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Against the backdrop of a supercharged 2021,
which saw record fundraising and private

equity deals, 2022 was visibly softer for global
private equity activity, especially in the second
half of the year. Inflation, macroeconomic

and geopolitical uncertainty, challenging debt
markets and declining public market valuations
all played a role in slowing down the private
equity juggernaut, the effects of which we have
seen carry over to the first half of 2023. However,
the Canadian mid-market PE funds have been
resilient relative to their peers in Europe and
Asia, with Canadian-headquartered mid-market
private equity funds completing ~$26.4bn in
transactions globally in 2022, with approximately
90% of deal activity being in North America.
While this is a drop from the $31.4bn in deals
seen in 2021 by the same funds, it is still nearly
double the deal value seen in 2020.
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Fundraising is starting to slow, but
high levels of “fresh” dry powder

% combined with private equity funds’
§) ability to execute in challenging

IJ environments is leading to optimism
¥ for M&A activity in certain sectors
and strategies for the second half of
1 2023...
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Canadian Investors Fund Raise (Value and Count)
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Fundraising by Canadian mid-
market private equity funds
continued to be strong in 2022,
albeit at a slower pace with

$5.2bn raised as compared to 2020 2021 2022
$7.7bn in 2021. B Fund Size (US$M) Fund Count

While fundraising continues to slow, with institutional investors reevaluating their allocations
to private equity as a result of declining public market valuations (i.e. the denominator effect),
Canadian private equity funds continue to have high levels of dry powder to deploy, with

deal volumes declining more rapidly than previous fundraising efforts. With many private
equity funds having successful closings over the past 12 months, current levels of “fresh” dry
powder will position these funds to be able to execute on deals while also being patient in
navigating the current environment for the right assets and opportunities.
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Looking ahead, fundraising will likely continue to be challenging for traditional private
equity strategies, especially for new entrants and funds with less of a track record.
However, we expect fundraising to continue for the more established players and

strategies with proven track records, along with funds focused on topical themes such as
ESG and renewables, which are being bolstered by the climate change and clean-tech

narrative.

Despite some of the current headwinds

for fundraising, it is worth mentioning that
historically some of the best private equity
vintages commenced during periods of
economic uncertainty (the most recent
example being the global financial crisis). So
it remains to be seen whether institutional
investors will reconsider their recent
reallocations out of private equity (which have
been largely driven by exogenous factors—
mainly the relative declines in public markets)
to take advantage of these potential private
market opportunities.

In addition, from a Canadian perspective, we

are also taking note of the continued interest
of family offices—particularly when it comes
to opportunities to enter into direct investing

in private equity or co-investing strategies with
select partners. We expect to continue to see
inflows of funds from high-net-worth families in
this space and expect that more of the larger
family offices will be working on attracting
investment professionals with strong track
records to help them build out direct investing
capabilities.
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Deal activity for Canadian
private equity funds declined
by volume and value in

2022 —and this trajectory
has persisted in the first half
of 2023.

Canadian Private Equity Dealflow by Quarter
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In terms of strategy, buyouts have increased as a percentage of overall deals—largely driven
by a decrease in VC activity as a result of turbulence in the tech sector (more on this below).

When further looking at the composition of buy-out activity, it is worth noting that 2022 saw
a significant increase in the percentage of “add-on” deals versus new platforms, which is
likely indicative of the headwinds faced in the overall deal market and the availability/ability to
execute on larger “platform” acquisitions in the current macroeconomic environment, which
is leading to a focus on smaller add-on transactions to drive value creation within the existing
portfolio.

Yearly Deal Value by Deal Type

. Buyout/LBO

80% . Early Stage VC

Later Stage VC

60%

. Private Equity
Growth/Expansion

40%
PIPE

20% . Secondary

Transaction - Private

. Other

0%

2020 2021 2022
At an industry level, transactions in Canadian Private Equity Deal Value by Sector
financial services and energy outperformed, 100%

accounting for 21% and 14% of deal
value in 2022 as compared to 8% and 3%,

80%

respectively, in 2021. Business products 60%
and services and healthcare held steady
o [
while consumer products and services and . -
IT saw declines accounting for 7% and 20%
24% of the total deal value as opposed to 0%
28% and 31%, respectively, in 2021. 2020 2021 2022
Materials and Inf ti
u Resources B Energy 1%8?:?;83?/
B Health Business Products
ealthcare and Services (B2B)
u Consumer Products u Financial

and Services (B2C) Services

Canadian Private Equity Outlook



Looking ahead, we are optimistic for the level
of private equity related deal activity in the
second half of 2023, driven by the following

factors.

High current levels of dry powder.
Dry powder remains relatively high for

the Canadian private equity funds. While
there will likely be some patience, given
the recency of fundraising, funds will be
actively looking for opportunities to start to
deploy.

I Opportunistic plays.

As with previous times of uncertainty

and given that insolvencies are rising, we
believe the current environment will create
some opportunistic plays for Canadian
private equity funds.

In addition to the distressed opportunities that will likely be created as a
result of the macroeconomic issues noted above, we also expect to see
more opportunities with carveouts and divestitures as large businesses
look to carve out non-core capabilities to raise capital and fund organic

growth or strategic M&A.

Realignment of buyer/seller
expectations.

Currently there appears to be a disconnect
of valuation expectations between buyers
and sellers, largely driven by expectations
differences/gaps around valuation
multiples and forecasts. We believe these
expectation gaps will start to narrow as
COVID-related operational issues become
a thing of the past and we start to see LTM
financials approach “business as usual”
(i.e. less EBITDA adjustments). In addition,
the persistence of lower public company
valuations and higher interest rates may
reduce sellers’ lofty multiple expectations.

Sachin Jayapalan - Partner, Integrations & Divestitures

B Private equity exits.

Private equity exits saw a decline in 2022
($9.3bn in exits as compared to $17.6bn

in 2021), albeit volumes held steady, as
valuations fell and more sponsors chose to
hold assets rather than sell into a declining
price environment. As valuations stabilize
in both public and private markets, we may
see an acceleration in exits given extended
hold periods and pressure to return cash
to investors. Where GPs still think they are
not getting full value on exit, we expect to
see more continuation vehicles used as an
option to return capital to LPs.
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From a sector perspective, we
expect Canadian funds to continue
to show interest in healthcare,
particularly in clinic platforms and
private surgical centres in the wake
of Ontario’s decision to start to

outsource many surgeries.
Otto Akkerman - Managing Director,
Pharma & Life Sciences

Within technology, vertical software Cyclical businesses across
and IT services consolidation plays industrials, materials and building

are expected to see interest, albeit products that have sound

with an increasingly disciplined fundamentals and asset bases are
focus on profitability.
Shivalika Handa - Partner,
Technology Deals Leader .

also expected to be back in focus.
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In an environment with
relatively high dry powder
1| | and lower deal volumes,

‘ PE funds will need to
re-think their value
creation playbook...
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The shift in private equity funds’ mindset from financial
engineering and multiple expansion to value creation
over the past number of years is well documented—and
we think the current environment continues to increase
the sense of urgency for Canadian private equity funds to
have robust value creation plans that consider both top-
line opportunities and cost optimization.

As noted above, while we are optimistic for an uptick

in deal volumes in Canada, high levels of dry powder
across the Canadian private equity funds, an increase in
the number of funds—including family offices—and the
continued inbound interest from mid-market US funds
will likely lead to more competitive bid situations. In this
environment, a more robust thesis on value creation will
be critical to bid competitively while maintaining returns.
In addition, the availability and cost of debt financing
could continue to be an issue; while we expect private/
alternate lenders to fill potential voids left by traditional
banks (particularly for larger deals), lower leverage levels
and an increase in the cost of debt will enhance the
focus on value creation to drive IRRs.

Likewise, for existing portfolio companies, funds need to
be rethinking their key initiatives and investment horizon
and how they are impacted by the current environment.
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In this regard, an area we are keeping
our eye on is around the further

acceleration of digital initiatives at the
fund and portfolio level to help drive ., g
value creation. We expect a push in the ?%\,«h '
following three areas:

Digital diligence and digital transformation.

We expect an enhanced focus on “digital” due diligence of

potential targets so funds have a better understanding of the

digital investments required to drive and accelerate the value

creation agenda, as well as visibility of the “tech debt” to be

addressed in target investments.

Shant Yeremian - Partner, Private Equity Digital Lead

Examples include understanding what levels of investment in CRM software would

be required to enhance the customer conversion process as a driver of revenue, and
understanding the ROI in process automation or system integration that drives operating
cost savings. Likewise, for existing portfolio companies, we expect to see the digital

transformation agenda be pushed with a balance of minimizing the penalty for tech debt

in an eventual exit with ensuring there is a return on capital for all tech investments.



Alternative data sources.
Sources and platforms that can integrate
demographics, spending patterns and
brand preferences to inform strategic
initiatives are becoming increasingly
popular and being included in value
creation playbooks at the fund level to
provide better and faster commercial
insights. Funds are incorporating this to
enhance diligence of targets (i.e. using
outside-in data to conduct a more robust
analysis of underwriting of value creation
on expansion opportunities by looking

at local demographics and trends versus
the existing footprint) as well as better
assess value creation priorities for existing
portfolio companies.

Advancements in the Al agenda.

With the continued advancement of Al and moves into areas such as generative Al, we
will be closely following how funds are evaluating opportunities to use this for better
diligence and to execute deals and increase value in their portfolio companies—and, most
importantly, defend against portfolio company disruption. To prepare for this next wave,
we are expecting more companies investing in data readiness activities to unlock this
potential, in addition to looking at potential investments in technology companies making
headway in this space.
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