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Industry Snap Shot

Historical Trend in U. 5. M&A Activities: 2005 - May2011
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Presenter
Presentation Notes

Overall story is that deal volume is down, but if pricing continues to trend upward, we will surpass last yr’s deal value by over 16% or approximately $918 B.


Inside Private Equity
Firms
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Focus

* Gone is focus only on financial engineering.
» Getting more from Portfolio company.
* Increase revenue, decrease costs.

e New skills sets needed for success.
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Presenter
Presentation Notes
OK, lets take a look at what the PEGs are focusing on now to create value for the strategics and their investors.
  gone are the days when financial engineering was the answer.
  PEGs now have to deal with fixing operational issues .
  there is increased focus on how to increase revenue and decrease costs. More and more PEGs are bringing on operational executives to help with these issues, not simply guys that can source a deal.
  In addition to dealing with operational issues, PEGs themselves need to be able to raise funds and deal with the SEC regulations. Additional skill sets not resident in the firm may need to be added.


Fund Performance

85% reported positive fund performance in 2010 vs. 50% in 2009.

Fund Performance(2010)

Up 25%+

Up 10%-25%
Up 1%-10%
Even

Down 1%-10%

Dawin 10%+

0% 10% 20% 0% 4% 50%
Percentage of Respondents

Only 4% reported negative performance in 2010.

Fund Performance Ranges. Source: 2010 PrivateEquityCompensation.com
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Compensation Issues /
Carried Interest

* In 2010, large percentage no increase.
* Bonus substantial component of compensation.

* Increases driven by fund performance.

Expected Bonus Level by Fund Performance
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 Downward pressure on Cl allocation.

Bonus Level By Fund Performance..Source: 2010 PrivateEquityCompensation.com
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Presenter
Presentation Notes
Overall, a large % saw no increase in 2010.

Of those who did, a substantial portion of it was paid in bonuses based on fund performance. Avg bonus payout was 21%.

You can see by this chart that as the fund performance increases, so do the bonus payouts.


War for Talent

* New Investor Relations focus.
 PFIARA requirements.
» Operations skills.

 |ts not about comp anymore!

How Good is Your Firm's Training?

Excellent
Pretty Good
Average
Weak

Non Existent

0% 10% 20% 30% 40% 50%

Percentage of Respondents

Quality of Firm’s Training Programs. Source: 2010 PrivateEquityCompensation.com
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Presenter
Presentation Notes
Firms concerned about attracting top talent are starting to focus on things other than cash compensation. 


Challenges in Finding
the Right Deal
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People Issues During
Due Diligence

Issues
« Executives concerned about own deal.
» Unrealistic ideas about compensation & equity.
» Drain on resources. Business stops.
* News leaks.

« Key employee departures.

 Compliance issues.




People Issues During
Due Diligence

Solutions

* Who stays on the bus.

« Executive deals first.

» Executive compensation benchmarking.

« Communication strategy.

e Set the tone.




CEQO Selection
Increasingly Critical

Issues
« 80% executives recruits change within 2 years. (HBRr,2000)
o 40-60% new hires fail within 18 months. (cLc, 2001)
« Companies with tenured executives rewarded by markets.

(McKinsey, 2006)

. Best leaders # best selectors. (HBs, 2009)




CEQO Selection
Increasingly Critical

Solutions

« 3 Party Assessments

 PEG leadership competencies.

* Big company executive roles £ success.

» Hesitation leads to turmaoil.

« “Act Now, Do it Today, Gets Results”.




Post Deal
Organizational Issues

Issues

* What does this mean to me? How will my life change?
» Capability issues abound.

 Where to start?

 \Who has what role?

* How will things change?




Post Deal
Organizational Issues

Solutions

Execution strategy.

Communication strategy.

Role expectations.

Role of private equity.

Culture.




Management Issues
During Portfolio Lifecycle

Issues
» Leadership at the top.
» Structure, decision making misalignments.

* People systems not aligned.

» Culture change.




Management Issues
During Portfolio Lifecycle

Solution to: Leadership at the top.

Do | belong here?
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Management Issues
During Portfolio Lifecycle

Solution to: Structure, decision making misalignments.

e Competitive drivers
e Customer drivers

e Technology drivers
* Societal drive
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Management Issues
During Portfolio Lifecycle

Solution to: People systems not aligned.

Alignment of the Measurement Framework Across the Organization

Value Creation - EBITA, Economic
Profit, Stock Price

Mid-Level Value Creation - Margin,
', Sales Growth, Customer

| Service

b

Value Creation -

Patents, Efficiency,
Payment Terms, Market
Share, Quality

Comprehensive financial metrics and broadly
scoped rewards are appropriate for corporate
executives with broad decision rights.

Principal financial drivers and selected non-
financial metrics are appropriate as supplemental
metrics fro measuring and rewarding
performance of mid-level managers.

Specialized metrics and focused reward plans
tailored to critical, strategic functions (i.e. sales,
R&D, call centers) are best suited for measuring

and rewarding performance of functional, mission
— critical employees.
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Management Issues
During Portfolio Lifecycle

Solution to: Culture change.

Performance metrics.

Performance management.

Talent acquisition processes.

Provide rewards.

Communicate tribal vision.




Contact Information

Elizabeth Calhoun

President

Signuum, LLC
630.310.2787
lcalhoun@signuum.com
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