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WHEN do you djscover that you
-are cut out to be-an entrepr
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In his new book
Sir Ronald Cohen
explains how he
latched onto
private equity in its
infancy and then
rode it to the top
with Apax Partners
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WS Ty second language, 1 dld f,'
"ot ‘speak English ai all. Then,

when I was 11 years old, Presi-
- derit Gamal Abdel Nasser’s re-
acuonto the: Susz crisis made the.. :

very dlﬂiculj.

-‘Because. my mother camed a’
] Bnnsh passport, we were forced

to léave. We ‘were allowed to

take 10 Egyptian pounds and a ;

suitcase each; we had 1o leave
everything’ #lse behind: 1 left
clutching my :stamp collectién
and remember worrying -that
somebody might ‘take it away
from me. We moved to London,

Once we setfled in, [went o a
state'school in northwest London.
1 started. with the.disadvantage of

" not speaking the language, Even
- s0, 1 pexfnrmeﬂ réasonably well

in .my first- year, especially in
these subjects where mastery of
English was not required. By my

second year, 1 had grasped the

+language sufficiently to move up
. to the top of the dlass. .

I smdied politics, phllosdph'y

: and economics at Oxford. Again,
“-I'wasan acnve and ambitious stu-

: dent and in my third year opted

~“for what might be called public

-:lifé by standing for — and win-

~Ting —. the presidency of the
< "Oxford Union. -

P

THe. hlgh point of my presi-

‘-deney ‘was Robert Kennedy's

ar.‘cep‘tance of an invitation to

“the studenfs;m the dehaung hall.’
Al Oxford, I dJcl nof ew“y.-

{S'ver “again- m'.B taif: -did 4

: 1p0
well in business, ai first, buﬁmy SegeBtihat. 'was needéd for that

parents’- financial future was not
assured Providing some meas-

“ tire of security was an obligation

- of which 1 was very aware.

By the time 1 left Oxford in
1067, my father was 54 years

nAld 44 tha ams af 2N The had

SPHA/ Rl R =gt — ==t

hox. In the first year of our pro-
fessignal partnership, -1972, we
c0n51dered what would - have
been one of the first; private-
equirs, ‘Bityouts in Europe, of the
Frenich. . crane . mahufacturer
Potaii; “For ‘thie-'deal 10 make

financial sense, the eqity invest-”
. ment had to-be Jeveraged with 2 -

k.md “of transactiorL. ‘We had the

-idea, but not ;he ‘Teans. We
were a decade too early.

To complicate matters further
for me, in 1973 there were 5m
unemploved in Britain, a global
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W, d}d at Apax B
w=utrng urhl the

plé{;e in 2000 yau weJld
have gamed an advantage
o

ids than strietly .
oiial campehtnrs ‘

‘f_: thatt dre ot fimited to

| particular territories but can
| be invested. anywhere —

1 it Arvgrica, Europe, Japan,

mdustry the first bounce of

nd investee ~> |

_ The current bourice of the .
all is the global one: funds.

Ronc:ld Cohen |
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_' companles that had i
'j)Slgmﬁcant defnand fnr
compute " pOweF and *taulored

Sphisticated; lBM'—ster _

. sales force th address

business clients. It became



b;’ we thne 1 &l Cln.:)..\.- L

1087, my Lz 2T

old.. At the .age of 30 he had
moved from working for 2 bank
to Setting up- his ovn tiading
business in Egypt, imporing
afd: exportmg goods. Perhaps it
was from him that I picked up
thie‘idea of working for thyself.

1 was a product of the 1960s:
idealistic and’ wanting io make a
difference. But I wonld have 0
make money somehow. My father
sugested that T would be better
prepared for employment if |
completed my education by going
to Harvard Business School.

It was at Harvard that [ made
my fitst real comact with the
world of business and money. In
those days ambitious business-
schoo} graduates looked forward
to careers in big businéss, not
emerprise. But; as luck would
have i,  arrived, in 1967, justin
time to witness the beginning of
twa waves that, over the next
three decades, changed the. shape
of business around the world.

The first was the wave of entre-
preneurship in mew, high+tech
industries such as information
techmology and life sciences. The
second was the wave of venture
capital that financed the high-
tech entrepreneurs.

As expected, Harvard made
me eminently employable, and [

-+ got an offer from McKinsey, the

management consultancy firm.
But my natire is not 10 advise
but to dg, and to lead. I left
McKinsey afier about two years
to_reconnect with my Harvard
colleagues and 1o lannch the
company, Mulinational Max-
agement Group (MMG), that
was eventually to become Apax
Partmers.

We launched MMG to provide
advisory services to entrepte-
neurial companies. We knew we
wanted to create a firm that was
advising and, later, investing in
growth businesses, but young
companies, by definition, are not
able to pay hig advisory fees.

So we focused on adwvising
larger entreprenenrial comparies
on international expansion, rais-
ing capital through private place-
ments, and advising on mergers
and acquisitions (buying and sell-

ing companies or divisions af

cornpanies), especially where the
transaction involved parties on

“both sides of the Atlantic.

It was, however, seemingly the
worst time to start 2 venture like
MMG, and successes were hard
to achieve. The entrepreneurial
wave that had started o form in
America had not ver reached
Furope, where there was ne
venture-capital or private-equiry
industrv a1 all; rates of income
tax were high (in Britain, the
addition of a surcharge on invest-

ment income mearit that the nddk-

est marginal rate of personal wax-
ation was 98%); and the.re was lit-
tle entreprenearial activity.

We tried to think out of the

‘-oxl ciisis, a"nd
ey stike that led to 2 nation-
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wide thres-day working week.

in 1974 there was the secondary .
bankma crisis, in which several "

smafler Lundon banks wem 10

ﬂlewall. And from 1974 0 1978 :

there was a deep TECESSIon. ©

Sure enough, we. struggled: .
and 1 1975 two of the founding .
parners pulled out:] Had 2 con= -
versatich with..my . father. about
what 1o do. He advised me 10 -

snckwﬂhn. Eknew that develop-
mg an mtemauonal firm adwvis-
ing and, more especially, invest-
ng in'voung, growth companies
wasr.henghtttungm go for and,

with tuy father’s encouragement,
I petsevered. I had not rned

my back on a career at McKinsey
only io quii at the first obstacle.

[ thought it was crucial for-
mally 10 maintain the partner-
ship even if twa out of the origi-
nal fonr were leaving.

With (chaxmt_an) Maurice
Schlogel's moral support, Mau-
rice Tchénio and 1 stuck with it,
albeit in more of an anu’s length
relationship than before. Neither
of us was in for an easy journey.
For the néxt nine vears, every
time [ finished one corporate-
finance transacton [ had to start
another, just 1o earn the fees to
cavermy overheads But by stick-
ing with it, Maurice and | eventu-
ally derived the advantages that
came from being among the first
movers in the fast-growing and
highly profitible new field of
private equity.

The term “private equity” has
come W be applied in fmprecise
ways, sometimes to include ven-
ture capital and at other times 1o
be almost synonymous with buy-
outs. As [ vse it, it iakes in the
whole spectrum of investment in
unquoted shares: venture capital
in new and early-stage compa-
nies; expansion capital in more

. !ater in Eurnve was \:enture
eap tal nachrg 'tart un ar
early—:.tage eomr}an;e:

'dhead Jf.your omﬂefjtors. i
X you rmened afnces '

Ar"

;rwesrment & G mpdny
1 called G ompatacentet that :
thungh‘ dlﬁerel dtly ”"he

"-.were net gﬁmg to an d by_
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-ged - ard. they would
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PC netmzkr'- and tb Ui oo
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1h waf'a succ.essﬁll
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l {more. ’[han $500m.‘

established firms; buy-ins of
under-managed firms requiring
an injéction of new manage-
ment; and buyouts of profitable
companies of every size.

There have always been pri-
vately financed comparnies. Pri-
vate equity existed in 14th and
15th century Italy, where mer-
¢hant bankers would fund enter-
prise and trade. In the 16th and

17th centuries, when Eurnpean

traclers were travelling 1o the
New World and the Far East, voy-
ages were funded by private
invesiors, each of whom took a
share of the risk and a share of
the profits in proportion to his or
her investment.

By custom, the captain of the
ship took 20% of the value of the
cargo. That rule still applies: pri-
vare-equity firms generally take
a carried interest of 20% of the
capital gain made by the funds
under their management., Then
in the 19th century there were
the private banks — Barings,

F'I ony B-ar'?f: -,
E.a'sou--
gevernmici
which camatc
nower ir: 1 90‘ '
gave ilie

| sectorits
biggest boost %

Rnthschllds and others — which
;- were funding privaté businesses.
The difference today is that
- the private-equity: industry is not
Tun by ship captains or bankers
. but by firms for whom private-
equity investmient is.a profes-
sion. Qur skilf lies in our long-
term professional approach to
taking business risk.
We raise funds, almost
*_ entirely from pension funds and

"~ iristifutional ‘investors; we iden-

tify cornpanies in which to invest:

. those funds; we take large-

enough shareholdings to have

real influence over the compa-
nies’ affairs; we have a clear strat-
egy in view for growth and for
exit; we strengthen the boards
and executive teams of the com-
panies in which we invest and
we make resources available for
strategic initiaives.

Unlike the public-company
model (that is, the mode! of com-
panies listed on a public stock
exchange), in which sharehold-

ers are a long way removed from
operational and even strategic
issnes, the privatg-equity model:
is one of .close involvement by
empowered, expert inyestors.

1 wanted to raise large funds
from institutions — funds that we
could invest at cur discretionina
number of ventures over a long
period of tme, in the process
earning management fees and a
share of the -increase in the
funds’ values (the 267 inierest,
which “investors in the fund
“carry” for the find’s managers).
That was whas was already hap-
pening in America. It was the
business model to aim for.

In stark conirast to America,
however, conditions in Europe
did not favour entrepreneurship.
Entrepreneurship requires an
enabling environment, including
low rates of tax on capital gains,
supportive ‘ stock markets and
policy initiatives to support enter-
prise and small businesses, such
as only govermnments can pro-

vide. There was no such environ-
mentin Britain or any other Euro-
pean country. )

Conditions improved when
Matgaret Thaicher becamé prime
minister in 1979. Her adminis-
tration broght down the highest
rate of personal taxation to 40%,
which led to a sigrificant change
of sentiment in Britain, away
from a “nine-to-five” mentality
and tnwards an appréciation of
the value of hard work.

However, for all the pro-
entrepreneur  sentiments . of
Thatcher's successive chancel-
lors of the exchequer, they did li-
tle actually to promote entrepre-
neurial investment. Certainly,
the Thatcher era left Britain
with a far better business cuilture
than before, znd with lower lev-
els of income tax, but we were
still saddled with high rates of
capital gains tax and an unclear
position about the role and sta-
tus of entrepreneurs.

It was Tony Blair’s Labour gov-
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- iN the eaﬂ_y 1980= | sa* on -

" “the board of SiF Clive -

~ Research
'market opportunmes on the
baSlS of his remarkable
1magmatnre grasp .ot ihe
' possible impacts of -
convergeint technu!ogies
identifying market
opparium‘hes was crucial for
the highttech entrepreneurs
of the 1980s and 1990s.
While Sinclair had a brilliant
_understanding of techinology
and fechnological
comvergence, and enjoyed

”-; success w;th h1s electronn:

i 'calculators computers and '
Smdarrs company, Slnclatr ;' .
He was identfymg

'portable felgvisions,.
managernent was no’t h|s )
strength

| Wheri you iook at high tech
g ventures ihe peop!e who had
the vision were often
technologjsts who could not
ranage. THose who went on
to be sticcessful were ‘the
ones who realised this, -
brought in good management.
and allowed the management

who failed tried. to do-
everything themselves. -

1 infaflibility of his gwn’

to get on with it. The ones -

Chve_.Smcla tn i
'everythmg *himseif.”
| addition; he- msrs*ed on th '

persorial readmg of the
rrarket He wanted to -

revoltionisé the car mdustry ‘
| with his dlminuﬁ\re C5.

He thought | he co.ﬂd dg’ 1t
hacause he béfieved he was
the man whao could-
revolutionise everythmg, He
desrgned the C5 in'secret,

and.the car-was afailure as
4 result. :
Ego let Stnclarr down in his

o 'relahans WJth hIS mvestors
You canncat pour. all your

| car. out of Sinclair Research.

with litde input from outside,

°|-energy, agamst everybody 5
advice; intd a car rather than,

| fo the plan investors backed,
or lse get their approval for :
| change. In the event, we .

"1 succeeded in keeping thé 05

But | and two other
non-executive directors )
eventually reggned from the
board because we felt that;

it would be impossible for -
Sinclair to succeed.

‘| a.computer. You mist stick < |

despite his undoubted talent, .- |

Sir Clive Sinclair and his G5 in 1985: he wouldn's iisten

-'ﬁgure Paul“M ejs “in -loo

.mst!tuuonéfl : _:ﬂyesunem m’
_'j'-:pnvate o
© positive trar-sformauon of. Brmsh

o '-'Prllar of the sector' Cohen i
S today, top; and.i m 1988 when .

il

insiitutions’ understanding " of
the sector.

Brown did this as part of a clear
strategy to make the British econ-
omy more entrepreéneurial, com-
petitive and capable of steady,
growth and full employment.

Today, private-equity funds
account for-about $1,500 billion
(£720 bilion) of investment
capacity {if we include debt, lev-
eraged to equity -at about 2:1),
compared ~ with more than
$40,000 hillon of stock-market
value across the world So
private equity represents less
than 4% of the value of gquoted
shares.

By every significant measure
— growth, employment, invest-
ment, productivity and profitabil-
ity — private equity has outper-
formed the publicly quoted mar-
ket by a substamtial margin, If
that margin is reduced in future,
it will be becanse private equity
has provided a new yardstick by
which to measure performance.

In private equity, the interests
of the company, its manage-
ment, the private-equity fund
managers and the private-equity
fund investors are all in align-
ment. In the public-company
model, the interests of manage-
ment and shareholders are all
100 often in conflict.

Anyone old enough to remem-
ber the economic climate in the
1970s will know that there has
been 2 massive improvement in
the world of enterprise and busi-
ness since then, and that the
benefits have been widely, if not
universally, shared. Privaie
equity can be proud to have
been a significant contributor 0
that improvement.

© Ronald Coben 2007

Extracted from The Second
Bounce of the Ball: Turning Risk
inte Oppoturzty by Ronald
Cohen, 1o be published by
Weidenfeld & Nicholson on
November 8 at £20.

Avatlable from The Sunday
Times Booksfirst for £18 (frez
pé&p) on 0870 165 8585




