Covid-19 and the world of
private equity

Optimism in an uncertain environment

Introduction
February 2021

We are delighted to present the findings from our global survey of
the institutional funding market, covering participants from the
private equity and private debt landscape.
This survey was conducted in December 2020 and follows on
our report released in June 2020, ‘Covid-19 and the world of
private equity’, which captured the sentiment from a pool of
investors at the start of the pandemic. The aim of the survey is to
understand the challenges and concerns funds are facing, gauge
their level of optimism for the future and to understand their
strategy for responding to the global crisis. We have compared
the views presented in the first edition to current views in order
to understand how this sentiment has changed as we navigate
through this testing period.
We look forward to hearing your thoughts on the findings. Should
you have any questions, please feel free to contact myself of any
member of the Mazars Financial Advisory team – additional contact
details can be found at the back of this report.

Stephane Pithois
Global Head of M&A
+33 (0)6 03 35 76 34
stephane.pithois@mazars.fr
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Survey respondents
Similar to the last survey carried out, the majority
of the participants were leveraged buyout and
growth capital funds, making up a combined 75%
of total respondents. Survey participants were
primarily based across Europe, with the remaining
respondents from Asia and the Americas.
Investors surveyed had a fund size of up to £500m.
The most common fund size was £51m-£200m,
with the second most common being £0m-£50m.
These two fund sizes account for around 70% of
respondents.
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The first signs of optimism

How impacted have the revenue forecasts of your portfolio companies been for the
next 12 months?
Further decline in revenues expected,
but lower than that experienced in the
prior year (2020)
The majority of respondents expect revenue from
their portfolio companies to fall over the next 12
months, which is consistent with the sentiment at
the start of the pandemic.
30% of respondents expect a fall in revenue of
11%-25%, compared to 50% in our first survey.
In addition, 40% of respondents noted that they
expect a decline in revenue of 0%-10%, compared to
17% in the first survey. This implies that the overall
sentiment has improved with more participants
expecting a lower decline than in the prior year.
However, the real question from this is whether this
means a lower drop in revenue is expected overall,
or whether the percentage decrease is simply
lower due to a decline in revenue having already
materialised in the prior year.
Unsurprisingly, the survey highlights that levels of
optimism are largely sector-dependent. For example,
a number of respondents commented that they
expect their travel and hospitality assets to
continue to be adversely impacted in the short to
medium term.
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“Our SAAS companies will see increases in
revenue, however other companies will bear
a reduction”
– respondent from a growth capital fund

Covid-19 and the world of private equity

Do you think Covid-19 will result in your fund pausing exit strategies from maturing
portfolio companies?
Fewer delays on exits expected as funds
look forward for the next 6-12 months
In May, 79% of respondents noted that exit timing
for their portfolio companies would be delayed.
This was unsurprising given that, at the time,
90% of funds were anticipating a fall in portfolio
company revenues.
In comparison, 51% of survey respondents now
expect to delay their exit strategies, indicating that
there has been some increased level of optimism
over the second half of 2020, potentially reflecting
some of the reduced restrictions towards the end
of 2020 and the anticipation of a vaccine rollout in
Q1 2021.

Optimism in an uncertain environment
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The first signs of optimism

Which of the following best describes the strategy of your fund for the next 12 months?
More focus on new opportunities, both
platforms and bolt-ons, with many
continuing as normal
There was a broad split of opinion regarding
investor focus in the first edition. At the time,
24% of respondents reported to be focusing on
managing downside as a priority, compared to 10%
at the end of the year. Similarly, 24% had reported
that there would be no change in their strategy,
compared to 29% currently. The significant shift
away from downside protection and portfolio
management further illustrates the growing positive
sentiment in the market.
This shift in sentiment may well be as a result of lack
of deployment in 2019/20, where a number of funds
will have expected to invest more but were held back
by challenging economic and political backdrops,
namely due to Covid-19 and Brexit.
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What level of deal flow and activity are you seeing in the current environment?
Deal flow seems to have improved, with
participants seeing an increase in the
number of transactions
Unsurprisingly, there was a significant decline in
M&A activity in March 2020, with the majority of
respondents seeing a reduced amount of deal flow
during the first lockdown.
Despite the uncertain environment, the majority of
investors continued to be open to new opportunities.
This approach may have supported the considerable
increase in deal flow since the last edition. 65% of
transactions in 2020 were completed during the
second half of the year, compared to 48% in 2019 (by
deal value). In addition, transaction values in Europe
increased by 5.6% in 2020 when compared to the
previous year.*
Looking at the current environment more broadly,
this could be driven by a number of factors, including
the availability of funds in the market, increased
appetite from vendors to de-risk their capital in light
of the impact of the pandemic, and other factors
specific to certain countries, such as the potential
capital tax changes in the UK that could come into
force over the next 12 months.
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*Source: Mergermarket Global & Regional M&A Report 2020
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Private equity are continuing
to look at new investments

Do you think Covid-19 will cause
your fund to cease looking at new
investments for a period of time?
An overriding response of ‘open for
business’
In the last survey, there was a strong consensus of
‘business as usual’, with 74% responding that they
were very much ‘open for business’ in the immediate
term and would continue to look for opportunities
to invest in new businesses and scale platforms with
bolt on acquisitions.
The general optimism demonstrated in the last
edition clearly translated into increased M&A activity
in the second half of 2020, with respondents
reporting a significant increase in deal flow, as
outlined earlier in this report.
91% of surveyed participants are currently looking
for opportunities in the immediate term, indicating
increased levels of confidence when compared to the
last survey.
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Have you come across distressed
or accelerated opportunities due to
Covid-19? If so, are these types of
opportunities of interest?
More distressed opportunities are arising
as the pandemic has continued and
government support has started to be
withdrawn
A prevailing change from earlier in 2020 is the
volume of distressed opportunities coming to
market, with 70% of respondents seeing these
types of mandates (whether of interest or not). It is
likely that this will increase further as government
support continues to reduce, with initiatives (such
as government backed loans) expected to end soon
in some countries.
It is interesting to note that 62% of respondents
would be interested in pursuing distressed
opportunities, especially given that the majority
of respondents are either leveraged buyout or
growth funds. This implies there may be some
change in investment thesis either from the fund
or their portfolio companies to deploy further
capital in 2021.
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The private equity community has become
accustomed to working in this ‘new normal’

Do you believe it will be possible to complete deals while working from home?
Deals are certainly possible, but the
execution is more challenging
In line with the responses from our initial survey,
89% of investors believe it is possible to complete
deals remotely. Some investors even commented
that adapting to managing a process remotely has
been relatively straightforward. The real challenge
has been seen on new transactions where meeting
and building a rapport with the management team
of a business is often an extremely important initial
phase. As we are now going through an extended
period of lockdown across Europe, it will be
interesting to see if this improves as we all adapt
to a longer period of remote working.
Generally, there is an inference that investors
have adapted well to the new normal, with 52% of
respondents believing it would be more challenging
to complete deals remotely compared to 74% in the
last survey.
Interestingly, there is some correlation between
investor sentiment on successfully completing deals
and the level of deal flow they are seeing. Those who
answered that it is “not possible” to complete deals
are typically seeing a materially lower deal flow, with
an average deal flow score of 5.86 (1 being low and
10 being high).
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Do you feel your government has responded well to the current situation?
There is a general consensus that
governments have responded well with
some still unsure of the link between this
and increased deal flow
In general, the majority (65%) of investors believe
that their government has responded well to the
pandemic (vs 51% previously). However, a significant
proportion (20%) consider it too early to tell (vs
31% in previously). The percentage of participants
stating they felt their government had not responded
well fell from 20% to 15%; again pointing to more
positivity as the pandemic has progressed.
Those who consider their government to have
responded well have a marginally more positive
outlook for the next 12 months, with an average
score of 6.42 (1 being low and 10 being high),
versus an average score of 5.89 for those who
consider their respective government to have not
responded well, which potentially indicates the lack
of correlation between increased deal flow and
government performance.
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Returning to business as usual

Do you anticipate we will have a V-shaped or U-shaped recovery post Covid-19?
Investors are increasingly expecting a
V-shaped recovery
Whilst the majority (63%) of respondents were still
anticipating a U-shaped recovery at the end of the
year, the proportion of respondents expecting a
V-shaped recovery has increased significantly from
10% to 27%. This increase in optimism is likely to
be as a result of the successful vaccine trials and
expected roll-out of the vaccines from Q1 2021, in
addition to the extension of government measures to
support businesses in the intervening period.
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Other potential recovery types noted by respondents
were L-shaped and W-shaped. However, the most
common “other” response was a K-shaped*
recovery. These comments are in line with those
received in the last survey, where respondents
suggested that there will be a divergence between
sectors, with some such as travel and hospitality
facing a deep recession, where more robust sectors
will see continued growth.
*A K-shaped recovery occurs when, following a recession, different
parts of the economy recover at different rates, times or magnitudes.

What is your outlook for the next 12 months?
Increased levels of optimism in comparison
to earlier in 2020
A key theme throughout this survey has been an
increased level of optimism amongst the private
equity community. The adjacent graph supports this
thesis, with only 4% of respondents reporting a level of
optimism of 3 or below, compared to 29% previously.
Similarly, 15% of respondents reported a level of
optimism in excess of 8, compared to just 5% in June.
There has been a clear increase in the general level
of optimism, with the majority of investors having a
‘cautiously positive’ outlook for the next 12 months.
This is demonstrated by 70% of respondents falling
within the 6-8 range, compared to 37% in June.
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These responses indicate that whilst there are signs
of some continued cautiousness within the private
equity market, the majority of investors still have a
positive outlook on the next 12 months.
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Concluding comments

The confirmation of optimism in an
uncertain environment
Although private equity investors continue to face a
challenging environment, this survey has confirmed
and reinforced a sense of optimism across the
private equity community. After the shock of the first
lockdown period, investors have again exhibited
their resilience and capability to adapt to the
uncertain environment.
Investors demonstrated that they were able to
quickly adapt to the change in working conditions
brought on by the pandemic. Whilst M&A activity
was impacted in the short term in early 2020, the
relatively smooth transition to remote working, in
addition to a generally more positive market outlook,
enabled deal flow to pick up considerably towards
the end of the year.
The position of the majority of investors surveyed
has not changed – private equity firms continue
to be actively seeking new opportunities in the
immediate term. A significant factor to this will likely
be a combination of availability of capital, as private
equity funds are behind their deployment timetables,
and a potentially more settled political environment.

We are here to help
As an international and fully integrated firm, Mazars
is here to help you and your firm throughout this
period of uncertainty. We have over 1,000 financial
advisory experts in over 40 countries who have vast
experience in advising private equity funds and their
portfolio companies throughout the deal lifecycle.
If we can help in any way during this crisis, please do
not hesitate to reach out to one of the contacts listed
on the next page.
We plan to follow up on this survey to monitor progress.
If you have any suggestions on topics or would like to
be involved in our future communications, we would
love to hear from you.
We are well equipped to carry out transactions while
working remotely throughout the pandemic period,
having advised on numerous private equity transactions
around the world since the start of the crisis.
For more information on these transactions, please
visit mazars.com/PEcreds.

The main challenge will be whether and how
quickly the global economy, supported by boosted
confidence from the roll-out of the vaccines, will be
able to recover to a pre-pandemic level of activity.
For businesses in particularly affected sectors,
the timing of any withdrawal of their respective
government’s support will be crucial to their survival.
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Mazars contacts

Africa
Anoop Ninan
anoop.ninan@mazars.co.za

Italy
Alessandro Motta
alessandro.motta@mazars.it

Australasia
Paul Collins
paul.collins@mazars.com.au

Japan
Takashi Handa
takashi.handa@mazars.jp

Balkan Region
Andrija Garofulić
andrija.garofulic@mazars.hr

Netherlands
Aron De Jong
aron.dejong@mazars.nl

Canada
Robert Paré
robert.pare@mazars.ca

Nordic Region
Fredrik Carlsson
fredrik.carlsson@mazars.se

CEE Region
Adam Zohry
a.zohry@mazars.pl

Russia
Luc Chambon
luc.chambon@mazars.ru

China
Tim Wei Yu
tim.yu@mazars.cn

South America
Michel Maluf
michel.maluf@mazars.com.br

France
Stéphane Pithois
stephane.pithois@mazars.fr

South East Asia
Pierre-Paul Jacquet
pierre-paul.jacquet@mazars.com.sg

Germany
Martina Goehr
martina.goehr@mazars.de

Spain
Agustín Fernández Miret
agustin.fernandez@mazars.es

Greece
Ilias Zafeiropoulos
Ilias.zafeiropoulos@mazars.gr

Switzerland
Marc Reinhardt
marc.reinhardt@mazars.ch

India
Bharat Dhawan
bharat.dhawan@Mazars.co.in

UK
Oliver Hoffman
oliver.hoffman@mazars.co.uk

Ireland
John Bowe
jbowe@mazars.ie

USA
Kenneth Progob
kenneth.pogrob@mazarsusa.com

Israel
Ivan Shapiro
ivan.shapiro@mazars.co.il

Global Financial Advisory
Fabrice Demarigny
fabrice.demarigny@mazars.fr
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Mazars is an internationally integrated partnership,
specialising in audit, accountancy, advisory, tax and
legal services*. Operating in over 90 countries and
territories around the world, we draw on the expertise
of more than 42,000 professionals – 26,000+ in
Mazars’ integrated partnership and 16,000+ via the
Mazars North America Alliance – to assist clients of all
sizes at every stage in their development.
*where permitted under applicable country laws
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