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01 HORIZONS | BDO'S GLOBAL VIEW OF MID MARKET DEAL ACTIVITY

GLOBAL VIEW

THE BEGINNING OF THE RECOVERY IN DEAL ACTIVITY

In the last edition of Horizons, we reported that whilst COVID-19 had further reduced deal activity in the second
quarter of the year, we felt that impact had bottomed out. The deal data for the third quarter supports that feeling
with a modest recovery but a recovery nonetheless. Volumes increased just over 8% to nearly 1,500 transactions and
aggregate value increased nearly 18% to USD 141bn. Given the general lag in gathering quarterly deal data, we would
expect that recovery to look better by the time we report the next quarter.

The worldwide Government imposed
lock-downs and restrictions on mobility
coupled with the immediate reduction in
supply and demand for many sectors and
business caused lots of buyers and sellers
to press the pause button on M&A. With
the immediate uncertainty, the focus and
reaction was not surprisingly on existing
operations and securing the viability of
businesses. Government support packages
played an important role.

As lock-downs were eased coming into the
last quarter, many businesses experienced
a strong bounce back in demand and with

GLOBAL MID-MARKET M&A

VOLUME

it a renewed confidence that business
was not about to grind to a halt. We have
said on many occasions that there is a lot
of cash available and M&A has started

to come back onto the agenda. In some
instances, faster than perhaps some
in-house M&A teams of larger corporates
were expecting.

One of the factors that has assisted this

is the amounts of capital flowing into
listed company balance sheets and the
rebound in share prices after a sharp fall
in March. At the same time, private equity
was already sitting on large amounts

2008 2009 2010 2011

2012 2013 2014 2015 2016

of un-invested cash. Having addressed

the immediate needs of their portfolio
companies, their investing models of fixed
periods of capital place a need to look at
making new investments. Again, the easing
of mobility restrictions has helped.

Private equity has also seen an opportunity
to look at bolt-on acquisitions to existing
investments, which are typically less risky
and offer multiple arbitrage and synergies.
Some of these situations have been
stressed or distressed. The same is true of
corporate deals where we have seen some
distressed M&A.
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NORTH AMERICA

NORTH AMERICAN M&A SHOWS SLIGHT RECOVERY

Nine months into 2020, global economic
conditions and daily life have continued
to be upended by the global pandemic
and health crisis caused by the COVID-19
virus. As expected, North American deal
activity through the last two quarters
has been tumultuous.

BIG PICTURE A dras_tlc decline in historical terms in
deals in the second quarter was partially
mitigated by an increase in the third

quarter as many market participants
adapted to the continually evolving

» Deal volume was up 19.6% in Q3 2020 compared to the prior quarter and down 37.7%
compared to Q3 2019.

* Deal value was up 38.3% in Q3 2020 against the prior quarter and down 15.6% environment. While there appears to be
compared to Q3 2019. some optimism for the future outlook of

« The economic damage following the COVID-19 virus forced both the Canadian and transactions, deal volume still remains the
the US economies to severely contract in Q2 and partially rebound in Q3. A number of lowest in a decade.
industries are still being targeted especially TMT and pharma, Medical and Biotech. M&A volume in North America actually

+ Q32020 M&A activity increased across all sectors compared to Q2 2020, with the increased in Q3 2020 to 348 deals
exception of Leisure and Consumer which were largely disrupted by closed retail stores compared to 291 deals in the previous
due to lockdowns. Industrial and Chemicals experienced the largest increase with 46 quarter. The increase in aggregate deal
deals, increasing from 27 in Q2. The other large increases quarter over quarter were dollar value also increased from USD 33.7
in Business and Financial Services. The sectors with the lowest volume of deals were billion in Q2 2020 to USD 46.7 hillion
Leisure and Real Estate with six and five deals, respectively. in Q3 2020. However, year to date deal

volume and deal value are down 34.6%
and 20.7%, respectively.
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LATIN AMERICA

M&A ACTIVITY BOUNCES BACK

BIG PICTURE

» Deal volume rose by 66% and value
shot up by 279% compared to the
previous quarter

o TMT was the best performing sector
with five deals worth USD 1,343m,
followed by Energy, Mining & Utilities
with deals worth USD 1,310m

* Brazil dominated the region’s top 20
deals with 13 deals worth USD 2,518m
and Chile was in the second place with
three deals worth USD 569m.

PE/TRADE VOLUME & VALUE

VOLUME

M&A mid-market activity in Latin
America saw a total of 60 deals
worth USD 5,863m completed in Q2
2020, an increase of 66.7% in deal
numbers and 279% in deal value
compared with the previous quarter.
In comparison with Q3 2019, deal
numbers and value were down
35.5% and 35.2% respectively.

Looking at the last 12 months as a whole,
there have been 268 deals with a value of
USD 23,621m which, compared with 327
deals and USD 30,382m for the same period
in the previous year, reflected falls of 18% in
deal numbers and 22.3% in deal value.

Looking at PE activity, PE was responsible
for nine deals worth USD 779m in Q3 2020,
representing 15% of the deal count and
13.3% of the quarter’s value. The average
PE deal value was high at USD 86.5m versus
USD 99.7m for non-PE transactions.

The overall average value per deal of USD
97.7m represented an increase of 127.4%
compared with the previous quarter.

2008
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2010 2011

2014

2012 2015

KEY DEALS AND SECTORS

The quarter’s top 20 deals totalled USD
4,511m, with Brazil leading the way in
terms of target country with 13 deals
worth USD 2,518m, followed by Chile
with three deals worth USD 569m.
Argentina received foreign investment of
UsD 201m.

Looking at bidder countries, 52.2%

of investment come from outside the
region, with the US leading the way with
acquisitions worth USD 1,274m, followed
by China (USD 500m), Germany (USD
201m), Spain (USD 195m) and France
(USD 186m). The remaining investment
came mainly from Brazil (USD 1,558m),
Chile (USD 375m), and Mexico (USD
222m). All investments from Brazil, Chile
and Mexico were in their own countries.

The sector rankings were led by TMT and
Energy, Mining & Utilities. One TMT deal
worth mentioning involved Argentina as
the target country and saw Delivery Hero
SE from Germany acquire Glovo’s food
delivery operations in Latin America.
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UNITED KINGDOM & IRELAND

M&A ACTIVITY AT ITS LOWEST SINCE 2009 BUT PICKING UP AS CONFIDENCE REBUILDS

BIG PICTURE

*  M&A activity at its lowest since 2009
» Tech & Pharma have remained strong

* PE buyers representing over 25% of
all transactions.

PE/TRADE VOLUME & VALUE

VOLUME

After seven months of the world
battling the COVID pandemic it was
unsurprising to see the level of M&A
Activity this quarter was at its lowest
point since the recession in 2009. With
only 78 transactions reported in UK
& Ireland, it is clear that companies
were focussed on preserving cash
and protecting their business as the
corporate world scrambled to adapt
to the crisis and build resilience within
their core business.

Q3 deal activity was 35% down on prior
year while transaction volume for the nine
months of 2020 was 27% lower than the
equivalent period in 2019 (from 392 deals
to 287 deals). Total reported deal value

for Q3 was USD 5.8bn, a 40% decline on
last year. With the top twenty transactions

2012 2013 2014 2015 2016

representing more than three quarters of
this deal value, it is evident that mid-market
valuations were adversely affected and deal
structures had to be reconfigured to address
the uncertainties created by COVID.

As outlined in our last quarterly report, the
initial reaction to COVID was to stall M&A
processes, especially where the trading outlook
was very uncertain. As markets evolved it
became apparent that Tech and Pharma
remained strong and deals were accelerated in
these sectors. Financial buyers also moved to
invest in longer-term assets with infrastructure
and healthcare attracting premium valuations.

While the overall impact of COVID on
valuations remains to be seen, with Private
Equity buyers representing over a quarter
of all transactions, we are seeing strong
appetite for mid-market companies with
good management teams.
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SOUTHERN EUROPE

ECONOMIC IMPACT OF COVID-19 WEIGHS HEAVY ON M&A DEAL-MAKING

BIG PICTURE

» Southern Europe records lowest
transaction volume since Q2 2009

* PE hits a record-breaking 53% share of
Q3 deal value

¢ Industrials & Chemicals remains
the most active sector with 23
transactions

» Future outlook suggests increase in
deal activity.

PE/TRADE VOLUME & VALUE

VOLUME

2009

Southern Europe’s mid-market M&A
activity in Q3 2020 recorded levels
last seen in 2009, the year of the
global Financial Crisis. The quarter
saw declines in both the volume

and the value of transactions, with
the region still feeling the economic
impact of the Coronavirus outbreak.

Transactions totalled USD 7.2bn, with a
12% fall in the number of deals compared
to Q2 2020, an 80% decline year-on-year.

The region’s slow quarterly performance
highlighted the importance of PE M&A
activity, which achieved a record-breaking
53% of deal value in Q3 2020 and 38% of
deal volume, representing PE’s best ever
performance in Southern Europe’s mid-
market sector. In absolute terms, although
PE deal value reached USD 3.8hn, an
increase compared to the first two quarters
of 2020, it still trailed behind the Q3 2019
figure of USD 4.7bn.

KEY SECTORS AND DEALS

TMT, Financial Services and Leisure were
the sectors most affected by weak M&A
activity. Industrials & Chemicals and
Pharma, Medical & Biotech, on the other
hand, managed to increase their deal
counts compared to the previous quarter.

2012 2013 2014 2015 2016
|

Industrials & Chemicals was the quarter’s
top performing sector, recording 23

deals, followed by TMT with 20 deals and
Consumer Services with 12 deals. The
region’s deals were mostly concentrated in
these three sectors, which accounted for
63% of the overall deal count.

The top 10 deals totalled USD 3.0bn, which
represented 41% of the quarter’s overall
transactions.

The biggest deal, which took place

in Energy, Mining & Utilities, was the
acquisition of a 2.7-GW European Onshore
Wind and photovoltaic Development
Platform from Nordex SE, the German-
based wind turbine manufacturer, by
German electric utilities company RWE AG
for USD 476m.

The second biggest deal was in the
Consumer sector and saw the acquisition
of Casa Vinicola Botter Carlo & C. S.p.A, a
family and PE-owned Italian winemaker,
by Italian PE fund Clessidra SGR S.p.A., for
USD 355m.

Focusing on Portuguese M&A deal activity,
notable deals in Q3 2020 included the
USD 167m acquisition of Prio Energy,

(W asn) anva
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BENELUX

WEAK QUARTER LEADS TO HEAVY FALL IN DEAL VALUE

BIG PICTURE

¢ Deal volume in Q3 2020 showed a
weak recovery compared to Q2 2020,
increasing from 18 to 25 deals

* 48% of deals involved PE firms, a
relatively high figure compared to the
last two years’ quarterly average of 27%

* 70% of total deal value was
concentrated in the top six acquisitions

» Two sectors — Pharma, Medical &
Biotech and TMT - accounted for 60%
of all deals (15 deals). M&A activity in
TMT has seen little impact from COVID-
19 and has even been boosted by the
pandemic.

PE/TRADE VOLUME & VALUE
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Compared to Q2 2020, M&A
activity in Q3 2020 recorded an
increase in the number of deals
(from 18 to 25). However, given the
fall in value from USD 1,437m to
USD 1,313m, the average deal value
fell heavily from USD 79.8m to USD
52.5m.

To put that in context, average deal value
in 2019 was USD 92.3m and it was USD
65.0m in Q1 2020. 72% of the quarter’s
transactions involved deals with a value of
less than USD 50m, compared to 46% in
Q2 2020.

PE was involved in 12 deals, representing
48% of total deal numbers (versus 271%
over the last two years) and 40.6% of
overall deal value (versus 29.9% over the
last two years). Transactions involving PE
had an average deal value of USD 44.5m,
which was low when compared, for
example, with 2019 as a whole when the
PE average deal value was USD 98.4m.

At a global level, M&A trends showed a
partial recovery compared to Q2 2020,
with an increase in both deal numbers
(8.5%) and deal value (17.7%).

KEY SECTORS AND DEALS

A total of eight deals were closed in
Pharma, Medical & Biotech, closely
followed by seven in TMT. Business
Services was in third place with six deals,
followed by Consumer, Energy, Mining &
Utilities, Financial Services and Leisure, all
with one deal each. There were no deals in
the Industrial & Chemicals and Real Estate
sectors.

The value of the top 10 deals in the
Benelux ranged between USD 35m and
USD 237m. Of the top 10, only one
involved a domestic buyer, while the other
nine were all cross-border deals.

The quarter’s biggest deal was the sale of a
majority stake in City ID, the Amsterdam-
based apartment hotel chain, to APG,

the largest pension delivery organisation

in the Netherlands, who partnered with
Australian pension fund Aware Super,

for a total deal value of USD 237m.

The purpose of the collaboration is to ex-
pand the City ID aparthotel offering to
European capital cities.

The second biggest deal involved the sale
of Getronics International, an Amsterdam-
HQ global IT services firm, to British PE
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DACH

M&A ACTIVITY PICKS UP BUT REMAINS AT LOW LEVELS

BIG PICTURE

* Q32020 saw significant decreases in
both the volume (31%) and value (39%)
of deals compared to Q3 2019. But
measured against the very low levels
of activity seen in Q2, both the volume
and the value of transactions were
higher in Q3 2020.

PE transaction volumes fell quarter-on-
quarter by 27% and year-on-year by 53%

Deal numbers fell year-on-year across
all sectors, except Pharma, Medical &
Biotech, which held steady and Business
Services, which recorded an increase

European acquirers dominated the top
20 deals and Germany was the target
country in 17 of the 20 deals.

PE/TRADE VOLUME & VALUE

VOLUME
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The ongoing weak economic
environment and general
macroeconomic uncertainty caused
by COVID-19 continues to have

a knock-on effect on mid-market
M&A but there were tentative signs
of a pick-up in activity.

The year-on-year decline in the region’s
M&A and the slight pick-up quarter-on-
quarter were both in line with the global
M&A trends. Deal numbers and value
were down by 27% and 18% compared
to Q3 2019 but were higher by 8% and
18% compared to Q2 2020. The market
outlook for global M&A is expected to
remain uncertain for a number of reasons:
in the short-term markets are focusing
on the ongoing impact of the COVID-19
pandemic as well as the US presidential
elections in November.

There were 44 mid-market M&A
transactions in the DACH region in Q3
2020, an increase of 16% compared to Q2
2020, but a decrease of 31% compared to
Q3 2019.

N

2012 | " 2014 | 2015 2016
I Trade Volume

PE Volume

The rise reflected increased confidence in
the outlook for the COVID-19 pandemic
as countries came out of lockdown, but it
should be remembered that the increase
was from a very low level in Q2 2020

(38 deals). The value of deals followed

a similar trend. Compared to Q2 2020,
value increased by 13% from USD 3.5 bn
to USD 4.0bn in Q3 2020, (year-on-year
this represented a 39% decline compared
to Q3 2019). Overall, Q3 2020 was much
stronger than the previous two quarters
but the continuing low levels of activity
reflect the macroeconomic uncertainty in
global markets.

The uncertain market conditions continue
to have a significant impact on PE activity
with deal numbers falling by 27% compared
to Q2 2020. Compared to Q3 2019, the
number of transactions were down by 53%.
The value of PE deals fell by 72% compared
to Q3 2019 and only increased by 13%
compared to the low levels seen in Q2
2020. This was due to a mixture of factors:
Lenders were focused on their existing loan
portfolios so leveraged lending activity

9,000

8,000
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NORDICS

M&A ACTIVITY STAGES COMEBACK

BIG PICTURE

» Total deal value in Q3 2020 rose 10.0
% compared to Q3 2019, mainly due
to bigger average transaction volumes
(15.5%), with volume falling by 4.7%

* Non-PE backed firms accounted for
fewer but bigger deals compared to Q3
2019 while PE firms were involved in
more deals but they were smaller. PE
buyouts accounted for about 25.0%
of the quarter’s deal volume and value,
slightly up from previous quarters

» Business Services and Energy, Mining
& Utilities saw the largest increases in
volume with 16 Business Services deals
compared to six and five in the previous
two quarters. Energy, Mining & Utilities
deals increased to six from two and four
in the previous two quarters.
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The improvement in M&A activity
seen in Q2 2020, albeit from low
levels, continued into Q3 2020
and resulted in significant deal
momentum, both in terms of the
total volume and value. The rapid
responses of the central banks
and government to the pandemic
shifted market sentiment and
several transactions that had been
postponed during the initial phase
of the pandemic were completed
during the third quarter.

In addition, ESG-focused and COVID-
resilient businesses are increasing in
popularity among investors. The weak
performance in the first two quarters of
the year has nearly been eradicated as Q3
2020 recorded a 10.0 % increase in deal
value compared to Q3 2019.

The 10% increase in deal value compared
to Q3 2019 also represented a significant
improvement from Q2 2020, with surges
of 143.8% in value 84.4 % in volume.

Compared to the first quarter of the year,
total value and volume were up by 212.9
% and 35.6 % respectively. The strong

2008 | 2000 | 20100 2011

2012 I 2013 2014 2015 2016

Il Trade Volume

PEVolume == Total Value (USD M)

comeback in Q3 2020 resulted in a total
deal value that exceeded the combined
value of both Q1 and Q2 by 37.0 %.
However, the comeback was not strong
enough to make up the shortfall in the

first six months of the year. Looking at

the year-to-date, 2020 is 33.3% down
compared to the same period in 2019. One
possible explanation for the comeback

was the completion of deals that were
postponed during the first half of the year.
The bigger deals were also more likely to be
shelved during the uncertainty of the first
two quarters, which could explain the move
towards bigger deal sizes in in Q3 2020 (up
15.5% on average).

Private equity remained active during Q3
2020, accounting for approximately one

in every four deals, up slightly from H1
2020 (20.5%). PE deal value also increased
slightly from 22.8% to 24.9 %. Compared
to Q3 2019, PE funds were involved in

a larger number of transactions, both in
absolute and relative terms, but they were
of a smaller size. As a result, PE’s share of
total market value has declined slightly.
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CEE & CIS

DEAL VOLUME AND VALUE CONTINUE TO FALL DUETO COVID-19 IMPACT

£

H R
-

BIG PICTURE

¢ The number and value of transactions
continued to fall due to the impact of
COVID-19

Compared to Q3 2019, deal numbers
fell by 35% from 54 to 35. The
quarter’s deal value dropped to USD
2,519 from USD 2,986m in Q3 2019

* There was a slight decrease in both the

The decline in the total number of
M&A mid-market transactions in
the CEE & CIS region continued in
Q3 2020, mainly due to the ongoing
impact of the COVID-19 pandemic.

In Q3 2020, there were 35 completed
transactions, which was 65% of the
transaction volume recorded in Q3 2019

(54 deals). The value of transactions in

the quarter was USD 2,519 million, which
represented 84% of the value in the
corresponding quarter in 2019 (USD 2,986m).

Comparing the data from Q3 2020 with the
previous quarter, PE deal volume was at the
same level but the total value was 14 times
higher. This resulted in an average PE deal
value of USD 157m, the highest average

KEY SECTORS AND DEALS

The top 10 deals in CEE & CIS had a total
value of USD 1,849 million and accounted
for 73% of the region’s total quarterly value.
The biggest transaction was the sale of oil
and gas engineering construction company
PISC Stroytransgaz to Gazprom PISC in
Russia. Looking at the top 10 transactions,
the Energy, Mining & Utilities and TMT
sectors were the most active with five
transactions each. Five of the quarter’s top
20 deals took place in Poland and three of
those were domestic deals.

The Industrials & Chemicals sector
accounted for the most deals and it also
recorded the biggest quarterly increase
from nine deals in Q2 2020 to 13in Q3
2020. There were eight TMT deals and four

numbe(; gf tlranTactlons (from 40 to value since Q1 2018. deals each in Energy, Mining & Utilities and
35) and deal value (from ZJSD 2,868m Business Services. All told, 29 out of the
to USD 2,519m) compared to Q2 2020 quarter’s 35 deals took place in these four
» PE deal value rose significantly to USD sectors and finally there were no deals in
313m from USD 23m in the previous the Real Estate sector.
quarter, representing the highest PE
deal value since Q2 2019
* The majority of transactions took
place in the Industrials & Chemicals
and TMT sectors.
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LOOKING AHEAD

According to the BDO Heat Chart, which captures all sales which are planned, rumoured
or in progress, 688 deals are expected to take place in the CEE & CIS region, which is
more than the last quarter.

The majority of transactions are expected to take place in TMT, with 181 deals, and
Industrials & Chemicals, with 163 deals. Together, these two sectors are predicted to
account for 50% of all planned transactions. Other prominent sectors include Consumer
(13% of deals) and Business Services (11%), while the Leisure (4%) and Real Estate (2%)
sectors are expected to account for the fewest transactions.

According to the BDO Heat Chart, CEE & CIS is expected to remain the third most active
region in terms of expected transactions after North America and China, as has been the
case in previous years.

AKOS
BOROSS

PARTNER

akos.boross@bdo.hu

CEE &CIS

HEAT CHART BY SECTOR
T™MT 26%
Industrials & Chemicals 24%
Consumer 13%
Business Services 11%
Energy, Mining & Utilities 9%
Financial Services 5%
Pharma, Medical & Biotech 5%
Leisure 4%
Real Estate 14 2%

TOTAL 688 100%

CEE&CIS
MID-MARKET VOLUMES BY SECTOR

2019 2020

[l Technology & Media M Financial Services

M Real Estate M Energy, Mining & Utilities
W Pharma, Medical & Biotech [l Consumer
M Leisure [ Business Services

Industrials & Chemicals
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ISRAEL

M&A ACTIVITY CONTRACTS WITH BIG DROP IN VALUE

{

BIG PICTURE

* Q32020 value shrunk (39.68%)
in comparison to the previous
quarter while deal volume remained
unchanged, with 15 deals in both Q2
2020 and Q3 2020

» The value of PE deals increased in Q3
2020 from the previous quarter

* The BDO Heat Chart shows 120
potential deals, suggesting a moderate
descent in future activity.

PE/TRADE VOLUME & VALUE
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M&A activity decreased
dramatically during Q3 2020 in
terms of value.

A total of 15 deals, with a combined
deal value of USD 783m, were
successfully completed. This
performance represented a 39.68%
drop in deal value, with no change

in deal volume as 15 deals were
completed in both Q2 2020 and Q3
2020. Average deal value fell heavily
to USD 52.2m for the quarter,
reflecting the smaller deal numbers.

Private equity activity remained strong,
with the Q3 2020 figures showing a slight
contraction in terms of volume but there
was a massive increase in terms of value.
PE was responsible for five deals, worth

a total of USD 516m, which represented
33.3% of the deal count and 65.9% of the
quarter’s value.

2012 2013 2014 2015 2016
]

KEY SECTORS AND DEALS

Israel’s top 10 deals had an aggregated
value of USD 743m, representing 94.9%
of total M&A transactions. The largest
transaction was the USD 365m acquisition
of an 85% stake in Rivulis Irrigation, Ltd.,
a provider of full turnkey micro irrigations
solutions for any, and all, grower needs.
Other key deals included the USD 108m
acquisition of Ashkelon Power Station and
Sorek Power Station Ltd., led by Rapac
Energy Ltd. Further transactions included
the USD 59m acquisition of a 50%

stake in Femi Premium, Ltd. by G Square
Healthcare Private Equity LLP.

TMT and Industrials & Chemicals were the
most active sectors, accounting for four
deals each (26.67% of total transactions).
Business Services was in third place with
three deals (20.0% of total transactions).
Next was Consumer with two deals
(13.34%), followed by Energy, Mining

& Utilities and Financial Services, with
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AFRICA

UNCERTAINTY AND PRUDENCE DOMINATE M&A MARKET

BIG PICTURE

 Uncertainty and prudence continued
to dominate African mid-market M&A
activity. Deal activity was flat in Q3
2020 with just 18 deals, a decline of
47% compared to Q3 2019

Even though the numbers do not yet
reflect this, there are signs of life in the
market. Many deals which commenced
pre-COVID-19 and which were put ‘on
hold’ are now in the process of being
relaunched with the gap on pricing
expectations narrowing significantly

» There are some bargains appearing but
we sense the best is yet to come for
buyers with an appetite for increased
risk and the available dry powder

* For non-distressed sellers, the market
remains challenging, as they are
competing for the attention of buyers
who have options and opportunities.
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There were just 18 mid-market deals
completed during Q3 2020, worth
atotal of USD 1,583m. However this
represented an increase in value of
78% from Q2 2020 (USD 863m),
although the deal volume was similar.

Although experts agree that Africa is
certainly not out of harm’s way with regard
to COVID-19, we are seeing a significant
relaxation of lockdown restrictions across
the continent, which resulted in increased
trade activity, especially towards the end
of Q3 2020. Clearly this trend bodes well
for the final quarter of the year.

It's difficult to find any silver lining from
the impact of the COVID-19 pandemic
but one positive aspect that we are seeing
that many entities have made effective
use of the lockdowns to take a long look
at their fixed cost structures and are
strategising more efficient ways of doing
business. We are confident, and feedback
from the market confirms this, that a
leaner machine is putting less pressure on
revenue and margins.
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KEY DEALS AND SECTORS

In Q2 2020 we reported on the lag of the
African continent compared to the rest of
the world in terms of falling victim to the
COVID-19 pandemic. At the time of writing,
lockdown restrictions had been eased up

to such a point where borders had been
opened to international travel. South Africa
was the country with the 10th highest
number of COVID-19 cases, and had the
14th highest death toll.

It has been reported that Sub-Saharan Africa
is set to experience its first recession in 25
years, with growth projected to fall by 3.3%
in 2020 due to the pandemic. According

to a report published by the World Bank,
the economic cost may amount to an
additional 40 million people on the African
continent being driven towards extreme
poverty, essentially undoing five years of
progress. Africa’s leading economies, South
Africa and Nigeria, registered GDP declines
of 171% and 6% respectively.

Nevertheless, business confidence levels
rebounded in June and July from the
deterioration in the first two months of
lockdown, before declining marginally
again in September. This lack of business
confidence was reflected in the number of
deals concluded in the quarter, with deal
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INDIA

INVESTMENT PICKS UP AS ECONOMY BEGINS SLOW RECOVERY BUT A SKEWED SCENE

b

BIG PICTURE

* Government measures help boost
India’s economy

* Four sectors — Business Services,
Financial Services, Consumer and TMT
- lead the way in deal numbers

* Increased M&A activity expected as
opportunistic firms look to capture
growth and market share.
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India’s economy is starting to
recover from the COVID-19
pandemic, backed by a range
of government measures and
initiatives that aim to boost
manufacturing, labour and the
agricultural economy.

Most of the country’s economic indicators
are improving but economic activity
remains below pre-COVID-19 levels. The
positive signs are that there has been an
improvement in Goods and Services Tax
(GST) collections, unemployment is going
down, more jobs are being created and
there is sustained momentum in digital
transactions. However, other indicators
like petrol consumption and the mobility
index show that there is still a long way to
go. Additionally, in the Financial Services
sector there is continued uncertainty
around the extent of restructuring,
slippages in the medium term and
expected provisions for bad loans, which
will always be a deterrent to growth and
lending. The road to recovery will not be a
straight line, especially as long as the daily
COVID-19 case count continues to rise.

As the nationwide lockdown eased, the
Pharma, Medical & Biotech, IT and BPO/
ITES sectors are spearheading hiring people
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and other key sectors like TMY, Retail and
Real Estate signalled recovery in the job
market in August 2020.

Increased digital transactions were also a
sign of a recovery in customer confidence
with UPI/IMPS/NETC/ FASTag transactions
hitting an all-time high in September 2020.
However, it’s worth nothing that some

of the transactions may be in lieu of cash
payments as people try to avoid handling
cash during the pandemic.

Other indicators suggesting a recovery
include:

+ Capacity utilization levels catching up
slowly for CV, cement and power

+  The Manufacturing Purchasing Managers’
Index (PMI) increasing from 52.0 in
August to 56.8 in September to record its
highest figure since January 2012

» Automotive sector volumes continuing
to recover in Sept 2020, led by
inventory pushes by OEMs to fill up
channel inventory before the festive
season and improving retail sales due
to pent-up demand.

However, Google’s Mobility Index indicates
some aspects of India’s recovery is lagging
behind most countries. In terms of excess
time spent at home and visits to workplaces,
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CHINA

STRONG QUARTER FOR RESURGENT M&A MARKET

L4

BIG PICTURE

» Compared to the same quarter last year,
mid-market deal value in the Greater
China region increased by 12% from
USD 33.2bn in Q3 2019 to USD 37.2bn
in Q3 2020. Deal volume also increased
by 5% from 411 deals in Q3 2019 to 432
deals in Q3 2020

Compared with the previous quarter,
deal value increased from USD 34.7bn in
Q2 2020 to USD 37.2bn in Q3 2020 and
deal volume increased from 420 deals in
Q22020 to 432 deals in Q3 2020. This
was mainly due to the recovery from
the COVID-19 pandemic in the Greater
China region.

PE/TRADE VOLUME & VALUE
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According to the National Bureau
of Statistics, China’s purchasing
managers' Index was over 50 from
March to August 2020, indicating
increasing levels of manufacturing
activity. This led to an improvement
in China’s economy from Q2 2020
onwards.

However, the economy continued to

face challenges from global economic
uncertainties and the general deteriorating
geopolitical environment in Q3 2020, in
particular relations between China and the
United States.

In order to attract foreign investments
during the post-COVID-19 pandemic
period, China published a revised draft

of the ‘Catalog of Industries Encouraging
Foreign Investment (2020 Edition)’ in July
2020. The main updates from the previous
2019 edition included the following:

* Added or extended investment
opportunities in the high-quality
manufacturing industry, including
raw materials, parts, and end product
manufacturing;

* Added or extended investment
opportunities in service industries,
such as research and development
design, business services, modern
logistics and information services;

+ Added or extended investment
opportunities located in the central
and western regions of China.

To further support the country’s economic
development, the State Council issued a
notice in August 2020 regarding the plan
for the establishment of the Beijing, Hunan
and Anhui Pilot Free Trade Zones and the
regional expansion of the Zhejiang Pilot
Free Trade Zone. These plans cover many
aspects, including financial, technology
innovation and logistics.

As a response to the challenges from
the United States regarding high-end
technology, the State Council issued
several policies to promote high-quality
development, as well as investments,

in China’s local integrated circuit and
software industries in July 2020. These
policies include the following areas:

i) Tax;
ii.)  Investment and financing;
iii.) Research and development;

iv.) Import and export;
v.)  Human resources;

vi) Intellectual property;
vii.) Market application; and
viii.) International cooperation.
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SOUTH EAST ASIA

DEAL-MAKING ACTIVITY CONTINUES TO SLOW DOWN BUT VOLUME REMAINS STABLE
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» 50 deals completed in Q3 2020 but
value dropped by 8.3%

* PE activity fell to just five deals

* The top four sectors (Energy, Mining &
Utilities, Business Services, Industrials
& Chemicals and TMT) accounted for
70% of total deal numbers.
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M&A mid-market activity in South
East Asia continued to slow down

in Q3 2020. Total deal value fell by
8.3% to USD 3.1bn from USD 3.4bn
in Q2 2020. However, total deal
numbers rose marginally, with 50
deals in Q3 2020 compared to 49
deals in Q2 2020. The average value
per deal was very slightly lower

at USD 69.4m compared to USD
69.5m in Q2 2020.

The top 10 deals amounted to USD 2.0bn,
representing 64.4% of the quarter’s total
deal value, a slight drop from the top 10
deal value of USD 2.4bn in the previous
quarter, which represented 69.9% of total
deal value.

The PE segment completed five deals in

Q3 2020, a fall from the eight and 10 deals
completed in Q3 2019 and the previous
quarter respectively. The total value of

PE buyouts was USD 0.6bn and this also
represented a drop from the USD 2.2bn and

USD 0.9bn recorded in Q3 2019 and Q2
2020 respectively. Finally, PE accounted for
a smaller proportion of the quarter’s total
M&A activities, with 10.0% of total deal
numbers compared to 19.7% in Q3 2020.

KEY SECTORS AND DEALS

The most active sectors in Q3 2020

were Energy, Mining & Utilities, Business
Services, Industrials & Chemicals and TMT,
which together were responsible for 70.0%
of total deal numbers, a tiny increase from
the previous quarter where the same four
sectors accounted for 69.4% of the total
deal numbers. In Q3 2020, Energy, Mining
& Utilities led the way with 10 deals (Q2
2020: five deals), followed by Business
Services with nine deals (Q2 2020: five)
and Industrials & Chemicals and TMT with
eight deals each (Q2 2020: 17 and seven
deals respectively).

Meanwhile, the top three deals in terms of
value took place in Business Services, Real
Estate and TMT.
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AUSTRALASIA

COVID-19 PANDEMIC PUTS A HOLD ON DEAL-MAKING ACTIVITY
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BIG PICTURE

¢ Q32020 deal value and volume
was subdued compared to Q3 2019
due to COVID-19 (down 40% and
42% respectively).

 PE deal numbers fell by 43% compared to
Q32019 from 14 to eight but PE deal value
increased by USD 342m to USD 1.58bn.

 Business Services was the leading sector,
accounting for 27% of transactions.
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In Q3 2020, 62 deals were
completed with a combined

value of USD 4.5bn. These figures
represented significant falls of 40%
on deal volume and 42% on deal
value compared to Q3 2019.

The COVID-19 pandemic has continued

to reduce investor appetite and has put a
hold on M&A activity in Australasia, across
both trade and PE acquirers. While deal
volume remained subdued, many of the
deals which did take place were related to
distressed organizations and assets with
cash-rich corporates and PE players taking
advantage of unique opportunities due to
lower valuation multiples and potential
high return turnaround stories. The average
transaction value was USD 73.2m, a small
4% decrease compared to Q3 2019. PE deal
volume also fell by 42% but PE deal value
increased by nearly 28%.

Despite fears of additional scrutiny on
transactions by the Foreign Investment
Review Board and the closure of borders
continuing to curtail cross-border activity,
half of the region’s top 20 deals for the
quarter involved an overseas bidder.
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Deal volume within Pharma, Medical &
Biotech remained unchanged compared

to Q3 2019, reflecting continued investor
appetite amidst greater economic
uncertainty. Meanwhile, the largest drop in
deal volumes compared to Q3 2019 was seen
within Financial Services, which fell by 64%.

KEY DEALS

The quarter’s biggest deal was the agreed
acquisition of Australian-based education
resources provider Modern Star Pty Ltd by
Australia-based private equity and venture
capital firm Pacific Equity Partners Pty

Ltd. Pacific Equity Partners is seeking to
acquire Modern Star for an approximate
consideration of USD 418.44mina
management buyout transaction that is
expected to close in Q4 2020.

Another notable transaction that took
place during the quarter was ARA Asset
Management Ltd’s USD 1.6bn acquisition
of a 22% stake in Cromwell Group,

a Singapore-based real estate fund
management company.
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