Turkey.
Source: Economic Intelligence Unit (estimates)

Global buyout activity was up in value but down in count vs. 2012; North America and Europe saw

huge spurts of growth in deal value

Global buyout deal value Deal count
$8008B 694 3,000
CAGR
(12-13)
600 Total deal value 22%
2,000
Il ROW -48%
400 B Asia-Pacific -2%
" Europe 36%
237 1,000 North America 24%
200 187 188 191 189 WM — 1%
s e = B i l Deal count 11%
v il
53 65 [ g 68 l I z
BT kel ks =
0

95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13

Notes: ROW stands for 'rest of the world'; excludes add-ons, loan-to-own transactions and acquisitions of bankrupt assets; based on announcement date; includes announced deals
that are completed or pending, with data subject to change; geography based on the location of targets.
Source: Dealogic

Page 8



India Private Equity Report 2014 | Bain & Company, Inc.

Asia-Pacific witnessed a significant decline in PE activity in most countries except India and Korea

Asia-Pacific deal value fell by approximately 22% in 2013 PE in India grew, while it experienced a decline in several Asia-Pacific countries
Asia-Pacific deal value CAGR (12—13) deal value
$808 40%
63 m 20
. . M
. mEE.
- T i
40 [ D - — -
= 20
- I SOR
]
- C
[
GC 60
0
2008 2009 2010 2011 2012 2013 India Korea SEA GC Japan ANZ

Notes: The above analysis includes exits and investments with announced deal value of more than $10 million only, done in APAC with closed agreement in principle or definitive
agreement status; excludes all non-PE/VC deals, bridge loans, franchise funding seed/R&D, concept and distressed deals; also excludes real estate, hotels and lodging,
infrastructure and large domestic transfers from SWF to government.

Source: AVCJ

India’s GDP continued to grow in the 4%-5% range in 2013

India real GDP CAGR CAGR
INR 15T S s 15 (11-12)  (12-13)
14 14 ! p— —
e 13 13 — - 14 14 - EMining & quarrying 1% 2%
— — - ! —— —] ici ) o,
- — — | - - - .Eleftru:lty, glaas & 3% 5%
. - - ‘ water supply
10 - . | . W Construction 2% 3%
|
. | . . B Community, social & 6% 6%
| personal services
. - - : . - M Manufacturing 0% 0%
|
‘ W Agriculture, forestry & 99, 3%
5 | fishing
: Financing, insurance, 1% 10%
‘ real estate &
| business services
: Trade, hotels, 59 59
0 | transport & comm.

Q12012 Q22012 Q32012 Q4 2012:@1 2013 Q2 2013 Q32013 Q4 2013

YoY growth*  5.1% 4.5% 4.6% 4.4% | 4.8% 4.4% 4.8% 4.7%

*Year-over-year growth calculated as the annual growth between the reference quarter and the corresponding quarter in the previous year
Notes: GDP represented at factor cost at 2004-05 prices; quarters represented correspond to calendar years.

Source: CEIC
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The Reserve Bank of India’s monetary policy adjusted key rates to spur growth, control inflation and
manage currency exchange rates

Inflationary pressures continued to haunt the INR dropped by 11% relative to USD

RBI used key interest rates to balance inflation,
Indian economy

growth and exchange rates

India—wholesale price index USD/INR Key benchmark interest rates

200 m 0.03 10%

8 Repo
7 -
0.02
6 Reverse repo
100
4
0.01
50
2
0 0 0
— — N N o o o — —— N N o o™ o™ — -~ N N o o™ o
e 3T e ot I e 3 e 3 e 3o - T
5 = 3858 = 3 = A4 5 = 858 = 38 = & 5 = 85 = 5 = &

Notes: Inflation rate of 6.2% is from December 2012 to December 2013; inflation rates in 2013 ranged between 4.6% to 7.5%; Repo rate is the rate at which the central bank of

a country (RBI, in the case of India) lends money to commercial banks in the event of any shortfall of funds; Reverse repo rate is the rate at which the central bank of a country (RBI,
in the case of India) borrows money from commercial banks within the country.
Sources: Bloomberg; CEIC

Indian stocks signaled improved confidence in the last quarter, while PE continued to play a major role
in India’s capital needs

Indian stock markets remained largely flat with some

PE accounted for about 54% of FDI, an increase from approximately
uptick in Q4

45% in 2012

Stock market indices % of total FDI inflow into India

12 100%  _$278 $218 $288 $238 $22B
South Africa
1.1 80
India
1.0 Russia 60
Indonesia
China
0.9 40
08 Brazil 2
0.7 0
Jan-13 Apr-13 Juk13 Oct-13 Dec-13 2009 2010 2011 2012 2013
%PE  19% 44% 54% 45%  (54%>

Notes: Stock market indices adjusted to common base at start of 2013; indices used are China-Shanghai Stock Exchange Composite, Indonesia-Jakarta Stock Exchange
Composite, India-S&P BSE SENSEX, Russia-MICEX, South Africa-FTSE/JSE Africa Top 40 Tradeable, Brazil-lbovespa Brasil Sdo Paulo Stock Exchange; PE as percent of FDI
calculated by dividing total deal value in the respective year by the total FDI inflow; FDI refers to an investment made by a company or entity based in one country, info a

company or entity based in another country. It differs from indirect investments such as portfolio flows, wherein overseas institutions invest in equities listed on a nation's
stock exchange.

Sources: Bloomberg; CEIC; Bain PE deals database
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Overview of India’s

PE landscape

Indian PE and VC deal value increased by 16%
to reach $11.8 billion in 2013 over 2012; dedl
volumes grew even faster at 26% over 2012.

GPs pointed out that deal activity in 2013 was
influenced by the macroeconomic situation, the
exit environment and changes in valuation expec-
tations. These factors are expected to continue to
be key motivators of change in 2014.

The number of PE and VC funds investing in India
continued to increase. Approximately 150 funds
from 2012 continued engaging in deals in 2013,
while about 160 funds that did not invest in 2012

made investments in 2013.
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India witnessed an increase in PE/VC deal value from 2012, reaching $11.8 billion. Deal volume grew
by about 26%

Annual investments increased by 16%, to $11.8 billion, across 696 deals in 2013 Top 10 deals in 2013
Annual PE/VC investment in India
Compan Fund(s $M
S Qatar Foundation
1,260
17.1 Bharti Airtel Endowment
15 141 14.8 Alllcc;nce Tire KKR 460
11.8 Hexaware Tech Boring Asia 443
10 95 10.2 Globallogic Apax 420
Tiger Global; Accel;
7.4 Flipkart* Morgan Stanley; Sofina; 360
Dragoneer; Vulcan
5 4.5
06 CSS Group Partners Group, others 270
; Lafarge India Baring Asia 257
0 KorckBMukh indra e 237
2005 2006 2007 2008 2009 2010 2011 2012 2013 an
Gland Pharma KKR 200
Number Shapooriji Canada Pension Plan 200

ofdeals 185 296 494 448 216 380 531 551 696 Pallonji Grou Investment Board
4,107

*In addition to the listed funds, Naspers (a multinational media group) also participated in the Flipkart deal
Source: Bain PE deals database

GPs agree that deal activity will continue to depend on the macro environment and exit liquidity

What were the key influencers of change in deal activity (number and value of deals) in 2013? What do you think will influence change in 2014?

% of total respondents selecting the factor as one of the key influencers

80%

60

40
20
0

Macroeconomic Changes in exit Changes in Evolution in ~ Change in  Evolution inthe  Shift in Shift in Change in cost

conditions environment  valuation investor/LP number of number of promoter  availability of of finance and

expectations sentiment  GPs/PE funds private acceptance  non-PE funds interest rates
in the market  companies of PE funds
available

[ 2013 W 2014

Source: BainIVCA General Partner Research Survey 2014 (n=53)
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The number of funds participating in deals in India grew by 10% in 2013

Active funds 2009-2013 Top 10 deals involving funds investing for the first time
in India
Number of PE/VC firms conducting deals in Indian market

400 :
oty | e

m Qatar Foundation

314 Endowment Bharti Airtel 1,260
300 Vulcan Flipkart 360
238 AION** Avantha Holdings 150
Hassad Food Co.  Bush Foods Overseas 100
200 181 Az As:;eCrlge;n NSL Renewable Power 90
- . Quadria Medica Synergie 64
100 Invei\gjegrggbncil Den Nefworks 50
Invus Capital Foods 29
AION** Jyoti International 23
0 lvyCap Ventures Reuters Market Light 20

2009 2010 2011 2012 2013

*Only funds investing for the first time in India and participating in the deal listed; **AION is a joint venture between ICICI Ventures and Apollo Global
Notes: A fund is classified as new if it has not done any deal in the preceding year (i.e., new funds include funds that did a deal in the current year but were inactive last year).
Source: Bain PE deals database

Market participants do not see much change in the challenges faced by the PE/VC industry

In your view, what have been the biggest challenges and barriers to growth of the Indian PE/VC industry over the last two years?

How do you expect these to

Average rating on a scale of 1 to 5, where 1=challenge is least important; 5=challenge is very important

5

Volatile Regulatory  Inability to exit  Difficulty in Mismatch Corporate Difficulty in Finding Tough
political changes fund-raising in valuation governance generating attractive competitive
macroeconomic expectations value from deal environment
factors portfolio opportunities
companies

[ lasttwo years [ Next two years

Source: BainVCA General Partner Research Survey 2014 (n=53)
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Fund-raising

LPs have increased their scrutiny of GPs when
allocating funds. GPs expect to see a larger num-
ber of co-investments with LPs in the future.

2013 saw continued growth in Asia-Pacific
regional funds. Country-focussed fund allocation
fell in China, India, Korea, Australia and New
Zealand.

Dry powder focussed on India dropped further, to
$8 billion. However, there is sufficient capital
in the market for deal making, as funds are avail-
able from regional allocations of Asia-Pacific and
global funds.

GPs surveyed believe that fund-raising will con-
tinue to be tough due to difficult macroeconomic
challenges and poor experiences in the past. In the
future, GPs will focus on building good investment
and exit records to enable easier fund-raising.

LPs consider PE funds’ team quality and industry-
focussed operational expertise as most critical when
allocating funds. As a result, GPs are trying to
differentiate most on industry expertise and
credibility.
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LPs have increased their scrutiny of GPs, and the majority of GPs in India expect increase in co-investments

with LPs

LP survey: How has your scrutiny of GPs changed GP survey: How do you expect the number of co-investments
over the last two to three years? with LPs to change in 2014 compared with the last two years?
% of total responses (n=12) % of total responses (n=53)
100% 100%

Decrease

Remained the
80 same 80
Stay the same
60 60
Increased
somewhat
40 40
20 Increased 20
significantly
0 0

Stringency in allocation of funds Change in number of co-investments with LPs

Sources: BainVCA Limited Partner Research Survey 2014 (n=12); Bain-lVCA General Partner Research Survey 2014 (n=53)

Fund-raising is shifting in favour of Asia-Pacific regional funds, while the macro and regulatory environments

are major challenges in raising India funds

Funds closed What are your biggest challenges/concerns when raising India-focussed
funds from LPs?

Asia-Pacific-focussed funds—value of final closed size (by country/year of Average rating on a scale of 1 to 5,
final close) where 1=least important; 5=extremely important
$60B 5
52
— 4
B Other 14%
40 38 | Korea -45%
— ANZ -63% 3
— 31| ~<dia -20
— SEA  164%
. 144%
20 — -64%
—
I '|
L 40%
0 0
2009 2010 2011 2012 2013 Macroeconomic  Prior Regulatory Longer Limited GP
challenges  experiences environment  gestation and investing
period team track
for record
investments

Notes: Left-side figure includes only exits and investments with announced deal value more than $10 million, done in APAC with closed agreement in principle or definitive
agreement status; excludes all non-PE/VC deals, bridge loans, franchise funding seed/R&D, concept and distressed deals; also excludes real estate, hotels and lodging,
infrastructure and large domestic transfers from SWF to government; excludes funds with no value; estimated APAC value of final close size based on estimated allocation of
funds according to location focus and breakdown of investments by region/country for 2008-2012.

Sources: Preqin; Bain-IVCA General Partner Research Survey 2014 (n=53)
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India-focussed dry powder shrank to $8 billion, but there is no dearth of capital for good-quality deals

India dry powder dropped to $8 billion due to reduction in focussed
fund-raising

Estimated India dry powder—end of year*

However, there is enough capital in the market to fuel deals

In addition, capital
for India can be drawn
from allocations by
global and regional
level funds

$12B

'Dry powder in India might have fallen due to tough fund-
raising, but it is still more than sufficient to fuel good deals in
the market. In addition, the advent of sovereign wealth funds
means that deeper pockets are now available to sustain

07

08 09 10 11 12

*Excludes real estate and infrastructure funds
Source: Pregin-Fund Managers/Dry Powder (21 Jan 2014)

the market'.

-GP

'LPs who are taking a long-term view on India are willing to
allocate funds if they see potential investments. The problem is
not with the funds available but with the low number of good
investment opportunities that the Indian market provides'.

- 1P

As LPs are looking for PE fund team quality and operational expertise in target sectors, GPs are focussing

on industry expertise

Team quality and focussed operational expertise are critical for LP
fund allocation

LP survey: What are the most important parameters
on which you allocate capital to different GPs/PE funds?

% of total respondents ranking the factor in top two (n=12)

50%

40

30

20

10

0
PE  Operational Clarityin ~ Assets  Degree of
fund’s  expertise investment under involvement
team in target philosophy ~ mgmt. offered
quality sectors

GPs are aligned with LPs’ preferences and differentiate most on
industry expertise and credibility

GP survey: Which of the following would you describe

as the most important differentiators for your firm?

% of total respondents selecting an option as one of the top
two differentiators (n=53)

100%
80
60
40
) l
0
Industry/ Brand/ Operational ~ Geographic
sector credibility expertise expertise
expertise

Sources: Bain-IVCA Limited Partner Research Survey 2014 (n=12); BainIVCA General Partner Research Survey 2014 (n=53)
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Fund-raising is expected to remain tough, but GPs are building investment records and team quality to

establish credibility

About 60% of GPs surveyed expect fund-raising to
stay tough

How do you expect the difficulty in raising India-

Track record, exit performance and team quality perceived as most important for
successful fund-raising

Please rate the importance of the following factors for a

focussed funds to change in 2014?

% of total responses

100%
Decrease significantly
80
Decrease slightly
60
Remain the same
40

2 Increase slightly

Increase significantly
0

Difficulty in raising
India-focussed funds

Source: BainVCA General Partner Research Survey 2014 (n=53)

successful fund-raising

Average rating on a scale of 1 to 5,
where T=least important; 5=extremely important

5

4

3

2

1

0
Track Exit Ability to add Constant Flexible
record  perform- value to engagement fee/investment

ance portfolio cos. of LPs terms
Team (quality, Sector Co-investment
attrition, specialisation/ options
experience, etc.) expertise
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2hb.

Deal making

Deal activity in India was robust in 2013 as funds
invested grew at 16% and the number of deals
jumped by 26%, driven by IT and ITES, health-
care and BFSI.

The average PE deal size increased significantly
from $35 million in 2012 to $41 million in 2013,
fuelled by a growing number of large deals; GPs
expect this trend to continue.

The top 25 deals constituted 55% of total PE deal
activity in 2013.

Competition for deals is increasing, especially as
sovereign wealth funds, LPs and strategic players
get more interested in deals. However, valuations
seem to be rationalising as PE funds become more
selective in deal evaluation and stick to their
investment philosophy.

As a result of the disciplined approach, GPs feel
positive about the potential to generate returns in
India but agree that the investment horizon will
continue fo stay on the higher side.

India continues to be a predominantly minority-
stake market, with 50% of deal flow driven by
early-stage deals; however, buyouts will continue
to increase.

Looking ahead, GPs are cautiously optimistic about
growth in 2014 for the PE and VC industry, with
the general elections being a wild card; most
funds we surveyed expect an increase in invest-
ment targets after 2014.

Healthcare, technology and IT and consumer prod-
ucts are expected to be the most attractive sectors
for investment over the next two years due to under-
lying secular growth and dollar-denominated
cash flow.
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PE/VC deal volume increased across sectors; IT and ITES, healthcare and BFSI saw the largest increase in volume

Annual PE/VC investments in India by sector Breakup of deals (by volume)
$208B Deal valve
17.1 Sector of deals CAGR
] s 2012 (12-13)
15 14.1 . Oth 108 123 -32%
| ] B er
- - - Engg. & construction 14 10 22%
10 - o5 T . Media & 21 36 41%
- - - enfertainment
7.4 | — - . .
[r— | —— Energy 19 16 64%
— | - N s . o
s mmm =5 55 s EHE == B S . Manufacturing 34 45 105%
[ | . =
= — = Telecom 0 2 —
0 BFS| 4 66 32%
2006 2007 2008 2009 2010 20711 2012 2013 Healthcare 45 71 8% :
Real estate 44 53 23%

@1 Y 25 74 5%
Number o
ofdecls 260 439 398 173 380 531 551 696 Sl L

Notes: 'Other' includes consumer products, hotels and resorts, retail, shipping and logistics, textiles, education and other services; BFSI refers to banking, financial services
and insurance.
Source: Bain PE deals database

Top 25 deals comprised a higher share of total investment in 2013 than 2012 due to an increase in

deals with cheque size of more than $200 million

Top 25 deals comprised about 55% of total deal value... ...primarily due fo an increase in deals with cheque size of more than
$200 million
Total size—top 25 deals* % of total deals*
$oB 57 100% "> TOOM 1> TUUM sty >=500M >=500M
4.2 4.2 75
4 37
50
2.3 <20M
2
25
0 0
2008 2009 2010 2011** 2012 2013 2012 2013 2012 2013
Total number
% of total* 45% 51% 53% 44% 44% @ of deals* 507 643 16 19

*Excludes real estate deals; **includes 26 deals, as four deals ranked 23 to 26 are of the same size
Source: Bain PE deals database

Page 24



India Private Equity Report 2014 | Bain & Company, Inc.

Average PE deal size increased and is expected to grow further

The average deal size increased from $35 million to ...with further increase expected in the coming years
$41 million for PE deals...
Average deal size % of total responses
$50M 100% —— Decrease
somewhat
Relatively (10%-25%)
80
40 stable
(+-10%)
30 60
20 40 Increase
somewhat
(10%-25%)
10 20 Increase
significantly
_ (>25%)
0 0
Overall average deal size PE average deal size
[PE, VC and redl estate) How do you expect average deal size for your fund to
' change over the next two fo three years compared
with 20132

Notes: PE deals exclude VC and real estate deals; VC deals defined as early- and growth-stage deals with value less than $20 million.
Sources: Bain PE deals database; BainVCA General Partner Research Survey 2014 (n=53)

GPs believe that valuations are rationalising and expect them to stay stable in the future

Most GPs perceive that valuations are tempering and getting more fair Approximately 75% of GPs believe that valuations will either decrease
or stay stable
What is your appraisal of CL.lrrenI’vqluufions of potential targets How do you expect valuations fo
in India?
% of total responses % of total responses
100% 100%
Increase
slightly
80 80 (10%-25%)
60 60
Remain steady
40 40
20 20 Decrease
slightly
Attractive (10%-25%)
0 i s 0
2012 (from last year's 2013 Valuation trend

survey; n=46)
Source: Bain-IVCA General Partner Research Survey 2014 (n=53)
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GPs feel positive about the potential to generate returns from current deals but expect horizons to stretch

Return expectations for future investments are much higher Investments with horizons of more than seven years are expected
to increase
What returns (annual net IRR) do you expect from the investments What has been the average investment horizon of deals made by
you made in the last two to three years? How will your expectations you during the last two years? How do you expect this to change
change for future investments? over the next two years?
% of total responses % of total responses
100% 100% T - -~
>7 years (%) | >7 years (%)
80 80
5-7 years (%)
5-7 years (%,
60 60 R
40 40 - ——
15%-20%
20 20
15%-20%
0 <10% i 0 <3years(%) __ — <3 years (%)
Last two to three years Next two fo three years Last two years Next two years

Source: BainIVCA General Partner Research Survey 2014 (n=53)

Minority-stake deals continue to dominate but are declining in share

Approximately 90% of deals in 2013 were minority stake More GPs are inclined towards majority-stake deals in the future

What stakes have you taken in companies you have invested in

PE deals by stake during the last two years? How do you expect this to change over
the next two years?

% of total deals* % of total responses

80
25%-50%
60

100% o

100%

80

25%-50%

| |
| |
| |
| |
| | -
| I N
| |
l l
| |

60 ‘ ‘
l l 5
| | Te o
| -

40 | | 40
| |
l 1

20 l l 20
l 1 o

0 3 i o =1t <10%
2009 2010 2011 2012 2013 | Last two years Next two years

*Excludes real estate deals; includes only those deals where stake size is known

Sources: Bain PE deals database; Bain-IVCA General Partner Research Survey 2014 (n=53)
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Early- and growth-stage deals gained share in 2013, but buyouts are expected to increase in the next

two years

Early- and growth-stages comprised more than 70% share in 2013, Buyouts are expected to increase sharply
driving volume growth

What have been the types of investments made by your fund during
PE deals by stage

the last two years? How do you expect this to change over the next

two years?
% of total deals* % of total responses
100% [Other_ 100%
60 Growth 60
Growth
40 40
Earl
20 4 20 R
Early
0 0
2009 2010 2011 2012 2013 Last two years Next two years

*Excludes real estate deals; growth stage includes pre-IPO deals
Sources: Bain PE deals database; Bain-IVCA General Partner Research Survey 2014 (n=53)

Despite the uncertainty around 2014 growth, investment outlook in the medium term is positive

2014 expected to be slow but outlook remains positive Investment targets are also set to rise
What is your expectation for growth in the Indian PE/VC industry in Approximately how much will your fund target to invest in India
the future, compared with 2013 (in terms of investments made)? on an annual basis in 2014 and beyond?
% of total responses % of total responses
100% ;GI’OWTh >25% 100% ;$200M—$500M
[$200M-$500 $200M-$500
Growth >25%
Growth of
80 80
oz DESE
‘o, ‘o M_ 2
$OOM=5200M $50M-$200M
60 60
Growth of
10%-25%
40 No change No changs 40
20 20
Decline Decline
ecline
0 0
2013 (as per last 2014 Next one to three 2013 (as per last 2014 Next one to three
year's survey) years year's survey) years

Source: BainIVCA General Partner Research Survey 2014 (n=53)
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Healthcare, tech/IT and consumer products are considered to be the most attractive sectors for PE/VC

investments over the next two years

Which sectors are expected to be attractive for PE/VC investments over the next two years?

Average rating on a scale of 1 to 5, where 1=least important; 5=very important

5
4
3
2
1
0
Healthcare Consumer Financial Industrial goods Media Real Telecom Energy/oil
products services and manufacturing estate and gas
Technology and refail g ico E-commerce/ Distribution, Infrastructure
and IT Internet logistics and utilities and
airlines energy

Source: Bain-IVCA General Partner Research Survey 2014 (n=53)

Competition for deals is increasing as LPs/SWFs and strategic players become more active in India

Competition from direct investing by LPs/SWFs and strategic players is ...but global funds with deep pockets are considered to be the biggest
expected to increase in 2014... competitors
How did the competition for PE deals change over 2013 for each Identify the category of PE competitors who you see as the
category of competitors? How do you think it will change in 2014? biggest threat in 2014.
% of total responses % of total responses
100% = 100%
. LPs/SWFs (direct investing)
g0 M 80
Domestic funds
60 60
40 40 Strategic players
20 2 20 -
g Global funds
0 0
20132014 20132014 20132014 20132014 Biggest threat in 2014
Global PE Domestic PE Direct Strategic players
firms firms investing by
LPs/SWFs

Source: Bain-IVCA General Partner Research Survey 2014 (n=53)
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2c.

Porifolio manage-

ment and exits

More and more entrepreneurs and management
teams are recognising the value of PE and VC as
patient and activist capital.

GPs believe that valuations, referrals and sector
expertise are the most important criteria for Indian
entrepreneurs when seeking PE funding. The suc-
cess in getting the deal closed is also influenced
by the relationship built by the fund with the
owner or management teams throughout the
deal-making process.

PE funds are strengthening their portfolio teams,
and more than 50% of PE funds we surveyed in-
tend to expand portfolio teams in the future.

The total number of exits shot up significantly,
by 43% in 2013, but the overall value of exits
remained flat at 2012 levels of $6.8 billion.

Only two sectors—IT and ITES, and BFSI—have
shown good returns on the invested PE capital.

Buybacks gained a significant share of total exit
volume in 2013, as public markets continued to
be tight and secondary deals are taking more
time fo close.

Even as a large number of pre-2008 vintage deals
stay in PE fund portfolios, most GPs seem to be
readying their investments for exit and waiting
for a resurgence in valuations (potentially after
the elections).

GPs anticipate a ‘rush to exit’ post-2014, with
secondary and strategic routes gaining favour
even as the IPO environment remains uncertain.
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Entrepreneur acceptance of PE is increasing; referrals and expertise are becoming important along with valuation

GPs agree that Indian promoters now understand PE better Valuations, referrals and sector expertise are perceived as the most
important criteria when seeking a PE fund

In your view, how well do Indian promoters understand the PE In your opinion, what is the importance ascribed by entrepreneurs
funding proposition? to each of the following criteria while seeking PE funding?

% of total responses Average rating on a scale of 1 to 5, where 1=least important; 5=very important
0% °

80 Good 4

Good

60 3

) 2

20 1

Last year's survey Current Valuation Referrals from Sector Brand  Track record Network
others  expertise/ in industry of the fund
experience

Source: BainIVCA General Partner Research Survey 2014 (n=53)

While corporate governance is top of mind for investors, entrepreneurs continue to seek PE support for

international expansion and customer access

Based on your experience with portfolio companies in India, please rate how important it is to help them in the following areas.
Also rate how open Indian promoters are in seeking and accepting help in the following areas.

Average rating on a scale of 1 to 5, where 1=least important; 5=very important

5
Areas where promoters
seek active help
4
3
2
1
0
Corporate Vision/strategy Executive Operational Financing 100-day M&A/international  Customer
governance coaching/hiring  improvement decisions/ (post-close) expansion access
decisions access plans

[0 Importance of helping portfolio companies Ml Openness of Indian promoters to accept help

Source: BainlVCA General Partner Research Survey 2014 (n=53)
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A clear value-creation plan is the most critical element of a successful investment; more than 60% of

funds either have or are building a value-creation model

Clear value-creation plan rated most critical for investment success About half of GPs have a clear value-creation model; approximately 35%
do not plan to have firm-based value-creation capabilities

Which of the following do you find most critical for an investment How would you characterise your firm's view of its post-acquisition

to be a success? value-creation model?

% of total respondents selecting an option as one of top three critical factors % of total responses

70% 100% We create value through management
Not focussing on teams and good board governance;
60 80 firm-based value- we are not trying to develop additional
creation capability firm-based value-creation capabilities
-% We are actively discussing our model
40 60 Awaiting partner
buy-in on model We have made progress developing
our model and have buy-in from the
40 o
maijority of partners
20 ’
Clearly defined We have a clearly defined model and
20 model .
buy-in from all partners
0 0
Clear valve-  Strong Robust  Involvement  Portfolio Value-creation model
creation industry ~ commercial with target  mgmt.
plan growth due diligence  post team
acquisition

Source: Bain{VCA General Partner Research Survey 2014 (n=53)

Funds are strengthening their portfolio teams and enrolling operating partners to enhance value creation

and differentiate

Portfolio value addition mostly effected through operating partners and Most GPs intend to expand operating teams
portfolio teams

How many people (or full-time equivalents) do you have who focus

Who i tly involved i ki the value additi . . s
© 15 mosily mvolved in working on e value acdition exclusively on portfolio company value addition? How do you plan

of your porifolio companies? .
yourp P to expand the team in the next two to three years?

% of total responses % of total responses
100% Management consultants 100% N 10 people
'Differentiation is b.ecoming important for 0 people - 510 people
successful fund-raising. Operational Te—
80 : g capabilities act as an important differentiator, 80 people
M as they showcase the fund’s ability to derive S 9.8 ek
CEVECEN  value from ifs investments'. N
60 60 X AN
Portfolio _GP 28 fpaegle S
support
teams 'There is increased pressure from LPs to - ~ 2-3 people
40 . . 40 S
engage operating teams in order to hasten 1-2 people ~ .
value creation and enable smoother exits. As | b |
Infernal a result, there is an increased trend toward Te-a 1-2 people
20 operating hiring operational teams and consultants'. 20 |
partners =1 person <1 person
-GP
0
Value addition Current Target in next two
of portfolio to three years

Source: BainVCA General Partner Research Survey 2014 (n=53)
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The number of exits increased by more than 40%, but the total exit value remained flat from 2012 to 2013

VC/PE exits in India CAGR
(12-13)
$88B Overall 0%
66 6.8 6.8
- - Il Others 17%
6 M Energy 55%
entertainment
e E— 41 L B [T
4 _ construction
E— - I M Telecom 66%
— [ ] B Manufacturing 488%
[ Healthcare 226%
) IT & ITES 19%
BFSI -49%
Real estate 45%
0
2008 2009 2010 2011 2012 2013
Number

of exits 42 68 123 88 15 P 164

Notes: Only includes exits that were publicly reported; 'others' includes consumer products, hotels and resorts, retail, shipping and logistics, textiles, education and other services.
Source: Bain PE exits database

The number of buybacks increased significantly in 2013

Buybacks experienced a sharp increase in share among exits Top 10 exits in 2013

. ) . » Valuve
Exit mode by PE firms Target Firm exiting ($M) Route
% of total exits Alliance Tire Group  Warburg Pincus 418 -
100% Shriram Transport Public
I - . - Finance* 7S 306 et
Shriram Transport Public
80 Buyback Finance* TPG 306
Bharti Telecom Temasek 305 Strategic
Public SAIF, Goldman Sachs
60 okt CSS Group and Sierra Ventures 270
sale (incl.
IPOs) Capital International;
40 Manipal Global Catamaran; IDFC Private 269 Buyback
Equity; Premji Invest
- - Apollo Hospitals Apax 203
20 Gland Pharma 3logi Capital (Evolvence) 200 _
Strategic
sale WNS Global Warburg Pincus 175
0 Maytas Infinite India
ek 158
2009 2010 2011 2012 2013 Properties Investment Management

*Exit via public markets done in two independent transactions; **Buyback executed through settlement between Maytas (IL&FS) and Infinite India Investment Management
(JM Financial & SRS); includes only those exits where exit mode is known
Source: Bain PE exits database
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IT/ITES and BFSI have outperformed in terms of returns

Total PE investments and exits* Total PE investments and exits*
Consumer/retail Exit
$158 100°% $43.38 $27.28 multiple
s
12.9 1 Il 0.2
. — B
80 Shipping/logistics )]
Engg. & construction 0.9
10 Healthcare _ - 03
PN W o4

i
40
1.1

5
20 BFSI
1.2
IT & ITES
0 : 0
2005 2006 2007 2008 2009 2010 2011 2012, 2013 | Investments Exits
***** : (2005-2010) (2008-2013)

*Excludes real estate deals; exit multiple calculated as total exit value by total investment value for a particular sector
Sources: Bain PE deals database; Bain PE exits database
Pressure to return capital and potential turnaround in the IPO market could accelerate exits in the future
Most GPs plan to hold on to pre-2008 Pressure from LPs and improvements in the IPO market are likely to affect the number of exits in the next

investments two years

What do you think are the key influencers behind change in the number
of exits over 2013 (compared with 2012)? Which factors do you think
will influence change in the next two to three years?

What are your plans for unexited

deals with a pre-2008 vintage?

% of total responses % of total responses
100% ;Write-off 80%
X
80 Work with promoters
or a buyback 60
60
40
40 Wait and watch
20 20
. . 0
Plans for unexited deals with Macro- Pressure Changes in Change in Change in Higher
a pre-2008 vintage economic  fo exit & return capital market/  valuation  prominence of corporate cash
environment  capital to LPs  IPO environment secondaries resources/easier
trade sales

1 2013 M Next one to three years

Source: BainlVCA General Partner Research Survey 2014 (n=53)
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GPs expect strategic and secondary exits to remain the most attractive exit routes

The traffic towards exits is expected to increase sharply Strategic and secondary sales seen as most common exit routes

How do you expect the number of annual exits to change
compared with 2013?

Which modes of exit do you expect to be most common in future years?

% of total responses % of total respondents
100% 80%
Increase
Increase
80 significantly (>25%)
Increase slightly
(10%-25%
60
Relatively stable
40 (£10%) Increase slightly
Decrease slightly (10%-25%)
(10%-25%)
20 ooy Decrease
o slightly
(220! (10%-25%)
0
2013 Next one to two years Strategic Secondary Promoter IPO
buyback

[1 2014 M Next one to three years

Source: BainIVCA General Partner Research Survey 2014 (n=53)
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LPs’ perspective of

India: Rolling up
the sleeves

The importance of India for LPs has reduced as a
result of slowing growth and increased competi-
tion from the next wave of emerging economies
like sub-Saharan Africa and Southeast Asia.

Allocation of funds to India will remain stagnant
or decline in the near term due to negative in-
vestor sentiment.

High entry valuations and macro and exit environ-
ments are major deterrents to investing in India.
However, despite these challenges, LPs continue
to believe in India’s long-term potential.

The LP-GP relationship has become more inter-
active. LPs are more stringent when allocating
funds and are showing increased involvement in
deal making and fund disbursal by PE funds.

LPs have lowered return expectations from India,
and the impact of this is likely to manifest in LP-
GP economics.

In line with global trends, India has also witnessed
a slow but steady movement towards direct invest-
ments by LPs in the private equity space.
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India is losing favour with LPs as other investment opportunities arise

Growth and potential returns have drawn investments to India... ...but for LPs, India’s attractiveness as a market has declined

Most 1 Sub-

What are the main reasons your fund has invested/ } Saharan
plans to invest in India? affractive J\ Africa
2

Average rating on a scale of 1to 5,

Latin
where T=least important; 5=most important Aiees
5 (excluding

Brazil)

4
3

Brazil

9 Central &
7 Eastern

Europe
1 8
0 9 India

Future Potential Portfolio Access to Portfolio
growth returns diversifi- specific synergies Leqs_f 10
prospects cation sectors affractive 2009 2010 2011 2012 2013

Sources: BainVCA Limited Partner Research Survey 2014 (n=12); EMPEA Global Limited Partners Survey 2013 (n=112)

Fund allocation to India is likely to decline or stay stagnant for about 40% of the LPs that consider India a

focus market

Changes in LPs’ PE investment strategy in emerging markets over the next two years

% of total respondents

60%
I
20 - [ - .

0
Sub- Southeast Latin Brazil China Turkey Middle East  India Central & Russia/CIS us Western
Saharan Asia America & North Eastern Europe
Africa (excluding Africa Europe
Brazil)
Expand investing Begin investing [l Decrease or stop investing

Note: CIS refers to Commonwealth of Independent States.

Source: EMPEA Global Limited Partners Survey 2013 (n=112)
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Despite concerns about entry valuations and macro and exit environments, LP confidence in India’s

potential is intact

Valuations and macro and exit environments are the key concerns when LP confidence in India’s macro fundamentals is sfill intact
it comes to investing in India

What are your major concerns about investing in India? 'Even though Indian private equity has disappointed in the last
few years, LPs continue to see India as a destination with huge

Average rating on a scale of 1 to 5, potential. There have been multiple concerns, but once uncer-
tainties in the macro situation subside and the growth story gets

where 1=least important; 5=most important
back on track, LPs will start investing in India again'.

5
1P
4 'While the current sentiment is negative, India continues to be
a structurally attractive market with both its “long-term domestic
3 consumption” and its “cost-efficient export base” stories sfill intact.
This will ensure that India stays on the LPs’ radar, though we
will look at it with increased caution in the foreseeable future'.
2

1P

'The enthusiasm for India has clearly waned in the last few
years. However, there are still many LPs who look at India as
0 a “must have” for their portfolios in the long run, and they will

: 1
Mismatch in - Macro Liquidity/exit Political Regulatory Corporate continue fo allocate funds'.

valuation  economic  environ-  stability and  governance
expectations  volatility ment tax issues  issues

-GP

Sources: Bain-IVCA Limited Partner Research Survey 2014 (n=12); primary research

LPs are more cautious about allocating funds to India and are becoming more hands-on with GPs

LPs have become stringent in allocating funds LPs intend to participate more actively in deals and are also influencing the investment
focus of PE funds

Stringency in fund allocation How do you see your involvement in deals changing over the next two or three years?

% of total responses

e LPs have increased their scrutiny in fund

o
allocation 100% o LPs are seeking regular and more detailed
® Investment philosophy and track and exit Will increase reporting from GPs, more control over
records of PE funds are being put under significantly operations and more influence in the
the microscope 80 decision about a PE fund's industry focus
¢ Operational capabilities that enhance " ® |n some cases, LPs are also scrutinising
| : fibererd o o @titea] Will increase T B
value creation are considered to be critica ! deal specifics like the industry context,
e Clear and honest communication from GPs 60 slightly target company fundamentals and
is important to preserving trust in the valuations
relationship
40
'The poor track record of investments in India i i
ne po Will remain 'Gone are the days when just being an
is a major concern. We want hard proof of the same " .
. Indian fund could attract a lot of capital.
robust track records and realisations before 20
. : ] Today, LPs want you [GPs] to narrow the
allocating funds to GPs. There is also a strong will . .
. : . investment strategy to just a few sectors and
preference for differentiators that will enable decrease .
: ) : only focus on them'.
a fund to perform better than its peers'. 0 slightly
LPs' involvement in deals in the - GP

_1p
next two to three years

Sources: Bain IVCA Limited Partner Research Survey 2014 (n=12); primary research; secondary research
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LPs have lowered their return expectations from India, and this has implications for LP-GP economics

Most LPs have lowered their return expectations from India

LPs with net returns expectations >16% for India 2012 vs. 2013

% of total respondents (n=112)

80%
60
40

20

2012 survey 2013 survey

GPs’ management fees affect overall returns and are ‘top of mind’ for LPs

Fund terms that LPs believe should be amended to improve the
LP-GP relationship

% of total respondents (n=450)

60%
40
20

0
Manage- Amount  Carry Rebate of Hurdle Non- Payment of
ment committed structure deal-  rate financial fees on
fees by GP related clauses uninvested
fees capital

Sources: EMPEA Global Limited Partners Survey 2013 (n=112); Preqjin Investor Interviews, June 2013 (n=450)

Reflecting global trends, India is also seeing a slow but steady movement towards direct and co-investments

by LPs

Direct and co-investments by LPs in India

Total value of deals involving LPs*

$38
o]e]
Siguler Guff Temasek
2

1.2
Temasek
1 IFC
Qatar
Foundation
0
2011 2012 2013
% of
total deal
value* 8% 19% 23%

*Includes simultaneous investments by GPs and other investors
Sources: Bain PE deals database; primary research

There is a slow but steady trend of direct investing by LPs in India

'LPs making direct investments is not an India-specific pheno-
menon; we are seeing that trend globally. This is fuelled by the
need to cut down on management fees, which might help
increase overall returns generated by the fund'.

- 1P

'While many LPs would like fo invest directly in India, most lack
the local expertise required. We are able to make direct invest-
ments in India because we have both the capability and access
to do so. This ensures higher returns compared with investing
through GPs'.

- 1P

'Today, direct investments by LPs are not high in number, as
most LPs do not have India-based teams. However, as more
LPs set up presence in the country, direct investments will also
gain pace'.

-GP
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Implications

GPs should continue establishing a strong rapport
with promoters and management teams to land
deals at the right valuations.

GPs should carefully assess corporate gover-
nance issues and promoter integrity before making
investments, and they should double down on
creating a detailed value-creation blueprint
within 90 days of the deal.

Entrepreneurs should recognise PE as activist
and patient capital and work with GPs to lever-
age the PE fund’s expertise and network in
order to build a strong business with a long-term,
competitive advantage.

LPs should recognise the nuances of the Indian
market and build an informed, firsthand view
of returns and the investment horizon.

It will be important for LPs to assess and under-
stand the GP track record and ensure alignment
of their investment philosophy with the LPs’ own
risk appetite to achieve satisfactory results.

Policy makers should appreciate the role that
private equity can play in India’s growth story.
Simplifying regulatory and tax frameworks to
attract long-term capital can contribute signifi-
cantly to boost both short- and long-term growth.
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Implications

Overall, 2013 saw deal values rising, but it was a difficult year for private equity in India, as both fund-raising and
exits proved to be challenging. The tough macroeconomic situation and the slower-than-expected pace of
exits are forcing several market participants to get back to the drawing board and rework their strategy. PE
funds are sharpening their focus on the best-quality deals based on their investment philosophy and are investing
in relationships with promoters and management teams to conclude at reasonable valuations. In addition, the
emphasis on value creation after the acquisition has gained more importance. The PE industry anticipates that
favourable results in the general elections will spur a series of economic initiatives and lead to policies that
will promote further investment in multiple sectors to boost both short- and long-term growth.

General partners: First, GPs need to double down on developing differentiated value-creation capabilities, which
is not only critical to realise above-expectation returns but also to raise funds successfully. Second, GPs should
continue investing in building a network with promoters and management teams well before the deal process;
this is important, as it plays a key role in securing the deal at the right valuation and fosters a relationship based
on trust. Third, there are attractive investment opportunities emerging in the secondary market. While some of
these investments have not yielded financial returns as expected, these companies understand the PE value
proposition and are more experienced in how to make partnerships with PE funds win-win. Finally, focussing
on the ‘softer’ aspects of the deal is as important as landing the right valuation; these softer aspects include cor-
porate governance and integrity of the leadership in the investee company.

Indian entrepreneurs: Those Indian entrepreneurs lacking prior experience with PE and VC should look at PE
as activist capital, recognising the additional capabilities and network, that private equity can offer beyond just
funding. Moreover, entrepreneurs should work with their private equity partners to think about business
opportunities and challenges together. It is in the interests of management teams to help private equity partners
appreciate market realities and seek their support where they might have expertise. This could be through
leveraging their brand in the marketplace, improving their recruiting proposition when hiring a senior execu-
tive, requesting introductions with potential customers in the PE fund portfolio or learning and adopting best
practices in corporate governance, working capital management and so on.

Limited partners: The Indian market is unique and governed by its own nuances. So it is imperative for LPs to
fully understand the investment opportunity in India and assess risks in certain sectors or specific companies
firsthand. This would enable LPs to set realistic expectations on the return potential and investment holding periods
as they commit capital to India. The Indian market has matured over time, and the PE and VC industry is now
at the close of a major investment cycle. As LPs seek to commit more capital and decide whom to trust with their
capital, LPs should invest time to understand the track record of the fund and its GPs, and develop a clear under-
standing of alignment of the fund’s investment philosophy with their own risk-return appetite. Last but not
least, LPs should encourage or discourage GP behaviours to ensure alignment with the investment philosophy
throughout the investment term.

Public policy makers: Realising India’s growth aspirations requires a lot of capital. Private equity can play a pivotal
role in bridging the gap between domestic sources of funds and the capital requirement for nation-building.
Policy makers should re-evaluate the investment environment and regulatory framework around private invest-
ing in key sectors like education, healthcare and infrastructure, and explore opportunities to invite private capital
to participate. The unique character of private equity as patient capital and its capacity to shoulder the risk in
ventures differentiates it from conventional sources of funding. Creating a more conducive environment for private
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equity to attract funds and invest could make private equity an important contributor to the realisation of India’s
growth story.

The year 2013 presented many challenges to the private equity industry in India—but the industry seems to be
coming out of adolescence. While prospects for 2014 seem tough, there is the potential for recovery to accelerate
if all industry participants work together. We believe private equity and venture capital investors should continue
to be excited about opportunity in India. PE and VC are critical to foster entrepreneurship in the country and help
Indian companies professionalise and scale up rapidly, thereby unlocking the true potential of India. @
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About Indian Private Equity and Venture Capital Association

Indian Private Equity and Venture Capital Association (IVCA) is the oldest, most influential and largest
member-based national organisation of its kind. It represents venture capital (VC) and private equity (PE)
firms to promote the industry in India. It seeks to create a more favourable environment for equity investments
and entrepreneurship. It is an influential forum, representing the industry to governmental bodies and
public authorities.

IVCA members include leading VC and PE firms, institutional investors, banks, corporate advisers, accountants,
lawyers and other service providers to the VC and PE industry. These firms provide capital for seed ventures,
early-stage companies, later-stage expansion and growth financing for management buyouts and buy-ins.

IVCA’s purpose is to support the examination and discussion of management and investment issues in PE
and VC in India. It aims to support entrepreneurial activity and innovation, as well as the development and
maintenance of a PE and VC industry that provides equity financing. It helps establish high standards of ethics,
business conduct and professional competence. IVCA also serves as a powerful platform for investment funds
to interact with one another.

IVCA stimulates the promotion, research and analysis of PE and VC in India, and facilitates contact with policy
makers, research institutions, universities, trade associations and other relevant organisations. IVCA collects,
circulates and disseminates commercial statistics and information related to the VC industry.
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About Bain & Company's Private Equity business

Bain & Company is the leading consulting partner to the private equity (PE) industry and its stakeholders.
Private equity consulting at Bain has grown thirteenfold over the past 15 years and now represents about
one-quarter of the firm’s global business. We maintain a global network of more than 1,000 experienced
professionals serving PE clients. In India, we have a leadership position in PE consulting and have reviewed
a majority of the large PE deals that have come to the market. Our practice is more than triple the size of
the next-largest consulting firm serving private equity firms both globally and within India.

Bain’s work with PE firms spans fund types, including buyout, infrastructure, real estate and debt. We
also work with hedge funds, as well as many of the most prominent institutional investors, including
sovereign wealth funds, pension funds, endowments and family investment offices. We support our clients
across a broad range of objectives:

Deal generation: We help develop differentiated investment theses and enhance deal flow, profiling indus-
tries, screening companies and devising a plan to approach targets.

Due diligence: We help support better deal decisions by performing due diligence, assessing performance
improvement opportunities and providing a post-acquisition agenda.

Immediate post-acquisition: We support the pursuit of rapid returns by developing a strategic blueprint for the acquired
company, leading workshops that align management with strategic priorities and directing focussed initiatives.

Ongoing value addition: We help increase company value by supporting revenue enhancement and cost
reduction and by refreshing strategy.

Exit: We help ensure funds maximise returns by identifying the optimal exit strategy, preparing the selling
documents and prequalifying buyers.

Firm strategy and operations: We help PE firms develop their own strategy for continued excellence by devising
differentiated strategies, maximising investment capabilities, developing sector specialisation and intelligence,
enhancing fund-raising, improving organisational design and decision making, and enlisting top talent.

Institutional investor strategy: We help institutional investors develop best-in-class investment programmes
across asset classes, including PE, infrastructure and real estate. Topics we address cover asset-class
allocation, portfolio construction and manager selection, governance and risk management, and organ-
isational design and decision making. We also help institutional investors expand their participation in
PE, including through co-investment and direct investing opportunities.



Key contacts in Bain’s Global Private Equity practice

Global: Hugh MacArthur (hugh.macarthur@bain.com)
Americas: Bill Halloran (bill. halloran@bain.com)
Asia-Pacific: Suvir Varma (suvir.varma@bain.com)

EMEA: Graham Elton (graham.elton@bain.com)
India: Sri Rajan (sri.rajan@bain.com)

Arpan Sheth (arpan.sheth@bain.com)

Please direct questions and comments about this report via email to
bainIndiaPEreport@bain.com.

Shared Avbition, True Resuliz

Bain & Company is the management consulting firm that the world’s business leaders come to when
they want results.

Bain advises clients on strategy, operations, technology, organisation, private equity and mergers and acquisitions. We develop
practical, customised insights that clients act on and transfer skills that make change stick. Founded in 1973, Bain has
50 offices in 32 countries, and our deep expertise and client roster cross every industry and economic sector. Our clients
have outperformed the stock market 4 to 1.

What sets us apart

We believe a consulting firm should be more than an adviser. So we put ourselves in our clients” shoes, selling outcomes, not
projects. We align our incentives with our clients’ by linking our fees to their results and collaborate to unlock the full potential
of their business. Our Results Delivery® process builds our clients’ capabilities, and our True North values mean we do the
right thing for our clients, people and communities—always.
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