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Introduction

Key takeaways

* Survey respondents ranked the “state of the economy” and “dry
powder levels” as the most important drivers of PE deal flow in 2018.
“Regulations and/or tax policy” was ranked as the least important
driver, though it’s important to note that this survey was conducted
prior to Congress’ recent passing of revised tax legislation.

* A “heightened focus on operational improvements” was the most
commonly cited method for adapting to higher deal pricing and

the low-growth environment, followed by “increased use of add-on
acquisitions” and “new deal sourcing tactics.” Dealmakers have touted
their emphasis on operations for years, but it may be more important
than ever in today’s landscape. Add-ons, meanwhile, are an effective
way to find buyout acquisitions at lower multiples.

« Respondents ranked “high transaction multiples” and a “deal
sourcing/lack of quality assets in the market” as the most important
challenges for PE dealmakers in 2018. “Access to financing” was
ranked as the least important, which is unsurprising given the
prolonged period of low interest rates and recent growth in the
prevalence of non-bank lenders.

In this edition of our Crystal Ball Report, we surveyed PE professionals
about their plans and expectations for the coming year. Dozens of survey
responses were collected via the PitchBook Newsletter and direct email
outreach between October 17 and November 30, 2017.

We hope this report is useful in your practice. As always, feel free to
send any questions or comments to reports@pitchbook.com.

DYLAN E. COX

Analyst Il
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Look up a company.
And its cap table.
And its investors.
And its EBITDA
multiples.

And its board
members.

In seconds.

The PitchBook Platform
has the data you need
to close your next deal.

Learn more at

pitchbook.com
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Respondent Overview

What primary investment strategy does your firm In which region is your firm headquartered?
employ? Proportion of respondents by count
Proportion of respondents by count

m Buyout m Growth/Expansion m Restructuring/Distressed
m Mezzanine W General Debt Other
H Asia M Canada M Europe W Middle East
Source: PitchBook
Note: The underlying data is from the most recent B Oceania I South America & United States
edition of the Crystal Ball survey. Source: PitchBook

Note: The underlying data is from the most recent
edition of the Crystal Ball survey.

What industries does your firm specialize in?

Respondents by count, selecting all applicable

Other

Source: PitchBook
Note: The underlying data is from the most recent

Infrastructure edition of the Crystal Ball survey.
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Deal Activity

Relative to 2017, how do you expect your firm’s activity in the following areas to change in 2018?
Proportion of respondents by count

Distressed debt acquisitions

Carveouts

General debt financings
Mezzanine investments
Growth investments
Joint ventures

Asset acquisitions

Add-ons to existing platforms

Platform buyouts

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

m Significantly decrease m Decrease W Remain the same M Increase m Significantly Increase

Source: PitchBook

Note: The underlying data is from the most recent edition of the Crystal Ball survey. ° The vast ma]orlty Of survey

respondents expect activity to
remain the same or increase across
What’s your outlook for the following sectors in 2018? all deal types. Survey respondents

Proportion of respondents by count say their firm’s deal activity is most
likely to increase for add-ons and

growth investments, two common

Infrastructure [ | ways of combatting higher
valuations. In the US, add-ons have
Manufacturing RS O increased from 56% of buyouts in
2010 to 64% in 2017, while growth
Healthcare TS . investing could be fueled by niche
fundraising and PE’s interest in
Technology NI ——— software.
Consumer products & services [ B * PE dealmakers are most bullish
about the technology and
Business products & services [ | healthcare sectors in 2018. The
former has become a staple of
Financial services | PE due to its growth prospects
and recurring revenue models.
Energy/natural resources IR n Meanwhile, aging demographics,
new regulations and stable
0% 20% 20% 60% 80% 100% revenue streams have contributed
to a wave of consolidation in the
W Very Negative W Negative I Neutral Positive B Very Positive healthcare industry, contributing

Source: PitchBook to heightened competition and a
Note: The underlying data is from the most recent edition of the Crystal Ball survey. . . .
sharp increase in multiples.

' As of 9/30/2017
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e Survey respondents are most What’s your outlook for the following regions in 2018?
enthusiastic about prospects in Proportion of respondents by count
Asia and Oceania, where private
market investing has been growing 100%
in recent years. Sentiment is most 90%
evenly distributed between the 80%
bulls and the bears about Middle 0%
East and Africa, where there is
political turmoil, but also the 60%
opportunity for alpha generation 50%
that emerging markets often 40%
provide. 20%

20%
e Survey respondents ranked 10%
the “state of the economy” and
“dry powder levels” as the most 0%
important drivers of PE deal Western Central and North Central and Asia an.d Middle East

Europe Eastern America South Oceania and Africa
flow in 2018. “Regulations and/ Europe America
or tax policy” was ranked as the (including
least important driver, though it’s Mexico)
important to note that this survey
| Very Negative W Negative m Neutral [ Positive W Very Positive

was conducted prior to Congress’
recent passing of revised tax
legislation.

What do you expect to be the most important drivers of PE deal flow in 2018?
Mean of responses by category, ranking in order of importance with 1as most important and 9 as least

Regulations and/or tax policy [ 53

Less important

Distressed businesses [N 5

putting themselves up for sale

Access to (and affordability of) debt  [NNNEGEGG 5.0
Corporate divestitures [ NG 45
Sector-specific trends [ 45

Other PE-backed [ 422

portfolio companies coming to market

Dry powder levels N 4.1

More important

The state of the economy [ 36

Source: PitchBook
Note: The underlying data is from the most recent edition of the Crystal Ball survey.
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What do you anticipate to be the biggest challenges for PE dealmakers
in 2018?

Mean of responses by category, ranking in order of importance with 1as
most important and 7 as least

Access to financing _ 4.8 Less important
Regulatory environment _ 4.1
Political uncertainty [ 40
Competition _ 3.1
Deal sourcing/Lack of quality assets _ 2.9
High transaction multiples _ 2.3

More important

Source: PitchBook
Note: The underlying data is from the most recent edition of the Crystal Ball survey.

* Respondents ranked “high
transaction multiples” and a “deal
sourcing/lack of quality assets in
the market” as the most important
challenges for PE dealmakers in
2018. “Access to financing” was
ranked as the least important,
which is unsurprising given the
prolonged period of low interest
rates and recent growth in the
prevalence of non-bank lenders.

* A “heightened focus on
operational improvements” was
the most commonly cited method
for adapting to higher deal pricing
and the low-growth environment,
followed by “increased use of
add-on acquisitions” and “new
deal sourcing tactics.” Dealmakers
have touted their emphasis on
operations for years, but it may
be more important than ever

in today’s landscape. Add-ons,
meanwhile, are an effective way to
find buyout acquisitions at lower
multiples.

How, if at all, have you adapted your strategy in response to higher deal pricing & the low-growth environment?

Responses by count, with all that are applicable selected

Other

Developing new investment strategies

Focus on new sectors/regions

New deal sourcing tactics

Increased use of add-on acquisitions

Reduction in capital deployment

Heightened focus on operational improvements
Accepting lowerreturns

No change

(@]
wul

10 15

20 25 30 35

Source: PitchBook

Note: The underlying data is from the most recent edition of the Crystal Ball survey.
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Deal Sourcing & Financing

How important are the following deal sourcing strategies to your firm?
Proportion of responses by count

Other

Leveraging an outside data provider

Conduct own outreach in person, via media outlets

Inbound solicitations

Industry events

Own network (e.g. personal referrals) [N
investment banks |

0% 10% 20% 30% 40% 50% 60% 70% 80%  90% 100%

W Very Unimportant W Unimportant = Neutral M Important W Very Important

Source: PitchBook

. Unsurprisingly, dealmakers cite Note: The underlying data is from the most recent edition of the Crystal Ball survey.

their own networks as the most
important deal sourcing strategy.
Industry events and personal Where will your firm be accessing debt financing in 2018?
research were cited as the next- Responses by count, with all applicable selected

most important. Given that deal

sourcing was also cited as one

of the main challenges to deal m Other

activity in 2018, it’s safe to say that

virtually all managers will continue

to tout their access to proprietary B Corporate financial
deal flow as being a competitive Sponsors
advantage.

= Traditional banks 40
« While traditional banks remain

the most common source of

financing, a smaller proportion of m Business development
respondents say they will rely on companies
traditional banks than in last year’s
survey. Mezzanine lenders and
corporate financial sponsors have
become more prevalent sources of
debt financing, consistent with the
uptick in private debt fundraising

in recent years.

B Mezzanine lenders

Source: PitchBook
Note: The underlying data is from the most recent edition of the Crystal Ball survey.
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Do you expect to use more equity in transactions in 2018? * 69% of respondents expect to
Proportion of responses by count use more equity in transactions in
2018, reflective of ever-increasing
valuations and changes to interest
deductibility. This response is
particularly significant given the
readily available cov-lite debt
financing for most PE deals.

In the long run, higher equity
contributions could adversely
impact PE returns.

uYes mNo

Source: PitchBook
Note: The underlying data is from the most recent edition of the Crystal Ball survey.

When borrowing, what is most important to your Are you willing or able to close a deal without a
firm? debt package already lined up, in anticipation of
Proportion of responses by count refinancing later?

Proportion of responses by count

uYes ®mNo

= lowrates  ® Favorable terms (e.g. covenant-lite) = Other Source: PitchBook
Note: The underlying data is from the most recent edition of the
Source: PitchBook Crystal Ball survey.

Note: The underlying data is from the most recent edition of the
Crystal Ball survey.
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Fundraising

* PE fundraising is showing signs
of continual strength despite the

already-hefty sums raised in recent

years. 52% of survey respondents
report that their firms will embark
on a new fundraising process in
2018, compared to just 40% last
year.

* There is a noticeable barbell
effect in the amount of experience
managers have in the strategies
they are raising. Nearly half of
respondents either have more than
six funds under their belt or no
experience at all in raising a fund
of that type. We believe this is due
to the growth in first-time funds in
recent years.

What type of fund will your firm be raising?
Responses by count (if raising more than one fund, select all applicable)

m Buyout

B Growth/expansion

m Co-investment
Restructuring/turnaround

m Energy
Secondaries

W Mezzanine

M Distressed debt

m Fund of Funds

Source: PitchBook
Note: The underlying data is from the most recent edition of the Crystal Ball survey.

Is your firm currently raising a fund or has plans to How many funds has your firm previously raised for
embark on a new fundraising process in 2018? this strategy?

Proportion of responses by count

" Yes ®No

Responses by count
10

9

6

5 I |

0 I I
2 3 4 5 6

None 1

IS

w

N

i

ormore)

Source: PitchBook
Note: The underlying data is from the most recent edition of the
Crystal Ball survey.

Source: PitchBook

Note: The underlying data is from the most recent edition of the

Crystal Ball survey.
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How does the target size of the new fund compare to its predecessors’
size?
Responses by count

50% + smaller
25% - 49% smaller
1% - 24% smaller
Unchanged

1% - 24% larger
25% - 49% larger

50% + larger

0 2 4 6 8 10

Source: PitchBook
Note: The underlying data is from the most recent edition of the Crystal Ball survey.

Why has your firm decided not to raise funds in
20187
Proportion of responses by count (only for

e Consistent with the growth

in median fund size, 21% of
respondents say that their next
fund will be at least 50% larger
than its predecessor. None
responded the next fund will be
smaller than its predecessor. PE
firms have been able to grow fund
sizes and AUM amidst expanding
LP interest in the asset class.

* Of those respondents who are
not raising a new fund in 2018, the
majority cited existing dry powder
as the primary reason. Most of
those who answered “other”
elaborated that they don’t use
fund structures, exemplifying the
extent to which we are in a strong
fundraising market.

* 70% of respondents do not

offer special incentives during
fundraises, implying that GPs

still retain most of the power in
fundraising negotiations. Of those
that do, co-investments and fee
breaks were equally common.

respondents who are not currently and do not plan to Do you offer any special incentives (e.g. fee breaks,
raise a fund in 2018) co-investment opportunities) to LPs who make early

B Still investing from current fund Unsure of market
Considering a change in strategy m No longer raising new funds
m Other

Source: PitchBook
Note: The underlying data is from the most recent edition of the
Crystal Ball survey.

and/or large commitments?
Proportion of responses by count

Source: PitchBook

Note: The underlying data is from the most recent edition of the
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Exits

« PE fund managers are least likely
to use IPOs at a faster pace than
last year. Strategic acquisitions
are predicted to see the largest
uptick after a year that saw record

proportions of secondary buyouts.

* More than one fifth of GPs

feel pressure from LPs to exit
investments early. This is likely
contributing to the record
fundraising for secondary funds
in 2017. Secondary funds are
increasingly engaging in GP-

led transactions and stapled
secondaries, which is indicative of
a shift to tie up capital longer with
high-quality managers.

« PE managers are holding onto
their winners. Asset appreciation
and strong performance was
cited as the most likely reason

for holding portfolio companies
longer than expected. That said,
delayed operation improvements
and sector-specific headwinds are
also quite common, indicating that
there are still plenty of challenges
to finding liquidity.

Do you feel pressure from LPs to exit investments early?

Proportion of responses by count

Source: PitchBook
Note: The underlying data is from the most
recent edition of the Crystal Ball survey.

How likely are you to use the following exit routes in 2018?
Proportion of responses by count

Dividend recaps

Strategic Acquisition

Secondary Buyout

IPO

0% 20% 40% 60% 80% 100%
M Less likely than lastyear B The same as last year M More likely than last year

Source: PitchBook
Note: The underlying data is from the most recent edition of the Crystal Ball survey.

If you are currently holding portfolio companies
longer than originally expected, why?
Responses by count

B Operational improvements took longer than expected
B Trouble finding a buyer at the right price
m Sector-specific headwinds

Waiting for IPO market to improve
B Asset continues to appreciate/perform well

Ability to achieve returns without a full exit (e.g., dividend recaps)
m Other

Source: PitchBook

Note: The underlying data is from the most
recent edition of the Crystal Ball survey.
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We do

EBITDA multiples,
private comps,
valuations,
market trends,
growth metrics.

You build
a better portfolio.

See how the PitchBook Platform can
help your private equity firm close your
next deal.

demo@pitchbook.com
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