


At Links Capital Partners, we focus
exclusively on assisting our clients
sell, buy and finance businesses.

The investor has many questions that they must mitigate such as,
is Canada going to be hit be financial hardship that is impacting the
U.S., when is that other shoe going to drop? Is the growth
sustainable? The private equity investor must combat the macro-
economic environment along with expectations of the vendor.
Things may never line up for both. However, private equity
investors unlike strategic purchasers have a pool of capital which
they are earning a management fee on. This capital must be
invested on behalf of their Limited Partners within a finite period as
most private equity funds have a limited time horizon for
investment, after that they move onto another capital raise and
start another fund while managing their investments. Should the
private equity firm choose not to invest their capital, there is a
chance of losing the Limited Partners commitment to their fund,
hence their management fee goes away as well. More and more
private equity funds keep popping up adding to competition for
each deal.

Private Equity Funds — Market Makers

For the right company seeking private equity capital, competition
can exist from the private equity groups. What this means is there
is always a purchaser of businesses out there that must invest
capital into business or risk losing their livelihood and turn the
commitment of capital back to their Limited Partners. There are
good deals for sellers at a premium pricing getting done even in
this environment and U.S. firms have been taking a keen interest
in Canadian companies.

e According Private Equity Intelligence, 1,279 new funds
are out worldwide trying to raise a total of $698 billion
(U.S.) which is double the amount this time last year,

. Many of the private equity players in Canada raised
most of their capital in 2006 and were not raising capital
in 2007. Most were positioned to make investments with
new Funds

Since 2002, there has been an 82% increase in capital under
management by Canadian Buyout Funds and the U.S. Buyout
Funds have grown at 62% (McKinsey & Company)
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Interest Rates

There have been forecasts in Canada that there may be as much
as 150 basis point cut in interest rates throughout 2008. Assuming
this is step with the U.S., this may not have huge impact on the
high flying Canadian dollar, something the manufacturing sector in
Canada may be looking for. What these cuts are hoping to do is
further stimulate spending within Canada. Lower interest rates
may make cost of living more affordable and reduce the overall
cost of capital to businesses. Intuitively, lower interest rates mean
that multiples on businesses should increase as the cost of capital
reduces. The question remains will profits remain at the same
heightened level or will this all be a wash.

What Companies Wishing to Sell or Raise Capital Should Be
Prepared For

For the profitable companies with good management and systems
there is always going to be a buyer out there who is more than
likely to pay that premium price. However, the current environment
is requiring sellers and companies looking for financing to prepare
in a different manner than what they would have only a year ago.

Sellers are not taking for granted that the financing is a no brainer
and are asking for commitments before moving deep into the
process or asking for large non-refundable deposits

. Sellers and those looking for financing should be
prepared for a more detailed due diligence process from
capital providers and have all the appropriate
documentation together and accurate

. Lower expected leverage levels will be attained by those
trying to attract financing as bankers are becoming more
conservative requiring more of an equity investment
component

e  When raising capital have your sources of capital
aligned very early in the process. Keep your capital
providers up to speed with changes in the deal as soon
as you know and get further input from them as the
transaction develops

e  Well managed profitable companies will still receive a
premium valuation but current multiples are softer year
over year

. Deals are getting done is this environment but taking
longer, be patient and be prepared for many different
crossroads
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