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EXITING COM HEM
It was Tuesday, 19 July 2011, and the Nordic M&A team at Deutsche Bank in London was hard
at work. The team, lead by Helena Svancar, had for the last two months been running a dualtrack sales process for Com Hem AB, the leading Swedish cable company. In a dual- track
process, both a sale and an IPO was explored concurrently, in order to maximize the price for
the company. The sellers were two of the largest U.S. private equity funds, Carlyle Group and
Providence Equity Partners, who had acquired Com Hem in December 2005 from EQT in a
secondary buyout, and were now eager to exit their investment. Initially the sales process had
gone well, with considerable interest from a number of private equity bidders in the firstround auction. Hence, the Deutsche Bank team had prepared themselves for a sale to a
financial sponsor, which in this case would be the third time Com Hem went through an LBO.
In contrast, the IPO route had seemed more unlikely. Over the summer, however, debt
markets had been shaken by the accelerating Eurozone crisis, and banks seemed increasingly
unwilling to lend to LBO transactions. Because of this, two of the private equity fund bidders
had decided to pull out of the auction only days before second-round bids were due. Now,
the Deutsche Bank team worried that the auction would not be very competitive enough.
Should the call the auction off, and pursue the IPO alternative instead?
Com Hem AB
Com Hem was founded in 1983 as Televerket Kabel-TV, as a division of the Swedish
government-owned telecom monopoly Televerket. In 1993, Televerket was privatized and
renamed Telia AB. After privatization, Televerket Kabel-TV remained as part of Telia and was
successively renamed Svenska Kabel-TV AB, Telia InfoMedia TeleVision AB, and finally became
Com Hem AB in 1999 (a play with the Swedish phrase "Kom hem" = Come Home). As Telia
merged with the Finnish telecom company Sonera in 2003, Telia was forced to divest Com
Hem for anti-trust reasons, and ended up selling the company to the Swedish private equity
firm EQT. In 2006, Com Hem was acquired by its current owners, the US private equity
companies Carlyle Group and Providence Equity Partners.
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In the late 1990's, Com Hem grew to become Sweden's largest cable-TV provider. More so,
Com Hem expanded into other areas. Digital TV was introduced in 1997. A broadband service
that uses the company's proprietary cable network was launched in 1999. In 2004 IP
telephony was introduced and the company thus became Sweden's first nationwide "triple
play" operator. By 2011 the company had around 700 employees with offices in Stockholm,
Göteborg, Malmö, Västerås and Härnösand. 2010 the company generated SEK 4.3 billion
(€470 million) in revenues and SEK 1.7 billion in EBITDA. See Exhibit 1 for a business snapshot
of Com Hem.
Triple-play Strategies
In telecommunications, triple play service is a marketing term for the provisioning of two
bandwidth-intensive services, high-speed Internet access and television, and a less
bandwidth-demanding (but more latency-sensitive) service, telephone, over a single
broadband connection.
Around the year 2000, cable TV companies were in a technical position to start offering triple
play over one physical medium to a large number of their customers, as their networks already
have sufficient bandwidth to carry hundreds of video channels. Originally, cable's main
competition for television came from satellites, which cannot compete for voice and
interactive broadband due to the latency imposed by physical laws on a geosynchronous
satellite - sometimes up to one full second of delay between speaking and being heard. Cable's
main competition for voice and Internet access instead came from traditional telecom
providers, but they could not yet compete for television in most markets because their DSL
networks generally could not provide enough bandwidth.
As an interim marketing move while they installed fiber closer to the customer, telecom
providers did co-promotion deals with satellite TV providers to sell television, telephone, and
Internet access services bundled for billing purposes although the services provided through
a satellite link and the services provided through a phone line were not technically related.
(This was a major reason why Televerket/Telia started their cable TV network in the first
place.) Eventually, the telecom providers developed sufficient broadband fiber capacity to
offer TV within these networks, enabling them to compete more effectively with Cable TV
providers. Telecom companies that owned wireless phone services would also include those
as part of such billing-only bundles, while most cable companies did not own wireless
networks.
Triple play had recently led to the term "quadruple play" where wireless communications
would be introduced as another medium to deliver video, Internet access, and voice
telephone service. Advances in “third-generation” mobile cellular standards (such as 3G, 4G,
and UMTS), allowed the telecom operators to enter into quadruple play and gain competitive
advantage against other providers.
By 2011, other advanced technologies such as WiMax or 802.16 had emerged, which allowed
new market entrants outside of the traditional telecom companies to achieve triple play.
Many speculated that this would mean serious, new competition for established providers of
bundled telecommunications services.
The Swedish Telecom Market
Sweden is Europe’s tenth-largest country in Western Europe in terms of its population, which
is concentrated in the southwest part of the country and around the capital, Stockholm. Like
the other Nordic countries, Sweden is quite affluent and has a high level of GDP per capita.
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The country’s GDP achieved an annual nominal growth rate of 4.6%, on average, in the period
2004–2008. However, the economy fell into recession in 2009, when GDP contracted by –
3.7%. Sweden emerged from recession in the first quarter of 2010. The country was ranked
the fourth in The Global Competitiveness Report 2009–2010 published by the World Economic
Forum.
The main players in the Swedish telecom market were the incumbent, TeliaSonera (fixed and
mobile operator), Tele2 (mobile operator, local loop unbundler and fixed voice service
provider), Telenor (Norwegian incumbent, mobile and broadband operator), Hi3G (3G mobile
operator), Com Hem, TDC (Danish incumbent and Swedish business services provider), Net1
(network operator utilizing the older CDMA 450MHz standard, targeting rural and coastal
areas), and numerous local municipality and utility company fiber network operators.
Around 2010, there were a number of trends in the Swedish telecom market:

•

Customers migrating from fixed to mobile-only telephone services: Although for
many years the low cost of Swedish fixed-voice communications sheltered Sweden from
significant fixed–mobile substitution, the rapidly falling mobile premium were finally leading
to significant numbers of customers to migrate from fixed to mobile networks for both calls
and lines.
•
Rapid growth in the mobile broadband market: Sweden was an early leader in mobile
broadband adoption and this service continued to grow rapidly. While heavily promoted as a
complementary service by incumbent TeliaSonera, during 2009 fixed broadband adoption
stalled while mobile broadband grew rapidly suggesting an increasingly substitutive effect.
•
Rollout of new LTE (or "4G") networks: TeliaSonera launched the world’s first LTE
network in Stockholm in December 2009. During 2010, other operators were rolling out LTE
networks with Tele2 and Telenor operating a shared network through their joint venture
Net4Mobility. As these networks launch and coverage would increase, mobile broadband was
expected to increasingly compete with fixed broadband.
•
Fixed broadband had become ubiquitous and affordable: DSL services were available
widely and Sweden was a leader in optical fiber deployment. In addition to substitutive mobile
broadband take-up, there were signs of migration within fixed broadband from lower-speed
DSL services to higher-speed fiber services for customers with high bandwidth requirements.
The government’s national broadband strategy had set targets of 40% of Swedish households
being able to access at least 100Mbit/s by 2015 and 90% by 2020, to be supported by
legislation in 2010.
The Swedish TV Distribution Market
Com Hem dominated the cable television market with 1.76 million subscribers at the end of
2009, including more than 575,000 households with a subscription to one of its digital pay- TV
packages. Com Hem faced a number of competitors in channel distribution including the
Swedish groups MTG, TeliaSonera and Teracom (Boxer), as well as the Norwegian Telenor
group.
Two satellite packages were in competition in the market: Canal Digital (Telenor) and Viasat
(MTG), who each have more than 300,000 subscribers in Sweden. The Telia platform
(TeliaSonera) dominated the IPTV market with 418,000 subscribers on 30 June 2010. Thanks
to its rapidly growing number of subscribers, Telia was now the third largest pay-TV operator
behind Com Hem and Boxer. Although Boxer announced that it would be dropping out of the
IPTV market in 2010 in order to concentrate on digital terrestrial television, numerous other
operators are active in the IPTV market, such as Fast TV or B2 bredband (Telenor).
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Since its launch in 1997, the Swedish DTT platform had been operated by the company Boxer,
a subsidiary of Teracom, which controlled the digital terrestrial network. Long a symbol of the
dynamism of the digital transition in Sweden (the analogue switch-off began in 2007), Boxer
did, however, in 2009 face a drop in its number of subscribers, which fell to 533,000 in
December 2009.
Three mobile telephony operators offered 3G television services: TeliaSonera, Tele2 and Hi3G.
In September 2010, a report by the audience measuring body, MMS, documented a growing
audience for mobile television in Sweden.
Com Hem under EQT
On May 28, 2002, a merger was proposed between Telia, a Swedish telecommunications and
cable television operator and the largest service provider in Scandinavia, and Sonera, Finland’s
largest mobile telephony operator and provider of national and international long distance
services as well as local loop and cable TV infrastructure. Given the dominant position of both
companies in their home market, the proposed merger raised both vertical and horizontal
competition issues with the regulator.
As a result, the European Commission forced Telia and Sonera to undertake a number of
measures in order to approve the merger, including the divestment of Com Hem.
On April 23, 2003, EQT Northern Europe (a fund managed by EQT Partners) signed an
agreement to acquire Com Hem AB from TeliaSonera for reportedly SEK 2.15 billion. In
connection with the acquisition the company received a bank loan facility of SEK 1 billion to
help finance the acquisition as well as future investment. At the time of EQT's acquisition,
Com Hem generated an EBITDA of SEK 53 million on net sales of SEK 1,071 million in 2002.
Com Hem had not been considered a core asset of Telia's, and in fact the broadband services
of Com Hem competed with Telia's own fiber network. EQT saw large opportunities to
increase efficiency, invest in the company and improve its offerings. They also invited
management, including CEO Gunnar Asp, to invest in the company. EQT appointed Bengt
Halse, Chief Executive Officer of Saab, to chair Com Hem's board.
Under EQT’s ownership, Com Hem underwent extensive programs of transformation and
investment, which increased company’s growth and profitability. In the first few weeks after
acquiring Com Hem, EQT was able to increase EBITDA by more than SEK 100 million by
renegotiating contracts with suppliers. Another early change was extending the opening hours
of customer service to nighttime (before it had only been available between 9am and 5pm).
Almost SEK 1 billion was invested in infrastructure for broadband and telephony offerings. The
measures included investments in technology, improvements of customer service, and a
broadening of offerings, which now included both cable-TV, broadband, as well as telephony
services. In July 2005 Com Hem also acquired the regional cable company Visit, based in
Linköping, Sweden.
The measures led to a significant growth of the company. In parallel with revenue growth
exceeding 20% annually over the next three years, Com Hem’s EBITDA increased from SEK 53
million in 2002 to more than SEK 700 million for 2005. By 2005, Com Hem was the leading
triple play provider in Sweden with about 1,430,000 households as customers; including
210,000 digital TV customers, 207,000 broadband customers and 70,000 telephony
customers.
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Com Hem’s customers now had access to high-quality broadband Internet services, the
market’s broadest offering of TV channels and cost-effective telephony services.
In December 2005, EQT exited Com Hem in a secondary buyout to two U.S. private equity
firms, Carlyle Group and Providence Partners. In connection with this sale, Thomas von Koch,
the EQT Senior Partner responsible for the deal, said: “Through a change program
encompassing customer-, cost- and efficiency-, and organization-related initiatives, Com Hem
has evolved into Sweden’s leading triple-play operator. The company’s steadily improving
financial performance can directly be attributed to the successful implementation of this
program."
Com Hem under Carlyle and Providence
Carlyle Group and Providence Equity entered into an agreement to buy Com Hem AB from
EQT Partners for approximately SEK 10.5 billion on December 5, 2005. According to online
business news site N24, the CEO Gunnar Asp's equity stake was valued at over SEK 300 million.
For the year ended December 31, 2004, Com Hem AB had reported revenues of SEK 1,579
million. The acquirers stated that Com Hem AB's existing management team would remain
and its current business plan would continue unchanged. Carlyle used their 2003 fund, Carlyle
European Capital Partners II (a USD 2.2 billion fund) for the acquisition. Providence had
recently raised a new fund Providence Equity Partners V (a USD 4.25 billion fund) in 2004.1
Apart from being two of the world’s largest and best-known international private equity
houses, both Providence and Carlyle had considerable experience in telecom investments,
both in U.S. and Europe. They had also been very active in the Nordic telecom market in recent
years. Providence had been an early investor in the Swedish independent broadband provider
Song Networks (formerly Tele1 Europe), which was acquired by Danish telecom TDC in 2004.
Around the time of the Com Hem acquisition, Providence was also participating in a syndicate
(together with KKR, Permira and Blackstone) bidding for the Danish telecom company TDC,
and subsequently acquired the company for DKK 69.3 billion (€12 billion) in January 2006.
Carlyle on the other hand had been an investor in another Swedish broadband provider,
Bredbandsbolaget, which had been sold to Norwegian telecom Telenor in May 2005 for SEK 6
billion.
Commenting on the acquisition, Com Hem's CEO Gunnar Asp said:
"We highly appreciate the Carlyle Group and Providence Equity Partners as new owners of
Com Hem. They are both leading enterprises in their field on a European basis, have an
excellent history of investing in our industry and have declared that they intend to support the
current strategy. We look forward to capitalize on our attractive future growth opportunities."
In connection with the Com Hem deal, Carlyle and Providence also acquired UPC Sweden,
another Swedish cable television distributor, for SEK 3.3 billion and merged it with Com Hem.
UPC was the second largest cable network in Sweden, and had originally been formed by three
non-profit real estate companies in 1985 as Stjärn-TV. It was later sold to Singapore Telecom
International, who passed it on to EQT Scandinavia, who in turn sold it to United Pan-Europe
Communications in 1999 and changed the company name to UPC Sweden. In April 2006,
Liberty Global Europe (formerly UPC) decided to sell many of their assets, including UPC
Sweden and UPC Norway. The Swedish part was sold to Carlyle Group and Providence Equity
1 Public records do not disclose exactly which fund Providence used for the acquisition of Com Hem.
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Partners and merged with Com Hem. The UPC brand was replaced by the Com Hem brand in
November and the cable network was technically integrated on April 2007.
Despite continued growth, Com Hem were experiencing problems with customer satisfaction.
According to Svenskt Kvalitetsindex, an independent customer survey company, Com Hem
was ranked as the TV brand with the least satisfied customers in Sweden in 2007, 2008 and
2009. In 2008, Gunnar Asp was replaced as CEO with Tomas Franzén, who then the CEO of
Swedish Yellow Pages company Eniro. Before Eniro, Franzén had been the CEO of another
Providence portfolio company, Song Networks, which had been sold to Danish telecom
company TDC in 2004. At the time he had also been a board member of Com Hem since 2005.
Between 2006 and 2011 Com Hem invested nearly SEK 4 billion (including another SEK 600
million equity infusion by Carlyle and Providence in 2009), which was used for upgrading the
network and developing new services such as TV-On-Demand and broadband up to 200
Mbit/s. By 2011 the company had around 700 employees with offices in Stockholm, Göteborg,
Malmö, Västerås and Härnösand. In fiscal year 2010, the company generated SEK 4.3 billion
(€470 million) in revenues and SEK 1.7 billion in EBITDA. See Exhibit 2 for Com Hem’s recent
financials.
In 2011, Benoit Colas, Managing Director of Carlyle Europe Partners, said:
“Com Hem has proved to be an excellent investment for Carlyle and Providence, having
delivered strong growth and robust performance even through challenging economic times.
We congratulate Tomas Franzén and his team for their extraordinary achievements during our
partnership.”
Karim Tabet, a Managing Director at Providence, said,
“We are proud of the role we and our partners have played in Com Hem’s growth and
development. Over the last five and a half years, the company has invested in its network, its
customer service and launched a number of advanced services to put it at the forefront of cable
operators worldwide.”
The dual-track sales process

In May 2011, Providence and Carlyle approached the two investment banks Deutsche Bank
and Morgan Stanley to help them with a sale of the company. To sell Com Hem, the owners
wanted to run the process as a so-called dual-track procedure, which simultaneously explored
a sale of the company in an auction as well as floating the company in a potential public
offering.
This method of conducting an auction or other sale process concurrently with filing for an IPO
had become increasingly popular in recent years, especially among private equity owners.
Although the dual-track process was more complicated and expensive that simply running a
stand-alone auction or IPO procedure, it was considered to have several advantages, including
possibly higher valuations and increased flexibility. See Exhibit 3 for a summary of the dual
track process.
Compared to an IPO, a dual track process could reduce the exposure to market volatility.
Favorable market conditions at the launch of an IPO roadshow can change suddenly and
adversely impact the IPO’s pricing. In addition, the multi-month review process conducted by
the regulator (SEC in the U.S., FSA in the U.K.) and the stock exchange adds an additional
element of unpredictability. By pursuing a dual-track process, companies can mitigate some
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of the uncertainty in the capital markets by giving themselves the option of exiting through a
sale.
Compared to an auction, the dual track process could create additional bargaining power
towards potential acquirers. At a minimum, a dual-track IPO process would lend a degree of
urgency to the acquisition process. Strategic acquirers often viewed their window of
opportunity as closing when a potential target commences an IPO process since the company
may not be for sale following its IPO. Even if it would still be possible to acquire the company
during the IPO process, the terms (particularly the price) were likely to be less favorable.
Companies going public were likely to include more stringent market checks on their pricing
than they would in a private company sale process. As a result, buyers may be more inclined
to act in the face of a credible possibility of an IPO, and thus, the perceived leverage of a dualtrack process can result in a higher sale price and target-friendly deal terms.
The negative with a dual-track process was that it was more complicated, and as a result
demanded more management time and effort. Most importantly, it was more expensive in
terms of fees. In a typical European IPO, the underwriter fees were on average 4% of the issue
size (although in the U.S. they were typically 7%).2 In an auction, the investment bank running
the process would usually charge around 1-2% of the total sale price of the company
depending on the expected size of the transaction. In a dual track process, additional fees
would be incurred above and beyond the regular IPO or acquisition fees, due to the fact that
both processes were run simultaneously.
Selling Com Hem
When the dual-track process for Com Hem started in May, the prospects for a successful exit
were looking bright. One reason for this optimism was the recent successful sale of the
German cable company Kabel Baden-Wuerttemberg GmbH & Co (KBW), announced in March
2011. Deutsche Bank had led a dual-track sales process for KBW on behalf of its owner EQT,
and ended up selling KBW to Liberty Global for €3.16 billion, a multiple of approximately 8.1
times of forecast 2011 EBITDA. See Exhibit 4 for a summary of the KBW transaction. The
Deutsche Bank team was particularly happy with this process given the fact that it coincided
with considerable turmoil in equity markets, due to political unrest in North Africa and the
earthquake in Japan on March 10. Despite this, the auction had gone well, partly thanks to
debt markets holding up relatively well during this turbulent period, which enabled bidders to
finance their bids for the company. See Exhibit 5 for data on recent transactions in the cable
industry.
By the time the Com Hem process was initiated in May stock markets had stabilized, so the
prospects for a successful IPO also looked quite bright. On May 19, for example, the Swiss
commodities trading company Glencore was taken public in a record-large €7 billion IPO. A
week later the Russian computer company Yandex went public in a €1 billion IPO, which was
priced well above its indicative price range, and increased by 55% in the first day of trading.
See Exhibit 6 for recent stock market performance, Exhibit 7 for statistics on recent European
IPOs, and Exhibits 8, 9 and 10 for current trading valuations and forecasts for publicly traded
cable company peers.
Consequently, the sale of Com Hem initially attracted considerable interest from a number of
potential buyers. When the first round of bidding was completed in May, several promising
bids were received, including three private equity bids: one from the US firm CVC Capital
2 See Abrahamson, Jenkinson, and Jones (2011), "Why don't U.S. issuers demand European fees for IPO's?",

forthcoming, Journal of Finance.
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Partners, one from the UK firm BC Partners, and a third bid from a syndicate consisting of UK's
Cinven and Scandinavian PE fund Nordic Capital. These bidders were included in the group
that were allowed to get to do more detailed due diligence on Com Hem in order to prepare
a final bid for the company. The deadline for second-round bids was set to Thursday July 14.
Between May and July, however, the Eurozone crisis reached a new level. It became clear to
the market that Greece was insolvent and would eventually have to default on their
government debt. At the same time, there were few signs that the EU had any political
solution to this problem. Fears were building that Greece may have to leave the Euro, and
countries like Spain, Portugal, Italy, and even France were seeing the interest rates on their
government debt surge.
These developments affected the financial situation of many European banks, which were
known to have large amounts European government debt on their balance sheets. Given the
anticipated credit losses on this debt, many banks were rumored to be in urgent need of
recapitalization. As a result, European banks generally became very reluctant to lend to highly
levered transactions. Scandinavian banks were in comparably better shape, however, due to
the relative strength of their economies and the fact that they had very low credit exposure
to the PIIGS countries. Hence, Scandinavian banks were still active making leveraged loans.
Still, larger debt deals were hard to do even in Scandinavia, since these would have to be
syndicated with other European banks. In addition, it seemed unlikely that any deal would be
able to obtain more than 4 times current EBITDA in debt, and sponsors would probably have
to put in 45-50% of equity. This was far from the kind of leverage that LBOs could get in the
heyday of the credit boom in 2006-2007, when it was not uncommon to see deals done at
D/EBITDA-levels of 7-8 times and D/EV-levels of 75-80%. See Exhibit 11 for leverage levels in
telecom LBOs over the last few years and Exhibit 12 for recent LBO transactions.
As the July 14 deadline for the second-round bidding approached, the Deutsche Bank team
received news that CVC Capital Partners and Nordic Capital would withdraw from the process.
This was unfortunate news, since this would leave just BC Partners and Cinven remaining in
the auction. In addition, Cinven had been planning a joint bid with Nordic Capital, and their
ability to bid was now put into question. The point when the sellers would have to make up
their minds was quickly approaching. Would the auction be competitive enough to be able to
secure a good price for Com Hem? Or should they call off the auction and instead opt for an
initial public offering after the summer? Or should they call the exit off?
Obviously this would depend on what Carlyle and Providence thought would be a good price
for the company. There was a lot of speculation about the value the owners put on the
business. Earlier in the year Swedish private equity company EQT had announced the sale of
German cable operator Kabel Baden-Wuerttemberg GmbH & Co. KG to Liberty Global for
EUR3.16 billion, representing an Ebitda multiple of 8.1 on forecast 2011 earnings. A similar
multiple on last year's Ebitda would value Com Hem at around SEK15 billion ($2.39 billion).
Helena Svancar and her team pondered their options. What should they recommend to
Carlyle and Providence? Should they call off the auction and pursue the IPO?
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Exhibit 1: Com Hem snapshot
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Exhibit 2: Com Hem key financials
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Exhibit 3: Illustrative sale process overview
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Exhibit 4: EQT’s sale of KBW to Liberty Global for €3.16bn
EQT has sold KBW for
€3.16bn representing a
NTM EV/EBITDA
multiple of 8.9x, well
above both recent
precedent transactions
and the trading multiple
of KBW’s
closest peer, KDG

The Deutsche Bank
team acted as advisor
on the sale to Liberty
Global and as joint
global coordinator on
the IPO track

The deal involves both
a recap with portable
financing and a
unique
regulatory ”backstop”
feature
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(1)

The dual track process allowed price to be maximized,
notwithstanding a challenging market environment
The IPO track
developed very
positively with strong
investor interest, but
was ultimately affected
by the worsening of
equity markets
stemming from the
events in Libya and
Japan
However, the subinvestment grade debt
markets proved
relatively immune
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Exhibit 5: Comparable precedent transactions
(cable companies)
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Exhibit 6: Equity market performance
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Exhibit 7: IPO market update (as of June 2011)
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Exhibit 8: Comparable trading valuations
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Exhibit 9: Peer forecast: KDH
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Exhibit 10: Peer forecast: Telenet
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Exhibit 11: LBO financing trends
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Exhibit 12: Selected LBOs H1 2011
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Exhibit 13: Risk free rates
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