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How to ensure corporate ﬁ
private equity go hand-in-hand

By Jamet ] Mangano

EIVATE equity as an iovest
J: ment class is older than many

of those reading chis review.
lisa faster growing par of the: invest
ment universe than publicly lsmed
companies, which are decreasing in
T M.

With an eye wards the legal re
sponsibilices of the manager and
i basard ol direcwnrs, abong wich the
monitoring efforts of (peosthyd Inscing
tonal investors, Simon Wimney
presenes & frs of irs ked imvestiga
i into The: workings of corporace
FoFermande and resporsible invest
MmNt in privace sty and bosw the
e Bunthons truly work cogether.

Wiy is visiring professor in
practice at the London School of Bro
momics and Political Scienice and bas
[been a private equiry @wyer for over
20 yrars.

Many InVeSTOT: may pass over
subject mater thar emphasises cor
pOREEE goverrance. It has wide im
plications, howeser, Tor inproved in
VeSIMenT practice.

Theauchar defines corporate gov
Emance e privace oquity as the vari
ours rules thar regalace who makes
derizions In privace cquiny backed
oM, inwhise inepeses the: de
Clsines are made, and The processes
for making them.

According o Inwvest Eurnope,
private equiry Finms represent them
selves as active evesoors demand
ling rignrous acooantabiliny, Iranspar
ey, and adopion of best pracices
Iy thedr pordiodio companies. They
are aften alen servor specialises, with
ebotyees wihi bring specific et
e

Maost importandly, they negotiace
Despoke FOVCITEANCE ATANEENENS
when they Invest lovest Europe,
formerly knowm as the European
Prissarte Eqpaity and esiure Capial
Assocation, represenis the privace
iy COMIMLERITY JToss Europe.

Bespoke contracts in privace
equiry hacked imestments enable 2
clnse alignanent of ieeress, with re
duced inherent agency conflicns, an

infarmed and influeneial share
Edider, amd significant Inceneives oo
of garkse governand e Sfocdvehy. Ke
gotiared CONTACES, acoonding 1o the
autho, are instramental in determin
Ingg the applicable governance mech
anisme in privae oguity backed com
=TT

Thee miain objectives of the con
races are 1o Bcilitne effeoive over
sight of management, improve the
qualicy of decision malkdeg, and on
sare that imvesiors” preferences ane
kN IR AC0ounE.

In a private equity repuacional
COMITAE, Jotive: Fovermance i casen
tal because some regulators and
meemaberrs. of the public mispenoeive
private cquily OPCrainrs as assed
srippers, debt loaders, and wmem
POy TIEND Creanrs.

Thee austhadr ciees the distressing
cxample of the Sepeember 2007
Toys R bankrupicy, where
private equity ownership was
blamed by the press and certain
paliticiare for the company taking
o huge: diedn and wnsesinabile in
rerest costs. Many paliticians artios

lase: such criticisms, 1 the dewriment
af privace equiny operators who
genubnely pursise good business
practices, secing beyond high re
TS N assets and emative cash
it within defined fime Bramies.
Readers ourside the Uinined King
don and the euroeon: will be sur

Eespoke contracts in
private cousty-backod
Investments cnable a
close alignment of
inferests weth redwoed
inheTent agency
conficts, an informed
and mtucnial
sharcholder, and
sEnhcant Incenknes
to organse
EOvEmmance

PERON IO PENELSO0M

Eumpean competition Lw; the &l
rErmative Investment Fand Managers
Dipective (AIFMID, consisting of leghs
Lative responses desigmed oo mitg
ane sy i rishs Tollowing the fin

prised by the applicabilivy of Conpor
are Govermance Regulation in e
Andeead Kingdiom and Privane Equiny's
Ressponse”, the Lrgest single section
oo rha Ewcnilc.

It foouses. on the Comipanies Aot
ol 2006, with partioskr arendon 1o
b duty of loyalty, which is de
srribied as the obligarion to promooe
the COMmpany”™s SsleEss.

A second important aspect of te
ury of kyaly Is thar direoors mst
exercise Tindependent fsdgment™.
Thi: sulsstnce of the Conapanies Act
of 2006 may be considered the de
Hah regulacion, althiough it s clearly
not opikmal for a privace sgquiny
tacked compasy that has a contrac
il agrecment with legal effecr.

The discussion also addresses

ancial crisis of 2007 2008, the
Walker Guidelines; and the Wates
Frinciples.

A "moedel for governance and
msniltering” was oreated by the UK
Aovermanen im 201

Sr Jannes Wanes CBE was apgsoin
peid 1o develiop principhes chae coukd
be applicd o shape the corporate
Arvemande of large privaie compan
(=%

T rne, thse gh level prieciples
encapadare the book's message ard
oonbd be scaled o serve smalker com
panics. These principles cncompass
the Falkowing
W An effective boand that develops
and promobes the COmpany’s pur
oo,

W Hfective board oompositon thar
resquines an e ordve chair and a bal
ance of skills, backgrounds, experi
ence, and knosiedge:

B Accoungabiliry and responsibiling

overnance and responsible investment in

of direoors,

W Promaotion of the company’s long
Tenm, sustainahle aeess;

W Boserd remnuneracion aligned with
that mannet of SuCress;

W Effective smkeholder relation
shipe.

Part IV (the final section of chis
thdy volisme) Bmvestiganes. how cor
POELE ROVETTIERCE Can affert conpor
ate performance. Some academic
soodies cloed by che aurhaor show thar
porttalio compankes oundo thedr s
ted CoURMETparts on measures af
profimbilicy, productiviry, emphoy
ment, ard waorking capital marage
ment.

Thise merics poicntally provide
solid justificacion for invesmoeent in
privace equiry backed vehickes. Wit
ney dioes fote, howeves, that mainy
af the studies on performance re
quire updaring, especially for the car
rend decadie.

In summary, readers  cspoecially
regulannrs, COMpATTY ManaEc e n,
ared investars - will find im chis com
prebensive o Thic answers To marmy
of thedr questions regarding cffen
ve povernance and recpongible in
vestmaent of privale squiny.

Most will take the information
prosided as justification for their
confidende in private equeity backed
investing.

Thee higger guestion, though,
reapes o parallel governanos and
regulation in their own countries. |5
2 given coumiry’s o of neles like
weak pea, or ks it sorang, effective,
and enforced?

In the United States, how do the
Dodd Frank megulations compare
with those presenied bere? Will the
“Stop Wall Street Looting A (2 bill
introduoced in che 115 Congress in
201 fmin mone mmenpom or be
o redumndans chrough Cmergerde:
af effective COMpOrane: RoVeTanoE:
and recponsible invesrmeent In
privabe equiny?
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