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BY MARE REYEM | Scanning the Anancal
nows in the waning days of 2005,
one cannot help but be struce by the
sixe of private cquity cxits in the Last
Fooar. 1 this was the yoar of multi-bil-
lion dallar funds, 2005 was also the
yoar of big exits, However, not all of
the news was rosy, according to
industry obscrvers,

The sale of satcllitc operator
PanAmSat by Kohlberg Kravis
Roberts & Co, The Carlyle Group
and Providence Equity Partners for
£3.2 billian, 3% and Veronis Suhbler
Stevenson's 323 billion exit of yel-
low pages company YER Group
ﬂ"d E.:Iil'l Cﬂpitﬂl‘l ml'.' DF cﬂﬂﬂdiﬂn
yellow pages company Advertising
Dircetory Solutions for nearly $2.1
billicn are cxamples of what was a
rather robust yoar for private cqui-
ty salos.

Seill, mot everyone in the privats
cquity community is convineed 2005
was such a banner yoar for cxits,

“In 20035, there has been wirtually
nothing  happening in the PO
realm,” says John Taylor, dircctor of
rescarch for the Mational Wenture
Capital Assoqation. “What we have
is a casc of the kids having gone to
colloge and mom and dad were
cxpocting the kids to go off into the
woard and wark, but now, the kids
have come home for another year
before going out.”

Taylor uscs this illustration to
show the MVCAS concem about
venture capital Frms opting to
make latc-stage investments in
portfolic companics rather than
taking their investments public. For
the 11 months cnding Mow. 28, the
MVCA reports o miniscule 39 part-
folic companics having [P0,
comparcd with 93 having gonc
public in 2004,

Taylor is not ootan what the

> Cost of Being Pul

While there were sLccessful
IP7S in 2005, regulatony issLes
forced some to remain private

impetus behind the IR0 slawdawn is,
but he suspcis it has rm:n:l:|j to da
with the cost of compliance with dis-
clesure regulations, namely the Sar-
bares-Oidicy Act of 2002,

“The rule of thumb that T have
scen s, cven for a rclatively small
public company, it is about $2 mil-
lion a year [to be in line wath the
law],” says Taylor. “If that is truc,
these mmpanic: just do not have
the bandwidth in their financial
statements.™

InTa f|or‘: wicw, wh}' take on the
unnccessary  financial burden of
going public when the firm can
hald onte the portfolie company
into the later stages

blic

thosc types of portfolio com panics.

“In some cascs, it is a matbcr of
the company simply getting its
Fimancials in better shape and hav-
ing more of a track record so thq.'
can justify higher valuations,™ says
Taylor “We will not know what
really is running the show until a
year from now and we sce what
these companics ultimatcly de.”

While Taylor decrics the lade of
IPO's in the wenture market, there
arc investors in the privat oquity
industr}' who struck _ng bf Eoing
public.

Faor Mitchell Hollin, a partner at
LEER Partners sincc 2000, taking
portfolio company Heartland Pay-
ment Systems (HPY) o the Mew
Tork Stock Exchange was well

worth the cost of Sar-

of  development? | “it is tha cost of bancs-0d ey compliance.

The question. | daing business” “It is the cost of daing
becames whether or e Hallin, “we business,” says Hollin, *We
nat listing a portfo- | i tlil']e vicwed the attractivencss to
i company on a | gHractivensess to the public market  [oom-

stock cuchange s
rcally  worth  the
burden.

“There arc wvery
fow new companics
where a 32 million

the public market
[compared] o the

Rahed her

expenditre”

parcd] to the other markes
justificd that cxpendimre.™

Heartland, which =
headquartered in Prince-

ton, M), provides cedit

hit to the bottom line is not going
to ke noticed,” Taylor says.

Taylar will not place the entire
the blame for the lack of POk an
Sarbancs-Oxley. To be sure, there
could ke other reasons. Taylor
acknowledges it generally takes up
to three yoars for a portfolio compa-
ny to be ready for a public affering,
Considering sales for information
technology companics, which gener-
atec a significant share of MO8, real-
Iy did net pick up again until latc
2003 eary 2004, next year could be
the start of provatc cquity firms
going to the public markets with

card procossing scrvices,
The company has more than 70,000
merchants as customas and docs
321 billion in proccssing volume,
According to Holling the business
went public in August with a market
capitalization of approximately 3500
millicn and that number has grown
to around $300 million. Hollin
focuscs on making investmants in
Bnanaal services, information toch-
nolegy and outsourced busincss scrv-
ices. He also scrves on Heartland's
board of dircctors.

Hallin agrees with Taylor in that
the sizc of the portfolio company is
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CONTHUED FROM FREWIUS FAGE makes investments as high as $0 | s a lot of cheap debt floating

usually the determining facor in
whether or not to go public,

“It is purcly the byproduct of the
saale of the business,” says Hollin.

“The bar has beon raiscd

millicn,

Heading into 2006, both Taylor
and Hollin have similar autlocks on
what to cxpect.

Although Taylor docs

substantially, so smaller | not farcsee a return to the
companics do not have I:|'|-.' |Jﬂﬁ%ﬂ%ﬁ rapid-fre DMBzA hcfdny
public company option.” of 2000, he docs cnvision
Walued at approximate- %]n-i%r says the Mew Year bnnging
|y f800 m||||on the pricec ||:|r d[n good tldlng for cxits.
for b-cing a pub“c SO P |5 WEW" *1 sec gradua] im-
ny for Heartland is not as provcment geing  for-
drastic as it would be fora mpanies ward,” says Taylor. “In
company the sizc Taylor is %)E‘t ae mare 2006, we will have com-
talking about. mature and panics that arc morc
LER Partners is based in | are better mature and arc better
Philadelphia and focuscs %Eﬂ o positioned to go public
on making middle market gﬂu lic ar or be acquircd.®
investments in the mid- BCEIUIY Hallin, who is cau-
Atlantic  and  Eastem

regions of the United States. The
firm, which was founded in 1999,
has more than 3600 million in capi-
tal under management and typically

tiously optimistic about
2006 cxit stratcgics for the priva
cquity space, thinks investors today
have become more rational about
the usc of leverage, Although there

arcund the markectplace, Heollin
thinks investors will continue to
awoid irrational exuberance,

“Fundamentally, T think we hawe
a rcasonably healthy cconomy that
is supporting a reasonably  swable
capital market,” says Hollins,

Taylar and the MWVCA link the
fFuture of the IPO markct as a viable
cxit stratopy for wventurce c.':pit.:|
firms in 2006 with what lawmakers
determine on Capital Hill regarding
disclosure laws for public compa-
nics. Tayler knows changing Sar-
bancs-Oxdey and other laws on the
becks is not on the fast track.

“I'think the folks in Congress arc
starting to scc what the cost is [of
going public], espocially for thesc
cmergng companics,” says Taylon
“I think there is an awarcness that
things maybc went too far [and]
there arc things out there that can be
done differently.”




