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Background
As we think about the current transaction market, obviously we are in an unprecedented environment, the impact of which
we are continuing to see play out on a daily basis.
As we saw March play out through peak-COVID, there was little question that the market for transactions was closed. This
was particularly as businesses and business-owners worked through in real-time how the impact of COVID and related
restrictions played against operational and financial performance. This no doubt continues to play through.
There have been three broad categories we have observed, namely:
Those for whom there has been a severe negative impact with a between 50%-100% revenue line decline relative to the
prior year. These business have been focussed on solving for survival and rightsizing their businesses (Category 1).
The second category saw a between 0%-50% revenue line decline relative to prior year. These businesses have generally
observed a level of resilience in their overall business model and trading, however have certainly seen some level of
contraction/distress in their client base, which has resulted in an impact on trading terms and/or lost customers. These
businesses typically exhibit some level of “essential services” type of thematic (Category 2).
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The third category is those businesses which have continued to trade in line with prior year, or who have in fact grown (in
some cases strongly) through the acute COVID period. These businesses again tend to exhibit “essential services”
characteristics or reflect new concentrations in response to COVID restrictions, such as healthcare and eCommerce (Category
3).
In this instance, the client in question has been fortunate and delivered a demonstrated ongoing performance which places
it in Category 3.
Investors / buyers
No different to above and as a proxy for investor/buyer appetite, private equity firms and large corporates alike have
generally fallen into similar categories, however we would probably go a level deeper and make reference to either balance
sheet strength (corporate) or available capital in funds – as well as “problem investments” in the funds (private equity).
As we have seen (particularly in the press) a range of balance sheet “shore ups” have been undertaken by corporate – and
continue to playout, including raising equity (mostly at discounted levels) or many businesses have accessed full draw-down
of their debt facilities. All have obviously ensured they are across any Government mandated assistance
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Trade parties
Generally the trade parties we have had exploratory discussions with have suggested that they have been insulated
somewhat due to their engagement with Government, notwithstanding there are obvious “pockets” where they have seen a
severe impact. Would place them in the upper end of Category 2.
Overall in relation to the major strategic players, the question to be answered was whether they are open to consider
acquisitions at all or “closed to this” for the timebeing. The apparent response is open, albeit on a case-by-case basis. Again,
at this stage we have no price discovery from strategics (refer below).
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Private equity
In relation to private equity, almost all the funds “went dark” over March as they all focussed on their portfolio investments.
Again, there have been some with a number of problem assets, through to those who have few if any concerns in their
portfolio. In the last two weeks in particular, the majority of funds have returned to market advertising their desire to want
to consider new transactions – particularly those with plenty of capital to deploy. Whilst no doubt (like the strategics above)
these funds are on the lookout for opportunistic pricing, we are also seeing them price on a ‘normalised’ basis for Category 1
(and 2) businesses which are continuing to perform (refer pricing and examples below).
Price discovery and optimisation is obviously the unknown and a function of approach and market testing.
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Approach
On the basis of a continued desire to head to market, the recommended approach would be a initial Phase 1 (start to
mid/late May) of very personalised engagement with a selection of identified potential parties
From an information perspective, the preferred approach would be to provide as much information to parties as possible on
a “no-names” confidential basis, with a view to trying to obtain some level of price discovery in the first instance – we would
seek to do this as much as possible with a confidential no-names information overview (referred to as a teaser or flyer).
Based on experience, there is obviously a natural barrier we will reach where parties will either not be prepared to provide
guidance, or will require disclosure of identity and a more detailed understanding of the business.
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Approach
The intent of phase 1 is to seek to confirm a stronger level of interest and seek early price discovery as a basis for continuing
to move forward.
On the basis we were in receipt of appropriate market sentiment, we would then seek to narrow the parties we are talking
with towards a targeted field of high conviction parties which had confirmed pricing. We would see a Phase 2 running from
mid/late May to early/mid June, with a specific date to be defined in that period to obtain written non-binding levels of
interest. This would provide firm price discovery to and provide a clear “proceed / don’t proceed” decision point.
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Pricing/valuation
From a valuation perspective, there is definitely and not surprisingly a much wider bid-offer spread in the current market.
As we are early in the new cycle, the best price discovery is in market and if possible pre market testing.
Other deals in market
Whilst it should be recognised we are in a continually evolving market, the question has been asked as to what else we are
seeing in the current market. I have outlined a couple of relevant data points. Both businesses paused their consideration of
going to market at the end of February, but have since picked up their exploration of transactions based on their continued
positive underlying performance.
We are currently advising on the sale of an Australian consumer business. It is a Category 1 business which has continued to
grow at 50%-60% relative to prior year. The current interest in this business, which is predominantly private equity (including
the parties above), is at 7-9x EBITDA. This will be a majority sale of business, ie. 60% sale, with owner retaining 40% with
private equity.
8

Capital – Market Update (May 2020)
Other deals in market
We are also currently advising an industrial business. Is on the border of Category 1 and Category 2. Has grown strongly preCOVID. During COVID has had some “headwinds” in its client base which has slowed growth, but generally still resilient in
market conditions. Pre COVID pricing and current pricing remain around the same levels at 6.0x-7.0x EBITDA. This will likely
be a majority sale of business, ie. 70% sale, with owner retaining 30% with private equity. However, in the new environment,
the owner is also considering selling down a lesser % and raising capital to acquire 1-2 “smaller” competitors in the market
Anecdotally debt or leverage may be available to the extent of 1x – 3x EBITDA in the current mid market – but yet to be
tested and will vary on a case by case basis
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Confidentiality
A key concern in relation to any process is always confidentiality – particularly in a markets “that like to talk”. In terms of
heading to market, the priority will be to continue to safeguard confidentiality as much as possible. Whilst we will put
confidentiality agreements in place with all parties as part of engagement, the best protection will be by way of approach,
namely – (i) seeking as much guidance in phase 1 as possible on a “no-names” basis; and (ii) approaching private equity first
(who have a vested interest in making sure that trade or strategics do not hear about a business); and (iii) dealing with trade
or strategics in an accelerated later stage, such that they do not have an opportunity to “talk or spread rumours” over any
extended period.
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Messaging
In terms of key messaging around strategic rationale in market, the overarching premise should be clear and simple – eg.
that the vendor is considering a transaction from a succession planning and wealth management outcome perspective.
There is no distress or duress associated with the business (as evidenced by its continued financial performance), or in
exploring a transaction. If the vendor does not receive satisfactory pricing or terms, then they will continue to retain and
operate the business and revisit a transaction at a later date.
From a Prime perspective, if it is determined to head to market and it becomes evident that desired pricing and terms are
unlikely to be achieved or available, we will recommend to cease the process.

11

Capital – Market Update (May 2020)
Summary
Again, the above is premised on an acknowledgement that we are all operating in an unprecedented environment. Only
strong businesses will be capable of exploring transactions and making their market. Based on continued financial
performance and a high level feedback from the market (as outlined above), there would appear to be a range of positive
aspects which support a pathway to being able to explore and achieve a transaction outcome.
In equal measure we are continuing to work with clients that can explore deals, we have also been working with long term
clients and relationships on everything from downsizing their business, to even helping them hustle to create sales and
revenue, through to also looking at unfortunately some situations that are already in insolvency/workout (eg. kikki k).
So pretty much seeing the whole spectrum - let me know if you want to talk through anything else you are seeing at your
end, or assistance with your clients. I’ll also send you some McKinsey materials I have been using with some clients which
has been useful in helping them work through the current period and also think through or “reimagine” what the other side
may look like.
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Summary
We would certainly note and hold some concern about the recovery pathway over the rest of the year – it is likely there will
be windows of opportunity (and confidence) to get things done.
We are likely entering or in one of those windows now as we come out of the first wave - and people (particularly private
equity) seek to hold on to and take advantage of the new “normal” and feel “pretty good” about Australia coming out of
restrictions shortly.
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Thank You.
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