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Comparative Analysis of Private Equity Market in Pdand and Other
Central and Eastern European Countries

Abstract

The main goal of this article is an analysis of thevelopment stage
attained by the private equity market in Poland @&sdcomparison with similar
markets in other countries of Central and Easteurdpe. The main emphasis
has been laid on the very essence of this sourcaepital and its importance for
development of small and medium-sized enterprides performed analysis has
allowed to verity the hypothesis saying that pevatquity funds in Poland
display a greater involvement in comparison witlets@unds in the remaining
countries of this region, which is confirmed by tfue of capital invested in
Polish enterprises and the value of divestmentBdland. The empirical data
used in this article come from statistical repasfshe European Private Equity
and Venture Capital Association.

1. Introduction

Acquiring capital for development of new businesgjgrts is one of the
main problems faced by research centers and itss @ad maybe primarily
a problem faced by companies. Small and mediundsergerprises (SMES)
possessing a big growth potential, which do notehavfirm position in the
market and do not record satisfactory financiad@#, have a difficult access to
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external sources of capital for their expansionisTissue has become of
a special importance at the time of economic casigd significantly restricted

access of enterprises to traditional sources of tapital. Private equity funds
in the developed countries such as the United Statehe United Kingdom

have long traditions and they are an importantofaéhfluencing a given

country’s economic growth rate. Meanwhile, it iszkatively new element of the
financial market in the Central and Eastern Europeauntries, although it

should be noted that it is its rapidly developitengent.

The goal of this article is an analysis of privatgity funds in Poland and
a description of similarities and differences betwerivate equity markets in
Poland and the remaining Central and Eastern Earopeuntries.

To achieve this goal of the article there has beemulated the main
research hypothesis saying that the activity ofgte equity funds in Poland is
more dynamic than in the remaining Central and é€asEuropean countries.
This hypothesis has been made more specific by snedintwo auxiliary
hypotheses saying that:

1.Poland holds a dominant position in the region withard to the amount of
invested capital;

2.the sum of divestments (exits from investmentspatand is bigger than in
the remaining countries of this region.

The above hypotheses have been verified empiricatiythe basis of
statistical data published Byhe European Private Equity and Venture Capital
AssociationEVCA).

The main time scope of the analysis are the ye@®3-2008, but it will
be widened to earlier years wherever it is possibte choice of such research
period is prompted by the necessity of preservingndorm methodology of
gathering and processing statistical data aboupthvate equity sector, which
should allow ultimately to compare them in time apdce. The EVCA has been
publishing statistical reports since 2007 in tw@raaches: one approach is
industry, that is, according to the seat of a private gquihd, and the other is
market that is, in accordance with the place where aff@g@ company
operates. Such methodical changes have made gsagdo choose only a two-
year period of analysis.

With regard to its spatial coverage, the analysigecs the following 16
countries of Central and Eastern Europe: Bosnia ldezegovina, Bulgaria,
Croatia, the Czech Republic, Estonia, Hungary, ieatkithuania, Macedonia,
Montenegro, Poland, Romania, Serbia, Slovakia,&l@y and Ukraine.
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2. Role played by private equity funds in supportig SME development

Operations of private equity funds consist in invegfinancial resources
gathered by them, first of all, in equity type sdéies of unlisted companies
(companies not listed by the Stock Exchange) igetye of their growth stage
in order to gain an above average rate of returtheninvested capital in the
future through increasing the value of portfoliomganies and divestments.
Thus, the activity scope of private equity fundsludes three segments of
capital investments (Kornasiewicz 2004, p. 21):

* venture capital,
 buyout capital,
* mezzanine capital.

The EVCA deals with the activity of business unisthe European
higher risk capital market in a comprehensive wiagromotes the expansion of
this market and collects data concerning decisimoade by investment funds.
Moreover, it has been the main source of infornmatédoout private equity
investments in Europe for many years. The ternvgté equity’ is understood
by the EVCA as an activity consisting in equity éstments in enterprises not
listed by the Stock Exchang€é&ntral and Eastern Europe Stori@904). This
capital can be tapped for new product and techyottgyelopment in order to
increase the working capital, to take over othenganies and to strengthen an
enterprise’s balance sheet. It can also exertfareimce on decisions concerning
the ownership and management structilyil ().
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Figure 1. Structure of private equity

Junior debt

Source: the author’s own presentation.

The main element of private equity is venture @dpilts characteristic
feature is the fact that this capital is provided énterprises during early stages
of their development (Sohska, Sieradzan 2004, p. 14). It should be noted tha
venture capital funds are earmarked for promotimgvative projects. They are
invested in enterprises just starting their agtivat wishing to expand their
activity. Innovations as a means allowing to baitdenterprise’s strong position
in the competitive market and as a source of coingetadvantages are
extremely important (Bielski 2007, p. 43). The seab these innovations is the
entire enterprise. They are an organization’s mes@d@o dynamic changes in its
environment, and the more innovations are laundlyedn enterprise the faster
its growth is (Penc 2007, p. 110). Financial resesrprovided by venture
capital are allocated for development of new prégluavhich have not been
verified by the market as yet or for winning newsttumers both from an
enterprise’'s present market and from a new manKetrinski, Piotrowski,
2004, pp. 142-143). Capital provided by these fusdgenerally addressed to
small and medium-sized enterprises having an inha/groduct or service
(Grzywacz, Okaska 2005, p. 45).

Buyout capital differs significantly from venturamtal discussed above.
Transactions of this type consist in taking overthy fund an organized part or
an entire firm already operating in co-operatiothvén enterprise’s old or new
management board. One of characteristics of thewuransaction is a big
share of debt in the whole structure of financilgr{esiski 2000, p. 2). An
assumption about restructuring the operations ofaken over enterprise
(Kornasiewicz 2004, p. 31) aimed at improving thifeaiveness of its
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operations or also about deriving benefits fromdimeergy effect usually lies at
the foundations of buyouts (Machata 2007, p. 68).

Figure 2. Private equity financing at different stgyes of an enterprise’s growth
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Source: Kraft 2001, p. 4.

Different elements of private equity can be useukdding on the adopted
strategy of company value increase, that is, ialeor external expansion
(Frackowiak 2009, p. 19). Venture capital as capit@duduring early stages of
a company’s operation in the market is allocateicharily for financing its
internal development finding its expression maimyexpanding its potential,
creating new productive, processing, service ahgrotapacities by means of
material investmentdk{id.). Buyout capital, in turn, represents an altévaain
relation to venture capital and it is used for fioilmg a company’s external
expansion, which can be synonymous just with merged takeovers (Duraj
1996, p. 252). The strategy of a company’s growilough its external
expansion allows to achieve a desired effect withirte a short time unlike its
internal expansion, which usually takes a longeet{bid., p. 253).

Mezzanine capital, on the other hand, has charsiitsrof financing by
debts and selected elements of equity. It includesnly junior debts,
convertible securities and warranty securities {iP&008). It is used by
companies at later growth stages, which are getéady to offer their securities
to the public (Pietraszewski 2007, p. 46), and asosupporting funds when
carrying out mergers and takeovers. It can be gdiganet when an expanding
company, which is not fully mature yet, needs ficing by debt, and banks are
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unwilling to provide capital (Kornasiewicz 2004, §2). It is some kind of
a supplement of the two forms of financing a conypay venture capital
discussed above.

In the traditional approach financial needs of camps are met by
a broad offer of financial services made by banksygtems. Progressive
globalization processes and development of cajpitahsive technologies lead
to a growing demand for capital, which induces eymeneurs to look for its
other sources (Ziotkowska 2008, p. 107). Such r#étitre, especially for small
and medium-sized enterprises with a high innovajoaopensity and a big
growth potential, can be private equity funds, whigeem to be virtually
predisposed to finance innovation-oriented projestanulating economic
growth (Lewandowska 2008, p. 136).

Unlike traditional financial institutions such afr example, banks,
private equity funds are inclined to accept a hHiglestment risk and provide
necessary capital in exchange for a possibilitglitiining a high rate of return
on investment in the future (Pietraszewski 20073Q). A smaller risk aversion
in comparison with conventional capital providersakes possible the
development of enterprises in their early growtdgss when they cannot show
their sufficient creditworthiness. In this respact important role is played by
one of the main advantages resulting from the fifvan of this type. During
early stages in a company’s growth characterizedamyequity character of
investments, capital obtained from a private edfuityd is a capital, which does
not generate costs connected with its servicingegular and timely repayment
of capital installments together with the interisshot required as it is the case
with bank loans. A practice followed in investmeats private equity type and,
in particular, in the case of business start-upsal® a resignation from
repayments from profit and/or dividend. It allowdtiroately to reinvest
generated profits and ensure a company’s dynaroiwtpr It is in this way that
a common goal of both a fund and earlier sharehsldensisting in a joint
building of a company'’s value is achieved.

It is also important that apart from financial reszes private equity funds
offer also support in the form of additional valu@sviderska 2008, p. 108),
which takes the form of the so-called managemepitadsaimed at enhancing
a company’s competitiveness both in the local dmlve-regional market and
a dynamic increase of its market value (Panfil 2@04.2). Managers of start-up
companies do not often have an appropriate experignthe management of an
expanding company. Hence, the presence of repeds@st of a private equity
investor on the company’s management bodies, &aimte, on the management
board or the supervisory board makes it possibl@potheir earlier experience
gained during involvement in earlier successfulestments of an equity fund
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and to implement effective organizational solutidested in other portfolio
companies. An additional advantage connected \wighpresence in a company
of an equity fund’s experts is the fact that thaydat their disposal a developed
network of business contacts, which allows a comparwin new customers or
suppliers of necessary raw materials faster. Magocompanies having
a private equity fund as an investor can recrug biest qualified personnel
easily. Namely, due to the opinion of these funsl@auarantee of a dynamic
company growth, top managers and persons recogagegperts in their milieu
accept co-operation with such partner willingly.

The key role played by private equity funds in camp growth is
confirmed by companies which have benefited froms florm of financing.
According to reports published I8urvey of the Economic and Social Impact of
Venture Capital in Europ€Survey of the Economig.2002), as many as 94.5%
of surveyed companies admitted that without a stippovided by venture
capital funds they would have suspended their ity developed much more
slowly. Similarly, Survey of the Economic and Social Impact of Manageém
Buyouts & Buyins in EuropéSurvey of the Economic..2001) shows that
a similar opinion is shared by 84% of companiesictvthave made buyouts
assisted by private equity funds. These survey® havealed also structural
variations among companies benefiting from privegaity financing.

Venture capital is used primarily by small companiés many as 64.4%
of companies, which obtained financing from suahdfuat early growth stages
(i.e. seed and start-up) had fewer than six employat the time of an
investment. Meanwhile, 70% of companies, which ek financing during
their expansion stage, had fewer than 50 employe@sedominant part of the
surveyed companies operated in modern technologprse They represented
74% of companies at seed and start-up stages, aghé% of companies at
their expansion stage belonged to the high teclgyaector mainly in computer
and communications branches.

Buyout capital is used both by small and mediuregienterprises and by
bigger ones mainly when they are not adapted tdr tharent company
strategically, have to solve problems connectedth wiheritance, as well as in
the situation when financial difficulties appearan enterprise. From among all
surveyed enterprises, in which buyouts with pge&ition of private equity funds
took place, only 16% had fewer than 50 employedé® @mployment median
reached 170, and as many as 37% of the surveyedpeaaes employed more
than 250 staff. These enterprises, unlike investsnarade by venture capital,
operated in sectors considered to be less innovatiented — primarily in
manufacturing (22.6%) and in business and indugirizducts sectors (13.8%).
Only, not quite 10% of enterprises operated inhilgé technology sector.



94 Tomasz Sosnowski

Entrepreneurs, who have benefited from co-operatiitn private equity
funds, point not only to an important role playedtbeir financial support but
also to a significant role played by other factoosnected with the presence of
such investor in an enterprise.

Table 1. Impact of private equity on portfolio companies

Seed/Start-up Expansion Buyouts

Ensuring healthy cash flow Improving business

efficienc

New product development y
; - Improving customer

Value creation factors | Gaining market acceptance proving

services

Improving cash
flow/financial control

Strategic advice Providing Financial advice and
Non-\f)ggtr:l(;slcgvi(t)gl/igznt of Networking credibility/status contacts
P opportunities | Focus and Sounding board for
support management ideas
Monthly or
Frequency weekly 93.8% 91.6% 68%
of contact
Less then 6.2% 8.4% 32%
monthly

Source: author's own presentation basedSanvey of the Economic.2002 andSurvey of the
Economic...2001.

A typical private equity investor in Europe is cheterized by an active
involvement in the company’s operational activifshe hands-on strategy is
given preference. Frequency, with which a fund'sresentatives meet an
entrepreneur tends to decrease along with the awytgpgrowth. Managers of
a portfolio company acquire gradually new skillsicected with management of
the company’s operational activity and they are able to manage it more
effectively. The degree of trust between an invesiod an entrepreneur
increases as well. Private equity financing allaesgain more than capital
alone. It also permits to tap the intellectual tapof experts from a private
equity fund, which is an important factor in wingicompetitive advantages in
the market.

The presence of a private equity investor in theygany promotes its
dynamic growth. This observation is confirmed byada Table 2.
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Table 2. Chosen indices representing the impact off@ivate equity investor’s presence

Seed/Start-up Expansion Buyouts
Year 0% more then 1.2% 4.2%
EBIT as percentage of —200%
turnover . .
Year +3 about —10% 1.4% 7%
Increase 89.7% 61.4%
Same 3.1% 13.1%
. Decrease 7.1% 25.5%
Change in employment
average 46 new jobs per
company
) Year 0* 37.2% 55% 72.6%
Share of companies
engaged in exporting
Last year** 59.7% 72% 83.8%
Year 0* 17.2% 26.4% 24.7%
Exports as percentage
of sales
Last year** 30.6% 36.4% 28,3%

*Year ‘0’ is the year in which a venture capitaléstment was made and the year before a buyoutredc

** ‘| ast year’ means either 1999 for buyouts, 200t venture capital investments if the venture tjsit's
investments are still maintained in the portfolmmpany, or the last year before exit if the ventapital has
exited.

Source: ibid.

There can be noticed an evident improvement imfifa results scored
by the surveyed companies. And although companigéch were at initial
growth stages at the time an investment was maéitlalid not generate a profit
after a three-year period of investment, it shdugdnoted that a positive trend
occurred. An evidence confirming a dynamic expamsaf the surveyed
companies is also an increase in employment anoresxp

3. Characteristics of the private equity market inPoland and other
countries of Central and Eastern Europe

Before private equity funds start investing the#saurces in chosen
portfolio companies, they have to obtain necessaapital from external
investors. Financial resources for private equitsestments are acquired from
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many, quite diversified sources. Investors canrigies with a different profile
of activity and ownership structure — both thosthimi the financial system and
those outside it (Pietraszewski 2007, p. 50). Tkaénnproviders of capital are
usually banks, pension funds, insurance comparddser companies and
corporations, government agencies, public instihgj research institutes,
individual persons and funds of funds (Sadla, Sieradzan 2004, p. 33).

The funds operating in Central and Eastern Europaa object of major
interest shown by entities making available a nepital for investments. When
analyzing the data presented below, it should leenebered that although
a new capital is obtained by a fund operating ie oauntry, it does not mean
that it will be invested only in this country.

The Central-Eastern European Region is perceivay wequently,
especially by investors from other countries, asirle investment region
without any distinction made for its particular aseEVCA Yearbook 2008

p. 211).

Figure 3. Inflow of the new capital to private equiy funds in Central and Eastern Europe
in the years 2004—-2008 (in million EURO)
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Source: author’s own presentation based on EVCA beede 2005-2009 (Poland) and Central
and Eastern Europe Statistics 2008, p. 5.

A dynamic increase in supply of a new private ggue#pital could be
observed over the year 2004-2007. The record amourapital for new
investments — over 4.2 billion EURO was obtaine@@®7. However, already
a year later private equity funds felt the impdot@onomic crisis, which exerted
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a marked influence on economic situation in thet¢mand Eastern European
countries. A substantial drop in the new capitdloim was recorded in 2008.

Namely, private equity funds operating in this oeggathered almost 2.5 billion
EURO, which reflects a drop of almost 42% in congmar with the previous

year.

The funds with their seat in Poland obtained thegést amount of new
capital for investments in 2006 equal to 937 millBURO. However, a year
later they already recorded a 39% drop in compangith the previous year to
the amount of 571 million EURO. In the crisis yed2008 the trend of changes
in supply of capital in Poland differed from that entire Central and Eastern
Europe. There was recorded an inflow of new capitainvestments reaching
760 million EURO, which can mean that the econositcation in Poland
differed from that in the remaining European coigstr

The analysis of investment made by private equitydé in Central and
Eastern Europe indicates that the total amountapital invested by private
equity funds in companies operating in Central &adtern Europe exceeded
8 billion EURO in the years 2004-2008.

Figure 4. Value of capital invested by private eqy funds in Central and Eastern Europe
in the years 2004—-2008 (in milion EURO)
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A dynamic growth of the value of invested capita@smoticeable starting
from 2005 till 2007. In 2007 the value of investriteemade in companies from
the Central-Eastern Europe region reached the ddegel of 3 billion EURO.
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In the following year the value of invested capdatlined by over 18% to the
amount of 2,456 million EURO as a result of negatohanges in the world
economy. Table 3 shows the value of private egnwgstments in particular
countries during the period under study.

Table 3. Annual investments value and number of congnies by country in 2007—-2008

2007 2008
Country Value Share Value Share
Number Number
['000 EURQ] [%] ['000 EUROQ]| [%]
Poland 683,518 22.74 65 627,957 25.5[7 63
Hungary 491,367 16.35 24 476,604 19.41 15
Czech Republic 170,250 5.67 21 441,434 17.98 19
Ukraine n/a - n/a 301,535 12.28 11
Romania 475,861 15.83 30 273,089 11.1p 31
Croatia 17,244 0.57 8 100,875 4.11 3
Bulgaria 555,653 18.49 13 90,477 3.68 13
Latvia 159,211 5.30 8 63,084 2.57 15
Lithuania 158,821 5.28 9 0 0.00 0
Slovakia 23,460 0.78 1 31,145 1.27 3
Estonia 51,690 1.72 9 13,972 0.57 9
Serbia 161,610 5.38 7 8,402 0.34 3
Slovenia 46,663 1.55 6 3,750 0.15 2
Other* 9,812 0.33 3 23,285 0.95 9
Total CEE 3,005,160 100.00 204 2,455,61({) 100.00 196

* Bosnia & Herzegovina, Macedonia, Montenegro
Source: author’'s own presentation based on CentdaEastern Europe Statistics 2007-2008.

Over the years 2007-2008 private equity funds iedeghe biggest
amount of their financial resources in companiesrajing in Poland. It reached
658.5 million EURO in 2007, which represented 22.%% all financial
investments made in Central and Eastern Europkainyear. In the following
year Poland preserved its leading position in #hgion absorbing almost 628
milion EURO of capital from private equity fundsna increasing
simultaneously its share to over 25% of all privatpiity investments in this
region.

In 2007 a big part of invested capital was takeerdwy companies in
Bulgaria (555.7 million EURO, 18.5%), Hungary (4®illion EURO, 16.4%),
and Romania (475.9 million EURO, 15.8%). The valtieapital invested in the
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remaining countries of Central and Eastern Eurepehred not quite 25% of the
value of all investments. A year later apart froroli$h companies, the
investment capital from private equity funds werdimly to companies from
Hungary (476.6 million EURO, 19.4%), the Czech Rdjou(441.4 million
EURO, 18%), the Ukraine (301.5 million EURO, 12.3&%)d Romania (237.1
million EURO, 11.1%).

During the analyzed period Poland held a leadingjtiom in the region
not only with regard to the value of invested calpliut also as regards the
number of companies benefiting from the privateitgdfinancing. Namely, the
total of 128 companies received a financial suppenich made up 32% of all
companies obtaining such support from private ggfunds in Central and
Eastern Europe.

Although Poland holds a leading position among taes benefiting
from private equity investments in Central and BasEurope, the percentage
share of the amount of invested private equity tehjim GDP was below the
average figure for the entire region and entireoar

Table 4. Share of private equity investment in GDPn particular countries of Central and
Eastern Europe in the years 2007-2008 (in %)

Country 2007 2008 | Country 2007 2008
Bulgaria 1.923 | 0.256| Romania 0.392 0.198
Croatia 0.046 | 0.213| Serbia 0.548  0.025
Czech Republic 0.133] 0.297 Slovakia 0.043  0.046
Estonia 0.332| 0.088| Slovenia 0.139 0.0
Hungary 0.487 | 0.423| Ukraine n/a 0.24[7
Latvia 0.793 | 0.274| Bosnia & Herzegovina 0.007 0.084
Lithuania 0.567 - Macedonia 0.177 -
Poland 0.222 | 0.165| Montenegro - 0.582
Total Central and Eastern Europe 0.325 | 0.209
Total Europe 0.571 | 0.404

Source: Central and Eastern Europe Statistics 2008.

The average share of private equity investmentDi® Geached 0.325% in
Central and Eastern Europe in 2007 and it decline@.209% in 2008. It was
a result lower by almost a half in comparison wita corresponding period for
entire Europe. Only Hungary and Latvia recordecdlaove-average value in the
analyzed period.
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When analyzing the private equity investment market also necessary
to look at its internal structure, as differenttpaf private equity can be used to
achieve different investment objectives.

Table 5. Private equity investments in the years 208-2008 according to investment type

Central and Eastern Europe Poland
Type of capital 2007 2008 2007 2008
Value | Share| Value | Share | Value | Share | Value | Share

[(000 | [%] | [000 | [%] | [000 | [%] | [000 | [%]

EURO] EURO] EURO] EURO]
Seed 3673| 012 4,027 01p 2482 086 3,725 0,59
Start-up 24198| 081 58950 24p 1815 097 14/0@037
Expansion* 388,190 1290 833,00833.92 | 131,286 19.21 | 108,141 17.22
I;’;‘t'a‘l’e”t“re 41,6061 13.84 896,014 36.49 | 135,588 19.84 | 126,766 20.19

Rescue/Turnaround 6,088 0.20 568 0.02 1,257 0.18 680.01
Replacement capital 263,933| 8.78 5,000 0.2¢ 1,118 0.16 0 0.00
Buyout 2,319,07977.17|1,554,02863.28 | 545,560 79.82 | 501,122 79.80
Total private equity|3,005,162100.002,455,610 100.00| 683,518100.00| 627,95} 100.00

*Starting from 2008 investments at the company asfmm stage were replaced in the EVCA statistiepbrts
with two new investment stages: venture — a latggesand growth financing.

Source: author’s own presentation based on CemtdaEastern Europe Statistics 2007—2008.

The biggest part of private equity investmentshis ¢apital invested for
company buyouts. It amounted to over 2.3 billionREMin Central and Eastern
Europe in 2007, which represented 77.17% of alitabimvested by these funds.
In the following year the value of such investmeiispped by almost one-third
to the level of more than 1.5 billion EURO, busiill remained a dominant item
in the structure of private equity investments. @&utg in Poland still represented
a bigger part of private equity investments thathmentire region — their share
reached almost 80% both in 2007 and in 2008.

A low share of venture capital type investmentsusthdoe treated as
a weakness of the private equity market in thisoregThese investments
accounted for only 13.84% of all investments onrage in entire Central and
Eastern Europe in 2007, whereas in 2008 their vadge over two-fold to the
level of 896 million EURO, which represented 36.586 all investments.
By comparison, the share of venture capital reachbdut 20% of all
investments in Poland in both years. Companieschvhre at early stages of
their growth, face the biggest difficulties withcseing capital necessary for
their development. The share of investments in seeldstart-up companies did
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not surpass 3% of all capital invested by privajeity funds in any analyzed
year — both on average in the entire region aritbland.

The analysis of the sector structuoé investments made by private equity
funds in Poland and in the remaining countries eht@l and Eastern Europe
reveals major variations in companies benefitingmfrthe risk capital (see:
Table 6).

Table 6. Structure of private equity investment in @ntral and Eastern Europe by sector
in the years 2007-2008 (in %)

Sector Central and Eastern Europe Poland

2007 2008 2007 2008
Business and industrial products 11.38 7.37 18.49 2.961
Communications 23.95 20.19 1.55 0.94
Consumer goods and retail 6.23 10.51 18.78 22.68
Energy and environment 4.24 3.71 8.31 8.94
Financial services 10.61 12.56 17.75 7.32
Life sciences 10.01 25.11 13.76 9.63
Transportation 10.04 7.51 14.96 27.61
Others 23.55 13.05 6.39 9.97
Total 100.00 100.00 100.00 100.00

Source: author’'s own presentation based on EVCA béede 2009 and Central and Eastern
Europe Statistics 2007-2008.

Most investments in the entire region of Central &astern Europe were
made in companies belonging to the communicatiecstos in 2007 (23.95%).
A major share of all capital was invested alsoha sectors of business and
industrial products, financial services, transpta and life sciences
(biotechnology). In turn, a year later priority wasven to companies in
biotechnology (25.11%) and media (20.19%) sectdigreat deal of capital was
invested also in financial services, consumer gaodisservices.

The structure of investments by sector in Polariémdi from that in the
whole region of Central and Easter Europe. In 2@@ivate equity funds
invested most of their capital in such sectorspasduction and sale of goods —
both consumer goods (18.78%) and business andtifadysroducts (18.49%).
Quite big capital was also invested in that yearcaimpanies dealing with
financial services, biotechnology and transportatio turn, the transportation

! For a full classification by sector see: http//mnevca.eu//uploadedFiles/sectoral_
classification.pdf
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sector recorded the biggest share of private equigstments (27.61%). Just as
in 2007, this sector was followed by the sectorscofisumer goods and
industrial products. It should be also noted tiat share of companies in the
energy and environment protection sector in thal tealue of investments in

Poland was about twice bigger than the averagedidor entire Central and

Eastern Europe.

4. Exits from investments by the private equity inestor

The main characteristic of venture capital/privetguity funds is not
holding their shares in a given company for annitdi time but provision of
capital for its specific development plans. It ixpected that their
implementation will increase the company’s valud aext allow a fund to sell
shares held by it (Grzywacz, Qigka 2005, p. 103). Such possibility appears
only when it withdraws the invested capital.

A dynamic increase in the value of divestments miaylg@rivate equity
funds could be observed in Central and Easterngeuiro the years 2004—2007.
In 2007 the value of such divestments reached ardelevel of 586 million
EURO. A year later their value dropped by over 508bich should be
attributed to a worsening economic situation inwoeld.

Figure 5. Value of divestments in Central and Easter Europe in the years 2004—2008

(in million EURO)
58¢

60C
|

50C+ 422

40C- 292

30C+

min EURC

20C-

10C+

o

2004 2005 2007 2008

Year

Source: Central and Eastern Europe Statistics 2008.
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Major variations in the total value of divestmeotuld be observed in
particular Central and Eastern European countsies: (Table 7).

Table 7. Value of divestments in particular countris of Central and Eastern Europe
in the years 2007-2008

2007 2008
Country Value Share Value Share
[000] ” Number (000 ” Number
EUROQ] EURO]
Poland 185,853 28.10 42 72,975 25.01 19
Hungary 233,380 35.28 14 76,135 26.1d 10
Czech Republic 24,978 3.78 6 8,472 2.90 4
Ukraine n/a - n/a 5,000 1.71 2
Romania 52,432 7.93 14 97,022 33.26 8
Bulgaria 92,242 13.94 7 0 0.00 0
Balitic states* 70,105 10.60 17 27,080 9.28 9
Other** 2,520 0.38 4 5,045 1.73 4
Total CEE*** 661,510 100.00 104 291,724 100.0 56

*Latvia, Lithuania, Estonia.

**Croatia, Serbia, Slovenia, Slovakia, Montenedviacedonia, Bosnia & Hercegovina.

*** The data differ somewhat from those to be fuidthe CEE Statistics, because EVCA Yearbook is
published earlier. Additional few months allow tE&/CA to include transactions, which have not been

included for various reasons in the yearbook.
Source: the author’s own presentation baseBWWBA Yearbook 2009.

In 2007 divestments in Hungary totaled 233.4 milliRURO, which
represented 35.28% of all divestments carried mu@nitire Central and Eastern
Europe. Poland ranked second with regard to theevaf divestments. They
reached 185.8 million EURO, which equaled almo$t 3t all divestments in
this region.

The situation looked different in 2008 when Romatoak the lead.
Divestments reached 97 million EURO here, which enag one-third of all
divestments in the region. Major divestments we®orded again in Hungary
(97 million EURO, 26.1%) and Poland (73 million EOR25.01%).

When analyzing activities of private equity fundss also worthwhile to
point at methods most frequently followed in terating co-operation between
a fund and a portfolio company.
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The most frequently followed divestment method en€al and Eastern
Europe both in 2007 and 2009 was divestment betsade. In 2007 this method
was used in over a half of all divestments. Itgstteclined a little to 43.1% in
2008. The other method often applied in the analymyiod was sale to another
private equity fund. The remaining means of terrnngaa fund’s co-operation
with a company played a relatively insignificaniero

Table 8. Divestment methods in Central and Eastern BHope and in Poland in the years
2007-2008 (value: thousand EURO; share: %)

2007 2008
Divestment Poland Central and Poland Central and
methods Eastern Europe Eastern Europe

Value | Share| Value Share Valle Share Vdlue Share
Divestment by trade sale  30,306.6.84 | 311,774 54.74 | 20,463 28.12 | 125,65P 43.10

Divestment by public | 5910| 3.28| 16,448 2.89 | 200 | 0.27| 200| 0.07
offering

Divestment by write-off 0 0.00 0 0.0d 2,019 2.86 07| 0.71

IRepayment of principal | 22 417| 12.46 | 22,484 3.95 0 0.00 0 0.00
oans

Sale to another private | 98 934| 54.98 | 138,33 24.29 | 26,995 37.09 | 108,098 37.08
equity house

U

Sale to financial 3,785| 2.10| 16,551 2.91 0 0.00 | 16,45p 5.64
institution

(Sl\i:_;?cg;) management 3,423 | 1.90| 12,60y 2.21 | 3,624 4.98| 16,026 5.50

Divestment by other 21,078| 11.71| 67,811 11.91| 19,614 26.95 | 23,222 7.97
means

Total 179,943 100.00{569,559 100.00| 72,775| 100.00|291,527 100.00

Source: the author's own presentation based on EY€#&book 2009 and Central and Eastern
Europe Statistics 2007—-2008.

On the other hand, most divestments in Poland theeyears 2007-2008
involved a sale to another private equity fund.elstments with an initial value
of 98.9 million EURO were terminated by these mean2007, which equaled
54.98% of all divestments in that year. In 2008 vhkie of such divestments
dropped to almost 27 million EURO (37.9%). A mapart of all divestments in
both analyzed years involved a sale of the comgargn investor in a given
sector. The remaining methods were used to a mualies degree.
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5. Conclusion

Private equity funds can be a very important imagrnt in promoting the
development of small and medium-sized enterpridesong other sources of
capital they distinguish themselves by their specifiaracteristics going beyond
their financial aspect such as a support they cavige in the form of
intellectual capital offered by a fund’s managenrs azwceptance of a risk
connected with novel projects, which have not beequently verified by the
market so far. Hence, they can fill in a capitalp gaetween demand of
companies for capital and an offer of traditioniahhcial institutions.

The countries of Central and Eastern Europe belonghe so-called
emerging markets. It could suggest that the prieafeity segment should be
developing rapidly here and foreign funds shouldirbeesting willingly their
capital here seeking numerous market niches algpworearn high profits. The
main research hypothesis presented in the intrmgugiinting to a dominant
position held be the Polish private equity markethe region of Central and
Eastern Europe seems to be true in the light disttal data quoted in this
article. Namely, from among all analyzed countrie®st private equity
investments in the years 2007-2008 were made @nBoPoland does not hold
a dominant position with regard to the value ofedtments in any analyzed
year, but it continues to be one of the leaderthénregions (in 2007 — Poland
ranked second, in 2008 — third).

Although local private equity markets in CentratldBastern Europe are
relatively small in comparison with such markets Western Europe, their
further growth should be promoted. A dynamic depgient of financing by
means of private equity allows to achieve both mwaconomic goals of
particular companies and improve the economic tmaof countries and the
region through new job creation, promotion of inattens or improvement of
a competitive position of an economy.
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Streszczenie

RYNEK PRIVATE EQUITY W POLSCE NA TLE POZOSTALYCH KR AJOW
EUROPY SRODKOWO-WSCHODNIEJ — ANALIZA POROWNAWCZA

Zasadniczym celem artykutu jest analiza stanu rizwgnku private equity
w Polsce oraz poréwnanie go z tego typu rynkarminydh krajach Europgrodkowo-
Wschodniej. Opisana zastata istota tegadta finansowania oraz wskazano jej
znaczenie dla rozwoju matych siednich przedsbiorstw. W pracy zweryfikowana
zostala hipoteza stwierdzggja, £ fundusze private equity w Polsce wykazwjeksz
aktywn@¢ niz w pozostalych krajach regionu, wyrazem czego jestrtasé
zainwestowanych kapitaltdw w polskie przedlisirstwa oraz warté’ zrealizowanych
wyjs¢ z inwestycji w Polsce. Wykorzystane w pracy danwirgczne pochodz
z opracowa statystycznych European Private Equity and Ven@agital Association.



