Private Equity

and COVID-19

Cause for concern?

Allocators need timely asset and market prices to effectively
make portfolio management decisions. While some private
equity investors see the lack of frequent valuations as a positive
characteristic, access to timely information is especially
important where there appears to be a regime shift in markets,
and the COVID-19 pandemic certainly qualifies for that. Investors
are rightly asking themselves “should | top up my exposure to
private equity?” or “should | reduce it via the secondary market?”.

Solving for this is not easy. Portfolio companies are typically only
independently assessed annually. Fund managers do provide
more frequent interim quarterly valuations, but these do not
always match the economic reality for the companies being
valued as managers retain discretion to “smooth out” valuation
volatility. Lagged and smoothed valuations do not aid timely
portfolio management decisions.

So, how can investors get this information in a timely manner?
Rather than wait for valuations, we decided to get a better sense
of the impact of the COVID-19 crisis on the capital structure,
demand for goods and services, on the supply chain and the
operations of the underlying companies we are invested in.

At the end of Q1 2020 we surveyed several of the private

equity managers we invest with, representing 300+ portfolio
companies, across 36 funds, to understand how their businesses
were performing and their expectations for the next 2-3 months.
Responses were gathered over the month of April and further
details of the survey questions are at the end of this document.
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Surveyed managers by geography,
strategy and sector:

Figure 1: Company sector
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Figure 2: Geographic focus
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Figure 3: Strategy focus

[l 72% Buyout

3% Diversified

8% Growth

6% Natural resources
6% Special situations
6% Venture capital

The turmoil in capital markets had little
effect on the capital structures of portfolio
companies, with over 80% of respondents
indicating that their portfolio holdings are
not likely to breach covenants as a result.
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The results

A common theme we observed across respondents was
of “robustness” across most areas of focus. The turmoil in
capital markets had little effect on the capital structures
of portfolio companies, with over 80% of respondents
indicating that their portfolio holdings are not likely to
breach covenants as a result. The growth in “covenant lite”
loans and looser financial terms for private equity gives
managers significantly more flexibility to manage capital
through the crisis.

Of more concern is the customer demand for products/
services, with over 45% of respondents reporting that their
companies were feeling a medium/high impact from the
slowdown in global economies. As expected, the consumer
discretionary sector with client-facing businesses such as
restaurants, fitness centers and retail took a large hit, with
40% of respondents indicating a high impact to customer
demand. Industrials, energy and materials were also impacted,
with > 20% indicating a high impact on demand as factories
shut down, global trade collapsed, and oil prices hit record
lows. Not all sectors were impacted negatively however with
commercial services remaining robust and 20% of consumer
staples reporting a positive impact on demand.

We were pleased to see that the reported impact to

supply and operations remained low, with around 80% of
respondents showing low levels of concern. Though some
sectors like energy reported small disruptions to their
supply, the results were broadly positive across both supply
and operations, indicating that businesses were able to
effectively implement alternative working arrangements,

as well as work around any disruptions to supply from the
COVIDA19 crisis. An encouraging data point to support what
many anecdotally have observed during the pandemic —
that of adaptability.

Figure 4: Combined survey results - Impact of COVID-19 on

portfolio companies:
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Conclusion

Private equity-owned companies have some structural
advantages that allow them to navigate crises better.

They have access to high-quality expertise from managers,
access to equity and debt capital from their sponsors,

and active owners that are well aligned to business
success. While the impact of the COVID-19 pandemic

on global economies is still evolving, firms and companies
have the right tools to tackle issues that arise.

The listed equity market and global M&A appetite remain
key avenues for managers to exit companies and return
profits to investors. While the first half of the year has
seen market volatility and a subdued environment for exit
deals, investors should not forget that managers maintain
significant flexibility over the timing and terms of company
exits. So far, we have seen little evidence of forced exits
into a depressed market and long-term investors who are
patient can ride out any short-term volatility.

Survey Detail

The results confirm our initial view that our
private equity investments are well placed
to weather the crisis.

Strong, cash-generating businesses are typically favored by
our managers and we focus on those with strong operational
skill as this is a key tool to add value. Beyond the short-term
dislocation, we see clear opportunities where we can
continue to deploy capital, notably in technology, healthcare,
and consumer staples. With deal volumes depressed,

there is less competition for opportunities and potentially
better entry pricing. Long-term private equity investors
should remain disciplined and continue to deploy capital in
line with their programs and investors considering the asset
class could be facing one of the better periods to invest in
the past decade.

Impact on capital structure Description

1-Low within the next 2-3 months.
2-Medium 2-3 months.
3 - High

the next 2-3 months.

Low/minimal impact: The company is not in covenant breach and is not expected to breach covenants

Medium impact: The company is close to covenant breach or is likely to breach covenants in the next

High impact: The company is in covenant breach and is at risk of defaulting on its debt obligations in

Impact on demand Description

0 - Positive

Positive impact: The company is expected to experience an increase in demand for its products/
services as a result of the crisis with an expected positive impact on revenues relative to budget.

Low/minimal impact: The crisis is expected to have a low/minimal negative impact on demand for

1-Low

2 — Medium

3 - High

the company's products/services with an expected neutral or mildly negative impact on revenues
(i.e. up to -5% relative to budget).

Medium impact: The crisis is expected to have a material negative impact on demand for the company's
products/services with a marked negative impact on revenues (i.e. up to -20% relative to budget).

High impact: The crisis is expected to have a very severe negative impact on demand for the company's
products/services with a very sharp negative impact on revenues (i.e. >20% relative to budget).

Impact on supply Description

1-Low

2 - Medium

Low/minimal impact: The company’s suppliers have been able to and are expected to continue to be
able to supply it with minimal disruption for the next 2-3 months.

Medium impact: The company’s suppliers have experienced or are expected to experience some
disruption affecting its ability to supply the company for the next 2-3 months.

High impact: The company’s suppliers have experienced or are expected to experience significant

3 -High
process in the next 2-3 months.

disruption which will significantly affect the company's ability to obtain key inputs for its production

Impact on operations Description

Low/minimal impact: All internal functions have been able to and will likely continue to operate with

Medium impact: Some elements of the company's internal operations have or are expected to have

1-Low low/no disruption for the next 2-3 months.
2-Medium materially impaired functionality over the next 2-3 months.
3 - High
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High impact: The company has not been able to or is unlikely to be able to operate majority of its core
operations during the next 2-3 months.
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About Willis Towers Watson

Willis Towers Watson (NASDAQ: WLTW) is a leading global advisory, broking and

solutions company that helps clients around the world turn risk into a path for growth.

With roots dating to 1828, Willis Towers Watson has 45,000 employees serving more

than 140 countries and markets. We design and deliver solutions that manage risk,
optimize benefits, cultivate talent, and expand the power of capital to protect and
strengthen institutions and individuals. Our unique perspective allows us to see the critical
intersections between talent, assets and ideas — the dynamic formula that drives business
performance. Together, we unlock potential. Learn more at willistowerswatson.com.

Disclaimer

This document was prepared for general information purposes only and does not take into
consideration individual circumstances. The information contained herein should not be
considered a substitute for specific professional advice. In particular, its contents are not
intended by Towers Watson Investment Services, Inc., and its parent, affiliates, and their
respective directors, officers, and employees (“Willis Towers Watson”) to be construed

as the provision of investment, legal, accounting, tax or other professional advice or
recommendations of any kind, or to form the basis of any decision to do or to refrain from
doing anything. The information included in this presentation is not based on the particular
investment situation or requirements of any specific trust, plan, fiduciary, plan participant
or beneficiary, endowment, or any other fund; any examples or illustrations used in this
presentation are hypothetical. As such, this document should not be relied upon for
investment or other financial decisions and no such decisions should be taken on the basis
of its contents without seeking specific advice. Willis Towers Watson does not intend for
anything in this document to constitute “investment advice” within the meaning of 29 C.F.R.
§ 2510.3-21 to any employee benefit plan subject to the Employee Retirement Income
Security Act and/or section 4975 of the Internal Revenue Code.

This document is based on information available to Willis Towers Watson at the date of issue,
and takes no account of subsequent developments. In addition, past performance is not
indicative of future results. In producing this document Willis Towers Watson has relied upon
the accuracy and completeness of certain data and information obtained from third parties.
This document may not be reproduced or distributed to any other party, whether in whole or
in part, without Willis Towers Watson'’s prior written permission, except as may be required
by law.

Views expressed by other Willis Towers Watson consultants or affiliates may differ from the
information presented herein. Actual recommendations, investments or investment decisions
made by Willis Towers Watson, whether for its own account or on behalf of others, may differ
from those expressed herein.

m“ , n willistowerswatson.com/social-media

Copyright © 2020 Willis Towers Watson. All rights reserved.
WTW-HP-2020-0320

willistowerswatson.com Wi I I iSTOWG rs Watson I [ | I " I " I [ | I



