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Executive Summary 
 

 
 
Overview 
 
Private equity activity in 2006 hit post-bubble highs, with substantial increases in both venture capital and 
leveraged buy-out fundraising and deal flow. The 2 largest VC and 4 largest LBO funds ever all debuted in 2006. 
Further, nine of the ten largest leveraged buy-out deals in the history of US capital markets were announced in 
2006, and 17 of the 20 largest have taken place over the last 18 months. Thomson Financial Strategic Research 
set out to investigate trends in the private equity marketplace, and the potential implications for public companies. 
We suggest several key implications for management to consider. 
 

1)  Private equity owned firms, both LBO and venture capital, differ from public companies on a 
fundamental level in terms of the signal to employees. That is, these firms operate with a clear 
deadline in mind - a sale, IPO or other liquidity event. Private equity managers want to buy 
companies, fix them, grow them and sell them. As compared to the operating strategy of a perpetual 
“going concern,” this may allow managers and employees alike to focus more clearly and 
immediately on value creation and cost reduction. 

 
 
2)  Private equity managers with their own “skin in the game” and active shareholders alike will push for 

more involved and helpful directors. More candidates outside the traditional top-brand executive 
profile may become common in the board room as competing interests seek to add differing sets of 
professional experiences and skill levels.  

 
 
3)  The competition for top-level executives will become more relentless as well. A whole new 

competitive market has emerged for senior management, and this could put pressure on executive 
compensation to retain talent.  

 
 
4)  Although private equity investment may slow from the 2006 levels, dramatically increased supply and 

substantially increased demand for private equity services will likely serve to buoy investment activity 
in this sector in coming periods.  
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5)  As the Committee on Capital Markets Regulation and legislators alike begin to look at recent 
legislative attempts at policing public equity markets, it appears probable that some of the more 
onerous provisions could be eased or changed in the near future. Such actions could work to make 
public capital markets more competitive again, and serve to suppress private equity activity.  

 
 
Key Findings 
 
 

• Venture capital fund raising reached roughly $25 billion in 2006, versus $22 billion in 2005. This was 
the most investment witnessed since 2001.Buy-out funds saw investments of roughly $200 billion in 
2006 compared to $100 in 2005, the highest total ever recorded for one year.  

 
Chart 7 – Sector Breakdown of VC Investment, 2006 

VC Sector Breakdown
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Chart 11 – LBO Sector Breakdown 

LBO Sector Breakdown
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Chart 9 – LBO Investment by Fund Size 
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Chart 10 – Number of LBO deals 
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THOMSON TEAR SHEET 
 

1) Know your odds - Monitor key ratios to gauge potential interest from acquirers.  Check net 
cash to market cap and net cash to sales, and compare with peers. Monitor debt ratio, return 
on capital and efficiency ratio (revenue/employee) relative to your competitors. Acquirers are 
often looking for underleveraged companies, with significant hard, underutilized assets, a 
large cash balance and stable cash flows along with potential operational inefficiencies.  

 
 
2) Keep a poker face - Prior to a public announcement, investor relations professionals will likely 

be notified of a potential deal ahead of time by the senior management team. Discussions with 
Thomson clients indicate that on average, IR was notified of potential agreements several 
weeks before public acknowledgement of deal negotiations. This is a critical time for IR to 
formulate the message for the street, and to prepare management for the issues to come 
(flood of calls, risk arbitrage activity, increased volatility in the stock, etc.).  If the buyer is a 
strategic acquirer, IR and Corporate Communications should lay the foundation for 
coordination with their counterparties at the acquiring firm.  

 
 
3) Ante up - Once the deal is made public, IR and Corp. Communications will switch to crisis 

management mode, as analysts, investors and employees alike inundate management with 
requests for information. Trading volume and stock volatility will soar. One point that was 
consistently stressed by clients was the importance of carefully scripting all news releases and 
monitoring all media and analyst contact with management so as to follow Reg FD guidelines. 
Also, clients noted that a strategic merger was a more difficult transaction to handle at this 
stage than a buy-out, as all releases must be vetted by counsel and management on both 
sides. At this time, it may be necessary to utilize outside vendors (IR or PR consultants) to 
help manage the workload.  

 
 
4) Count the chips  - Deals that require shareholder approval were considered especially tricky, 

as management may favor a deal but IR disclosures must remain impartial, with no 
endorsement. Proxy solicitors and surveillance services can help IR and management to 
understand the shareholder base and gauge the level of support for a deal. 

 
 
5) Play out the hand – Continuing our analogy, multiple other players will now have their hands 

in the proverbial pot, as investors, regulators, investment bankers, legal counsel, etc. will all 
be involved in the process as the deal unfolds. Unfortunately, many Investor Relations Officers 
may find that at this point they are facilitating the eventual obsolescence of their own position.  

Considerations for Investor Relations  
 

Playing the Deal 
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About Thomson Financial 

 
With more than 15 years of experience, Thomson Financial Corporate Services is the partner of choice for corporations 
around the world. We combine the industry's highest quality and most comprehensive range of content, market data, 
workflow solutions, analytics, consultative services, and online communications tools with outstanding client service. 
Leveraging our institutional relationships and assets such as Thomson First Call and StreetEvents, only Thomson 
provides solutions specifically targeted to the workflow of C-level executives, investor relations departments, corporate 
strategy and development teams, treasurers, and public relations and corporate communications professionals, helping 
increase the efficiency and effectiveness of corporate officers across your organization. 
 
 
 
For more information about this report, please contact Chris.Schelling@Thomson.com. 

 

 
Important Notice 
 
This disclaimer is in addition to and not in replacement of any disclaimer of warranties and liabilities set forth in a written 
agreement between Thomson and you or the party authorizing your access to the Service (“Contract Disclaimer”). In the 
event of a conflict or inconsistency between this disclaimer and the Contract Disclaimer the terms of the Contract Disclaimer 
shall control. 
  
By accessing these materials, you hereby agree to the following: 
  
These research reports and the information contained therein is for your internal use only and redistribution of this 
information is expressly prohibited. These reports including the information and analysis, any opinion or recommendation is 
not intended for investment purposes and does not constitute investment advice or an offer, or an invitation to make an 
offer, to buy or sell any securities or any derivatives related to such securities.  
  
Thomson does not warrant the accuracy of the reports for any particular purpose and expressly disclaims any warranties of 
merchantability or fitness for a particular purpose; nor does Thomson guarantee the accuracy, validity, timeliness or 
completeness of any information or data included in these reports for any particular purpose. Thomson is under no 
obligation to provide you with any current or corrected information.  Neither  Thomson , nor any of its affiliates, directors, 
officers or employees, will be liable or have any responsibility of any kind for any loss or damage (whether direct, 
indirect, consequential, or any other damages of any kind even if Thomson was advised of the possibility thereof) that you 
incur in connection with, relating to or arising out of these materials or the analysis, views, recommendations, opinions or 
information contained therein, or from any other cause relating to your access to, inability to access, or use of these 
materials, whether or not the circumstances giving rise to such cause may have been within the control of Thomson.  
  
The information provided in these materials is not intended for distribution to, or use by, any person or entity in any 
jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject Thomson 
or its affiliates to any registration requirement within such jurisdiction or country. 
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