THE ECONOMIC TIMES | MUMBAI | FRIDAY | 22 JULY 2011

Future of Private
Equity in India

To become a private equity
industry characterised by

goodgovernance,healﬂiyre-
turns and true

the Indian PE industry has to
travel through a torturous
path littered with questiona-

bla deals, negative returns

’lbday‘s India offers a com-
pelling proposition to PE
practitioners due to its
youthful demographics,
large domestic market, pres-
ence of financial and capital
market mechanisms, huge
demanﬂmﬁor h:ﬁ'asu-umcmre, a
large growingrepository

of intellectual

capital, track
recordufindapandencanfju-
diciary and healthy rate of ec-
onomic growth.

However, equally daunting
are the challenges of finding
opportunities due to general
deficit of governance, abun-
dance of pliable manage-
ment, uneven playing field,
macﬁon by regulating agen-
‘cies and frequent changes in
rulesof thegame,

Indian PE market is differ-
ent from that of Europe'or
America in many ways. The
western model of PE is built
on the premise of cheap debt,
abundance of institutional
equity and value creation op-
portunity arising out of dif-
ference of opinion between

set of paradigms, leaving a

target market of unlisted

companies short of funds. In-
vesting

in unlisted compa-
nies is challenging as they do
not have a record of corpo-
rate governance, has higher
riskanquu.lmlongerhold—
ing periods:

capital market driven more
by foreign capital inflowsand
outflows rather than the per-
formance of the industry or
the company.

~Alsothere is a scarcity orin
vestmentmanagement talent
capableof addingvaluetothe
investee—arecipe for poorre-
turns in near term, However,
logic of investing in growth

locations and scale will let In-
diaremain in the forefront of

parent. this includes greater

need to add value to investee
- companies. This will reduce

competition for deals as
those incapable of adding
value will be weeded out. i
The holding period for PE
investments is also likely to
increase, putting pressure on
firms with short term deliv-
erance target to seek alter-

presence
mestic GPs and VC funds
with local knowledge will
lead to better pricing of local
risk in entry valuation in-
creasing probability of
healthy returns.

More PE funds acquiring
portfolio investments from
peers will rise sharply, creat-
ing a more robust market for
secondaries, which will ener-
gise the exit scenario. We will
see a fairly unique Indian
model for the PE industry

unlike the West

set of Indian promoters who
arenotkeen to cede control.

‘and also huge difficulties in

taking a company private
from the listed space, while
current regulations also do
notallow FVCA and VCF-reg-
istered PE funds to acquire
secondary listed shares.

PE funds will have to be-
come partners in sh-ategic,
operational and human capi-

talmatta-sﬁ)rtheownersaa’_
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