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Welcome to the first edition of The Compass, our 
biannual publication that will provide insights into 
different aspects of private equity investing in mar
kets and sectors around the globe. This issue will 
help you discover different facets of the private 
equity landscape in Central and Eastern Europe. 

As the largest private equity investor in the region 
after the European Bank for Reconstruction and 
Development (EBRD), we at Alpha Associates 
clearly believe in the region’s attractive investment 
prospects. After all private equity investments in 
the region have reaped the highest returns on a ten 
year horizon – outperforming North America, West
ern Europe and the emerging markets of Asia and 
Latin America. 

Indeed, we established Alpha Associates almost a 
decade ago with the aim to secure those superior 
returns in Central and Eastern Europe for our inves
tors. Our team is certainly best positioned to do so 

with some of our professionals having played an 
active part in the region’s private equity community 
already since the early nineties.

In this issue of The Compass our partner Richard 
Seewald takes a look at the profile of TMT busi
nesses that have driven returns in Central & East
ern Europe and Russia over the past decade and 
gives insight into where future investment oppor
tunities might lie. You will also find a personal view 
from Kurt Geiger, chairman of our Advisory Board 
and EBRD veteran, on the banking sector in the 
region, while former CEO of Czech  success story 
and NYSElisted AVG Technologies, J.R. Smith, 
shares his insight on the security software industry. 

Finally, in our Figures & Facts section you might 
stumble across some unexpected statistics.

I hope you’ll enjoy the read and we look forward to 
your feedback. 
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TMT In 
   CEE

The telecom, media and technology (“TMT”) sec
tors have been important drivers of private equity 
returns in Central and Eastern Europe (“CEE”) and 
Russia over the past decade with approximately 
30% of exit proceeds generated by TMT busi
nesses. During this time period, TMT ranked first in 
terms of exit proceeds among all segments 
addressed by private equity in CEE and Russia, 
with consumer businesses ranking second at 16% 
of all exit proceeds.

With the emergence of a greater number of health
care and traditional retail opportunities in the 
region, TMT is likely to play a smaller role overall in 
generating returns going forward. However, these 
sectors remain as important as ever given the 
increased IT spend forecasted for much of the 
region over the next decade, the rich pool of human 
capital in engineering and the sciences building 
new companies, and the overlap of technology and 
consumerrelated businesses that are becoming 
important drivers of opportunity for investors.

Since the mid1990s private equity investors in 
CEE and Russia have benefited from the telecom
munication and media infrastructure buildout that 
has produced investment opportunities in GSM 
operators, fixed line operators and cable television. 
These businesses are typically highly cash flow 
generative, predictable and in some cases have 
enjoyed natural monopolylike market positions in 
their respective countries. As acquisition finance 
providers became accustomed to these busi
nesses, they became the darlings of debt finance 
providers further enhancing the return potential for 
private equity investors. The recent refinancing of 
TMobile Czech Republic illustrates that this thesis 
still resonates with lenders today. The TMobile 
refinancing was the biggest dividend recap in Cen

tral and Eastern Europe to date – a banking syndi
cate injected €365m into the company.

Much of the private equitybacked investment went 
towards the buildout of telecommunication infra
structure that in some cases “leap frogged” that 
which was available in Western Europe and the US. 
High speed internet, 3G services and tailored con
tent have become ubiquitous in the region over the 
last decade. For private equity investors, in most 
cases this has meant attractive returns while for 
consumers it has meant world class infrastructure 
upon which next generation products and services 
could be built. Indeed a number of telecom infra
structure businesses such as CRa/TMobile Czech 
Republic (the leading broadcasting tower and GSM 
operator in the Czech Republic), Bulgaria Telekom 
(the leading fixed line and mobile operator in Bul
garia) and Multimedia Polska, SBB and Carnival 
(leading triple play operators in Poland, former 
Yugoslavia and the Czech Republic respectively) 
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Alpha Associates partner richard Seewald takes a look 
at the profile of TMT businesses that have driven returns 
in CEE and russia over the past decade

“CEE and 
 russia have 
long been 
 recognized for 
the rich pool  
of human  
capital in 
 engineering 
and sciences, 
which many 
consider a key 
asset of the 
region.”

Richard Seewald,  
Partner  
Alpha Associates

Exits by sector since inception  
to end 2010 (by investment cost)

Source: EBRD 2011
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“E-commerce 
is expected to 
gain significant 
scale in the 
region.”

TMT 
   In CEE

have proven successful investments for private 
equity houses operating in the region.

Going forward, the next generation of investment 
opportunities in the telecom/IT infrastructure build 
out will be driven by the explosive growth in data 
traffic and related services that are essential for 
regional businesses and consumers alike. The 
expansion is largely attributed to the rising popu
larity of mobile services, social networking and 
business cloud services. To meet the growing 
demands of the market, telecom operators and 
service providers are striving to increase network 
capacity and enhance service quality. Examples of 
investment opportunities in CEE and Russia that 
play on this thesis include businesses such as Data 
Space Partners and Home.pl.
 
CEE and Russia have long been recognised for  
the rich pool of human capital in engineering and 
sciences, which many consider a key asset of the 
region. Much can be attributed to the local culture 
and society that holds scientists and engineers in 
high esteem and produces far more university 
graduates in this area than Western Europe and 
other developed countries.

Already there have been world class businesses 
with a global customer base built out of CEE and 
Russia by local entrepreneurs. Over the next five 
years, look for the region to become a power house 
of fast growing companies benefiting from the 
democratisation effects that communication tech
nology presents for technology companies seeking 
a global market. CEE and Russia have already pro
duced household names including AVG Technolo
gies, Skype, Yandex and Mail.Ru – all multibillion 
dollar companies with global reach.

In what was a watershed event for the region, two 
locally grown companies, AVG Technologies 
(NYSE:AVG) and EPAM Systems (NYSE:EPAM), 
went public on the New York Stock Exchange in 
2012. AVG Technologies was founded in the Czech 
Republic and is a leader in the global security soft
ware business with over 150 million users. The 
company provides software that protects PCs, tab
lets and mobile phones from malware and viruses. 
EPAM Systems was founded in Russia and is an IT 
outsourcing business delivering mission critical 
projects for global blue chip corporates. Both have 
a market capitalisation of USD 1 billion and above.

In addition to companies taking locally developed 
technology to global markets, investment in online 
services addressing only local markets is gaining 
traction. In this area, ecommerce is expected to 
gain significant scale in the region, given the strong 
growth and maturation of the Internet locally. 

Ecommerce also is likely to gain an outsized pro
portion of consumer spending due to the immatu
rity and fragmentation of bricks & mortar retail in 
the region. Ozon, the undisputed leader in the Rus
sian ecommerce sector, is a good example for this 
development. Positioned as the “Amazon of Rus
sia” and offering a full range of payment and deliv
ery options that allow it to cover the whole of Rus
sia, the Ozon platform attracts already more than 
500’000 unique visitors daily. 

Looking ahead, TMT investment activity in CEE and 
Russia will remain vibrant over the next years both 
in the infrastructure segment as well as the multidi
mensional consumer, software, mobile and data 
driven segments. Much of this activity will mirror 
global trends, however, it will require both local and 
global investment expertise to execute success
fully. As far as Alpha Associates is concerned, we 
will continue to leverage our inhouse knowledge as 
well as our relationship network with local and 
global fund managers to address opportunities in 
this flourishing sector. 

Data spacE partnErs
Data space partners provides Tier III com 
mercial data warehousing/colocation services 
to Moscowbased corporate customers. Tier III 
redundancy and availability is essential for top
tier clients that require limited to no disruption of 
their service during preventive and program 
mable maintenance, repair and replacement of 
components, and testing of systems. Current 
demand for highquality commercial colocation 
data centre space in the Moscow region is  
510x higher than the supply, with no other Tier 
III certified data centres existing in Moscow (and 
Eastern Europe).

Home.pl is Poland’s leading provider of inte
grated domain registration, server hosting and 
other related services mainly for SMEs. Based 
in Szczecin, the company employs 150 people, 
remotely operating approximately 800 servers 
located in Warsaw and Piaseczno. From 2002 
to 2011 Home.pl has grown strongly at 32.7% 
per annum with its market share estimated at 
about 30% today.

Richard Seewald is a partner at Alpha  
Associates and has been leading, negotiating and 
executing private equity fund investments and 
direct coinvestments in the CEE/CIS region since 
1999. Alpha Associates is invested either directly 
or via a fund in all companies mentioned in this 
article.

HomE.pl
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“The sophisti-
cated financial 
products that 
caused so 
much damage 
in developed 
economies 
were notice-
able by their 
absence in the 
region.”

The global financial crisis of 2008 left its mark on 
the financial sector in Central and Eastern Europe. 
Like in other regions, financial sector balance 
sheets stopped expanding and companies found 
they had reduced access to financing. Moreover, 
given the strong presence of European and inter
national financial institutions in the region, many 
questioned whether the CEE banking sector would 
face an exodus of strategic investors. Parent banks 
faced numerous challenges including regulatory 
pressures to strengthen their equity base as well as 
deteriorating loan quality and harsh economic con
ditions in their home markets. Some prominent 
publications like the Financial Times and the Econ
omist forecast an acute banking crisis in CEE.

Today, it is evident that these dire predictions did 
not come to pass. The large majority of strategic 
investors in CEE banks have remained committed 
to the region. Many even call CEE their “second 
home” market. Indeed, recent years have even 
seen acquisitions in the financial sector focused on 
increasing market share, particularly in Poland. The 
number of departing bank owners the region has 
witnessed has been very small.

Across most of the region, the banking sectors 
maintained their profitability through the crisis. And 
despite an increase in nonperforming loans, the 
region’s banks outperformed their Eurozone coun
terparts in terms of new loan growth. The banks’ 
practice of applying prudent banking standards 
paid dividends. Banks operating in the region did 
not engage in speculative business operations but 
continued to focus on “bread and butter” banking 
services – taking deposits while lending to local 
companies, households and individuals. This 
model has proved profitable and sustainable, as 
their main clients – SMEs – are the backbone of the 
economy in most CEE countries. The sophisticated 
financial products that caused so much damage in 

developed economies were noticeable by their ab
sence in the region.

Private equity borrowing was less affected in CEE 
than in Western Europe. Lending to support private 
equity transactions was available even at times 
when dealmakers in other regions were lamenting  
a lack of banks willing to support transactions. A 
good example is one of Alpha’s most recent invest
ments: while Commerzbank in Germany was in the 
process of receiving state aid and very careful  
with regard to any new credit, its healthy Polish 
sub si diary provided the acquisition finance for the  
private equity syndicate purchasing Home.pl, 
Poland’s leading webhosting business. The Ger
man parent would almost certainly not have been 
in a position to provide this loan had the trans
action been in Germany rather than in Poland. 

The challenge now for banks in the region is to 
increase their operating efficiency and provide 
banking services at a lower cost base after years of 
high growth. It is encouraging that the average 
ROE of banks in the region in 2012 stood at 15%, 
substantially higher than in the Eurozone and was 
achieved despite a higher than normal ratio of non
performing loans. 

I remain optimistic about the region’s prospects 
and its banking sector. The past few years have 
shown the region’s capacity to adapt to adverse 
conditions. Its banking sector is in surprisingly 
rude health. 

PErSOnAl 
   VIEw

Kurt Geiger, Chairman 
of the Advisory Board
Alpha Associates

Kurt Geiger had a distinguished career of 35 years 
in international finance with Chase, HSBC and the 
last 15 years with the EBRD as Head Financial 
Institutions and Chairman of the Equity Commit
tee. He built EBRD’s private equity fund portfolio 
into the largest in the region with more than €3.0b 
commitments.

Kurt Geiger shares his view on the financial  
sector in Central and Eastern Europe
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J.R. Smith is the former CEO of AVG Technologies 
and currently a member of its Supervisory Board. 
NYSElisted AVG Technologies (NYSE:AVG) is a fast 
growing antivirus and security software company 
based in the Czech Republic with sales worldwide.

aVG technologies went public over a year ago on 
the nYsE. How has the transition from a private 
equity backed private company to nYsE listed 
company influenced the way you have run the 
business?

Firstly, the way we look at the business has changed 
as the longterm growth aspect has become essen
tial. Being a private company we looked to benefit 
our established investors in the short term but 
being listed means that you are now also having 
investors that literally came in last week who are 
looking for longterm growth. Secondly, the NYSE 
listing has given the company a stamp of approval, 
elevating the AVG brand and this new market 
awareness is further helping to sell our products. 
Lastly, the listing has had a positive influence on the 
engagement of employees. Not only has it provided 
those that have options in the company with liquid
ity but there is a sense of pride to be part of this 
success story of transforming a company started  
in Brno, Czech Republic, into a global USlisted 
business. 

looking over your tenure at aVG, what have 
been some of the pivotal points in time in terms 
of your decision making and leadership that 
have in turn produced the greatest results? 

In late 2008 we started to truly diversify our product 
portfolio by enhancing and expanding our security 
offering as well as exploring adjacent markets. We 
looked at ways to monetise our existing user base 
without having to charge them directly and further 
create multiple revenue streams. Then, in 2011, we 
took the decision to go headstrong into mobile. 
AVG has now more than 26 million mobile users, 
which makes us the largest mobile security pro
vider in the world. 

the aVG story has been one of dynamic growth 
over the period you have led the company, but 
where do you anticipate growth potential 
going forward?

While there is still some growth potential in soft
ware where we continue to diversify our user base, 
I see tremendous growth opportunities in mobile. 
We are currently growing our mobile user base at  
2 million a month and are looking at ways to pro
vide more value to these users while exploring 
monetisation capabilities. 

Unlike other security software providers, our strat
egy is to first get more users into the AVG ecosys
tem by offering a free product. AVG has now more 
than 150 million users overall and we can monetize 
in different ways: whether directly by upgrading 
some to a premium product or indirectly through 
our partnerships with Google and Yahoo. Going 
forward, we want to have a best in class analytics 
system that can offer all of our customers products 
geared towards their needs.

How important will the security of mobile 
devices become to the everyday consumer and 
how do you target this growing market?

Many consumers haven’t yet realised that their 
mobile device contains most of their private data 
and is therefore becoming more and more like a 
wallet. There is a clear trend of more users switch
ing from PCs to mobile devices and it is therefore 
important for users to understand that the same 
threats that are affecting PCs – viruses, malware 
and identity theft – are also threats to mobile 
devices. The product offering for mobile devices 
has to be different though, as it is not all about the 
security of the device but also about other ser
vices, such as backing up mobile data, battery and 
storage optimisation and enhancing processor 
performance. Being able to offer an all in one pack
age is key. 

InDuSTry 
   InSIGhT

J.R. Smith, Member of the  
Supervisory Board and former  
CEO of AVG Technologies

aVG timeline

1991  AVG founded as 
Grisoft specialis
ing in computer 
security software 
in the Czech 
Republic

2004  Alpha invests in 
AVG, when the 
company has 
revenues of USD 
10.0m and net 
income of USD 
2.6m

2008  Grisoft changes 
its name to AVG 
Technologies

2009  Private Equity 
firm TA Associ
ates acquires a 
25% stake for 
USD 200m

2012  On February 2nd, 
AVG Technolo
gies begins trad
ing on the NYSE 

The company 
records revenues 
of USD 356.0m 
and net income 
of USD 45.8m

2013  AVG boasts more 
than 150 million 
active users in 
185 countries
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 FIGurES &
   FACTS

  16
number of Nobel prizes won by 
Poles (more than South Korea, 
China, India or Australia)

VAT rate in Hungary 
(highest standard 
VAT rate in the world)27

%

 11.500.000
population of Moscow

people that are overweight in 
Poland (lowest figure among 
25 OECD countries)

10%
of the income of the Russian government 
is from sales of vodka

48%
Internet penetration among 
Russian population (68m users)

 90%
 

of Czechs have completed at least secondary education 
(the highest score in the EU along with Poles, Slovaks 
and Slovenes)

24/26.5
average age when women and men get married in Poland 
(youngest in the EU)

8
th

Hungary’s ranking in the alltime gold medal count at the summer 
Olympic games (out of 211 nations)

6.14 metres
Height of the Tsar Kolokol bell inside the Kremlin, largest 
bell in the world weighing 223 tons

      12
cities in Russia with a population of more than 1m people

7/
10
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