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About the survey

Welcome to Dealmakers: Mid-market M&A in Australia mid-year update,
produced in collaboration with Mergermarket, an Acuris company. Pitcher
Partners has commissioned Mergermarket to again canvass the opinions of
60 M&A dealmakers in Australia (domestic and foreign investors) regarding
their expectations for the market given the ongoing COVID-19 pandemic
and its impact on the deal environment. For this report, 56 of the original
60 survey participants interviewed last November and December 2019 for
our full-year report (launched in February 2020) took part in this research.

All dollar figures, unless otherwise stated, are in Australian dollars
(AUD). Percentages may not sum to 100% due to rounding.




Executive summary

Australia remains a market of interest among investors and will continue to provide
deal opportunities even as the COVID-19 health crisis develops.

The past half year has been one of shock and awe as
the COVID-19 pandemic and subsequent lockdowns
spread fear and uncertainty, developments that

have taken a dreadful toll on M&A. Globally, deals
are down, amplifying declines that started in 2019
and reaching historic annual and quarterly drops.
Australia has seen similar trends, marked by a drop
off in deals as M&A is put on hold until some visibility
can be established on the near-term outlook.

Amid this sudden and unprecedented jolt to the
Australian M&A environment, it was important to
see just how seriously investor confidence has been
shaken. As such, dealmakers who participated in
the research completed just prior to the spread

of COVID-19 in our publication “Dealmakers: Mid-
market M&A in Australia 2020” were contacted to
compare and contrast their opinions with 56 of the
original 60 (95%) respondents providing updated
views on their intentions over the coming year.

As expected, dealmakers are planning to scale back
investments in response to COVID-19. Almost half (42%)
say they will complete deals in Australia, particularly
into the mid-market, in the year ahead, down from 65%
in January 2020. Noticeably, almost half (47%) say
they are not currently considering M&A, although large
numbers in this group were previously undecided on
what their next move in Australia would be. It seems,

then, that the pandemic has made this decision for them.

On the bright side, within this group, the majority of
dealmakers (70%) say they will consider returning to
the market within the next year depending on how the
pandemic plays out. This is in light of expectations that
the technical recession currently being experienced
will further unfold in the near term, although Australia
may not be hit as badly as other global markets.

Regardless of investment intentions, dealmakers
recognise the current uncertainty as a short-term
obstacle and many highlight Australia’s advantages
as features of the deal environment that will not be
shaken by the present pandemic. Indeed, a robust
economy, sound fundamentals (legal certainty and
political stability), low risk compared to regional
markets and dynamic industries continue to be
Australia’s standout features. Within the mid-market,
abundant deals and new/advanced technology

are creating opportunities for investors.

Our expanded research and mid-year update of
the Australian market looks at these issues and
others that dealmakers have on their radar, as we
try to understand current attitudes and motivations
among dealmakers in these unprecedented times.
The interviews and insights collected provide a
bounty of useful information and trends over time,
creating a window through which dealmakers can
see ahead as they plan out their next investment.

Pitcher Partners hopes you find this an informative read
and welcomes you to join the conversation by reaching
out to one of its dealmaking specialists across Australia.
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Introduction: COVID-19 and its
impact on Australian dealmaking

Dealmaker sentiment has shifted in light of the COVID-19 pandemic, however, many
remain optimistic that economic conditions in Australia will be better than those in
other global markets. As such, while most dealmakers have no immediate plans to
invest, many are hopeful their return to the market could happen within the next year.

M&A remains on shaky ground, with dealmakers Figure 1. Have you postponed or cancelled plans
largely taking a wait-and-see approach to to make investments/M&A in Australia as a result
investing in Australia. Since the outbreak of the of the pandemic and spread of COVID-19?

pandemic in March, 78% of dealmakers say they

have postponed or cancelled investments due to

COVID-19. Many cited the shroud of uncertainty 229%
behind their decisions, noting that travel restrictions No

and social distancing made it nearly impossible to N
source and vet investments. An inability to properly

assess risks also contributed to this sentiment.

However, most dealmakers (70%) are hopeful that
Australia will recover quickly, in both a public health
and economic sense, and plan to return to the
market within the next 12 months. One respondent
says, “About 6-12 months should suffice to increase
preparedness. We can ensure a careful survey of
the conditions and prepare our teams and finances
to cope with the changes. As it stands, there are a
few uncertainties with the perceived returns, which
must be clarified.” This respondent, and almost

all others, say that this positivity is dependent

on how the next few months play out and if the
spread of COVID-19 is adequately contained.

78%

Figure 2. If you postponed or cancelled investments, when will you begin looking at investment
opportunities in Australia again?

4% 28% 38% 30%
Within the 3-6 months 6-12 months Longer than 1year
next 3 months
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“Sentiment and activity levels have been increasing since the
start of June, suggesting dealmakers are more comfortable and =
confident with deploying cash for M&A purposes as trading levels ﬁ“~~ =
of many businesses return to pre-COVID-19 levels. But if private '
equity groups hold onto their cash and wait for things to improve
and become more certain, the only thing certain at this point is
uncertainty. To keep sitting on the sidelines creates a strange set
of distortions. Some good businesses can’t find buyers and others
that look like that could deliver quick returns will be fought over.
At some point, you will find some private equity firms just can’t
spend all the cash they have raised.”

PITCHER PARTNERS



Mid-market: Sentiment comparison

Since the launch of Pitcher Partners’ full year report
in February 2020, sentiment has changed regarding
intentions toward mid-market investments. Today,
42% say they are currently looking at mid-market
deals, a decrease from 65% earlier in the year.

The most notable shift has been sentiment among

dealmakers who are not considering such investments.

At present, 47% say they are not pursuing mid-market
deals, a substantial increase from 5%. While COVID-19
is almost certainly to blame for this shift, the recent
health crisis may also have pushed respondents

who were previously undecided to abandon or delay
their future investment plans. Elaborating on these
decisions, one respondent says, “We are not planning
on any acquisitions in Australia in the year ahead.
We're thinking about our own sustainability in the
current environment and even if the global panic

dies down, we need to be ready for recession.”

For those eager to invest, respondents point to a
number of market positives that are driving their
decisions. According to one respondent, “I think
Australian markets have remained much more
stable in comparison to others. This is the main
reason for us to remain optimistic in the situation.
The virus spread has impacted markets, but our
expansion plans will continue at the same pace.”

Another goes on to say that “the mid-market
range is suitable for target acquisitions with
good technological potential. In Australia, we
can expect better sophistication and we are
aware of the regulatory expectations as well,
so there will be limited concerns here.”

“| think Australian markets
have remained much more
stable in comparison to others.
This is the main reason for
us to remain optimistic in the
situation. The virus spread
has impacted markets, but our
expansion plans will continue
at the same pace.”

SURVEY RESPONDENT

Figure 3. Are you considering an acquisition into the Australian mid-market in the year ahead?

Yes
No

5%

Unsure

30%

I Vay 2020 Nov-Dec 2019

42%
65%



Recession: Global and local expectations
Respondents are largely in agreement that a recession
on a global scale will unfold, and soon. As much as 90%
say a global recession is likely, with 80% convinced it

is inevitable as COVID-19 takes its toll on businesses
and continues to disrupt supply chains worldwide.

This sentiment is reinforced as recovery measures

in key markets, like the US, fail to produce results —
developments that could have global ramifications.

Australia, however, may not take the economic hit

that other markets are bound to bear. Far fewer

(57%) say that recession in Australia is imminent, and
another 38% are unconvinced that a downtrend of

any significance is unavoidable. Respondents point to
Australia’s quick response to containing the spread of
COVID-19 in addition to government stimulus measures
to provide a cushion for companies in distress.

While there is a stark difference in sentiment between
global and local economic outlooks, the reality is that
more than half of dealmakers think there will be some
economic fallout from the pandemic. The severity

in Australia may not be as extreme as other global
markets, which means it should bounce back quicker
and see a return in dealmaking levels much sooner.

Mid-market advantages: Deal sourcing and tech
Regardless of the impact of the pandemic, Australia’s
fundamentals continue to make it an attractive and
reliable market for investment. Indeed, respondents
recognise Australia’s key advantages that set it apart
and make it a competitive market, notably its low

risk compared to regional markets, legal certainty
and political stability and favourable tax regime.

Within the mid-market, respondents also say that
deal sourcing opportunities (78%) and new/advanced
technology (73%) make Australia an attractive
market for M&A, consistent with findings from the
Pitcher Partners February report. Respondents

recognise the availability of mid-market deals
compared to larger cap transactions, with one
dealmaker saying, “Deal sourcing opportunities

can be availed in an organised manner. There is
consistency in good potential target availability.”
Australia’s strong culture of innovation, led by
numerous dynamic industries and an enterprising,
tech-focused workforce, is another advantage driving
positive respondent sentiment toward Australia
generally and specifically within the mid-market.

“The level of technology
sophistication among
Australian mid-market firms has
improved significantly in recent
years. Even as other countries
struggled with the financial
crisis years ago, Australia was
in a better position with use
of advanced technology, and
their development has been
phenomenal ever since.”

SURVEY RESPONDENT

Figure 4. How likely are we to see a recession/economic slowdown either on a global or local level?

Global

Local (Australia)

I Very likely Somewhat likely [ Neutral

7% 38% a

Somewhat unlikely [ Very unlikely




According to one respondent, “The level of technology
sophistication among Australian mid-market firms

has improved significantly in recent years. Even

as other countries struggled with the financial

crisis years ago, Australia was in a better position

with the use of advanced technology, and their
development has been phenomenal ever since.”

Indeed, respondents say the uptake of new
technologies and development of others has
contributed not just to rapid growth in the mid-

market, but within the broader economy. Generally,
dealmakers see this tech-rich opportunity as ripe for
investment, as innovative Australian mid-market assets
can provide a significant value-add to the operations
and processes of buy-side organisations. For these
reasons and many others, 90% of respondents also
say tech will see increases in M&A in the year ahead.

“We are considering acquisition of targets

with good digital assets and IP related to
advanced technology. We have been working

on our expansion objectives relentlessly and

an acquisition will complement these. Targeting
the mid-market is the most feasible option going
forward given the higher number of risks acquiring
unsustainable start-ups,” says one respondent.

Respondents also highlight growing sector
opportunities in pharmaceutical (75%) given
medical advances and IP, not to mention the rising
importance of the field as the world battles the
pandemic. Industrials and consumer (63% each)
may also see increases in mid-market M&A as

companies in both industries with digital advantages
and e-commerce operations drive growth. As
respondents point out, while limited in operational
scope, mid-market companies in these sectors that
have adopted innovative business strategies will be
able to compete with larger companies or traditional
industry leaders in the battle for market share.

Significantly lower deal activity is now being predicted
for defence and government sectors, with dealmakers
suggesting activity in the sectors will be down from
43% and 35% in December to just 0% and 3% in May.
The attitude to these sectors is driven by changes to
foreign investment with the lowering of thresholds

to zero and the more recent introduction of the
Treasurer’s sign-off for transactions involving foreign
acquirers of businesses with government contracts.

Figure 5. What makes Australia an attractive market for M&A? (Select all that apply for each row)

Mid-market M&A

Political/Regulatory stability

Legal certainty

New/Advanced technology

Valuations/Returns

Favourable tax regime

\ ¥/ Positive economic outlook

Deal sourcing opportunities

Overall M&A

58%
83%

67%

Political/Regulatory stability

Legal certainty
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Deal sourcing opportunities
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Figure 6. Which of the following sectors will see increases in mid-market M&A in the next 12 months?
(Select all that apply)

Technology, media and telecommunications

98%
Pharma, medical and biotech

88%

Consumer

63%

83%

Industrials and chemicals

63%

58%
Financial services
42%

Business services

38%
55%
Agriculture

?ﬂﬁ.:@%@jﬁﬁ@

22%
©-o 95%

,_
o,

)

c

=

o

O
o

0 2A&

o4&y
7 Real estate

),
|

Transportation

Construction
3%

33%

27%
Energy, mining and utilities

=
33%

Government

-
35%

I May 2020 Nov-Dec 2019

“Appetite for tech businesses has two key drivers;
tech businesses have the advantage of being able to conduct
due diligence in a locked-down environment and while borders
are closed, as the technology can be inspected remotely, unlike
other businesses where site visits and inspections are critical.
Tech has been one of the key differentiators of how
businesses have survived COVID-19, with those embracing
technology faring better than those that haven't.”

PITCHER PARTNERS
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Mid-market deal drivers

and challenges

Changes to the bidder universe are likely in the year ahead as offshore investors stick
closer to home, leaving opportunity for private capital. Respondents also see new
challenges as the deal environment and Australian market adjusts to the pandemic.

Overwhelmingly, 95% of respondents say private equity
will be a key participant driving mid-market dealmaking
in 2020. Private equity deals are also one of the few
transaction types where M&A levels are expected to
rise in the year ahead (12% expect increases) or at

least remain unchanged from current levels (48%).

Expanding on overall sentiments, one respondent
says, “The amount of dry powder available with
private equity firms will drive M&A activity in the
year ahead.” Indeed, private capital investors in
Australia continue to have an unprecedented level
of undeployed funds at their disposal — Australian
private capital investors have AU$22bn to deploy,
according to the Australian Investment Council — so
availability of capital is unlikely to be a problem.

Likewise, there was also AU$24bn of capital

raised by corporations between February and

May. While half of this was raised to strengthen
balance sheets, the level of government support
that has also arrived in response to the pandemic
means that many corporations now find themselves
with excess cash that will need to be put to work

to generate returns for their shareholders.

Among Australian private equity firms, many

view the COVID-19 pandemic as a crisis, not a
market failure as presented during the global
financial crisis. As such, they may be in a better
position to respond to investment opportunities,
according to Mergermarket intelligence. Already,
private equity firms have been active in looking at
assets and seeking to execute deals despite the
pandemic — KKR’s AU$1.7bn acquisition of a 55%
stake in Colonial First State, and the private equity
interest in Virgin Australia are good examples.

Valuation alignment between sellers and buyers
will be another deal driver within the mid-market,
according to 65% of respondents — continuing the
trend outlined in the Pitcher Partners' February
report, although at slightly reduced levels (73%).
Dealmakers say that valuations are declining due
to insolvency issues and a lack of financing for
some businesses. While distress may not be an
issue facing the Australian mid-market at present, it
could become a reality later in the year amid rising
financial constraints and a deepening recession.

Within the broader M&A market, respondents highlight
several other factors emerging as likely to drive deals
in the year ahead. Most respondents think divestitures
of non-core assets (65%) will create the most deal

Figure 7. What will be the main drivers of M&A activity
in 20207 (Select 3 most likely for each category)

Amount of capital to be deployed by Private Equity
95%

20%

Valuation alignment between sellers and buyers
65%

32%

Succession planning

57%
15%

Foreign dealmakers into Australia
27%

8%

Low interest rates
25%

35%

Distress driven (financially forced/insolvency)
17%

53%

Divestiture of non-core assets
10%

65%

Listed companies seeking growth via M&A
in light of low organic environment

| 3

Public-to-private deals
2%
13%

I Mid-market Overall M&A market



opportunities as larger corporations restructure
operations and offload financially strained divisions

or businesses. In that vein, distress-driven M&A

(53%) will also be a key driver as some businesses
become insolvent, recession strengthens and stimulus
packages and rental relief cease and bank holidays are
extended. A large number of respondents (38%) point
to listed companies seeking growth as a driver of M&A
in the current year. Organic growth is likely to be low
for many listed companies in the current environment
and with over $24bn raised by listed companies
between February and May, listed companies

are expected to be active in the year ahead.

Changing deal flows: Offshore capital in decline
Foreign inbound M&A is expected to show a steep
decline in the year ahead, due to a combination of
border closures limiting access to Australia and the
reduced threshold for Foreign Investment Review
Board (FIRB) approval. Once a key buyer group in

the Australian mid-market, today the vast majority
(70%) say offshore investment will decline, with
only 30% expecting it to remain unchanged from
current levels. Likewise, only 27% of respondents
said foreign dealmakers would be one of the

main deal drivers of mid-market activity.

Much of this sentiment derives from general concern
regarding COVID-19’s impact on cross-border M&A
and the associated risks. Such transactions are
already challenging, and adding the complexities

of doing deals during an ongoing pandemic

and spectre of recession may be more trouble

than many offshore dealmakers will tolerate.

Regulatory changes are another issue offshore
dealmakers must consider. In response to COVID-19,
the Australian Government implemented several
measures to safeguard Australian businesses

amid rising financial and operational stress levels.
This has so far included increased scrutiny from

Kl



FIRB, which now reviews all foreign investments

of any amount. More recently, deals involving
foreign buyers require Treasury approval, adding
another obstacle for offshore capital and measures
that could potentially keep foreign investors

from playing through 2020 and early 2021.

Key deal challenges

Perceptions of deal challenges have also shifted since
the beginning of the year. While the valuation gap

was the dominant issue facing dealmakers earlier in
2020, today most (75%) feel that access to capital or
financing will be the main obstacle to doing deals. This
is a significant rise from only 25% when the survey was
conducted in Nov-Dec 2019. Echoing the sentiments
of dealmakers, one respondent says, “Access to
capital and financing will be limited as financial
institutions become more conservative with lending.”

While this is a very valid and common fear among
respondents, it is important to keep in mind that the
current challenging environment is one dominated
by a health crisis rather than a financial crisis. While
the pandemic is causing uncertainty, credit is still
widely available and banks still have resources and
ability to lend, although for the time being they may
be more selective on which businesses they lend to.

Delays in government approvals for foreign
investment (53%) and regulatory change (42%) are
also top of mind among dealmakers. The previously
mentioned FIRB and Treasury approval process

will be a burden for all offshore investors looking

to enter the market, although it will be particularly
challenging for first-time investors as opposed to
those who have been active in the market previously.

Difficulties conducting due diligence will also be
a challenge, although again one that will be even

tougher for foreign buyers. With limited ability to
enter the country and transportation still limited,
foreign investors will not have access to the market
to complete due diligence and site visits that could
inhibit investigations. According to one respondent,
“Completion of deals will take longer and a
prolonged due diligence phase can be expected.”

Social and environmental activism and unrest was
another field where sentiments have shifted, although
perhaps in de-emphasising the overall challenges or
importance in the current environment. While still a
significant issue, the threat of the pandemic seems to
have overshadowed the rise of social and environmental
activism, which has seen increasing protests

against companies in all industries to become more
environmentally conscious in the battle against climate
change. Such pressure was expected to increase in
the wake of the Australian brushfires, although with
the risk of COVID-19 on business and public health —
transmission of the virus has seen rising use of single-
use cups as opposed to reusables — focus may remain
on economic and health matters before returning.

“‘Completion of deals will take
longer and a prolonged due
diligence phase can
be expected”

SURVEY RESPONDENT

Figure 8. What do you expect will happen to the level of mid-market deal activity for the following types

of deals over the next 12 months?

Private equity deals
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Figure 9. What are the top challenges facing
mid-market dealmakers in Australia in the
next 12 months? (Please choose three)

Regulatory change

23%

Social and environmental activism or unrest

10%
50%

Volatility on equities markets
47%
Unstable political environment at home

l3%
7%

Corruption and reputational risk

l 3%
5%

Valuation gap between buyer and seller
20%
70%

Access to capital or financing

75%

25%

Difficulties with the due diligence process

32%
27%

Delays in governmental approvals for foreign investment

53%

Qil price volatility

3%
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"When things are going
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sogial and environmental

considerations come - .
to the fore inthe
dealmaking equation.
But when circumstances
take a downturp, there
is a refocus on core
fundamentals and
these secondary items
expectedly fall behind.
What is encouraging is
that once the market
settles, we anticipate
there will be a returned
emphasis on these
important factors such as
ethical and sustainable
sourcing, wage theft,
governance and other
social responsibility
policies as indicated in
the February report.”
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About Pitcher Partners
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110+ partners 1,400+ people 6 independent member firms

Pitcher Partners has the resources and depth of expertise of a major firm, but with
a boutique firm feel. We give our clients the highest level of personal service and
attention. That’s the difference.

Pitcher Partners is an association of accounting and business advisory firms located in Adelaide, Brisbane,

Melbourne, Newcastle, Perth and Sydney. We have a strong reputation for providing personal service and quality
commercial advice to our clients across a broad range of industries.

We specialise in working with middle market businesses in Australia, including privately owned, foreign controlled,
government owned and not-for-profits. Our clients require high technical standards, matched with a personal
understanding and involvement in their affairs.

Each Pitcher Partners firm is also an independent member of Baker Tilly International, one of the world’s leading
networks of independently owned and managed accountancy and business advisory firms. Our strong relationship
with other Baker Tilly International member firms has allowed us to open many doors across borders for our clients.

Our commercial services to businesses

Financial essentials Private wealth services

Accounting and Business Advisory Services Estate Planning

Audit, Risk Management and Assurance Family Office Management

Internal Audit Investment Advisory Services

Recovery, Turnarounds and Insolvency Philanthropy Services

Tax Advice and Compliance Succession Planning
Superannuation Strategies

Business Consulting and Commercial Advice Tax Advice and Compliance

Business Performance Improvement

Business Structuring Agriculture

Corporate Finance Food and Beverage

Corporate Governance Government and the Public Sector

International Business Advisory Health and Aged Care

Investment Advisory Services Hospitality

Succession Planning Manufacturing

Superannuation Services Not-for-profit

Tax Advisory Professional Services

Technology and IT Consulting Property and Construction

Valuations Retail




Our global reach

Baker Tilly International is one of the world’s leading
networks of independently owned and managed
accountancy and business advisory firms united by
a commitment to provide exceptional client service.
Every day, 36,200 people across the globe share experiences and

expertise to help privately held businesses and public interest entities
meet challenges and proactively respond to opportunities. International

Global statistics

36,200+ experienced
professionals

capability and global consistency of service are central to the way we work.
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About Mergermarket

M Mergermarket

An Acuris company

Mergermarket is an unparalleled, independent mergers & acquisitions (M&A) proprietary
intelligence tool. Unlike any other service of its kind, Mergermarket provides a complete
overview of the M&A market by offering both a forward-looking intelligence database and
a historical deals database, achieving real revenues for Mergermarket clients.

¥ Acuris Studios

Acuris Studios, the events and publications arm of Acuris, offers a range of publishing,
research and events services that enable clients to enhance their brand profile, and
to develop new business opportunities with their target audience.

To find out more, please visit www.acuris.com

Please contact:

Simon Elliott

Managing Director, Acuris Studios
Tel: +44 20 37411060

16/F 10 Queen Street Place 1501 Broadway, 8th Floor
Grand Millennium Plaza London New York

181 Queen’s Road, Central EC4R 1BE NY 10036

Hong Kong United Kingdom USA

t: +852 2158 9700 t: +44 (0)20 7059 6100 t: +1 212 686 5606

f: +852 2158 9701 f: +44 (0)20 7059 6101 f: +1212 686 2664
Disclaimer

This publication contains general information and is not intended to be comprehensive nor to provide financial, investment, legal, tax or other
professional advice or services. This publication is not a substitute for such professional advice or services, and it should not be acted on or
relied upon or used as a basis for any investment or other decision or action that may affect you or your business. Before taking any such
decision, you should consult a suitably qualified professional adviser. Whilst reasonable effort has been made to ensure the accuracy of the
information contained in this publication, this cannot be guaranteed and neither Mergermarket nor any of its subsidiaries or any affiliate thereof
or other related entity shall have any liability to any person or entity which relies on the information contained in this publication, including

incidental or consequential damages arising from errors or omissions. Any such reliance is solely at the user’s risk.
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Making business personal

Disclaimer

The material contained in this publication has been made available for informational and discussion purposes only, it is not professional
advice. Before making any decision or taking any action in relation to this material, you should consult your professional advisor.
Information contained within this publication is based on the relevant law and its interpretations by relevant authorities as it stands at
the time the information is provided. Any changes or modifications to the law and/or its interpretation after this time could affect the
information we have provided. To the maximum extent permitted by law, neither Pitcher Partners or its dffiliated entities, nor any of our
employees will be liable for any loss, damage, liability or claim whatsoever suffered or incurred arising directly or indirectly out of the use
or reliance on the material contained in this publication.

Adelaide Brisbane Melbourne Newcastle Perth Sydney (Gbakertiu

Pitcher Partners is an association of independent firms. Liability limited by a NETWORK MEMBER
scheme approved under Professional Standards Legislation. Pitcher Partners is a
member of the global network of Baker Tilly International Limited, the members of

) ; " pitcher.com.au
which are separate and independent legal entities.



