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At The M&A Advisor's Annual Summit in New York, NY, on November |3, Katz, Sapper & Miller
hosted a Stalwarts Roundtable discussion entitled “Sector Trends and Outlook for 2018:Where
We Go From Here!”

The roundtable event explored the results of the second annual M&A Trends Survey.
Conducted by Katz, Sapper & Miller in partnership with The M&A Advisor, the survey asked
thousands of M&A professionals for their perspective on the latest dealmaking trends as well as
their predictions for 2018.

Going beyond a summary of market influences, the survey provides insight on how M&A
professionals are navigating challenges and leveraging opportunities in an environment with high
multiples and strong competition. By coupling the survey results with analysis from four high
level M&A professionals - Jason Barg, partner at Lovell Minnick Partners; Jolyne Caruso, founder
and CEO of The Alberleen Group; John S. Castle, managing partner at Branford Castle Partners;
and Douglas Hendrickson, partner at MidCap Advisors - this report provides deep insight into
what dealmakers can expect in the year ahead.

Presented by We hope that the report is informative and proves valuable for you. And, as always, we
KATZ encourage you to share your thoughts and predictions on the year ahead with us.
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Introduction

After record levels of dealmaking the prior two years, 2017 saw a slight decline in both the volume and
number of U.S. private equity deals.With technology disrupting every industry, multiples remaining high,
and fundraising reaching record levels, what will M&A look like in 2018?

AtThe M&A Advisor's Annual Summit, Katz, Sapper & Miller hosted a Stalwarts Roundtable discussion
on “Sector Trends and Outlook for 2018:Where We Go From Here,” where a panel of M&A experts
explored the results of the second annual M&A Trends Survey. Conducted by Katz, Sapper & Miller
and The M&A Advisor, the survey asked corporate executives, attorneys, investment bankers, lenders,
consultants, and other M&A service providers to share their views on the latest market trends and
outlook for the coming year.

Summit attendees were asked to contribute their perspectives via live polling throughout the session. In
this report we summarize the survey and polling results along with the observations and insights of four
veteran M&A professionals, who served as panelists. The panelists were:

Jason Barg, partner, Lovell Minnick Partners

Jolyne Caruso, founder and CEO, The Alberleen Group
John S. Castle, managing partner, Branford Castle Partners
Douglas Hendrickson, partner, MidCap Advisors

Key Trends: High EBITDA Multiples, Increased Competition

As private equity firms sit on record levels of dry powder — nearly $1 trillion — M&A competition
has persisted, keeping multiples high. Expectedly, the M&A trends that survey respondents
reported encountering most frequently were “increasing business valuation, reflecting higher
EBITDA multiples,” "“increased competition sourcing deals,” and “increased competition from
strategics.”

As we approach 2018, which of the following trends are you encountering most

frequently?

Increasing business valuation, reflecting higher EBITDA multiples [ GG 66.0%
Increased competition sourcing deals [N 60.8%
Increased competition from strategics | TGN 7.7
Increasing pressure to exit portfolio companies given age of fund _ 29.4%
Saturation of industry consolidations [ TG 06 .1°%

Increasing outbound U.S. direct foreign investment in cross-border M&A _ 15.7%
Increasing investment in the U.S. from Europe instead of Asia | I 15.0%

Decreasing debt multiples [ 11.8%
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The median EBITDA multiple for 2017 was 0.5, which remained unchanged from 201 6.
Symposium attendees were asked whether they thought multiples in 2018 would increase,
decrease, or remain the same. Half thought that multiples would stay the same, 28 percent said
they would increase, and 22 percent anticipated a decrease.

Jason Barg, a partner at Lovell Minnick Partners, said that as multiples have increased he has seen
a shift in the conversation surrounding deals."‘Sellers are talking about the synergies that the
buyer is going to receive and why the seller should be compensated for synergies at the closing as
opposed to the buyer” he said.“Certainly, all of this creates a dynamic where the expectations of
the sellers are getting pushed up.”

Panelists also discussed the trend toward more add-on acquisitions, which were 64 percent of all
U.S. deals in 2017. John Castle, managing partner at Branford Castle Partners, said that add-ons
are a strategic way to grow. “‘We've had a lot of success with acquiring bolt-ons to go on top of
platforms. | would expect that to continue in the future,” he said."There are plenty of integration
issues. If there isn't a transition plan, you can run into difficulties, but add-ons have been an
effective technique for us!”When polled, 94 percent of summit attendees said the trend toward
doing add-on deals in lieu of platform acquisitions would continue into 2018.

Investments acquired and held beyond a five-year period reached 38 percent in 2017.Though
some weren't seeing longer hold periods, Castle suggested that private equity firms assess hold
periods based on the cyclicality of the market. Family offices, however, tend to take a different
approach to hold periods. “When family offices acquire, there is no urgency to sell,” said Jolyne
Caruso, founder and CEO of The Alberleen Group."They want to be a long-term generational
holder, which requires developing more relationships.”

It is also worth noting that two prominent trends reported in last year's survey — industry
consolidations and decreasing debt multiples — fell several spots in this year's survey.

Seller Expectations Create Challenges

With a decline in the number of deals since 2016, M&A in 2017 had its challenges.VWhen asked
what was most challenging to buyers, 73.1 percent of survey respondents listed “seller valuation
expectations” as the greatest obstacle.

“| think, across the board, valuation has been a significant factor in our market,” said Castle.
“Somebody joked not long ago that a1 0 times’ multiple is the new seven. Look, not every deal
is going for 10 times; being a lower middle-market investor, there are many investments that we
look at that won't actually go for those valuation multiples.”

Douglas Hendrickson, partner at MidCap Advisors, agreed."A lot of our clients read in the press
that multiples are double digits,” he said.“When | tell our clients that | think their company is
valued at a six or seven multiple, they look at me, cock their head, and say, "You've got to be
kidding me. That's a challenge that | have to face on an ongoing basis.”
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Other significantly challenging factors listed in the survey results were “owner’s willingness to
relinquish control,” at 38.5 percent, and “sourcing a company that is a good cultural fit for add-on
acquisition,” at 37.4 percent.

Which of the following variables, in your experience, have presented the

greatest challenge to buyers in 20177

Seller valuation expectations [ 73.1%
Owner’s willingness to relinquish control NG 35.5%
Sourcing a company that is a good cultural fit for add-on acquisition |GGG 37.4%
Time and cost of integration/operational support for target | NN 35.7%
Lack of C-level talent in target organization [N 25.8%
Finding good leadership in the anchor portfolio company [ NG 23.1%
Sourcing first-time sellers NG 22.0%

Customer or vendor base concentrations NN 20.9%

Financial measures are challenging to obtain or are driven by tax minimization I 20.3%
Lack of quality IT strategy, management; high cost of conversion [ NN 18.1%
Financial models for ROI exceed fund’s time horizon NN 13.7%

Executive compensation packages NN 12.1%

Amidst Stiff Competition, Opportunity Found in Building a Company
Survey respondents also ranked how important certain opportunities were to influencing buyers
in 2017."Building a company for increased revenues and profits” was ranked as the most influential
opportunity, followed by “creating a platform business that will command higher sale multiples.”
Additionally, “investing in high-growth sectors” and “higher ROI" dropped off compared to the
previous year's survey data. This could be indicative of investors shifting their strategy to focus on
creating value via operational improvements amidst a competitive market with higher deal pricing.

Based on your experience, please rank how significant the following

opportunities were to influencing buyers in 2017.

32%
45%
55%

Building a company for
increased revenues and profits

Creating a platform business that
will command higher sale multiples

Strong company management
team on which to build platform

48% 52%

Investing in high-growth sectors Higher ROI Consolidating industries or

regions

M Influential B Not Influential
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“What we're seeing is a fair amount of overall confidence out there. That's sort of loosening up
some companies that had been hesitant to transact,” Barg said."VWe're seeing a lot of companies
wanting to double down on growth strategies, and a lot of times that requires finding a financing
source like us and other private equity firms to help deploy those growth strategies. That's very
compelling to business owners and can create transaction opportunities.”

Future M&A Growth Depends on Politics, Tax Reform, Interest Rates
When asked which factors could have the greatest effect on U.S. M&A growth in 2018, 35 percent
of summit attendees said “tax reform” while 25 percent said “expectations for high multiples.” Both
“changing political climate” and “increase in U.S. interest rates” received 20 percent of the vote.
Certain factors, such as high valuation muttiples, are simply a factor of supply and demand, but
other factors that could influence M&A in the coming year are more unique.

What factors do you believe could have the greatest effect on U.S. M&A growth

“We have Brexit. in 20182
We could be at
a potential war.

'm Surprised't‘hat g Increase in U.S. interest rates
global instability

is not a major

factor on the @ Tax reform

list.”

Changing political climate

- Jolyne Caruso

@ Expectations for high multiples

The new tax law reduces corporations’ federal tax liabilities, decreasing the corporate tax rate
from 35 percent to 21 percent. Additionally, the new law allows for a one-time repatriation of
foreign earnings for multinational corporations at a much-reduced tax rate. This will effectually
give corporations more funds to reinvest, potentially in an increased number of acquisitions. For
more on tax reform’s impact on businesses and industries, visit here.

An increase in interest rates, however, could adversely affect M&A. Though interest rates remain
historically low, increases would make it more costly for companies to borrow money, potentially
leading to fewer acquisitions and at lower prices.

Presented by “| look at this list, and there are a couple things that frighten me more,” said Caruso.“What's not

KATZ on here is the global instability that we have right now.We have Brexit. We could be at a potential
SAPPER war: I'm surprised that global instability is not a major factor on the list.”
& MILLER
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The changing political climate has a number of implications for M&A, namely changes to trade
agreements and protectionism in key investment markets.
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Where the Deals Are: International and Sector Investments
According to those surveyed, Asia is the region attracting the most U.S. direct foreign investment
attention, receiving almost as many votes as the next two regions combined. The European Union, the
Middle East, and North America rank next in the survey.
In which regions do you see increasing outbound U.S. direct foreign investment
in cross-border M&A transactions for 20187
75.0%
45.8%
. ‘ 37.5%
Not having -
technology —_—
knowledge or 16T
background bl =
today will kill .
Asia European Union Middle East North America  Eastern Europe Africa Oceania South America

you because it’s
changing every
single industry.”
- Jolyne Caruso
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The survey revealed that the anticipated hottest industry sectors for investment in 2018 are
technology, healthcare, life sciences, financial services, and energy.

What would you rank as the hottest industry sectors for 20187

Technology

Healthcare
Life Sciences
Financial Services

Manufacturmg Food @
Chemlcals

Distribution
Real Estate

Transportation
& Logistics

’ Consumer Goods

¥

Wholesale

Energy

Cold |Hot

Automotive
Retail

Technology comprised approximately 20 percent of deals in 2017, as tech became a key disruptor

in many industries.“Not having technology knowledge or background today will kill you because it's
changing every single industry,” said Caruso.“We're trying to figure out how to take the traditional
industries that we engage with, like our renewable energy business, and think a couple of steps ahead.”


http://www.ksmcpa.com/

NINN

THE M&A ADVISOR

SECTOR TRENDS AND OUTLOOK FOR 2018: WHERE WE GO FROM HERE

“People are
more and more
focused on the
margin of their
companies

and utilizing
technology in
ways to increase
their margin,
increase their
efficiency,

and enhance
their client
experience.”

- Douglas Hendrickson

Presented by

KATZ
SAPPER
& MILLER

Certified Public Accountants

The panelists agreed, reiterating the importance of technology to a business’s success."| think the
technology-enabled businesses are very interesting,” said Hendrickson.“People are more and more
focused on the margin of their companies and utilizing technology in ways to increase their margin,
increase their efficiency, and enhance their client experience.”

“If you're looking at a business that doesn't have some sort of technological advantage,” Castle said,
“you're probably not looking at a business that's been able to progress the way that it should have.”

Technology is also being sought out for impact investing initiatives, which saw $3.4 billion in capital
committed globally in 2017."We're seeing traditional manufacturing companies acquire clean-tech
assets as well as sustainable materials companies,” Caruso said."| think this whole impact trend will
continue.”

Unsurprisingly, 88 percent of summit attendees said that private equity investment in the tech sector
would increase in 2018. Six percent said that investment in tech would decrease in the coming year,
and another six percent said that it would remain the same.

Summary

Dominated by strong competition, high EBITDA multiples, and sellers’ high valuation expectations,
deal activity in 2017 remained strong despite dropping from 2016 levels. Private equity firms
focused on building companies for increased revenues and profits, electing to do more add-on
acquisitions, which comprised 64 percent of the year's U.S. deals.

With record levels of dry powder and high multiples, many of the same trends are expected to
continue into 2018. M&A in the technology sector is anticipated to increase, as many industries
embrace technology as a competitive advantage and differentiator. Other hot sectors for investment
will likely include healthcare, life sciences, financial services, and energy. U.S. foreign direct investment
in Asia is expected to increase as is the trend of impact investing, which saw $3.4 billion in capital
committed globally in 2017.

The greatest influences that will determine the course of M&A in 2018 will likely be related to
increasing interest rates, new tax law, high valuation expectations, and a changing political climate.
However, early indications are that both megadeals and total deal volume could return to record
levels in the year ahead.
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Contributors’ Profiles

Jason S. Barg is a partner at Lovell Minnick Partners. Jason joined the Philadelphia office of Lovell

Minnick Partners (LMP) in 2010. Prior to LMPE Jason was an investment banking associate in
Q Goldman Sachs' Financial Institutions Group, where he advised clients on transactions involving
o / commercial and trust banks, specialty finance companies, and asset managers. Prior to Goldman
/ Sachs, Jason was a senior associate in PricewaterhouseCoopers' Forensics group, where he

‘/A conducted investigations into corporate accounting irregularities on behalf of clients. He is a
Jason Barg member of the boards of directors of Currency Capital, LLC, Foreside Financial Group, J.S. Held

Partner Holdings LLC, and Spex Technologies LLC, and he previously served on the board of Kanaly
Lovell Minnick Holdings LLC. Jason received his MBA, with honors, from the Wharton School at the University

of Pennsylvania and holds a Bachelor of Science in accounting, with high distinction, from the
Schreyer Honors College at the Pennsylvania State University. He is a certified public accountant in
Pennsylvania (inactive).

Jolyne Caruso is founder and CEO of The Alberleen Group. She has over 30 years of Wall Street
experience in both global capital markets and asset management businesses at major Wall Street
firms. Previously, she worked as global head of Absolute Return Strategies at Lehman Brothers and
served on the management committee of the firm. Prior to Lehman, Ms. Caruso was co-founder
and president of Andor Capital Management. From 1992 to 2001, she was managing director and
head of equities Americas at JP Morgan and was chairman of P Morgan Securities. She began her
Jolyne Caruso career at Bear Stearns in institutional equities. Ms. Caruso holds a Bachelor of Arts with honors
Founder and CEQ from Barnard College, Columbia University, and she is chair of Barnard's board of trustees. She is a
The Alberleen Group director of the Center for Clean Air Policy (CCAP), serves on the fund advisory board of Golden
Seeds, and is an advisor to both Columbia University's Entrepreneurship Program and Massey
Quick, a private wealth management firm.

John S. Castle is the managing partner for Branford Castle Partners. Mr. Castle is and has been

_ a board member of various companies owned by Branford, including TooJay’s Restaurant & Deli
h and Earthlite Massage Tables. Prior to joining Branford in 2002, he was a director of business
c,:; development at Airwave Wireless (an Idealab! Company, the leading internet incubator in the early
' ‘Q 2000s). Prior to that, he was an analyst, M&A at Dillon Read & Co. Mr. Castle received an A.B. from
"E s Harvard College, where he was a John Harvard Scholar, a cum laude graduate. He received an

MBA from the Harvard Business School. He is a member of the Manhattan chapter of the Young
John S. Castle

Managing Partner Presidents Organization (YPO) and is the co-chairman of the Harvard Class of 1995 fundraising
Branford Castle Partners committee. He is also a member of the board of trustees of the Riverdale Country School in New
York City.
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Douglas Hendrickson
Partner
MidCap Advisors

Douglas Hendrickson is a partner at MidCap Advisors. Douglas has over 25 years of experience
in financial services. He is a leading M&A advisor to corporate clients and business owners in
numerous industries. He has advised large manufacturing businesses and financial institutions

on senior debt financings and middle market companies in areas of strategic acquisitions, capital
structure, and sale transactions. He is also president of Hendrickson & Company. Douglas also
sits on the boards of National Educational Music Corporation, Access Systems Integration, and
TestingMom.com. Before co-founding MidCap Advisors, Douglas spent |5 years with JPMorgan
Chase working in New York, New Jersey, and Texas. Douglas received his MBA from Columbia
University Business School in New York and Bachelor of Arts in economics from the College of

Wooster. He also completed advanced professional studies at Harvard Business School.
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About the Sponsor

Katz, Sapper & Miller

When every minute counts and everything is on the line, you need a firm that will help you get
the deal done. As the Accounting/Due Diligence Firm of the Year, Katz, Sapper & Miller can
help.We believe there are three keys to helping clients make the most of every transaction:

clock management, creative solutions, and having a deep bench. Buy side or sell side, our multi-
disciplinary team will help you understand the dynamics of the deal so you can make the most of
every opportunity. Our transaction specialists provide timely, efficient, customized due-diligence
and advisory services to a wide range of clients. And while we offer the technical expertise and
knowledge of a leading tax, accounting, and consulting practice, we have built our business by looking
after our clients’ best interests. That's why INSIDE Public Accounting magazine routinely names us
as one of the "“Best of the Best"” accounting firms in the nation.Visit ksmcpa.com/transactions and
discover why — when the stakes are high — private equity firms, strategic buyers, family offices, and

lenders ask for Katz, Sapper & Miller to be by their side.
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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 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 20-22,2018

Corporate Growth Forum and Corporate Development Awards Gala — London, UK — April 25,2018
International Financial Forum and Awards Gala — New York, NY — June 13,2018

Emerging Leaders Forum and Awards Gala — London, UK — September; 2018

Emerging Leaders Awards Gala — New York, NY — September 18,2018

Annual M&A Advisor Summit and Awards Gala — New York, NY — November 6,2018

For additional information about The M&A Advisor's leadership services, contact Liuda Pisareva at

Ipisareva@maadvisor.com.




