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Introduction

Out IN Front:The Insider’s Guide to M&A Trends is a dynamic peer-generated content hub providing mergers and acquisitions, restructuring and
corporate finance professionals with an exclusive opportunity to engage with other industry leaders and share their insight on future challenges and
opportunities.

Out IN Front is an innovative, collaborative approach that provides timely insight and analysis on topics selected by participants, capturing their
perspectives on those topics through regular polls and reviews and discussed at quarterly Task Force meetings and reports.

This inaugural issue reflects the analysis of 12 members of the Out In Front Task Force on the monthly survey results from more than 800 industry
professionals conducted between August and October, 2018. Click Here to take the latest survey.

Four key themes evolved during the group’s discussion: the changing pace of M&A; the impact of technology transformation in the M&A environment;
the current business valuation environment; and the evolving role of the M&A playbook in an ultra-competitive deal market.

We are very thankful for the valued contribution of our participating Task Force members. Without them, this project would not be possible. To learn
more about the Task Force members Click Here.

And to you, our poll participants and readers, thank you for your contribution in this interactive process. It is our goal to simultaneously engage, learn
from and inform you.

We hope that the report is informative and proves valuable in your quest.

mgla— AT,

David Fergusson Richard Martin
Editor At Large Contributing Editor


http://www.outinfrontofma.com/task-force/
https://www.intralinks.com/insights/out-in-front?utm_source=maa&utm_medium=link&utm_campaign=2018_yr_gl_mma+sponsorship_out+in+front&utm_content=survey2-valuation

Fast and Furious (Deals): The Increasing Pace of M&A

In today’s over-capitalized and fast-paced deal environment, buyers are anxious to quickly identify good targets and put
their capital to work. Competition to acquire the best targets is fierce, resulting in a market of multiple bidders and
high valuations. For M&A teams, this has translated into an environment where buyers still want detailed due diligence
results, but faster than ever.As one seasoned M&A advisor commented, “Can you get this done in 10 days?” is not an
unusual request.

“We're constantly in a state of balance, trying to determine what kind of diligence has to happen within which timeframe and
how to move quickly but also to go wide and go deep at the same time. It’s just important to do as much as possible in a short
period of time without increasing our costs to outside providers,” said Julia Karol of the Watermill Group.

12%

Has the level of
scrutiny during the
due diligence process
changed because of
the increasing pace
and volume of deals? 26%

18%

Greater scrutiny, butless @ More time and greater @® Nochangeto @ Lesstimeandreduced
time on due diligence scrutiny on due diligence due diligence process scrutiny on due diligence

Out In Front Industry Poll #3 - October 2018
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The industry is placing greater
emphasis on commercial due
diligence, with firms taking
a more customer-based
approach to really understand
the underlying dynamics around
a target company’s revenue
and a growth plan. This has
big implications for sellers
who are still reminded not to
share all this data. Yet, in this
world of “Big Data,” buyers
increasingly expect to see that
transactional level of data and
customer-based approach to
valuation that basically drives
the fundamental economics of
the targets.”

- Chris Nutall, Laird Partners

Paul Aversano

Alvarez & Marsal


https://youtu.be/eBFaDRj0HJU

In addition to the mounting pressure to turn in fast, actionable results on financial
and legal due diligence, buyers are pressing deal teams to delve deeper into
commercial due diligence under the same time constraints. Today’s buyers build to
a deeper understanding of the customer economics of the target organization, such
as the cost of acquiring and retaining customers, into their financial models.

At the same time, deal experts are seeing an increase in vendor or seller due
diligence.While this practice has been an option available to sellers for a long
time, it's becoming more prevalent as they look for ways to capitalize on market
momentum and accelerated due diligence that results in the highest possible
valuation and best buyer. Not surprisingly, the outsourcing of due diligence services
is increasing significantly as firms struggle to absorb these demands.

In terms of
valuations, is

the current M&A
environment a
sellers’ or buyers'’
market?

Seller @® Buyer ® Mixed @ Depends on Sector

Out In Front Industry Poll #2 - September 2018
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Chris Nutall
Laird Partners
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We’'re seeing tremendous growth in sell-side due diligence
or vendor due diligence, where we basically diligence the
seller’s business in advance and prepare an independent
objective analysis that is available to all interested parties.
This approach consolidates the process and levels the playing
field because everybody is getting the same information at the
same time. It can make things happen more quickly.”

- Mark Sirower, Deloitte


https://youtu.be/mt7mHma82vo

The technology transformation is having a multifaceted
impact on the M&A industry. On one hand, as
technology platforms have evolved, this has to some
extent equalized deal dynamics by making critical
information more accessible to all prospective buyers
and sellers.

“There’s no greater example of the impact of
technology transformation than in our own M&A
industry. The differentiation between the larger firms
and the smaller firms has really narrowed, because we
all now have access to the same information, therefore
we can all be competitive,” said Jacob H.Yahiayan,
Continental Advisory Services.

In other ways, the technology transformation is forcing
deal teams to rethink their traditional notion of how
they define targets as well as how they build their teams.
The pervasive advance of technology throughout all
areas of business operations has blurred the definition
of technology and changed the skill set required for deal
teams to accurately analyze potential acquisitions.

“The buyer universe has expanded dramatically. Often,
industrial acquirers are willing to pay more because
they need access to the technology. Consequently, our
outreach, now, is broader, and encompasses the big
industrials such as the Shell’s and BP’s of the world,
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versus focusing solely on the traditional tech players,”
noted Gregory Bedrosian of Drake Star Partners.

Technology transformation is also causing deal advisors
to expand their universe of clients into new industry
sectors. Panelists noted that in the past, their work was
largely focused on “like for like,” for example, identifying
technology targets for technology companies such as
Microsoft, Oracle or IBM.This is changing significantly.
Today, companies across a broader spectrum of
industries including manufacturing, distribution, pharma
and energy, for example, have identified technology as a
critical cornerstone of building their own competitive
operations and are acquiring technology companies to
strengthen their market position.

Case in point:in 2014, 14.5% of all the technology
company acquisitions were made by non-tech
companies. In the third quarter of 2018, this number
jumped to 73% date and is continuing to rise.

“This isn’t about non-tech companies buying tech in the
old model of buying something as a bolt-on, a tuck-in
or consolidation. It’s about acquiring and integrating

the tech company’s capabilities, so these deals are
transformational even if they’re relatively small to the
size of the company,” noted Mark Sirower of Deloitte.

We traditionally organized
our deal teams to be
industry-focused. Now, as
the technology disruption
is impacting all phases of
business, we find ourselves
asking, ‘Is this a tech deal?
Is it a financial services
deal? Who takes a fintech
deal?’ What we’re now
doing is cross- pollinating
deal teams with technology
experts as well as people
from other parts of the firm.”
- Paul Aversano
Alvarez & Marsal

Continental Advisory
Services


https://youtu.be/QvU-ZYOntTg

66

The buyer universe has
expanded dramatically.
Often, industrial acquirers are
willing to pay more because
they need access to the
technology. Consequently,
our outreach, now, is
broader, and encompasses
the big industrials such
as the Shell’s and BP'’s of
the world, versus focusing
solely on the traditional tech
players.”

- Gregory Bedrosian

Drake Star Partners

Ceasar N. Anquillare
Winchester Capital

9% 44%

@ Significantly increasingspeed @ Increased somewhat

|s the “technology
transformation”
impacting the timing
of your M&A activity?

Moving more cautiously @® Nochange

Out In Front Industry Poll #1 - August 2018

Technology transformation is also changing the way
acquirers are positioning their value proposition,
particularly those targeting small independent
businesses to extend their portfolio. Small business
owners understand that technology has become the
differentiator between companies that do and do not
gain a competitive edge, and the lure of an acquirer who
can deliver make the investment in technology for them
can be very attractive.

“As a building products distributor founded in 2009,
we’ve grown through the acquisition of more than 50
small, independent family-owned businesses that we

improve through best practice sharing. Our investment
in technology, both in terms of our own operations
and to help our acquired companies thrive, is a big
selling factor.VWe’re making a significant investment in
technologies that help them gain efficiencies that they
simply cannot make because of the cost,” commented
Jim Hooper of US LBM.



https://youtu.be/YQrczo49BSs

“It’s a seller’s market” is a recurring theme amongst most deal makers,an M&A environment that has been exacerbated

by the gargantuan amount of dry power sitting on the sidelines and ready for investment. It is estimated that private equity
funds alone are holding over $1 trillion in the easiest fundraising market on record. Combine this capital together with an
estimated $2.5 trillion of expendable cash in the coffers of corporations for acquisitions and we have the perfect storm for
excessive valuations.

In this environment, which many believe favors the sellers, deal experts caution acquirers to adhere to the investment
thesis in their playbook and assess targets according to sound fundamentals and strategic goals.

“The fundamental question is what are you going to do with it once you buy it? That’s really the name of the game — if you
don’t have a plan as to what are you going to do with this capability when you buy it then it’s a waste of investment,’
said Greg Bedrosian of Drake Star Partners.

This influential factor in M&A, combined with the considerable momentum of the technology transformation pushing
companies across all industries, has created a race amongst buyers for the best targets and high multiples. Indeed, deal
experts note that valuations are now so high that for a growing number of buyers, the traditional timelines to achieve their
expected ROl are being extended.

“We spend a lot of time working with portfolio companies to agree to the methodology and then we lay out the 180-

day track post-acquisition. If sometimes it goes sideways and that may be for the better;” noted Ceasar N.Anquillare of
Winchester Capital.
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You have to ask yourself,
‘What’s the value of the asset
if you didn’t do anything to
it?” Most of these companies
are not valued at their
standalone value; they’re
valued by what the best
buyer can afford to pay.

- Jacob H. Yahiayan

Continental Advisory

Deloitte Consulting


https://youtu.be/uzBYsXOr2q0

“Integration planning has to start in your diligence process, otherwise | don’t
know what you're valuing. The valuation is the business plan, so without
integration planning | don’t know how you think about growth and what you're
going to do with the business,” said Mark Sirower of Deloitte.

35% r

30% L

25% | 24% Do you predict that

20% 1% valuations will rise or

5% | 38% decrease over the next
o 12 months?

10% 15%

5% 22%

0%
Decrease -<10% @ Decrease ->10% ® Rise-<10% ® Rise->10% @® Nochange

Out In Front Industry Poll #2 - September 2018

“| believe that these days, technology drives quick and rapid change, but it

also requires that you have the time to implement a strategic transformation
appropriately.We're definitely seeing our peers’ desire to hold businesses a bit
longer;” said Julia Karol of Watermill Group.
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Greg Bedrosian
Drake Star Partners

66

We’'re seeing a lot of longer-term funds. As opposed to a
10-year fund life, we’re seeing 20-year or even permanent
capital because firms need more time to implement their
value creation plans during their period of ownership, and
they’re also competing with other sources of permanent
capital such as family offices and sovereign wealth funds.
- Matt Wells, Intralinks

”


https://youtu.be/OAQvG4h0huI

Additionally, even though survey results show that not all respondents follow a playbook, experts insist it’s vital to ensure
that deal teams stay focused and do not get swayed by the heat of the market.

“The valuation is the business plan, so you need to adhere to a playbook if you're going to get it right. A big part of the
challenge for firms that aren’t seeing the returns they forecast is that they’re not following their playbook,” said
Chris Nuttall of Laird Partners.

They also insist that as part of the playbook, a well thought-out post-merger integration plan (PMlI) is critical to avoid
the risk of paying a high price and failing to realize all the potential deal synergies.The M&A industry still grapples with a

S1% 229

Are you adapting your M&A
playbook to accommodate
different types, and the
accelerating pace of the
due diligence process?

Modify existing playbook @ Yes, different playbooks @® Donotusea @ Use same playbook
for each deal formal playbook

Out In Front Industry Poll #3 - October 2018
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BDA Partners

We spend a lot of time working
with portfolio companies to
align on the methodology and
then we lay out the 180-day
post- acquisition plan.”
- Ceasar Anquillare
Winchester Capital


https://youtu.be/Cg6HxU0dtP8

relatively high M&A failure rate post-transaction attributed to errors in the post-merger integration process. For these
panelists, it'’s an aspect of the playbook that should be addressed early in the process, not post-transaction.

“Integration planning has to start in your diligence process, otherwise | don’t know what you’re valuing. The valuation is
the business plan, so without integration planning | don’t know how you think about growth and what you’re going to do
with the business,’ said Mark Sirower of Deloitte.

35% 18%

|s post-merger
Integration (PMI)
an area of greater
focusin today’s
environment?

Significantly greater focus @ Moderate increase in focus @® Noimpact @ Reduced focus on PMI

Out In Front Industry Poll #3 - October 2018

1 TASK FORCE REPORT |

Intralinks

I cannot stress enough how
important it is for buyers to be
well prepared at this time in
our industry’s history. In this
fast-paced deal environment,
mé&a professionals must
be well enough prepared
to integrate successfully.
It’s a challenging period for
corporate development teams
and their advisors and as my
father often said, ‘time spent
on reconnaissance is seldom
wasted’. | have always been
keen to heed this advice
myself and | think it rings true
for us all.”
- Euan Rellie
BDA Partners


https://youtu.be/tqXF4_Ae2gc

Conclusion

Today’s M&A environment is complex, fast-paced and requires a broader set of expertise from deal advisors, buyers and sellers to excel. An overriding factor in this
ramp-up is the accelerating advance of technology and its undeniable impact on companies of all sizes, across all industry sectors. Companies understand more clearly
than ever the need to augment their operations with new technologies that give them a competitive edge and are willing to pay a premium to acquire them.

Not surprisingly, both strategic and financial buyers are eager to compete for the best targets, creating an amped up bidding environment that favors sellers. These
factors, combined with the tremendous amount of uninvested dollars on the sidelines, are driving the pace, scrutiny and appetite for risk in today’s M&A environment.

Nonetheless, this panel of veteran deal experts is unwilling to forego the fundamentals they’ve gained through all the ups and downs of previous M&A cycles. In the

face of intense competition, fierce bidding and rapid-fire market momentum, the fundamental question of ‘What are you going to do with it once you buy it?’ is still

the best guideline to the most successful outcome.
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About Intralinks

Intralinks

Intralinks is a leading financial technology provider for the global banking, deal making and capital markets communities.As
pioneers of the virtual data room, Intralinks enables and secures the flow of information facilitating strategic initiatives such

as mergers and acquisitions, capital raising and investor reporting. In its 22-year history Intralinks has earned the trust and
business of more than 99 percent of the Fortune 1000 and has executed over US $34.7 trillion worth of financial transactions
on its platform. For more information, visit www.intralinks.com.

About The M&A Advisor

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.

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