BAIN SOUTHEAST ASIA PRIVATE EQUITY BRIEF

Will 2012 herald the arrival of Southeast
Asid’s long-awaited PE breakthrough?

Global private equity (PE) firms have eagerly been eyeing
investment opportunities in Southeast Asia for years—
and for good reason. Spanning 10 nations from Myan-
mar to the Philippines, Southeast Asia’s aggregate GDP
topped US$2 trillion in 2011, and the region is home to
a mostly young and dynamic population of nearly 6oo
million increasingly affluent consumers.

Growth in the region’s six largest economies is forecast
to accelerate by, on average, 4.5% to 6.7% compounded
annually through 2015. The region boasts several well-
capitalized and well-connected government-linked inves-
tors, like Singapore’s Temasek and GIC and Malaysia’s
Khazanah, that are primed to play significant roles as
limited partners, co-investors or direct investors.

Interest in the region has risen even higher since the
global financial crisis. Enjoying relatively stable prices and
sizable foreign exchange reserves, the region’s econo-
mies have been resilient to the economic woes that have

plagued the developed markets. They offer attractive
opportunities for PE investors that have concentrated on
China and India—and driven up acquisition values in
both of these markets—to diversify their holdings. Rising
some 25% from the autumn of 2009 through late 2011,
Southeast Asia’s stock indexes have outpaced gains in
China and India. According to the widely used IESE
Business School’s Global Venture Capital and Private
Equity Country Attractiveness Index, Southeast Asian
economies now rank among the leaders. Singapore, the
region’s hub, ranks just behind the US, UK and Canada.
Malaysia scores higher than China. Thailand comes in
just a few slots below India, and Indonesia also makes
the top 50 list, not far below Brazil, a recent favorite
target of PE interest.

But PE in Southeast Asia is still awaiting the long-antic-
ipated breakthrough that industry analysts have been
looking for. At US$5.3 billion, deal making was flat in
2011 and remains below its pre-financial meltdown peak
(<ee Flgure 7). Deal count, too, was stagnant at just 37.
Exit volumes totaled just US$4.2 billion, 30% below 2010
levels. The number of exits fell to just 25, off by nearly
one-fourth from 2010.

?@M@ 7 : PE deal activity in Southeast Asia has been flat over the past two years
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Unlike in many other emerging markets, business con-
ditions and entrepreneurs in Southeast Asia are open
to buyouts, which permit PE owners to exercise hands-on
control. However, buyout volume has fallen by 50% com-
pounded annually from 2009 through 2011. Recent deal
activity has seen a rise in growth-capital investments and
purchases of minority positions through private invest-
ments in public equities.

Results from a joint survey conducted by Bain & Company
and the Singapore Venture Capital & Private Equity
Association (SVCA), however, show clear signs of optimism
about the region’s prospects, which could mark 2012 as
the start of Southeast Asia’s time to shine. Respondents
look for deal activity to increase substantially, especially
in the consumer, healthcare and energy sectors, with
some 80% expecting a pickup this year. Funds that are
active in the region reported that they will boost their
investments in Southeast Asia, with some 40% of respon-
dents planning to invest more than US$150 million in
2012, compared with just 20% in 2011 (see Figure 2).
The financial foundations for PE expansion look solid.
Debt issuance is at record levels, mergers and acquisi-
tions activity is buoyant and Singapore’s pipeline of
initial public offerings is full.

Both PE funds and limited partners rank Indonesia and
Vietnam as the two emerging economies that are highest
on their list of attractive investment destinations in Asia,
in spite of their near-term challenges. Three funds focus-
ing exclusively on investments in Indonesia and six
smaller ones targeting opportunities in Vietnam are
looking to line up more than US$2.5 billion. Returns
reported by the firms participating in the Bain-SVCA
survey increased in 2011, and return multiples are
higher. Respondents’ expectations for 2012 are bright.
Funds expect 2012 returns to be at least in line with
longer-term trends, with about 30% of respondents an-
ticipating that they will beat their historical averages.

Fund-raising is especially robust. Last year, PE funds fo-
cused on Southeast Asia attracted US$1.6 billion in new
capital, but that is only a hint of future investor interest
already in the pipeline. Including the funds concentrating
on Indonesia and Vietnam, which were mentioned earlier,
22 funds focused on Southeast Asia are currently on the
road, aiming to raise an aggregate US$6.4 billion for in-
vestment in the region. This is in addition to the capital
that global and pan-Asian funds will deploy into the region.

The expected continued rise of regional funds—and
country-focused funds, in particular—speaks to the

?@M@ 2 : Deal activity is expected to increase substantially, especially in the consumer, healthcare and
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growing sophistication of PE’s competitive landscape
(see Figure 2). Itis a sign that competition to land
attractive deals, coming from all directions, will con-
tinue to intensify. About 70% of survey respondents
said that they saw competition from global PE firms
over the past two to three years, and more than 60% saw
an uptick in competition from corporate buyers looking
to make strategic mergers and acquisitions during the
same time period. Cash-rich Japanese corporations, in
particular, are setting their sights on Southeast Asia,
seeking access to the large Indonesian market, technology
from Singapore and natural resources from Indonesia
and Vietnam. With more regional and country-specific
funds continuing to join the bidding fray, two-thirds of
survey respondents cited increased competition as a
major constraint to closing good deals going forward.

What will it take to succeed? The days of relying on a
deal’s financial structure to extract value from portfolio
assets are over. In order stay ahead of the competi-
tion, GPs will need to win favor with limited partners,
which are intensifying their efforts to identify funds that
consistently produce top-quartile results. Our survey
respondents identified a few key areas where they need
to raise their game to ensure that the deals they complete
will end up as winners (<ee F@Me 4).

Identify and groom strong management teams. For
creating value post-acquisition, an overwhelming
number of survey respondents said that the strength
of the management team is the most important
quality to look for when appraising a potential deal.

Flesh out a concrete value-creation plan. The ability to
spot a few key priorities and set a timeline for achiev-
ing them as soon as the deal is closed ranked second
among survey participants as being critical for suc-
cess. Forty-seven percent of respondents recognize
that they need to engage directly with company man-
agement to implement the value-creation blueprint
and ensure that performance milestones are hit.

Gain proprietary access to attractive deals. The im-
portance of cultivating relationships with a network
of advisers and industry insiders was cited by 43%
of respondents. Respondents believe these relation-
ships enable their fund to be the first to size up the
most promising target investments that are in line
with their deal theses. Increasingly, firms are forging
relationships with locally powerful partners and
lining up sourcing agents, experts and advisers to
improve their transaction flow and help them flesh
out value-creation plans. One recent high-profile
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?@M@ 4. Strength of management team cited as a particularly crucial factor to ensure deal success
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move in this direction was the decision by TPG, the
global PE giant, to acquire a stake in Northstar
Pacific Partners, a veteran buyout investor in Indo-
nesia, in order to redouble its focus on Southeast
Asia’s biggest economy.

Southeast Asia’s vibrant potential remains a powerful
magnet for PE funds. But as our survey results reveal,

post-acquisition

discriminating investors recognize that, as more and
more money pours into the region and drives up valu-
ations, they can no longer count on how they structure
a deal to reliably generate market-beating returns. Tomor-
row’s winners will be those that are best able to mobilize
a proprietary investment thesis, determine where it can
best be deployed and systematically work with top man-
agement teams to build great companies.

Key contacts in Bain’s Private Equity practice in Southeast Asia

Suvir Varma (suvir.varma@bain.com)
Sebastien Lamy (sebastien.lamy@bain.com)
Usman Akhtar (usman.akhtar@bain.com)

Singapore Venture Capital & Private Equity Association (SVCA)
Doris Yee (ed@svca.org.sg)

For additional information, please visit www.bain.com

Singapore Venture Capital
& Private Equity Association

SV, BAIN & COMPANY (¥



