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This publication provides insights from various
conversations with private equity professionals
and industry experts.
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THE RISEOEPUBLIC TO
PRIVATE TRANSACTIONS
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The interest of private equity investors in
public companies has been on the rise over
recent years. Of course the public to private
(“PTP") is nothing new and has been around
for many years with waves of activity levels.
The financial crisis of 2008-09 reduced
private equity investing in both private and
public companies. The takeover of Cadbury
by Kraft Foods in 2010 caused the Takeover
Panel to revamp its rules with the removal
of inducement fees and the introduction of
further put up or shut up measures. For a
while that made private equity more wary of
public company deals until new norms were
understood and interest picked up again.

Throughout those years however most
takeovers were still led by strategic buyers.
2019 was different in that nearly half of
takeovers were PTP deals. That trend looked
set to continue into 2020 until COVID-19
had a dampening impact on takeovers and
M&A in general.

COVID-19 caused capital market valuations
to be hit hard with a 20% fall in March 2020
making many public companies look more
attractive in value terms. That lost ground
was quickly recovered over the remainder of
2020 with growth in 2021 before decline in
the current year, especially with AIM. Public
companies with their ease of research
continued to figure prominently in private
equity sights with more PTPs in 2021 than
trade deals. Whilst 2022 has a reversal with
more trade offers than PTPs, we expect
renewed interest from private equity as capital
market values fall and liquidity remains low.

PRIVATE EQUITY VIEWS:

Private equity investors see valuation

opportunities due to the instability of
the public markets.
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PRIVATE EQUITY CONTINUES TO
BE INTERESTED IN AIM COMPANIES

Comparing main market listed companies
with AIM companies, the share price
movement chart on page 2 shows that AIM
prices outperformed the main market for
the second half of 2020 and much of 2021.
However, over the last 12 months, AIM has
been in decline and actually tracked below
those of the main market since May 2022.

It is noticeable that where PTPs were
historically focused on the main market,
private equity interest in AIM companies
has been growing. Indeed in each of the
nine years prior to COVID-19 there had
been more deals involving AIM companies.
We would attribute this in part to the
growing size and quality of companies

on AIM. There was a reversal of this trend

in 2020 with more deals involving main
market companies, this is likely due to the
outperformance of AIM in that year. 2021
saw a similar number of PTP transactions for
both AIM and the main market, and 2022
has been a mix of main market and AIM but
in lower volumes than the recent year.

For mid-market private equity investors,
given the sharp decline in AIM values,

it now feels like the better fit in terms of
size. We expect to see a pick up in PTPs on
AIM in particular and on the main market.

PUBLICTO PRIVATES
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THERE IS A SPREAD ACROSS
SECTORS BUT WITH A LEANING
TO ASSET LIGHT BUSINESSES

Looking at sectors there has been a fairly PUBLICTO PRIVATES 2017 - 31 AUGUST 2022 BY SECTOR

wide spread of public to private deals,
matching the wider investment focus
of many private equity investors.

Over the last five years the sectors that
attracted the most interest were computing
and electronic equipment, financial

and insurance and support services.

There has been a leaning towards sectors
and businesses that have a greater services
element to their business model and more
of an asset light balance sheet.

COVID-19 has had a bigger impact on some
of these sectors than others. We would
expect that will continue to impact on
private equity interest going forward.

PRIVATE EQUITY VIEWS:

From recent discussions, the main
sectors of interest for PTPs are:

» TMT

P Business services

P Industrial & construction
P Financial services

P Life sciences.

Source: BDO analysis
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PRICING HAS BECOME
MORE VOLATILE

Takeovers of public companies have
traditionally been priced as a premium to
the prevailing share price. The conventional 100%
wisdom being a standard premium of 30%

which has varied as underlying earnings

based multiples have moved up and down 80%
with market price movements. It was once

considered that a management buyout of

a public company should command a higher 60%
premium but we believe it is now more

to do with the traditional dynamics

of M&A, based on the interested parties 40%
and underlying multiples at the time.

TAKEOVER OFFER BID PREMIUMS

takeover offers (including PTP deals) over
the last few years, they have varied widely
between around 20% and around 90%. 0%
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BUY SIDE FACTORS

So why have we seen an increasing interest
by private equity in acquiring public
companies? As the number of private equity
players has grown along with the amount
of available capital to deploy, the supply of
funds has been looking for good companies
of the right size to invest in. The availability
of debt has added to that, albeit the cost is
rising but the decline in market values can Lower equity
offset rising interest rates. values

Record levels of
cash to invest

The added transparency of public companies
in terms of reporting, disclosure and
investment research makes them easier for
deal origination teams to do their analysis
than with more opaque private companies.
Moreover, for the right price most
institutional shareholders are often willing
to entertain an offer.

Appetite for
complex deals

We also believe that as private equity has
developed, many investors have become

willing to look at more complicated deals
that could put rival buyers off.

PRIVATE EQUITY VIEWS:

Private equity investors see opportunity for some
public businesses to realise their full potential
as a private company.

Availability
of debt

Greater ability to
research targets

Suitable targets
and sellers
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MANAGEMENT FACTORS

For management teams running public
companies, there may come a point where
the capital markets are not working for
them as well as they once did. Capital
markets evolve and the size threshold

of a company to attract the full range of
investors tends to go up over time. Having

a publicly traded share price can be a benefit
when it is rising or an impediment when it is
falling or being volatile. Many smaller public
companies suffer from a lack of investment
research and liquidity which can hamper the
share price.

The costs of maintaining a listing can be
high both in terms of the monetary cost
and the amount of management time spent
speaking to a wider range of investors.

We have seen arise in shareholder activism
which can be a distraction and difficult to
deal with. The added public disclosure and
need to announce negative changes as well
as positive developments can be unhelpful
for management. At times when looking to
make acquisitions, the funding availability
may be uncertain or not there and the
listing or AIM rules can restrict flexibility
for acquirers in a process.

There can be an attraction to swapping

a wider shareholder base for one supportive
private equity investor. Added to that the
ability to agree and deliver a strategy and
business plan over time with more flexibility
and certainty of additional funding support
when needed.
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A DIFFERENT RISK PROFILE TO ACQUIRING
A PRIVATE COMPANY

Acquiring a public company can be very different from acquiring
a private company. The sale and purchase agreement is replaced
by an offer document or scheme of arrangement document that
contains little in the way of warranty and indemnity protection
and there is no concept of exclusivity. Deals by their very nature
are much more public once they reach an announcement stage
than a private deal.

GOVERNED BY AFRAMEWORK AND A REGULATOR

Most UK public companies are subject to the Takeover Code

(the ‘Code’) which is operated by the Takeover Panel (the ‘Panel’).
The Code or blue book as it was often referred to, is based around
six general principles and a series of more detailed rules for an
orderly framework in which to conduct takeovers. The principles
include equality of treatment of shareholders and avoiding
creating a false market in the shares. The Panel itself is made

up of a permanent Executive and a number of secondees from
banks, law firms and accountancy firms.

THE APPROACH AND THE IMPLICATION
OF EARLY ANNOUNCEMENTS

The Code places a large importance on secrecy and the approach

to a public company and on monitoring the share price for any
untoward movements and the press for any leaks. Before an
approach this is the responsibility of the potential bidder and the
Panel expects to be consulted where needed and may require a form
of announcement of interest. Tactically, this is important for a private
equity bidder as it may find itself being named before it is ready.
Private equity bidders should do as much desk top research as they
can to decide on their interest and pricing strategy.

After an approach, the same monitoring rules apply and a leaks
announcement could still be required, naming the interested party
and starting a four week put up or shut up period (although there are
exemptions where there is a formal sale process similar to a private
company auction process). Again, tactically it is crucial that a private
equity bidder makes every effort to ensure confidentiality and secrecy
to guard against the situation becoming public ahead of time.

PRIVATE EQUITY VIEWS:

The Takeover Code transaction process can be considered
more difficult than a private M&A deal and therefore it

requires confidence in the sector and target.

THE INDEPENDENT DIRECTORS AND FINANCIAL ADVICE

The target company will need to be prepared to grant permission
to management to have discussions and explore a deal. It will need
to appoint an independent committee of directors and take its own
financial advice (the so called Rule 3 advisor) on the terms of any
offer. The private equity bidder would be looking to agree terms to
secure a recommendation of its offer to shareholders.

DUE DILIGENCE AND DEAL PROTECTIONS

Once a headline price has been agreed, it is possible to do as much
due diligence as on a private deal. The Code however does include

an equality of information requirement for other interested parties
which in practice may present some concerns. The management
financial plan also needs to be shared with the independent directors
and Rule 3 advisor as part of their assessment.

The extent to which a buyer can complete due diligence varies
significantly and some of the usual diligence focus items, like

net debt and working capital are less relevant to price. The key is
understanding the level of access available, which often increases as
the deal becomes more certain, and phasing the work appropriately.

Unlike a private deal, there is no disclosure exercise and no warranty
protection which increases the need for adequate due diligence.

A private equity bidder can include terms and conditions to invoke
an offer but in practice the Panel would only allow them to be
invoked in very limited circumstances. Inducement or break-fees

are not permitted, save in the case of a formal sale process.

Unlike a private deal, any completion mechanism needs to be
covered in due diligence as there is no opportunity for a post offer
working capital true up. The costs of the target company are borne
by the bidder rather than the selling shareholders and factored into
the pricing and returns analysis.

PRIVATE EQUITY VIEWS:

Private equity investors initially consider the level of due
diligence that will be available to them along with the structure

of the shareholder base before committing to a PTP. Support
from shareholders could remove concerns over a competitive
offer or of hedge funds potentially blocking a transaction.
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... AND NAVIGATING THE TAKEOVER CODE

EXIT CONSIDERATIONS

Could another IPO be a possible exit option for the private equity
investor? It is possible but the company would need to look different
in terms of size. This could be viable for a buy and build play or a
restructuring away from the spotlight of the market. More likely,

the exit would be sale to a strategic investor or a secondary private
equity deal.

MANAGEMENT INCENTIVES

There are restrictions on management rollover and incentives under
the Code. Generally these would be subject to Rule 3 advice and an
independent shareholder vote in addition to the wider shareholder
acceptance of an offer.

FINANCING THE OFFER

As with usual private equity deals, it is possible to use bank debt but
the banks will have an interest in the acceptance level in order to
obtain their security on the assets of the target. A public company

is not able to provide financial assistance and therefore will need

to be de-listed and re-registered as a private company. This needs a
special resolution or 75% of the votes in favour but in theory could
be blocked by an objecting 5% shareholder.

With a contractual offer, the 90% acceptance condition may become
more important as it allows the squeeze out provisions to be applied.
In practice that may well align with a private equity bidder seeking
to gain full control. Increasingly, a scheme of arrangement has been
used which binds at 75% of votes by value representing 50%

in number.

The Code also requires a cash confirmation statement for which
the Panel holds the financial advisor to the bidder responsible.

IRREVOCABLE UNDERTAKINGS AND SHARE PURCHASES

It is possible to seek the support of the larger shareholders in the
target company to accept an offer. Most will not wish to be made
insiders too early as it will restrict their ability to deal and there are
announcement implications and mandatory offer implications under
Rule 9 for a bidder to consider. The gathering of irrevocable support
is therefore usually left to just prior to a firm intention to announce
and after all due diligence has been completed. Most institutional
shareholders will only provide a soft irrevocable with a price hurdle
in case of a higher competing offer post announcement.

PRIVATE EQUITY VIEWS:

Private equity investors consider a large shareholder in

the public company helpful, possibly reducing completion risk.

It is also possible to purchase shares subject to insider trading
restrictions but there are a number of Code implications and
practical considerations.

INTENTIONS FOR THE TARGET COMPANY

The Code places a requirement for the bidder to set out its intentions
for the target business, employees and locations and for the
independent directors to comment on. In practice this may be more
of an issue for a strategic bidder wishing to make changes than a
private equity bidder backing a management team's business plan for
growth. The Code requires consultation by the target company with
employee representatives and any pension trustees.

The Code also requires some level of disclosure on the private equity
bidder and for one or more of its partners or directors to take public
responsibility for some of the information included in the

offer document.

COMPETING BIDDERS

As the Code does not allow for exclusivity it is possible for a
competing strategic bidder to get involved at any point after a leaks
announcement or a firm offer announcement. This reinforces the
need for secrecy, preparation, irrevocable support and speed

of execution.
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BDO ADVISING ON TAKEOVER

OFFERS AND PUBLIC TO PRIVATES

Our senior team members have each advised on over fifty takeover
offers. This has included acting for the bidder and as Rule 3 and on all
types of takeovers including contested offers and bid defence.

On private equity led deals we have acted for numerous private

MIROMA SET LIMITED

Share offer by Miroma Holdings,
a minority shareholder

ELECTRONIC DATA
PROCESSING PLC

£12m offer by Kerridge Commercial
Systems Group and its private equity
investor Accel-KKR

ENSOR HOLDINGS PLC

Formal sale process resulting in interest
from a number of private equity investors

DATONG PLC

Offer for the Company by Seven
Technologies Holdings, a company
supported by YFM

LIGHTWAVERF PLC

Strategic review and formal sale process
by the company which has existing private
equity shareholders

BUSINESS CONTROL
SOLUTIONS GROUP LIMITED

£52m offer for the company by an
Employee Ownership Trust

TAMAR EUROPEAN
INDUSTRIAL FUND LIMITED

£54m offer by a fund managed by US
real estate private equity firm Starwood
Capital Group

COBRA HOLDINGS PLC

£14m offer by management, supported
by Macquarie

equity houses and family offices. We are able to combine these skills
with sector expertise where required and full private equity deal
support including financial modelling and negotiation support.

AFI DEVELOPMENT PLC

Public to private of the company through
an offer by its largest shareholder,
Flotonic valuing the company at $413m

ELECTRICWORD PLC

£17m offer for the Company by a family
office and Silva International

POCHIN'S PLC

£33m public to private of the company by
family shareholders

IMAGESOUND PLC

£10m offer by management and
Vespa Capital
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AYEAR ON YEAR INCREASE OF 10.8%'

1,710 Offices
95,400 Staff

1. At constant exchange rate.
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Offices and People have been updated as of 14 March 2022.
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