NN
JANUARY 2019

THE M&A ADVISOR

THE M&A ADVISOR SYMPOSIUM REPORT

Featuring

Harvey Fine Jeffrey W. Johnson James B. Lockhart IlI Corey Massella Richard P. Prestegaard
Managing Partner Managing Director Vice Chairman Partner, UHY LLP Partner
Maris Global Capital Blackford Capital WL Ross & Co. LLC Managing Director Business Development
UHY Advisors High Road Capital Partners

> SECTOR TRENDS AND OUTLOOK FOR 2019
WHERE WE GO FROM HERE

At the 2018 M&A Advisor's Annual Symposium in New York, an expert
stalwarts panel convened to discuss sector trends and the outlook for M&A
in 2019.The panel was moderated by Corey Massella, a partner at UHY LLP
and a managing director at UHY Advisors in New York. The panelists were
Harvey Fine, managing partner at Maris Global Capital; Richard P. Prestegaard,
a partner of business development at High Road Capital Partners; Jeffrey W.
Johnson, a managing director at Blackford Capital; and James B. Lockhart Il
vice chairman of WL Ross & Co. LLC.

In this dynamic roundtable, our discussion centered on the following topics:
* Deal trends and experiences in 2018

* Hot sectors for M&A

* Mix of deals

* Challenges for 2019

In this report, we discuss the insights and reflections of M&A stalwarts who
participated in the roundtable. We hope the report is informative and proves
valuable to you. As always, we encourage you to share your thoughts and

Presented by predictions for 2019 with us.
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“The economy’s
going well. There
are plenty of
opportunities out
there—a lot of
times it comes
down to whether
you are willing to
pay the price.”

- Richard P. Prestegaard
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Introduction

At the 2018 Annual M&A Advisor's Summit in New York, Corey Massella, a partner at UHY LLP
and a managing director at UHY Advisors, chaired a Stalwarts Roundtable discussion titled “Sector
Trends and Outlook for 2019: Where We Go From Here.’

The panelists were as follows:
* Harvey Fine, managing partner, Maris Global Capital
* Richard P. Prestegaard, a partner of business development, High Road Capital Partners
* Jeffrey W. Johnson, a managing director, Blackford Capital
* James B. Lockhart lll, vice chairman, WL Ross & Co. LLP

While the number of deals compared to the prior year decreased, the value of the announced mergers
reached record numbers in the first half of 2018. US corporate tax cuts, available cash, and deregulation
helped to spur M&A in 2018.

“In 2018, it was good to be a seller; and it was bad to be a buyer;” said Richard P, Prestegaard, partner
of business development at High Road Capital Partners."lt is a competitive environment, everyone is
getting more efficient in the market on both sides,” he added.

“The economy's going well,” said Prestegaard.'There are plenty of opportunities out there—a lot of
times it comes down to whether you are willing to pay the price.”

“As a buyer, it does feel like a sellers’ market,” said Harvey Fine, managing partner of Maris Global
Capital."Because of the equity dry powder, companies are expecting higher prices and there's more
competition for these deals”

“On the buy side, it is extremely difficult to find things at a reasonable value,” agreed James B. Lockhart
IIl, vice chairman of WL Ross & Co. LLC.

Valuations At High Multiples

“Without question, we are seeing multiples for smaller companies that we've never seen before,’ noted
Jeffrey W. Johnson, managing director of Blackford Capital. "We are having a difficult time putting in
unique structures around earnouts and such, just because of the competitive nature.”

“We are not going to do five or six times EBIDTA. There's been a challenge in closing deals because
sellers’ expectations have changed. Sellers are expecting sales off their most recent years, which has
been their best year in five years," said Fine.

“There is also the country club effect,’ noted Massella, the UHY moderator.

“Your buddy will boast that he sold his business for ten times; therefore, your business is worth eleven,
right?” said Prestegaard.

“Deal volume is up 4 to 5 percent in the small and middle market,” Prestegaard said." It does feel like
quality has been a little better. If you are looking at an A-quality deal, the chances are you will be at a
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high single-digit, low double-digit multiple. There are ten times more dedicated business development
people sourcing deals. On the sell side, distribution channels have broadened, and bankers have
become more efficient in how they get the deals to the market.”

Johnson said,"We are seeing a lot of companies that traditionally would not have been bankable in
other markets. Every seller feels he can generate a premium return for his business.We have to spend
a lot of time on the quality of eamings exercise, diving in to see if it's legitimate.”

But Lockhart issued a note of caution:"The issue to me is buying at ten times EBIDTA, you are not
going to be able to sell it at ten times EBIDTA, so you are going to have to add a lot of value on the
operating side, cost reductions, and revenue enhancements,” he said.“While we have been in a frothy
market, we are seeing a slowing down in the third quarter because of valuations.”

The Deal Mix

“
A lot of MOnNEY, Private equity groups generally view acquisitions as either a new “platform” business or as a strategic

both strategic
and PE, is going

“add-on" to complement an existing platform business.

into fin techs. Massella asked the panelists what has been the mix of deals they've seen this year and whether they've
BU\/erS tend to been add-ons or platforms. Also he wondered if Strategics have been strong competitors when buying
be Strategic, and has the uptick in the amount of capital raised by SPAC's this year, effected the bidding process.
and J.[here > . Prestegaard said,"‘Roughly 60 percent of our deals have been add-ons and the rest platforms.”

less interest in

typical PE.” Fine said they are looking at platform companies.“One of the challenging parts of the strategy is to

- James Lockhart Il do add-on acquisitions, they will come in at lower muttiples than platforms.VWe may be able to accept

higher multiples on platform companies, but if we can't get the more attractive platforms on the add-
ons, we are going to have to wait until they come around.”

Lockhart said rising interest rates have helped banks and hurt mortgage companies.”A lot of money,
both strategic and PE, is going into fin techs. Buyers tend to be strategic, and there is less interest in
typical PE.-What's happened in the US with stock markets being high and valuations being so high and
tax cuts in corporations, we are seeing a lot of deals doing combinations of stock and cash. It's hard to
beat it when you just have cash.”

“It is pretty easy to raise SPACs (special purpose acquisition companies) at this point for public
companies,” Lockhart noted. A SPAC is a type of investment fund that allows public stock market
investors to invest in private equity-type transactions, particularly leveraged buyouts.

Prestegaard added, "We are chasing companies that are attractive to every other PE firm. PE firms
are aggressive. PE firms have the same pressures about needing to deploy capital on schedule and
Presented by the other things we've talked about already that are driving up competitive pressures, including all the

UH! , LLP capital available by the lenders.”
Certified Public Accountants
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Hot Sectors
“Last year, when M&A conducted a survey of the hot sectors, technology, financial services, health care,
and energy were among the standouts,” Massella noted.“What will be hot in 2019?”

“The educational space, health care, and media have been buoyant,” Fine said.”Retail is challenged. Luxury
space is challenged. Companies are challenged, but valuations don’t seem to match that”

“On the financial side, fintech has been a big player this year and probably will be next year” Lockhart
said.“Real estate will be impacted by interest rates, and with mortgage companies, you will see a lot of
consolidation. Overall, we spent a lot of time in Europe, where financial institutions there have not really
recovered. They were too slow.They did not have a TARP We are pretty wary of that”

The educational Johnson said food and health care were strong sectors this year. Prestegaard said the hot sectors have
Space, health Cale,  been industrials, health care, consumer; food, and commercial. That's going to continue into *19. | don't

and media have think we are on the cusp of a major change unless there is some unforeseen big news impact. In‘19 we
been buoya nt. will see the same sectors be active.”

Retail is challended.

LUXUT\/ space Lockhart said infrastructure deals might turn out to be hot next year if there is bipartisan agreement on
is challenged spending in Washington.

Companies are Biggest Challenges For 2019

Cha“enged, bUJ’[ Massella asked,"What do you see as the biggest challenges going into 20197 Is it high multiples, excess
valuations don't powder; rising interest rates, global political instability, or tariffs?”

seem to match

that.” According to Lockhart, every one of these is going to be a challenge.“The only certainty is uncertainty.
- Harvey Fine In Washington there is a lot of uncertainty. There are tariffs: where are they going to end up? We have

uncertainty surrounding Brexit, the Middle East, ftaly, and the EU. From our standpoint that may present
some opportunities.We are hopeful there will be some reasonable deal activity next year and that
valuations will come down to more reasonable levels,’ said Lockhart.

“The availability of dry powder and high multiples are linked, so from an investment standpoint that is the
challenge,” Fine said.

Johnson said seller expectations and multiples *“‘continue to put real pressure on us in terms of do
we have a sustainable business model that can continue if there is a possible correction based on the
leverage we put on these businesses?”

“You have to compete to buy businesses today,’ Prestegaard noted."That is the biggest concern for us;
The multiples you have to pay and the excess capital out there.”

Presented by Debt Ratios
UHy LLP Massella asked, "With interest rates rising, have the debt ratios changed on your purchases?”
Certified Public Accountants

Fine said,"VVe are not that aggressive on debt. The terms of the debt and the structures are similar:
I've seen the same thing with unitranche loans (a hybrid loan structure that combines senior debt and
subordinated debt into one loan facility at a blended interest rate that falls between the rates of the two
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types of debt).We haven't seen that much change.Terms are more similar than they have been for the
past few years.”

Johnson said, “While terms and conditions have remained relatively consistent, the availability of capital
is tremendous. We've seen a lot on the unitranche side, and a number of new participants in the debt
market are staggering.”’

“The CLO (collaterized loan obligation) market is very hot at the moment," Lockhart noted. "l think
for bigger deals, they may have taken over from a junk bond market to a certain extent.”

Massella asked, ‘Have you considered the effect of the new limitations on the deductibility of interest
“While terms and expense under the new tax law, when strategizing how much to leverage the deals?”’ At this time none

conditions have
remained relatively  speed In Trying To Close A Deal

of the panelist had considered this but all agreed that they should give it immediate attention.

COﬂSiSteﬂt, . Massella asked, "What are the pressures and techniques that you're getting on the time frames of
the availability closing deals?” “When trying to close a deal,” Prestegaard said,“You have to bring you're ‘A’ game and
of ca P ital is be aggressive. Speed to close has become one of the key elements to being chosen as the winner. No-

tremendous. We've financing contingency fees are one way to close faster The speed to close from LOI (letter of interest)
seen a lot on the has gone to light speed.We've had to keep lowering our thresholds for that and get comfortable with
unitranche gide, that as part of the environment.”

and a number of
new participants
in the debt market
are staggering.”

- Jeffrey Johnson

Johnson said there is tremendous pressure on speed to close from the adviser.*We have to think
strategically on how to get to the finish line.We just lost out on a transaction that we aggressively bid
on a few weeks ago because one of our competitors provided the no-financing contingency and over-
equitized the transaction and made it relatively uncompetitive for us.”

Fine said his company tries to differentiate itself with post-investment value adds." Ve have to
demonstrate that we can help them with the right partner. One of the tools we are seeing in the
marketplace is we have to take on reps and warranty insurance, which | don't love. It is one of the
tools, cards you can play; that helps a bit.”

“Most of the businesses on the financial services side are relatively heavily regulated,” Lockhart said.
“That’s an issue we have had to fight. One of the ways we do that is to know the industry and know
the regulators. But the deregulation phase in Washington is making those deals go quicker.”

Are Earnouts Going Away?
Massella of UHY asked the panelists whether earnouts are gone from some of the deals they are
doing. An earnout is a contractual provision stating that the seller of a business is to obtain additional

payments in the future if the business achieves certain financial goals.
Presented by

UH! , LLP Johnson said they still push to have earnouts,“But the last few deals we did, we were told they would
ertified Public Accountants . .
SRR notbe acceptable or competitive. It's a sellers’ market. They have the luxury to entertain several offers

that don't have those contingencies.”

Lockhart said in the last deal he did there was an earnout, but the earnout went to the management
team and not to the seller:
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Conclusion
At the close of 2018, U.S. Federal Reserve Chairman Jerome Powell announced that interest rates would
not be rising as much in 2019.This news pleased the markets.

The US economy rose 3.5 percent in the third quarter of 2018, but weakness in certain sectors,
such as housing, automobiles, and manufacturing, is concerning. Most economists expect growth at a
lesser rate in 2019.

The trade or tariff war with China is adversely affecting various parts of the US economy. In 2019,
companies in many industries will still want to consolidate and acquire technology companies to keep up
with the demands of a changing world. Consequently, the outlook for M&A in 2019 remains positive, but
activity is expected to decrease from 2018.
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VVideo Interview

To watch exclusive M&A Advisor interviews with Stalwarts on “Sector Trends and
Outlook For 2019 -Where We Go From Here,” click on the images below:

Harvey Fine

Managing Partner
Maris Global Capital

Jeffrey W. Johnson
Managing Director
Blackford Capital

James B. Lockhart Il

Vice Chairman
WL Ross & Co. LLC
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Corey Massella
Partner

UHY LLP

Managing Director

UHY Advisors

Richard P. Prestedgaard
Partner

Business Development
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Symposium Session Video

To watch the “Sector Trends and Outlook For 2019 - Where We Go From Here"
Stalwarts Roundtable discussion click on the image below:

Sector Trends and Outlook
For 2019 - Where We Go
From Here
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Harvey Fine

Managing Partner
Maris Global Capital
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Jeffrey W. Johnson
Managing Director
Blackford Capital

James B. Lockhart IlI

Vice Chairman
WL Ross & Co. LLC

Contributors’ Profiles

Harvey Fine is Managing Partner of Maris Global Capital. Harvey Fine helped build Fosun
Group's global, direct investment platform as Fosun’s Managing Director and Deputy Head of
Global Investments & Strategies and Head of Fosun Group’s N. American Operations, as well
as operating executives and back office professionals based in New York and Shanghai. He
launched Fosun’s first international office, based in New York and also raised as a Founding
Managing Director, the China Momentum Fund and the Pramerica-Fosun China Opportunity
Fund. Prior to joining Fosun in 2010, Mr. Fine served as Managing Director for Galileo Global
Advisors. Previously he worked for a mutti-family office, as a Principal for private equity
investments, investing in middle-market consumer product companies. Mr. Fine holds a Masters
degree in International Finance with emphasis on Emerging Markets from Columbia University,
and a Bachelor of Science degree in Economics from the Wharton School at the University of
Pennsylvania. Mr. Fine is currently a Board Member of Magine.

Jeffrey W. Johnson is a Managing Director of Blackford Capital. With more than 24 years of
experience in investment banking and private equity investing, Mr. Johnson is involved in the

firm's origination and evaluation of new investment activities and governance of various portfolio
companies. Mr. Johnson serves as the Chairman of the Board of Mopec, Quality Aluminum
Products, and Ellison Bakery. Prior to joining Blackford Capital, he was a Managing Director and
founding principal at Gilbert Global Equity Partners, L.P Prior to Gilbert, Mr. Johnson worked as

a Director in the alternative investments practice at Russell Investments. Mr. Johnson also worked
as an investment banker in the mergers and acquisitions department at Goldman, Sachs & Co. Mr.
Johnson received his bachelor's degree in economics from Claremont McKenna College and a
master's degree from Harvard Business School.

James B. Lockhart 1l is Vice Chairman of WL Ross & Co. LLC and a member of the Management
Committee and Investment Committees for the WLR Recovery Funds, Invesco Mortgage Recovery
Funds as well as other funds. His responsibilities include overseeing financial services portfolio
companies and sourcing new opportunities in the financial services industry. Prior to joining WL
Ross in September 2009, he was the Director of the Federal Housing Finance Agency, regulator of
Fannie Mae, Freddie Mac and the twelve Federal Home Loan Banks, and its predecessor agency,
the Office of Federal Housing Enterprise Oversight, since May 2006. He served as the Chairman of
Federal Housing Finance Oversight Board and a member of the Financial Stability Oversight Board
with the Chairman of the Federal Reserve Board, the Secretaries of Treasury and HUD, and the
Chairman of SEC. For the prior 4 years Mr. Lockhart was the Principal Deputy Commissioner and
Chief Operating Officer of Social Security, Secretary to its Board of Trustees and a member of
President Bush's Management Council. Mr. Lockhart also served in the previous Bush Administration
as Executive Director of the Pension Benefit Guaranty Corporation from 1989 until 1993. Mr.
Lockhart graduated from Yale University with a BA and received an MBA from Harvard Business
School.
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Corey Massella
Partner

UHY LLP

Managing Director
UHY Advisors

Richard P. Prestegaard
Partner

Business Development

High Road Capital Partners

Corey Massella is Partner at UHY LLP and a Managing Director of UHY Advisors NY. Corey
has over 25 years of experience as an entrepreneur, tax and business advisor, and as a specialist
in SEC accounting and audit services. Additionally, Corey has experience serving as a Private
Equity and Technology Industry Group Practice Leader for a top 20 accounting firm. Corey has
successfully guided his clients through all facets of the mergers and acquisitions transaction cycle
to help them make critical decisions while ensuring transactions are strategic and seamless. In
2015, He was selected as the winner of the SmartCEO award for Industry CPA Leader in New
York. Corey has completed over 300 M&A transactions and was the lead partner at the firm
awarded M&A Advisor's Accounting/Due Diligence Firm of the Year award in 2017 as well as
being nominated as Dealmaker of the Year by ACG New York and M&A Advisor.

Richard P. Prestegaard is the Partner of Business Development at High Road Capital Partners.
Rich is responsible for leading the Firm’s dedicated deal sourcing effort by establishing
relationships with business intermediaries across the U.S. and Canada. Prior to joining High Road,
Rich was an investment banker in the consumer products and retail industry group at Barclays
Capital. Prior to joining Barclays Capital, Rich worked as an investment banker in the consumer/
retail groups at Citigroup and Advest, and was a valuation consultant at Price Waterhouse.

Rich is an experienced corporate finance and business development professional who has
succeeded in establishing and building client relationships through a combination of creativity and
responsiveness, and is an active board member of the ACG New York chapter. Rich received a
B.A.in Sociology from the College of the Holy Cross in Worcester, Massachusetts in 1991 and
an M.B.A degree in Finance and Accounting from the Stern School of Business at New York
University in 1996.
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About the Sponsor

UHY Advisors

UHY Advisors' National Transaction Services Group is comprised of seasoned, multi-disciplined
UH !'elr]!:d N professionals that offer a different aspect and perspective to the transaction process, providing a
uniquely integrated approach to client service and product delivery.We do not believe that “one
size fits all”; as each transaction is distinct. We offer services tailored for each transaction and seek

opportunities for our clients to maximize their return on investment, while minimizing risks whether
on the buy-side or sell-size. UHY Advisors provides tax and advisory services to entrepreneurial
clientele and other organizations, principally those enterprises in the dynamic middle market. UHY
LLP a licensed CPA firm, provides audit and other attest services to publicly traded, privately owned
and nonprofit organizations in a number of industry sectors. Together, UHY Advisors, operating in
an alternative practice structure with UHY LLP form one of the largest professional services firms in

the US. For more information, visit https://uhy-us.com/transactions.
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About the Publisher

The M&A Advisor

The M&A Advisor was founded in 1998 to offer insights and intelligence on M&A activities. Over
the past twenty years we have established a premier network of M&A, Turnaround and Finance
professionals. Today we have the privilege of presenting, recognizing the achievements of and
facilitating connections among between the industry's top performers throughout the world with a
comprehensive range of services. These include:

M&A Advisor Summits and Forums. Exclusive gatherings of global “thought leaders.”

M&A Market Intel. Comprehensive research, analysis and reporting on the industry.

M&A.TV. Reporting on the key industry events and interviewing the newsmakers.

M&A Advisor Awards. Recognizing and rewarding the excellence of the leading firms and professionals.
M&A Connects. Advanced business development for key influencers and decision makers.

M&A Deals. The global deal-making platform for M&A professionals.

M&A Links. The industry’s largest network of M&A, financing and turnaround professionals.

Upcoming Events

Distressed Investing Summit and Awards Gala — Palm Beach, FL — March 27/28,2019

Global Corporate Growth Forum and International M&A Awards — New York, NY — June 5,2019
Emerging Leaders Forum and Awards Gala — New York, NY — September 17,2019

M&A Advisor Summit and Awards Gala — New York, NY — November 19,2019

For additional information about The M&A Advisor's leadership services, contact Liuda Pisareva at
Ipisareva@maadvisor.com.




