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See this blog on our website here.

Summary of Main Takeaways

Markets in 2022 experienced their worst performance since the financial crisis of 2008.
Initial public offerings experienced their worst year in decades in 2022, with 214
companies raising a combined $21.8 billion.

A bright spot in the M&A space has been the M&A market in the Americas, which
accounted for 48 percent of global deal value.

In addition, private equity dealmaking has accounted for a significant share of overall
M&A deal value and has been a primary factor in the increase in premiums in 2022.
Private equity has over $2 trillion on portfolio investments, and the result was a rise in
2022 deal premiums to 41 percent in 2022 from 35 percent in 2021.

2023 will be characterized by continued monetary tightening, albeit at a reduced pace.
Geopolitical risks will continue to concern companies and investors in 2023.

Global demand and supply will be affected by a multitude of factors, including positive
developments such as the reopening of the Chinese economy from its pandemic
lockdown; geopolitical risks with the war in Ukraine; tensions between China and
Taiwan; and North Korean provocations.

Traditional insurance companies have been experiencing a hard market since 2019.
Personal & Commercial lines and Life insurance prices have risen for six consecutive
quarters producing steady increases in premium revenue.

In our view, claims inflation appears to be a short-term negative but an intermediate and
longer-term tailwind for future premium growth and higher profitability.

A fertile field for acquisition growth and opportunities for ample profitability & capital
growth exists for traditional insurance companies in 2023

With equity and bond market volatility predicted to continue into 2023, trading and
capital market firms should continue to reap positive benefits.

Coming out of 2022, commercial banks possess sufficient high-quality liquid assets,
capital, and credit reserves to be well-positioned to withstand any economic slowdown
that may occur in 2023.
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e Investors will protect their assets by investing in defensive and value stocks.

e Until economic turbulence subsides, investors will look to safe stocks that are stable
and cash flow positive. This trend is already noticeable as value stocks outperform
growth stocks by margins last seen during the Financial Crisis.

e The state of the market and the broader economy, as we begin 2023, are such that
investors are likely to look to value and defensive stocks and privately held,
founder-owned businesses to earn a return.

Big Picture

The general economic outlook for 2023 is awash in uncertainty as expectations regarding
continued monetary tightening and fiscal deadlock in the United States. Investor confidence in
a potential uptick in demand was buoyed by the Chinese Government’s decision to ease its
COVID-related restrictions.

Markets in 2022 experienced their worst performance since the financial crisis of 2008. Global
stocks, including those in the United States, experienced a 20 percent decline, including a 15.9
percent decline by the S&P 500 and a 13.8 percent decline by the S&P 500 Financials Index
over the trailing 12 months. However, there have been reasons for optimism about the market
moving forward.

U.S. third-quarter GDP was revised upwards to 3.2 percent from 2.9 percent. In its final
meeting of 2022, the Federal Reserve Board raised rates by 50 basis points, the smallest
increase of the year. The Fed'’s decision was predicated on news that the November
Consumer Price Index showed annualized inflation at a post-COVID low of 7.1 percent from a
high of 9.1 percent in June. As of January 3, inflation stood at 6.78 percent.

The state of the market and broader economy are such that investors are likely to look
to value and defensive stocks and privately held, founder-owned businesses to earn a
return. Until economic turbulence subsides, investors will look to safe stocks that are stable
and cash flow positive. This trend is already noticeable as value stocks outperform growth
stocks by margins last seen during the Financial Crisis.

As for Evolve’s clients, broader financial services will benefit from the push to invest in value
stocks. Traditional insurance and banks, long seen as value stocks, are well-positioned
to navigate any continued economic turbulence due to strong capital positions and
above-average liquidity. Second, banks profit from rising interest rates due to their ability to
raise rates in their lending businesses. In addition, loan loss reserves are expected to be
modest and manageable. Finally, banks may be beneficiaries of a turbulent market as such
conditions are likely to protect against competition from upstart competitors in fintech.

On the regulatory front, financial services firms must take note of a bevy of issues:
e The U.S. Supreme Court will review the constitutionality of the funding structure of the
Consumer Financial Protection Bureau (CFPB), one of the most active regulators of the
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broader financial services sector during the current Administration. The CFPB has
promised to increase its oversight of banks that do not comply with the regulatory
regime.

e The financial services sector will need to invest more in social priorities such as
environmental, social, and governance (ESG) assets, beyond-banking offerings, and
advanced analytics. ESG investing is being aggressively promoted by the U.S. Federal
Government and international organizations.

Macroeconomic Trends Impact on Insurance, Capital Markets, and Lending

Insurance

e Traditional insurance companies have been experiencing a hard market since 2019.
Personal & Commercial lines and Life insurance prices have risen for six consecutive
guarters producing steady increases in premium revenue.

e Climate-related high-catastrophe losses have continued to impact the industry and
claims experience.

e The insurance vertical is also not immune from the pressures of inflation.

e Inflation and catastrophe losses from wildfires and storms are pressuring margins
causing companies to seek pricing increase offsets due to rising claim costs due to
materially higher repair & replacement costs.

e Claims inflation will eventually directly impact margins, pressuring further pricing
increases until premium rate increases take effect.

e In our view, claims inflation appears to be a short-term negative but an
intermediate and longer-term tailwind for future premium growth and higher
profitability.

e Technological advances, a changing distribution landscape, and an evolving
underwriting skills gap are other issues that Insurers are facing as we begin 2023.

e Developments in software, hardware, underwriting & claims insurtech capabilities have
become increasingly important and cost-effective.

e Consolidation among brokerages and agencies has made it increasingly important for
insurers of all kinds to maintain strong broker relationships.

¢ In combination with the evolving nature of work, competition from private equity-backed
firms, MGAs, and new insurtechs have resulted in a rush for experienced underwriting
personnel. A talent & skills gap and a scarcity of experienced underwriters have
resulted.

e Traditional insurers will likely respond by pursuing every prudent means to acquire
talent and technology to fortify their platforms.

e Inlight of the aforementioned, we believe that 2023 provides a fertile field for
acquisition growth and opportunities for ample profitability & capital growth.
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Recent Insurance Precedent Transaction Activity

Announce Date Target Buyer Comments / Transaction Rationale

= Deal size: $2.6 billion. EV/Revenue: 8.4x.
* 1/09/2023 ,‘ Duck Erack V v 1. S [ {A = The acquisition will complement Vista’s existing investments in enterprise software, including Citrix
' T and Avalara. Vista also has history in the insurance software space, having acquired Applied
Systems, Eagleview, and Vertafore.

= Deal size: $171.8 million. EV: $316 million. EV/Revenue: 2.1x. EV/EBITDA: 14.0x.

= The acquisition will position Trean to continue its focus on strong partnerships, underwriting
discipline, and exceptional claims management to drive growth over the long term.

& 12/16/2022 U TREAN ALTARIS

= Deal size: $11.6 billion. EV/Revenue: 1.0x. EV/EBITDA: 12.3x.
10/19/2022 Alleghany HBl'f“"'s""“E = The acquisition will further expand Berkshire's insurance operations. Buffett's Omaha, Nebraska-
ATHAWAY wic. based conglomerate owns Geico, Gen Re and a number of other insurance companies.

= Deal size: $192.5 million.

9/29/2022 s e e e S ) o _
MAT Insurance Agercy I Artr), Collogher o © = The acquisition will help Arthur J. Gallagher to expand its footprint in the New York region.

= Deal size: $400 million.

—_— 1
8/08/2022 'II’ODSVSI’SS ‘ MSIG = The acquisition will allow Transverse to accelerate its competitive advantage by securing greater
access to product lines and new distribution opportunities.

* indicates a take-private transaction by a financial sponsor.

Capital Markets

Trading and Capital Markets Firms

e The post-pandemic macroeconomic environment, characterized by weak equity and
bond markets in 2022, government regulation & oversight, and increasing inflation, has
forced asset managers to rethink their risk pricing and asset retention strategies.

e In 2023, size and AUM will matter for asset management companies of all stripes.

e Slowing globalization of trade, rising interest rates, and reduced fiscal stimulus have
changed the calculus of asset managers.

e Long-Short hedge funds and trading firms, on the other hand, have experienced strong
trading profits over the past two years due to increased market volatility.

e With volatility predicted to continue into 2023, trading firms should continue to
reap the benefits.
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Recent Capital Markets Precedent Transaction Activity

Announce Date Target Buyer Comments / Transaction Rationale

= Deal size: $350 million.

11/08/2022 daspen Tue CarwvicGrour w - The acquisition will expand Aspen in aiming to acquire renewable energy projects across the United

States.
= Deal size: $130 million.

10/20/2022 Q ALPHASIMPLEX %VIRTUS = The acquisition will bring alternative investment capabilities that complement Virtus Investment

Partners' broad offerings of traditional as well as other liquid alternative strategies.
WY Western P 1 O = Deal size: $220 million. EV/EBITDA: 17.6x.
10/13/2022 \]A/ 11 Technology I o N ! i
HOLDINGS = The acquisition will distinguish P10's differentiated investment solutions, especially in venture debt.

= Deal size: $3.4 billion.

0/06/2022 BankDirect TRUISTRH * The transaction will add over $3 billion in loans to Truist Insurance Holdings' premium finance

business while broadening its business into the life insurance area. The premium paid was $266
million for the $3 billion loan portfolio.

810212022 COWEN E Bank - Dealsize: $1.3billon. EV/Revenue: 0.8x. EV/EBITDA: 5.7x.

= The acquisition will expand TD’s Investment Banking capabilities in the U.S.

Lending

Banks

Commercial and community banks will continue to benefit from rising interest rates in
the short term and uncertainty in the long term.

Banks with customer bases weighted towards clients susceptible to macroeconomic
slowdowns (capital-intensive businesses) will face uncertain long-term profitability.
Corporate banking and mortgage lending earned returns on equity of approximately
seven percent in 2022, while banks serving less capital-heavy businesses, including
everyday banking, payments, and wealth management reported returns greater than 20
percent.

Technology firms are increasingly looking towards financial services, payments, and
credit services as their core businesses continue to be negatively impacted by
macroeconomic conditions.

Fortunately, banks continue to maintain sufficient high-quality liquid assets,
capital, and credit reserves and are well-positioned to withstand an economic
slowdown in 2023. Even more fortunate, they are structured to rebound quickly.

Nonbank Financial Institutions

Nonbank financial institutions continue to lever their balance sheets, reaching an
accumulated record high of $2 trillion in 2022.

The most active actors in the credit markets are private equity firms, business
development companies, and credit funds.

A lack of public disclosure requirements for nonbank financial institutions’ alternative
funding vehicles presents a volatility risk to the broader financial services sector in
addition to nonbank financial institutions themselves.
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e Sustainable finance continued to grow in 2022 and represents a sizable share of
business for the financial services sector.

e Opportunities exist within corporate and investment banking as mega-corporations, and
carbon-intensive businesses access the M&A market to restructure their business
models to meet new carbon emission mandates.

e Within asset management, institutional investors continue to focus on environmental,
social, and governance investments, mostly in the form of climate financing as social
and regulatory pressure rachet to address the climate change crisis.

Recent Lending Precedent Transaction Activity

Announce Date Target Buyer

Comments / Transaction Rationale

= Deal size: $2.6 billion.
s"t o New York
12/1/2022 F!ag ar ‘?\.’ Community Bark
— Bank B embe #DIC

The acquisition will make New York Community Bancorp one of the biggest regional banking
franchises in the US based on total assets, with an expansive retail network and several national
lines of business.

11/21/2022 14 s Caprras Groue Inc, @

SMITH FINANCIAL

= Deal size: $1.7 billion.
= The acquisition will enhance Smith Financial Corporation through Home Capital’s strong

partnerships with mortgage brokers and great customer relationships.

= Deal size: $67 million. Price/Book of 0.3x.
PARK CITIES =
¥ 11/16/2022 B PARKSGITES

The acquisition will allow Elevate to continue to serve credit-constrained Americans. Park Cities has
a long relationship with Elevate and currently provides corporate debt as well as financing for the
Today Card product.

L .
.
sonsonee H\/B X Gitizens

e beer cxpenience BANK

Deal size: $67.4 million. Price/Book of 1.5x.

The acquisition will help to enhance and expand Citizens Financial Services presence in
communities located in Pennsylvania, Delaware, and New Jersey.

Washington
r B Federal.
9/13/2022 Luther Burtank : ra

Corporation d here.

= Deal size: $654 million. EV/ Revenue: 3.5x.
= The acquisition helps Washington Federal to expand its franchise into California.

* indicates a take-private transaction by a financial sponsor.

Overview of the Macro Environment

Capital Markets

Initial public offerings experienced their worst year in decades in 2022, with 214 companies
raising a combined $21.8 billion. Market volatility, poor returns, inflation, geopolitical risks, and
the ongoing effects of the pandemic are the most prominent factors contributing to the IPO

market’s poor performance in 2022.

Follow-on offerings by companies faced similar yet less intense headwinds raising $48 billion
in 2022. The $48 billion in follow-on offerings represents the lowest amount of capital raised

since 1995.



Broker-dealers have experienced strong trading profits over the past two years due in large
part to heightened market volatility. However, on the transaction front, global M&A activity
slowed in 2022 from its peak in 2021.

A bright spot in the M&A space has been the M&A market in the Americas, which accounted
for 48 percent of global deal value. In addition, private equity dealmaking has accounted for a
significant share of overall M&A deal value and has been a primary factor in the increase in
premiums in 2022. PE has spent greater than $2 trillion on portfolio investments, and the result
has been a rise in 2022 deal premiums to 41 percent in 2022 from 35 percent in 2021.
Strategic companies’ boards are focused on diversifying their supply chains and investing in
economically and politically stable markets such as the United States.

Geopolitical Risks

Geopolitical risks will continue to be a concern for companies and investors in 2023.
The Russian-Ukrainian conflict shows no signs of ending.

Tensions between China and Taiwan have the potential to rachet up at any time.

The uncertainty surrounding China and Taiwan is of significant concern due to China’s
status as the world’s second-largest economy and Taiwan’s status as the largest
manufacturer of semiconductors in the world.

e North Korea continues to make hostile statements and provocations.

GDP

e The U.S. Federal Reserve Board released its consensus 2023 GDP growth forecast of
0.5 percent, indicating their belief in continued economic headwinds. It's important to
note that these projections were released before China’s surprise relaxation of its
restrictive COVID policies.

Inflation

e December's Consumer Price Index report showed improving inflation, with inflation
dropping from a post-pandemic high of 9.1 percent in June 2022 to 6.5 percent.

e The Federal Reserve expects inflation in 2023 will continue to correct course but remain
above its targeted two percent threshold with an annual increase in prices of 5.1
percent.

e Notable declines in prices were seen in the energy, used vehicles, durable goods,
wages, and apartment rentals market verticals.

e The housing market, and apartment rentals, in particular, are cooling off as concerns
about a potential recession and reduced occupancy are pressuring already inflated
rental prices.



- 5 i ; " =
3 ,(851'1! h . N P T i

e While most of the inflation news is positive, one area of concern is inflation from wage
growth. Wage growth in the service sector continues on an upward trajectory due to a
lack of demand for jobs from workers.

Interest Rates

e Inits last policy meeting of the calendar year 2022, the U.S. Federal Reserve reduced
the pace of its rate increases to 50 basis points from the 75-point increases in the
previous three meetings.

e By slowing the rate at which it is raising interest rates, the U.S. Fed is demonstrating
confidence that inflation is beginning the process of normalization.

e The Federal Reserve is unlikely to make a dovish turn on interest rates. Fed. Chair
Jerome Powell had expressed on several occasions that he remains mindful of the
mistakes of the 1970s and 1980s when central banks reversed course on rate hikes too
soon, leading to prolonged inflation.

Concluding Remarks

While the outlook for the general economy remains unclear, financial services are primed to
benefit from the economic headwinds. Further tightening of monetary policy and anticipated
fiscal gridlock in the United States due to the Republican takeover of the U.S. House of
Representatives will push investors to increase their stakes in value and defensive stocks with
reliably positive cash flows. Financial services companies with a history of positive cash flows
on a macro level stand to benefit from this trend.

Financial services, including insurance companies and banks, are positioned to weather any
turbulence, given strong capital reserves and liquidity.

Additional growth in financial services will come from increased cooperation and potential joint
ventures with technology companies seeking to limit losses with investments in more stable
industries.

The state of the market and broader economy are such that investors are likely to look
to value and defensive stocks and privately held, founder-owned businesses to earn a
return.
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