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The India private equity
confidence survey

The continued global financial crisis has not dampened the long-term outlook of respondents towards the Indian
private equity market. Despite the ongoing economic crisis the average respondent’s confidence level for the long
term prospects for growth fell only marginally from 8.5 out of 10 in H1 2008 to 8.0 in this period.

How confident are you in the long term growth prospects of the Indian private equity market?

‘The hype may be over but the fundamentals of the Indian
economy remain, making it a good prospect going forward.’

‘In the current climate, the emphasis is on reducing our portfolio
companies’ exposure to adversity and on risk mitigation. It is

a time when growth will have to be compromised and the
protection of profit will be paramount.’

‘It is easier to do business in India than in China as the exit
environment is easier. China is a bit of a "black box" with no idea
Average: 8.0 of future governance. India has a much larger market than the

Median: 8 8.6 (H2 2007) Middle East, plus the Middle East is dependent on oil and real
was also 8 in estate (oil is depreciating in value and the real estate bubble is

H1 2008 8.5 (H1 2008) bursting). China and MENA also lack domestic markets; their exits
8.4 (H1 2007) are outside of the region whereas in India there is enough capital

internally.”

‘Indian PE is just eight years old and the benchmarking, processes
and systems are still relatively young. There is a lot more to come
from Indian PE.

H2 2008 Deloitte India Private Equity Confidence Survey
Research undertaken by Arbor Square Associates during
December, 2008

The competitive environment for investment opportunities for PE houses is expected to ease during 2009 as the
smaller PE houses and hedge funds exit. The ability to add value to portfolio companies and the reputation and track
record of the PE house will be key success factors in this market. Whilst PE investments will continue to be dominated
by growth capital, buyouts or control transactions are expected to see an increase. Infrastructure, pharmaceuticals
and consumer oriented businesses are seen as the key growth sectors due to strong domestic consumption.

The number of respondents that expect entry multiples to decrease during the next 12 months has increased
from 65% in H1 2008, to 75% in H2 2008. Consequently, exit multiples are also expected to fall going forward.
Respondents expect the continued weakness in the IPO markets to result in trade sales to be the most common
exit route for private equity investments. Overall, respondents expect the volume of PE deals in the market to be
dependent on how quickly promoters are willing to accept lower valuations.

Most respondents believe transparency in operations, financial governance and separation of ownership and
management remain the key issues to overcome from a corporate governance standpoint.

Given the current turmoil in the market and the resultant uncertainty about valuations, the deal execution process is
expected to take longer than in the past, with an emphasis on more stringent diligence and heightened caution from
GPs who will look harder than before to identify successful investments. Respondents expect this, combined with a
reduction in competition, to make the quality of investments made in 2009 better than in previous years.

Sandeep Gill

Managing Director
Deloitte Corporate Finance Services India Private Limited
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Over the next 12 months, do you expect investment activity in the Indian private equity market to:

84%

60%

35%

20% 20% 21%

Increase Stay the same Decrease

W H12007 W H12008
W H2 2007 H2 2008

Why increase
‘Compared to the last three to four months, activity will increase. Valuations are changing - there is more acceptance
of the new, lower valuations by promoters.’

Why stay the same
‘Sellers will be more reluctant to raise capital under current market conditions. However, overall demand for growth
capital will sustain the market.’

Why decrease
‘There is a lot of uncertainty in the market, and it is difficult to close transactions. You have to be very careful when

selecting deals.’

‘The next six months will be a very slow period in terms of investments. The ‘dislocations’ in the US will spread to
other industries and other markets. A ‘wait and see’ approach is required now.’

‘The prices are coming off and entrepreneurs are backing away.’



Deal type expected to be most prevalent

What do you expect to be the most popular type of transaction in the Indian market over the next 12 months?

95%

3% 3%

Development capital PIPE Pre-IPO Venture Buyout

Hl H12007 | H12008
W H2 2007 1] H2 2008

‘On the one hand, entrepreneurs are now more keen to give up their companies and move on to new projects,
which paves the way for buyouts. On the other hand, there are still some strong businesses that are looking to raise
development capital.’




Quality of investment opportunities

On average, do you expect the quality of investment opportunities in the near term to:

74%

3% 3%

Increase Stay the same Decrease

W H12007 | H12008
I H2 2007 [ H2 2008

Why increase
‘Last year valuations were high, whereas this year only the companies that really want to raise money will come to
the market, and they will need to be companies of very high quality to achieve this.’

‘The quality of opportunities will increase both for the investor and the investee, as both are better prepared now.
The Indian PE market will really take off in the next two to three years.’

Why stay the same

‘There are a couple of factors pushing either way: on the one hand, the quality of opportunities may decrease
because prudent VCs are waiting for better times before they start making new investments; but at the same time
there are some distressed opportunities in certain sectors.’




In terms of sector, where do you expect the most opportunities to come from in the next six months?

Education
7%
Media
5%
IT & Telecoms
4%

Real estate/Construction
6%

Engineering & manufacturing
4%

Power/Energy/Mining
5%

Financial services
5%

‘In our opinion, sectors driven by domestic consumption and infrastructure related sectors are likely to see maximum
PE deal activity in the coming 12 months. The growing consumer class is increasing demand in key industries, such as

Others
6%

Infrastructure
27%

H2 2008

Pharma/Biotech
15%

Consumer/Retail
16%

hospitality, retail and healthcare delivery.’

‘The government is willing to inject money into the infrastructure sector to maintain the momentum, therefore there

will continue to be good PE opportunities.’

‘The infrastructure sector will continue to grow, although the valuations will be lower. Also, distressed assets will be a

good source of PE deals.

India private equity survey 7



What do you expect to be the most important ways of sourcing deals for private equity firms in India in the next 12 months?

66%

53%

46%

35%

20%

14% 13% 14%

Proprietary Intermediated Both

W H12007 W H12008
B H2 2007 H2 2008

‘It depends on the space you occupy in private equity. Mid to large sized funds require intermediated sources through
investment banks, while small funds require a more proprietary approach via commercial banks. So it very much
depends on the segment.’

‘No real proprietary dealflow exists in India - there is always going to be an investment bank involved. However, the
GP's influence on the founder/promoter is a very important part of the transaction.’

‘We would love to do purely proprietary deals, but there is only so much you can do without an intermediary.’

'Proprietary deals will be all the more important from now on. There will be a big drop-off in the closure rate of
intermediated deals.’



Over the next 12 months, do you expect entry multiples to:

77%

65%
58%

43%

19% 20%

3% 3%

Increase Stay the same Decrease

W H12007 | H12008
Il H2 2007 H2 2008

Why stay the same
‘Valuations got hammered so badly that the benchmarks for listed companies are down now. However, this will

provide some good (buying) opportunities.’

‘It's difficult to judge, but markets probably won't recover in the next 12 months. In the private markets, we're likely
to see lots of deals structured around 2010 and 2011

Why decrease
'Valuations are now more realistic - they have decreased by more than 50%.’

‘It all depends on how promoters react to changing valuation expectations.’




Over the next six months, do you expect the returns achieved from the private equity exits to:

69%
52% 54%

42%

37%

14% 20%

1%
6%

Increase Stay the same Decrease

W H12007 W H12008
I H2 2007 H2 2008

‘Most private equity firms will try to ride out the storm and hope for a better exit environment 12 months down the
line. Hedge funds will be forced to sell as they don't have the same model as private equity firms.’

'Private equity firms are beginning to recognise that when they invest in a company they need to be in it for the
long-term.’

‘There will be a big difference in terms of the returns achieved by existing investments, and those of new

investments. For existing investments returns will be lower, but new investments stand a good chance of achieving
higher returns.’

Over the next 12 months do you expect the general health of your portfolio companies to:

59%
53% 53%
47% 47%
39% 36%
[»)
27% 4%
14%
Improve Stay the same Decline

W H12007 W H12008
W H2 2007 H2 2008

‘This will stay the same or marginally decline. It is a mixed bag really. Those companies exposed to global exports will
be impacted and some will slow down. It is hard to predict beyond the next visible six months.’

2009 will be tough and performance will be lower than base case for most companies. However, the longer-term
trend line is good.’
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Corporate governance

What do you view as the key issues related to corporate governance?

Others
10%

Gung-ho attitude/
Cutting corners
5%

Transparency
21%

CSR/Environmental

recognition

5%
Accountability & reporting to
outside shareholders

0
5% H2 2008

Financial governance &

Corporate accounting
governance in itself 18%
10%
Professionalism of
management teams
13% Distinction between managers and
owners (board composition and role)

13%

‘The key issue is transparency, and this has improved over the last five years. People have been cutting corners over
the last 18-24 months, with orders piling up and general momentum. Now companies will cut costs a lot and we
need to make sure they don't cut out the things that matter.’

‘The quality of the management is a key factor: family-run companies have a distinct lack of experience, there is no
ecosystem and a lack of understanding of key issues.’

‘New issues relating to corporate governance are just surfacing now. This is because promoters are under pressure to
make their company look as attractive as possible, which is leading to some accounting discrepancies in areas such
as forex. Also today there are new accounting norms, which have moved the bar.’




What the results show through the private equity cycle:

- India is seen as having a strong consumer « Over half of the respondents believe that current
base and entrepreneurial spirit compared investment activity levels are about to decline due to
to other emerging markets the economic downturn and overall cautiousness in the
market. Deals will take longer to complete due to greater
- Ownership restrictions and rules governing GP caution and more thorough due diligence

PIPEs and take-privates present key
legislative challenges

+ Market regulation hurdles top respondents’
list of biggest market challenges, while an
emerging issue is the shortage of liquidity

- Fundraising is expected to be more of
an issue as 63% of respondents expect
LP appetite to decrease due to LPs Average score given for the
long term growth prospects of
the Indian private equity
and a lack of GP track record market: 8.0 (out of 10)
(H1 2008: 8.5)

shying away from emerging markets

« Over two-thirds of respondents
expect returns to decrease due to
recent high prices and lower exit
valuations, but there is optimism
for 2009 vintage deals

- Exit activity is largely expected to
decline due to poor IPO markets.
Trade sales will predominate as
an exit route, although exit time .
horizons will increase - Infrastructure, healthcare, and
consumer oriented sectors are
seen as the key growth sectors
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« Three-quarters think growth transactions will
continue to be most popular; increasing optimism
for venture and buyouts, while pre-IPO levels fall

- Nearly all respondents feel that promoters
understand PE better now

« Competition levels are expected to
decrease significantly due to players
withdrawing from the Indian market

« Foreign and domestic houses are expected
to be equally active as hedge funds fall away

- Reputation and value add are seen as the key
competitive differentiators for PE firms in this market,
while price has decreased in relative importance

+ More than three-quarters of respondents feel that
entry multiples will decrease due to valuations falling
on a global scale

Signs that any deal sourcing channel, proprietary or
intermediated, is viewed as important in the current
market; high hopes for overall deal quality as the
wheat is sorted from the chaff



What do you see as the biggest challenges and barriers to growth for the Indian private equity industry to overcome?

34%
23%
20%
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‘The Indian market is nascent and immature. If PE is to be replicated here in full form, there needs to be more leeway
and flexibility or it shall remain a niche growth capital market.’
‘The regulations that have been put in to regulate the earnings of companies are a big barrier. These are particularly
prevalent in cable and telecommunications companies. Also, there are transparency issues when it comes to
companies raising capital - slingshot pricing is not uncommon.’
New investment activity %@ @ @
Entry multiples %; o= @ @
Exit activity @ @ é;
Returns @ @ é} é}
Long term confidence %@ %}, @ g@
@ - opinions were generally positive  [<=&< | - opinions were mixed @ - opinions were generally negative
Q - highlights a negative shift in sentiment against the previous results - highlights a positive shift in sentiment against the previous results
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For further information about this survey or to find out more about Deloitte Member Firms Corporate Finance teams

in India and UK, please contact one of the specialists listed below:

India

Sandeep Gill

Tel.: +91 (22) 2216 5443
Mobile:  +91 98200 25244

E-mail:  sandeepgill@deloitte.com

Bangalore

Deloitte Centre, Anchorage Il
10072, Richmond Road
Bangalore-560 025

Tel.: +91 (80) 6627 6000
Fax: +91 (80) 6627 6409

Delhi/Gurgaon

7th Floor Building 10, Tower B
DLF Cyber City Complex

DLF City Phase Il, Gurgaon
Haryana-122 002

Tel.: +91 (124) 679 2000

Fax: +91 (124) 679 2012

Mumbai

4th Floor, Makers Tower, E Wing
Cuffe Parade

Mumbai-400 005

Tel.: +91 (22) 6622 0500

Fax: +91 (22) 6622 0501
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UK

Abir Mukherjee

Tel.: +44 (0) 20 7007 8178
Mobile: +44 (0) 7711 187924

E-mail:  abmukherjee@deloitte.co.uk

Research undertaken for Deloitte by:

Arbor Square Associates
Surrey House, 20 Lavington Street
London SET ONZ

Tel.: +44 (0) 20 7993 2008
Fax: +44 (0) 871 239 6108
E-mail:  info@arborsquare.com

www.arborsquare.com

Arbor Squaren

Associates
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