209

6. ®dopmyBaHHA (HIHAHCOBOTO TOTEHINany Yy mianpueMcTBa|Enexrponnuii
pecypc] — Pexum JOCTYILY 10 pecypcy:

http://www.economy.nayka.com.ua/?op=1&z=4754

YIK: 336.648
/lyoapenxo €E.IO.,
cmyoenm, 5 Kypc, (haxynvmem
MiscHapoOHOi eKOHOMIKU Ma MeHeOHCMEHMY
JIBH3 «KHEY imeni Baouma I'emvmanay

Value oriented management and value creation by private equity firms

The first decade of the 21st century is marked by an increase in the focus on the
activities of private equity funds (PEs) and their role in the modern market economy.
As of December 31, 2018, the private equity funds are showing a record high of $
3.06 trillion AUM (Assets under management), up 20% from a year earlier, according
to Preqin [3]. Dry powder (cash or other ready-to-invest liquid assets) topped $ 1
trillion to $ 1.03 trillion on December 31, up 24% from a year carlier.

PE funds have come a long way over the last three decades. The epoch of a
high leverage in the 1980s transformed into increasing attention to the time of entry
and exit from the company in order to achieve growth in multiplicative estimates in
the 1990s. In the early 2000s, the focus shifted towards increasing profitability of the
company. However, due to significant shocks in many markets in recent years, these

traditional levers have

100% become much less

S0 50% effective. [1]
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Fig. 1. Instruments of value creation by private equity funds [2]

Value oriented management goes far beyond cost cutting or extensive growth to
increase revenue. A  robust
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created to implement the

corporate strategy, but at the

3.6
203 _ same time not compromise
16.2
12.5 . g eqe
I I efficiency or flexibility. An EY
analysis shows that about half of
small companies {<570m) Medium companies (<5290m) arg [>52 ),

se companies {>$290m)

Deal IRR (%)

mStandslone stategy ®Buy an Buld suategy the generated operating cost is
typically attributable to increased sales and the remainder to margins and improved
cash flows. Moreover, it proves smaller and medium companies to be more suitable for

Value oriented management.

Fig. 2. Operational intervention is most effective when investing in small companies [4]

According to «InVenture Investment Group», in Ukraine there are such private
equity /direct investment funds: Horizon Capital, Dragon Capital (includes Dragon —
Ukrainian Properties & Development Plc), Sigma Bleyzer, ICU, East Capital etc. Each
of the funds has its industrial direction and investment strategy, according to which it
invests in Ukrainian and other companies.

Horizon Capital manages four funds: WNISEF, EEGF (Emerging Europe Growth
Fund), EEGF II, EEGF III with a total of over USD 887 mln. Portfolio companies:
Rozetka, Jooble, Biofarma, Data Group, Kerameya. Sold companies: AVK, ProCredit
Bank, Shostka Dairy Plant, Vitanta and others.

Table 1

Companies that were part of the Horizon Capital investment portfolio and were sold
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Company Industry Share Purchase year "Exit" year Purchase price Exit price
WNISEF fund

AVK Food 25.10% 1999 2013 $8.7min $48.7 mIn
SBC Building materials 100% 1997 2004 $5.48 min $13.5 min
Procredit bank (Ukraine) Finances 20.00% 2000 2009 $7.5miln $ 11 min
Moldova Agroindbank Finances 9.90% 2001 2006 Nfa N/a
EEGF fund

Shostka Food 68.90% 2005 2007 $ 7min $41.3 min
Natur Bravo (Moldova) Food 100% 2005 2009 $ 7min $22 min
Platinum bank Finances 42.50% 2004 2013 $21 min $67 min
MIV v 100% 2007 2009 $ 10 min $ 15 min
EEGF II fund
E;;il;?mffcmdh Finances 4.00% 2012 2013 $ 40 mln ( 2_5$ Gilgﬁa]r’;]:;

Source: Horizon Capital, company websites, open source

Table 2
Calculation of financial performance of Horizon Capital funds

Growthin company’s Cash-on-cash Average annual
Company value in USD min multiple Inr yield
WNISEF fund
AVK 159.4 5.60 14.2% 32.8%
SBC 8.0 2.46 16.2% 20.9%
Procredit bank (Ukraine) 17.5 1.47 4.9% 5.2%
Moldova Agroindbank N/a N/a N/a N/a
EEGF fund
Shostka 49.8 5.90 490.0% 245.0%
Natur Bravo (Moldova) 15.0 3.14 46.5% 53.6%
Platinum bank 108.2 3.19 15.6% 24.3%
MTV 5.0 1.50 50.0% 25.0%
EEGF II fund
f;;km;zfnkomred“ 1055.9 2.05 104.8% 104.8%

Source: calculated by authors

After analyzing the data obtained, it can be concluded that as a result of
interaction with the Horizon Capital, the value of portfolio companies increased from
by a minimum of 1.5 times to a maximum of 5.9 times. The average multiplicative

indicator for the analyzed companies is x2-x3 of the value of initial investment.
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AHaJIi3 IHAMKATOPIB OLIHKM cTail ekoHOMIYHOTO MKy (Ha mpukJjaai CIIIA)

Ha crorogninHiil AeHb BaXXKO NepeoliHuTy BIUIMB eKoHOMIKM CIIIA Ha cBiTOBY
€KOHOMIKY Ta €KOHOMIKY IHIIUX KpaiH. lle moB’s3aHO 3 CydacHOIO TEHIICHIIEIO /10
(dinaHcOBO1 rioOaiizallii, a TakoX 3 JOMIHYIOUUM TMojJokeHHsM aojapy CIIA y
CBITOBUX BaJIIOTHUX pPe3€pBax, 4acTKa SIKOro, 3a ocTaHHIMU AaHUMU MB®, cTaHOBUTH
58%, 1m0 BTpu4l OLIBIIE YACTKM HACTYMHOI 3a oOcsirom BamioTu — €Bpo [1]. Lle €
OJIHI€I0 3 HaWBAroMilMX MPUYUH, YOMY OCTaHHsS rio0aiabHa (PiHAHCOBA KpH3a
po3mnouanacs came 3 kpusu y (inancosiii cucremi CIHIA [2]. 3a octanni 40 pokiB
ekoHoMika [lltatiB Biguyna, moHaiMeHiie, 4 Kpusu, 3 iHTepBagom y 7-10 pokis [3]. 3
MOMEHTY OCTaHHBOI Kpu3u mpoinuio Bxke 10 pokis, a GpiHaHCOBa riobamizailis 3 TOro

qacy JIMHIC ITOCHIINIIACH. TOMy B I[aHI/Iﬁ MOMCHT AKTyaJIbHO PO3IJIIHYTU IMTHUTAHHA
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