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Covid-19 and the world
of private equity
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Introduction
June 2020

In response to the Covid-19 pandemic, the Mazars Global Financial
Advisory team has surveyed private equity and investor contacts
to understand their challenges and concerns, gauge their level of
optimism for the future and hear about their response strategy.

As the pandemic evolves, we plan to update this report and would
welcome any thoughts on future analysis that you would like to see.

Should you have any questions, please feel free to contact myself
of any member of the Mazars Financial Advisory team - contact
details can be found at the back of this report.

Stephane Pithois

Global head of mergers & acquisitions
T: +33 (0)6 03 35 76 34

E: stephane.pithois@mazars.fr

Survey respondents

M venture capital
The majority of the survey participants were from
Leveraged Buyout funds and Growth Capital funds,
making up a combined 74% of total respondents.
Respondents were principally based across Europe,
with some responses also from Asia and the Americas.

B Growth capital
M Distressed / Turnaround
Leveraged buyout

Private/ Venture debt

We note that some respondents chose more than
one fund type option as they operate numerous
funds or have a broader mandate to invest in multiple
types of investments.

The majority of funds were between €51m and
€£500m. The most common fund size was
€£51m-€200m with the second most common being
€201m-€500m. These two fund sizes account for
68% of all respondents.

M £0-50m

M £51-200m

M £201-500m

M £501-1,000m
>£1,001m
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The immediate impact of Covid-19

How impacted have the revenue forecasts of your portfolio companies been for the next

12 months?

Impact on portfolio companies revenue

Overall, respondents expect a drop in revenues for
portfolio companies in the next 12 months.

50% of respondents expect a drop in revenue of
between 11%-25% and this was consistent across
all fund types whilst nearly a quarter of respondents
expected a drop of between 26%-50%.

Larger funds were generally more optimistic with
nearly half of the large fund respondents expecting
a drop of less than 10%, perhaps showing a general
trend of defensibility with scale.

Respondents noted that this is not a one size fits

all situation. One Growth Capital fund commented:
‘The situation depends on the sector. For instance,
the hospitality sector and other travel related
business were significantly impacted by the current
global health crisis. For the rest of our portfolio, the
decrease is between 5% and 30%".

22%

7%

2%

M 0% - 10% reduction
M 11% - 25% reduction
M 26% - 50% reduction
M 51% - 75% reduction

M Mix across portfolio

Further, one respondent from a leveraged buy out
fund commented that: ‘Three of our companies have
not been affected at all/have been affected to a very
limited extend. One company had to completely shut
down for 2-3 months’.

Do you think Covid-19 will result in your fund pausing exit strategies from maturing

portfolio companies?

Impact on fund exit strategy

79% of respondents said that exit timing for their
portfolio companies will be delayed. Considering
that c. 90% of funds expect a drop in revenues, this
is not surprising.

A larger proportion of leveraged buyout funds (61%
vs. 54% of all funds) noted they expect delays for the
foreseeable future. Considering that gearing ratios
have likely increased and equity values may have
been eroded in the short to medium term, leveraged
funds are likely to have to hold positions for longer to
achieve their target returns.
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Yes and for the foreseeable future

No exitis had been planned

No, we are looking at
and continue to look at exits

Yes, but only in the shorter term
(c. 6 months)

(6 - 12 months)

M oOur revenue forecasts have increased

% 0 10 20 30 40 50
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The immediate impact of Covid-19

Which of the following best describes the strategy of your fund for the next 12 months?

The focus for the next 12 months as a result
of Covid-19

There was a broad split of opinion regarding focus
over the next 12 months. 24% of respondents noted
that managing downside will be a priority, whilst
another 24% stated there will be no change in

their strategy.

45% stated new platform opportunities and
acquisitions and bolt-ons would be their focus.
Clearly, private equity professionals are keen to
continue to look for opportunities. While it appears
exits will be delayed, the level of “dry powder”
across existing funds means they are continuing to
look for new platform deals and bolt-on to existing
portfolio companies.

Deal flow in the current environment

Unsurprisingly, there has been a clear decline in levels
of activity as a result of the situation with the majority
of respondents seeing lower levels (between 2-3)
coming through in the current environment.

Whilst the majority of investors are open to new
investments, there seems to be a smaller pool of
available opportunities to choose from and this will
make completing deals more challenging.

There is likely to be a positive impact for companies
that are demonstrating resilience to the effects of
Covid-19, as high-quality assets will likely be more
heavily competed for by investors when originating
from a scarcer pool of opportunities.

Covid-19 and the world of private equity

25%

6%

1%\‘. 24%
0O,
o !A

M Focuson managing downside
in existing portfolio companies

Il No change

M Focus on originating
new platform opportunities

M Focus on accquisitions / bolt-ons
for current portfolio companies

M Focus on Distressed Opportunities
B Combination

1 4 5 6 7 8 9 10
Level of deal flow
Low level High level
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Looking at new investments

Do you think Covid-19 will cause your fund to cease looking at new investments

for a period of time?

Are investors still ‘open for business’?

Only 6% noted that they expected to cease to look
for new investments for the foreseeable future.

There is an strong consensus that it is “business as
usual” with 74% responding that they will not only
continue looking for opportunities but that they are
very much open for business in the immediate term.

The responses show a general optimism that

there will be an appetite to invest and pursue new
opportunities. It will be interesting to see how this
translates into deal volume over the coming months.

74%

19%

W Yes and for the foreseeable future
(6 - 12 months +)

M Yes but only in the shorter term
(c. 6 months)

I No, we are open for business and
will look at new opportunities
in the immediate term

M Fully invested

Have you come across distressed / accelerated opportunities due to Covid-19 and,

where you have, are these types of opportunities of interest?

Fewer distressed opportunities
than expected

Despite the obvious financial impact of the
pandemic, 44% of funds are yet to see an increase
in distressed opportunities, which is most likely
an indication that the government initiatives

are helping to prevent businesses from seeking
insolvency measures in the short term.

Although only 7% of respondents are managing a
typical turnaround fund, 66% of respondents said that
they would be interested in distressed opportunities.
This indicates that investors are willing to look outside
of their normal criteria in the current environment

or will encourage their portfolio companies to be
opportunistic in their acquisition strategy.

Covid-19 and the world of private equity

2%

M Yes, we are seeing them
and they are of interest

H Yes, we are seeing them
and they are not of interest

M No, we are not seeing them,
but they would be of interest

M No, we are not seeing them
and they are not of interest

M Too early to tell
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Life in lockdown

Do you believe it will be possible to complete deals in the current working

from home environment?

Deals are possible but completions will
be more challenging

The general consensus (¢.88% of respondents)

is that it will be possible to complete deals in the
current ‘working from home’ environment, but
with 74% of this group believing that it will be more
challenging to do so.

There was little correlation between fund type

or size and the expected impact on the ability to
complete deals from home, suggesting that funds
across the market have adapted well to the new
working environment.

Those who answered that it is ‘not possible’ to
complete deals are typically seeing a materially lower
deal flow, with an average deal flow score of 2.6 (1
being low and 10 being high) compared to 4.7 for
those who consider it to be more business as usual.
This reduction in deal flow may be impacting their
views on deal executability.

Furthermore, those who consider it possible to
complete deals, even with associated challenges,
have an improved outlook on the next 12 months
versus those who do not consider it possible.

12%

M challenging, but can be achieved
M Not possible

f

B Yes, we see it as business as usual

74%

OUTLOOK FOR THE NEXT 12 MONTHS
VS ABILITY TO COMPLETE DEALS

Challenging, but can be achieved

Not possible

Yes, we see it as business as usual

Do do you feel your Government has responded well to the current situation?

A mixed response to current
government measures

Just over half of those surveyed (51%) feel that their
Government has responded well to the situation,
however a significant portion (31%) consider it too
early to tell.

Those who consider the Government to have
responded well have a marginally more positive
outlook for the next 12 months, with an average
score of 5.0 (1 being low and 10 being high) versus
an average score of 4.8 for those who consider their
respective Government to have not responded well.

Covid-19 and the world of private equity

31%

M ves
M No

M Too early to say

51%

OUTLOOK FOR THE NEXT 12 MONTHS
VS OPINION ON GOVERNMENT RESPONSE

Government has responded well

Government has not responded well

Too early to say
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Returning to business as usual

When do you think everything will return to business as usual?

Timing

There is a general consensus that things will not
be back to normal until 2021 with 61% choosing
this option.

Whilst respondents are generally optimistic in terms
of sourcing new deals and continuing their respective
strategies, they understand that it is unlikely that life
will return to normal for quite some time.

61%

4%

M Q22020
M Q32020
M Q42020
M 2021

Do you anticipate we will have a V shaped or U shaped recovery post Covid-19?

The type of recovery

82% of respondents believe there will be
a U shaped recovery.

10% believe it will be aV shaped recovery.

Other potential recovery types noted by
respondents were:

e Lshaped recovery
e W shaped

e Square root (where we recover to lower than
before)

« Avariety of recovery profiles, depending on
industry

 Swoosh Logo (coined by Moody’s chief economist
Mark Zandi and characterized by a sharp crash and
slow, prolonged recovery)

Covid-19 and the world of private equity

8%

10"

M U shaped
M v shaped
M other

82%

Comments received from respondents suggested we
may face economic divergence with deep recession in
some sectors while others will be mostly robust and
well capitalised.

Respondents feel that overall credit markets will stay
liquid with central bank support, although equity
markets will remain volatile.
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Returning to business as usual

What is your outlook for the next 12 months?

A range of levels of optimism

Two thirds of respondents chose in the 4 to 7 range 35
which can be considered relatively neutral in terms » 30
of optimism. :25
o
29% were not optimistic, choosing the 1to 3 range. ¢ 20
o
Only 5% of respondents answered at the most R
optimistic end of the range (i.e. between 8 and 10). 10
With the majority of respondents believing we will 5
have a U shaped recovery, fchere is natural caution V% 3 4 5 & 7 8 9 1
as to the overall optimism in the market. However, Level of optimisim
this neither reflects a sentiment of pessimism nor P _
optimism, with investors demonstrating the need Possimistic Very optimistic

for further clarity before being able to respond
either way.

Covid-19 and the world of private equity



Concluding comments

We are in a challenging environment, but
investors are still open for business

As expected, our survey results confirm that these
are challenging times for those in the world of
private equity. Deal flow has been reduced, lockdown
and confinement restrictions make it challenging to
complete deals when we cannot meet physically and
there are increased demands in terms of managing
portfolio companies.

However, despite these potentially significant
challenges, we sense a level of optimism and
resilience from the private equity community. Our
personal experience tells us that quality transactions
will still be delivered, and this is confirmed in our
survey results with 74% of respondents telling us
that they are open for business and looking at new
opportunity in the immediate term.

Itis likely that there will be increased completion

for high quality assets, and respondents are already
experiencing a slowdown in deal flow. Those that can
differentiate and move quickly are likely to prosper.

Covid-19 and the world of private equity

We are here to help

As an international and fully integrated firm, Mazars
is here to help you and your fund during these
unprecedented times. We have over 1000 financial
advisory experts in over 40 countries who have vast
experience in advising private equity funds and
portfolio companies through the full lifecycle of
transactions and funds.

If we can help in any way during this crisis, please do
not hesitate to reach out to one of the contacts listed
on the next page.

We plan to follow up on this survey to monitor
progress. If you have any suggestions on

topics or would like to be involved in our future
communications, we would love to hear from you.

Mazars




Ourteam

Your financial advisory contacts

Africa
Anoop Ninan
E: anoop.ninan@mazars.co.za

Australasia
Paul Collins
E: paul.collins@mazars.com.au

Balkan Region
Andrija Garofuli¢
E: andrija.garofulic@mazars.hr

Canada
Robert Paré
E: robert.pare@mazars.ca

CEE Region
Adam Zohry
E: a.zohry@mazars.pl

China
Tim Wei Yu
E: tim.yu@mazars.cn

France
Stéphane Pithois
E: stephane.pithois@mazars.fr

Germany
Martina Goehr
E: martina.goehr@mazars.de

Greece
llias Zafeiropoulos
E: llias.zafeiropoulos@mazars.gr

India
Bharat Dhawan
E: bharat.dhawan@Mazars.co.in

Ireland
John Bowe
E: jbowe@mazars.ie

Covid-19 and the world of private equity

Italy
Alessandro Motta
E: alessandro.motta@mazars.it

Japan
Takashi Handa
E: takashi.handa@mazars.jp

Netherlands
Aron De Jong
E: aron.dejong@mazars.nl

Nordic Region
Fredrik Carlsson
E: fredrik.carlsson@mazars.se

South America
Michel Maluf
E: michel.maluf@mazars.com.br

South East Asia
Pierre-Paul Jacquet
E: pierre-paul.jacquet@mazars.com.sg

Spain
Agustin Fernandez Miret
E: agustin.fernandez@mazars.es

Switzerland
Marc Reinhardt
E: marc.reinhardt@mazars.ch

UK
Oliver Hoffman
E: oliver.hoffman@mazars.co.uk

USA
Kenneth Progob
E: kenneth.pogrob@mazarsusa.com

Global Financial Advisory
Fabrice Demarigny
E: fabrice.demarigny@mazars.fr

Mazars
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Mazars is an internationally integrated partnership,
specialising in audit, accountancy, advisory, tax and
legal services™. Operating in over 90 countries and
territories around the world, we draw on the expertise
of 40,400 professionals — 24,400 in the Mazars
integrated partnership and 16,000 via the Mazars
North America Alliance - to assist clients of all sizes
at every stage in their development.

*Where permitted under applicable country laws

www.mazars.com
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