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1. INTRODUCTION

The optimal ownership structure of a firm changearats life. During some phases of the its
development it is optimal to keep the company peytately, as the firm progresses through
different stages of its life cycle, the optimal awship structure also changes. Nevertheless
the change in ownership structure does not onlgeémn what is optimal for the firm life

cycle, but also on the interests of the variousenan

A fundamental step in the life of a firm is thetiai Public Offering (IPO), which not only
allows firms to raise new capital to finance growilit it allows also current investors to
divest completely or partially their participatiofihis important step has many benefits and
drawbacks, that need careful examination. Moredeera public firm there is an information
asymmetry between insiders and outsiders, whicprivate firms does not occur, so the

valuation and pricing process of firm’s shares d&sndamental importance.

This thesis will present a study of the determigantluencing the Initial Public Offering

(IPO), analyzing the influences that this change drathe firm, the different pressures of the
equity holders of the firms and the valuation donghe company by the market. Once those
forces will be understood, a practical case wilebalyzed: the IPO of Technogym, an lItalian

based company which went public in May 3rd 2016.

Firstly, 1 will draw attention to the benefits andsts of both the going public process and of
the fact of being a public held company insteadagbrivate one. The main benefits of
becoming a publicly traded company will be presgnpaitting emphasis on the possibility of
raising new capital to finance growth’s projectsdahow this is influenced by market
conditions. More in detail, a firm will be more Vinlg to go public if market tends to
overvalue firm’s peer group, because in this wawilitbe able to raise more capital, while, in
case of a market “cold” period, it will tend to wabecause in this case it will raise much less
capital (Lucas and McDonald, 1990). Later | wilghlight how this way of raising capital has
the major benefit of maintaining the control oviee hands of the entrepreneur, since market
shareholders are widely dispersed (Zingales, 19%G)er this the theory of Chemmanur &
Fulghieri (1999) will be explained: they state thia¢re are several ways to finance the firm,
in fact it is costly to go public for a young firmyhich has very high costs of producing
information for shareholders, so in this case #& lvay of financing is a venture capital. The
venture capital will own a great stake on the camypaso it will be more interested in
monitoring firm performance and operating stratdgyt, will require high grow rates. Later,

when the company will had reached an higher stgbitiost of producing information for
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shareholders will be lower, and on the contrarywiit be difficult to respond to venture
capital requirements of high growth, so going paillill represent a good option. There are
many other benefits deriving from the public mayketalyzed by Pagano et al. (1998), like
the possibility of reducing bargaining power of ksuor debt holders in general, the chance to
monitor widely managers’ behavior enhanced by ntaskelyst and professional investors
and the perspective of reaching an higher reputatiohe global market thanks to the indirect
advertising deriving from the IPO process. Diffdredynamics of the industry such as scales

economies also influence IPO convenience accotdigghultz & Zaman (2001).

Later also costs of being a public company andhefiPO process will be presented, putting a
particular emphasis on the underpricing cost. Theisg framework for analyzing costs of
IPOs will be the guidelines of EY (2015).

The thesis continues with the analysis of the erlte of the presence of a private equity firm
inside the company’s proprietary structure. Privatpiities, for their nature, invest in a
portfolio firm for a limited period of time. So theay of divestment is a fundamental step to
study, because it influences both the private ggpibfitability and the portfolio firm’s
growth path. This is particularly important becauseould happen that a portfolio firm
decides to go public with the primary scope towlthe investor to sell its shares. Jenkinson
& Sousa (2015) analyzed in detail some factors ¢batd make the exit via an IPO more or
less likely and profitable for the private equity. particular they found macroeconomic
conditions such as low cost of debt make lessyilel IPO and more likely a leveraged
buyout, or a secondary sale, instead, when equattken is particularly favorable an IPO is
more probable and profitable. Also private equitgtdry and characteristic has a strong
influence: the need to build up a positive repotatifor example, supports an IPO, which
allows to have an higher visibility in the markdétah an LBO. Also portfolio firm’s
characteristic influence exit way: a company witghhlevel of debt will be less likely to go

public, for example.

It is also useful to analyze from an entreprenep€sspective: LBOs or trade sales as way of
divestment of the private equity could harm theiwpr of controlling the firm. So it is likely

that if the founder/entrepreneur is still presenthie company, an IPO would occur.

Later the techniques most widely used to access Value are presented, highlighting their

usefulness and significance in IPO valuation: Miés of peer group, Discounted Cash Flow

and Economic Profit. After their presentation sitexplained how underwriters pass from fair

value assessment to pricing of the IPO, analyznegfair value discount practiced in order to
9



attract investors in the road show phase and theeswent underpricing resulting in the first
days after the IPO. Finally, it is also pointed that in many cases IPO firms result in low
performance in the long run, and it is highlightkdt this could depend on the fact investors,
when a firm has low profitability but very high gvth perspectives, give too much

importance on growth paths, ignoring actual profity. To avoid this long term

underperformance it would be important to give ggeanportance to actual profitability.

Lastly those issues are examined in the analysiBechnogym, an Italian based company
founded in 1973 by the entrepreneur Nerio Alesdaadd his brother. This firm, which
produces and commercializes premium gym and wellegiipment, went public in the
Milan stock exchange on May*2016. The IPO was aimed at allowing Arle CapitaitRer,

a private equity who invested in 40% of firm equity divest. The various influences of
private equity firm and of the entrepreneur, togethith the benefits deriving from the IPO
will be presented. Finally a firm valuation will ld®ne, and the issues on market pricing will

be analyzed.
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2. BENEFITS AND COSTS OF THE IPO PROCESS

Taking a company public is a long process thatiregumuch time and effort. So deciding to

start this process is a fundamental decision duhagompany life.

There are several costs that must be taken intsidemrations, which are not only the costs
related to the process of going public- such askséxchange fees, road show costs, advisors
fees and so on- but also costs related to chahgesas to be done inside the firm to respond
to extra requirements of the public firms- sucheaga personnel, additional accounting and
reporting required. A consistent cost that alsadede be taken into consideration is related to
the underpricing phenomenon, that entails a lowwrhof money to be raised by the firm
going public.

Being a public firm ensures many advantages forfitlme: such as agility in raising new
capital, flexibility in investor liquidation, higtvisibility in the market, higher ability in
attracting valuable employees. Anyway many facioake the IPO more or less a convenient
option for a firm in a certain moment. Those fastare related to market conditions (such as
IPO windows), to industry factors (such as firstweoadvantage), particular risk factors
typical of an industry, or needs to maintain cohtiagether with the need to cash the

investment.

The proceeds of this chapter is organized as falidinstly the benefits of going public are
presented, together with some conditions that cakenthis process being more convenient
for the firms. Secondly the costs related with BR® process and public status versus the
private status are discussed. Finally the probldnthe underpricing, together with an

explanation of the phenomenon is discussed.

2.1. Benefits and factors influencing the decisioof going public

The IPO process has the major advantage of ansyverithe need of raising new capital for
the firm. It also creates a liquid market for themfs shares, allowing funders and
shareholders to convert part of their participatiorcash. EY (2015) explained briefly that

major benefits of the IPO are the following:

» Better access to capital markets to raise moneygir equity and bond offerings

* Flexibility to trade shares with high liquidity amigily valuation

» Greater visibility and brand recognition with consrs

» Higher valuations as greater disclosure of inforamateduces uncertainty regarding

performance
11



* Potential to diversify wealth on shareholder side

* Enhanced ability to attract, retain and reward edlamployees through share option
plans

* Opportunity to bond and incentivize key people muly business with long-term

incentive plans

It is interesting to notice that motivation to do BPO is stronger in certain situations and
times, more than others (Ritter & Welch, 2002). Mdmes literature focused on these

different situations that influences the benefdisted to the IPO, which are the following:

* Market undervaluation/overvaluation influence mitag of the IPO

« Possibility to raise capital and maintain corpoaatrol

* Firm’s lifecycle stage and its effect in marketestors’ information asymmetry

« Industry influences, such as innovation possiksitdr first mover advantage

* Influence of firm characteristics such as: highelage and high growth potential

» Possibility for diversification of investments fentrepreneurs and ability to monitor
managers

» Possibility of indirect advertising

» Ability to gain market share and create a disadagafor investors.
These issues will be analyzed more in detail ifdewing paragraphs.

2.1.1. Raising capital and timing influence

Ritter and Welch (2002) pointed out that in mostesafirms go public in order to raise new
equity capital to finance growth, and over 70% loé {CFOs confirm that. Therefore, the
investment opportunity is the most important benefi going public. Also Lucas and
McDonald (1990) assumed that the major benefitahg public is the possibility to raise
capital to finance new projects. Nevertheless & iPnot always convenient, and its benefits
can vary a lot according to the situation . In jgatar asymmetric information have a strong

influence on choosing the moment to go public.

Lucas and McDonald (1990) analyzed how informaepwmmetry, in particular, the adverse
selection problem influences the decision on thenemtt of starting the initial public offering

process. Few issues were relevant for their mduastly in a considerable number of cases
firms experience a decline in price before theassuithe new stocks; secondly, the fact that

issues on average follow the market trends.
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The idea behind their model is the following: magraghave an information advantage over
the investors and this implies that they will ndentify correctly the real value of the firm.
They can estimate a higher value for the firm ttlenreal one, so they overvalue the firm, or
they can estimate a lower value for the firm, whictlins out to be undervalued. An
information announcement helps investors to cortesit valuation. After the announcement
the share price could rise: this implies that ti fvas undervalued. On the contrary, if the

share price falls after the announcement, the fiam overvalued.

Ritter and Welch (2002) say that if the firm needs equity increase to finance growth,
managers will pay attention on how the market \aline firm. If the firm is undervalued by
the market it is likely that managers will wait bed starting a capital increase. This implies
that on average companies have above the averdgenpgnce before the equity issue, due to
the fact that they wait for the undervaluation &nih before issuing. In the other hand
overvalued firms will issue immediately, if they nvéhere is the possibility that prices will

decrease so the firm will lose the opportunityatiect more money.

Given these two price paths, equity issuers on aaserhave positive abnormal returns
preceding the issue, and this is the best momestatb the IPO filing process, when the firm

is overvalued from the market (Lucas and McDona890).

The valuation depends also on the general marketimbis more likely to have equity issues
when there is a general increase in the markehignway the firm valuation will be higher
and the company will collect more funds. To expltiis fact Lucas and McDonald (1990)
supposed that the percentage of firms in the ecgrtbat are overvalued or undervalued is
unsystematic over time. In a period in which anva&b@verage number of firms are
undervalued, when the information about these finesomes public, it is expected to create
a general market rise, since the market will notlee real value of those firms. After this
raise, many firms will raise new capital: managensderstand that the market was
undervaluing the company, so they waited for a etarike. Thus, it is expected an increase in
equity issues in a period of market growth. Thighhghts that, because of the information
asymmetry of investors, the timing of the issuirgg findamental to have a successful

operation.

2.1.2. Cash flow rights and corporate control

Zingales (1995) pointed out that also corporaterobis an important factor to consider: by

going public the initial owner can change the prtipa of cash flow rights and control rights

he retains. Therefore, the initial owner uses B@ to optimize the structure of ownership of
13



the company and to maximize his profit from an éwahsale. There are two sources that
increase a buyer’s valuation: the increase in ¢lash which is enjoyed by all shareholders,
and the increase in private benefits of controljcWwhs captured only by the controlling

shareholder.

In addition the markets for these two benefitsdifierent: the first one is populated by many
small investors and it is fully competitive, whilee second one is restricted to a few large
investors and is not fully competitive. Therefaiee incumbent in general will not be able to
extract the buyer's full reservation value throudjfect bargaining. As a result these two
components are better sold through two separaiagétchniques: cash flow rights should
be auctioned off to dispersed shareholders, pribateefits of control should be bargained
over a direct negotiation. With the sale of caslwfrights to dispersed shareholders without
selling control, the initial owner can divest pafther investment and will gain some free cash
flow. However, by retaining control, the incumbentceeds in extracting some of the surplus

deriving from the buyer's larger private benefit@idirect negotiation (Zingales, 1995).

2.1.3. Influence of life cycle stage

Chemmanur & Fulghieri (1999) analyzed that in digf& stages of a firm’s life there can be
optimal or non-optimal moments to go public. Sgjlthe shares to a single large investor (the
"venture capitalist”) has an advantage: that itimires the information production cost.
However, the disadvantage is that the venture aagiit which remains less than fully
diversified and exercises considerably more banggipower against the entrepreneur than
public shareholders, will demand in equilibriumigngicantly greater rate of return. On the
other hand selling shares to a large number ofstave in the equity market has the advantage
that each investor is fully diversified and has @dinno bargaining power relative to the
entrepreneur, but there is some duplication inrmédion production and consequently a

larger aggregate information production cost i;bdrby the firm.

The resolution of this trade-off depends on themitage of outsiders' information production
costs: older firms have more stable and predicthbke cash flow, therefore also for outside
investors it is less costly to gather informationoat an older firm's fair value and
performance. In addition the accumulation of as muaéormation possible about the firm by
the market helps the valuation. This implies thigkeo firms, with a sufficient amount of
information about them accumulated in the publimdm, will be more likely to be publicly
traded. Younger firms, which entail a greater infation acquisition cost, choose the venture

capitalist as investor. Moreover while some amaifrduplication in information acquisition
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is unavoidable, the price in the equity market @ysvinformation across investors so that
only a fraction of these investors will incur tméarmation production cost, thus lowering the
extent of such duplication.

2.1.4. New markets and investors perception

Maksimovic & Pichler (2001) analyzed the initiallgpe offerings in technological firms,
studying the forms of financing in developing intties. They found that innovating firms
face the following dangers: the risk that a newhietogy will make their investment
outdated and the risk that new entrants can repedusimilar technology and can reduce
their profit. Moreover the timing and kind of fineing depends on: the public perception that
the industry is viable, the probability that a stugetechnology will appear, and the cost of
research and development, that must be paid byenénants.

In earlier stages of the firm it is likely to hapeivate financing. This is when industry is
perceived to be risky, with high development inwe=tt but low probability of entry of new
competitors. Instead, in this stage of firm lifeckey it is likely to have a public financing
when industry is perceived to be feasible and fesky, and initial investment is not of high

amount, but also the probability of being displabgdhew entrants is low.

In addition a public offering creates a secondagyket for firm’s securities that reveal much
information not known by the issuer. This additioimdormation is revealed also to potential
entrants and can benefit also the incumbent: md@mation available in the market will

make more clear the viability of the industry, gowill avoid both an excess and an
insufficient number of entries (Maksimovic & Pichl001). As a conclusion an IPO in new
markets will widespread information, and this camduce problems of information

asymmetry: competition will develop in a more eiludte way. The IPO has another benefit
that cannot be exerted by the incumbent firm: tidespread of information will reduce the
risk for investors, so the underpricing will be ey especially if compared with private

financing.

2.1.5. Growth opportunities and size

According to Pagano et al. (1998) the determinahtie decision to go public depends from

the ex ante characteristics of the companies thatudplic and from the ex post consequences
of this decision. They summarized the benefits firavious research had highlighted and

then looked if those were determinants of the daeisf going public.
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The first benefit that literature pointed out armttthey analyzed is the overcoming of
borrowing constraints, in particular to find sows@ternative to banks. Following this way of
reasoning IPOs should be fitting for companies vattge current investments and future

investment opportunities, with high leverage arghtgrowth.

Second implication of the IPO should be the poBsilwf reducing the high bargaining power

of banks: the widespread of information regardimg ¢company can increase the proposal of
bargaining from other lenders, and competitionhaténd ensures a reduction in credit cost.
So companies facing higher interest rates and gawiore concentrated credit sources should

be more likely to go public to make their credieaper.

Thirdly, the decision to go public should influenite liquidity of firm’s stocks. Shares of
private companies can be traded only by informatdeng for a counterpart, at considerable
cost while in an organized market it is possibleex@hange cheaply and on short notice.
However, the liquidity of a company’s shares is iaareasing function of their trading
volume, so that this liquidity benefit may be effeely reaped only by sufficiently large
companies, and also for this reason there shoula esitive relationship between size and
likelihood of an IPO. Moreover going public increashe possibilities of diversification for
the founders both directly, by divesting from tlenpany and reinvesting in other assets, and
indirectly, because the company with new equitgrathe IPO can acquire stakes in other
companies. If diversification is an important metiin the decision to go public riskier
companies should be more likely to go public, atgb ahe probability that controlling
shareholders sell a large portion of their shatethe time of the IPO or soon afterward
should increase.

Another benefit should be the instrument of momiigrthat the market provides and that is
not present in private firms: both through the gmbt/ of hostile takeovers and through the
opportunity of market assessment of managerialsa®w. Moreover, in a public firm, the
shares’ trading is influenced by the informatioro@bfirm. Thus, linking the managers’
compensation plans to the stock performance camoweptheir behavior and their effort in
enhancing firm value production. Unfortunately Ramat al. (1998) were not able to test this
hypothesis since their sample was made by Itailansf and at the time of the study, the
information about the management compensation veasmandatory information for the

disclosure.

A benefit for the firm is the indirect advertisirdgriving from IPO: most investors hold
portfolios that contain a small fraction of the stig securities, often because they simply
16



ignore that a certain company exists, but listirigks as an advertisement for the company.
This is very important because the more a firmnsvin, so the higher is the number of
investors, the higher is the stock price. Thisasfemed for example by the fact that when a
company already listed announces to list in NewkY8tock Exchange its stock price

experience an abnormal return of 5%.

Another situation creating positive benefits foe tfirm is the presence of a window of
opportunity: companies recognizing that other camgs in their industry are overvalued
have an incentive to go public because managerg)galoit the overvaluation by the market
to raise more capital. A measure of the willingnessvervalue of the market is the median
market-to-book-ration of public companies in thensaindustry, so if this measure is high
firms should be more likely to go public. A high rket-to-book ratio can also indicate that
market considers that the firm has a high potewtfigrowth for the future. To discriminate
between these two hypotheses are needed some tegvjtences: if newly listed companies
invest at an abnormal rate and earn large prdfien the relationship between market-to-
book and IPOs is likely to be driven by expectadioof future growth opportunities;
otherwise, it is likely to reflect the desire tgoéoit a window of opportunity.

Analyzing the sample they found that main factdectfng the probability of an IPO is the
market-to-book ratio at which firms in the sameusily trade: an increase in market-to-book
ratio augment the possibilities of an IPO. Thisi{pes relationship can be caused by the
increase in growth opportunities in an industryjaliiis reflected in market prices, and which
has as therefore the augmented the need of investn#e second could be that entrepreneurs
wait to issue new stocks when market overvaluekstaand this is in line with the previously
explained theory of Lucas and McDonald (1990). Ragat al. (1998) suggest that this

second explanation is the most plausible.

The second most important determinant is the diteeocompany: larger companies are more
likely to go public. IPOs also tend to involve coanpes that before the IPO grew faster and
were more profitable. Regarding other hypothedisrigrom the literature that were tested it
emerges the following: both the variables that measa firm’s financing needs—i.e.,
investment and growth—increase the probabilityisifig, but not in a statistically significant
way. The proxies for the cost and availability okdit didn't resulted to have much
explanatory power: the relative cost of bank creditl a firm’'s leverage have a negative

impact on the likelihood of an IPO, but neitherstatistically significant. By contrast, the
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concentration of bank credit appears to increasdikblihood of an IPO, but this effect also is

not statistically significant (Pagano et al., 1998)

2.1.6. Industry influences: the case of technologyarket

Another benefit deriving from IPO is studied by 8kth and Zaman (2001) who noticed that
firms go public to gain the first mover advantadéey analyzed a sample of Internet
companies that included all stocks that went pubétveen January 1996 and March 2000
that are in the Internet Stock List. They found tihgs is particularly true in Internet industry.
Between January 1999 and March 2000, 321 Intermipanies went public, and most of
them had little revenues. Only 28 of the 321 weddifable in the previous quarter. Many had
been in business for only a few months: this isigalarly unusual since a younger firm going
public faces an higher underpricing than an oldeg, simply because there is an higher
information asymmetry between the firm and the regr&o it is more profitable to go public

later on the firm life cycle.

According to Schultz & Zaman (2001) there are twanmonly offered explanations for this
uncommon behavior. The first is that managers areyimg to take their companies public
because the market was irrationally overpricingrimét stocks. The second explanation is that
companies were rushing to grab market share imduastry in which economies of scale

ensure that only a few firms will survive in eagbhe.

Nevertheless managers’ behavior does not bringeages to the thesis that they start the
Initial Public Offering process to sell overpricstbck. It would be more reasonable for them
to sell a great stake of their shares and to ess®uch capital as possible, if they thought that
stocks were overvalued at the moment of the IPQvdyer, insiders sell very few shares and
this finding is consistent with insiders believithgit Internet stocks are fairly priced.

In contrast, there is a stronger evidence that gensaare taking Internet companies public to
capture market share. It can give to an Interrmeh fa decisive advantage over potential
entrants: firstly because it may be able to charmgee, and secondly because with higher
market share economies of scale increases andstofaoed are lower than ones for potential

competitors.

In conclusion, from Schultz & Zaman (2001) it isspible to understand that in industry with
high economies of scale where the first mover hssang advantage firms can benefit from

IPOs since they can increase in size and enlaggerttarket share very fast.
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2.1.7. Gain market share and disadvantages for corefitors

The competitive effects of IPOs have important iggilons not only for issuing firms, but
also for industry competitors and investors. Ergggpublicly traded firms represent 97.5% of
the total post-IPO market capitalization occur, l@HPO firms comprise only 2.5%. This is
why it is important for investors to know how arQORffects the operating and stock market
performance of existing public firms. Correspondiyndirms competing with a firm that is
filing for an IPO need to understand how this céfech the competitive environment and

have to prepare strategic reactions.

Hsu et al. (2010) tried to measure the performaridbe already public firms in periods of
IPO. In fact, if IPO firms can successfully congetgainst publicly traded competitors a
reduction in performance of firms already tradeéxpected. So Hsu et al. (2010) wanted to
test whether stock prices of competing firms réach large IPO in their industry. While an
IPO is announced and registered some time beferéntended first day of trading, there is
substantial uncertainty at that point, about whethe IPO will in fact be completed. The IPO
announcement and its subsequent completion or raivel is thus expected to have an

impact on rivals' stock return.

So they firstly analyzed if the completion of arOlfhas negative effect on price of public
rival firms, then they checked if the withdrawalasf IPO has positive price impact and then
they focused also in the initial step of the IP@algzing if the initial filing has negative

impact on public firms in the same industry. Theen further testing if operating

performance of existing firms deteriorates aftee *O. Finally, they tested non-price
reactions, checking if leverage, certification, damsbwledge are significant determinants of
cross-sectional variation in firm performance auROs and so if they are significant
determinants in firm’s ability to survive. For expl® competitors with low leverage may be
more flexible in their investments to compete wttle recently recapitalized issuing firms,
competitors with better certification by investmdygnks may fare better against recently
certified issuing firms, and players with more kiesge capital may perform better against

new entrants with nonfinancial advantages.
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Exhibit 1. Incumbent firm abnormal returns around c ompleted and withdrawn
IPOs

Source: Hsu et. al (2010)

To test the first and second hypothesis, concerthiegstock price changes of public rival
firms at the completion of the IPO, they analyzee $tock returns of industry incumbents at
and around the completion date or withdrawal dat® competitors. It resulted that while
cumulative abnormal returns are very similar ur® days before the IPO event, in
withdrawal case they start to become slightly pesibver the next 10 days and close to zero
in completed IPOs. After day 10 a major differeacses and become completely opposite in
case of withdrawal or completion: in the first céisey show a significantly positive reaction
that continues for a substantial period of time,leviin the second case the reaction is
significantly negative. This suggests that the readerceives IPOs as bad news for industry
competitors. This is illustrated in Exhibit 1.

Accordingly, it is expected to obtain negative evide also concerning the operating
performance of incumbents. Hsu et al. (2010) fouhdt operating performance of

incumbents is significantly lower after IPO: firstlhey earn less on existing assets, in fact
ROA declines significantly; secondly firms invesis$, so Asset Growth declines also
significantly; and leverage increases, so bothrésteCoverage Ratio and Leverage Ratio get
worse. It results are evidenced in Exhibit 2, whitvey reports the univariate statistics for
9494 incumbent firms before and after an IPO evenPanel A and before and after a

withdrawal event in Panel B.
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Exhibit 2: Incumbent firm ratios

Interest K-Z Financial
Sales  Asset Coverage Leverage Constraint
Period ROA1 ROA2 Growth Growth Ratio Ratio Index

Panel A: Performance Measures for All Firms

Four-year average 3.18% 11.61% 14.01% 18.02% 2.92 0.12 -1.21
before the [PO

Four-year average after 0.73% BA8T% 10.76% 9.59% 2104 0.13 —{).556
the IPO

WI].-EGHHI'I tE‘Et s LR LET ] s L1 LLL] -
gignificance

Panel B: Comparisons of Performance Measures between Surviving and Nonsurviving Firms

Surviving Firms

Four-year average 4.17% 12.90% 13.07% 16.10% 3.60 0.12 =1.42
before the IPO

Four-year average after 2.28% 10.66% 11.27% 11.13% 291 0.12 —0.94
the [P0

Wi]ﬂﬂxﬂﬂ t’cEt L) LET ] LLL ] L L] LR L] T EEE
gignificance

MNonsurviving Firms

Four-vear average —7.21% 010% 22.42% 34.04% 087 0.10 -0.19
before the IPO

Four-year average after  —2244% —843% 696% —2.32% -365 0.18 1.43
the TPO

Wilcoxon test - et o bl =y e el
gignificance

Source: Hsu et al. (2010)

Finally they analyzed whether cross-sectional diffiees in IPO-period incumbent
performance can be explained by three factors pusly recognized as influencing IPO

performance, that are leverage, certification, lamalviedge.

They found that companies perform better, and aveentikely to survive, if they are less
leveraged and thus have more financial flexibilifytheir IPO has been underwritten and
thereby certified by a top investment bank or byeature capitalist. Moreover, if they spend
more on research and development and thereforeggascompetitive advantage through the

accumulation of knowledge capital they perform éxeitt case of competitors IPO.

To summarize, the research of Hsu et al. (2010yesstghat IPOs have competitive effects on
other companies that operate in the same induBlknig. research has proven to be useful for
investors, because, with a new IPO, industry risinges. It was also useful for incumbent
companies, that need to understand how to reacbnapetitive changes induced by new
IPOs. More importantly, this research was significkor the firm that need to raise new

capital: the IPO has proven to be a method to naesg capital that increase competitive
advantage of the firm. They explained this factfyr with the improvement in debt-to-equity

ratio that generally results from the new issuiiigthe IPO firm is less leveraged than
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industry competitors are, this difference is expdcto be an advantage for the issuers.
Secondly, issuing firms have the advantage to bentéy certified by investment banks: this
enhances investors' willingness to purchase navessas opposed to shares of other firms in
the same industry. Thirdly, new entrants may hareesnonfinancial advantage over industry
competitors and this may make issuing firms moteactive to investors. In fact, higher
quality firms are more likely to go public than lemquality firms are.

Ergincan et al. (2016) went further in this fielfl research focused their attention not on
issuers, investors, or other third parties suchoagrnment bodies but on the firm itself. They
used a sample of 60 Turkish IPOs starting froni3199

Main finding of the study is that going public seetn be a good option if an industrial firm
needs to improve its relative market share. Thualsb provides support to the idea that an
IPO is generally bad news for the rivals. In faetmany cases, their performance ratios and
their profitability are negatively affected, andeithmarket share decreases. This can be
explained in the following way: going public, thieni loosens its financial constraints and

increases the possibility of improving market share

2.2. Costs of going public
IPO process guarantees many benefits and new ojptaes, but also have consistent costs
and drawbacks. In making the decision of takingrtisempany public, decision makers

should carefully consider all the potential bersefits well as the costs.
EY (2015) analyzed the cons of starting an IPO @se@s following:

« The IPO process may become distracting and timetoomg relative to running the
business

e Significant IPO project costs

* Recurring incremental costs associated with theuireaqments of being a listed
company

* New investors with voting rights

« Greater transparency to all stakeholders

* Pressure to deliver on your promises

» Corporate governance duties

According to PwC (2015) the two kinds of cost thaed to be considered are: the cost of
going public, so the cost of preparing the requifedhncial, marketing, and business

information, as well as determining the optimal &ad legal structure; and the cost of being

22



public, so preparing the financial reports, whiofplies many times upgrading firm financial
reporting capabilities and meeting the governanug iaternal controls standards and the

listing requirements of the selected exchange.

2.2.1. Cost of going public
There are several cost associated with the liginogess. They can be distinguished between
cost directly attributable to registration (offegircosts), and incremental cost incurred in

preparation for the offering (start-up costs).

Offering costs are cost incurred in direct conrattith registration and distribution of
company shares. They include the underwriter disc(usually 4-7% of gross proceeds), the
legal fees of consultants related to draft thestegiion statement and other advices related to
the offering, the external auditor, that usualbuiss the comfort letter, review the registration
statement ( but doesn’t include the year end agjitithe financial reporting advisor, in
charge of preparing the pro forma financial statetsieadvising on the financial statements,
and help to convert financial reporting from theesrof a private company to the ones of a
public one, printing of all the documentation, sttion fees to state and rating agencies,
exchange listing fees to the stock exchange, drileatoad show expenses (PwC, 2015).
Start up costs include all the incremental orgammral costs such as tax and legal entity
restructuring costs that occurs before the IPOjtiaddl audit and accounting to make the
financial statement compliant with stock excharggufation, valuation reports, costs to draw
new articles of incorporation, audit committee ¢thgrby-laws and other agreements (PwC,
2015).

2.2.2. Cost of staying public

There are significant expenses related to the pudmpany status: most private companies
do not have the infrastructure to operate in aiputvironment. Since they need to satisfy
the new level of regulatory and reporting rulesytiwill incur a series of one-time and

incremental costs.

PwC uses a framework of the areas that usuallaf@ifirms need to improve or create to get
ready to operate into a public market. Many timesi$ choose to upgrade some of these

areas and so incur significant incremental costs.
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Exhibit 3: IPO readiness Framework

Accounting, Financial Internal controls Tz Executive
reporting, and planning and & internal audit compensation
financial effectivenss analvsis and HR
Enterprize risk Treasury . Engage with
manasement investmentbanks
Corporste strategy Governance and Leg=l hediz and Wealth
and development leadership investor relations mansgement
Technalagy

Project management, change mansgement and communications

Acomprehensive |[PO rezdiness sssessment requires 2 thorough evalustion of all areas of the arganization

Source: PwC (2015)

Broadly speaking, there are five major sourcesddliteonal costs related to the fact of being
public instead of being private: accounting andorépg effectiveness, additional employees

need, need of external resources and additionala&gy requirements, audit fees.

Accounting, reporting and financial effectiveness A very important change for many
companies is the need to report publicly theirriicial results on a rigorous timeline. The firm
needs to prepare to meet these requirements, leeaausability in this field could damage
investor confidence in the firm and potentiallplpibit the company from completing capital
market transactions while out of compliance. Adaptio these requirements is a long

process, it doesn’t happen in one day.

Adding needs of employeesin many cases the adaptation also requires ® dnd retain
employees with some specific skills, which usualyrivate company does not have. This
additional staff requirement accounts for a largetipn of the incremental cost of being
public. For example:

« Taxation group: the size of taxation team may need to be incréedggrsince in a
public company usually there is more emphasis oonre tax provision and on tax
planning strategies. The taxation group is typycatesponsible for ensuring
compliance with state and international tax requests, as well as compliance with
indirect taxes (sales/use taxes, property taxed, \aalue-added taxes) and it is
responsible for quarterly tax provision preparateord interim reporting rules that
needs to be applied.
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Internal Audit : Many stock exchanges as the NYSE requires thagdlisirms
establish an Internal Audit (IA) function that hasbe developed and requires extra
staff. This function usually works as independerssusance and consulting
department with several responsibilities, like ing# control and support to the
accomplishment of strategic objectives, alleviaigks, ensure conformity with
internal policies, and support financial reportigjven the cost and time needed to
hire the company’'s IA resources. Many companied Vaibk to hire external
resources, but the cost to engage external resoamedd be higher than the cost to
hire 1A resources internally. Anyway this optionsheeveral advantages: it allows to
scale up rapidly and it allows to have specialista provide significant added value
that can be transmitted to internal resources (FP20C5).

Financial planning and analysis (budgeting and foreasting) It is critical for a
successful IPO and for the life of the public comp#o have a dependable financial
planning team, because analysts rely on this irdtion and because firm’s ability to
meet its own forecast and earnings estimates hasigraficant impact on stock
performance (PwC, 2015).

Treasury and financial risk management This function is obligatory for a public
company and it also helps to adequately managdicielity, the foreign currency
exposure and derivatives to hedge interest ratg€ (R015).

Human resources public firms will have increased need of humasoreces, and so
human resource function itself will need to be @ased(PwC, 2015).

Technology support Companies must also consider the need to inctbaseumber
of members in their technology function becauséb@foming a public company.
Systems and processes must be documented and testmmply with market
requirements and that their technology infrastmecadequately supports compliance
efforts (PwC, 2015).

Board of directors: “Public companies can also expect to pay directes f®
independent members of their board of directors fe®$ to recruiting firms to
identify the better people to cover this role” (PvaD15).

Internal staff assessmentTogether with the more specialized employees eddxy

a public company,fiore personnel across all functions may be needeatisfy the
incremental reporting and analysis requirementst tbame with public reportirig
This requires to verify that current staff is adaiguin terms of quantity and quality
(PwC, 2015).
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Need of engage external resourceMany companies will need to pay external rescaitoe

provide technical expertise, which usually include:

« Company securities counsel It is engaged during IPO process to deal with
underwriters, but usually is retained to assishfin complying with new regulatory
requirements and advising about securities-relidigdtion.

* Financial reporting advisors. Firms can hire also firms other than their owditors,
in to gain extra support, for example in implemegtinew financial reporting
protocols, adopting new accounting, reporting anmscldsure standards, training
accounting and finance staff.

 Compensation advisors After the IPO these advisors help to integrate th
compensation committee inside the governance steicf the firm.

* Investor relations: This team of internal or external advisors waidgether to build
relationships with shareholders, investors andyaits| providing relevant information
to better position the firm in the marketplace. dlsua new public company opts to

externalize this team or part of it (PwC, 2015).

Necessity to comply with new regulatory requiremerst every stock exchange has its own
corporate governance listing standards that eviemy rihust fill. These standards deal with
board of directors, structure and process, andbsasometimes stricter than the national
regulations and laws.A’ private company will be required to evaluate gevernance

structure, especially its committee charters anchposition, to ensure it complies with the
requirements of its chosen exchange. Companiesigshmepare for the time and costs
required to create, implement, and maintain stricterporate governance policies as well as

retain high-quality members in the committe@svC, 2015).

Audit fees Public companies find an increase in audit feet) bmmeet additional regulatory
requirements that require more time for auditorsrddver, when an auditor issues an opinion

on a public firm it faces a higher risk, and treflect in higher audit fees (PwC, 2015).

2.2.3. Perform an IPO readiness assessment

Since costs related to IPOs take many forms amdaires present in the firm during the rest
of its life, it is important to valuate accuratehe benefits and costs of this process. In fact, it
often happens the managers find the costs assbeite going and stay in public higher than
expected, as highlighted by PwC (2015).
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Exhibit 4: CFO expectation of the costs of going phlic and being a public
company
Going public Being Public
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Bignificantly mors Slightly morz In lins with o Bipnificantly mors Zlightly mora In tine with
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Source: PwC (2015)

So for firms preparing for an IPO is important tery if they are ready to cope with all the
challenges and requirements of going and stayirgigoand to avoid unexpected negative
situations. The right preparation can help compatoereduce costs as they establish a time-
table and work plan based on the offering’s stiatefjectives, specific business issues, and
the actual work that needs to be performed.

Since the success of the IPO depends also on #woaigon, PwC (2015) suggests introducing
a project management system focused on the IPO pidject management principles will
support IPO leader, to create an IPO plan, moth@rmprogresses, maintain the timetable and
keep the overall process and decision making ocktr&arly identification of emerging
iIssues, in particular, can be critical to a sudcgdaunch. For example not understand the
“need to provide an additional set of financialtetaents in the registration statement for a
recent acquisition or the taxation effects of tlstdPO capital structure can derail the IPO
process (PwC, 2015). So the understanding the pointst@ingiths and the weaknesses of a
firm relating to the IPO process, together withedfective planning and monitoring of the
process are critical for the final success.

2.3. Money left on the table

The valuation of shares of an unlisted companyhallenging because historical prices are
missing, so the benchmark for the evaluation ladkgere is an information asymmetry
between insiders and market investors, and thid teaadverse selection problems, which

manifests in persistent average initial returrhie tarket.
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This issue is particularly important for firms ggimpublic, because firms usually face an
underpricing phenomenon when they issue publickstoShare price increasingly goes up
after the issuing of stocks and this means thafithreloses a considerable part of the capital
that it could have raised, or, from another pointiew, it could have raised the same amount
of capital with less share dilution. From the opgopoint of view, the investors who buy the

shares at the issuing have purchased a finangalument that could provide a very high

positive return in a short period.

This factor is particularly important and has todwaluated and taken into account by firms
that are considering to go public, because it nflnance strongly the convenience of an IPO:
so this part of the chapter will present severaltdis influencing the underpricing

phenomenon and its extent.

2.3.1. Underpricing and mispricing phenomenon
The literature offers three main explanations fog tinderpricing phenomenon: deliberate
underpricing in the premarket, mispricing in thelyaftermarket as result of trading activity,

underwriter price stabilization in early aftermatk@®eber & Vencappa, 2015)

Deliberate underpricing is described as a methoth&ders to signal positive information on
firm value to outside investors. This can be désctias an outcome of the principal-agent
conflict: the principal (issuing firm) cannot ditgcobserve the marketing and distribution
effort of the underwriter (agent). Therefore, thederwriter can induce the issuing firm to
agree to a low offer priceUnderpricing is helpful to reduce lemon probleme iksuer is
more informed than investors are, so they facddaim®ns problem. Only issuers with worse-
than-average quality are willing to sell their stgrat the average priceTd distinguish
themselves from the pool of low-quality issuerghiquality issuers may attempt to signal
their quality’. As in many other signaling modelshigh-quality firms demonstrate that they
are high quality by throwing money awiayRitter & Welch, 2002). One way to do this is to
leave money on the table in the IPO. So high quaguers deliberately sell their shares at a
lower price than market valuation, so they lose esgnoney at the moment of issuing, but
expect to recoup some of the sacrifice later witlutare issuing activity (Ritter & Welch,
2002). Moreover IPOs have to be on average undegbrio compensate less informed
investors for a winner course problem and to indilngan to participate in the new issues
market: a winner course arises because bettemmefbrinvestors only apply for underpriced

new issues and less informed investors obtain owegbstocks (Rock, 1986).
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Mispricing in the aftermarket strain of literatuasserts that stocks are correctly priced in the
premarket but trading activity in the early afterke misprices the stocks. This is due to the
valuations of overoptimistic investors. Loughran Ritter (1995) said that this happens
because investors arbétting on long shotsThey assert that,if‘'the true probability that a
given IPO will be the next Microsoft is 3 percdmif investors have instead estimated that it
is 4 percent (resulting in a 33 percent overvalaaji. Then it will take a very long period
before they adequately revise their estimates. efbe, investors seem to be systematically
misestimating the probability of finding a big wem Going more deeply, issuing firms
typically have had recent improvements in theirrapeg performance. The market appears
to overweight short-term improvement and underweiging-term tendencies. Therefore,
when the IPO startsmarket prices reflect the capitalization of tratgy operating
improvements(Loughran & Ritter, 1995). When the transitorytun@ becomes apparent, the
stocks underperform. However, this underperformatums not start soon after Initial Public
Offering. This over optimism leads to an excess a®inof shares so prices go up and initial

return in the aftermarket increases.

Also Friesen & Swift (2009) analyzed overreactidninvestors to new information on the

initial day of trading and found evidence that lamg returns are negative and are
unambiguously explained by a pricing above the &umental value. Going more in detail, the
returns are positive until 6 months after the IR@ asignificant in the second semester of
first year: this suggests that prices remain adoadamental value until a year following the
IPO. From year two, abnormal returns are signifiganegative: prices are revised and

become linked to the fundamental value of the firm.

Another explanation attributes positive averagéiahreturn to underwriter price support.
Aggarwal (2003) examined in detail what kind ofeafharket activities underwriters do, how
long these activities last, what costs the undeéengiincur, and how the combination of these
activities helps to provide price support to weBlO§. These activities are generally referred
as stabilization activities, because they provideepsupport for weak offerings that tend to
trade at or below their offer price. They includeereise of the overallotment option, short

covering in the aftermarket, and the use of pertatly to restrict flipping.

The initial stock price performance of IPOs padipends also on what investors do with
these shares. Investment banks have the disctetialbocate IPO shares, and investors have

the option to hold their allocated shares or td g&m immediately in the aftermarket.
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Investors who sell their shares in the first fewslare called flippers and investment banks

discourage this activity since it puts downwardsgtee on the stock price (Aggarwal, 2003).

2.3.2. Flipping activity and underwriters role

Flipping is the term used when shares are soldarirhmediate aftermarket by investors who
receive an initial allocation at the offer pricepdadoes not include purchases in the
aftermarket. The lead underwriter does not disclibge proportion of shares allocated to
institutions versus individuals. So the public does know who has flipped shares, but the
lead underwriter and each syndicate member hawe tbetails. High trading volume, that
usually occurs in IPO aftermarket, is not just ¢mdipping, which, on average, accounts for
18.95% of trading volume and 15.00% of shares effan the IPO. Therefore the original
investors hold their shares for the most part. Hasewhen this small percentage of shares is
flipped, the shares are traded several times,tieguh high volume. The high volume does
not result from the sale of a large proportion béares by the original owners; instead, it
results from the same shares being sold repeatébbrefore a small percentage of flipped
share have a large multiplier effect on tradinguna. It is partly a result of the buying and
selling by investors who are not necessarily oagibuyers, and partly of trading activity

between market makers (Aggarwal, 2003).

Market makers have an important role, particulavlyolesalers, who are not the original
investors in IPOs but conduct several transactionsatisfy customers orders so add to
trading volume. In addition, institutional investoplay an important role: it is generally
argued that large portions of an IPO are alloc&tethem, since they should not flip IPOs,
because they are long-term oriented. Actually tastins are found to consistently flip a

much larger percentage of the shares allocatdtketo than retail customers do.

Underwriters also are fundamental in the IPO prectdsy start by doing the due diligence
and examining every aspect of the issuing comptmgy, arrange the road show, after which
the offering is priced. During the road show, theeistment bank starts to build the book and
gets a sense of the demand for the offering andyte of investors interested in buying it.
Based on information provided by potential investdhe underwriter decides how to price
the issue and whether to revise the filing rangethds time, investors might also indicate
what they will do with their shares: a mutual fuwith an allocation of only 50,000 may
decide either buying more shares in the aftermadteselling them for a quick profit.
Investment banks keep track of flipping activity inyestors because the immediate reselling

of shares in the aftermarket can exert downwardspime on the stock price, particularly for
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weak offerings. The lead underwriter considersithgact of flipping in pricing the offering
(Aggarwal, 2003).

The road show and the book-building process hedputiderwriter to estimate demand for an
offering. Offerings oversubscribed several times absorb the flipped shares and still result
in the aftermarket price rising above the offecerilnvestment banks are frequently pleased
to see flipping in hot IPOs because this genetadelng commissions for the firm. However,
in weak offerings they do not want investors t@ fthe stock because it creates selling
pressure that can lower the price even below tlfer @irice and investment banks end up
buying flipped shares in the aftermarket. Excesflipping also implies that shares are not
placed with long-term investors and this disapmoihe issuer (Aggarwal, 2003).
Underwriters use some methods to reduce flippinge Of these is penalizing flippers by
excluding them in future deals. Another one is igipg penalty bids, which is a portion of

gross spread they flipped to customers.

A factor to consider in understanding the variatmiflipping activity is the offer price
relative to filing range. Trading volume variesa in the three cases where IPO is priced
below, above or within the filing range. Tradingwme (as a percentage of shares offered) is,
on average, only 44.13% for IPOs priced below ihlegf range, 82.71% for IPOs priced
within the range, and 99.80% for IPOs priced altbeetrading range. Flipping accounts for a
somewhat larger percentage of trading volume f@slpriced below the range: 22.75% of
trading volume for IPOs priced below the filing ganis due to flipping, compared with
19.12% for IPOs priced within the range, and 17.5f% IPOs priced above the range.
Anyway, the result that flipping relative to totadlume is highest for weak offerings is due to
the low total volume in weak offerings. By otherpma appropriate measures, flipping activity

is actually lower in cold IPOs.

From Aggarwal (2003) analysis it emerges that themore institutional and retail flipping
in hot IPOs. This is consistent with the idea thatlerpricing induces flipping: it increases
revenues for the investors and for the underwrif@r underwriters in fact underpricing
reduces gross spread income but increases pradits fharket-making function. In addition
penalty bids have a stronger impact in case of viéls, while in hot IPO, notwithstanding

the penalty, flipping is still profitable.

2.3.3. Selling mechanism and underpricing limitatia

Derrien & Womack (2003) worked on what kind of unwiéting procedure might be

preferred for controlling its amountUhderpricing is considered almost an universal feat
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of IPO market (Derrien & Womack, 2003) and appears to be likenacessary cost for the
iIssuers, because it is money not available to itime isSsuing the stocks and to the earlier
investors, however it has some positive sides fdbe question is when it is too much, and

practitioners suggest that a array of 10-20% urnrdeng is optimal for first-day.

Some literature suggests that some selling meainangse more efficient than others. For
example bookbuilding procedure is considered effitisince it encourages investors to
reveal their beliefs about issue valu@errien & Womack, 2003), while fixed-price
procedure can cause informational cascades: imgegpalates their expectations according to
the choice made by previous investors, and thisefofirms to underprice their shares in order

to create this cascade.

The main goal of owners when listing a firm is tan the maximum potential value from
the offering, but the typical aim of underwritessto underprice a little to control the price
variation after the listing. Taking into consideoatthese two objectives, an efficient selling
mechanism will be the one that minimize underpgcitn the US and in the rest of the world,
the mechanism that dominates is the bookbuildirargss, but Derrien & Womack (2003)
analyzed specifically French market, where 3 déifiérmechanisms of pricing are used: the

bookbuilding, the auction-like mechanisms, andftked price mechanism.

The fixed-price offering entails that price is before the IPO day, usually one week before,
and the day before the IPO potential investorseplaclers, specifying the number of share

they want to buy at the fixed price. The sharedlaea allocated on a pro rata basis.

In the auction underwriter sets a minimum acceptghbice. The day before the IPO, investors
make bids on price/quantity. In this way the staularket authority can compute the
cumulative demand curve, and then the issuer anduthority decide for an offer price and a
maximum price. Investors that have made bids ingigerange will receive shares on a pro
rata basis. If demand is too high, the IPO can é&&tpgones and changed to a fixed-price

offering.

In the bookbuilding approach the issuing firm tdgetwith the underwriter decides a price
range, later, in the marketing phase (the roadshbw)firm presents itself to institutional

investors, who transmit nonbinding indications oferest to the underwriter. Then the
issuing firm and the underwriter establish the @riegarding also the indications received,

and then the underwriter chooses to which investbos the shares.
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They evidenced that auction offerings include miofermation about the current market
conditions, and so underpricing is lower. Theref@ections mechanism is the optimal one
from the issuing firm perspective, but in realitystpricing method is almost unused. This is a
strange result, because therefore every marketlghmefer this method, while basically

everywhere now is used the bookbuilding mechanism.

The possible explanation of this preference fos firiocess is that mitigating underpricing is
not the only purpose of issuers: bookbuilding alagsuers to reveal their quality credibly to
investors, it allows them to obtain an higher pracifor their share compare to fixed price
mechanism but still underpricing remains. In paific, it seems that controlling underpricing
is not the most important issue to underwritersiseguently issuing firms suffer an agency
conflict. It appears that underwriters prefer twdiainvestors interests to issuing clients
interest, and this is because investors are repeaistomers, that can buy many times
investments presented by the underwriter. In they wome funds are left on table for the
issuing firms, that has to choose the second-bestrpricing outcome (Derrien & Womack,

2003).

2.3.4. Role of information circulation in IPO underpricing

Initial public offerings usually have a high lewal information asymmetry between potential
investors and issuers which makes difficult for IFSuers to easily communicate their
capabilities and future perspective to market itrss As a result, it becomes difficult for
investors to price properly the new issue, makiRgs a risky investment. To attract
investors, IPO firms tend to offer a discount @mues price, but this represent a very high cost
for the firm, because it gains less money to fimamternal operations. Therefore, firms can
use other signaling channels, to distinguish thérasein the market. Indirect IPO quality
signaling channels include the retaining of sulishownership by insiders, hiring quality
auditors or appointing reputable underwriters. fecti channel to signal IPO quality is the use
of news stories about the IPO firm (Carey et &16).

Information flows is a key factor in pricing patter stock prices are based on forecasts of
future performance, and optimal forecasts requieggining both hard and soft information
about the company, the industry and the overalheaty. Given all these factors it is difficult
to find market's consensus at one time, but methanton can create consensus: many
journalists and professionals reflect and shape tthea to reach this consensus. That is why
having media attention is particularly importantridg the bookbuilding period. In this

precise moment, issuers try to convince investorapprove the stock valuation. Since it is
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not possible to purchase market approval, it issipdes and valuable to purchase market

attention, through media attention (Liu et al., 201

Let us try to understand media behavior. Mediasaicompete to attract readers (and hence
advertising revenues). Thus, their goal is not & "fair" about covering all companies
equally. They try to identify stories that will ke interest to their readers, which often
includes companies that are doing better or wdrae €xpected. Editors expect their reporters
to cover stocks that end up attracting investatgntion, so to anticipate future demand.
What journalists usually do is trying to find omns of traders, analysts, rating services, and
other journalists, and if their opinion is in disagment. They usually try to understand why.
Therefore, it happens that there is a general tgakd opinion in all directions. When an
investment bank sets the offer price for a bookdmg IPO, it cannot observe analyst
attention, but it can observe two other indicatiatisect feedback from investors during the
book building process, and the attention that tmany has so far managed to attract the
media. A measure of media attention can be the erumibarticles mentioning the company
from the day after the filing date to the day befdhe offering date. This measure, like
feedback from investors during book building, isetvable by the time the offer price is set
but not when the initial filing range is chosen.tBanvestor demand during the road show
and the number of articles mentioning the comparytlae aggregations of the opinions of
many individuals, resulting from many discussionsgag market participants, so at the end
there is convergence between them (Liu et al., 013

A legitimate question is whether the underwritenldanot, much more cheaply, skip the road
shows and the rewards for regular investors, amglgi monitor media attention for a few
weeks before setting the price. First, this woutdrigky, since there is no way to guarantee
that the media will discover every company thatedess attention. Secondly, bookbuilding
allows coordinating the entry of investors. Cooatiion is also important because investors
prefer to evaluate stocks similarly to other ineest because even if one has identified an
undervalued stock to take advantage of it, he wbakk to wait until the rest of the market
recognize the misevaluation. The underwriter caaro¥me this coordination problem by
giving many investors an incentive to become famiwith the stock during the IPO.
Moreover, the goal of media attention is to attiagestors, and many institutional investors
prefer to analyze the firm by themselves insteadatying on journalists and analysts’

opinion.
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Using all these argumentations Liu et al. (2013)rrakd that media coverage tends to
coincide to market demand in IPO, and so represegiod proxy for it. Even if it cannot
substitute the road show to enter in direct con#aitt institutional investors. Liu et al. (2013)
also argued that if media coverage is a good prfoxydemand, then there should be a

relationship with price revisions and also with ergticing.

For what concerns the relationship with price newis the underwriter should use media
attention to revise the offer price: it will revispwards when investors’ demand is high and
downwards when demand is low. Analyzing their saripu et al. (2013) found that when
the offer price is revised upwards, one extra piecenedia attention is related to a 1.9%
greater offer price increase and to a 2.0% greaitéaxl return. When the offer price is revised

downwards, one extra piece of media attentionléded to a 2.1% greater offer price decrease

For what concerns relation between media coveragk umderpricing Liu et al. (2013)
defined demand as “high” when offer price is redisg@wards and “low” when offer price is
revised downward. This is because private inforomatf investors will be reflected in price
revisions. Anyway there can be underpricing alsolaw demand offerings, when high
underpricing is needed to induce sufficient infotioa collection, but in these cases

underpricing should be lower than in cases of laigimand.

Carey et al. (2016) also notice that media inforomaican help uninformed investors to
overcome adverse selection problems. Uninformedstors may lack specific knowledge of
the IPO firm’s future cash flow and avoid the rkinvesting because of high information
asymmetry, but news reports , by providing streaediinformation through public channels,

may attract individual investors’ attention andnigrthem into trading.

“The media facilitates the formation of opinions atbbrms and potentially provides more
comprehensible, desirable and therefore more Ilegite channels for information

communicated during the IPO listing procé€sarey et al. ,2016). They analyzed if
optimistic news stories can lead to lower first dmderpricing and they actually found a
negative correlation between optimistic news sgrad first-day pricing, as evidence that

they reduce investor’s level of uncertainty.

Because underpricing does not measure whethersae is under-valued or over-valued
relative to its industry benchmark, Carey et aD1@) tested whether the first-day price of
IPOs subject to optimistic news are over-priceduader-priced relative to the industry

benchmark valuation. They found that the first-gage of IPOs subject to optimistic news is

35



not over-priced relative to their industry benchksarTherefore optimistic news stories are

informative and reduce information asymmetry.
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3. PRIVATE EQUITY FIRMS IN IPOS

Private Equity funds are organized as limited padhips, with the general partners (GPs),
managing the fund, and large institutional investand wealthy individuals providing the
bulk of the capital as limited partners (LPs). 3&déimited partnerships typically last for ten
years, and partnership agreements signed at tlis’finceptions clearly define the expected
payments to GPs. These payments consist of batd fiad variable components. Successful
private equity firms stay in business by raisingeav fund every three to five years. If the
current fund performs well, and LPs interpret thatformance as “skill” rather than “luck”,

they are prone to provide again funds for a neve®tract. (Metrick & Yasuda, 2010).

PE firms are involved in two main areas of activitythe provision of early stage venture
capital and the provision of equity capital for buys. Buyouts are the principal focus of PE
investments. PE investors, and often a manageneant,tpool their own money (together
with debt finance) to buy shares in a company frsncurrent ownersSuch transactions are
called Leverage Buyouts (LBOs). The debt is usuallgvided by institutions, such as
commercial banks, investment banks, and hedge fuidsght et al., 2009). VCs instead
have as major characteristic the fact that thegshvn young ventures, and do not have an
high level of debt. In this chapter VC and buyouti be examined together for what
concerns the general partners behavior and poltegféancy problems, while speaking about

leverage and performance the required distinctaiide done.

The remainder of this chapter is organized as Vidldfirstly the main exit strategies for a
private equity are presented; secondly is discusisecprivate equity point of view and its
convenience, under certain conditions, on a seegridaerage buyout; thirdly the point of
view of the entrepreneur of the portfolio firm ahi preferences is presented; further the
ways and speed of divestment after the IPO areusksd; finally various studies on PE

backed IPOs performance are presented.

3.1. Different exit strategies for Private Equity tinds.
Exit strategy is one of the most important decidimna private equity fund. There are five
main exit strategies: Initial Public Offerings (IBQtrade sale to another company, secondary

sales (often called “pass the parcel” deals), bakdand write-offs. (Soloma, 2015).
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Exhibit 5: Exit way in Europe in 2014 % number of mmpanies

Venture Buyout Growth
capital
Trade sale 21,70% 24,80% 11,10%
Initial public offering 0,80% 4,30% 1,10%
Sale of quoted equity 8% 5,10% 1,90%
Write-off 26,30% 5,80% 15,30%
Repayment of silent 17,50% 2% 46,50%
partnerships
Repayment of principal loans 7,80% 15,40% 7,70%
Sale to another private equity 6,30% 26% 6,10%
firm
Sale to financial institution 1,10% 3,80% 1,60%
Sale to management 8,70% 8,90% 6,60%
Other measn 1,90% 3,80% 1,90%
1003 776 611

Companies Companies  Companies

Source: EVCA / PEREP_Analytics

According to EVCA, the most common route is thée saf the company to a strategic
(nonfinancial) buyer, together with the sale totheo private equity in buyout companies.
While in growth companies it is the repayment édrgi partnership; in the case of a venture
capital is the write off together with trade sdldere is not an agreement in the literature
about which is the most profitable exit strategy pavate equity funds: Jenkinson & Sousa
(2015) assert that majority of private equity exitgppen with trade sale or secondary sales,
while Soloma (2015) suggests that the most comenxdrroute in Poland and all CEE region

is the IPO.

Of course, this disagreement depends on the difes@amples used in the various studies:
many factors influence which is the most profitalebat choice during the time and in

different geographical area.

According to Jenkinson & Sousa (2015), there areettmain sets of factors influencing

timing and method of exit: market conditions, P&tfees, company structure.

The first factor is the market condition that cadescribed also as macroeconomic factor.
Market conditions exert a strong influence on wiype of exit strategy creates the higher
value: favorable conditions in debt market forrepée increase the possibility of secondary
sales to other PE (Shivdasani & Wand, 2011). Adogrtb Shivdasani & Wand (2011), from

2004 to 2007, when cost of debt was low, ten timese LBOs (leveraged buyouts ) than the

previous ten years were completed. This boom ce#ldpvery quickly, with LBO volume
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dropping by 94% in the fourth quarter of 2007 frtime prior-year level. They suggest that
structured credit markets played an important mleasing the availability and pricing of
bank credit, thereby affecting the LBO market.

On the other side, positive IPO window periods espnt an opportunity to have positive
returns from the divestment (Minardi, et al. 201Bpwry & Schwert (2002) suggest that

periods of high initial returns are followed by arijpd of many IPOs. They suggest that this
positive relation is driven by the by the infornaettithat is learned during the registration
period but only partially incorporated into theeafprice. In the process of marketing the IPO
(after the IPO has been filed), the firm and itglemvriters gain information about how

investors value their firm. This information is eterminant of both the pricing of that IPO, as
well as the number of private companies that ftnabtimal to issue public equity in the near
future. Having more positive information in therfoof higher expected valuations results in

higher initial returns and more companies filinggtopublic soon thereafter.

This positive relation appears puzzling at a fijlsince because it seems that firms wait to go
public when there will be more underpricing, butnrg & Schwert (2002) solved this issue.
If more companies go public following periods ofiinitial returns, this does not mean that
they also will be especially underpriced. The lesklnitial returns at the time a company
files its IPO contains no information about thatms eventual underpricing. Rather more
companies file IPOs following periods of high ialtireturns because the high returns are
related to positive information learned during ttegistration periods of those offerings,

suggesting that companies can raise more monaylia@ than they had previously thought.

The second factor is the private equity charadtesisin particular, the moment during PE
lifetime can change a lot the exit method. Privegaity funds have a contractually finite life,
which can be extended only with the consent ofliinéed partner. When a private equity
fund is near the end of contractual life, it hagenpressure to realize the investments. In this
situation, it could happen that the portfolio filminot ready yet for a public offering, but a
secondary sale could be an attractive way to digagtkly and without leaving too much
money on the table, because the portfolio firm a$ meady yet to go public (Jenkinson &
Sousa, 2015).

Moreover, according to Bock & Schmidt (2015) thexevidence that also reputation exert a

great influence on exit strategy. Venture Capitase to build a reputation towards limited

partners to incentivize future fundraising. Thisparticularly a problem for young funds,

which did not have the possibility to build thewm reputation. Reputation is a difficult
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characteristic to measure, but it can be exprelgdtie firm’s age: time since incorporation
includes investment experience and states thafutiee has an intrinsic ability of survival in
such a competitive and performance-oriented ingu&ock & Schmidt, 2015). When it has
to build reputation to incentivize future fundraigj PEs tend to realize an IPO. Lee & Wahal
(2004) described examples of VC firms that, oney tiook a portfolio company public, were
quickly able to raise additional capital, becawsdeny a company public signals their quality.
More precisely, going public is a way to grandstaswlto attract visibility in the market: in
this way the PE firm can quickly signal its ability operating a profitable exit and so in

managing profitably limited partners funds.

In addition, general partners’ specialization (Example in early stage investment, in
expansion or in late-stage investment) lead toedbfit exit moment and exit strategy
accordingly to the portfolio firm stage in its ldfgcle (Jenkinson & Sousa, 2015).

Last factor to consider are the company charatiesisin fact, some firms can be more
suitable for particular kind of exits than othemnc For example, some companies can
operate well with an high debt level: usually irstbase they have stable cash flow and do not
need to operate high-level investments. This kihdirm is more suitable to remain in the
hand of a private equity, since PE operates withigh leverage: in fact for this kind of firm
the high leverage is unlikely to negatively inflgents stability. From another point of view,
companies that are more profitable are more likelye exited through an IPO and less

profitable through a trade sale. (Jenkinson & $p@815).

Moreover, firms in their later stage of their lifae or firms with business models more viable
against market competition are more likely to gbljmu This is because these kinds of firms
will be able to compete in the marketplace withthe help of a controlling firm. Instead,

firms in the earlier stage of their life, less @bgainst market competition, will more likely
choose to be acquired. Through the acquisitios, klid of firm can gain valuable help both
in term of financial resources and in term of ggat support. Moreover, in an industry where
there is a dominant player the firm will benefit maan being acquired by such a firm: in this
way it will avoid to compete against the dominalatypr. Also the nature of the industry will

influence the exit choice, for example IPOs witl finore capital intensive industries: here
external analysts have less information asymmetaied they are more likely to do an
estimate of more in line with the valuation of imal people. (Bayar & Chemmanur, 2011).
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3.2. Sale to a public firm vs IPO

Takeovers of private firms by publicly traded firn(sellouts) and initial public offerings
(IPOs) are both ways to allow PE to divest the stiveent into a private firm and to raise new
capital. However there are some important diffeesnto highlight:in an IPO, the firm
continues to exist as a separate entity, althoughriow owned by public shareholders, in a
sellout the control of assets is moved to anothéligy traded firm.

Previous studies (Bayar & Chemmanur , 2006) foauckhat there are five key drivers in the
choice between trade sale and IPO. Firstly, théadridity of success for a firm’s product in
the market: the higher the probability of success the product alone, the lower is the
probability of a trade sale. Secondly, the amainbhformation asymmetry with the acquirer
influence the decision: if it is high, it is likelp have an IPO. Thirdly they also suggest that
synergies with the acquirer in the product marketurth factor is the relative bargaining
power of the private firm and the potential acquideast factor considered by Bayar &
Chemmanur (2006) is the presence of the entreprenside the firm: an IPO increases the
benefit of control, while an acquisition will drastlly reduce it.

Poulsen & Stegemoller (2008) identified 1,074 IRDd 735 sellout made between 1995 and
2004 to analyze the factors influencing the deaisibhey firstly analyzed the costs of the
two types of transactions and the regulations #figct them. The costs of an IPO include
initial registration with the SEC and continuing mdated disclosures, investment banking
fees, and underpricing in the initial equity safesellout has a similar costs but they are
probably lower, since the sellout firm is incorpgechinto the existing regulatory obligations

of the acquirer.

Both sellout and IPO firms benefit from accessublg debt and equity markets (in the case
of the sellout, through the parent). Both typedrahsactions also benefit from liquidity of
ownership for managers and investors, and the lpbgsiof linking management and
employee compensation to traded securities (Podlsgtegemoller, 2008).

However, the management of the selling firm is midtely to lose its ability to set firm
policy after a sellout than an IPO. This factoduehces not only the firm policy but also the
ability to have access to capital: it may be difficto raise capital for the sellout firm’s
projects, since, as Stein (1997) notes, the sdfiontwould be competing with other projects
of the acquiring firm in internal capital markegs Stein (1997) highlighted, big corporations
are not more successful in raising capital forrtbesiness units than if they were stand-alone

businesses. Consequently, funds may be allocated suboptimal way. Instead, by
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undertaking an IPO, the firm may have greater [y in accessing resources, especially
through its new access to the equity markets. Maeganvestors in IPOs may be especially
willing to invest in high-growth firms, making isier to raise capital through a public sale of
shares. Thus firms with greater growth potentidl go public through an IPO rather than
through a sellout (Poulsen & Stegemoller, 2008).

3.3. IPO versus secondary LBO: the private equity @rspective.

According to Kaplan & Stromberg (2008), the saleatmther PE is an exit strategy that is
becoming increasingly popular in the private equitgrket, and it is more used than IPO.
The scope of this part of the chapter is to hidttlighat are the advantages for PE firms and
the value created by this exit strategy comparebedPO.

LBOs are typically thought to create value throtnggh leverage, high performance pay, and
active monitoring of the portfolio companies' magagnt. It is arguable that if the initial
buyout was successful, a second LBO should betalde minimal additional changes to the
target firm. That is why many times literature Isasd that secondary LBOs do not occur for
the benefit of improving the target firms, but etlas a way for private equity firms to help
each other solve their investing and exiting protdeOther times literature has said that the
phenomenon of secondary buyouts cannot be expl@ivet the usual arguments about the
reasons for buyouts (Wang, 2012).

Wang's (2012) searched for some evidence that fiares more likely to exit through
secondary buyouts in some situations: firstly wtremequity market condition, measured by
industry IPO volume, is “cold”; secondly when tdebt market condition is favorable,
suggesting buyers' greater abilities to borrowrdllsi when private equity firms' liquidity
demand changes, so when they face a higher pressuweit and make their investments

liquid.

To prove this, Wang (2012) tested the probabilitfions exit through secondary buyouts,
through IPOs, and to sales to a strategic buyenwharket conditions vary and when sellers’
liquidity change. Industry IPO volume in the UK tne exit year was used as a proxy for
equity market conditions. The higher the indus®{Ivolume, the better the equity market.
This variable should be negatively associated wprtbbability of exit through secondary
buyout. In order to measure the condition of thiet aearket, the size of the high-yield market
in the year of exit was used, this variable shdaddgositively correlated with the probability
of exiting through a secondary buyout. The restritsn the sample showed evidence in

support of secondary buyouts varying with capitarket conditions. A “hotter” equity
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market is significantly negatively correlated wfthms exit through secondary buyouts. The
debt market condition, on the other hand, is sigamiftly positively associated with the
probability of firms exiting through secondary buy®. This is consistent with the notion that

greater borrowing ability is correlated with a hegmumber of secondary buyouts.
These two factors combined together led to th@¥ahg percentage results:

Exhibit 6: Exiting through secondary buyouts in different market conditions

Exiting through secondary buyouts in different market conditions.

Debt market

Hot Cold
Equity marlket Hot 60.0% 32.1%
Cold 77.6% 53.4%

Source: Wang (2012)

Wang (2012) also noticed that private equity fitmowwld hold the portfolio company until the
maximum payoff can be achieved, whether it be saldbe public market, strategic buyers,
or other private equity firms. However, there aametbrs that constrain their maximization.
One such factor is their liquidity needs. When ¢hisr a higher demand for liquidity, firms
would face a higher exit pressure, and this coftfiecatheir likelihood of exiting through a
secondary buyout. Since PE liquidity demand chamdesn they need to raise a new fund, to
test for this case he used as variable the seflerdraising activities within the two years
from exiting the portfolio company, since two yeassthe typical fundraising period. He
found that raising a new fund significantly incressthe probability of exiting through
secondary buyouts. With a 22.7% increase, the trésddoth statistically and economically
significant. He also found evidence showing thatdiaising during a “cold” equity market
influences the probability of exiting through sedary buyouts. Another situation that can
change private equity firms' liquidity demand, ahdrefore influence their exit decisions, is
when the portfolio company has been held for a liimg. Wang (2012) find also a positive

correlation between holding period and probabuitexit through a secondary buyout.

Wang (2012) also decided to put a clear evideneadlor against the general idea that PE
firms use secondary buyouts to benefit each ofitethrough collusive behaviors. The idea is
that if some PE firms use collusive behavior theeuld be a significant increase in the
trading activity between them. He found that acaequirers in the secondary-buyout market
are not likely to trade more frequently with ea¢hes than with other players in this market.

As private equity firms have other ways of payiragle other off besides trading assets, it is
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possible that collusion occurs in a way that is naptured by trading patterns alone.
However, the concern investigated was that firmes teding poorly performing portfolio
companies, pushing those companies closer to fialadistress, or trading assets at above-

the-market prices, from his results both casesialikely.

Moreover, it results that secondary buyouts haghdr deal prices compared to first-time
buyouts. This price premium surely depends on foharacteristics, such as strategy,
governance, market positioning, capital structbtg,most of all Wang (2012) found evidence
that higher deal prices are driven by better dedoket conditions.

Overall, it resulted that secondary buyouts ar¢iqdarly good deals when PE has liquidity
pressure and needs to divest quickly, which is sleimg that cannot be realized through an
IPO at all. These deals are more favorable whém clanditions are positive, since buyouts
are characterized by higher level of debt, conseitye&SBOs result also in higher prices.
Moreover, when equity market is “cold” SBO reprdsemvaluable alternative.

Degeorge et al. (2014) examined whether SBOs ate'pass-the-parcel” deals and whether
the motivations for the buying fund are to spenpiteh and collect fees. They also tried to
investigate what additional value, if any, an SB@er can bring to the portfolio company

compared to that of the first private equity owner.

PE funds have superior governance structures aeaiive mechanisms, so a secondary LBO
should be aimed to benefit their investors. If, é@ample, PE funds specialize in different
stages of restructuring, then funds specializinghi first stage would sell to those with

expertise in the second stage and each fund woeddecvalue for its own investors along the
way. Alternatively, some general partners (GP) rhaye unique skills that others do not
possess and when their funds acquire firms frorardtimds, they generate additional returns.
For example, funds that are more reputable may bater access to deal financing. From
this point of view SBO should be a more valuabley wan IPO, for the unique skills and

knowledge that GP may have.

To demonstrate that buyer with complementary skdlshose of the seller might be able to
further enhance the value of the portfolio compabggeorge et al. (2014) collected
information of 1978 general partners of 138 PE $iriand financial performance information
on 2137 companies owned by 121 PE firms. They ifked<PE firms as Finance-oriented or
Operations-oriented; MBA dominated or not MBA doatied; regional or global; and

“margin-grower” or “sales grower.” Analyzing themsple it turned out that SBO transactions

44



between firms with complementary skill sets geregagnificantly higher returns for buyers
than SBOs between firms with similar skills. BOsrfpem better, and create value for
investors, when they occur between a PE firm fomugin margin growth and a PE firm
focusing on sales growth, or between two PE firmswhich the general partners have
different educational backgrounds or career p&B©s also create value when a global fund
buys from a regional fund. To summarize Degeorgale{2014) proved that SBOs can
effectively create an additional value to the partf firm, which is generated by the specific
complementary characteristics that the seller REtla@ buyer PE have: this is something that

cannot be achieved through other exit strategies.

According to Arcot et al. (2015), on the sell si8&Os offer a quick exit for GPs who cannot
sell via trade sale or Initial Public Offering. Ascet al. (2015) go on explaining that when
funds are close to their end and when they havetantial investments still non-exited they
are more willing to do a quick sale, to improveitlohances to raise new capital, and they can
do so through an SBO. Many times funds also postfibe exit moment to gain additional
management fees, but in this way, frequently they themselves under selling pressure, and
the quick way to exit is through a SBO.

For the fund buying, SBOs have many advantagesqaicker to complete, fill the fund's

investment record, and accrue additional managefaeateven if the transaction is not in the
best interest of the buyer's limited partners. Maeg Arcot et al. (2015) explain that PE
funds with substantial unspent capital during tkeiqu close to the end of the PE contract,
could face a negative feedback from limited padgnérthe fund still has a substantial amount
of unspent capital near the end of its investmeniogd, the LPs are unlikely to commit capital
to a new fund. This puts further pressure on PEduwo invest their dry powder in order to

boost their investment record.

Analyzing these cases previously explained, Ar¢ale(2015) arrive to the conclusion that
secondary buyouts are widely used when the preqiéty is under pressure, and many times
this behavior is backed by an agency conflict Withited partners and thus with different

signaling needs.

To conclude, in this part of the chapter it emergigat SBOs could effectively benefit the

portfolio firms, since PEs have specific skills astdracteristics that vary across the different

PE firms and that other players in the market dohawe. In this case, SBOs represent not

only a valuable exit strategy but also a valualiieange in ownership for the portfolio firm.

Moreover, many authors pointed out that SBO haiggeb advantage that IPOs do not have:
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it is the speed of exit, since SBOs are relativplick to realize. This speed benefits PEs in

some situations where they face pressure to selyrdingly to their lifecycle.

3.4. IPO versus trade sale: the entrepreneur perspave.

The ratio of acquisitions to IPOs among privatenfexits has increased dramatically in recent
years. Moreover the proportion of firms withdrawithgir offerings after filing to make IPOs
and choosing to be acquired instead has also stsadily. This indicates that the costs of
going public rather being acquired have risen S$igamtly. It becomes important so, to

analyze what are the advantages and disadvanthbethaexit possibilities.

A crucial factor driving a private firm’s choice tiieeen IPOs and acquisitions is competition
in the product market: a stand-alone firm has topete alone after an IPO, while an acquirer
may be able to provide considerable support tdithein the product market, thus increasing

its chances of succeeding against competitors.

Moreover, while atomistic buyers in IPO can havernmational disadvantage, potential firm
acquirers will be able to value the firm better\bgtue of their industry expertise regarding
the viability of alternative business models in gh®duct market. On the negative side,
acquirers can be expected to have considerablaibarg power, allowing them to extract the
firm’s net present value (NPV) from insiders. Innt@ast, atomistic investors in the IPO
market would price the firm’s equity competitivélso that insiders can retain the entire NPV

of the firm’s project) (Bayar & Chemmanur, 2011).

Concerning acquisition, it is also important tomoout which is the entrepreneur position
after it: it is likely that she will lose the caat after the acquisition. Many times it happens
that after the acquisition the founding entreprerdithe target either leaves the firm shortly
after or is fired. Even if the entrepreneur remamsde the combined firm, her benefits of
control will be negligible. She will only be in algge of one division of the combined firm,
and she will have to implement the policies foratedl by the top management of that firm
even with respect to the division she managesoitrast, if the entrepreneur will continue as
the CEO of a stand-alone firm after an IPO, willdlbe able to maintain a substantial extent

of her benefits of control (Bayar & Chemmanur, 2011

Interestingly, there could be different points @w between the entrepreneur and the Private
Equity: while the first prefers the IPO becauswiit allow him to maintain the control, the
second could prefer the acquisition for financ@ahsiderations. Moreover, the entrepreneur is

typically a long-term investor that is planningdontinue most of his pre-exit equity stake in
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the firm, even after an IPO (low liquidity demantf).constrast the VC may often be a short-
term investor planning to liquidate much of his -psét stake soon after the IPO, but
liquidating such an equity stake after an IPO rexpuimuch time (Bayar & Chemmanur,

2011). Bayar & Chemmanur (2011) also point out thahtrepreneurs think that their firm is

not able to survive in the market in the long rurd ahat IPO market valuations are not
sustainable in the future they are more prone tkentheir firm be acquired, due to the fact
that insiders are able to liquidate only a smait patheir shares through an IPO, their long

run expected payoff could be greater with an adiiis

3.5. Private Equity ways and speed of divestmenttaf an IPO.

Unlike for other types of investors, for Privateuity firms the process of exit is a process
intrinsic in its nature, because for its naturei®g& temporary form of ownership. Many time
the literature has pointed out that for Private igopine IPO is a very slow exit way. Normally
private equity firms have to remain invested after IPO with a certain number of shares for
a lockup period: the underwriter as a signal ofligudor new investors imposes this
condition (Hoskisson & Johnson, 2009).

In this part of the chapter are analyzed PE behand its motivations after the IPO. Firstly
Is studied why is necessary a slow exit after thblip offering and it is discussed if the

average length that is contractually agreed bydarsiis optimal or a longer lockup provides
higher benefits. Secondly is explored the behavi@ome PE firms which stay invested even

after the expiration of the lockup. Finally, diféeit ways to divest after the IPO are presented.

Lockup period is particularly important becauskatps to reduce the information asymmetry
about firm’s quality, which is particularly strong case of new ventures: by retaining some
stocks the selling investor certificates that shendt trying to divest quickly before sock
prices go down. Remaining invested in the firm tlus period is a costly signal because it
creates a liquidity charge for the original investaut for the firms is particularly important to
reduce the information asymmetry: in this way themfcan minimize the inherent

underpricing resulting from this asymmetry (Arthetsal., 2009).

The typical lockup period for IPOs 180 days, butew the selling investors are also
managers in the firms this period is often londscause they want to signal that key
employees will remain with the firm for some timedathat insiders are not seeking to divest

quickly before bad news become public.
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To reduce investors’ uncertainty, before the IPRe firm presents a prospectus, which
contains the details about firm’s past performaauae future opportunities. In the prospectus,
high quality firms do not have incentive to stateraal situations, but low quality firms

instead have incentive to oversell their prospectasis, high quality firms need to take some
signaling actions that can unequivocally statertbegperior characteristics. To be credible, the
signal must be difficult or costly for others toitate. A strong signal is the percentage of
ownership that the insiders retain after the IP@rdtaining a high undiversified risk they

provide a signal the firm has projects of high ealuRemaining tied for a certain period is
surely a strong bonding mechanism: it states tifarmation presented is correct, otherwise,

insiders will suffer a loss.

Because the lockup period is very costly in terrhdiquidity, maybe other signals can be
preferred by insiders. Arthurs et al. (2009) anatiythis point and found out that the presence
of a PE firm reduces the need for a longer loclkirstly because PE firstly provides a signal
of the veracity of the information in the prospextaecondly PE is an expert in minimizing
moral hazard and thirdly it is an expert in thatgic management of the firm, so it assures
against incompetence of managers. Going more dety@dy found that in the case of a very
prestigious PE investor this need is even loweerétore, it appears that the presence of a PE
is a stronger signal than a longer lockup peri@taose while lockup is an insurance against
moral hazard of previous owners, presence of PR assures against incompetence of

insiders.

So usually, lockup period after the IPO is six nmsntNotwithstanding this agreement, in
some cases it has happened that the PE funds éaueed IPO shares far beyond the lockup
period and this is considered controversial, siméed partners that do not agree in venture
capitals stay invested in public companies: fromirtipoint of view General Partners don't
gain the fees to remain invested into public comgmnwhich is something that Limited
Partners can do by their own. (Bock & Schmidt, 2018t us try to investigate the reasons of

this behavior.

One reason to avoid a quick sale is that a massade of shares from an internal actor can
give a negative signal to the market and, consetyyenarket price will fall. If this happens,

the fund will experience a loss in reputation (N&ud/alz, 2005).

Reputation can be described as the level of trugteomarket in the accuracy of a statement

that the PE does about a portfolio firm. So it imigy have a positive influence on the

pricing of the firm, since it allows to overcomeetitosts associated with informational
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asymmetries in the IPO market (Neus & Walz, 200%jerefore, reputation is particularly
important, and it is a big issue for young VCs, ethstill have to create their own reputation
to signal their ability to investors. Demonstrating have managed exit investments
successfully, mainly through an IPO, is the maaywo build trust between limited partners
(Lee & Wahal, 2004).

One way that many young VC firms use to build repah is underpricing: they underprice
high-quality firms, so in the equity market pricdlwaise consistently and VC will appear to
be particularly good in investing and managing ir8o with the use of underpricing, young
VCs are able to overcome the information asymmefitit market investors that are latter
overcome with the reputation(Neus & Walz, 2005)isTi& in line with empirical research that
Neus & Walz (2005) presented: IPOs with a maturedé€s not present significant signs of
underpricing, but a strong underpricing is presehen the VC is young (Neus & Walz,
2005). This is a different way of looking at und@rmg, which is usually considered by
literature as a signal of quality. Lee & Wahal (2P@vidence this behavior emphasizing that
low reputation PE use underpricing for grandstagidthey look for attention from market
participants to gain a positive reputation and thegch it through an high level of

underpricing.

As a result, VC firms with higher reputation haesd incentives to underprice heavily, since
they do not need to gain more in reputation. Moeeol underpricing is low VC firms do not
need to wait until market price rises to a valudélel. They can divest early after the IPO as
soon as the lockup period has occurred, while V@& wower reputation could have the
incentive to wait after the lockup period has eggito divest (Bock & Schmidt, 2015).

The lifetime cycle of the VC fund has an additiomapact on the speed of divestment: when
a fund get closer to the period of the terminatibhas more pressure in liquidating the
portfolio company quickly. Usually after the fourth the fifth year general partners move
their attention on raising new funds. Then, whenehd of the contract approaches they are
forced to split their attention between raising nfewds and divesting firms currently in the
portfolio (Metrick & Yasuda, 2011). This creates agency problem: from fund’s managers
point of view, it is optimal to put a high effom idivesting from current portfolio firms
quickly, in order to put less effort in monitoriad continuing the board presence after the
firm went public. So they prefer to sell retaingédcks soon after the lockup period expired,

even if market price is low at that moment. Liquida pressure thus lead to suboptimal
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decision making since managers stop monitoring spooe investment opportunities even if

higher gains could be realized by remaining invee$Bock & Schmidt, 2015).

A last factor influencing speed of divestment atiarIPO might be explained with prospect
theory. Usually in PE firms, general partners reea fee of about 2% and if they reach a
breakeven point, they receive also 20% of the feimefurn (Metrick & Yasuda, 2010). If this
is the case, according to prospect theory, manakeep in their portfolio a firm until
breakeven point is reached: not taking care albmufact that limited partners could be better
remunerated with a quicker divestment. Consequeittpuld happen that managers keep on
holding stocks for an inefficient period, waitingat the stocks’ price rises up (Bock &
Schmidt, 2015).

Paeglis & Veeren (2013) went further in this fieldanalysis, and found out that the speed of
divestment is widely influenced by an effect calleplidity effect: the sale of shares by VC
increase liquidity of a firm’s shares. The increh$iguidity is a positive attribute for the
equity market, consequently also the stock prick avigment . Therefore, if VC stages its
exit it will experience higher returns. In theiudy Paeglis & Veeren (2013) also analyzed the
effect of the post-exit ownership structure ongheed of divestment. They explained that VC
exit would be most detrimental for firms with inteediate levels of founder ownership:
founder’s stake will not be high enough to ensunetro| over the firm and too high to ensure
his incentives are aligned with those of minorityaeholders. With VC exit, also VC
monitoring activity will lack and therefore firm kee will suffer of this new situation. In this
situation the best option is sell quickly its slsabefore the market becomes aware of the

firm’s reduction in value.

Instead, for firms with higher levels of founder mavship the VC exit will not significantly
change the firm's ownership structure (i.e., thentter will remain the controlling shareholder
of the firm as before in the presence of ventungitahsts). But in this case the owner’s
presence will be an impediment for liquidity. Intes are aware of this so they will value
shares at a discount. To avoid to sell all theeshat a discount the VC will improve its
payoff by selling in various stages its shares.efiitng from the improved liquidity. Finally,
in case of lower levels of founders ownershipriaket for corporate control will substitute
the monitoring of the founder from the departingsv@gain by staging its exit VC can gain
more from the improved liquidity.

As Dong (2015) noticed, there are five major wtng usually PE firms typically employ to
divest their block of shares after the IPO of tbetfplio firms.
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The first way is to sell the block of shares to theo buyer. In such transactions, it is in the
interests of the seller of the block (that is, R&Eprovide sufficient information to eliminate
the information asymmetry. However, these traneastican be expected to be rare since
acquirers of majority stakes will typically extingb the minority interest to eliminate free
rider problems. In the second way, strategic bdilyat buys also the minority interest in the
equity of the portfolio company acquires the shafésrdly, the private equity can gradually
sell the shares through trading activity, but sinmices legally an insider, it faces SEC
restrictions. Another way is to spin-off the holg&nto limited partners via a pro rata dividend,
so each limited partner can decide if keeping tiees or selling them in the equity market.
This in-kind distribution allows each limited pagtrito control the timing of the liquidation of
its stake, but, in this case, the private infororatheld by the general partner is in effect
dissipated since it cannot be transferred to thetdid partners. Moreover, the portfolio
company can engage in a dividend recapitalizatiamch provides for a substantial cash
dividend payment to all shareholders, including phgate equity owners, without any actual
reduction of equity interest in the portfolio assBtis process is not properly an exit, but it
provides substantial cash flow to limited partner&inally, private equity can start a
secondary offering, or better, an equity issuasoethe entity is transformed into a publicly
traded firm with the limited partners as initialas@holders, and shares are sold to capital
market investors (Dong, 2015).

3.6. PE backed IPOs performance
In this part of the chapter various studies analyzin different circumstances the

performance of PE backed IPOs are reported.

Many times the literature has discussed whether (Byouts and venture capitals)
organizations created additional value for the canmgs in their portfolio. Harris et al. (2014)
analyzed PE performance and found that on averag§eluyout fund returns have exceeded
those of public markets for most vintages since419&e public market equivalent (PME)
method, which compares how much a PE fund investaigally earned net of fees to what
the investor would have earned in an equivalenéstment in the public market, showed that
outperformance versus the S&P 500 was between 202 % over the life of the fund and
more than 3% per year. Buyout fund outperformameained similar in magnitude using

other benchmarks, such as the Nasdaq.

There are many explanations for this outperformar®eme PE/VC organizations hire

consultants to improve operations, develop manaléools, and redesign organizational
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structures. PE portfolio firms should have highealgy governance practices and healthier
organizational structures: they seat on the bddwely bring industry specific competencies
since they usually focus on particular industriasd have strong relationships with high
quality executives who manage their portfolio conmipa. For these reasons, and for the
prominent role that IPO has on PE activity, IPOf@@nance should be higher than the one of
non-PE backed firms (Minardi et al., 2013).

Minardi et al. (2013) give evidence of this anatgyithe Brazilian market between 2004-

2007. They used a sample of 108 IPOs and studesdrib-year cumulative abnormal returns
(CAR). In particular, the registration date reprasethe day zero to estimate the CAR. The
PE backed IPOs resulted to have on average a loogdr to market ratio and a lower debt to
equity ratio. The CAR evolution is illustrated ihet following figures. Panel A shows the

evolution during the period 2004-2008, panel B wngirthe period 2004-2006, and panel C
during period 2007-2008.

Exhibit 7: Cumulative Abnormal Returns in Brazilian IPOs
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Source: Minardi et al. (2013)

PE backed IPOs perform better than non-PE backés i&fter 1 year of issuance. At the
same time PE-backed IPOs are not immune to crgespn average performed much worse
in 2008. This is explained by authors saying thHairPBrazil are mostly foreign investors that
during the crises were forced to sell liquid assetsover other losses, causing this drop. They
also analyzed first day performance and they foilnad there is on average underpricing in
Brazil, but they found no evidence that PE back&@d have less underpricing than non PE
backed.

Also Levis (2011) studied this topic. He arguedtti®E brings in the portfolio firm
operational efficiencies, achieved by closer mamty management expertise, and higher
levels of debt. He assumed that only PE gains fitoese practices, but it is reasonable that

management and financial practices started duriBgpResence inside the firm will be
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maintained at least for some time after the exhisTis particularly the case since the
involvement of PE sponsors is not completely teated at the time of the IPO. Lock-up
agreements, performance incentives, and liquidiyserations often result in PE original

sponsors retaining significant holdings for a cdesable period after the IPO.

Levis (2011) brought evidence of this examiningample of 1595 IPOs in the two London
Stock Exchange markets (the Official List and thkerhative Investment Market) from
January 1992 to September 2005. He distinguishédele@ PE backed IPOs (including
company returning public following a LBO) and VCchkad IPOs (using companies that
received start-up, development or expansion VC ibggkusing various sources and various
criteria including financing and governance issu@s.the 1595 UK IPOs 250 were VC-
backed, 204 were PE backed and 1141 were ordiff®g.| PE-backed IPOs accounted for
12,8% of the volume and 21,7% of the amount raigddle VC-backed IPOs accounted for
15,7% of volume and only 9,9% of amount raised.réfoege, PE-backed IPOs are on average
larger companies in term of market capitalizatieompared to VC-backed counterparts and
other IPOs. Interestingly, a closer examinatioread®d that only 28 IPOs in the sample have
a market capitalization larger than £1 billion: &hem were not backed, 3 were VC-backed
and only one was PE-backed. PE-backed IPOs wegerlalso in term of operational
characteristics, for example, they were about touseven times larger than non-backed or
VC-backed IPOs in net sales and total assets.ditiesence anyway was not surprising since
PE and VC investors apply different criteria inithgelection of portfolio companies. He
analyzed the first-day percentage returns of theetlgroups from 1992 to September 2005.
He also highlighted the returns during 1999-2000adon bubble.

Exhibit 8: First-Day Percentage Returns for the Thiee Groups of IPOs

First-Day Percentage Returns for the Three Groups of IPOs

ALL NE vC PE
Average (equal-weighted) (%) 1&.6 211 14.9 .1
Average (valoe-weighted) (%) 9.9 0.8 £.5 5.7
Median (%) T3 74 8 6.3
Mormal peniod average (equal-weighted)y (96) [3.8 14.7 13.8 9.2
Bubble period average (equal-weighted) (%) 15.1 535 39.5 1.3
Standard deviation (%) 533.7 al.e 23.1 159
Proportion starting below offer price (%) 13.0 12.7 14.0 13.7
Average money left on the table (£m) 124 124 16.9 73
Total number of issues 1:595 [,141] 250 204

Source: Levis (2011)
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From the table it is possible to notice that fotalt percentage returns are consistently lower
for PE than for VC-backed and non backed, moredlherdot-com bubble amplified this
effect. It is important to notice that not only BBeked firms experienced a lower
underpricing than non backed firms, but also VCkedcfirms performed better. The lower
underpricing of PE-backed IPOs, both in equal- aaldie-weighted terms, is probably the
combined result of lower risk, more aggressiveipgcand PE group certification. A similar
figure emerges from money left on the table: fortiiEked IPOs it is much lower than for

other groups.

Levis’ study (2011) also reported the buy-and-radddormal returns for the sample calculated
until the earlier of the three-year anniversarytloé listing date, excluding the first-day
returns. The 36-month buy-and-hold abnormal retuame negative and statistically
significant, confirming the established patternavsktrage long-term underperformance. The
results, however, also reveal remarkable differencdhe long-term performance across the
three groups : non-backed IPOs have a consist@aiy performance, while VC-backed
performance is not statistically significant frorara. PE-backed IPOs outperform all three
benchmarks in the aftermarket.

Meles et al. (2014) confirmed Levis findings anahgza sample of 236 Italian firms (118 PE-
backed and 118 non PE-backed) showing that PE-Haftkes outperform their matched
firms over the post-exit period. The paper alstest that PE-backed IPOs (meaning buyouts
backed IPO) achieve positive and significant cutivgdaabnormal returns more than Venture

Capital backed and other non-backed IPOs, thatgadeas poor performers.

The superior performance of buyouts in IPOs areniyaelated to the leverage ratio used.
Buyouts IPOs are, on average, offered at reasonaddlmations, but due to the widespread
market perception of aggressive pricing by PE spanand the high debt ratios at the time of
the issue, these issues start trading at relativelglest first-day returns. Investors appear to
be taken by surprise by the robustness of theirabipg performance, the continuing
involvement of PE sponsors, and the marked reduci@ebt immediately after the IPO. The
realization of these aspects of their operationsntally leads to positive aftermarket

performance (Meles et al., 2014).

The result of Meles et al. (2014) regarding the fttat a firm with a higher level of debt is

offered at a reasonable price and resulting inveefo underpricing was also analyzed by

Barry & Mihov (2005), who compared the IPO perfonoes of VC backed firms and of

highly leveraged firms, using a sample of more tB&00 IPOs during 1980-2012. They
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found that the characteristics of firms with higivels of debt financing are consistent with
less uncertainty about the firm’s value than thiosimg backed primarily by VC. Concluding
that debt backing is associated with lower undempg, especially pronounced in periods of

high uncertainty.

Barry & Mihov (2005) went more deeply in understiangdthe differences between VC and
debt as major sources of financing and their peréorce after IPO. They found that VC
backed firms perform much better in the long ruantthighly leveraged firms do. They
explained this difference saying that, unlike veatoapitalists, the lenders do not generally
share in the upside of equity value from the congsarhat they finance, and so their
tendency is to provide financing to firms with cheteristics that make the lending relatively
safe: predictable cash flows, less volatility, acomparatively easier to value. These
characteristics tend to be associated with lessiatiah uncertainty, therefore, less
underpricing at the IPO stage. Those same chaistatermay be associated with lower
upside potential in equity value and hence lowagierm equity performance on average, in
contrast with VC-backed IPO firms that perform beth the long-run, on average (Barry &
Mihov, 2005). This again supports Meles et al. @0&vidence that venture capitalists
provide favorable long-term effects for the firntss confirming their widespread reputation

to be ‘buildwinners’.

This chapter has presented the Initial Public @ftem relation to a Private Equity firm, as a
way to divest its participation to a portfolio coamy. Beginning with the illustration of all the
main exit strategies for a private equity, contimquiwith the convenience for private equity
and the conditions influencing such ease for tH@ Heing discussed. The point of view of
the entrepreneur of the portfolio firm and his prefces were presented. Later the speed of
divestment after the IPO was discussed and finadlsious studies on PE backed IPOs
performance were illustrated. It was strongly pobtieat in the short period a PE-backed IPO
outperforms rivals that are non PE-backed, whilth&nlong run they have a general tendency

of underperformance.
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4. VALUATION AND PRICING PROCESS OF AN IPO

When the valuation of a firm is done in the contekthe initial public offering of the firm
itself, the aim is to contribute to the pricing pess. All the success of the operation and the
reputation of the firm with the rest of the comntynincluding all the stakeholders of the
firms (creditors, customers, employees, supplierslepend on the result of the valuation. In
addition in the IPO process, like in many othercesses (M&A, restructuring...) the

valuation is based usually on the multiples evadmatout with some peculiarities:

- Absence of a control premium, since usually foiria fgoing public not all of firm’s
shares are sold.

- Absence of potential synergies, which instead havee evaluated in a M&A process.

The Listing Guidelines of Borsa lItaliana (2004) maome considerations about the most
used valuation methods: multiples and discountesth @w methods. The multiples method
is considered particularly important in an IPO \aion, since it is synthetic and easy for the
comparison with other listed firms. In fact, mosttloe times institutional investors compare
the ratio of the IPO firms with the ones of otheblic companies in the same industry. It is
simple and obvious, if it is applied to a matureustry. But still, it has some problems:
firstly, the definition of comparable corporatioisssubjective, it is not a finer method to take
other companies of the same industry as referebeeause it is likely to have many
differences between firms in the same market segmeaarms of operations, risk and growth
potential, making it hard to avoid personal biascéhdly, even if a group of suitable and
comparable companies can be selected, differeneesisp in basic aspects between the
evaluated company and these companies (Wang, 2@i83ounted Cash Flow method
instead is widely used, and it is based on the tldatfirm value equals the discount of future
cash flow that firm can produce for stakeholdensisTmethod is considered fairly precise,
anyway it is fundamental to estimate precisely m@cyors, which could be complicated in

some cases (Wang, 2010).

Also Roosenboom (2012) concentrated his researttigriield. He found that, together with:
the multiples valuation and discounted cash flolsp alividend discount model has to be
taken into account. He found out that these theebrtiques have similar bias, accuracy and

explainability.

Concerning multiples methodology, Roosenboom (20fi#)nd that the most popular

multiples are price-earnings ratios, price-to-cdtdw ratios, price-to-sales ratios and
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enterprise value ratios. A fFirm’s estimated vakiealculated by multiplying the average or
median multiple of the peers group with the coroesiing accounting number of the IPO
firm. Data is usually forecasted for the currend ahe following year to calculate the

multiples. While underwriter select six comparaioiens on average.

Multiples are used in 87% of the cases, in 59.28&udilridend discount model to estimate the
equity value is also used, and economic valueadaluation is used only in 19,3% of the
cases. Underwriters sometimes use specific valuagohniques such as discounting sales,
discounting earnings, and sum-of-the-parts valuatihese underwriter-specific techniques
are used in 11.4% of the cases. Roosenboom (2@ paints out that different weights are
given to the valuation estimates deriving from eliént methods: multiples valuation has the
highest weight, followed by dividend discount model then discounted cash flow model.
The economic value added and underwriter-spetgfatiniques play a minor role. While

among different multiples, the price-earnings npldtiis the most important one.

The following analysis will concentrate on two madk. The first one is the Enterprise DCF,
which it remains the preferred method of practiéiaand academics, because it relies solely
on the flow of cash in and out of the company, eatthan on accounting-based earnings,
according to Koller et al. (2015). The second omdéhe multiples method, which is very
helpful in preparing a quick and insightful assesstof the firm.

4.1. Discounted cash flow method

Discounted Cash Flow (DCF) method is considered oheéhe most accurate way to
determine firm value, according to its capacitypodducing a level of financial cash flow
adequate to remunerate investors expectation (Bitebana, 2004). The praxis says that

capital value of the firm is the sum of:

- Actualized value of operative free cash flow themfiwill generate in the future
(Enterprise Value) discounted for a rate whichhe wWeighted Average Cost of
Capital (WACC)

- Consolidated net financial position expressed aketavalue

- Market value of activities not inherent with opangtactivities (surplus assets)

The formula can be synthesized as follows:

n

. Z Operating expected free cash flow; N Ve
B (1+ WACC)t (1+ WACC)t

+D—-M+SA
t=1
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Where:

E= is the market value of equity

n = number of years for the explicit forecast,

Vi=is the continuing value,

D= is the net financial position,

M= is the minorities value,

SA=is the surplus assets, so the value of nonatipgractivities.

Where the Enterprise value is defined as follows:

n

BV = Z Operating expected free cash flow; Ve
B (1+ WACC) (1+ WACC)t

t=1

Operating expected free cash flow (FCF) is the dhwsh available to all investors (equity
holders, debt holders and any other non-equitystors), so it is independent of the capital
structure. Consistently with this point, FCF arscdunted using a weighted average cost of
capital, so the WACC. The debt and other non equléyns on cash flow are subtracted from

enterprise value to determine equity value (Botaigaha, 2004).

Free cash flow, which is the measure of the cash generated by the operating activity of
the firm, so it does not account for financing and non-operating assets, is calculated as

follows:
FCF = NOPLAT + Non cash operating Expenses — Net Increase in Invested Capital

What is mentioned above as continuing valugig\also called terminal value. This concept
assumes that a certain level of cash flow will giavperpetuity at a certain established grow
rate. This avoids to individually forecast cashwiltor many years. The formula to calculate
it is the following.

_ FCF (t+1)
I~ wacc—yg

FCF(t+1) represents the estimated cash flow ingiaify. The grow rate here captures the net

total expectation about individual line items. Thi®w rate has a very important impact in
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the estimated value: the higher it is, the higlethe value, so it is really important to

establish a confidence regarding the assumpticers tasestimate it (Mils, 2005).

4.1.1. Weighted average cost of capital calculation

WACC is the average opportunity costs faced bystors for investing funds in the firm. It is
one of the most important values that have to bienated for the implementation of DCF
methodology. Since WACC must be used in the confed3CF, it must be consistent with its
other major component, which is the free cash tadeulation. This consistency requires that
WACC:

- Takes into consideration the opportunity cost fibikimd of investors that put funds
into the company, not only equity holders

- Weight the securities’ required return for its neriwveight, not for its historical book
weight

- Incorporates any financing benefits, such as istas shields, that are not included
in free cash flow

- Is computed after corporate taxes

- Is calculated in the same expectation of inflatadnFCF and also with the same

duration of securities

Starting from these considerations the formulaltess follows:

D E
WACC = - ka(1 = T) + 3 ke

Where :EEV Is the portion of debt using market values %Eq/dnstead is the level of equityg k

Is the cost of debt,cks the cost of equity and,lis the marginal tax rate (Koller et al., 2015).

Cost of equity calculation

“Cost of equity is the rate of return investorsuieg on an equity investment in a firm”
(Damodaran, 2002). It can be determined using @lapgset Pricing Model, through riskless

rate and a risk premium, as follows:
Expected return= Riskless rate + Beta(Risk premium)

Risk free rate is estimated looking at governmegfadlt-free bonds. Ideally each cash flow
should be discounted using a government bond wighsame maturity. Actually few times
each FCF is discounted matching it with the riskefrate of the related maturity, and

normally a single risk free rate value is used.c8IDCF valuation is done in a long term
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perspective, it is a good idea to not use shom teeasure bill to determine the risk-free rate:
short term risk free rate usually is lower than lineg term one, since investors when short
term matures can reinvest at higher rates (Kotlet.e2015).

Market risk premium is the difference between masgpected return and risk free rate,
unfortunately it is unobservable so it has to beneded. There are several methods to

estimate it;

1. Measuring and extrapolating historical returns.sTimethod starts from the idea that,
if level of risk aversion hasn’t changed over tinmstorical returns should be a
reasonable proxy for future returns. Koller et(@015) suggest to calculate market
risk premium over long term government bonds, theiter match duration of firms’
cash flows, and to use the longest time intervasjime, to find a stable market
premium. This is valid only if market risk premiumstable, but if there is a premium
change is better to use a smaller period. Finglly important to convert into average
long date intervals, such as creating annual nusniséarting from a ten-years
observation.

2. Using regression to link current financial ratias éxpected market return. This
methodology starts from the idea that market ris&npum is predictable using
observable variables, such as financial ratiosoowdrd looking estimation models,
for instance as follows:

Dividend) be

Rm—rf=a+,81n( Price

This method was demonstrated to be reliable, bt dadrawback: market risk
premium can be negative, so investors ask to baroad to keep in their portfolio a
risky asset.
Moreover regression ignores that dividends depentheir expected grow, and that
they are just on form of corporate payout.

3. Using forward looking models. Since stock priceueais the present value of its
dividend, assuming that they are growing at a @oristate, we can re arrange the

perpetuity to calculate expected market risk premiu
__ Dividend

Dividend yhat converts intok, = + g. Once cost of equity is

ket g Price

Price =

calculated, using risk free rate and beta estimatids possible to know market risk

premium.

60



According to Koller et al (2015) an appropriategarior market premium is between 4.5 and
5.5., even if financial crisis has increased dracally risk premium to 6,8 in 2007 and 7,8 in
2008.

The beta measures how much the stock and the enéirket move together. According to
KPMG(2014) it expresses the degree to which thepamy's specific risk is comparable to
market’s risk. Also beta cannot be observed diyeatid has to be estimated. To do this, the
starting point is using the regression. The moshroon regression to estimate beta is the

following market model:
Ri=a+ PR, +¢

Here stock return is regressed against marketmreftine slope represent the beta, which
usually ranges between 0 and 2. According to Kadleal. (2015) raw regression should be
based on monthly returns, to avoid the systematicision of short term biases. It should also
contain at least 60 data points (5 years of montebults), in this way it could take into

consideration any systematic changes in a stotks Market portfolio should be estimated

with a very well diversified market portfolio, tov@id any distortion due to market bubbles
(Koller et al., 2015).

On this point KPMG (2014) report the existence adny difficulties in determining the
historical beta factors: for example, the cash gaimgy units are not listed on the stock
market so they cannot be individually estimatedpractice, in situations where the beta for
single cash generating units need to be calculdistdd peer groups that best reproduce the

operative risk of the CGUs are employed.

Beta estimation done with raw regression has tantggoved by deriving an unlevered
industry beta and then re-levering the industryalietthe company target structure. Since
companies in the same industry face similar opsgatisks and so have similar operating
betas. Anyway using the simple industry medianvarage does not consider the leverage:
company’s beta depends also on financing risk,amby on operating risk. To remove the
effect of leverage it is possible to use the theafiyModigliani and Miller, who say that
weighted average risk of company equals the weibaterage risk of a company’s economic

assets:

4 N Vixa D N E
Vu+Vtxaﬁ“ Vu+Vtxaﬁtxa_D+Eﬁd D+E

Be
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When the debt is not that high it is possible tsuase that the beta debt is equal to zero. In
this case, with some calculation, the equation tmasothe following:

pe=pu(1+7)

This equation can be used to convert equity bet@sunlevered betas: for each competitor
firstly it has to be regressed the equity beta WitlS regression, than with the above formula
the beta unlevered is found, finally the averageaisulated. Finally the unleveraged industry
beta can be re-leveraged with firm’s debt-to-eqatyo (Koller et al., 2015).

Estimating cost of debt

Cost of debkp is estimated as the average medium-long term mietbof tax effect (Borsa
Italiana, 2014). For firms with bonds that raraigde, ko is calculated in an indirect method.
Firstly it has to be determined the company’s dresting on unsecured long term debt. Then
it has to be determined the yield on a portfolidonig-term bonds with the same credit rating.
The determination of credit rating is usually ddneprofessional rating agencies, that will

examine the most recent financial ratios and firmirenment (Koller et al., 2015).

Moody’s (Tennant, 2007) suggest the use ratiosghvare a good foundation to start a rating
analysis. After ratios’ analysis Moody starts agsqualitative forward-looking analysis and

also takes a deep look at industry’s variation.

Financial data must be of the most recently avkildiscal year-end filings. The metrics
studied include measures of coverage, leveragé, ftas-to-debt, profitability and revenue
stability, and are the following:

Exhibit 9: Ratios explanation

Ratio Explanation

EBITA/Average Assets EBITA/Average of Current and Previous
Year Assets

EBITA/Interest Expense

EBITA Margin EBITA/Net Revenue

(FFO+Interest Expense) /Interest Expense Free Cash Flow from Operations + Interest

Expense) /Interest Expense

FFO/Debt Free Cash Flow from Operations /(Short-
Term+Long-Term Debt)
RCF/Debt (Free Cash Flow from Operations —
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Debt/EBITDA

Debt/Book Capitalization

Operating Margin

CAPEX/Depreciation Expense

Revenue Volatility

Dividends)/ (Short-Term+Long-Term Debt)

(Short-Term+Long-Term Debt)/EBITDA
(Short-Term+Long-Term Debt)/ (Short-

Term+Long-Term Debt+Deferred

Taxes+Minoirty Interest+Book Equity)

Operating Profit/Net Revenue

Capital Expenditure/Depreciation Expense

Standard Deviation of Trailing Five Years of
Net Revenue Growth

Source: Tennant, 2007

Moody'’s, using its database, created a classifinafor each ratio of the ranges for each

rating category. The result is the following:

Exhibit 10: Rating by ratios

EBITA/ Operating EBITA EBITA/ (FFO + IntExp)/ Debt/

Debt/

FFO/

RCF/

CAPEX/

Average AT Margin Margin IntExp IntExp EBITDA BookCap Debt NetDebt DepExp Rev Vol
Aaa 15.3% 14.9% 14.8% 17.0 15.5 0.9 11.7% 17.3% 96.3% 1.6 5.6
Aa 15.6% 17.0% 17.5% 13.7 15.5 1.0 32.5% 68.4% 35.4% 1.4 4.4
A 12.5% 13.8% 15.2% 8.2 9.6 1.7 39.1% 43.8% 38.7% 1.3 5.5
Baa 10.1% 12.6% 13.9% 5 6.6 1.4 44, 8% 9.2 7.7k 1.2 7.2
Ba 9.6% 12.2% 13.4% 34 4.7 33 53.5% 11.8% 20.0% 1.2 10.7
B 7.3% 8.5% 9.4% 1.5 .6 5.0 T0.2% 12.0% 11.7% 1.1 9.2
Caa-C 2.0% 1.6% 2.4% 0.3 1.5 6.3 92.5% 4.3% 4.6% 0.9 11.1

Source: Tennant, 2007

4.2. Economics Profit method

Economics profit technique measures the value edeby the company in a single period

(Koller et al., 2015). This method is very usefirce, if it is applied correctly, leads to the

same valuation of the DCF method so it can be asetlway of checking if DCF method was

calculated correctly. It is defined as follows:

Economic Profit = Invested Capital X (ROIC —WACC)

SinceROIC =

NOPLAT
Invested Capital '

equation can be written as follows:

Economic profit = NOPLAT — (Invested Capital X WACC)

This methodology can be used to value a compangguivalence with DCF technique, as

follows:
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Economic Profit,
WACC — g

Valuey, = Invested Capital, +

Here it is possible to value future economic praith a growing perpetuity:

[ee)

Valuey, = Invested Capital, + z

t=1

Invested Capital,_; X (ROIC; — WACC)
(1+ WACC)!

This demonstrates that if expected economic pisfitero, the value of operations equals

invested capital.

Economic profits usually are explicitly forecast fi0 years; the remaining years are valued

using an economic-profit continuing-value formula.

IC, x (ROIC, — WACC) ICy X (ROIC,, — WACC) | cv
(1 + WACC)? (1 + WACC)™® (1 + WACC)®

Value, = ICy +

NOPLAT,, = NOPLAT;, X (1 + g9)

EP,, = NOPLAT,, — (WACC — ICy)

9 _
oy By NOPLAT x (rox7e) X (RONIC = WACC)

= X
WACC WACC x (WACC — g)

In the continuing value formula RONIC must equattiiical ROIC in the continuing-value

year.

4.3. Valuation through multiples

Much of the literature on IPOs suggest that, fduwvg IPOs, an important point is comparing
the operational and financial performance withdhe of the other public firms in the same or
similar industry. Valuation is factored with markeatios, with some firm-specific
adjustments. Many market multiples can be usetlercomparable firms approach, including
industry-specific ratios. Anyway there is not alrekear answer about which is the best
multiple to be used.

4.3.1 Multiples choice and calculation
Theoretical models draw the relevance of price amiags (P/E) and market to book value

(M/B) ratios. P/E ratio is implemented by capitadz the earnings per share (EPS) of the firm
under consideration at the average or median pra@ings (P/E) ratio of comparable
publicly traded firms. If earnings forecasts araikable, these are commonly used for the
comparables. Other market multiples, such as m#oklebok, price-sales, price-operating
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earnings, enterprise value-to-sales, and enterpradee-to-operating earnings ratios, are
sometimes employed. P/E ratio can be used in tfferent ways: comparing it with the one

of a random firm from the same industry, or usiniyra in the same industry with the most

similar ten-year average growth rate of earningdatt it was proven that there is an high
relevance of long term growth, while short termvgito and risk are less important. The
second way has proved to be the most accurateomNgtgrowth is considered relevant, but
also dividend payout and size of the firm (Kim &tter, 1999).

Choosing the comparables is fundamental in usiegRIE valuation: it was proven that
selecting comparables by industry with the thregtali SIC code is relatively effective (Kim
& Ritter, 1999). Although, SIC codes are frequenilyed to classify firms by industries,
unfortunately they are not without problems. Thenbar of multiproduct firms and the
prevalence of diversification strategies make diassion by product difficult and sometimes
arbitrary. Moreover by restricting our comparali@$éirms in the same SIC code, valuation is

subjected to the arbitrariness of these classificat

Also Koller et al. (2015) highlighted that it is jportant to keep in mind this problem. They
said that it is fundamental to understand whichtlaeeexact industries where comparables are
operating: many times it happens that companiesatgpen many sub industries whose
product areas vary a lot in terms of competitivaaiyics. So, also return on invested capital
from the various sub industries changes signifigarieading to substantial variations in

multiples. At the end each business unit will heifeerent multiples.

Koller et al. (2015) also pointed out that it isestial to have as a denominator to forecast
profits, preferably normalized for unusual itemather than historical profits. According to
them, it is much better to use forward earningsreges, because they usually have a lower
variation between pears, leading to a narrower @asfguncertainty in value. Koller et al.
(2015) in fact, said that for the same group ahfir the backward looking P/Es ratio ranged
from 12 to 28 times, while looking at enterprisdueato projected EBITA of next year
variation ranged from 12 to 17, and going to a fiear estimation, variation across
companies disappeared. Moreover, forward-lookingltiples are consistent with the
principles of valuation: in fact the idea is valgithe cash flow of the future, more than
looking at backward-looking multiples. Forward-laax multiples also contain future
expectation, so they are better multiples tharoties created with historical data. Koller et al.
(2015) pointed out that in IPO multiples based anec¢ast earnings outperformed those based

on historical earnings.
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Many websites and newspapers use price-to-earrohdast the 12 months as a ratio to
analyze a firm’s value. Koller et al. (2015) regsahat it is much better to use as multiple net
enterprise value (EV) to EBITA or NOPLAT. The uek this measure rather than P/E
eliminates the distorting effect of different capbistructures, non operating assets, and non
operating income. So any items that are not udefstimate a firm’s ability to generate
cash flow in the future is eliminated. The pointaebiding P/E ratio is that this mixes capital
structure and non-operating items, with expectatwioperating performance.

Koller et al. (2015) also found out that it is inmfant to use EBITA or NOPLAT, which are
much better than EBIT or EBITDA. They explain tHaBITA is preferable to EBITDA
because when a company purchases a physical askedsequipment, it capitalizes the asset
on the balance sheet and depreciates the assatlfatime. Since the asset wears out over
time, depreciation has to be included in operatmxgenses, as a rough proxy for the
deterioration of that asset and saving futuretahppenditure required to replace the asset.
This is a very important proxy to include becausefirm will face the capital expenditure in
the future and will use that cash flow to replaee eéquipment. If we try to understand why
EBITA is more adapt than EBIT, Koller et al. (2018fates that organic investment in
intangibles such as new customer lists and prolastds are expensed and not capitalized.
Then, when the acquired intangible loses value get replaced through additional
investment, but the investment is already expereaad the company is penalized twice: once
through amortization and a second time throughvestment. Using EBITA avoids double-
counting. Now let us consider the differences betweBITA and NOPLAT in the multiples
valuation. It happens many times that EBITA is usedtead of NOPLAT because EBITA
does not require the calculation of operating taxdsch differ a lot from reported taxes, and
need to be calculated with care. Moreover, EBITArkgowell when peer groups have the
same tax rate or operate within a single tax justgsh, but when tax rates are different
NOPLAT is a better measure.

There is a general consensus that for the EV/EBd&l&ulation it is important to adjust the
multiple for non operating items, that are embeddefiBITA. Consequently, to calculate the
nominator it is important to exclude non operatitems. That is why many times EV is
called “Net” Enterprise Value. The general ruless#lyat any non-operating asset that does
not contribute to EBITA should be removed. Thisludes excess cash and market value of
non-consolidated subsidiaries, but also excessesate, other investments, and the market
value of prepaid pension assets. It also includgstdand equity claims such as minority
interest, unfunded pension liabilities and employets.
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Referring back to the choice of the right peer grahe common practice is to select from 8
to 15 peers and take the average of their multifleseasonable valuation anyway requires
judgment about the companies and if their multipdes truly relevant. Also Koller et al.
(2015) points out that identifying comparable frmsing the SIC code (Standard Industrial
Classification) or the GICS code Global Industraglification Standard) could be dangerous,
because classifications often are too broad, should be used only as a starting point.
Another approach could be to use the peers grooypided by the firm, but too often this
represents more an aspirational group than a gobupuly comparable firms. Koller et al.
(2015) suggests using a smaller group of compagalileat actually compete in the same
markets, with similar products and services.
Even for companies that compete head-to-head theght be relevant differences in
performance that justify differences in multiplé®r example both ratios, EV/EBITA and
EV/NOPLAT depend on growth, ROIC and WACC. If orfdltese variables varies between
the firms, than multiples must be different. Morepwhile WACC is often similar between
competitors, this is not true for growth and ROiW@ich depend a lot on specific firm’s
characteristics. To avoid a misleading valuatioe thu these variables, a firm’s multiple is
usually compared to the average multiple of peengamies, but it is much better to use a
smaller sample with similar performance. A compree approach should imply that, once
the list of comparables and their measured multigee collected, some issues must be
analyzed to understand why there is a variatiomuttiples. It is important to understand if
some firms have superior products, for exampletebetccess to customers, economies of
scales, recurring revenues or other kind of strat@dvantages that translate to superior ROIC
and growth rate. In this case better-positionedpanmes should be traded at higher multiples
(Koller et al., 2015).

4.3.2. Usefulness of comparable firm approach

Under the comparable firm approach, the worth adrapany is determined by capitalizing an
accounting measure with an average price-multigldirms with similar attributes. This
approach works when a group of comparable firmtexiBhe approach is relatively easy to
implement in highly populated and traded stock raewkas in the US, where appropriate
comparable firms are readily available, but it & B0 clear if it works in a less populated
market (How et al., 2007).

How et al. (2007) analyzed the Australian equityrketito understand whether there is a
positive association between the price multipletP@ firms and those of comparable firms.

The Australian market is particularly adequatetfos analysis for three reasons. Firstly, in
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Australia, some industries contain only a few conmgs and firm’s characteristics vary
considerably, so it can be difficult to find comalale firms. Secondly, the disclosure regime
in Australia makes it easy to have useful informatsuch as earnings forecasts, surely more
valuable than historical earnings, to calculategmultiples based on forecast of earnings.
Thirdly in Australia the fixed-price offerings atgpically used: so, while with the road-show
and the bookbuilding mechanism the offer pricedpisted to market demand step by step,
with fixed price regime the price is established dosignificant period of time. Based on a
sample of 275 Australian industrial IPO firms, th@wpved that comparable firm approach is
useful for the IPO pricing. They discovered thaDIprice multiples are positively associated
with comparable firms’ multiples. Without adjustngnPO price-earnings (P/E) and market-
to-book (P/B) multiples based on management fotecak earnings, and book values of
equities provided in prospectuses are strongly céastsnl with the average P/E and P/B

multiples of two comparable firms (matched on indysyrowth and size).

This results are in contrast to Kim & Ritter (199@ho say that comparables approach has a
modest usefulness without further adjustments,thigt difference can be attributed to the
unique institutional feature present in Australldney add that comparable firm approach
works better when the average of two firms' mudtsphre used in a less populated market
such as Australia, and also Kim & Ritter (1999) Haat in average, the multiples apply better
if the spread in comparable firms’ multiples is Ew So, using more firms with greater
variation in price multiple does not result in gtbevaluation. To summarize, according to
How et al. (2007), by using the adequate earningschsts of the competitors to calculate a
comparable firm’s multiples and using the multiplleat have the lower spread, it is possible

to obtain a firm’s value, that maximizes IPO retirn

4.4. Valuation and pricing process in an IPO

In the case of an IPO, the valuation starts withftfst pitch with the firm and it is the result
of a continuous analysis and verification. Therefaraluation is an integral part of the due
diligence. When a fair value is estimated, the atun should start to take into consideration
the investors’ instructions, as well as the stockkat trends and potential liquidity of the
stock to determine an IPO discount, that maximtheslevel of demand and leads to a good

return on investment for who invests in the firnmridg the placement.
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The phases of the value determination processeaitied in the following graph.

Exhibit 11: Value determination process

Time

2-3 days before listing

Pricing
Bookbuilding 2 weeks before listing
_Pn_e—marke_ting, 1 month before listing Pre-marketing
preliminary price range
e listing
Due
o o i o diligence
Due diligence and preliminary 2-4 months before listing
valuation review
Preliminary valuation 1¥ meeting with }Pitch
the company
-

Value

Source: Borsa Italiana (2014)

Acoording to the Listing Guidelines of Borsa Italga(2014) the process of examination is

divided into four phases, which start from a wideok, to achieve a more detailed

examination and to a narrower determination ofgrithese phases can be summarized as

follows:

1. Pitch.

In this phase, the firm chooses the intermediaoieshe listing. Investment banks
present a proposal, which also includes a firmlsatgon, which is usually very rough
compared to the ones that will be done in the ¥alhg months, since it does not

include a detailed knowledge of the business phahthe results of the due diligence.

. Due diligence.

The investment bank analyzes the business plaprapbses a range of values for the
firm. This valuation accounts the business degaith as future trends in the reference
market, strategic organization of the firm and aumstbility of main hypotheses. On
the other hand, it does not account for IPO dist@mu information coming from
possible investors. This Valuation Document is paftthe listing application

submitted to Borsa Italiana.

. Pre-marketing.

Investment bank carries a survey on institutiomslestors and collect preliminary
independent valuations published by the bank ofitisétutional consortium. With

this new information the investment bank definesraicative price range and meets

69



with the issuing firm. They define together a prniaage and a maximum price, which
will be the reference for the collection of ordeby institutional investors
(bookbuilding process).

4. Pricing.
After the publication of the prospectus a road showinstitutional investors and a
promotional campaign for the general public willghe This helps gathering
declarations from institutional investors of m@st to buy at a certain price. The offer
price is then determined by taking into consideratihe number of shares requested
for each price. Also, investors characteristics talen into consideration, such as
portfolio management strategy, investment poliaytiplio size and market sector of
interest, etc . With this information, a final prics determined to effectively allocate
shares to institutional and retail investors, lagvalso part of the demand unsatisfied

to increase interest in buying and to support sfmrtormance in the market.

4.5. From value to price : voluntary price discouts
According to Roosenboom (2012), underwriters eshldhares value using many valuation

techniques, where fair value is just an ex-antenesé of the market value of the IPO.

Exhibit 12: IPO valuation and pricing process

Multiples

valuation

Dividend "'f'. Delibu:me +/+ Price update +/+ Underpricing
discount model prce discount

valuation
Discounted cash Fair value Preliminary offer Final offer price First day market

flow valuation » estimate Fy price Y Y, price
Economic value
added valuation Indications of investor
demand from
roadshow/auction

Analyst-specific

valuation

e St M gt
N il
IPO valuation process IPO pricing process

Source: Roosenboom (2012)
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After the underwriter has determined the fair valiging the several techniques presented
before, he applies a deliberate price discountrtveaat the preliminary offer value. This
intentional price discount equals 18.2%, evaluaitetthe mean and the median. The deliberate
price discount is often advertised in the undeerwrieport. For example: “The preliminary
offer price offers a substantial discount from d¢air value estimate. We therefore issue a
strong buy recommendation for this stock”. Thiscaculated before the underwriter learns
about investor demand for the IPO. On averagentimmum tender price for IPO auctions
and the price range for book build IPOs are chdsenweeks before the shares start trading
on the stock market. Then the underwriter colléetsrmation about investors’ demand for

the shares, and the preliminary offer price is sigjd to arrive to the final offer price.

Equilibrium market value is determined as the numdfeshares outstanding after the IPO
times the market equilibrium price at which sharassact. Roosenboom (2012), analyzing
his sample, found that average market value is eltloer average final offer value. Therefore,
investors earn a return by paying a lower stockepthan the full information equilibrium

market price.

Many authors pointed out that price discount wdpdnd on many factors. Some factors are
associated with the need to discover an investtgimand: discount makes it profitable for

them to reveal their interest in the share. Othetdrs are associated with compensation for
the risk taken by investors, who bid on an unkndéwn, so they have to be rewarded in some

way for this additional risk they take.

Roosenboom (2012) went through this analysis andcheally confirmed that one reason of
value discounting is to induce investors to diselogormation about their actual demand of
IPO shares. Underwriters are willing to make suidealint because investors will be more
likely to bid up the price during the bookbuildipgocedure, and, if demand is positive, then
the price will be updated positively. In this wayderwriters also expect to recoup the price
discount given to investors: with such a simple huodt they expect to gain precious

information about market valuation of the IPO finwith a very low cost operation. However,

it is important to emphasize that only part of thecount is recouped through price updates
during the roadshow, the remaining part is not wped and results in higher returns for
investors. What is important for our study is th@s underlines that the major reason for
discounting stock value is to foster investors’ deoch Of course, this is not an unique

motivation.
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Roosenboom (2012) said also, that price discoulpisiie compensate investors for the risk

they take, this is confirmed by many authors astitutions.

According to the Listing Guidelines of Borsa Italga (2004) discount is justified in the
following way: it would be preferable to buy shamsa firm with similar characteristics,

similar risks already quoted in the market, a knosquity story, a management already
recognized in the financial community, and an oNéoaver information asymmetries than a

firm that is going public for the first time.

In addition, Chahine & Filatotchev (2008) have camicated on information asymmetries in
IPOs, between insiders and small investors. Thogestors anticipate the costs deriving from
this asymmetry and price-protect themselves arsll#aids to IPO price discount. They said
that the cost can be reduced by two kind of firgnals. On one hand, firms can disclose
strategic information in issuing documents, bus ikia very risky option, since it may lead to
reduction of a valuable competitive advantage. @a other hand, IPO firms can use
governance parameters such as board charactetessamnal their value and ability to reduce
managerial opportunism. Corporate governance pdeasdike board independence, may be
a good signal of a firm’s value and thus reduce tR€zount. . They verified this using a
sample of 140 IPOs in France. Results say thaeasing information disclosure IPO firms
can reduce information asymmetries and thereforggate the costs associated with adverse
selection problem. However, in this way they codisclose too much information and this
could be viewed as putting the strategic advantdgbe firm in a risky position. Moreover,
they suggest that investors may become skepticaltathe willingness of manager in
disclosing so many information. They also point th#t different types of information have
different values for informing investors: informati about human resources or the risk that
the firm is facing are effective in reducing infation asymmetries, while information about
marketing, R&D and technology might induce investty think that the disclosure of this
proprietary information may harm firm’s competitiaelvantage. On the other side, board
independence has a positive effect on IPO offereprinvestors may think that the board
independence may reduce agency costs associatedaserse selection and moral hazard
problems in IPO firms (Chahine & Filatotchev, 2008)

In a latter work Chahine & Filatotchev (2011), aizald if audit and non-audit fees have an
importance in affecting investors’ evaluation of irm. They found that audit fees may help
to reduce information asymmetries associated with PO while non-audit fees add

uncertainty to the quality of earnings. Therefdree IPO firm’s managers and early stage
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investors should carefully evaluate costs and ksneff engaging their auditor, in
consultancy-related services: they could resubhamrming the stock market performance of
the firm. They went even further, to say that asditvices do not work in isolation: a firm
that has paid audit and non-audit fees and tha¢ ladso independent board’s members or
members of the audit committee with higher finah@ad accounting expertise have a
negative association with underpricing. Hence cieelibility of services provided by external
auditors, may be reinforced by the credibility ofernal governance mechanisms, reducing

the need to use large price discounts on the IR@.pr

Another, very important way to reduce investor iis that an IPO firm should the right
underwriter. Roosenboom (2012) said that it seeha &n underwriter with a higher
reputation usually practices lower price discoutiis could result from the fact that this kind
of underwriter has a higher market share, so tlweyal need to offer larger price discounts to

attract investors, but they uses their reputatiocettify quality of the IPO firm.

This was already pointed out by Carter and Mand4®@90), who studied this phenomenon:
they argue that IPO price run-up compensates ®uttinformed investors that are at risk of
trading against superior information. Anyway, ump@ing is costly for the issuing firm,
therefore low risk firms attempt to reveal theiwloisk to the market, making it unnecessary
to underprice. One way to do this is selecting mwd&ers with high prestige. They supported
this thesis observing a sample of 501 IPOs betw®&® and 1983. Prestigious underwriters,
to maintain their reputation, only market IPOs @ivirisk firms. As a result, a signal in the
form of an underwriter reputation is provided t@ tmarket. More in detail, they found a
significant negative relation between underwriteastige and price run-up. They also found a

negative relation between prestige and magnitugioé run-up.

Concerning underpricing level, Roosenboom (2012)néb out that older companies are
associated with lower level of underpricing, whhe technology industry is associated with a
higher level. Other firms’ characteristics seem have no affect, significantly, on
underpricing. Also firms that are forecasted torbere profitable are not subject to high
discounts: it seems that investors are attractethéexpectation of having a high profitable
firm in their portfolio, for the future. Then thendension of the discount depends also on the
financial structure and on management track rechiat. to forget that the equity market
conditions, the situation of the industry where fia operates, the competitors situation, the
tracking of other shares quoted in the recent petize general economic conditions and the

level of trust of investors can all influence thsobunt.
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So part of the underpricing seems to be assocwitd a compensation for investors to
disclose their demand for the IPO firm, anothet pestead, depends on the intentional price

discount to compensates the risk that investoms itaknvesting on an unknown firm.

4.6. Accurancy of the valuation methods in IPOs
Roosenboom (2012), after presenting the methodsthdrequently used to calculate an IPO
firm’s value, he went further in the analysis aradcalated signed prediction errors of each

valuation technique as :

(estimated value — equilibrium at market value)

(equilibrium market value)

Assuming an efficient stock market, these predicBorors capture the bias that is associated
with the different methods. He found that most mdthare associated with positive average
prediction errors. This suggests that underwritev@restimate market values ex-ante.
Comparing the different value methods he obsertd the comparable firms/transaction

multiples method is the least biased valuation webth

One of the reasons for this overvaluation could that this gives the possibility to
underwriters to offer a larger discount to investdrater in this chapter it will be pointed out
that the value discount is recouped only partiddhpugh price bids up by investors.

In the second part of his research, he investigatbedther s firm’s or an industry’s
characteristics change the biases and accuradyeo¥dluation. More profitable IPO firms
show less biased valuations. Higher reputation mwndters are associated with lower bias for
most of the valuation methods. Moreover, underwgiteem to more accurately value older
companies with established track records, butese &ccurate when the stock market is more
volatile. There are no other firm’'s and offer's daeristics besides company age,
underwriter reputation and pre-valuation marketatibty that can consistently explain the

cross-sectional variation in accuracy.

The underwriter decides which methods are apprigptaavalue the IPO stock and which are
not. For example, the difference between the sigmediction error of the multiples method
and the dividend discount model could be causeddmpanies for which the underwriter

uses the multiples method but not the discountedeind model.

Roosenboom (2012) calculated also the absoluteigbi@d errors, which measure the

valuation accuracy of the different systems:
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(estimatedvalue — equilibrium market value)

equilibrium market value

In the sample he found that multiples valuatiorhtégue has the lowest average absolute
prediction error and the highest accuracy, whike ésonomic value added method has the
highest average absolute prediction error anddiwedt valuation accuracy, from additional
considerations it results that multiples approaod ¢he discounted cash flow valuation

perform equally well.

Roosenboom (2012) also analyzed explainabilitythgoability of values estimates to explain
cross-sectional variation in equilibrium marketues. He found that dividend discount model
has the highest explanatory power and the econwvaiiee added method is associated with

the lowest explanatory power.

Roosenboom (2012) investigated whether underwrgarnsimprove their valuation estimate
when using different valuation methods togetheingighe three most popular techniques for
which we have sufficient number of observations I{ipkes valuation, the dividend discount
model and the discounted cash flow model): addingadditional method increases the

explanatory power of the model significantly for@mbinations.

4.7. Long-run performance of IPO

According to the Listing Guidelines of Borsa Ital&(2004) a more prudent valuation could
be more profitable in the long run than a very pesivaluation due to very favorable market
conditions. Considering that in the long run thaiggmarket will discount every expectation,

it is important that valuation does not incorporatg short run positive courses in the market.

Also Purnanandam and Swaminathan (2004) analyzestheh IPOs pricing in relation to
their fair value. They computed IPOs value usingltiples such as price/EBITDA,
price/sales, price/earnings of non-IPO industrypedd by comparing their enterprise value
and offer price. From their analysis it resultedttiPOs are systematically overvalued at the
offer price relative to peer firms. In a sample26D0 large capitalization IPOs from 1980 and
1997 the median IPO is overvalued, compared tosingupeers by about 14% to 50%,
depending on the matching criteria. A match doneusing industry, sales and profitability
resulted in overvaluation of 50%. By adding thealgst earnings growth forecasts,
overvaluation decreases at 33%. If match is domgwith analyst earnings growth forecasts
overvaluation is about 14%. This suggests that IR@stors may focus too much on
optimistic earnings growth forecasts and too littteprofitability in valuing IPOs.
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The overvaluation result is inconsistent with thetion of underpricing that is widely
discussed in the literature, presented also irpteeious paragraph, but it is consistent with
the long-run underperformance of IPOs. Going furtimetheir analysis Purnanandam and
Swaminathan (2004) showed that overvalued IPOsig@o%% to 7% higher returns than
undervalued IPOs on the first day after the IPQ,2096 to 30% lower long-run risk-adjusted
returns. This result suggests that the procedurdisiinguish undervalued and overvalued
IPOs is reasonably correct. From this result, iélso possible to say that overvalued IPOs
have lower initial sales, lower EBITDA and lowemofit margins, but higher first-day share
turnover, higher overallotment, higher analyst esys growth forecasts. The key differences
with undervalued IPOs have to do with profitabilagd expected growth. Overvalued IPOs
have lower current profitability, but higher expsgttearnings growth. Ex post projected that a
high growth rate does not materialize . In gendpPaltnanandam and Swaminathan (2004)
found that IPO investors pay too much attentiomgtimistic growth forecasts and too little
on current profitability, giving rise to overvalimt at the offer price. Eventhough,

concentrating less on optimistic forecasts woukllgavoid misevaluations.

Regarding long run IPO underperformance Miller (@®assumed that investors have
heterogeneous expectations regarding the valuatioa firm, but only investors that are
optimistic about IPO value buy the stocks. Overetiras the variance of opinions decreases,
the marginal investor's valuation will converge &ds the mean valuation, and its price will
fall. This argument works better when the floatsmall and not too many investors are

required. This is consistent with the drop in sharee at the end of the lockup period.

This chapter concentrated on valuation and prigragess of the IPO firm. The most used
techniques to investigate firms’ value were firgihgsented: DCF, the multiples analysis and
Economic Profit. The IPO pricing steps were thezspnted next, and the reasons of the price
discounts were discussed. Finally, the accurachade techniques in relation to IPO value
was analyzed, presenting Roosenboom (2012) analitsiesulted that underwriters on
average overvalue IPOs, for many reasons: to repaap discounts offered to investors, or
for high forecasts of profitability that usuallyasds around. This, together with distorted

investors’ expectations, leads to an average langinderperformance of IPO firms.
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5. THE TECHNOGYM CASE OF STUDY

5.1. Firm’s history

Technogym was founded in 1983 in Cesena (ltaly)nMRerio Alessandri started to project
his first machine for training. From the beginning worked in strict collaboration with the
brother Pierluigi. They started to operate in f#mesector producing machines with an

extreme attention for product design and for inctdgrevention.

In the first half of Eighteen’s fithess sector wast a niche in Italy, and gyms were attended
mainly by bodybuilders. The founders understood, tta improve their business, it was
fundamental to make their machines more technadb@iod functional and to push to make

the fitness world more spread in the public, prangpthe idea that exercise benefits heath.

In 1984 Nerio Alessandri introduced a new line abducts, completely innovative for the
Italian market: a line of isotonic machines. Thegra&vextremely simple to use and facilitated
the training of specific muscles. With this linegrbducts, the business started to operate at a

national level.

In 1986 Technogym S.r.l. (a limited liability compg was founded. In the same year the
first machine for home was launched, and its atieg campaign increased the firm
visibility and notoriety in the Italian market. THem kept on investing in research and
development of new fitness solutions, thanks toiisétution of a research centre, where it
combined competences of engineering, biomechasjsit medicine, new materials and

electronics.

In the Nineteen’s fithess market has increaseplapmularity and so the number of competitors
spread. To face this increased competition Techmogtarted to produce also machines
linked with the culture of movement, supporting tlea that making exercise increase the
psycho-physical wealth: in this period Technogyartsd to present itself as “The Wellness
Company”, moving from the concept of fithess to tteacept of wellness. In this period
Technogym also launched a line of product for ptgisiehabilitation, opening the new line
of business of medical products. It also startedperate in the cycling sectors and created a
complete software to manage the entire traineesthiipe person. In the end of the Nineteen’s
Technogym operates in 60 countries in the workhegating a relevant percentage of its

turnover abroad.
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In years 2000s Technogym started a phase of growmgver and consolidation of its image
at an international level. The new line launche@®00 started also to be commercialized in
the US. In the same year the firm became alsoffi@ab supplier of the Paralympics Games
of Sydney, starting a collaboration with the Olyogpand Paralympics games that continued
also for Athen 2004, Pechin 2008, London 2012 ammdde Janeiro 2016. The presence in
this international events has increased firm netgrat the international level and amplified

the possibilities of building relationships withospve federations.

In 2012 new digital platforms Technogym Ecosystemd &ywellness came to life: they
allowed to maintain the contact with final usersl gmofessional operators and to obtain an
higher personalization of the traineeship programisis has permitted to augment the
possibility of fidelization of both the final useend the trainers, incrementing also the
turnover. In the same year was also opened thenbggin Village, the headquarter that
gathered together the various plants of the firhe Village represent a real wellness campus:
it is the meeting point for final users, trainemsgdical operators, architects, researchers and

institutions to experiment the Technogym “wellnegperience”.

Last years of activity were characterized by amaase in turnover and development of new
products. In 2013 the campaign “Let’'s move for &dyeworld” was also launched through
professional operators and final users. In 2015megym also participated to Milan Expo as

official wellness partner, creating a dedicatedimess walk.

In 2015 Technogym worked on the acquisition of thechnogym Village, which was
property of TGB group and which was located to Tegym. In 2016 Technogym also
50,01% of Exerp ApS, a Dannish firm which operatesprovision of software for the
managing of fitness centers, to amplify firm offeriin digital solutions for fithess and
wellness. Going more in detail, Exerp produces ntevdsystems used for managerial aspects

by fithess chains, so its software is complementiathe digital systems of Technogym.

Now Technogym operates in 130 countries in the avoslith 13 commercial branches, 85

local distributors and 1 joint venture company atireg 90% of its turnover outside Italy.

5.2. Corporate evolution

July 15th 1986 Technogym S.r.l. (limited liabiltpmpany) was constituted with a capital of
50 million Lire, owned by Nerio Alessandri for 638ad by Pierluigi Alessandri for the other
37%.
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In 1990 capital was increased to 1,2 billion Liusjng extraordinary reserves and options

from owners.

In 1997 capital was again increased to 10 billionthis year Nerio and Pierluigi Alessandri
submitted their rights on Technogym S.r.I to Tedym Group S.p.A, owned by the two
brothers. Next year they moved on in this field andesulted that Technogym S.r.I was
owned by: Technogym Group S.p.A for 98,8%, Neries&andri for 0,9% and Pierluigi
Alessandri for 0,3%.

In 2001 share capital was converted from 10 billiore to 5,2 million Euro. Then in 2002
Technogym S.r.l. changed its juridical form, fromnited liability company to share-based
company and increased its capital from 5,2 biliardeto 10 bilion Euro. Tios capital is
represented by 100 000 share whose nominal vald®0sEuro each. In 2003 Nerio and
Pierluigi Alessandri transferred their shares othrgym S.p.A. to Technogym Group
S.p.A., so it resulted that Technogym S.p.A. wamgetely owned by Technogym Group
S.p.A.. Six months later Technogym Group S.p.A.gedrwith Technogym S.p.A..

In 2008 brothers Alessandri wanted to divest patheir participation in Technogym S.p.A.,

so they made a new minority shareholder enter. mi®rity owner was Salhouse, a vehicle
owned and managed by Arle Capital Partners Limieshciety partially owned by Candover
Investments plc. During this operation Salhouse\At@tiness Holding (75% owned by Nerio
Alessandri and 25% by Pierluigi Alessandri) corddrin a firm called Scott S.r.l.: Salhouse
330 million, while Wellness Holding conferred 50%70f Technogym S.p.A. Financial

resources conferred by Salhouse together withaadiial loan of 150 milion were used to buy
from brothers Alessandri their 49,23% of Technodgym.A.. In this way Scott S.r.l. owned
100% of Technogym S.p.A. Later Technogym S.p.A.gedrwith Scott S.r.l. and was

denominated Technogym S.p.A.. During this operat®athouse and Wellness Holding
stipulated a shareholders’ agreement about goveenainthe firm and about disinvestment of

Salhouse.

This shareholders’ agreement says that it is plesddr Salhouse to require the IPO of
Technogym, notwithstanding an eventual agreemettt Wiellness Holding. Moreover both
Wellness Holding and Salhouse have to make posiate

- Technogym S.p.A. becomes public in no more than tamanths from Salhouse
demand for IPO
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- Itis done the nomination of necessary consultanmtthe admission in the public stock
exchange

- Board of Directors votes for the IPO

- The management collaborates for the organizatiash thee execution of the due
diligence, the prospectus and other documentagguired for the IPO and for the
progress of the road show

- The management collaborates with the authority a&earthe IPO possible.

5.3. PE role in the IPO

It is widely known that the initial public offeringf Technogym was organized to allow
Salhouse to divest its participation, after itsestvment in 2008. This operation was already
decided in the shareholders agreement that wadblisked between Arle Capital and
Wellness Holding in 2008.

Anyway, it is clear that it was already an agreemetiming of Salhouse divestment, but the
way of divestment was not so sure. It was previoegbplained in this thesis that there are
several ways for a Private Equity to divest itdipgration into a firm. The choice of the most

profitable method varies according to many factors.

First of all, as Jenkinson & Sousa (2015) pointed, dirm characteristics have a strong
impact in exit strategy. Technogym has many charetics that make it suitable to go
public. First of all the high growth rate of lastars make it an appealing investment in the
public market: not only there was a continuous ghow turnover, but also EBITDA and Net

Income has grown at an even higher level, overcgniia slowdown in growth of 2013.

Exhibit 13 Technogym: Grow rates

TECHNOGYM
CAGR
Growth rates 2013 2014 201555
Revenues 0% 13%  10%11%
EBITDA -35%  72%  35%23%
EBITA -63% 137%  83%R27%

Ratios also report an higher profitability than quatitors:
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Exhibit 14 Technogym: Comparables’ ROE and ROIC

TECHNOGYM AMER SPORT NAUTILUS BRUNSWICK
Profitability 2013 2014 2015 2013 2014 2015 2013 2014 2015 1202014 2015
ROE 40% 85% 106% 12% 7% 14% 71% 19% 22% 138% 22% 20%
ROIC 12% 17% 42% 9% 6% 8% 1106% 157% 28% 87% 20% 22%

A firm facing such a positive period of growth agxpansion perfectly fits the public market,

so this is promising that the firm will not suffeny reduction in value.

Also from a financing point of view the conditioase all supporting the IPO of Technogym:
debt is present but it was reduced a lot in thieyleaars, and now it is considered sustainable at

all, as all the ratio about leverage demonstrates.

Exhibit 15 Technogym: Comparables’ ratio about leveage

TECHNOGYM AMER SPORT NAUTILUS  BRUNSWICK
Financ Struct 2013 2014 2015 2013 2014 2015 2013 2014 20151320014 2015
NFP/Equity 24,0 61 08 06 05 05 (0,7 (0,6) 0,2 0,1 (OAYLY
NFP/EBITA 6,3 1,9 06 31 4,0 24 (41) (23 06 0,4 (0,25)0,
NFP/EBITDA 2,6 1,1 05 25 29 19 (3,4) (20) 05 0,3 (0,24]0

Moreover another factor to be considered in thelyarsa of firm characteristics is

Technogym’s positioning in the industry againstpetitors. Technogym from many years
is working one step head competitors in technokdgapplication and in development of
machines that meet the needs of new trends in @gs|npositioning its products in the
upper/luxury segment of the market. This is dertrated by the fact that the firm is the
official partner of Olympic Games from many yearsl is working together with many top
global sportive teams. Technogym has developedrangtcompetitive advantage in the
market that ensures a constant profitability andwgn, and so it can be considered an

appealing investment in the market.

The second factor pointed out by Jenkinson & Sq2645) are the market conditions.
Market conditions seem not to favor an IPO. Costeift was very low in time of the IPO and
in the period before: this situation supports maresecondary leverage buyout or an
acquisition than an IPO, because the acquirer sardabt to finance the operation at a very

low rate.

In addition Lowry & Schwert (2002) found out thais more likely to have an IPO during a
IPO window: in this period returns for the firm drigher because of the information learned

by the market from previous IPO during the winddtxseems that at the beginning of 2016
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equity market was “cold”, with just four IPOs domethe Milan stock exchange before the

one of Technogym during the same year.

Third factor for Jenkinson & Sousa (2015) is repr#ed by the PE characteristics. To
understand in detail which are the characteristicSalhouse, the vehicle firm of Arle Capital
that has invested in Technogym, let's try to un@erd how it was created and which is its

step in lifecycle.

Arle Capital Partner Limited is a private equitynii specialized in medium sized firms
through activities of investments, expansion, gloedpital and buyouts. It typically invests
in industrial and services companies which opeaateind the energy and natural resources
sector with a focus on oil and gas, metals minmg;lear power, alternative energy, water,
testing, inspection, and certification, businedsrimation, safety and security, waste water
treatment, offshore equipment and services, engimgeeand advanced technical services,
automation and process control, energy efficienuy afrastructure solutions. It is focused
mainly in firms headquartered in Western Europeudlly it invests between $14.15 million
and $666.2 million in companies with enterpriseueal between €500 million ($666.2
million) and €1 billion ($1332.41 million). It uslia takes a controlling stakes in its portfolio
companies or it can co-invest for larger equity natments along with limited partners
(Bloomberg, 2016).

According to Chassany & Menon (2010) Arle CapitalrtRers Limited was formed from
some Candover Partners’s executive, and CandovéerePa sold them the buyout unit. The
scope of this operation was to create an independgt focused on the divestment phase, to
realize the maximum value of the portfolio. The newm has also the mandate to raise new
funds, but this is still not planned. All theseians were reasoned by the turbulence of the
end of 2008, which created the major challenges @endover had to face since its
foundation in 1980. Candover faced a drop in theevaf its assets and a deep run out of

liquidity.

So this private equity has a very long past histbiyt faced deep problems in the recent
period and, due to the global crisis, it was fort@gbut in place very big changes to survive
and to make its business profitable. After thisical period it is fundamental to build again a
reputation of a winning firm, that is able to divesa very profitable way. Moreover now it is
in a life stage where the funds are close to thig ienfact the primary scope now is to divest
in a remunerative way current shareholding to pagkbdnvestors. After this phase is likely
that many partners will try to raise new fundsttysn the business, even if the senior partner
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stated that after this mandate he will retire. igkinto consideration this future developments
it is even more important to build up a new regatatwhich was weakened in previous years
of tensions. The better way to build up reputatienthrough an IPO as Bock & Schmidt
(2015) demonstrated: making a firm public in suckcadd IPO period ensures market
attention, and the positive results of the IPO #relprofitability of the firm itself made the

public offering a success. This will help the ptev@quity to build the trustworthiness of the

firm.

Since secondary LBOs are the most used exit syratethe moment it is important now to
understand in detail why this method was not usetihis case, considering also that market
conditions are very favorable at the moment fortdabd so for a LBO. First of all, as Wang
(2012) pointed out, one of the main advantageeodrsdary LBOs is the speed of divestment
compared to an IPO, where usually the private ggag any other big shareholder that wants
to divest, has to keep majority of its shares ftwck up period. This is aimed at not giving a
wrong signal to the market and avoiding share pgoodrop. From this point of view a sale to
another private equity was not that convenient Aokle Capital, because the process of
divesting from the portfolio companies is just la¢ tbbeginning: Arle still has to organize the
divestment from majority of portfolio firms, so tieeis no point to organize a quick
divestment from one of them, and so realize a garpf liquidity long before the moment of
repaying the investors. If speed of divestment a¢ important in this moment for Arle
Capital, one of the main advantages of secondaQ4d &isappears.

Another fundamental point to consider is that LB@sially involves majority or totality of
shares of the firm, while the shareholding thateA@apital has had in Technogym is a
minority shareholding, with the majority owned bwet entrepreneur. This kind of
shareholding is really unusual to be acquired agat by a private equity, which typically
wants the majority to bring new efficiencies anddwative strategies inside the portfolio firm
without the need to discuss and convince a majonigier. It can be potentially difficult to
sell this kind of shareholding to another privatpiigy, because the lack of control rights is
against the typical way of operating of private iggtirms, so it is very likely that a market

for Salhouse stake was missing.

Moreover, the shareholders agreement specify tlevimg: Salhouse has the right to require
to Wellness Holding to transfer to a third partllimg to acquire the whole shares of the firm,
its shares only in the case of death of the ergrer Nerio Alessandri (Documento di

registratione, par 18.4). This case has not haghesweSalhouse does not have this right. So a
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secondary LBO can happen only with brothers Alegsanconsensus. But this situation is

really not probable, considering their willingnégshot lose decisional control in the firm.

Let’s consider more in detail the position of berth Alessandri and their power: their clear
willingness to maintain the control over the firmall the fundamental decisions, could have
excluded not only the possibility of a secondaryd,But also other kind of bargainings with
subjects interest in buying also entrepreneurskestauch as the trade sale to a bigger
corporation, limiting Alessandri’'s control over them. In fact in January and February 2016
rumors about bargains with the two private equitgn$ Eqt (from Sweden) and Temasek
(from Singapore) were strong, but nothing camefoarh this possibility. The major critical
point was the size of the shareholding, and sd@fitvestments that has to be done, and the
lack of control, that had to remain in the handV@éliness Holding (Filippetti, 2016).
Entrepreneur willingness of maintain the controlalso evident from the commitment of
Salhouse in not selling any of its shares in Teglgno to market competitors(Nota
Informativa, par 3.4). This excludes a priori thesgibility of a trade sale to a competitor,
which, according to Poulsen & Stegemoller (2008), certain conditions could have
represented a profitable exit way.

In conclusion, even if market conditions were emaging a secondary buyout or a trade sale
of Arle Capital shareholding, because equity mamkas cold and debt conditions were

favorable, firms characteristics and private equ@gtures were more prone to an IPO.
Moreover the shareholders agreement were bondingxtiuding the trade sale to a

competitor, and limited the possibility of Arle Ggb to impose a LBO without consensus of

brothers Alessandri.

5.4. IPO benefits for Technogym

Main reason of the IPO was surely linked with thargholders agreement and the need of
Salhouse to divest and return cash to shareholdédnsat is more interesting is that the IPO
was considered the best way of divestment sinceb#wgnning of the relation between
Candover and brothers Alessandri, and also inltaesbolders agreement is cited as primary
way of divestment. Surely the IPO assures the maartce of decisional control over the firm
for brothers Alessandri, and also was the moreBigtway for Arle Capital. Anyway there
are other advantages than the ones for the shde¥holhat can be exerted from being a
publicly traded company instead of a private one.

One of the major benefits of the IPO is the posigiof raising capital to finance projects of

growth. Many times literature analyzed this kindsituation, pointing out that is the first
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benefit deriving from the IPO. For Technogym thépect has secondary importance at least

in the short run, since any new capital was rasgld the IPO. In the long run anyway it is

still open the possibility of a quick raising ofpital.

A great advantage is the possibility of increasfingn knowledge and visibility. This is
particularly important for Technogym , in this pamlar phase of its life. Analyzing market
penetration, Technogym results well positioned umdpe, where it is the first player in term
of market share, which is the double compared ® dbcond, but it still scarce outside
Europe, where it is the second player and has &anhahare of only 6%. This represent a

great possibility of growth, but it requires an lineg reputation and visibility those countries.

Exhibit 16 Technogym: market share

Marlcet share (World) Market share (Europe) Markeet share (Rest of the world)
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Source: Prospetto Informativo Technogym

The going public process surely has augmented diwareness in the market and this could
have strategic positive consequences. Anyway sheéling and the IPO happened less than

one year ago, it is impossible to prove this ugingncials.

Another fundamental point is the enhanced possibiif attracting, remunerating and
retaining a valuable work force offered by the fatbeing a publicly traded firm, compared
to a privately held firm. Nerio Alessandri alreadigclared his intention of slowly converting
the firm from an entrepreneurial to a manageria:an firm with such level of complexity
must have the most skilled people sitting in the teanagement team. To attract the most
skilled people the firm has to appoint an apprdpriecompensation plan, which not only
appeals the most skilled managers, but also ahgir tnterest with the interest of the firm
itself and of its shareholders. To do this comp&oa plan should be linked with stock

performance and methods like stock options carskd.u
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What emerges is that the IPO was a natural stéfpeigrowth of the firm: not because new
capital was collected, but because this was thasiac to create an internal informational
structure in the firm that will help in increasifign knowledge in the market, so will allow to
better appeal customers and suppliers, and algottim place appropriate compensation plans

to better attract and retain most skilled workforce

5.5. Reaction on competitor prices

In this part of the chapter the reaction of contpedi to the IPO of Technogym will be
analyzed. The thesis of Hsu et al. (2010) will pplied to see if publicly traded competitors
face a reduction in performance. Hsu et al. (2@&é8)ed several hypothesis: they checked if
the IPO has negative impact in stock price of cditgge analyzing CAR (cumulative
abnormal returns) of stocks, then they checkedirtipact of IPO in competitors operating
performance. Since operating performance can blyzathonly in few years after the IPO,
this hypothesis cannot be tested in Technogym dassguse the firm went public just few
months before this thesis. So it will be testedydhk hypothesis concerning CAR in stock

market.

The competitors used in this analysis will be théofving: Amer Sport, Brunswick, Johnson
Health Tech and Nautilus.

The test aims at analyzing whether in the daysratdbe IPO there is a drop in cumulative
abnormal returns. For the four competitors werekegaicthe closing prices for the periods
decided, around the IPO event, which was on Mag@L6.

Hsu et al. (2010) in their sample found that in pleeiod between 10 days before and 1 day
after the IPO amounts to a -0,40% cumulative ababmeturns and is significant at the 5%

level.

Here the cumulative abnormal returns (CAR) are utated following the first method
proposed by Santos & Victorio (2013) who start frdefinition of abnormal returns as the
difference from actual returns and normal retutdermal returns are the ones calculated

through the Capital Asset Pricing Model as follows:
E(Rit) = a; + BiRu:

So, Abnormal Returns (AR) are the difference betwie daily stock return and the daily

market index return, which can be approximatediey3&P500 index at time t.

ARt = Ryt — [ a; + BiRu]
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In this equatiorn is the intercept angl is the slope of the characteristic line from th&RM.
This method is called Market Adjusted Returns. $heond method presented by Santos &
Victorio (2013) is not used since is considereaoating to the authors, analogous and able

to bring to the same result.

To study the AR in the Technogym case, for eaclhef five competitors chosen it was
applied the Market Adjusted Returns method. Seémh of them, a sample of more than 200
days was taken. For each days was registered tbe atr close of the stock and of the
reference index. The index taken was chosen fosigsificance as a proxy of the market
returns. For example of US firms the index choses the S&P500, for Amer Sport, which is
listed on the Helsinki stock exchange, the OMX liddisGI was chosen, and for Johnson
Health Tech, which is listed in the Taiwanese stegkhange, the index of reference was
chosen. Those data were used to calculatandf with a OLS model. Once these two
numbers were calculated, they were used to cakudls AR for each firm, in a interval
around the day of the event, which is consideretheoMay &', the day of the listing of
Technogym in the Milan Stock Exchange. For each pmiitor it can be displayed a
significative negative tendency during the decidgdrval of time. Next step was calculating,

for each day, the Average Abnormal Returns (AARhia following way:

The significance on the AAR for each day is alsteé with t-statistics in the following way:

_— AAR,
AR UAR/\E

Finally the cumulative abnormal returns (CAR) fdietspecific firm and the cumulative

average abnormal returns (CAAR) for all the firgdther are calculated as follows:
CAR, = CAR,_,AR,
CAAR; = CAAR,_, + AAR,
And tested with the t-statistic:

CAAR,

lcar = ——F =
Ocar/Nn

A strongly negative tendency was displayed arotedRPO event.
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Exhibit 17 Technogym: CAAR

CAARt[-10 +1]

Numerical results at the end of the interval ageftilowing:

Exhibit 18 Technogym: Cumulative Average Abnormal Returns

CAR CAR CAR CAR
Date Brunswick  Nautilus Amer Johnson AAR: CAAR;testt p value
04/05/2016 0,89% -5,73% -1,24% 237% -153% -2,11% -1RABE-07

Cumulative average abnormal returns are widely tinmgjaand the test shows a strong

significance.

Hsu et al. (2010) analyzed also a longer periotinog, taking the prices between 10 days
before at 10 days after the IPO. This interval \a® analyzed in Technogym case, but
results here are less clear. While for Brunswickl #&mer Sport there is a significative
negative relation, for Nautilus and Johnson Hedltich relation becomes positive. Going
more deeply, for Nautilus there is a positive, gtiomal peek on May 10 It was due to the
announcement of the approval by the Board of Dumsctof a 10 million dollars share
repurchasing program. This is a exceptionally irtgoar news, that put a strong upward
pressure on share price, since it is a very stiayg of remunerating investors. The peak in
stock price surely depends on the announcementaewet the effect of Technogym’s IPO.
Speaking about Johnson Health Tech, there is atlsligositive tendency during the IPO
event. Since there are no particular news or argeuants on these days, it is reasonable to
think that the market reacted to the IPO of the petitor in a positive way after few days.
This ambiguous situation emerges also from theltsesfi Average Abnormal Returns at the

end of the interval, which are slightly negative bat significant:
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Exhibit 19: Average abnormal returns

Date Brunswicl Nautilus Amer Johnson AAR tstat p-value
17/05/2016 -0,52% 0,78% -1,31% 0,20% -0,21% -0,67195  GEID3

This interval was shown to be too big: it seemg #fter ten days from the IPO the market
override the news of Technogym IPO. This seemssp#&) since the competitors used here
are very big global players, not only with theirrowarket, but also highly diversified: it is

reasonable to see a negative reaction around #re @dich remains just for few days. This is
confirmed using a smaller interval: between tersdagfore and four days after the IPO event,

CAAR remains negative:

Exhibit 20 Cumulative Average Abnormal Returns

CAR CAR CAR CAR
Date Brunswick Nautilus Amer Johnson AAR; CAAR;testt p-value
09/05/2016 -1,26% -4,25% -0,89% -081% 0,99% -180% -7,BB3E-06

In conclusion, the thesis of Hsu et al. (2010)asfecmed in this case: it is possible to notice a
drop in competitors CAAR around the IPO event. Tdhiep is particularly evident in the
interval between 1o days before and 1 day aftetRReevent, while, taking a ampler interval
of time the tendency remains significantly negatw& were not able to confirm the thesis
using the most ample interval used by Hsu et &1@2 , were ARR were not significative.
These results support the hypothesis that competgoffer stock price drops around the

completion of an IPO in their industry.

5.6. Technogym’s Porter analysis
Before proceeding with firm valuation we will trg ficcess its competitive positioning using
the five forces’ Porter analysis. This will be tgahelpful in accessing the risks and the

sustainability of firm’s performance.

Bargaining power of buyers
Technogym operates using three retail channel amdodesale channel. Wholesale channel is
formed by foreign distributors who intermediateshafinal users and professional operators.

The retail channel are the following:

« field sales: Technogym’s sale agents
e inside sales: online sales
« retail: point of sales directly owned and managgd &chnogym

Turnover is generated by these four channels ifalf@ving proportion:
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Exhibit 21 Technogym's turnover segmental analysis

2015 2014 2013

Field sales 69% 70% 69,6%
Wholesale 22% 21,7% 22,6%
Inside sales 7,2% 6,3% 6%
Retail 1,8% 1,9% 1,9%

Sales agents not controlled by Technogym prodwssetlean one fourth of revenues. This is a

consistent percentage but still allows firm to ntaiim some bargaining power with them.

What has more significance is the important of Begount clients, who are typically fithess
center chains, hotel and wellness chains, medesatiecs and other multinational chains. The
relationship with them is directly managed by Temym with the dedicated key account
managers, since those clients produce a great eobirturnover. In 2015 key account clients
part of the “Club” segment produced 25,5% of Tegym's revenues. It is clear that they
have an high bargaining power, because a possildgethrenewal of contracts with them

would consistently reduce firm’s turnover.

Bargaining power of suppliers

Technogym products require different kind of rawtenials, which include iron, plastic, steel
and electronic components. Those materials acdourdglmost 40% of operating result. So
suppliers play a major role in firm profitabilitizirm suppliers are widely diversified, and the
10 bigger suppliers accounted for 33% of raw makein 2015, so the concentration does not
look worrying. Some problems could still arise frarbreaking of the commercial relation

with them, that could be harmful, but not in arraling way.

Rivalry among existing firms

Technogym operates in the market of fitness equipraed is one of the leader at the global
level of this sector. This sector is characteriagdn high level of competitiveness and by the
presence of some major international competitors.2014 the seven biggest players
accounted for 38% of market share, anyway the naskeharacterized by the presence of
many small competitors operating and the local ll@respecialized in a more restricted

segment. Taking into account this industry compasithe rivalry is considered medium high
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Threat of new entrants
The absence of strong legal barriers and the \tiwvaticonsumer markets makes easy for new
players to enter in the market. Anyway the posgjbiio such firms to grow and break

through the business sector is unlikely, so theabnsidered medium low.

Threat of substitute products

Overall the threat of products of services thatldoserve to customers for the athletic
preparation and the physical rehabilitation is enésand of medium significance. It is of
extreme importance for Technogym to maintain highlevel of interest in these products by
the market.

The analysis is done also graphically with thedwihg scale:

Exhibit 22: five forces impact

Score from Score to Meaning

0 1 Very Weak
1,1 2 Weak

2,1 2,4 Low medium
2,5 2,5 Medium

2,6 3 High medium
3,1 4 Strong

4,1 5 Very strong

The results of the five forces is the following:

Exhibit 23 Technogym: five forces analysis

Five forces

Eiaziﬁ;;flry 22’87 Degree of rivalry

Substitutes 2,7

Buyer power 21

Supplier power 1.8 Supplier power New entrants
5 Buyer power Substitutes

Avg 4

FF impact Low mediurln

The industry structure seems favorable, with ohbythreat of substitute product being lower
than 2.5 .
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5.7. Assessment of firm performance and sustainalijy through peer group
analysis

Next step in firm valuation is the analysis of fiparformance using a comparable firm. To
find a suitable group of comparable firms we lookg¢anajor world competitors operating in
the same industry sector: the production and bigiion of training equipment. Inside this
group we just picked up listed firms. This choidestfy depends on the availability of
information: stock exchanges require to publish sanformation about the firm to reduce
investors’ information asymmetry. Secondly the ckalepends on the homogeneity of listed
firms in terms of possibility to raise capital afidancing projects of growth. Moreover
analysts coverage and auditing control is alwagsemt and ensures a level of trustfulness

and homogeneity of information.

The peer group was formed taking into account itrfgumposition: going more in detail it
results that the industry is dominated by 5 majaygrs that share the market globally. They
are: Brunswick Inc, Nautilus Inc, Johnson Healtlel;eAmer Sport and Technogym.

Brunswick Inc was founded in 1845 in Ohio. It iaded in the New York and Chicago stock
exchanges and operates with 12600 employees alharthe world. It operates in three
segments of activity: Engine, Boat at Fitness, Whuontributes respectively to 50%, 31% and
19% of the turnover. The fithess segments prodd@xmillions $ revenues in 2015. This
category is comprehensive of cardio, strength, biiketion equipment together with the
billiards tables and the game rooms products, oflvBrunswick is the major producer in the
US. In the fitness segment Brunswick operates i following brands: LifeFitness,
Hammer Stregth, Cybex, SCIFIT, InMovemani Brunswick Billiards Life Fitness, which
today is the brand with the greater market shaobaily (12% of total sales), was founded
1977.

Nautilus sells cardio and strength equipment foméouse through the brandowflex,
Nautilus, Schwinrand Universal It is particularly strong is selling directly twonsumers
through a strong brand identity built with strongrketing campaigns.Revenues in 2015 were
$ 335 million.

Johnson Health Tech is a Taiwanese firm founded95 and it is specialized in fithess
equipment production (treadmills, exercise bikdiipteeal machines, rowing machines, step
machines, massage armchairs and weight trainindpimes). It is the major player in Asia. It

operates with the brandshnson, Matrix, Vision, HorizoandTempo
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Amer Sport operates in the field of sporting gqoskslling both to trade customers and
directly to final users, balancing the presencesporting goods chains and brand stores,
factory outles and e-commerce. In 2015 sales weg5€hillion, distributed between the
various brands:Salomon, Wilson, Atomic, Arc’teryx, Mavic, SuunBsecor, DeMarini,
Louisville Slugger, ENVE Compositdisiributed between Outdoor, Ball Sports and Fines
Outdoor segment in 2015 created turnover for €hlljion, and entails fottwearn apparel,
winter sports equipment, cycling and sports insents. Ball Sports produced turnover for
€647 million shared between individual ball spatsl team sports. Fithness segment instead

produced €357 million turnover.

To calculate the following ratios it was necesdaryglo a reclassification of the balance sheet
and income statement of Technogym and of comparéibbes. The details of the
reclassification are presented in Appendix 1 and 2.

First step is looking at Technogym profitability ngpared to peer group: profitability
followed a growing path in the last year, and misch higher than competitors.

Exhibit 24 Technogym: profitability ratios

TECHNOGYM AMER SPORT NAUTILUS BRUNSWICK
Profitability 2013 2014 2015 2013 2014 2015 2013 2014 2015 1202014 2015
ROE 40% 85% 106% 12% 7% 14% 71% 19% 22% 138% 22% 20%
ROIC 12% 17% 42% 9% 6% 8% 1106% 157% 28% 87% 20% 22%
Premium over book capital 102% 102% 101% 130% 129% 132% 0%2925% 149% 142% 132% 135%
ROIC without goodwiil 13% 17% 42% 11% 8% 11% 3208% 197% 42%4% 26% 29%
Pretax ROIC 15% 41% 82% 16% 11% 20% 1053% 292% 63% 47% 37% 40%
Operating margin (ROS) 3% 7% 12% 7% 5% 8% 7% 11% 12% 8% 9% 8%
Revenues/invested capital 447% 570% 693% 222% 223% 246%4549% 2660%527% 555% 421% 478%
Net working capitalrevenues -1% -1% 0% 24% 25% 22% -9% -4%%% 3% 5% 6%

Operating fixed assets/revenues 21% 17% 15% 17% 17% 17% % 18% 16% 14% 13% 11%

Technogym’s perspectives are also encouraging ifowk at grow rates. Again Technogym

performance is encouraging, with a compound angreal rate of 11% in revenues and 23%
in EBITDA. What is even more encouraging is thas @growth in revenues is accompanied
by a reduction in invested capital. More in deté#ilere is an increase in trade working
capital, which is due to the increase in revenbasa decrease in operating fixed capital: so

also with a reduction of fixed capital revenuesiaoeeasing.
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Exhibit 25 Technogym: growth rates

TECHNOGYM AMER SPORT NAUTILUS BRUNSWICK

CAGR CAGR CAGR CAGR
Growth rates 2013 2014 20155 ;5 2013 2014 20155 ,5 2013 2014 2015, ,5 2013 2014 20155 45
Revenues 0% 13% 10%11% 4% 4% 14%11% 13% 25%  22%32% 5% -1%  7%5%
EBITDA -35% 72% 35%23% 10% -19% 61%19% 38% 80% 28%78% 9% 4%  5%9%
EBITA -63% 137% 83%R7% 12% -26% 79%21% 49%  92%  34%95% 12% 2%  3%9%
NOPAT -60% 18% 125%2% 17% -27% 37%8% 346% -58% 31%B8%  247% -73%  6%0%
IC 1% -24%  8%-9% 2% 5% 5%6% -82% 1760% 5759875% 84% -12%  6%30%
IC excl goodwil 1% -23%  8%-8% 4% 4%  2%5%  -132% 1654% 378%aHHHH#H 144% -17%  7%48%
Trade work cap 2% 28% 13%22% -1%  10%  7%8% -95% 152% 366%25% 9% 11%  3%12%
Oper fixed capital -6% -14%  7%-7% 0% 1% 29%14% 1%  -4% 346%108% 4% -29% 12%-9%

Management of working capital can be improved eW¥ehis not worring. Nautilus seems
more efficient in managing inventories and recel@apwhile Amer has a worse position in

this these ratios.

Exhibit 26 Technogym: working capital ratios

TECHNOGYM AMER SPORT NAUTILUS BRUNSWICK

Working Capital
2013 2014 2015 2013 2014 2015 2013 2014 2015 2013 2014 2015

Management

Working Cash 4 4 4 4 4 4 4 4 4 4 4 4
Receivables 65 59 60 88 89 81 26 35 49 34 37 35
Inventories 48 49 43 61 68 69 12 33 46 56 62 61
Suppliers 83 73 67 37 39 40 (62) (83) (67) (30) (30)  (30)
Trade working cap 34 39 40 115 121 115 (20) 8 32 65 72 70

Concerning the financial structure, comparablesdiresulted to have some excess cash that
made the net financial position negative, so ofeatreme low level. Notwithstanding this
benchmark, Technogym position appears good: in |#s¢ years there was a strong

improvement in leverage, due to a reduction offimn@incial position.

Exhibit 27 Technogym: Financial structure

TECHNOGYM  AMER SPORT NAUTILUS BRUNSWICK
Financial Struct 2013 2014 2015 2013 2014 2015 2013 2014 2012013 2014 2015
NFP/Equity 240 61 08 06 05 05 (0,7 (06) 02 0,1 (0,@1)
NFP/EBITA 63 1,9 06 31 40 24 (41) (23) 06 04 (0,2)5)0,
NFP/EBITDA 26 11 05 25 29 19 (34) (20 05 03 (0,240

The debt coverage improved a lot in the last yaampassing most of the competitors, and the
ratio concerning FCF from operation over NFP idipalarly good. This makes evident that
not only debt position improved a lot, but alsoligbito repay debt is very good, with an
excellent ability to pay debt cost and at the séime remunerating investors. This can be
shown from EBIT/interest ratio: the margin remaididr having paid all operating costs and
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having considered also the cost of replacemenpefaiing assets allow to cover the interest

on debt 47,1 times.

Exhibit 28 Technogym: coverage ratios

TECHNOGYM AMER SPORT NAUTILUS BRUNSWICK
Coverage 2013 2014 2015 2013 2014 2015 2013 2014 2015 2013 4 201015
EBIT/interest 3 9 47 3 5 437 1206 1831 4 12 1z
EBITA/interest 5 1C 4¢ 3 5 437 1206 1831 4 12 14
EBITDA/interest 11 1¢ 64 4 7 529 1367 1986 5 14 17
Cash for invINFP 10% 43% 60% 15% 7% 4% -34%-9% -359% 13% 106% 160%
FCFO/NFP 11% 55% 63% 9% 1% -2% -84% 4% -508% 15% 7% 4%

In conclusion of this analysis we can assert tinat profitability is encouraging, both in term

of return on invest capital and also in term otireton equity. Grow rates are increasing and

well positioned compared to competitors. Workingitad management is efficient, even in

there is space for improvements. Considering firnstructure, it is hard to make a

comparison with competitors, because many of thasidxcess cash, anyway debt appears

sustainable, also because there was a debt reductithe last period. Taking this into

consideration the debt coverage does not presgrkiaa of problem.

5.8. IPO valuation through multiples

In this part of the chapter we will try to invesitg firm value using multiple analysis. The

case analysis of multiples start with the use @f titaditional ratios widely applied in the
market, so P/E and M/B ratios (price and exchaatgeat August's2016).

Exhibit 29 Technogym: P/E and P/BV ratios

Price
Company Name Last P/B\./ last P/E 15 P/E 16
available

close
Brunswick 44,¢ 3,k 14,z 12,5
Amer Spor 26,7 3,8 20,4 17,5
Johnson Healt Te: 1,4 1,€ 11,¢ 10,C
N autilus 18,¢ 5,1 18,z 15,€
Avg 3,38x 16,20x 13,88x
Avg Adj 3,40x 16,28x 14,03x
Median 3,40x 16,28x 14,03x

It actually results that variability across peeoup is lower using earnings estimates, as

Koller et al (2015) mentioned. Using P/E ratio @ue Technogym leads to the following

result:
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Exhibit 30 Technogym: valuation using P/E ratio

€ million 2015 2016
Earnings 28.168,0 48.709,5
PE multiple* 16,3x 14,0x
Equity Value 458.685,6 683.240,1
Number of share outstanding (million) 200.000,0 200,0
Value per share (€) 2,29 3,42

*Median of comparable companies

This result is influenced by the financial positiohcompetitors, which varies a lot between

the firms.

Exhibit 31 Technogym: valuation using P/E multiplefor each competitor

Company Name NFP last available P/E15 Value per share P/E16 Value per share
Brunswick -172,38 14,27 2,01 12,48 3,04
Amer Sport 585,00 20,44 2,88 17,49 4,26
Johnson Healt Tech 86,81 11,79 1,66 9,99 2,43
Nautilus 19,85 18,29 2,58 15,57 3,79

Let’s go further in the analysis using a measueg gliminates distorting effect of different

capital structure.

Exhibit 32 Technogym: valuation using EV/S multiple

€ milion 2015 2016
Sales 511.102,0 542.305,9
EV/S multiple* 1,28x 1,19x
Value of operations 655.277,9 642.843,1
Non-operating assets 6.193,0 6.193,0
Enterprise Value 661.470,9 649.036,1
Net financial position and debt equivalents 39.884,036.186,0
Minority interest 433,0 400,0
Equity Value 621.153,9 612.450,1
Number of share outstanding (milion) 200.000,0 200,0
Value per share (€) 3,11 3,06

*Average of comparable companies (restricted sgmple

The use of enterprise value instead of price avbal influence of the different capital
structure of firms in the peer group, so the vatuats improved. At the same time the use of

sales, even if it is a good approximation of th#itgof the firm of producing cash flow for
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investors, doesn’t account for the operating costgher the investments in operating capital.

It is better to look for a more representative meas

Exhibit 33 Technogym: valuation using EBITDA multiple

€ milion 2015 2016
EBITDA 80.029,0 91.447,6
EBITDA multiple* 10,6x 9,4x
Value of operations 848.156,2 861.764,8
Non-operating assets 6.193,0 6.193,0
Enterprise Value 854.349,2 867.957,8
Net financial position and debt equivalents 39.884,036.186,0
Minority interest 433,0 400,0
Equity Value 814.032,2 831.371,8
Number of share outstanding (milion) 200.000,0 200,0
Value per share (€) 4,07 4,16

*Average of comparable companies (restricted sgmple

Exhibit 34 Technogym: valuation using EBIT multiple

€ milion 2015 2016
EBIT 57.430,0 63.746,1
EBIT multiple* 13,6x 11,6x
Value of operations 778.750,0 741.162,3
Non-operating assets 6.193,0 6.193,0
Enterprise Value 784.943,0 747.355,3
Net financial position and debt equivalents 39.884,036.186,0
Minority interest 433,0 400,0
Equity Value 744.625,9 710.769,2
Number of share outstanding (milion) 200.000,0 200,0
Value per share (€) 3,72 3,55

*Average of comparable companies (restricted sgmple

As already explained in the previous chapter, EBATddesn’t account for the investments in
operating assets, while EBIT could contain somebtowounting for investments in
customers lists and brand knowledge. A more pretisasure could be the use of the OLS

regression to estimate the multiple instead ofgutiie average from the peer group.
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Exhibit 35 Technogym: valuation using EV/Sales mufile calculated through
regression

€ milion 2015

Sales 511.102,0
EV/S multiple* 1,77x
Value of operations 904.725,3
Non-operating assets 6.193,0
Enterprise Value 910.918,3
Net financial position and debt equivalents 39.884,0
Minority interest 433,0
Equity Value 870.601,3
Number of share outstanding (milion) 200.000,0
Value per share (€) 4,4

*Calculated through regression

Exhibit 36 Technogym: valuation using EBITDA multiple calculated through
regression

€ milion 2015
EBITDA 80.029,0
EBITDA multiple* 9,4x
Value of operations 753.484,5
Non-operating assets 6.193,0
Enterprise Value 759.677,5
Net financial position and debt equivalents 39.884,0
Minority interest 433,0
Equity Value 719.360,5
Number of share outstanding (milion) 200.000,0
Value per share (euros) 3,6

*Calculated through regression

For a more accurate valuation we will try to esten&V/NOPLAT and EV/EBITA ratio.
Since to determine NOPLAT some calculation is ndederting from the financial review,
we have to exclude Johnson Health Tech from theukstion, because its balance sheet is

publicly available only in Mandarin language.
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Exhibit 37 Technogym: valuation using EV/NOPLAT multiple

€ milion 2015
NOPLAT 50.098,1
EV/INOPLAT 28,0x
Value of operations 1.400.774,3
Non-operating assets 6.193,0
Enterprise Value 1.406.967,3
Net financial position and debt equivalents 39.884,0
Minority interest 433,0
Equity Value 1.366.650,3
Number of share outstanding (milion) 200.000,0
Value per share (euros) 6,8

*Average of comparable companies (restricted sgmple

Exhibit 38 Technogym: valuation using EV/EBITA multiple

€ milion 2015

EBITA 60.722,0
EV/EBITA 17,4x
Value of operations 1.056.771,9
Non-operating assets 6.193,0
Enterprise Value 1.062.964,9
Net financial position and debt equivalents 39.884,0
Minority interest 433,0
Equity Value 1.022.647,9
Number of share outstanding (milion) 200.000,0
Value per share (euros) 51

*Average of comparable companies (restricted sgmple

What emerges from valuation through multiples ggeat variability in the range of value per
share. Moreover in this case the usefulness of geerp is limited: many firms operating in
the same market of Technogym are widely diversjfeetl produce also other kind of sports
related equipment like sportive shoes and clothiagnis equipment, billiards tables, boats
engines. This changes a lot the market dynamicshe$e firms and the risk factors,
considering that they are more diversified. For tndmcerns the two other comparable firms

which operate only in the sport equipment sectaytBlus and Johnson Health Tech.

5.9. DCF and economic profit methods
In this part of the chapter the Discounted CashvFitethod and the Economic Profit method

will be used to estimate more precisely value peres.
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The valuation started with revenues estimationctviwas done taking into consideration the
possibility of growth for the next five years. Thggowth was calculated considering the
market positioning of Technogym product, threattsri competitors and firm’s strengths.

Exhibit 39 Technogym: assumption on Revenues in pegntages

CAGR
2013 2014 2015 2016 2017 2018 2019 20205-20
Assumption on revenues

Italy 0,00% 12,0% 1,3% 2,3% 2,2% 2,1% 2,1% 2,1% 2,2%
EU 0,00 11,7% 17,6% 125% 13,0% 12,0% 10,0% 9,0%11,3%
Extra EU -0,33% 15,6% 2,4% 5,0% 5,2% 5,4% 5,6% 6,0% 5,4%

Total revenues -0,13% 13,22% 9,97% 8,8% 9,3% 8,9% 8,0% 7,598,5%

Exhibit 40 Technogym: assumptions on Revenues inrkillion

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Assumption on revenues

Italy 46,1 39,9 39,9 44,6 45,2 46,3 47,3 48,3 49,3 50,3
EU 1894 2102 2102 2348 276,1 310,6 3510 3931 4324 3471,
Extra EU 154,7 1615 1609 1860 190,5 200,0 2104 221,8 ,223248,2

Total revenues 390,1 411,6 411,0 465,4 511,8 556,9 608,73,66715,9 769,9
Personnel costs and other operating costs wemaasti with OLS regression starting from

their percentage on sales.

Exhibit 41 Technogym: assumptions on Personnel Cast

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Assumptions on personnel costs

Personnelexpe -81,2 -85 -844 -916 -104,0 -109,9 -1183 -126,8 -134B12:4

% on sales 20,8% 20,8% 20,5% 19,7% 20,3% 19,7% 194% 19,88%1 18,5%
Pendence (0,00)
Intercept 0,23
RQ 39,9%

Exhibit 42 Technogym: regression of Personnel Costs
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Exhibit 43 Technogym: assumptions of Operating Cost

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Operating cost (personnel and D&A excluded)

Operating cost -2655 -2894 -293,1 -315,0 -327,7 -349388,0 -384,4 -397,7 -408,7

% on sales 68,0% 70,3% 71,3% 67,7% 64,0% 62,8% 605% 588/6%5 53,1%
Pendence (0,000)
Intercept 0,883
RQ 65,4%

Exhibit 44 Technogym: regression of Operating Costs
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Depreciation and amortization were considered @sr@on of fixed capital.

Exhibit 45 Technogym: assumptions on Depreciationral Amortization

Assumptions on Deprec & Amortiz 2012 2013 2014 2015 20162017 2018 2019 2020

D&A of operating fixed capital 15,2 20,¢ 26,2 19,2 20,z 23,C 25,¢ 27,¢ 30,C
Operating fixed capital (Jan 1st) 73,1 90,6 84,8 726 ,9 77 88,3 958 103,1 111,0
Depreciation on operating fixed capital 20,9% 22,8%,081l 26,6% 26,0% 26,0% 27,0% 27,0% 27,0%
Depreciation on sales 3,7% 50 56% 3,77% 3,64% 3,779%%3,83,89% 3,89%

Trade working capital was estimated starting froatios of previous years, with some
adaptation:

Exhibit 46 Technogym: assumptions on Trade WorkingCapital

Assumptions on

Trade Working 2012 2013 2014 2015 2016 2017 2018 2019 2020
Working cash 4,1 41 4,7 51 5,6 6,1 6,6 7,2 7,7
Working cash on sales 10% 1,0% 1,0% 1,0%,0% 10% 10% 1,0% 1,0%
Trade receivables 61,5 73,0 75,5 84,1 915 101,7 110,8 611930,8
Days in revenues 55 65 59 60 60 61 61 61 62
Inventories 60,¢€ 54t 62,2 60,4 65,€ 71, 78,1 82/ 88,¢
Days in revenues 54 48 49 43 43 43 43 42 42
Trade payable -88,6 -93,1 -932 -93,9 -102,3 -111,8 -123834 -143,4
Days in revenues 79 83 73 67 67 67 68 68 68
Trade working capital 37,6 38,5 49,2 55,7 60,4 67,7 72,0 75,8 83,6

Trade work capitalon sales 9,1% 9,4% 10,6% 10,9% 10,8%l% 10,9% 10,6% 10,9%
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Those estimations were used to calculate forehadbdlance sheet and the income statement.

Exhibit 47 Technogym: forecasted balance sheet

€ million

2015 2016 2017 2018 2019 2020
Working cash* 51 5,6 6,1 6,6 7,2 7,7
Trade receivables 84,1 91,5 101,7 110,8 119,6 130,8
Inventories 60,4 65,6 71,7 78,1 82,4 88,6
Trade payable -93,9 -102,3 -111,8 -123,5 -133,4 -143,4
Trade working capital 55,7 60,4 67,7 72,0 75,8 83,6
Other current assets and liabilities -50,6 -50,6 -50,7 -50,7 -50,7 -50,7
Net working capital 51 9,8 17,0 21,3 25,1 32,9
Total operating fixed capital 77,9 88,3 95,8 103,1 111,0 119,5
Total other non-current operating assets and liabities -6,4 2,5 2,5 2,5 2,5 2,5
Invested capital excluding goodwill and similar inangil 76,6 100,6 115,2 126,9 138,6 155,0
Goodwill and other similar intangibles 0,5 0,3 0,1 0,0 0,2- -0,4
Invested capital including goodwill and similar intangit 77,1 100,9 115,4 126,9 138,4 154.,6
Non-operating assets 6,2 6,2 6,2 6,2 6,2 6,2
Total funds invested 83,3 107,1 121,6 133,0 144.,6 160,8
Net financial position 36,8 38,1 -12,9 -87,8 -187,9 -307,5
Debt equivalents 3,1 31 3,1 3,1 3,1 3,1
Net financial position and debt equivalents 39,9 41,2 -9,8 -84,7 -184,8 -304,4
Minority interests 0,4 0,4 0,4 0,5 0,5 0,5
Shareholders' equity 43,0 65,5 131,0 217,2 328,9 464,7
Total source of financing 83,3 107,1 121,6 133,0 144.,6 160,8

The income statement is presented in a formatdiséinguish between funds invested and

source of financing. This allows to make eviderdg thvested Capital, which is the starting

point of calculation for DCF and EP.
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Exhibit 48 Technogym: forecasted income statement

€ million

2015 2016 2017 2018 2019 2020
Rewvenues 511,1 556,9 608,7 663,1 715,9 769,9
Other income 0,7 1,0 11 1,2 1,2 13
Change in inventorie 0,0 0,0 0,0 0,0 0,0 0,0
Raw materials, consumables and goods -183,4 -195,8 -205,9 -215,1 -222,5 -228,7
Other operating costs -4,9 -5,2 -5,5 5,7 -5,9 -6,1
Service and disposal of assets -139,5 -148,9 -156,6 -163,6 -169,3 -173,9
Operating costs -327,7 -3499 -368,0 -384,4  -397,7 -408,7
Personnel expenses -104,0 -109,9 -118,3 -126,8 -134,6 -142,4
EBITDA 80,0 98,1 1234 153,1 184,7 220,1
Depreciation -10,6 -11,2 -12,6 -14,2 -15,3 -16,5
Amortization of operating intangibles -8,7 9,1 -10,3 -11,6 -12,5 -13,5
Total D&A -19,3 -20,3 -23,0 -25,9 -27,8 -30,0
EBITA 60,7 77,8 100,5 127,3 156,9 190,1
Amortization of assets similar to goodwill -0,2 -0,2 -0,2 -0,2 -0,2 -0,2
Receivables write-offs 0,0 -0,5 100,3 127,1 156,7 189,9
Impairments of assets -0,5 0,0 0,0 0,0 0,0 0,0
Provision costs for contingencies and ct -2,6 -6,0 -6,0 -6,0 -6,0 -6,0
EBIT 57,4 71,1 194,7 248,2 307,4 373,9
Share of joint venture result 1,0 1,8 1,8 1,9 1,9 1,9
Interest income (expense) frominvestments -0,9 -1,0 1,0 - -1,3 -1,3 -1,5
Exchange rate (losses) gains -1,3 -1,0 -0,9 -0,9 -09 1 -1,
Financial (expense) income -1,2 -1,1 -0,4 0,5 14 1,9
Net financial result -2,6 2,1 -1,3 -0,4 05 0,8
EBT 55,0 69,8 194,2 248,4 308,5 375,1
Taxes -26,6 -24.,4 -62,1 -74,5 -83,3 -101,3
Group Net Income 28,4 45,3 132,0 173,9 225,2 273,8
Minority result -0,2 -0,3 -1,1 -1,4 -1,8 -2,2
Net Income 28,17 45,0 131,0 172,5 2234 271.,6

Income statement makes evident the various margims. format is very useful because it
makes possible to calculate the NOPLAT (Net OpegaRrofit Less Adjusted Taxes). The
starting point to calculate it is the EBITA (EargmBefore Interest, Taxes, Amortization).
This is used instead of EBITDA to take into accoinet use of operating assets to produce the

revenues, moreover EBITA is preferable to EBIT lseait avoid some double counting

ofdepreciation of intangible assets such as bramkigh are expensed and not capitalized.

To calculate NOPLAT the operating taxes are sutdthto EBITA. Operating taxes differ

from taxes in the income statement because theyotsuffer the effect of non operating and

extraordinary items.
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Exhibit 49 Technogym: operating taxes calculation

EBT

Income taxes

Actual (blended global) tax rate
Adjustments:

Amortization of assets similar to goodwiil
Estimated tax rate

2015 2016 2017 2018

55,0 69
-26,6 -24

8 194,2 248,4
4 -62,1 -74,5

2019 2020
308,5 3751
-83,3 -101,3

48,4% 350% 320% 30% 27,0% 27,0%

Taxes
Receivables write-offs
Estimated taxrate

Taxes
Impairments of assets
Estimated taxrate

Taxes
Provision costs for contingencies and charges
Estimated tax rate

Taxes
Share of joint venture result
Estimated taxrate

Taxes
Interest income (expense) from investments
Estimated taxrate

Taxes
Net financial result
Estimated taxrate

Taxes

Estimated taxes on EBITA
EBITA

-0,2 02 02 0,2
314%  314%  314%  31,4%
0,1 0,1 0,1 0,1
0,0 05 1003 1271
00%  00%  00%  00%
0,0 0,0 0,0 0,0
(544,0) 0,0 0,0 0,0
00%  00%  00%  00%
0,0 0,0 0,0 0,0
26 0 -6 -60 6,0
00%  00%  00%  00%
0,0 0,0 0,0 0,0
1,0 18 18 1,9
314%  314%  314%  31,4%
0,3 05 0,6 0,6
0,9 10 1,0 - -13
314%  314%  314%  31,4%
0,3 0,3 0,3 0,4
2,6 21 13 -0,4
215%  275%  275%  27,5%
0,7 0,6 0,4 0,1
27,3 24,8 62,3 74,5
60,7 778 1005  127.3

-0,2 -0,2
31,4% 31,4%
0,1 0,1
156,7 189,9
0,0% 0,0%
0,0 0,0
0,0 0,0
0,0% 0,0%
0,0 0,0
-6,0 -6,0
0,0% 0,0%
0,0 0,0
19 19
31,4% 31,4%
-0,6 -0,6
-1,3 -1,5
31,4% 31,4%
0,4 0,5
0,5 0,8
27,5% 27,5%
-0,1 -0,2
-83,0 014
156,9 190,1

Estimated tax rate on EBITA

Taxes on EBITA
Adjustments on taxes
Taxes on EBT

450% 31,9% 62,0% 58,5%

(27.343) (24.818) (62.290) (74.501)

724

401 153 (11

(26.619) (24.416) (62.137) (74.511)

52% 53,1%

(83.022) (100.978)
(267)  (287)
(83.289) (101.264)

Exhibit 50 Technogym: NOPLAT calculation

€ million

2015 2016 2017 2018 2019 2020
EBITA 60,7 77,8 100,5 127,3 156,9 190,12
Operating taxes -27,3 -24,8 -62,3 -74,5 -83,0 -101,0
NOPLAT 334 53,0 38,2 52,8 73,8 89,1

NOPLAT is the starting point to calculate Free CBkiw from operations.
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Exhibit 51 Technogym: Free Cash Flow from operation calculation

€ million

2015 2016 2017 2018 2019 2020
NOPLAT 334 53,0 38,2 52,8 73,8 89,1
Amortization of operating intangibles 8,7 9,1 10,3 11,6 12,5 13,5
Depreciation 10,6 11,2 12,6 14,2 15,3 16,5
Gross cash flow 52,7 73,2 61,2 78,6 101,7 1191
Change in operating working capital 9,0 -4.7 -7.2 -43 -3,8 -7,8
Net capital expenditures -24,6 -30,6 -30,4 -33,2 -35,8 8,53
Change in other operating assets and liabilities 86 -89 0,0 0,0 0,0 0,0
Gross investment -25,0 -44,2 -37,6 -37,5 -39,6 -46,3
Free cash flow before goodwill and similar 27,7 29,0 25 41,1 62,1 72,8
Investments in goodwill and other intangibles 0,0 0,0 0,0 0,0 0,0 0,0
Free cash flow after goodwill and similar 27,7 29,0 28 41,1 62,1 72,8

To triangulate results also cash available to itoresis calculated, which, together with the
net financial result, change in minority interesdan shareholder’'s equity, determines the
change in net financial position for the year.

Exhibit 52 Technogym: change in NFP

€ million

2015 2016 2017 2018 2019 2020
Investments in non-operating assets -1,2 0,0 0,0 0,0 0,0 0,0
Receivables write-offs 0,0 -0,5 100,3 127,1 156,7 189,9
Impairments of assets -0,5 0,0 0,0 0,0 0,0 0,0
Provision costs for contingencies and charges -26 ,0 -6 -6,0 -6,0 -6,0 -6,0
Share of joint venture result 1,0 1,8 1,8 1,9 1,9 1,9
Interest income (expense) frominvestments -0,9 -1,0 1,0 - -1,3 -1,3 -1,5
Non-operating taxes 0,7 0,4 0,2 0,0 -0,3 -0,3
Change in debt equivalents -0,2 0,0 0,0 0,0 0,0 0,0
Non-operating cash flow -3,7 -5,3 95,3 121.6 151,0 184,1
Cash available to investors 24,0 23,7 118,8 162,8 213,1 5638
Net financial result -2,6 -2,1 -1,3 -04 0,5 0,8
Change in minority interests 0,0 -0,4 -1,1 -1,3 -1,8 -2,2
Change in shareholders' equity 4,8 -22,5 -65,5 -86,2 1,711 -135,8
Change in net financial position 26,2 -1,3 51,0 74,9 140 119,6
Beginning net financial position 63,0 36,8 38,1 -12,9 B -187,9
Ending net financial position 36,8 38,1 -12,9 -87,8 ;987 -307,5

Next step is the calculation of Weighted AveragestCaf Capital (WACC), which is the

weighted average cost of capital and average tafxecost of debt:

D E
WACC = —= k4 (1 —T, —k

Value of debt (D) correspond to the last net finaingosition available (€39,9 million), while
value of equity is calculated as market price*numbé shares outstanding. This was
calculated at May"? 200000*€3,8=€760 million.

Cost of debtK p) was calculated estimating debt rating first. Dething depends on leverage

and coverage of the firm, synthesized by the faltguwatios:
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Exhibit 53 Technogym: leverage and coverage ratios

Financial Structure 2012 2013 2014 2015

NFP/Equity 175 240 6,1 0,8
NFP/EBITA 2,3 6,3 19 0,6
NFP/EBITDA 1,7 26 1,1 05
Coverage 2012 2013 2014 2015
EBIT/interest 12,8 25 8,8 47,1
EBITA/interest 15,4 4,5 10,4 48,9
EBITDA/interest 21,7 11,2 18,6 64,4
Cash available for investors/NFP -13% 10% 43% 60%
FCF from operation/NFP -8% 11% 55% 63%

These ratios are indicative of the financial sigbf the firm and of the sustainability of the

debt. Since rating is an approximation of risksitiso the starting point for the cost of debt.
Three ratios were weighted to calculate a synthating.

Exhibit 54 Technogym: key financial ratios and ratng

Debt/EBITDA EBITA/Interest expense FCF/Debt
from to Rating from to Rating from to Rating
0,0 0,4 AAA 12,5 100,0 AAA 154,6% 1000,0% AAA
0,4 1,0 AA 9,5 12,5 AA 42,5% 154,6% AA
1,0 15A 4.5 95A 30,9% 42,5% A
1,5 2,3 BBB 4,0 4.5 BBB 14,1% 30,9% BBB
2,3 3,0 BB 3,0 4,0 BB 7,8% 14,1% BB
3,0 54B 2,0 3,0B 2,1% 7,8% B
5,4 100,0 C-CCC 0,0 2,0 C-CCC 0,0% 2,1% C-CCC
Technogym case:
| 2015 0,5 AA| 48,9  AAA 62,3% AA
Score 0,75 0,25 0,75
Weight 33% 33% 33%
Weighted score 0,58
Rating AA
Score Synthetic
from to Rating  score Rating SpreadBeta Dek
0,0 0,5 AAA 0,25 AAA 0,65% 0,05
0,5 1,0 AA 0,75 AA 1,15% 0,07
1,0 15A 1,25 A 1,40% 0,10
1,5 2,5 BBB 2,00 BBB 2,50% 0,14
2,5 3,5 BB 3,00 BB 4,25% 0,28
3,5 45 B 4,00 B 5,50% 0,40
4.5 5,0 C-CCC 4,75 C-Ccc 8,75% 0,80

Source: Damodaran (2014)
Using Damodaran (2014) conversion table, to thngaivere associated a specific rating
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spread. Cost of debt is the sum of the risk freée aad of the debt spread. As risk-free rate

proxy was used the return of thelRS in a length®fears, which was 0,57% on May.

Exhibit 55 Technogym: cost of debt calculation

Debt rating AA
Debt spread*** 1,15%
Risk free rate* 0,57%
Cost of debt (Ky) 1,72%

Once the calculation of cost of debt is completets, time to calculate cost of equity. Using

the CAPM it is calculated as follows:
E[R;] =15 + Bi(E[R,] — 75)

Risk free rate used remains the same explainededoedmyway it was added the country risk
premium to take into consideration the risk of théerent countries where the firm is
operating. Damoradan last updated estimation afittpuisk premium was used, and this was

weighted for the sales of Technogym in the varipas of the globle, as follows.

Exhibit 56 Technogym: Country risk premium calculation

CRP SALES 2015 % CRP*SALES

Europe (Italy excluded) 1,49% 53,90% 0,80%
APAC (Asia and Pacific) 3,70% 13,50% 0,50%
North America (Usa, Canada) 0,00% 10,60% 0,00%
ltaly 2,93% 8,80% 0,26%
MEIA (Middle East, India, Al 5,13% 9,70% 0,50%
LATAM Latin America 5,74% 3,40% 0,20%
Group (Total) 100% 1,56%

The total country risk premium was 1,56%. To cateilmarket risk premiunE(R,, | — ¢)

Damodaran last updated calculation was used, anda®t 6,25%. Finally the beta was
calculated. Since to calculate beta using OLS s=gva was not accurate in this case, because
observations available were of a short period ofeti(Technogym went public just few
months ago), the beta of comparable firms were .uskunle precisely, from beta equity of
comparables, the unlevered beta was calculatede $lire level of debt is low, | assumed that
beta debt is zero, to simplify calculation. Thea thean of competitors were used as proxy of
industry unlevered beta. This was then used tatakd Technogym’s beta equity.
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Exhibit 57 Technogym: Unlevered beta calculation ttough comparables

beta equity D/E 1+ D/E beta unlevered

Brunswick 1,89 -0,15 0,85 2,22
Nautilus 2,01 0,17 1,17 1,71
Johnson Healt 1,51 0,32 1,32 1,14
Amer Sport 0,67 0,62 1,62 0,41
Mean 1,37
Mean Adj 1,43
Median 1,43

B, = B, (1 + %)z 1,37%(1+5%)=1,44

The calculation led to the following cost of debt:

ke= 0,57%+1,60%+(6,25%x1,44)=11,20%

Debt tax rate used was 27,5%. So the WACC in tldenas the following:

WACC = %kd(l —T,) + %ke = [5% *1,72%*(1-27,5%)]+[95%*11,20%]=10,77%

Now all the data need to calculate Economic PesBtavailable. Firstly we calculate ROIC as
NOPLAT/Invested Capital. Then we calculated the spread between ROIC an€®/A he
economic profit is Invested Capital Spread.
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Exhibit 58 Technogym: Economic Profit calculation

€ milion 2015 2016 2017 2018 2019 2020

Before goodwill

ROIC 69,1% 38,0% 45,8% 58,2% 64,3%
WACC 10,7% 10,7% 10,7% 10,7% 10,7%
Spread 58,4% 27,3% 35,1% 47,5% 53,6%
Invested capital 76,6 100,6 115,2 126,9 138,6 155,0
Economic profit 44,8 27,4 40,4 60,3 74,3
NOPLAT 33,4 53,0 38,2 52,8 73,8 89,1
Capital charge -82 -10,8 -12,3 -13,6 -14.,8
Economic profit 44,8 27,4 40,4 60,3 74,3
After goodwill

ROIC 68,7% 37,9% 45,7% 58,2% 64,4%
WACC 10,7% 10,7% 10,7% 10,7% 10,7%
Spread 58,0% 27,2% 35,0% 47,5% 53,7%
Invested capital 77,1 100,99 1154 126,9 1384 154,6
Economic profit 44,7 27,4 40,4 60,3 74,3
NOPLAT 33,4 53,0 38,2 52,8 73,8 89,1
Capital charge -8,2 -10,8 -12,3 -13,6 -14.,8
Economic profit 44,7 27,4 40,4 60,3 74,3

Enterprise value is then calculated:

Exhibit 59 Technogym: Enterprise Value calculationusing EP method

€ million
Base for

2015 2016 2017 2018 2019 2020 [\
Economic profit 44,8 27,4 40,4 60,3 74,3 74,3
WACC 10,7% 10,7% 10,7% 10,7% 10,7%
Discount Factor 0,90 0,82 0,74 0,67 0,60
Present value of EP 40,5 22,4 29,8 40,1 44,7
Present value of BP14-2018 177,5
Continuing value of EP 513,9 854,4
Total economic value added 691,4
Invested capital 76,6
Value of operations 768,1

Now also the calculation through Discounted Caslwhb also possible.
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Exhibit 60 Technogym: Enterprise Value calculationusing DCF

Base for
€ million 2015 2016 2017 2018 2019 2020 (Y
NOPLAT 53,0 38,2 52,8 73,8 89,1 90,9
Change in invested capital -24,0 -14,7 -11,6 -11,7 -16,3 -3,1
Free cash flow 29,0 23,5 41,1 62,1 72,8 87,8
WACC 10,7% 10,7% 10,7% 10,7% 10,7%
Discount Factor 0,90 0,82 0,74 0,67 0,60
Present value of FCF 26,2 19,2 30,3 41,4 43,8
Present value of FGB14-2018 160,9
Continuing value 607,2 1009,3
Value of operations 768,1

Exhibit 61 Technogym: equity valuation

€ milion
2015

Value of operations 768,1
Non-operating assets 6,2
Enterprise Value 774,3
Net financial position and det 39,9
Minority interest 0,4
Equity Value 733,9

Number of share outstanding 200.000

Value per share (euros) 3,7

Price per share (2016.05.11) 3,75
Price per share (max 2016) 3,95
Price per share (min 2016) 3,51

DCF and Economic Profit methods lead to a valuatib®3,7 per share. This valuation is
widely influenced by the estimation of WACC and doterm grow rate: a change in one of
these two factors would change consistently thal fualue per share, as it is shown in the

following table.
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Exhibit 62 Technogym: sensitivity analysis on shae value

Sensitivity Analysis on Value per share (€)

WACC
9,7% 10,2% 11,2% 11,7% 12,2%
0,0% 3,6 3,3 3,1 3,0 2,8 2,7
0,5% 3,7 3,5 3,3 3,1 29 2,7
1,09 3,9 3,6 3,4 3,2 3,0 2,8
1,5% 4,0 3,8 3,5 3,3 3,1 29
g 4,2 3,9 3,7 3,4 3,2 3,0
2,5% 4,5 4,1 3,8 3,6 3,3 3,1
3,0% 4,8 4,4 4,0 3,7 3,5 3,3
3,5% 51 4,6 4,3 3,9 3,7 3,4

The value estimation through DCF and Economic Psams coherent with the one done

with multiples:

Exhibit 63 Technogym: valuation synthesis

Multiples*

EV/Sales EV/Sales EV/EBITDA EV/EBITDA

EV/IEBIT P/E EVINOPLAT EV/EBITA

(Row) (Regn) (Row) (Regn)
3,1 4,35 4,07 3,85 3,72 2,29 4,50 5,11
DCF/EP
RONIC** 58,7%
WACC 10,7%
market g 1,0% 2,0% 3,0%
Value per share as 0f2015.05.11 3,75 3.4 4,0

5.10. From share valuation to pricing — market evidnces

On April 20" 2016 started the period of institutional placemelnt this period the offer was

addressed exclusively to institutional investord aavolved a maximum of 50 million shares,

corresponding to 25% of Technogym’s share camtabf which was offered for sale by the

shareholder Salhouse Holding. Salhouse Holding@ianted the Joint Global Coordinators a

greenshoe option to purchase, at the offer priceagmum of 7,5 million additional shares,

that should have been exercised within 30 dayg #fiee start of the trading in the stock

exchange.
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Exhibit 64Technogym: change in shareholders' compdagn

Shareholders Shares before th¢ SharegShare after the|GreenshgShare after IPO
start of the trading [to  be|IPO e option |in case on total
sold exercise of
with greenshoe
the option
trading
Welness Holding| 120 mil  60% - 120 mil 60%| - 120 mil 60%
Salhouse Holding| 80 mil 40% 50m| 30mil 15% 7,5 mil 2mb11,25%
Market - - - 50mil 25% | - 57,5 mil 28,75%
Total 200 mil  100% 50 mil] 200 mil 100% 7,5 mil 200 mil 19@0

This offer period was set up for the purpose ofbéng expressions of interest by
Institutional Investors. The Global Coordinatorstablished a valuation range of the
Company's share capital between approximately €®@lon and approximately €750

million, corresponding to a minimum price of €30&r share and a maximum price of €3.75

per share.

This price range implies a certain price discoudcided during the phase before
bookbuilding period, to encourage investors todnd express their demand for firm’s shares
and their valuation about the firm itself.

The offer period ended on April 28th 2016 at fio#fier price was established at €3,25 per
share: at this price book was covered four timeghis price ensured that there was a market

of firm’s shares and avoided stagnation in transact

With this price the discount on share value wasy gdrtially recouped, and the investor
selling its shares (Salhouse Holding) left on thbld a great deal of money. This can be
noticed by the price run up of the first days:
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Exhibit 65 Technogym: stock price between May 3rd ad Mau 14th
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From the graph is possible to notice that during filst day of trading price ran up from
€3,25 to €3,63: with a level of underpricing of 1ifbthe first day which is considered a
normal and optimal level of underpricing by litana (Derrien & Womack, 2003).

Such a first day percentage return is line alst wie findings of Levis (2011): PE backed

firms have first day returns consistently lowerttNenture Capital backed firms or non

backed firm. Levis (2011) pointed out that this Idobbe due to a combination of lower risk,

more aggressive pricing and PE group certificatidhis results seem applicable also in
Technogym, with the first day return of 11%, whishan high return but not surprisingly

high: the level of risk is low, and this is provalso by the debt rating analysis conducted to
find the cost of debt and the beta calculationellation to the industry; the PE certification

was present even if we cannot affirm that the pgatrategy was aggressive. In Technogym
case anyway the thesis of Meles et al. (2014) dabeaonfirmed since the level of debt is

consistently lower than the average level of defatally found on PE backed firms that go

public.
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Moreover comparing first day trading price with tiples evaluation it could result that firm

was actually undervalued.

Exhibit 66 Technogym: valuation through multiples

Multiple s*

EV/ISales EV/Sales EV/IEBITDA EV/EBITDA

(Row) (Regr) (Row) (Regn) EV/IEBIT P/E  EVINOPLAT EV/EBITA

3,1 4,35 4,07 3,85 3,72 2,29 4,50 5,11

P/E ratio will not be considered in this case bseanf the big differences in term of leverage
in the peer group. Using as reference the rati&\WSales, EV/EBITDA, EV/EBIT based on

average of peer group of comparable firms, ancfsance price for Technogym the one of
August 26" 2016, a fair market price should range betweear|#4,07 so a price of 4,10 is
positioned above the range the overvaluation is gfi$),1%. Using as reference the ratio
obtained with the regression method, which showdniore accurate, for EV/sales and
EV/EBITDA, a fair market price should range betwe&B85 and 4,35. Using such ratios
Technogym seems fairly priced. Using EV/NOPLAT o¥/EBITA Technogym seems

actually undervalued.

Purnanandam and Swaminathan (2004) stated thatfile@ in median are overvalued

between 14% to 50% compared to industry peerstigue is a valuable model to understand
whether Technogym’s IPO was overvalued or undeedaléror each Technogym and for its
comparable firms was compared the P/S, P/EBITDA, Rtios at the date of the IPO, as

follows:

S

<P) _ price X number of shares outstanding
B prior fiscal year sales

( P ) __price X number of shares outstanding

EBITDA/) prior fiscal year EBITDA

E

(P) price X number of shares outstanding
B prior fiscal year earnings

The price considered for Technogym was offer pwaeaile for competitors was the price at
close of the date of the Initial Public Offeringo Tinderstand whether Technogym could have
been overvalued or undervalued for each ratio veaspated the resulting P/V ratio, which

compare the price value of the firm (P) with itdrimsic value calculated with firm’'s
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comparable. The idea behind this ratio is compadangimple ratio based on price over a
measure of firm profit calculated on the IPO firnthwthe one of a peer to see whether there
is a significant difference.

(E) _ __ (®/Spro (E) _ __ (P/EBITDA)1po (E) _ _ (@/B)ipo
V/sales (P/S)comparable, V/EBITDA (P/EBITDA)comparable’ |4 earnings (P/E)comparable

For each ratio | also calculated the mean andrnbdian. The results of the calculation were
the following:

Exhibit 67 Technogym: P/V ratios' calculation

Technogym Amer Nautilus Brunswick Johnson Mean Median
P/S 1,27 1,19 1,66 1,07 0,88 1,20 1,13
P/EBITDA 8,12 11,50 11,14 8,53 14,91 11,52 11,32
P/E 23,08 24,80 20,95 18,22 26,49 22,61 22,87
P/V sales 1,07 0,77 1,19 1,45 1,06 1,12
P/V ebitda 0,71 0,73 0,95 0,54 0,70 0,72
P/V eamings 0,93 1,10 1,27 0,87 1,02 1,01

A value of 1 in the P/V ratios means that theren significant overvaluation or
undervaluation of the IPO firm compared to the cample company(Purnanandam and
Swaminathan, 2004). Here it results no overvaluatio reference to peer group of
comparable firms for Technogym, with values of Bl¥ ratios close to one. In addition for
P/V calculated on EBITDA it seems that Technogyns ve&tually undervalued, but we
attribute this result more to the high skewnesshef distribution of this ratio which was
observed by Purnanandam and Swaminathan (2004) tbara particularly strong
undervaluation of the firm. Such tendency to undkration is quite unusual in IPO, because,
as literature pointed out many times, usually IF@g tend to be overvalued, and the main
reasons for this overvaluation can be the overapticn expectation about growth in
profitability of the firm in the future (Purnanarmdaand Swaminathan, 2004). In Technogym
case instead a reasonable explanation could be ¢basidering the fact that with this
operation new capital to finance future growth was raised, market investors and analysts
did not capitalized high grow expectations for fiiven, so the offer price set after the
bookbuilding period remained fairly in line with ropetitors actual price and no high

overvaluation was done.

Concerning the aftermarket valuation of an IPO, ynaathors assert that IPO shares are

priced at an higher level than their actual valyetle market, for many reasons: because
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investors systematically misestimating the proligbdf finding a big winner (Loughran &
Ritter,1995) or because there is the underwritprise support (Aggarwal, 2003). But this
makes IPO perform badly in the long-run.

In particular Friesen & Swift (2009) took evident@at IPOs typically have strongly positive
returns in the first six months after the IPO, iouthe long-run returns become negative. Also
in Technogym, analyzing the data available (just¥anonths), we can say that returns are

widely positive:

Exhibit 68 Technogym: stock price between May 3rd ad August 26th
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Technogym stock price followed an upward trend, ances went down at a lower level than
May 39 just on June 27 so in a period of big market turmoil at globalée because of the
announcement of the vote in UK. This strongly pesitrend which was persistent in the first
three months after the IPO seems due to an ovetvatuby the market on the firm, due to
several factors. First of all the high growth oé thast two year presents a strongly positive
trend that will continue in the future, so it isghly probable that market investors
overestimate such positive trend and overestimdted growth. It is particularly interesting
to see how price augmented in August, after theassl of the quarterly results, which states
an increase in revenues in the US of 25% compardkdet same semester in 2015. This is a
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very important result since the breakthrough ins one of the most competitive market at
the global level, is considered by many investonsilastone to understand the possibilities of
growth and the strategic advantages of the firncoBely the presence of the private equity
was helpful in reducing the information asymmetrgtvieen entrepreneur and market
investors: the private equity, which usually helpsimproving operating performance, in
bringing efficiencies and in undertaking profitalskeategies, works as a certification of firm
guality. Moreover the private equity’s retentioneollarge stake of its shares for a long lock up
period increased the power of the signal to inwestRitter & Welch, 2002).

In conclusion, taking into consideration DCF andv@Riation result, together with multiples
methodology valuation, it resulted that Technogyatlss were offer at a discount price in the
market. This could have been done for several rsassuch as avoiding stagnation in the
trading activities and providing a positive sigtalthe market. The market conditions of the
first months of 2016, with an high volatility indtstock market, contributed to the uncertainty
in the pricing. The level of discount anyway is nba great magnitude, it results fairly in line
with market praxis and it is a result of the boalding procedure. The presence of the
Private Equity as certification helped in this side

The market reacted positively to the IPO, in faeré was an underpricing of 11% in the first
day, and positive trend continued for the periodarmanalysis. This highly positive trend

seems due to the perspectives of high growth ®ffuture years which are confirmed by the
quarterly results presented in August. Literatungwaay suggests to use caution in this
situation: many times IPO firms have an extraondineerformance for the first semester after
the IPO, then starting from the second semestersiovys become more careful, and in the
long run they faces an underperformance. This cbeldue to the capitalization of temporary
improvements Purnanandam and Swaminathan (2004heoover-expectations from who

invests in the earliest aftermarket (Miller, 1977).

In Technogym case, until now the first period ie timarket was characterized by positive
returns, anyway a first important step will be wika lock up period for Salhouse will end,
180 days after the IPO. It will be interesting é& svhether Arle Capital Partners will prefer to
keep Technogym stocks again in its portfolio oredivthem immediately. It will be also of
great importance to notice market reaction to thmese shares available for trading: if market
will discount these new availability or not. Aftdris important step, also analyzing medium-

long run performance of stocks will be fundamenltiavill be more clear if these positive
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returns were actually due to an undervaluationhef firm in the bookbuilding period or if

aftermarket capitalized in an overoptimistic wagslierm improvements.

5.11. Arle Capital’s return on the investment in Tehnogym
The aim of this last part of the chapter is analgzihe return on investment obtained by the

Private Equity fund, Arle Capital. The Registratibocument affirms that Salhouse invested
in Technogym € 330 million in 2008, and in 2014 ti& value of the participation was € 220

million. The cash flow from the investment for Salise was the following:

Exhibit 69 Salhouse: cash flow from the IPO

# shares price cash flow
Shares sold in the IPO 50mil € 3,25 € 162,50 mil
Shares sold with the greenshoe option 7,5mil € 3,254,888 mil
Residual shares to be sold after lock up period gR.5 € 4,20 € 94,50 mi
TOTAL 80 mil € 281,38 mil

For the price of the residual shares it was useekstimate close to the present market value of
Technogym shares, because they will be sold aetlteof the lock up period of 180 days
from the IPO. Considering this total cash flow @B€,38 million and the initial investment of
€330 million, it results that the Internal RateR¥éturn for the Private Equity is negative, and
it is -15%, anyway this way of reasoning is too @listic: it is fundamental to consider again
the history of the Private Equity fund which haseasted in Technogym. It was previously
mentioned that Candover was the original invedtasugh the vehicle Salhouse, but in 201,
because of some tensions deriving from the findrriais, it sold its stake to Arle Capital
Partners at a nominal consideration. Without momecipe information about the
consideration transferred, it is plausible thatdaheunt transferred is close to the actual value
of the shareholding, which is written for €220 moitl in Salhouse balance sheet. Considering
this, it results that IRR for Arle Capital was abd@8%. This explains why Arle Capital
accepted to start the IPO in a period of diffi@gtin the equity market, even when the offer
price was set at a much lower value than the valmatnge resulting from multiples and
DCF calculation. It is possible to affirm that tRevate Equity could have gained more from
the IPO, because offer price was set at discoumespect to the valuation range proposed
using multiples and DCF. The market seems to cortitis idea, since the stock performance
was positive since the beginning, and shares’ eeps on raising. Surely the negative mood
that market was experiencing in the first month@@f6 had a strong influence on the setting
of the offer price, also the fact that Arle Capisaiquired the participation at a lower price

strongly influenced its incentive for asking atlneg return.
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6. CONCLUSIONS

This thesis was aimed at valuing the Initial Pul@litfering of a firm, making a particular

emphasis on the case in which a private equity twads a stake in the firm before the IPO.

The benefits and costs of the IPO were firstlysilfated, to understand in detail which
implications this particular operation has on tlimmfand on its equity holders. Secondly the
motivations and the implications of the private iggtor this operation were presented, and
later the process of pricing and valuation of t&uing firms were illustrated. Finally these

iIssues were analyzed through the exposure of thleribgym case.

Concerning the benefits deriving from the Initialldic Offering, the most important benefit
pointed out by literature and by managers is thesibdity to raise new capital (Ritter and
Welch, 2002). This process has a drawback: isrsgroblem of asymmetric information
with equity holders. Lucas and McDonald (1990)esiahat the firm is conscious of this, and
it will prefer to go public, or to raise new capitevhen the market overvalues the firm, so it
will be able to raise more funds compared to whemket undervalues it. The IPO is not just
an occasion to raise new capital: Zingales (19%tpd out that it is an optimal way for
firm’s initial owners to maintain the control overe firm but at the same time divest part of
their ownership by transferring the rights of fisntash flow to other subjects. What was
extremely important of Zingales’s research washighlight on the fact that cash flow rights
and benefits of control are bargained in differeagotiations. Pagano et al. (1998) pointed
out that with an IPO the firm's stock becomes lijuand this allows investors to better

diversify their funds, reducing their overall risk.

The convenience of going public was examined mamgd by literature, with different
results. Chemmanur & Fulghieri (1999) pointed omattin a firm’s lifecycle there are
different moments, and depending on these momeatsiid be more or less convenient to be
publicly traded according to the cost of informingestors: for example in the early stage of
a firm’s life a large investor will minimize the sbof producing information. Anyway an
undiversified participation is risky and suboptimsd as soon as the cost of production for
information decreases it is better to go publicafTis why many times a venture capitalist
divests its participation in a portfolio firm thrgn an IPO. Also Maksimovic & Pichler
(2001) pointed out that the investors perceptiod #re costs associated with disclosing

private information influences significantly thertadits of going public.
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Pagano et al. (1998) analyzed other benefits ofIB@s, for example the possibility of
overcoming borrowing constraints more than a pevam: being publicly traded makes it
possible to reduce bargaining power of banks, wnigathe possibility of raising debt capital
directly in the market. Added advantages arelyirah additional instrument of monitoring
behavior of managers, thanks to information emlgbdre stock price and secondly the

possibility to have an indirect advertising of fienquality and firm stability.

Literature pointed out that the IPO is an effectivaey to gain market share and disadvantage
competitors, this was said by Schultz and Zamaf1h their analysis of technology firms,
that go public extremely early in their life. Thegid that those firms were operating in an
industry where gaining market share against congostivas fundamental so they decided to
go public early in their life. Hsu et al. (2010)salconfirmed that this is true, stating that
competitors’ stock prices react negatively to tR®] because the market anticipates the
negative impact on firm’s profitability and abilitp produce future cash flow, due to the fact

that a competitor is going public.

Nevertheless the IPO entails many costs, someeon thre associated with the IPO process
and some others are related to remaining a pubtialyed company. The costs of the IPO
process include the fees that have to be paid neuttants, advisors, to the stock exchange
and are related also to the road show. There soeséhrt up costs, due to the fact that the firm
has to build up some informational structures farket investors that were not present
before the IPO, for example additional auditing andounting abilities to comply with stock

exchange regulation. This process moreover carebedistracting and time-consuming, and

can divert attention from strategic and operatiagssles.

The expenses associated with the fact of beingipabé also significant. These costs are
associated with different issues: firstly with theed to prepare and report timely specific
financial information. Secondly with the need todadew employees to respond to new
exigencies in the areas of audit, taxation teananitial planning (budgeting and forecasting),
risk management, technology support, board of thremternal staff assessment, and human
resources. Moreover the firm will need to engage alxternal resources such as consultants
to meet the new regulatory requirements, implemgntihe new financial reporting,
implementing disclosure standards, and to maintauestors relations. Also governance
structure will be changed and increased to meetnegwlatory requirements, and audit fees

will increase for the same reason.
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An extensive cost faced by the firm going publidhie underpricing phenomenon, meaning
that they do not collect some funds because tlepriose in the days immediately following
the IPO. This fact is present basically in all tR©s, and it seems due to the fact that some
firms want to solve an information asymmetry witlnket investors: high quality firms will
consider that discounting at the moment of IPO goad signaling method, then they will
recoup this sacrifice in later activities of isgyistocks (Ritter & Welch, 2002). Loughran &
Ritter (1995) highlighted that this underpricingeplomenon depends also on the fact that
market over weights short term improvement thinkihgt those are long term tendencies.
When the transitory nature of the operating pertoroe becomes apparent, the stocks
underperform. But this underperformance does naft sSinmediately after issuing. Also
Friesen & Swift (2009) analyzed overreaction ofastors and found out that usually returns
remain positive until six months after the IPO. Aggal (2003) instead said that this positive
returns in the first days and consequent undengiare due to the stabilization activities of

underwriters, that give price support to weak affgs and try to avoid flipping activity.

Flipping activity is the phenomenon of the immediaftermarket of reselling IPO stock
immediately after the allocation to earn from thece difference. What happens usually is
that a small portion of shares are flipped manyesipresulting in very high volume. Of course
underwriters and issuing firm prefer that instibagl investors keep the stocks for a certain
period instead of flipping them, because this sgaal of their interest in the firm itself, and
of confidence in firm ability to produce future oge returns. So underwriters try to avoid

this flipping by imposing some penalties to indtdoal investors Aggarwal (2003).

Derrien & Womack (2003) discovered that underpgds also a feature of the bookbuilding
selling mechanism. They discovered that auctiorcgutare actually reduces underpricing, so
it would be optimal from the issuing firm point wew, but bookbuilding process is preferred
globally because it allows underwriters to revdadit quality to investors. It seems that
issuing firm suffers an agency conflict, sincetecolfing underpricing is not the only interest

of underwriters.

Lately in the thesis it was discussed the preseh@Private Equity inside the firm, and its
influence on the IPO decision. The IPO in factng of the exit way that could be used by the
Private Equity, together with a secondary LBO anulade sale to another firm. There are
other exit ways, but those three are the most camymased. It emerged that market
conditions, firm conditions and private equity daeristics influence the decision

(Jenkinson & Sousa, 2015). In fact a very favoraiddt market with low rates make a
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secondary LBO extremely profitable. Instead a Vwoy equity market favors an IPO. Also
private equity characteristics are fundamental:mtihe PE is near the end of contractual life
it has more pressure to realize the investmentghib situation it could happen that the
portfolio firm is not ready yet for a public offeg, but a secondary sale could be an
attractive way to divest quickly. Moreover, in IBG*E is usually obliged to remain part of
the shares for a lock up period, to not give a tiegasignal to the market (Jenkinson &
Sousa, 2015). Bock & Schmidt (2015) also discovéhed when it has to build reputation to
incentivize future fundraising PEs tend to realm® IPO, because the IPO gives more
visibility to portfolio firm success, and so PE lglito invest in high quality firms. Last factor
to consider is related to firm’s characteristiags:particular the ability to operate with high
level of debt favors more a secondary LBO, whilghhprofitability and high grow rates make

an IPO more profitable.

Poulsen & Stegemoller (2008) pointed out that @mting costs could be much lower in case
of a trade sale to a competitor. Moreover this wayld be much more valuable when in the
industry there is a big competitor, and economfexcale are fundamental. Nevertheless they
also pointed out that this exit choice would redtlegibility in firm policies so it is not
valuable for firms with high growth potential. Maneer a trade sale could not be a possible
exit way if it is present an entrepreneur with eosfj position inside the firm. If she is
interested in maintaining the decisional contraémthe firm it would be fundamental that the
firm itself remains a standalone entity (Poulse®i®&gemoller, 2008). In this case is possible
that a conflict of interests arises, with the PEf@ring a trade sale, and the entrepreneur

preferring the IPO.

An interesting topic related to the IPO of a prevatjuity backed firm is the performance of
the firm itself in the IPO. Levis (2011) analyzdustissue and found out that the presence of
the private equity reduces significantly the underpg phenomenon after the IPO, cutting
significantly the money left on the table by prexdcowner. Meles et al. (2014) found out that
this phenomenon is mainly due to the presence dfigin level of debt in private equity
backed IPO firms. Barry & Mihov (2005) explainedatithis is due to the fact that banks
prefer to finance firms that make the lending re&y safe, so with predictable cash flows,
less volatility and easier to value. These charmties make the firm easier to value by the

market to underpricing is lower.
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Later the valuation techniques most used in theketawere presented: the multiples
methodology, the Discounted Cash Flow and Econdtnidit methods. Multiples and DCF
models resulted to be the most used and the lassdtechniques (Roosenboom, 2012).

Concerning multiples valuation, Kim & Ritter (199®)nted out that is fundamental to
choose the right group of peer group firms: using Sode is a good starting point, but
sometimes this classification could be too rigi@d, is is important to go further this

classification to find the most fitting peer groufoller et al. (2015) pointed out that the use
of P/E ratio alone could lead to a misevaluationthaf firm, since P/E ratio is influenced by
the capital structure of the firm. Other ratiosffeom the influence of capital structure and of
non operating or non recurring items lead to aebetaluation, and are: EV/EBITA and

EV/NOPLAT.

Once that the major issues regarding fair valu@atadn were presented, the step of the
pricing process were discussed, passing from tisé fitch with the intermediaries of the
listing, through the due diligence of the investirgank, then the pre marketing phase and the
bookbuilding process, until the definition of th&eo price (Borsa ltaliana, 2014). A fair
pricing could be more profitable in the long ruspecially because overvalued IPO firms
tend to suffer a deep underperformance in the lamg (Purnanandam and Swaminathan,
2004).

Last chapter of the thesis concentrated in théhfi@gym case. From the analysis done we
can say that in Technogym the IPO was mainly detexd by the interest of the two

investors in the firm: Arle Capital Partners fromeoside (using Salhouse vehicle), and
brothers Alessandri (through the vehicle Wellnestditg) from the other side. The IPO was

started to allow Arle Capital Partners to divestt many other options were available, and
maybe, taking into consideration debt and stockketazonditions, some of them could have
been valuable alternatives. So what was determinahe choice of the IPO was the presence
of the other investors, brother Alessandri throdgbliness Holding and their willingness to

maintain the absolute control of the firm. Thistivation does not surprise since they are the
founders of the firm and from the beginning thed lize total control and decided the course
of the company. Moreover this motivation was sorgjrthat the IPO was indicated as a way
of exit even in the shareholders agreement sigeedden Arle Capital Partners and Wellness
Holding before the entry of Arle Capital PartnersTechnogym. This was done because only
the IPO is a way that totally ensure the mainteaasicthe control on the firm, differently

from a secondary LBO or the trade sale of the @pdtion to another investor. In fact the
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possibility to change the beneficiaries of the démlv rights from the firm without losing the

power of control is one of the main advantagesheflPO pointed out by Zingales (1995). It
is known that for some time the a dual track wadlewed, so Technogym negotiated also the
sale of Salhouse participation with other privaeestors, but in the end the decision of going
public was taken. This course of action was favierallso not only for the entrepreneur, but

also for the private equity, since it was morere lwith its conditions.

The IPO also improved entrepreneur position in weays. Firstly, selling in the market PE
shareholding, a strong counterparty, owning a gste of the company had disappeared: its
stockholding has been bought by many shareholdetstas more fragmented. In this way
the incentive to monitor and intervene activelyidesthe firm, maybe in contrast with the
entrepreneur, is lower if not absent. It is possibd conclude that with the IPO the
entrepreneur power over the firm has augmented. reMer this operation creates the
possibility for Wellness Holding to buy firm’'s sk in the future and increase its
shareholding if they will see a good return fronsthction, or to reduce its investment in

Technogym, if on contrary it prefers to diversify wealth.

The IPO was an excellent way to re affirm PE’s tapan in investing in excellent firms and
in being able to divest successfully. An IPO gimasre advertisement and notoriety to this
fact, since the portfolio firm remains quoted, pesformance is public and can be checked by
investors at any moment, which is not the caskéffirm is sold in a trade sale or through a
secondary LBO. Arle Capital Partner in fact wasirfg a strong need to build up its
reputation after the turmoil faced because of tbea] crisis, which made Candover separate
part of its investment in Arle Capital Partnersthié PE want to obtain new funds in the future
for new investments a necessary condition will &eehre built its reputation. Moreover since
the PE has just started to divest from its poufdiims, still a long time has to pass before it
will repay investors, so a quick way of divestmenhot needed (in IPO the investor selling
stock usually have to keep part of the shares foclaup period to avoid to send a negative
signal to the market about firm’s ability to pro@upositive cash flow to investors in the

future).

The Initial Public Offering produced some benefitsd advantages also for Technogym
itself. First of all it increased firm knowledge dawisibility, which is very important for

Technogym in this particular moment: the firm isliMpositioned in Europe, but in the rest of
the world is the second player. To break throughmetition and enter profitably in those

markets such as Asia and US having a great visikaind good reputation also in financial
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terms is really important, particularly when itdealing with customers of big dimensions,

that are interested also in the financial stabdityts suppliers.

This operation was also a milestone in the firmaoigation because being public allows to
attract, remunerate and retain a more valuable faxark than being private. In fact a public

firm can set up an attractive compensation planmnianagers linked to firm’s performance,

using stock options or distributing shares, whiavehvery high returns. At the same time
these compensation methods give the possibiligligm managers’ interests with the ones of
owners. On the contrary, one of the major bendfarolPO does not seem applicable in this
case: the possibility to enhance managers’ mongotinanks to market. The entrepreneur is
inside the firm and is actively involved in everydaperations, so he already has a privileged

position to monitor managers way of operating.

The going public process will open the possibiti@yraise new funds in the future in several
ways: first on all increasing share capital, se¢pedllecting debt funds in several manners.
The fact of being a public firm will allow Technogyto issue bonds directly in the market or
to go to banks, but with a stronger bargaining powedebt negotiation, thanks to the

possibility of direct issuing giving by the market.

In addition it is possible to state that marketcpgere the IPO as a way to improve competitive
positioning of the firm, since there was a negatigaction in stock price of competitors
around the IPO event. Strongly negative cumulatilveormal returns on competitors’ stock
around the IPO suggest that the market considesamthribgym’s IPO as an event with a
negative influence for them, that could lead atsa teduction in performance in the long run.

Conversely, this enhances firm’s competitive adagetin the marketplace.

Last part on the thesis was aimed at producinduwatian of firm’s fair value and comparing
it with the market price established by issuing Ksarto see whether firm's stocks were
undervalued or overvalued, and finally try to asce¥0 success.

First of all Technogym was valued in comparisoratpeer group of competitors. The major
firms operating in the field were picked up: Brumskvinc, Nautilus Inc, Johnson Health
Tech, Amer Sport. The major issue to take into wharation is that Brunswick and Amer
operates also in other fields of activity and aréely diversified, while Nautilus and Johnson
Health Tech are more focused in the training maahsector. Technogym profitability was
discovered not only to be perfectly in line withngoetitors, but also to be higher. Also

looking at grow rates Technogym was not underpariiog rivals: grow rates were absolutely
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higher than Brunswick, and in line with the onesAafier, even if Nautilus appeared to have

had an high level of growth in the past years.

Concerning working capital management, Technogywe fza efficient organization, even if
days on receivables can be improved. Financiatttre, compared to peer group, appears
solid, even if competitors’ one is better. Thisdge to excess cash that was present in

Nautilus in the past years and by Brunswick even.no

Next step was calculating Technogym’s value usingtipies calculated on competitors.
Firstly P/E ratio was used, but this was influenbgdnet financial position of competitors,
which was highly different from Technogym’s one.c8edly EV/Sales multiple was
calculated, but this appeared too much influengethb different fields of activity of some
competitors: sales don’t take into account theed#fit operating costs that is required by
different products that widely diversified corpaoais such as Brunswick and Amer produce.
So EV/EBITDA, EV/EBIT, EV/EBITA and EV/NOPLAT werealculated. The valuation
was refined using not only the average of compstitout also using regression to calculated
multiples. The range of values obtained were regpbim Exhibit 64, and are reported again

here.

Multiple s*

EV/Sales EV/Sales EV/IEBITDA EV/EBITDA

(Row) (Regr) (Row) (Regr) EVIEBIT P/E EV/INOPLAT EV/EBITA

3,1 4,35 4,07 3,60 3,72 2,29 6,83 511

Lately in the chapter discounted cash flow and enna profit method were used and the
result of this valuation were compared to the ooeedwith multiples. The starting point for
DCF and EP were the calculation of: free cash ffowthe following five years, weighted
average cost of capital and invested capital. Tloutate the future free cash flow some
estimation was done. In particular an estimationfudtire revenues were done: it was
considered that Technogym will have a strong growththe following years in Europe
(around 12%), while outside Europe it will take mdime to get close to this growth. These
estimations of growth anyway are fairly prudentaimpared with the grow rate of 2014 and
2015, which were respectively of 13,22% and 9,9TMe estimated grow rate for 2016 is
instead 6%, and the CAGR is 8,5% in the 5 year®ger
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The resulting value per share from DCF and EP vi@oavas €3,7 per share. This value is in
line with the range of values produced using thdtipias valuation, anyway is sensible to the
estimation of WACC and long term grow rate used,thes sensitivity analysis produced

pointed out.

Once that fair value analysis was completed theé stp was analyzing the pricing process
and the market valuation of the firm stock. In gegiod before the IPO the firm performed a
roadshow to understand market demand for Technaipares. The price range proposed for
the roadshow was between €3,00 and €3,75 and anthéhe offer price was fixed at €3,25,
the book was completed four times for this priciegel, which implies an high demand for
the firm’s shares. Such price range implies a sgtraliscount, which, according to
Roosenboom (2012) was done to induce investorssttbode information about their actual
demand of share and to compensate them for theéaksa in investing into a firm actually

unknown by the market.

The fact that offer price was fixed at €3,25 canfirRoosenboom (2012) thesis for which
discount is only partially recouped. This was pobadso by the subsequent underpricing: the
price ran up to €3,63 in the first day of tradiagd in the following day price grew even more
to €3,94, which are respectively and increase &6 Ahd of 21% in stock price. It is plausible
that such an high discount resulted also from #gative period that the equity market was
facing in those months, and with the pre-marketiogvities underwriters were not able to

obtain higher reactions from investors.

In the last part of the thesis the return fromdperation for Arle Capital was analyzed, and it
was found that this return was almost 28%. Thisrrets extremely high, and it outperforms
consistently the return of the market, which isw@l®,5%. Notwithstanding that shares were
sold at a discounted price and that equity marketitions were not the most favorable for
an IPO because of the high volatility of the periadis possible to conclude that the
investment on Technogym was extremely profitable Aole Capital. This is extremely

interesting to notice, because the presence oétirepreneur with a majority position had
limited the divestment ways available for the prevaquity fund. Anyway if we consider the

initial investment of Candover of €330 million, tireernal rater of return of the investment
was highly negative. So it is possible to concludat Candover overpaid for such a
shareholding in Technogym, but we can find two mapuses of this. Firstly some years of
no growth for the firm, such as 2013, which negdfivinfluenced on free cash flow.

Secondly the weak position in some markets sudd3A also has negative consequences in
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investors valuation of future possibilities of gitbmin revenues in this market. Lastly the
negative mood that the market was facing in th& feriod of 2016, which influenced a lot
the road show and led to a highly discounted gifere.

It is reasonable that the IPO will produce beneditso for the other major investor, the
entrepreneur, that will strengthen his decisionat®l, since the second most powerful
investor in the firm, the private equity, will disiest completely in few months, and market
investors usually have more fragmented positionarddver the IPO will allow the
entrepreneur to change the degree of its investnmeftite firm, increasing or reducing it

according to his needs.

The fact that market competitors discounted negbtithe IPO, as the analysis of the
cumulated average abnormal return demonstratedthenelvidences that equity investors are
extremely positive in valuation of Technogym’s &®confirm that also the firm itself will
have positive drawbacks associated with this operaain high contractual power with debt
financers, an improved internal control system,aemmpartial system to control managers’
behavior and an improved system to incentivize rgarsa The IPO will make also easier to
raise new capital in the future, if new projectsgodwth will require it. In conclusion, the
Initial Public Offering was an operation that betezf all the major interests involved in the
firm: the private equity, which were able to divestofitably, the entrepreneur, who
maintained and strengthened his control, and the ifself, which enhanced its possibility of
growth.
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7. APPENDIXES
Appendix 1: Technogym balance sheet and income sément

reclassification
Balance sheet and income statement as reported

INCOME STATEMENT AS REPORTED
TOTAL REVENUES

Revenue 390,71 411, 411, 465, 511,]
Other incom 19,1 16,5 1,1 0,7 0,7
Total revenues 409,z 428,C 412,1 466,1 511,
OPERATING COSTS

Change in inventori -2,€ -1,2 -6,1 8.4

Raw materials, consumables and g -142,2 -142,1 -152,6 -183,6 -183,
Services and disposal of as -116,¢ -142,¢ -129,& -133,f -139;t
Personnel expens -81,z -85,& -84,£4 -91,c -104(
Depreciations, amortizations and impairn -15,7  -16,6 -234 -27,C -20,C
Provision costs for contingencies and che -7,7 -5,1 -34 -5,¢ -2,€
Other operating cos -3,7 -3,7 -4.4 -6,3 -4.¢
Joint venture result she 0,C 0,C 0,C 1,7 1,C
Total operating costt -370,C -396,¢ -404,: -437,¢ -453;:
NET OPERATING INCOME 39,8 31,4 7,8 28,2 58,4
FINANCIAL GAINS/LOSSES

Financial gair 0,6 0,7 04 04 0,k
Financial expens -4,3 -3,1 -3,6 -3,€ -1,7
Gain/losses from exchar 1,3 -1,€ -2,9 -0,8 -1,3
Total financial gain/losse: -2,5 -4,1 -6,C -3,9 -2,€
GAINS/LOSSES FROM INVESTMENTS

Other gains/losses from investm: 0,3 0,1 0,2 0,2 -0,S
Total gain/losses from investmen 0,3 0,1 0,2 0,2 -0,S
RESULT BEFORE TAXES 37,1 27,4 2,1 24,4 55,C
TAXES

Annual taxe -11,C -7,C -04  -19,5 -26,£
Previoius year tax -0,5 0,C -0,1 0, -0,2
Total taxes -11.F -7,C -0, -18,6 -26,¢
RESULT BEFORE MINORITY INTERESTS 25,€ 20,4 1,6 5,€ 28,4
Minority interest -0,4 -0,8 -0,3 -0,1 -0,2
GROUP NET RESULT 25,2 19,€ 1,2 5,6 28,2
Earnings per she 25z 19 0,1z 05t 2,8Z

129



TOTAL ASSETS

A. NON-CURRENT ASSETS
A.l Property, plant, equipment
A.ll Goodwill

A.lll Other intangible assets
A.IV. Equity investments

A.V. Other financial assets

A.VI. Anticipated taxes

A. Total non-current asset

B. CURRENT ASSETS

B.I Inventories

B.ll Trade receivables

B.lll Tax receivables

B.IV Current financial receivables
B.V Cash and cash equivalents
B.VI Other current assets

B.VII Other financial current assets
B. Total current asset

TOTAL ASSETS
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2011 2012 2013 2014 2015

42,6 57,6 54,2 50,0 56,9
0,0 0,0 0,0 0,0 0,0
30,7 35,6 32,5 23,2 21,5
0,4 15 0,1 4,7 3,8
14,2 9,9 4,5 6,2 9,5
17,4 20,2 22,3 16,0 15,7
105,2 124,7 113,7 100,0 107,4

50,2 60,6 54,5 62,2 60,4
68,1 61,5 73,0 75,5 84,1
0,0 1,7 3,0 1,7 0,0
0,0 0,0 3.9 3,6 0,1
40,9 26,7 40,4 41,1 68,0
23,0 12,1 14,1 14,9 31,8
0,0 0,0 0,2 0,4 0,2
182,2 162,6 189,1 1994 2446
2875 2874 3028 2994 3521



TOTAL EQUITY AND LIABILITIES
C. GROUP EQUITY

C.l Share capital

C.ll Shares overpricing reserve
C.lII Revaluation reserve

C.IV. Conversion reserve

C.V Other reserves

C.VI Retained earnings/(losses)
C.VII Profit/(loss) for the year

C. Total group equity and reserves
C.VIlI Minority share capital

C.IX Minority's profit/(loss) for the year
C. Total minority interests

C. TOTAL GROUP EQUITY

D. NON-CURRENT LIABILITIES
D.l Loans
D.ll Financial debt

D.lIl Provisions for employees benefits
D.IV Provisions for contingecies and cha

D.V Other non-current liabilties
D.VI Deferred tax liabilties

D. Total non-current liabilities
E. CURRENT LIABILITIES
E.l Current debt

E.lIl Other financial debt

E.lll Trade payables

E.IV Tax payables
E.V Current provisions for contingecies and chg

E.VI Other current liabilties

E.VII Other financial current liabilties
E. Total current liabilities

TOTAL EQUITY AND LIABILITIES
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2011 2012 2013 2014 2015

10,0 10,0 10,0 10,0 10,0
382,6 382,6 382,6 0,0 0 O,
0,0 0,0 0,0 0,0 0,0
0,6 1,0 1,3 2,7 0,0
-430,1 -430,6 -433,2 -25,6 -8,2
-3,8 21,4 41,0 17,4 13,0
25,2 19,6 1,2 55 28,2
-15,5 4,0 2,9 10,0 43
0,1 0,3 0,4 0,2 0,2
0,4 0,8 03 01 0,2
0,5 1,0 0,7 0,2 0,4
-15,0 50 3,7 10,3 43,4

70,0 40,0 0,1 0,0 42,1
13,1 8,6 3,1 5,0 6,3

19 2,1 3,1 3,3 31
6,3 6,8 6.4 7,6 8,t

0,0 0,1 5,8 59 13,5
9,3 10,6 1,2 1,0 0,7
100,5 68,2 19,7 22,7 14

39,3 71,1 1248 99,4 57,6
0,0 0,0 3,9 3,6 0,0
98,1 88,6 93,1 93,2 93,9

51 4,0 0,9 6,6 14,0
7,8 7,1 6,4 8,3 18,4

51,6 42,6 50,3 54,7 50,0
0,0 0,0 0,0 ,60 0,4
202,0 2141 2794 2664 23
2875 2874 3028 2994 3521



Details on the income statement and balance sheet

A.l Property, plant, equipment and other equipment

Land and buildings

impianti e macchinari

Industrial and commercial equipment
Other equipments

Improvements on third party equipment

Assets in course of construction and payments oot

Total

A.lll Other intangible assets
Development costs

Industrial patents

Licences, trademarksand similar assets

Assets in course of development and payments oouadc

Other intangible assets
Total

Assets similar to goodwill
Operating intangibles
Total

A.V. Other financial assets
Financial credits

Security deposits

Investments in other companies
Total

Operating other financial assets
Non-operating other financial assets
Total

B.I Inventories

Raw materials , supplies and consumables
Goods in progress and semifinished goods
Finished products and goods

Total

B.V Cash and cash equivalents
Bank accounts

Checks

Cash on hand

Total

B.VI Other current assets

VAT receivables from state authorities
Advances to suppliers

Employees receivables

Other receivables

Accruals (ratei attivi)

Checking (risconti attivi)

Total
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2011 201z 201: 2014 201t
264 576 54,2 50,0 56,9
6,7 7,3 24,9 22,7 28,0
6,6 6,0 6,5 6,2 6,6

74 6,0 14,2 11,1 310
6,1 4,9 53 52 50
10,6 21,0 15 15 4.2
52 12,4 1,7 3,2 2,7
42,6 57,6 54,2 50,0 56,9
30,7 35,6 32,5 23,2 215
21,7 25,8 21,3 131 11,8
2,2 3.2 50 3.8 43
3.9 37 04 03 5 0
2,7 0,2 3.9 54 4,5
01 2,5 19 0,6 0,5
30,7 35,6 325 23,2 215
0,1 2,5 19 0,6 0,5
30,5 33,0 30,6 22,6 21,0
30,7 35,6 325 23,2 215
14,2 9,9 4,5 6,2 9,5
13,3 8,9 34 50 7,6
0,9 1,0 0,7 0,8 0.8
0,0 0,0 04 0.4 11
14,2 9,9 4,5 6,2 9,5
0,9 1,0 0,7 0,8 0.8
13,3 8,9 3.8 54 8 8§,
14,2 9,9 4,5 6,2 9,5
50,2 60,6 54,5 62,2 60,4
13,3 118 4 12, 165 13,9
2,0 19 14 2 1, 18
34,9 47,0 40,7 44,5 44,6
50,2 60,6 545 62,2 60,4
40,9 26,7 40,4 41,1 68,0
40,6 26,4 39,6 40,5 66,6
0,3 0,2 0,8 0,6 01
01 01 0,0 0,0 1,3
40,9 26,7 40,4 411 68,0
23,0 121 141 14,9 31,8
18,4 7.8 8,6 9,4 23,6
13 1,0 1,2 13 1,7
01 01 01 01 0.1
0,5 0,8 13 0,9 2,3
0,8 0,3 0,9 0,3 0,2
2,0 2,0 2,0 2,9 3,9
23,0 12,1 14,1 14,9 31,8



2011 201z 201: 2014 201t

D.IV Provisions for contingecies and charges 6,3 6,9 64 7,6 8,6
Products warranties funds 0,0 0,9 45 4.6 4.1
Supplementary indemnity fund for clientele 0,6 1,1 01, 0,9 0,9
Non-competition agreement fund 19 14 0,6 0,8 0,9
Litigations fund 04 0,1 0,0 0,0 0,5
Funds for other contingencies and charges 33 34 03 3 1 23
Total 6,3 6,9 6,4 7,6 8,6
E.l Current debt 39,3 71,1 124,8 99,4 57,6
Short term quota of long term debt 30,0 30,0 40,0 100 791
Other short term bank financing 9,3 411 84,8 89,4 39,6
Total 39,3 71,1 124,8 99,4 57,6
E.V Current provisions for contingecies and charges 7,9 7,7 6,4 8,3 18,4
Products warranties funds 79 7,7 3,7 4.6 5,0
Provision for investment losses 0,0 0,0 0,0 0,0 0,0
Free Product Fund 0,0 0,0 21 3,1 3,4
Other short term provisions for contingencies 0,0 0,0 0,6 0,7 10,0
Total 7,9 7,7 6,4 8,3 18,4
E.M Other current liabilities 51,6 42,6 50,3 54,7 50,0
Liabitilities toward employees 53 6,7 6,6 10,8 8,1
Debts towards social security and safety 3,2 31 34 3 4, 37
Customers advances 7,1 8,7 14,9 12,1 11,2
Liabilities for VAT 15,7 5,0 8,1 7,5 6,0
Other liabilities 39 2,0 45 3,2 35
Prepaid expenses 15 1,0 0,9 2,1 35
Deferred charges 14,8 15,9 11,8 14,6 14,1
Total 51,6 42,6 50,3 54,7 50,0
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Revenues

Revenues fromsales of product, spare parts, haedaved soft
Revenues fromtransportation, installation and s@de assist

Total

Personnel expenses

Wages

Social charges

Retirement costs , plans to predetermined perfocman
Retirement costs , plans to predetermined conidbut
Other costs

Total

Operating personnel expenses
Pension gains and losses
Total

Depreciations, amortizations and impairments
Amortizations of non tangible assets
Depreciation of tangible assets

Other depreciations of assets

Receivables write-offs

Impairments of assets

Total

Amortizations of non tangible assets

Development costs

Industrial patents

Licences, trademarksand similar assets

Assets in course of development and payments oouaxdtc
Other intangible assets

Total

Goodwill and similar assets
Operating intangibles
Total

Depreciation of tangible assets

Land and buildings

impianti e macchinari

Industrial and commercial equipment

Other equipments

Improvements on third party equipment

Assets in course of construction and payments oot
Total

Provision costs for contingencies and charges
Provisions for products warranties

Provisions for agents bonuses

Provisions for other risks

Total

Other operating costs

License fees and other income taxes

Non deductible VAT

Other costs (brasilian taxes e customs duties)
Total

Financial gains
positive bank interests
other financial gains
Total

Cinancial avnanc:

2011 201z 201: 2014 201t
390,1 411,6 411,0 465,4 511,1
345,6 370,5 368,5 417,8 452,3
44,6 41,1 42,5 47,5 58,8
3901 4116 4110 4654 5111
-81,2 -85,5 -84,4 916 -104,0
-63,6 -65,9 -65,5 -72,0 -80,8
-14,6 -17,2 -17,8 -18,1 -20,5
-0,1 -0,1 -0,1 -0,1 2,1
-1,9 -1,8 -1,8 -1,8 0,0
-0,9 -0,5 0,8 0,5 -0,7
-81,2 -85,5 -84.4 91,6 -104,0
-79,2 -83,5 -82,5 -89,7 -102,0
-2,0 -2,0 -1,9 -1,9 2,1
-81,2 -85,5 -84.4 91,6 -104,0
-157 6,61 -234 -27,0 -20,0
-6,0 -7,5 118 5-9 -88
-7,0 -8,8 -9,4 -10,4 -10,6
-0,3 0,0 -04 -6,5 0,0
24 -04 -1,7 -0,6 0,0
0,0 0,0 0,0 0,0 -0,5
-15,7 -16,6 -23/4 -27,0 -20,0
-6,0 -7,5 -11.8 59 -88
-4,2 -55 91 -7,5 -6,5
-0,5 -0,5 -1,6 -1,8 -2,1
-0,4 -0,5 -01 01 - -02
0,0 0,0 0,0 0,0 0,0
-0,9 -1,0 -0,9 -0,2 -0,2
-6,0 -7,5 -11,7 -9,5 -8.8
-0,9 -1,0 -0,9 -0,2 -0,2
-5,0 -6,5 -10,8 -9,3 -8,7
-6,0 -7,5 -11,7 -9,5 -8,8
-7,0 -8,8 -9,4 -10,4 -10,6
-01 -04 -25 2,7 -2,7
-15 -15 -14 -1,4 -1,4
-3,7 -3,3 4,1 -4.8 -4,8
-1,3 -14 -14 -1,5 -1,8
-0,4 21 0,0 0,0 00
0,0 0,0 0,0 0,0 0,0
-7,0 -8,8 -9,4 -10,4 -10,6
717 1 -5 -34 -5,9 -2,6
-4,5 -35 -2,0 4,2
0,0 -01 -01 -0,2
-3,2 -15 -1,3 -1,6
-7,7 5,1 -3,4 -5,9 0,0
-3,7 -3,7 -4,4 -6,3 -4,9
-1,5 -1,8 -2,7 -23-21
-0,2 -01 -0,2 -0,2 0,0
-20 18 - -15 -3.8 -2,8
-3,7 -3,7 4,4 -6,3 4,9
0,6 0,7 04 0,4 0,5
0,3 0,7 0,2 0,1 0,3
0,3 0,0 0,3 0,2 0,1
0,6 0,7 0,4 0,4 0,5
N~ 21 arc 2 15



Reclassification of balance sheet and income statent

Reorganized Balance-Sheet (Invested Capital)

Working cash*
Trade receivables
Inventories

Trade payables

Trade working capital

Other operating current assets
Other operating current liabilities
Other current assets and liabilities

Net working capital

Tangible assets
Operating intangibles

Total operating fixed capital

Operating receivables and other non-current assets
Operating deferred-tax assets/(liabilities)

Operating non-current liabilities

Operating provisions

Total other non-current operating assets and liabities
Invested capital excluding goodwill and similar inangibles

Goodwill and similar intangibles
Deferred tax asset/(liabilities) on similar intablgs

Goodwill and other similar intangibles
Invested capital including goodwill and similar intangibles

Non-operating current assets

Other non-operating current liabilities
Non-operating non-current assets
Non-operating deferred-tax assets/(liabilities)
Non-operating non-current liabilities

Non-operating assets

Total funds invested

2011 2012 2013 2014 2015
39 41 41 47 51
681 615 730 755 841
50,2 60,6 545 622 604
981 -886 -931 -932 -939
240 376 385 492 557
231 137 171 165 318
646 -543 575 -696 -824
415 -40,6 -40,4 -53,1 -50,6

175 30 20 -39 51
426 576 542 500 56,9
30,5 330 306 226 210
731 906 848 726 779
9 010 07 08 08

82 97 1121 149 150
00 -01 -58 59 -135

63 69 64 76 -86
28 37 96 22 64
58,4 913 925 709 76,6
01 25 19 06 05
00 00 00 00 00
01 25 19 06 &

58,6 939 944 716 771
00 00 41 41 03
00 00 -39 24 -04
137 104 39 100 126
00 OO0 00 00 00
131 86 -31 50 63
06 18 10 50 62

592 956 954 76,55 83,3
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Reorganized Income Statement

2011 2012 2013 2014 2015
Revenues 390,21 4116 411,0 4654 511,1
Other income 191 16,5 11 0,7 0,7
Change in inventories -2,6 -1,2 -6,1 84 0,0
Raw materials, consumables and goods -142,3  -142,12,8-15183,6 -183,4
Other operating costs -3,7 -3,7 -4,4 -6,3 -4,9
Service and disposal of assets -116,9 -1423 -129,8 -1335 -1395
Operating cost (personnel and D&A excluded) -2655 8,4 -293,1 -315,0 -327,7
Personnel expenses -81,2 -855 -844 -916 -104,0
EBITDA 62,6 531 346 595 80,0
Depreciation -7,3 -8,8 -98 -169 -10,6
Amortization of operating intangibles -50 -65 -108 93- -87
Total D&A -124 -153 -206 -26,3 -19.3
EBITA 50,2 379 140 332 60,7
Amortization of assets similar to goodwill -0,9 -1,0 0,9 -0,2 -0,2
Receivables write-offs -2,4 -04 -1,7 -0,6 0,0
Impairments of assets 0,0 0,0 0,0 0,0 -0,5
Provision costs for contingencies and charges 7,7 ,1 -5 -34 -5,9 -2,6
EBIT 39,3 314 80 265 574
Share of joint venture result 0,0 0,0 0,0 1,7 1,0
Interest income (expense) frominvestments 0,3 0,1 0,20,2 -0,9
Exchange rate (losses) gains 1,3 -1,6 -2,9 -0,8 -1,3
Financial (expense) income -3,8 -2,5 31 -3,2 -1,2
Net financial result -2,5 -4,1 -6,0 -3,9 -2,6
EBT 371 274 22 244 550
Taxes -11,5 -7,0 -05 -188 -26,6
Group Net Income 25,6 204 1,7 5,6 28,4
Minority result -04 -0,8 -0,3 -0,1 -0,2
Net Income 252 19,6 1,4 55 28,2
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NOPLAT calculation

NOPLAT calculation
€ million

2011 2012 2013 2014 2015
EBITA 50,2 379 140 332 60,7
Operating taxes* -12,4 -8,4 23 -195 -273
NOPLAT 379 294 116 13,7 334
* Operating taxes calculation

2011 2012 2013 2014 2015
EBT 37,1 27,4 2,2 24,4 55,0
Income taxes -11,5 -7,0 -05 -188 -26,6
Actual (blended global) tax rate 31% 26% 22% 77% 48%
Adjustments:
Amortization of assets similar to goodwill -0,9 -1,0 0,9 -0,2 -0,2
Estimated taxrate 31% 31% 31% 31% 31%
Taxes 0,3 0,3 0,3 0,1 0,1
Receivables write-offs -2,4 -0,4 -1,7 -0,6 0,0
Estimated taxrate 0% 0% 0% 0% 0,0
Taxes 0,0 0,0 0,0 0,0 0,0
Provision costs for contingencies and charges -7,7 ,1 -5 -34 -5,9 -2,6
Estimated taxrate 0% 0% 0% 0% 0%
Taxes 0,0 0,0 0,0 0,0 0,0
Share of joint venture result 0,0 0,0 0,0 17 1,0
Estimated taxrate 2800 28% 28% 28%  28%
Taxes 0,0 0,0 0,0 -0,5 -0,3
Interest income (expense) frominvestments 0,3 0,1 0,20,2 -0,9
Estimated taxrate 28% 28% 28% 28% 28%
Taxes -0,1 0,0 -0,1 -0,1 0,2
Net financial result -2,5 -4,1 -6,0 -39 -2,6
Estimated taxrate 28% 28% 28% 28% 28%
Taxes 0,7 11 1,7 11 0,7
Estimated taxes on EBITA -12,4 -84 23 -195 -27,3
EBITA 50,2 37,9 14,0 33,2 60,7
Estimated tax rate on EBITA 25% 22% 17% 59% 45%
Taxes on EBITA -12,4 -84 23 -195 -27,3
Adjustments on taxes 0,9 14 19 0,6 0,7
Taxes on EBT -11,5 -7,0 -05 -188 -26,6
Reconciliation of NOPLAT to net profit

2011 2012 2013 2014 2015
NOPLAT 379 294 116 13,7 334
Amortization of goodwill and other similar intandgis -0,9 -1,0 -0,9 -0,2 -0,2
Impairments of assets 0,0 0,0 0,0 0,0 -0,5
Receivables write offs -2,4 -0,4 -1,7 -0,6 0,0
Provision costs for contingencies and charges -7,7 ,1 -5 -34 -5,9 -2,6
Share of joint venture result 0,0 0,0 0,0 1,7 1,0
Interest income (expense) frominvestments 0,3 0,1 0,20,2 -0,9
Net financial result -2,5 -4,1 -6,0 -39 -2,6
Non-operating taxes 0,9 14 19 0,6 0,7
Minority result -0,4 -0,8 -0,3 -0,1 -0,2
Net Income 25,2 19,6 1,4 5,5 28,2




Free cash flow calculation

Free Cash Flow Calculation

€ million

2012 2013 2014 2015
NOPLAT 294 116 13,7 334
Amortization of operating intangibles 6,5 10,8 9,3 8,7
Depreciation 8,8 9,8 16,9 10,6
Gross cash flow 447 32,3 40,0 52,7
Change in operating working capital -14,5 -1,0 19 -9,0
Net capital expenditures -32,7  -148 -141 -246
Change in other operating assets and liabilities 9 -0, -59 74 8,6
Gross investment 48,2 21,7 -4,7 -25,0
Free cash flow before goodwill and similar intangikes -3,5 105 352 27,7
Investments in goodwill and other intangibles 34 3-0 11 0,0
Free cash flow after goodwill and similar intangibkes -68 10,3 364 27,7
Investments in non-operating assets -1,2 0,7 -39 -1,2
Impairments of assets 0,0 0,0 0,0 -0,5
Receivables write-offs -0,4 -1,7 -0,6 0,0
Provision costs for contingencies and charges 51 4 -3 -59 -2,6
Share of joint venture result 0,0 0,0 1,7 1,0
Interest income (expense) frominvestments 0,1 0,2 0,2 -0,9
Non-operating taxes 14 19 0,6 0,7
Change in debt equivalents 0,2 1,0 0,2 -0,2
Non-operating cash flow 51 -1,3 -7,8 -3,7
Cash available to investors -11,9 9,0 286 24,0
Net financial result 4,1 -6,0 -39 -2,6
Change in minority interests -0,2 -0,6 -0,6 0,0
Change in shareholders' equity 0,0 -2,4 1,6 48
Decrease (increase) in net financial position -16,2 04 256 26,2
Beginning net financial position 723 885 886 630
Ending net financial position 885 886 630 3638
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Appendix 2: Comparables reclassification of balanceheet and income
statement and comparison with Technogym

Comparison with Nautilus

Comparison with Nautilus Sport Income Statement

Technogym
2013 2014 2015

Nautilus
2012 2013 2014 2015

milion €

2012
Revenues 411,6
YoY % increase
Other income 16,5

Total operating cost (personnel and D&A excluded) 892

411,0 4654 5111
0% 13% 10%
11 0,7 0,7

-293,1 -315,0 -327,7

193,9 218,8 274,4 335,8
13% 25% 22%
0,0 0,0 0,0 0,0
-180,1 -199,8 -240,3 -292,1

-13,2

Personnel expenses -85,5 -84,4 -91,6 -104,0 0,0 0,0 0,0 0,0
EBITDA 53,1 34,6 59,5 80,0 13,8 19,0 34,2 437
EBITDA margin 13% 8% 13% 16% 7% 9% 12% 13%
Total D&A -15,3 -20,6 -26,3 -19,3 -32 -3,3 -40 -34
EBITA 37,9 14,0 33,2 60,7 10,6 15,7 30,2 40,3
Amortization of goodwill and other similar intanigb -0 -09 -0,2 -0,2 0,0 0,0 0,0 0,0
Receivables write-offs -04 -1,7 -06 0,0 0,0 0,0 0,0 0,0
Provision costs for contingencies and charges -5,1,4-3-59 -2,6 0,0 0,0 0,0 0,0
EBIT 31,4 8,0 26,5 58,0 10,6 15,7 30,2 40,3
EBIT margin 8% 2% 6% 11% 5% 7% 11% 12%
Share of joint venture result 0,0 0,0 1,7 1,0 0,0 0,0 0,0,00
Interest income (expense) from investments 0,1 0,2 0,8,9 0,0 0,0 0,0 0,0
Net financial result -41 -6,0 -39 -26 -0,2 0,3 0,1 -0,2
EBT 27,4 2,2 244 555 10,4 16,0 30,2 40,0
Taxes -7,0 -0,5 -18,8 -26,6 0,2 32,1 -938

Income (loss) from discontinued operations 0,0 0,0 0,00,0 6,2 -02 -16 -0,2
Group Net Income 20,4 1,7 56 28,9 16,9 48,0 18,8 26,6
Minority result -0,8 -0,3 -0,1 -0,2 0,0 0,0 0,0 0,0
Net Income 19,6 1,4 55 28,7 16,9 48,0 188 26,6
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Comparison with Nautilus Reorganized Balance-Sheginvested Capital Calculation)

milion €

Technogym
2012 2013 2014 2015

Nautilus
2012 2013 2014 2015

Working cash*

Trade receivables
Inventories

Trade payables

Trade working capital

Other current assets
Other current liabilities

Other current assets and liabilities

Net working capital

Tangible assets
Operating intangibles
Total operating fixed capital

Operating receivables and other non-current assets
Operating deferred-tax assets/(liabilities)

Operating non-current liabilities
Operating provisions

Total other non-current operating assets and liak

Invested capital excluding goodwill and similar ir

Goodwill and similar intangibles

Deferred tax asset/(liabilities) on similar intallgs
Goodwill and other similar intangibles

Invested capital including goodwill and similar in

Non-operating current assets

Other non-operating current liabilities
Non-operating non-current assets
Non-operating deferred-tax assets/(liabilities)
Non-operating non-current liabilities

Non-operating assets

Total funds invested

4,1 4,1 4,7 5,1
61,5 73,0 755 84,1
60,6 54,55 62,2 604

-88,6 -93,1 -93,2 -93,9

376 385 49,2 557

13,7 17,1 165 31,8
-54,3 -575 -69,6 -82/4

-40,6 -40,4 -53;80,6

-30 -20 -39 51

576 54,2 50,0 56,9
330 306 226 21,0
90,6 84,8 726 77,9

,0 10,7 0,8 0,8
9,7 21,1491 15,0
-0,1 -58 -59 -135
69 -64 -76 -8,6
3,7 9,6 22 -6,4

91,3 925 709 76,6

2,5 1,9 0,6 0,5
0,0 0,0 0,0 0,0
2,5 1,9 0,6 0,5

93,9 944 716 77,1

0,0 4,1 4,1 0,3
00 -39 -4204
10,4 39 10,0 126

0,0 00 0,0 0,0
-86 -3,1 -50 ,36
1,8 1,0 5,0 6,2

956 954 76,5 83,3

1,9 2,2 2,7 3,4
18,8 158 26,3 45,2

5,8 6,9 249 42,7
-32,8 -37,2 -47,6 -61,7
-6,3 -12,3 6,3 X0

0,1 0,1 7,0 6,9
-10,410;7 -12,1 -17.8
-10,3 -10,7 -51 -10,9

-16,6 -22,9 1,2 18,6

6,1 8,5 9,6 16,8
147 12,6 106 73,4
208 21 20,2 90,1

0,4 0,4 0,6 0,4
0,0 0,0 0,0 0,0
0,2 0,0 00 -3,8

0,0 0,0 0,0 0,0
0,2 0,4 06 -3,4

44 -14 221 1054

2,9 2,7 52 605
0,0 0,0 0,0 0,0
2 2,7 2,5 60,5

7,3 1,3 24,6 165,8

0,3 44 1243 9
-28 -26 -3,7 -41
0,00 00,0 0,0
-1,2 257 95 -184
-20 -15 -12 31
-58 26,1 17,1 -16,3

1,6 27,4 416 %9,
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Comparison with Nautilus Reorganized Balance-SheéMNet financial position calculation)

milion €

Technogym
2012 2013 2014 2015

Nautilus
2012 2013 2014 2015

Excess cash
Long-term borrowings

Adjustment on short term borrowings

Net financial position

Provision for employee benefit
Debt equivalents

Net financial position and debt equivalents

Minority interests
Shareholders' equity

Total source of financing

-22,6 -36,3 -36,5 -62,9
40,0 0,1 0,0 421
71,1 124,8 99,4 657,

88,5 886 63,0 36,8

2,1 3,1 3,3 3,1

-43,0 -64,1 -694 -57,4
1,3 0,0 0,0 16,0

0,0 0,0 0,0 64,0

-41,8 -64,1 -89 22,5

0,0 0,0 0,00,0

2,1 3,1 3,3 3,1

90,6 91,7 66,2 39,9

1,0 0,7 0,2 0.4

4,0 2,9 10,0 43,0

956 954 76,5 833

0,0 0,0 0,0 0,0

-41,8 -64,1 -69,4 225

0,0 0,0 0,0 0,0

43,3 91,6 111,1 127,

16 27,4 81,1495

Comparison with Amer Sport

Comparison with Amer Sport Income Statement

milion € Technogym
2012 2013 2014 2015
Revenues 411,6 411,0 4654 511,1

YoY % increase
Other income

Total operating cost (personnel and D&A excluded)

Personnel expenses

EBITDA
EBITDA margin
Total D&A
EBITA

Amortization of goodwill and other similar intantgb

Receivables write-offs

Provision costs for contingencies and charges

EBIT
EBIT margin
Share of joint venture result

Interest income (expense) from investments

Net financial result

EBT

Taxes

Group Net Income
Minority result

Net Income

0% 13% 10%
16,5 1,1 0,7 0,7
892 -293,1 -315,0 -327,7
-85,5 -84,4 -91,6 -104,0

53,1 34,6 59,5 80,0

13% 8% 13% 16%

-15,3 -20,6 -26,3 -19,3

37,9 14,0 33,2 60,7

-10 -09 -0,2 -02
-04 -1,7 -0,6 0,0

-51,4-3-59 -2,6

31,4 8,0 26,5 58,0

0,0 0,0 0,0 0,0
0,0 0,0 1,7 1,0

0,1 0,2 0,8,9

-41 -60 -39 -26

27,4 2,2 24,4 555
-70 -05 -18,8 -26,6
20,4 1,7 56 28,9
-8 -03 -0,1 -0,2

19,6 1,4 55 28,7
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Amer
2012 2013 2014 2015

2064,0 2136,5 2228,7 2534,4
4% 4% 14%
13,5 10,9 11,7 12,1
-1500,6 -1534,1 -1652,3 -1862,1
-398,0 -416,2 -429,2 -429,2

178,9 197,1 158,9 255,2
9% 9% 7% 10%
-40,2 -42,2 -448 51,1
138,7 1549 114,1 2041
0,0 0,0 0,0 0,0

0,0 0,0 0,0 0,0
0,0 0,0 0,0 0,0
138,7 154,9 114,1 204,1
0,0 0,0 0,0 0,0
-24,8 0,0 00, 00
0,0 0,0 0,0 0,0
-31,5 -286 -37,1 -36,1

82,4 126,3 77,0 168,0
-245 -36,0 -21,6 -46,4
57,9 90,3 55,4 1216

0,0 0,0 0,0 0,0

57,9 90,3 55,4 121,6




Comparison with Amer Sport Reorganized Balance-Sheélnvested Capital Calculation)

milion € Technogym
2012 2013 2014 2015

Working cash* 41 41 47 51
Trade receivables 61,5 73,0 755 84,1
Inventories 60,6 545 62,2 604
Trade payables -88,6 -93,1 -93,2 -93,9
Trade working capital 37,6 38,5 49,2 557
Other current assets 13,7 17,1 16,5 31,8
Other current liabilities -54,3 -57,5 -69,6 -82,4
Other current assets and liabilities -40,6 -40,4 -53;%0,6
Net working capital -3,0 -2,0 -39 5,1
Tangible assets 57,6 54,2 50,0 56,9
Operating intangibles 33,0 30,6 22,6 21,0
Total operating fixed capital 90,6 84,8 72,6 77,9
Operating receivables and other non-current assets 0 107 0,8 0,8
Operating deferred-tax assets/(liabilities) 9,7 21,1491 15,0
Operating non-current liabilities -0, -58 -59 -13,5
Operating provisions -69 -64 -76 -86

Total other non-current operating assets and lial 3,7 9,6 22 -6,4

Invested capital excluding goodwill and similarit 91,3 925 70,9 76,6

Goodwill and similar intangibles 2,5 1,9 0,6 0,5
Deferred tax asset/(liabilities) on similar intaloigs 0,0 0,0 0,0 0,0
Goodwill and other similar intangibles 2,5 1,9 0,6 0,5

Invested capital including goodwill and similarir 939 944 716 77,1

Non-operating current assets 0,0 4,1 4,1 0,3
Other non-operating current liabilities 00 -39 -4204
Non-operating non-current assets 10,4 39 10,0 12,6
Non-operating deferred-tax assets/(liabilities) 0,0 ,00 0,0 0,0
Non-operating non-current liabilities -86 -3,1 -5,0 ,36
Non-operating assets 1,8 1,0 5,0 6,2
Total funds invested 95,6 954 76,5 833

Amer
2012 2013 2014 2015

20,6 21,4 22,3 25,3
516,8 514,2 543,3 5639
336,7 355,1 413,2 482,0
-192,9 -219,2 -237,8 -275,7

681,2 671,5 781, 7955

68,7 117,0 101,4 91,2
-260,254,6 -277,4 -333,9

-191,5 -137,6 -176,0 -242,7

489,7 533,9 5650 X8

162,9 168,3 174,0 206,7
211,4 205,0 2042821
374,3 73,3 378,7 488,8

1,2 4,3 21,5 11,6
105,1 89,0 81,5 15,9
214 -186 -21,9 -259

-4,6 -1,5 -2,1 -2,5

80,3 73,2 79,0 -0,9

944,3 980,4 1022,7 1040,7

289,1 128 305,0 346,2
0,0 0,0 0,0 4,2
29,1 281,2 3050 3504

1233,4 1261,6 1327,7 1391,1

22,3 51,5 0 84124,0
-24,2 -325 -52,3 -75,6
06 ,3 0 0,3 0,4
0,0 0,0 0,0 55,5
0,0 0,0 0,0 0,0
-1,3 19,3 32,0 104,3

1232,1 1280,9 935 14954

Comparison with Amer Sport Reorganized Balance-SheéNet financial position calculation)

milion € Technogym

2012 2013 2014 2015
Excess cash -22,6 -36,3 -36,5 -62,9
Long-term borrowings 40,0 0,1 0,0 421
Adjustment on short term borrowings 71,1 124,8 99,4 657,
Net financial position 88,5 88,6 63,0 36,8
Provision for employee benefit 2,1 3,1 3,3 3,1
Debt equivalents 2,1 3,1 3,3 3,1
Net financial position and debt equivalents 90,6 91,7 66,2 39,9
Minority interests 1,0 0,7 0,2 0,4
Shareholders' equity 4,0 2,9 10,0 43,0
Total source of financing 95,6 954 76,5 833
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Amer
2012 2013 2014 2015

-121,9 -215,0 -202,4 -306,1
369,6 5150 390,3 4,63

198,6 183,8 269,0 157,2
446,3 483,8 486 485,6

54,0 35,8 0,06 60,2

54,0 35,8 60,0 60,2

500,3 519,6 516,9 545,8

0,0 0,0 0,0 0,0

731,8 761,3 842,8 9%t

1232,1 12801359,7 14954




Comparison with Brunswick

Comparison with Escalade Sport Income Statement

milion € Technogym Brunswick

2012 2013 2014 2015 2012 2013 2014 2015
Revenues 4116 4110 4654 5111 3717,6 38875 3838,7 4105,7
YoY % increase 0% 13% 10% 5% -1% 7%
Otherincome 16,5 11 0,7 0,7 0 0 0 0
Total operating cost (personnel and D&A excluded) 892 -2931 -3150 -327,7 -3354,8 -3490,5 -3424,8 -3672,7
Personnel expenses -85,5 -84,4 -91,6 -104,0 0 0 0 0
EBITDA 53,1 34,6 59,5 80,0 362,8 397 4139 433
EBITDA margin 13% 8% 13% 16% 10% 10% 11% 11%
Total D&A -15,3 -20,6 -26,3 -19,3 -68,8 -68,7 -78,3 -85,9
EBITA 37,9 14,0 33,2 60,7 294 3283 3356 3471
Amortization of goodwill and other similar intandgis -1,0 -0,9 -0,2 -0,2 -4,1 -2,7 -2,9 -3
Receivables write-offs -0,4 -1,7 -0,6 0,0 0 0 0 0
Provision costs for contingencies and charges 51 4 -3 -59 -2,6 0 0 0 0
EBIT 314 8,0 26,5 58,0 2899 3256 332,7 3441
EBIT margin 8% 2% 6% 11% 8% 8% 9% 8%
Share of joint venture result 0,0 0,0 1,7 1,0 2,2 25 65 4 5
Interest income (expense) from investments 0,1 0,2 0,2-0,9 -25,8 -21,4 -24,4 -12,4
Goodwill and intangible assets impairment 0,0 0,0 00 00O 0 0 0 0
Equity method investment impairment 0,0 0,0 0,0 0,0 -38 -1,9 1,8 37
Net financial result -4,1 -6,0 -39 -2,6 -81,5 -75,2 -28,7 -25,6
EBT 274 2,2 244 55,5 181 229,6 287,9 3152
Taxes -7,0 -0,5 -18,8 -26,6 -33,6 545,6 -93 -87,8
Income (loss) from discontinued operations 0,0 0,0 0,0 0,0 -97,4 -6 50,8 14
Group Net Income 20,4 1,7 5,6 28,9 50 769,2 2457 2414
Minority result -0,8 -0,3 -0,1 -0,2 0 0 0 0
Net Income 19,6 1,4 5,5 28,7 50 769,2 2457 2414
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Comparison with Escalade Reorganized Balance-Shefritvested Capital Calculation’

milion € Technogym Brunswick

2012 2013 2014 2015 2012 2013 2014 2015
Working cash* 4,1 41 4,7 51 37,176 38,875 38,387 41,057
Trade receivables 61,5 73,0 75,5 84,1 349,2 364,6 386,5 398,1
Inventories 60,6 54,5 62,2 60,4 575,8 599,2 652,3 685
Trade payables -88,6 -93,1 -93,2 -93,9 -3343 -3156 -317,4 -339,1
Trade working capital 37,6 385 49,2 55,7 627,88 687,08 759,79 785,06
Other current assets 13,7 17,1 16,5 31,8 26,7 31,4 39,5 39,8
Other current liabilities 543 -575 -696 -824 -576,2  -561,1 -561,5 -563
Other current assets and liabilities -406  -404  -53,1:50,6 5495 -529,7 -522  -523,2
Net working capital -3,0 -2,0 -3,9 51 78,376 157,38 237,79 261,86
Tangible assets 57,6 54,2 50,0 56,9 510,9 537,1 362,3 401,4
Operating intangibles 33,0 30,6 22,6 21,0 38,1 35,4 45,5 55,1
Total operating fixed capital 90,6 84,8 72,6 77,9 549 5B 407,8 4565
Operating receivables and other non-current assets 0 107 0,8 0,8 70,5 80,7 98 103,8
Operating deferred-taxassets/(liabilties) 9,7 21,1 491 150 -92,7 377 287,7 227,4
Operating non-current liabilities -0,1 -5,8 -59 -135 1925 -193,6 -203  -160,8
Operating provisions -6,9 -6,4 -7,6 -8,6 0 0 0 0
Total other non-current oper. assets and liab. 3,7 e, 2,2 -6,4 -219,7 264,1 182,7 1704
Invested capital excluding goodwill 91,3 92,5 70,9 ™, 407,68 993,98 828,29 888,76
Goodwill and similar intangibles 25 19 0,6 0,5 291,7 1,29 296,9 298,7
Deferred taxasset/(liabilities) on similar intallgs 0,0 0,0 0,0 0,0 0 0 0 0
Goodwill and other similar intangibles 25 1,9 0,6 0,5 21,7 291,7 296,9 2987
Invested capital including goodwill 93,9 94,4 71,6 7Y, 699,38 1285,7 11252 11875

Non-operating current assets

Other non-operating current liabilities
Non-operating non-current assets
Non-operating deferred-taxassets/(liabilities)
Non-operating non-current liabilities
Non-operating assets

Total funds invested

0,0 4,1 41 0,3

0,0 -3,9 -42 04-
10,4 3,9 10,0
00 ,00 00 0,0
-8,6 -31 50 36
1,8 1,0 5,0 6,2
95,6 954

76,5 83,3

12,6

92,3 12,7 2113 11,5
-18,4 0 -15,7 0
8152, 85,4 69,1 68,9
18,8 137,6 208 180,5
0 0 0 0
2455 2357 3746 2609
944,88 1521,4 1499,8 14484

Comparison with Amer Sport Reorganized Balance-She€Net financial position calculation)

milion € Technogym Brunswick

2012 2013 2014 2015 2012 2013 2014 2015
Excess cash -226  -363 -365 -629 -260,124 -324,125 -529,913 -623,94
Long-term borrowings 40,0 0,1 0,0 42,1 566,5 453,4 454,5 4425
Adjustment on short term borrowings 71,1 1248 99,4 657, 8,2 6,4 55 6
Net financial position 88,5 88,6 63,0 36,8 314,58 135,68 -69,913 -180,44
Provision for employee benefit 2,1 3,1 3,3 31 552,6 347, 398,2 347,5
Debt equivalents 2,1 31 3,3 3,1 552,6 347,3 398,2 3475
Net financial position and debt equivalents 90,6 91,7 66,2 39,9 867,18 482,98 328,29 167,06
Minority interests 1,0 0,7 0,2 04 0 0 0 0
Shareholders' equity 4,0 29 10,0 43,0 77,7 10384 11715 12813
Total source of financing 95,6 95,4 76,5 83,3 944,88 1521 1499,8 1448,4
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