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EDITOR’S VIEWPOINT
allen.lee@@avcj.com

CHINA’S GDP GREW 6.9% LAST YEAR, THE 
slowest since 2009 when the country was held 
back by the global financial crisis. This figure was 
widely anticipated so it comes as no surprise – 
nor is it anywhere near the freefall predicted by 
some naysayers when the Chinese economy 
started softening. 

Public market investors certainly took the 
news in their stride with the major indices in 
Hong Kong, Shanghai and Shenzhen all posting 
gains. This may be more of a sigh of relief than an 
acceptance of a China with slower growth rates 
because everyone assures me that the markets 
will remain volatile for a while.

As for private equity, more than a few 
investors I’ve spoken to are quick to dismiss the 
impact of this volatility on their long-term view 
on China. However, many are looking at potential 
investments in industries that the “new China” will 
be focused on – innovation and services. Venture 
capitalists will not be the only ones to benefit 
from this as the availability of larger technology 
deals such as JD Finance and Lufax – just to pick 
on internet-enabled financial services – means PE 
investors can participate as well. 

So what does this mean for traditional 
industries? They may see less capital in the short 
term as investors and sellers get comfortable 
with valuations based on the new normal, but 
don’t discount them in the long term. Many of 
you will have heard this argument before, but 
a lot of Asia’s most significant private equity 
wins originated in times of volatility. The current 
environment will certainly create opportunities 
for investors to acquire assets (perhaps even in 

the state-owned enterprise space) at reasonable 
rates. Let’s wait and see. 

Assets outside of China are also a big focus 
for private equity firms and local strategic players. 
Going overseas is a way to counter the local 
market uncertainty and there are often plenty 
of synergies afforded by cross-border deals. 
The acquisition of Legendary Entertainment by 
Wanda is a prime example, although private 
equity was on the sell side. Another noteworthy 
deal is the $1 billion buyout of Germany’s 
KraussMaffei Group, which featured China 
National Chemical Corporation and AGIC Capital. 
Will this continue? Most likely. 

Finally, some interesting perspectives 
afforded by the graph below. We plotted the 
Shanghai Composite Index (final trading day 
figure) against AVCJ Research’s fundraising and 
investment data for China over the last 10 years. 
It appears that private equity activity is mostly 
(with some lag) correlated with stock market 
movements. The only “perfect storm” where all 
three data sets bottomed out was in 2013, and 
politics may have been a factor given the new 
generation of Chinese leadership was preparing 
to take office. 

If the past is any indication of the future, with 
the investments picking up pace, the future 
won’t be too dark. 
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ASIA PACIFIC

Abax raises $235m for 
special situations fund
Abax Global Capital has raised $235 million 
for its second Asia special situations fund, 
which has a strong focus on China. The GP 
provides structured credit solutions to mid-
market companies that are underserved by the 
conventional banking system.

Headland slims team to 
focus on portfolio
Headland Capital Partners has seen the departure 
Paul Kang and Brian Chang – two of its seven 
partners – and cut the size of its investment 
team from 18 to 11. This follows a decision last 
September to suspend fundraising and focus on 
the existing portfolio.

Robinson joins North-East 
Family Office
Sam Robinson, previously head of regional 
private equity fund investment at Aberdeen 
Asset Management, has joined North-East Family 
Office – set up by the Danish founders of jewelry 
brand Pandora – as managing partner for Asia. 
Robinson was global head of private equity at 
SVG Advisors, which was acquired by Aberdeen 
in 2013.

Adams Street hires Hart 
from Capital Dynamics
Adams Street Partners has appointed Ben 
Hart, formerly of Capital Dynamics, as partner 
and head of business development for Asia. 
Hart joined Capital Dynamics in early 2014 
as managing director and Asia COO, as 
well as taking on responsibility for business 
development for North America and Asia.

AUSTRALASIA

Anchorage speaks out on 
Dick Smith
Anchorage Capital Partners has defended its 
actions when owner of Dick Smith Electronics, 
an Australian retailer that listed in late 2013 with 
a market capitalization of A$520 million ($358 
million) and went into receivership last month. 
Phil Cave, managing partner at Anchorage, 
insisted that all stores were profitable and the 
company carried no debt when it went public.

GREATER CHINA

Online retailer raises $1b 
for finance unit
Sequoia Capital and China Taiping Insurance 
have led a RMB6.65 billion ($1 billion) funding 
round for JD Finance, the financial subsidiary 
of online retailer JD.com. The round values JD 
Finance at RMB46.65 billion on a fully-diluted, 
post-investment basis.

Uber China raises new 
funds at $7b valuation
Uber’s China unit has raised a new round 
at valuation of $7 billion. Participants in the 
round include several local firms, such as airline 
operator HNA Group, car maker Guangzhou 
Automobiles, and China Life Insurance. Uber 
China raised $1.2 billion last year from investors 
including search giant Baidu, which has also 
contributed to the global company. 

IFC set to back e-commerce 
logistics unit
The International Finance Corporation (IFC) is 
considering investing up to $30 million in Best 
Logistics Technologies – which is part-owned by 
Alibaba Group - as part of a $700 million pre-IPO 
round. The company provides express, less-than-
truckload freight and supply chain management 
services focused on e-commerce sector.

Nanfu Battery completes 
China reverse merger
CDH Investments-controlled Fujian Nanping 
Nanfu Battery, China’s leading manufacturer 
of alkaline batteries, has listed on the National 
Equities Exchange and Quotations (NEEQ) 
through a reverse merger. Yunnan Akin 
Technology, a shell company listed on the New 
Third Board, issued RMB2.64 billion ($400 million) 
worth of new shares in exchange for a 60% in the 
investment entity that controls Nanfu.

Mandarin Capital closes 
second fund at $217m
Sino-European GP Mandarin Capital Partners 
have closed its second middle-market fund at 
just under EUR200 million ($217 million). The 
corpus for Mandarin Capital Partners II (MCP II) 
falls short of the EUR1 billion target set in 2012. 
During the fundraising process, the PE firm 
revised its target to EUR400 million.

App analytics firm App 
Annie raises $63m
App Annie, a mobile app analytics platform 
developer that was started in Beijing but has 
since expanded globally, has raised $63 million in 
Series E funding. The round was led by US-based 
VC firm Greenspring Associates, a new investor.

Hong Kong fund to invest 
alongside VCs
The Hong Kong government will create a HK$2 

Wanda buys Legendary 
Entertainment for $3.5b
Chinese conglomerate Dalian Wanda Group 
has bought leading Hollywood film production 
studio Legendary Entertainment for $3.5 billion 
in cash. The transaction is the largest cross-border 
“cultural acquisition” by a Chinese company 
to date, Wanda said in a statement. It faciliates 
an exit for several private equity investors plus 
Japan’s SoftBank.

US-based Legendary operates in the film, 
television, digital and comics production 
businesses. It has co-produced and distributed 

blockbusters such as the Batman trilogy, 
“Inception,” “The Hangover,” “Jurassic World,” 
“Pacific Rim” and “Man of Steel.” Its upcoming 
releases “Warcraft” and “The Great Wall,” which 
claims to be the largest film shot entirely in China, 
will be distributed in the global market.

To date, its film productions division - 
Legendary Pictures - records more than $12 
billion worldwide at the box office. Under the 
new ownership, Wanda will support Legendary’s 
expansion in China. 

In 2012, the US production studio raised $275 
million in debt and equity to fund new projects 
and reduce existing debt. This included $128 
million from backers including Accel Partners, Jim 
Breyer and Breyer Capital, IDG Capital Partners, 
Gordy Crawford, Tomorrow Ventures, Morgan 
Stanley Investment Management and Thiel 
Capital. Two years ago, Legendary raised $250 
million in equity from SoftBank.

NEWS



Number 03 | Volume 29 | January 19 2016 | avcj.com 5

billion ($256 million) fund that will co-invest in 
start-ups alongside venture capital funds on a 
matching basis. A further HK$200 million will be 
used to establish a Cyberport Macro Fund.

Ex-New Horizon investors 
back Zai Lab
Advantech Capital, one of two new funds 
launched by executives from Chinese GP New 
Horizon Capital, has led a $100 million Series 
B round of funding for biotech start-up Zai 
Lab. OrbiMed also participated, as did existing 
investors Qiming Venture Partners, Sequoia 
Capital and TF Capital. 

Germany’s Evonik backs 
China VC fund
Evonik Venture Capital, the VC arm of German 
industrial group Evonik, has invested an 
undisclosed amount in Chinese VC firm GRC 
Managers’ SinoGreen Fund III (GRC III). The fund 
targets investments that support climate change 
mitigation and reached a first close of $75 million 
in 2014, with a target of $100 million.

SBCVC commits $60m in 
Acfun
Acfun, a Chinese social networking platform 
that focuses on video editing, has secured an 
extended $60 million Series A round of funding 
from SBCVC, previously known as SoftBank China 
Venture Capital. The company was one of the 
first companies in China to launch the so-called 
“bullet screen” function, allowing audiences 
to make remarks on films, games and videos 
through sending text messages.
 

CMC invests in visual 
effects production studio
CMC Holdings, an investment platform affiliated 
with media-focused PE firm CMC Capital Partners, 
has invested an undisclosed sum in BaseFX, a 
Beijing visual effects and animation production 
house. The company works Hollywood film 
producers and movie directors in China. 

NORTH ASIA

DBJ, JWD to form $423m 
wind fund
The Development Bank of Japan (DBJ) and Japan 
Wind Development (JWD) – a local developer 
acquired last year by Bain Capital – have agreed 
to launch a JPY50 billion ($424 million) wind 

power fund. Each group will contribute half of 
the corpus.

Japan CRM start-up raises 
$16.9m Series C
Japanese customer relationship management 
(CRM) software developer Sansan has raised 
a S$24.2 million ($16.9 million) Series C round 
led by DCM. Nissay Capital also participated in 
the round, along with Salesforce Ventures, the 
investment arm of US-based Salesforce. 

SOUTH ASIA

ChrysCapital in $350m first 
close on Fund VII
ChrysCapital has reached a first close of nearly 
$350 million on its seventh India fund. The 
vehicle, which launched last September, has an 
overall target of $600 million and a hard cap of 
$650 million. While the quantum of capital raised 
so far is in line with expectations, the first close 
- reached towards the end of December - has 
come sooner than the GP anticipated.

Temasek leads $145m 
round for CarTrade
Temasek Holdings and US-based March Capital 
have led a INR9.5 billion ($145 million) funding 
round for Indian online used car dealer CarTrade. 
Existing investor Warburg Pincus also participated 
in the round. The funding will be used to diversify 
the products offered by CarTrade and its recently 
acquired rival CarWale, along with expanding 
the company’s services organically and through 
acquisitions.

ShopClues raises round at 
$1.1b valuation
Singapore’s GIC Private has led a new funding 
round for Indian e-commerce start-up ShopClues 
that is said to value the company at more than 
$1.1 billion. Existing investors Tiger Global and 
Nexus Venture Partners participated in the round. 
The size of the deal is said to be around $150 
million. 

CDC commits $50m to MFI 
Janalakshmi
Indian microfinance lender Janalakshmi Financial 
Services has raised INR3.3 billion ($50 million) 
from UK government-backed development 
finance institution CDC Group. It will use the new 
funding to meet tier-two capital requirements, 
which it needs in order to gain final regulatory 
approval to open a small finance bank.

Carlyle promotes Neeraj 
Bharadwaj
The Carlyle Group has promoted Neeraj 
Bharadwaj, a Mumbai-based member of the 
firm’s Asia buyout team, to partner. Bharadwaj 
joined Carlyle in 2012 from Accel Partners, where 
he was responsible for making growth capital 
investments in India. Before that, he spent 10 
years with Apax Partners.

Affinity set for 6x return on 
Loen Entertainment
Affinity Equity Partners is set for a more than 6x 
return on its investment in Loen Entertainment, 
the Korean equivalent of iTunes, following Kakao 
Corporation’s agreement to buy a majority stake 
in the business. Kakao will pay KRW1.87 trillion 
($1.55 billion) for a 76.4% interest in Loen, or 
19.3 million shares at KRW97,000 apiece. This 
represents a 23.4% premium to the January 8 
close.

Affinity bought a 61.4% stake in the company 
in mid-2013. The PE firm picked up 13.3 million 
shares for KRW20,000 apiece from mobile 
operator SK Telecom for a total consideration of 

KRW265.9 billion, while additional shares were 
acquired from RealNetworks. SK subsidiary SK 
Planet retained a 15% interest in the business.

Affinity investment vehicle Star Invest will 
receive KRW1.5 trillion in total for approximately 
15.5 million shares, including KRW900 billion in 
cash. Kakao said it would fund the deal by issuing 
KRW750 billion in new shares to Affinity and 
other investors, with the rest covered using cash, 
debt, and new share issuance. A source close 
to the transaction told AVCJ that Affinity would 
generate a 96% IRR on the investment, based 
on the current price of the Kakao shares it will 
receive.

Through its MelOn platform, Loen is the 
runaway market leader in Korea’s music 
streaming space, with a 60% market share in 
2015, while iTunes’ was in the single digits.

NEWS



To understand how AVCJ Research can help you 
with your data needs, please call:  +(852) 2158 9644 
or email Helen.Lee@avcj.com 

AVCJ Research can provide 
your firm with timely and 
accurate research support 
to help you simplify and 
expedite your workflow. We 
conduct in-depth research 
and provide insightful 
analysis in a bespoke report 
that fully meets your data 
requirements.

avcj.com

Asian Private Equity 
Data Made Simple

✔	Pan-Asian Industry Reviews/Regional Reports – timely updates
✔	Specific industry and financing stage research
✔	Comprehensive statistics on investments and funds 
✔	Exits strategic analysis
✔	Market peers comparison

AVCJ’s industry standard data is used by the world’s leading firms in their 
fundraising, investor relations communications and deal due diligence 
activities. AVCJ Customized Data Service includes:

Customized Research Report



Number 03 | Volume 29 | January 19 2016 | avcj.com 7

COVER STORY
tim.burroughs@avcj.com

A FEW WEEKS AGO, SHANDA GAMES 
appeared to be on the cusp of a potentially 
lucrative re-listing. The Chinese company 
departed NASDAQ in November following a $1.9 
billion privatization, by which point the chairman 
and his partners had a shell in place for a reverse 
merger on the domestic bourse. Now, though, 
the process is in limbo with several parties facing 
legal action from disgruntled investors. 

When the take-private was announced in 
early 2014, Primavera Capital was controlling 
shareholder Shanda Interactive’s partner in the 
deal. Over the next few months, FountainVest 
Partners and The Carlyle Group came on board. 

But by September they had been replaced by 
a slate of local investors and Shanda Interactive 
sold control of the business to a unit of textiles 
producer Zhongyin Cashmere, and Yingfeng 
Zhang, chairman of Shanda Games. A source 
familiar with the deal told AVCJ that the change 
was driven by insiders concluding “they could do 
it themselves,” be free of the strictures of working 
with private equity, and enjoy more of the upside.

Eight entities appeared on the company’s 
proxy filing, three connected to auto parts 
manufacturer Zhejiang Century Huatong Group 
and the rest to Zhongyin or Zhang. Court filings 
indicate that Zhongyin syndicated out of its 
holding through a string of separate vehicles, 
raising RMB2.15 billion ($326 million).

The first complaints came from investors 
in those vehicles, who filed domestic lawsuits 
claiming that the take-private had been oversold 
by Zhongyin and they had been allocated shares 
worth less than a quarter of their principal. Then 
Century Huatong, which has a 42.7% stake in the 
business but a minority voting right, took legal 
action in Hong Kong and the Cayman Islands. It 
said the majority shareholders resolved to recut 
the deal and cash out Century Huatong at a 
lower price than it paid for its shares.

Shanda Games is an extreme example of a 
take-private gone wrong, but it offers a snapshot 
of the feeding frenzy around US-listed Chinese 
companies. Local money is pouring into these 
deals – sometimes at the expense of PE – in 
order to leverage the arbitrage opportunity of 
listing companies in China at higher valuations 
than they are bought in the US. Satisfying every 
interested party can be challenging.

“It is not just a private equity play. Other 
institutional investors – like insurance companies, 
commercial banks and asset management 
companies – keen to participate, and banks 
will lend significant amounts to support these 
transactions,” says John Gu, a partner at KPMG. 
“Taking part in these deals can mean a handsome 
gain post-listing, so if you have a domestic 
investor pricing aggressively, PE investors could 
get squeezed out in some instances.”

Motivating factors
For all privatizations involving US-listed Chinese 
companies, there tend to be two primary drivers: 
US compliance costs and whether they justify the 
exposure to a broader and more sophisticated 
pool of investors; and the size of the gap 
between the valuation at which a company 
trades in the US and what it might achieve 
domestically.

Take mobile game publisher iDreamSky 

Technology, for example. The company’s revenue 
ballooned to RMB984.1 million in 2014 as it 
sought to build scale – swinging from a net 
profit to a net loss as a result of rising customer 
acquisition costs – in preparation for a NASDAQ 
IPO. IDreamSky went public in August 2014, 
raising $116 million in its IPO and paying out 
$4.65 million in accounting and legal fees and 
another $2.54 million in annual auditing costs. 

The stock peaked a month later but then 
sank below the $15.00 offering price. It closed at 
$10.53 on June 9 of last year before a small surge 
ahead of a take-private offer of $14.00 per share, 
which values the company at about $600 million.

Meanwhile, one of iDreamSky’s competitors, 
Beijing Kunlun Technology, listed in Shenzhen in 
January 2015 and has since seen its share price 
increase by more than 400%. With revenues 
of RMB1.9 billion in 2014, it has a market 

capitalization of RMB42 billion and trades at a 
price-to-earnings (P/E) ratio of 115. Another, 
China Mobile Games & Entertainment Group, 
was taken private last August at a valuation of 
$690 million and is set to be acquired by Century 
Huatong for RMB6.5 billion.

The balance between these two driving 
factors has contributed to two distinct waves 
of take-privates. The first came in the wake of a 
handful of accounting scandals involving Chinese 
companies that led to eroded valuations across 
the board. AVCJ has records of four announced 
transactions in 2010 – some of which featured 
PE – rising to 15 in 2011 and then 24 in 2012. Six 
failed to transact and the rest have closed.

Deal flow then slowed for a couple of years 
before rebounding in 2015, with 30 take-privates 
announced. Of these 20 fell in the first six 
months of the year as founders and their partner 
investors targeted re-listings in the then-soaring 
local markets. Close to half of these companies 

have entered into definitive agreements or 
completed privatizations. A notable difference 
between the two waves is the size and profile of 
companies involved. 

“In 2011-2012, most of the companies had 
market caps of $100-500 million and a lot of 
them got listed through reverse mergers,” says 
Donald Yang, managing partner at Abax Global, 
which provided structured financing for a few 
early deals. “Now you see some really large 
companies that perhaps should be listed in 
the US but want to return to Asia to get better 
valuations. Because the profile of the companies 
has changed, large PE firms are more involved, 
and it has become mainstream investing.”

With this in mind, transactions can be divided 
into pre- and post-Focus Media. At $3.7 billion, 
the take-private of the outdoor advertising firm 
– announced in August 2012 – was at the time 

New wave
Recent volatility notwithstanding, plenty of investors want to back China take-privates with a view to 
domestic re-listings at higher valuations. The company founders behind these deals are the big winners

“The Focus Media deal gave people a lot of 
clarity in terms of the A-share exit and it 
attracted a lot of investors, particularly domestic 
investors, to going-private transactions”  – Ning Zhang
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the largest of its kind. Thirty months after the 
deal closed, Focus Media re-listed in Shenzhen 
through a reverse merger. The shell, Hedy 
Holding, has dropped 20% since the start of the 
year, but still has a market cap of RMB138 billion. 

This translates into a large paper gain for the 
likes of The Carlyle Group, FountainVest Partners, 
CITIC Capital Partners, Primavera and China 
Everbright. It also laid down a marker – in terms 
of multiple and timescale – for others to aim for. 
As a result, demand for exposure to China take-
privates, from insurance companies to high net 
worth individuals, has taken off.

“The Focus Media deal gave people a lot of 
clarity in terms of the A-share exit and it attracted 
a lot of investors, particularly domestic investors, 

to going-private transactions,” says Ning Zhang, a 
partner at Orrick. “Even though the deal wasn’t as 
fast as some expected and the investors are still 
subject to a three-year lock-up, it gave people a 
lot of comfort that they can get into the A-share 
market pretty quickly.”

Multiple actors
Of the take-privates announced between 
2010 and 2012, only two had more than three 
PE sponsors who were not existing investors. 
However, the need for equity has increased in 
line with rising deal size. The consortium in place 
when a bid is announced is not necessarily the 
same as the one that does the deal, in part due 
to the number of willing participants.

WuXi PharmaTech is a case in point. When Ge 
Li, the company’s founder and CEO, announced 
his $3.3 billion bid last May, healthcare-focused 
PE firm Ally Bridge Group – which initiated the 
deal with Li – was the only other name on the 
filing. Boyu Capital is understood to have been 
involved from an early stage as well. By the time 
the deal won shareholder approval in mid-
December, Temasek Holdings, Ping An Insurance, 
three more PE firms, and an investment entity 

connected to Shanghai Pudong Development 
Bank were also in the consortium.

“Immediately after the deal was announced 
we had a very strong indication that it would be 
well oversubscribed – and that’s exactly what I 
had expected when suggesting the deal,” says 
Frank Yu, founder of Ally Bridge. He cites the rapid 
growth and quality of WuXi’s R&D and contract 
manufacturing outsourcing business, and the 
global nature of its pharmaceutical sector client 
base, as reasons for the strong interest in the deal.

Asked about the challenges WuXi faced in 
meeting investor demand, Wu observes that 
“for any well-oversubscribed deal, you have 
headaches,” and stresses the importance of 
putting together a consortium that is aligned 

with management on issues such as business 
development and exit strategy.

This tallies with other accounts of a controlled 
but somewhat frenzied process, with various 
interested parties lobbying the founder for a 
slice of the action. For Qihoo 360 Technology, 
the situation was similar, but based on the final 
investor roster, magnified several-fold. The latest 
proxy filing for the $9.3 billion deal lists 36 parties 
with equity commitment letters.

A key difference between the two processes 
is that WuXi was from the outset a partnership 
between founder and PE: Ally Bridge’s Yu had 
a longstanding relationship with Li, while Boyu 
co-founder Sean Tong, during an earlier stint at 
General Atlantic, was on the WuXi board ahead 
of the company’s 2007 IPO. There is said to have 
been no lead financial sponsor for the Qihoo deal.

“Anchor investors participate actively in the 
process and negotiate with the founder who 
is sponsoring the take-private. But some of the 
more recent deals have been founder-driven 
and they are getting money from banks and 
other investors,” one industry participant notes. 
“As deals are getting larger, financial investors’ 
influence is decreasing. If you put $300 million 

into a $9 billion deal, it doesn’t mean that much.”
Numerous considerations come into play 

when a founder is primarily responsible for 
allocating places in the syndicate. They want 
certainty that a deal gets done and perhaps a 
chance of a quick re-listing, which may push 
them towards domestic institutions that have 
financial or regulatory clout. For example, while 
Ping An Insurance is investing in WuXi, Ping An 
bank is providing debt for the take-private.

These deals can also be personally and 
politically sensitive. Whatever the desire to create 
a balanced consortium of blue chip investors, 
founders will come under pressure to cut family 
and business acquaintances into a transaction. 
There may also be local government investment 
funds that need to be satisfied.

“There is a finite number of these deals so 
potential investors compete aggressively for 
consortium shares, but there might be a state-
owned arbiter ultimately in the middle of it,” says 
Charles Comey, a partner at Morrison & Foerster. 
“Alternatively, if you are a private deal promoter, 
you can preempt a lot of the conflict and help 
ensure availability of acquisition debt financing 
by giving government-affiliated funds access 
and telling the other guys, ‘We are doing this as 
a necessity and we are letting you guys in as a 
favor, here’s your percentage.’”

Foreign PE firms are still participating in take-
private deals but local capital is playing a much 
more significant role than before. There may be 
good reason for this. In situations where direct 
foreign exposure to certain assets is prohibited, 
variable interest entities (VIEs) were inserted 
into corporate structures ahead of offshore IPOs. 
VIEs are not allowed in domestic listings, so if 
a business is restructured onshore, the foreign 
investors may have to exit. Last year, regulators 
said that in most situations minority participation 
would be permissible, but some companies don’t 
want to take the risk.

However, the overriding issues for founders 
are likely to be pricing and flexibility. Aggressive 
local investors that want to get into take-private 
deals – and don’t have the same kind of fiduciary 
or governance requirements as international 
PE firms – might offer management more 
equity in the post-acquisition entity and greater 
leeway in the development of the business. If 
this proposition is paired with attractive local 
financing for the deal, all the better.

“The amount of money available from equity 
and debt investors in China, and also from 
offshore funds, naturally gives the founder quite a 
bit of leverage,” Orrick’s Zhang observes.

The growing popularity of onshore structures 
that are a logical stepping stone to domestic 
listings open up these deals to a wide range of 
investors. While the co-CEOs of Mindray Medical 
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have agreed a $3.3 billion take-private with $2 
billion in debt and little or no external equity 
support, Qihoo’s 36 equity backers include six 
insurance companies, four private equity firms, 
handfuls of corporates and asset managers, and 
a host of entities that could be corporate M&A 
funds or high net worth vehicles.

For example, one participant is an M&A fund 
set up by Huatai Securities that has received 
commitments from several Chinese corporates. 
Another is a project fund launched by Huarong 
Securities with the sole purpose of raising capital 
to support the Qihoo deal. 

Execution risk
The Shanda Games situation flags up the risks 
that come with investment agreements in China, 
but the nagging uncertainty with these deals is 
what happens if the second part of the strategy – 
the re-listing – fails to work out as planned. Many 
investors are motivated solely by the prospect of 
multiples arbitrage and it is unclear what certain 
players have been promised, or led to believe, in 
terms of the speed and size of exit.

“Some people might end up disappointed,” 
says Abax’s Yang. “If you look at the A-share 
market, there are a lot of moving parts. 
Regulations are changing, there is a lot of 
retail participation and many investors are 

not sophisticated. That is why you see all this 
volatility. You never know what will happen to 
valuations when the lock-up expires.”

There has been a slowdown in take-private 
activity since the severe market correction in the 
middle of 2015 and the pricing on a number of 
deals has been revised downwards. However, 
KPMG’s Gu notes that transactions are still in 
process, with investors withstanding short-term 
valuation pressure in the expectation of a higher 
valuation through an eventual domestic re-listing.

Rather, the concern is that the length of 
the queue to list domestically, and the tighter 
qualification requirements than for the US 
markets, will result in a longer wait for some 
companies and perhaps an aborted processes for 
others. And if a company has gone private with 
a financing package predicated on a reasonably 
swift re-listing that has yet to happen, it will need 
operating cash flow to satisfy creditors.

This is why investors flock to larger businesses 
that are seen as likely candidates for reverse 
mergers. There is also talk of further expediting 
the process by involving the listed shell to 
be used for the reverse merger in the initial 
acquisition, much like an M&A deal. Tsinghua 
Unigroup, an investment unit under Tsinghua 
University, is doing this with Xueda Education. 
The transaction is being led by a Shenzhen-listed 

subsidiary with the parent providing financial 
guarantees. It leaves the option of a share issue 
to generate additional financing.

The broader question is how much longer 
the take-privates can last. The previous wave 
eased off as the valuation gap between the US 
and China narrowed. Even if this doesn’t happen 
for the current batch, there are only so many 
companies suited to a domestic re-listing – 
because they already have a strong following 
in the US or because their business is not as 
relevant to domestic investors. 

The other factor is regulation. China wants 
local investors to share in the success of local 
companies and it is willing to offer incentives. An 
international boards that allows offshore-traded 
firms to sell shares domestically is one option, but 
there are also plans to liberalize domestic listing 
requirements and open up cross-border activity. 
This would enable companies to pick the bourse 
that best meets their needs.

“It is a more for the long term than the 
short term, but that will naturally end the 
take-privates because people will try to figure 
out at the beginning which market is the best 
one for them,” says Orrick’s Zhang. “In the past, 
some companies went to Hong Kong or the US 
because they didn’t have the choice or because 
they saw better multiples.”   
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HONG KONG’S FUTURE FUND IS A LARGE 
cap solution to a longstanding concern: its remit 
is to cover a surge in government social benefits 
spending over the next decade due to an aging 
population and slower economic growth. 

The vehicle, managed by the Hong Kong 
Monetary Authority (HKMA), has initial capital 
HK$219.7 billion ($28 billion) drawn from the 
territory’s fiscal reserves. More than half of this 
will be deployed in alternative assets, mainly 
global private equity and overseas real estate, 
over a three-year period. This strategy is an 
acknowledgement that the Future Fund is a 
late starter with a lot of ground to make up.

“Given that Hong Kong will likely run into 
big deficits in the future, but in the next 10 
years or so the reserves won’t have to be used, 
it makes sense to invest the existing reserves in 
assets that generate higher returns. The Future 
Fund serves this purpose and so its investment 
strategy is aggressive,” says Francis Lui, a 
professor at Hong Kong University of Science 
and Technology (HKUST) who also serves on 
the government-backed working group that 
recommended the establishment of the fund.

As the HKMA transitions from a fixed 
income-heavy savings mentality to embrace 
alternatives more readily, the private equity 
industry is asking what kind of LP it will be.

Dry powder
With the government expecting the percentage 
of Hong Kong citizens aged over 65 to rise from 
15% in 2014 to 30% by 2041 – and concerned 
about the pressure this would place on public 
services – the working group was set up to advise 
on bolstering the finances. It recommended last 
March that the HK$220 billion Land Fund should 
form the basis of the Future Fund, plus one 
quarter of annual budget surpluses as top-ops. It 
envisages a balance of HK$510 billion, or 14.7% of 
nominal GDP, by 2023-2024. 

The fund came into effect on January 1 and 
for an initial 10-year period it has been placed 
with the Exchange Fund managed by the HKMA. 
The Exchange Fund already features a $14 billion 
long-term growth portfolio (LTGP) that primarily 
focuses on illiquid assets.

The primarily purpose of the Exchange 
Fund, which had a balance of HK$3.47 trillion in 
October 2015, is to affect the exchange value 

of the Hong Kong dollar in order to maintain 
monetary and financial system stability. It is 
divided into several portfolios: a backing portfolio 
comprising US-dollar assets; an investment 
portfolio targeting liquid, low-risk and short-term 
investments such as bonds and equities; and a 
strategic investment portfolio.  

 The LTGP was formed to invest in private 
equity and real estate, but it was a relatively small 
consideration, with the backing and investment 
portfolios accounting for two thirds of the fund. 

“We recommended the establishment of 
the Future Fund because we wanted to give a 
specific investment strategy to the HKMA,” says 
Marcellus Wong, a senior advisor at PwC and 
another member of the working group. “We did 
some research, taking account of investment 
risk and return. We thought that allocating half 
of the Future Fund to the LTGP was the right 
proportion. While it could optimize return, it can 
also eliminate risk. If all or a majority of capital 
went into the LTGP the risk would be higher.”

The Exchange Fund made its first alternative 
investments in early 2009 during global financial 
crisis. Eddie Yue, deputy chief executive of the 
HKMA, said this fortuitous timing resulted in the 
LTGP’s 2009 vintage being “the best performing” 
of all the portfolios. Through the seven years 
ended 2014, the LTGP delivered an annualized 
IRR of 13.5%. This compares to an average return 
of 5% over six years for the investment portfolio. 

In recent years, the HKMA scaled up its long-
term investments, with new commitments of 

$9 billion in the first 10 months of 2015, up from 
$5 billion in the same period of 2014. As of year-
end 2014, the LTGP’s investments and undrawn 
commitments totaled HK$200 billion, which is 
still only 5.8% of the Exchange Fund. 

Sitting within the HKMA, it is hoped the 
Future Fund can leverage the Exchange Fund’s 
existing investment infrastructure and expertise, 
and also enjoy lower costs than if it operated as a 
stand-alone entity. 

Addressing alternatives
According to industry participants, the HKMA 
has an alternatives team comprising about 
10 investment professionals, covering private 
equity, infrastructures and real estate. While 
funds of more than $3 billion in size have been 
assessed directly, responsibility for investments 
in smaller vehicles is outsourced to advisors. 

However, over the past two years, the 
HKMA has begun playing a more active role 
in due diligence on deals and GPs, including 
those that fall below the $3 billion threshold. 
As such, external advisors increasingly make 
investment proposals and leave it to the HKMA 
to review them internally.

Yue said the LTGP predominately invests 
in mature markets, including North America 
and Western Europe. However, there are 

plans to increase allocations to Asian markets 
such as China, Japan and Australia. “They have 
already invested in large global funds, made co-
investments and also random direct investments. 
Like other Asian large LPs, they will continue 
to build their in-house team and increase 
their exposure to direct investments and co-
investments,” a fund manager observes. 

Withdrawals from the Future Fund are not 
permitted before the end of 2025, except for 
in emergencies, while all returns should be 
re-invested in the capital pool. The idea is that a 
ring-fenced pool of capital ensures a more stable 
investment strategy.    

“The program is thoughtful and in line with 
many institutional investors,” says Joseph Chang, 
a principal at Mercer Investments. “They won’t 
deploy all the capital from day one but over a 
three-year period, which means the HKMA will 
have a sufficient economic cycle to invest. If they 
deployed over a short period of time, people 
would argue that it’s not a good time to invest.”   

Securing the future 
Hong Kong’s new Future Fund has initial capital of $28 billion and a remit to invest aggressively in 
alternatives. To understand its approach, one must understand the Hong Kong Monetary Authority

Largest sovereign funds by assets
US$m

Government Pension Fund (Norway) 824.9

Abu Dhabi Investment Authority (UAE) 773

China Investement Corporation (China) 746.7

SAMA Foreign Holdings (Saudi Arabia) 668.6

Kuwait Investment Authority (Kuwait) 592

SAFE Investment (China) 547

Hong Kong Monetary Authority Investment 
Portfolio (Hong Kong)

417.9

GIC Private (Singapore) 344

Source: Sovereign Wealth Fund Insitute
Note: Data correct as of December 2015
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TEN YEARS, FIVE DIVESTMENTS AND 
sustained incremental restructuring separate 
the FCI that Bain Capital bought with the one it 
recently sold – as FCI Asia – to US-based industry 
peer Amphenol. 

“Our investment in Europe in the industrial 
sphere is exactly this,” says Michel Plantevin, a 
managing director with the private equity firm. 
“We buy divisions of large groups that are non-
core, often haven’t been properly invested and 
are facing some strategic challenges, and we 
take time to reposition them. Sometimes there 
is M&A, sometimes restructuring, sometimes a 
combination of both.”

FCI was acquired from Areva Framatome, 
which was more interested in nuclear power than 
connectors, in 2005 at an enterprise valuation 
of EUR1.01 billion ($1.13 billion), supported by 
a reported EUR695 million in debt. One of the 
initial problems was the breadth of the business: 
it sold connectors to car makers, electric utilities 
players, financial services companies, and the 
consumer electronics industry.

Plantevin describes the strategy as “re-focusing 

the portfolio, addressing the mismatch between 
what we saw as the market potential and the 
customer mix at the time, and repositioning the 
manufacturing footprint.” This led to speedy exits 
from the Europe and North America-focused 
utilities business and the North American 
microconnectors manufacturing operation. 

The rest of the 
microconnectors business, which 
produces components for bank 
cards and SIM cards, saw its 
capacity triple. A majority stake 
was sold to Astorg Partners in 
2011 for EUR650 million and a 
full exit came last autumn. The 
automotive division was sold in 
2012 to Delphi for EUR765 million 
following an expansion of the customer base to 
take in North America, China and Korea.

This left electronics, where the objective was 
to address cost and customer proximity issues 
by increasing capacity and presence in Asia. 
Investments were made in new and existing 
plants across the region, while in North America 

pure manufacturing ceased and in Europe it was 
largely relocated. 

Moving the headquarters to Singapore 
brought with it changes to the management 
team. One senior member of staff stayed on – the 
head of R&D, who relocated to Singapore – but 
Bain hired a new CEO and CFO, as well as a new 

head of manufacturing based in 
China. “The repositioning was the 
result of gradual investment over 
10 years,” Plantevin adds. “What 
ended up being FCI Asia was an 
evolution.”

FCI Asia is expected to 
generate sales of $600 million 
in 2015 and an adjusted EBITDA 
margin of 20%. More than two 

thirds of the company’s revenue in 2014 came 
from the data and communications sectors. 
Nearly two thirds came out of Asia Pacific.

The sale to Amphenol, which was announced 
in June and closed last week, is worth $1.28 
billion, close to the price paid for the business – 
before the divestments – in 2005.   

WHEN THE DUBAI-BASED ABRAAJ GROUP 
bought Advent International’s controlling stake 
in CARE Hospitals, it was a deal that had been a 
long time coming.

“I remember going there almost two years 
ago and saying to the doctors, ‘We would love 
to work with you,’” remembers Khawar Mann, 
managing director and head of healthcare at 
Abraaj. “Advent then started an auction process, 
but we knew the business well before that 
process started.”

Abraaj has taken over CARE, India’s fifth-
largest hospital chain, with an eye to bringing 
its healthcare-delivery models to additional 
underserved populations. In addition to the 
company’s current focus of India, the private 
equity firm plans to initiate expansion into its 
other markets, particularly emerging markets 
such as Africa.

For Advent, which has held its majority stake 
in CARE since 2012, having reportedly paid 
$105 million for a 72% stake, the sale marks the 
conclusion of a busy and active relationship. 
“One of our ideas was to expand and broaden 

the whole management structure, which is what 
the founders also wanted,” says Shweta Jalan, 
managing director at Advent. “So we worked very 
closely with Dr. Soma Raju, who was the main 
founding partner of the company, to bring in a 
new CEO.”

Along with hiring the former 
head of southern India at Fortis 
Healthcare to run the company, 
Advent also focused on building 
out the rest of the management 
team and filling vacant spots at 
other spots on the corporate 
ladder. These moves came in 
addition to the GP’s investments 
in new facilities and in renovating existing ones.

When the time came to sell, Advent sought 
the input of the founders once more, giving 
them the opportunity to meet with the most 
likely buyers and share their judgement. The GP 
felt that this would give the team a chance to get 
comfortable with their new partners.

Having bought Advent’s stake – the deal 
size has not been announced, but sources 

familiar with the situation indicated a valuation 
of INR18 billion ($266 million) – Abraaj hopes to 
build on the work that Advent has done, while 
adding more lines to the company’s operations, 
particularly in its new territories.

“As you develop those assets 
in those countries, what do you 
need? You need great doctors, 
you need great managers, and 
you need great auxiliary health 
workers,” says Abraaj’s Mann. “So 
together with the CARE team, 
we hope to put in place training 
programs: management training, 
doctor training, auxiliary health 

worker training.”
As CARE moves into new regions, however, 

the new owners have placed a priority on 
keeping the same high standards that made 
the company so attractive in the first place. If it 
can keep delivering the same quality of health 
outcomes that it is known for, it will continue 
to build its value and deliver good returns, no 
matter who controls it.   
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WHEN YUNNIAO DISTRIBUTION WAS 
created two years ago, Xiaodong He, co-founder 
and COO of the Chinese start-up, wanted to 
address the unmet demand for logistics and 
delivery services that has arisen as shoppers 
spend more time and money online. His 
ambition was to build a business of similar scale 
to ride-hailing app operator Didi Dache. 

Much like Didi Dache – now known as 
Didi Kuaidi, following a merger with its direct 
competitor – Yunniao is a platform that connects 
customers with drivers or couriers. But the two 
companies’ business models and client bases 
are totally different. While Didi Kuaidi targets 
individual passengers, Yunniao targets the 
enterprise market, providing regional and same-
city delivery services to chain stores, distributors, 
brands and manufacturers. Corporates place their 
orders on the Yunniao platform, together with 
their specific vehicle requirements, and third-
party couriers then bid for the jobs. 

The company has secured three rounds of 
funding over the past 12 months. Matrix Partners, 
GSR Ventures and Shanda Capital contributed a 

$10 million Series A round in January 2015. Six 
months later, Sequoia Capital led a further round, 
with existing investors also re-upping. Last week, 
Yunnaio completed a $100 million Series C round 
led by Warburg Pincus.

“Delivery services is a huge market in China, 
worth hundreds of billions of renminbi,” says 
Allen Zhu, a managing director 
at GSR. “In the big cities of Beijing 
and Shanghai, tons of consumer 
goods are being transported 
from the small towns to 
downtowns every day.”

The Yunnaio platform covers 
16 first-tier Chinese cities 
including Beijing, Shanghai, 
Guangzhou and Shenzhen, 
serving more than 2,000 clients in different 
industry supply chains. They include online 
grocery platform Fruitday, Chinese food delivery 
service Ele.me and home appliance distributor 
Suning Commerce. 

The company claims to generate daily 
revenue of RMB1 million ($152,000) and it is 

targeting RMB30 million by the end of this year. 
The platform has 100,000 registered drivers, 
although this expected to reach one million, also 
by the end of 2016. “The management team has 
a clear roadmap on how to roll out the business. 
Investors in the firm won’t bother too much on 
altering their development plan,” Zhu says. 

The latest round will be used 
to develop new technology, 
enhance risk control systems 
and expand services into more 
Chinese cities. A public listing 
is likely in the future, with Zhu 
predicting that Yunnaio will stand 
out as one of few leaders in the 
delivery category.  

For Warburg Pincus, this is 
the latest in a string of investments in Chinese 
logistics, with meeting the fast-growing needs of 
e-commerce companies the unifying theme. In 
2014, the firm re-upped in China ANE Logistics, 
committing $50 million, and then last year it 
participated in a funding round for ZTO Express, 
one of Alibaba Group’s logistics partners.  
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FOR ANDREW AFFLECK, FOUNDER 
and managing partner of Armstrong Asset 
Management, the firm’s relationship with its 
portfolio company The Blue Circle is defined, 
more than most, by his own bond with Oliver 
Duguet, founder and CEO of the Singapore-
based wind energy development company.

“Our personal relationship started before the 
business was even founded,” says Affleck. “We 
talked about a lot of the things that we see as 
key success factors and how we’re implementing 
those elsewhere with our businesses. So as we’ve 
gone along, we’ve really been just implementing 
things that we talked about at the outset.”

The pre-existing relationship has been a 
major factor driving the investment over the 
last two years, with Duguet’s knowledge and 
experience with renewable energy production 
complementing Affleck’s years spent doing 
business in Southeast Asia. Though the GP only 
holds a minority stake in the business, the trust 
established between both founders has allowed 
them to work with a high degree of partnership 
and flexibility. Both hope the trust will pay off 
with the creation of a new market leader.

The Blue Circle has its origins in Duguet’s 
experience as an equity finance investor in 
France. He entered the world of finance as a 
retail investor in the 1990s, but by the end of the 
decade had decided to launch a fund of his own 
specializing in green energy investments.

Working on that fund, and interacting 
with green energy developers in Europe 
and beyond, inspired him to take his career 
change even further, and in 1999 he launched 
Societe Francaise d’Eoliennes (SFE). Duguet 
was no engineer, but he had learned to spot 
a commercial opportunity, and with France’s 
wind industry in its infancy in contrast to more 
established markets like Germany and Spain, the 
time seemed right to get in on the ground floor 
and build a business.

SFE proved as successful as Duguet had 
hoped. Over the next seven years the start-up 
became France’s largest independent power 
producer (IPP) in the wind space, with 125 
megawatts in directly owned and operated 
projects, 20 MW under management for 
third parties, and another 1000 MW under 
development in France and its overseas islands. 
The management considered a public listing, but 

the global financial crisis changed their minds.
“In mid-2007 we were ready to go on the 

roadshow. But given the volatility in markets 
at that time, we decided to sell the company 
through a trade sale,” Duguet remembers. In 
the end Sorgenia, the energy unit of an Italian 
conglomerate, acquired the company for €246 
million (then $354 million) in December 2007.

Beyond Europe
With the previous venture wrapped up, Duguet 
began looking for new opportunities. But the 
market had changed in Europe and the US. 
Not only was the clean energy sector maturing, 
leaving fewer chances for start-ups to break in, 
but the financial crisis was drying up the funding 
opportunities for new projects in developed 
countries.

Southeast Asia seemed to offer the opening 
that the established markets denied. Though 
renewable energy production in the region was 
still low in 2010, a number of factors were in 
play that would drive interest in alternatives to 
traditional fuels. Concern over prices of coal and 
oil, along with desire to reduce dependence on 
foreign energy sources, and in some cases fears 
of the effects of climate change, led countries in 

the region to look for ways to utilize resources 
such as wind, solar, and hydroelectric power.

This interest in alternative energy has 
resulted in government policies encouraging its 
development, particularly in the Greater Mekong 
sub-region, where Blue Circle eventually decided 
to set up shop. Thailand’s government, for 
instance, plans to raise renewable energy sources 
to 25% of the country’s total energy mix by 2021, 
compared to 12% now. Vietnam has also set 
renewable energy goals, though more modest 
– raising the share from 3.5% in 2010 to 4.5% by 
2020 and possibly to 6% by 2030. 

Both governments have implemented 

development incentives, with feed-in tariffs 
subsidizing wind power specifically in Vietnam 
and grid-connected renewable energy projects 
in general in Thailand.

“Southeast Asia has a very large population, 
very high growth, huge demand for energy, and 
no nuclear power competition,” says Duguet. 
“So a lot of countries are running on diesel or 
coal, with an energy mix that is going to be 
dramatically changed in the future. The macro 
picture was really appealing, and I think it 
continues to be one of the most appealing in the 
world of energy today.”

That assessment of renewable energy’s 
potential in the region is shared by other 
observers: in last year’s BP Energy Outlook, 
renewable energy production in the Asia Pacific 
region was projected to climb to 194 million 
tons of oil equivalent (MTOE) by 2020, and to 462 
MTOE by 2035.

However, even those who recognized this 
potential were frustrated by a lack of local 
expertise. Duguet’s experience in planning 
and financing wind power projects on an 
international basis made him a very valuable 
commodity to those hoping to kick-start the 
sector. Affleck in particular set out to convince 

him to put down roots in Southeast Asia.
“I was able to share early on what I felt were 

key success factors for businesses generally in 
Asia, and some of the trials and tribulations that 
other developers were facing in these emerging 
markets,” says Affleck. “And so what made it 
attractive is that he took a lot of things on board 
and came up with a plan and a strategy.”

With the beginnings of a working relationship 
with a potential investor in place, Duguet 
decided to commit to the region, moving his 
family to Singapore in 2013 and forming Blue 
Circle. The following year Armstrong committed 
to invest up to $40 million in Blue Circle’s wind 

Bonds of trust
Thanks to a strong relationship between their respective founders, Armstrong Asset Management has 
helped The Blue Circle become an influential player in Southeast Asia’s renewable energy sector

“They were aligned, getting paid through this 
minority share investment into developers, and 
taking development risk, so it was fundamental 
for an interest in the common deal”   – Olivier Duguet
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projects in the Greater Mekong Subregion, along 
with taking a minority stake in the company itself.

This investment structure was a departure 
from Duguet’s previous ventures, in which 
investors had not committed to finance the 
projects themselves. Armstrong’s willingness to 
take on the risk of participating in development 
projects impressed the founder.

“They are one of the very few I met at that 
time, and still today, that are able to take some 
development risk in order to later have access 
to one part of the portfolio of projects. And it 
was the real key reason why we did this deal 
with Armstrong,” says Duguet. “They were 

aligned, getting paid through this minority 
share investment into developers, and taking 
development risk, so it was fundamental for an 
interest in the common deal.”

Finding a voice
Affleck’s confidence in Duguet’s experience and 
knowledge has been borne out by developments 
since the investment. In addition to building 
out its own projects, Blue Circle has taken on a 
leadership role in the region’s renewable energy 
industry, introducing ideas already current in 
more established markets.

In one notable case, Blue Circle stepped 
in to help regulators in Thailand write the 
country’s regulations concerning the siting of 
wind turbines. While such rules are common in 
Europe and the US, with the goal of reducing 
the impact of turbines on local animals and on 
the landscape, Thailand at the time had no such 
restrictions. 

Blue Circle could have taken advantage of 
the lax restrictions to use land it would not have 
been able to access in other markets. However, 
as the company felt that the introduction of such 
rules was only a matter of time, it decided to 
participate proactively in the planning process. 
The approach was pursued partly on Armstrong’s 
suggestion.

“We take the approach of engaging wherever 

possible with the regulators to give them 
constructive feedback, whether directly or 
indirectly, with our investee companies, on how 
we think things can be improved for everybody’s 
benefit,” says Affleck. “So I think it’s an important 
part of the value add, as an investor, that we 
bring to the table as well.”

In addition to its relationships with regulators, 
Armstrong has also contributed to the 
development of Blue Circle’s network of business 
partners and investors. The firm has introduced 
new members to the company’s board, and has 
also helped to arrange financing for specific 
projects.

Specific assistance on this front has come 
through Armstrong’s membership in the Seed 
Capital Assistance Facility (SCAF), a consortium of 
investors managed by international organizations 
to target funding to early stage projects and 
businesses. One of the terms of the original 
investment was that SCAF would support 4-5 of 
the projects backed by Armstrong, providing $1 
for every $5 committed by the GP.

Though this is a minor source of finance, 
having access to this capital has allowed Blue 
Circle a reserve to cover unforeseen costs 
in its projects. The company has used the 
SCAF funding to pay for equipment to collect 
wind data, along with paying for third-party 
evaluations when faced with construction issues. 

However, the financial support is a relatively 
minor factor compared to the assistance 
Armstrong has been able to provide with its 
experience in the Southeast Asia market. The 
GP is already very familiar with the specific 
challenges of operating in this region, such as 
having to deal with multiple governments with 
different regulatory approaches, and prepares 
guidelines for all of its portfolio companies to 
help them deal with potential issues.

Armstrong also encourages its companies 
to maintain strong relationships with local 
stakeholders, beyond governments and 
regulators. In the case of Blue Circle, which often 

does business in rural locations, this means 
providing education and opportunities to the 
communities that are affected by their projects, 
and being respectful of local cultural sensitivities. 

“That engenders not only good risk 
management practice, but engenders a lot 
of good will,” says Affleck. “So community 
involvement is where Blue Circle has dedicated 
time, and just allowing people to get to know 
them, what their plans are, and how they do their 
business, and I think that’s helped them a great 
deal.” 

Milestones in mind
Since Armstrong is still in the early stage of its 
investment, it is not thinking of exits at this time. 
However, there are a few milestones that the 
private equity firm would consider important 
steps along the road. One is the completion of 
Armstrong’s first wind power assets, expected 
next year. Following this, the company will seek 
to scale up its operations through construction of 
additional assets – its pipeline includes projects 
in Thailand, Vietnam, Cambodia and Indonesia.

The key trigger is an operating portfolio 
above 30 MW; at this point the GP would 
consider Blue Circle mature enough to exit, most 
likely through a trade sale to another developer 
that can help it continue to scale up. However, 
this is not expected to come in the next few 
years.

When Armstrong does exit, the firm hopes 
the Blue Circle investment will serve as a strong 
case study of the influence that can be exercised 
by a minority shareholder. A number of factors 
have contributed to the firm’s ability to push 
its agenda. Armstrong’s experience with the 
local market is one factor, but perhaps the most 
important is the trust established between the 
two parties.

Armstrong’s willingness to take the risk of 
investing directly in the company’s development 
projects, while still holding only a minority stake 
and thus leaving the decisions in the hands 
of management, demonstrated its belief in 
Duguet’s judgement. The founder considers this 
a significant marker of their relationship, which 
is unique among his past dealings with private 
equity investors.

“For me it’s difficult to make the difference 
between Armstrong itself and Andrew as a board 
member of Blue Circle. Andrew is bringing to us 
everything we can expect from a board member: 
bringing advice, being always here, with a good 
pair of eyes on our everyday issues and challenges, 
giving us advice when he can, and bringing 
whatever resources he can to us,” says Duguet. “I 
have previous experience with PE funds, which 
have been very hard. It’s absolutely not the same 
as we have today with Armstrong.”   

Asia Pacific renewable energy production

Source: BP
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