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Union Square Advisors is a leading technology-focused
investment bank that supports clients in pursuing and
executing their most important strategic transactions.

Our team includes former heads
of the world's largest technology
investment banking practices, plus
senior professionals with deep
experience providing superior
advice 1o boards of directors and
management teams in multiple
arenas. We specialize in strategic
relationships and corporate devel-
opment, mergers & acquisitions,
buyouts, restructurings, special
situations, public and private
capital raises, capital structure
optimization, liability management

and other capital markets transac-
tions. With extremely deep sector
knowledge and strong relationships
throughout the tech ecosystem, our
business centers on advising the
leading companies and pools of
capital across the enterprise tech-
nology universe.

Since its founding in 2007, Union
Square Advisors has advised

on 125 transactions, with total
transaction value in excess of
$105 billion.



Since its founding in 2007, Union Square Advisors has
advised on 125 transactions, with total transaction
value in excess of $105 billion.

Technology Coverage

Within the technology sector, we focus on companies and transactions
in the Software, IT Infrastructure and Internet & Digital Media markets,
including those driven by such trends as:

= Enterprise Digital Transformation

= Big Data and Advanced Analytics, powered by Al/ML

= The Morphing Security and Identity Landscape

» Next-Generation FinTech, Payments, Procurement and Risk Management

= NPM/APM, Infrastructure Visibility and ITOA

= [T-as-a-Service Across Layers 4 - 7

= Converged and Edge-Based Solutions for Faster and More Secure Computing
= AdTech Meets MarTech

= Evolving Consumer Needs and Customer Experience Management Responses
* Changing Human Capital Management Requirements

= Mobile-First Applications

= Veriical Marketplace Models
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A Time of Transition

Orson Welles, the legendary Hollywood director, once said: “If you want to tell a
story with a happy ending, it depends on where you end the story.” It's such a
provocative statement, and one that perfectly sums up the tech M&A and financing
experience in 2020.

The year started well with strong transaction volumes, but then it cratered in the
spring as the full impact of the pandemic took hold. Had the story of 2020 stopped
there it would have been a tragedy, compounded by an ongoing slew of economic
and social disruptions. Wisely, most tech companies and their capital providers
took swift action to prepare for the worst: finances were restructured, strategies
revisited, and contingency plans implemented.

The rapid response and clearsightedness paid off. Soon after, it became clear
that tech companies not only could withstand the massive economic and social
disruption caused by the pandemic, but that they were critical to their customers’
being able to do so as well. Even the most skeptical investor could appreciate the
resilience and adaptability of the technology sector, which helps explain why
valuations returned to record highs following a brief (albeit precipitous) drop in
March and April.

We recognize that other parts of the economy have not been as fortunate, with
many industries facing a much longer road to recovery. It's a further reminder that
the world’s evolution to what McKinsey & Co. is calling “the next normal” won't be
a return to business as usual. New realities - like remote working, smaller office
footprints, and reduced business travel - are here to stay. But there is a silver
lining for the providers of critical enabling technologies, such as video streaming &
optimization, human capital management and collaboration, virtual reality,
enhanced e-commerce and payments, industrial Al, healthcare management, and
biometrics.

Technology will provide the tools that guide us through this time of transition -
which s far from over.



Despite the shifting sands in Washington D_.C., we anticipate strong bipartisan
support for economic recovery, so we can expect stable interest rates and new
rounds of stimulus. These factors will only brighten the outlook for technology deal
making in 2021.

By mid-2021, COVID-19 vaccines should be widely available. After breathing a sigh
of relief, the newly inoculated will transition back to more active lifestyles that have
been on hold for so long. They will seek to satisfy their pent-up appetites for travel,
entertainment, shopping, and spending in general. And in so doing, they may well
fuel an economic resurgence not seen since the end of World War I1.

Again, the technology sector stands to gain meaningfully from the forces that will
rebuild the global economy. However, while the future looks bright, it's not likely to
be all smooth sailing. One significant byproduct from the pandemic is that tech
companies will face greater scrutiny of their management teams and capital
structures, which are essential for driving and optimizing growth. Due diligence
procedures will likely continue to take longer and have more detailed evaluation
criteria, extending the time to complete transactions. And, lest we forget, the
largest tech buyers are under significant governmental and regulatory scrutiny in
the U.S. and abroad, creating the potential for them to evaluate curtailing their
acquisition activities.

For all these reasons, it has never been more important for technology companies
to understand and utilize the breadth of capital and strategic tools available to
them. Our Capital Markets team assists companies and capital providers in evalu-
ating and structuring the best available financing solutions across the entire
capital spectrum - from traditional equity and debt offerings to more complex and
structured alternatives, including the growing use of SPACs as vehicles for compa-
nies to go public. And our M&A Execution team continues to work with leading
public & private companies and their capital providers to achieve optimal
outcomes on the most important buyside and sellside transactions.

In closing, we would like to once again thank you for the trust you have continued
to place in our team during a particularly challenging time, and amid the shifting
demands and expectations of the markets. Our objective remains to be the strate-
gic advisor of choice to the technology sector, delivering conflict-free advice of the
highest quality and integrity. Despite the bumps and bruises we've all felt over the
last 12 months, we are looking forward to a very active and positive 2021 - and
with an even greater sense of purpose and enthusiasm.

With Warmest Regards,
Ay A
z ZE S
ﬁw @ T F:::?ﬁt:;,;_ f*{‘i‘é._?
Carter McClelland Ted Smith

Co-Founder and Chairman Co-Founder and President
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The Comeback that Will Continue

You know you're living through unprece-
dented times when, in a single year,
there is nearrecord activity in M&A,
private financings and IPOs happening
alongside a global pandemic, record
unemployment, and an ongoing US/Chi-
na trade war, not to mention a string of
other social and economic tensions.

How can such an incongruity be
explained? In a word, it boils down
to resilience.

When the coronavirus began spreading
rapidly, the nation came to a standstill.
But almost as soon as government-
mandated shutdowns began, it became
clear that tech companies would not
just survive the fallout of COVID-19, but
could also thrive in a world gripped by
an ongoing pandemic. Deal momentum
returned at the beginning of Q3, and
the pace of transactions accelerated
throughout the second half of 2020.

As we start 2021, this trend is poised
to continue.

2020's Second-Half Surge

Tech M&A dollar volume for 2020 was
$555B, growing 29% year-over-year.
The second half of 2020 accounted for
79% of the year's volume. There was
particularly strong activity in deals
greater than $5B, which amounted to
29 deals totaling $350B vs 17 deals
over the same period last year, which
totaled $218B. Cloud tech, Al/ML and
data analytics, remote working/digital
transformation, security, collabora-
tion/communications, customer
engagement, and e-commerce were
areas of focus.

The largest deals in 2020 included:

S&P Global/IHS Markit ($44B), Next/Al-
tice Europe ($43B), Nvidia/Arm ($35.5B),
AMD/Xilinx ($35.3B), Salesforce/Slack
($27.7B), Analog Devices,/Maxim
Integrated Products ($21.8B), Teladoc
Health/Livongo Health ($18.5B), Morgan
Stanley/E*TRADE ($13.7B), and Inter-
continental Exchange/Ellie Mae ($11B).

Private equity also enjoyed strong activity
in 2020, accounting for 14% of Tech
M&A dollar activity. The largest deals
included: Koch/Infor ($11B), Thoma
Bravo/RealPage ($10.2B), Warburg,

GA & Ocean Link Partners,/58.com
($8.7B), Platinum Equity/Ingram Micro
($7.2B), Veritas Capital/DXC state &
local health and human services assets
($5B), Insight/Veeam ($5B), Black-
stone/Ancestry.com ($4.7B), and
CD&R/Epicor ($4.7B).

Strong Recovery in Private
Placements, IPOS, and SPACs

Private placement deal activity came
back strong in the second half, account-
Ing for 65% of the year's volume with
$111B in total. That’s an increase of 43%
year-over-year. The largest deals includ-
ed: Rivian ($2.5B), Yuanfidao ($2.2B),
WM Motor ($1.5B), Flipkart ($1.2B).

2020 was also a strong year for initial
public offerings. There were 71 tech IPOs
totaling $58B compared to 49 in 2019
totaling $29.3B, with the second half of
2020 accounting for 82% of the year's
total volume. The most notable IPOs of
the year included: Airbnb (raised $3.5B,
1-day performance of +113%), Doordash
(raised $3.4B, +87.5%), Snowflake
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The Comeback that Will Continue

($3.4B, +112%), Lufax Holding ($2.4B,
+2.2%). KE Holdings ($2.1B, +65%),
Rocket Companies ($1.8B, +20%), Dun
& Bradstreet ($1.7B, +15%), Unity
Software ($1.3B, +31%), GoodRX ($1.1B,
53%), Array Technologies ($1B, +66%),
and ContextLogic ($1.1B-17%).

Palantir ($20B valuation) and Asana
($4B valuation) both did direct listings on
the same day in September and traded
up +34% and +37%, respectively.

Lastly, 2020 was the year of resurgence
for special purpose acquisition compa-
nies, or SPACs. Fueled by hedge funds,
financial sponsors and family offices all
participating in these vehicles, there
were 283 SPACs, which raised $88B in
IPO issuances. Of these, 83 technolo-
gy-focused SPACS raised a total of $34B.
In addition to capital raising, SPACs also
found private companies with which to
merge, including: Foley Trasimene
Acquisition Gorp ll/Paysafe ($9B), Hedo-
sophia/Opendoor ($6.3B), ClIG Merger
Corp./Arrival ($5.7B), Social Capital
Flying Eagle/Skillz ($3.5B), Gores
Metropoulos/Luminar ($3.4B), Conyers
Park Il/Advantage Solutions ($3.3B),
and CC Neuberger Principal Holdings
|/E20pen ($2.6B).

What Will 2021 Look Like?

With the financial markets remaining
robust, we believe we will continue to
see strong activity in 2021. Barring some
significant geopolitical or macroeconomic
setback, the global rollout of COVID-19
vaccines coupled with additional
economic stimulus and infrastructure
spending could set the stage for econom-
ic recovery — as well as accelerate M&A
and financing activity, particularly in tech.

With the Senate (very narrowly) flipping
to Democratic control following the
Georgia runoff elections, President
Biden now has a clearer runway to
address his ambitions regarding addi-
tional stimulus, tax reform, foreign
affairs and climate change — and we've
already seen activity on those fronts with
the initial flurry of Executive Orders that
were issued immediately following his
inauguration. Those new policies may
shape some market behaviors, but the
fact that global COVID-19 vaccine distri-
bution is imminent, corporate and
private capital cash balances remain
high, interest rates continue to hover at
historical lows and equity markets are at
alltime highs, the M&A and financing
engines are likely to keep churning well
into 2021

However, while deal activity is anticipat-
ed to remain elevated, heavily negotiated
deal terms, creative value bridging
mechanics (e_g., earn-outs, seller financ-
Ing), enhanced representations and
warranties, business covenants and
indemnification protections also will be
sought. Deal certainty will continue to be
paramount, with tighter requirements for
buyers to secure financing and protec-
tions for sellers in case of a failure to
secure H3R or CFIUS approvals. We also
anticipate more corporate carve-outs as
companies shed non-core assets and
continue to optimize their operations for
the post-pandemic world.

Data sources for volume for M&A, private placements, [PO and SPAC activities: 451 Research, Factset,

Pitchbook and MergerMarket.
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The Digital Transformation Wave Continues to Disrupt

Andrew Atherton
Managing Director, Software

Digital transformation has been a force
in business for decades, replacing
legacy systems with more efficient
online processes. The concept is so
familiar that the process of digital
transformation now includes replacing
or enhancing “old” digital technologies
with the latest innovations.

The benefits of digital transformation
more than justify the costs, so you
would imagine that every part of the
enterprise would be eager for a make-
over. After all, if they do not innovate
and disrupt themselves, then some
hungry digital upstart will gladly do it for
them and seize some, If not all, of their
market position in the process.

OneTrust, Jaggaer, ISN, ProcessUnity,
and other private players have all
benefited from this renewed interest

in digitizing middle and back office
processes. Both M&A and investment
activity has been robust and will remain
so for the foreseeable future as market
leaders seek to create new systems of
record within the enterprise and
fast-moving startups move to replace
legacy incumbents.

Digital Transformation Accelerates
Edge Computing

The scope of digital transformation,
along with the growth of the Internet of
Things, and advent of bG wireless, is
also driving rapid growth in the creation,

The transformation of the middle and back office has
been supercharged by the pandemic.

Rise of the Middle and Back Office
Even so, there are holdouts. Traditionally
sleepy middle and back office functions
have been slow to embrace digital
transformation, but that all changed
with the pandemic.

Areas such as accounting, payments,
source-to-pay, and risk management are
now red hot segments within broader
enterprise software as evidenced by
valuation multiples of publicly traded
entities and acquisitions.

Companies such as DocuSign, Blackline,
Coupa, Avalara, and Bill.com in the
public markets and Clearwater Analytics,

collection and analysis of many types of
data. This explosion in data creation and
the consumerization of technology has
pushed data processing out from the
core of the data center to “the edge” of
the network.

Edge computing is the hot new paradigm
in technology. In layman’s terms, it can
be thought of as the way to move data
processing functionality closest to end
users. The upshot: greater efficiency.

Interestingly, though, “edge computing”
does not have a standard definition. It
means many things to many different
players in the technology ecosystem.
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The Digital Transformation Wave Continues to Disrupt

That opens the door to a wide range of
participants eager to introduce new
products and services while expanding
their addressable markets.

The growth of edge computing is not
without risk, however. As with any new
frontier in the technology ecosystem,
the possibility of security risks is part of
the landscape. That's especially true as
computing becomes more distributed.
A wide array of smart devices “at the
edge” must be secured to protect the
data they are now processing and the
privacy of end users.

Importantly, investments and acquisi-
tions highlight the massive opportunity

In edge computing. For example:
Permira’s acquisition of a majority

stake in Lytx, a leading provider of

video telematics for fleets; Omnitracs’
acquisition of video telematics provider
SmartDrive; and, edge cloud platform
Fastly's acquisition of web application
and API security platform Signal Sciences.
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Accelerating Adoption of Intelligent Engagement

Will Andereck
Director, Software

Everyone likes the personal touch. The
attention to detail. The anticipating and
fulfilling of needs, large and small.
Simply being remembered. That's what
great experiences are made of. And in
the enterprise software arena, they all
have one thing in common: Data.

Data is the key ingredient that enables
powerful, actionable insights and
personalization at scale. But developing
effective customer engagement strate-
gies requires much more than data
gathering and maintenance. It requires
a complex orchestration that harmoniz-
es marketing, sales, service, and
contact center activities. It requires
the platformization of the entire
customer experience.

Large sales and marketing cloud
providers — Salesforce, Adobe, SAP,
Oracle and others - have been building
out their CX platforms with next-genera-
tion Al to maintain structured and
unstructured data sets in real-time.
This makes it possible for enterprises to
unify once siloed data with front-office
applications to create a holistic view of
the customer journey.

Armed with greater awareness of their
customers’ behaviors, preferences, and
needs, companies can respond swiftly
and effectively. Marketing teams can
serve up content tailored to individual
tastes. Sales teams can quickly deter-
mine the right pricing strategy. Service
teams can review a customer’'s past
behaviors in order to devise the most
effective response plan. The result is a
more efficient and satisfying relation-
ship for the customer and a more
profitable relationship for the company.

Customer data platforms are viewed by
many as essential for omni-channel
engagement with modern customers
who now move effortlessly through the
digital landscape. And while the large
sales and marketing clouds have an
advantage with their platform approach,
they recognize the need for best-of-
breed capabilities and data strategies.
This has driven an acceleration of
strategic investments and M&A in the
space - from Twilio’s acquisition of
Segment, a leading customer data
platform, to SAP's acquisition of
Emarsys, an omni-channel engagement
platform that marries a data platform
with orchestration and automation to
enable personalized interactions.
Private equity is also joining the fray -
with Vista Equity acquiring Gainsight, a
leader in Customer Success, among
other transactions.

Agile Digital Collaboration

Seamless experiences are highly valued
in the workplace too. Even before the
pandemic, enterprises were becoming
more complex, relying on agile work
processes and a fluid network of
employees, freelancers, and consul-
tants working across cloud-based and
legacy systems. Now that working from
home is part of our regular routines, the
complexity has only increased.

Against this backdrop, the need for
intelligent digital systems that can
connect to a broad and complex range
of data sources in real-time is clear.
Organizations can unlock a host of
benefits by optimizing productivity

and collaboration.

10
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With the help of integrated systems,
teams are able to access content from
a single source of truth or system of
record and immediately share across
internal channels. Likewise, they can
better organize, update, and control
digital assets including images, video,
presentations, and documents. Intelli-
gent systems take the advantages to
the next level. Machine learning, com-
bined with userfriendly interfaces make
it easy for teams to customize data for
specific tasks, set dynamic permissions,
and generate insights on how content is
being used.

Obviously, the easier these tools are to
use, the more use they'll get, resulting
in greater impact for the enterprise. So
it follows that new digital collaboration
tools are being designed with low-code/
no-code interfaces, which means that
virtually any employee can tailor an
application to their needs without any
programming knowledge. The spread-
sheet-database hybnd, Airtable, is a
popular example of this new realm of
platform-driven enterprise software.

The market momentum for businesses
optimizing workflow and collaboration
Is also leading to consolidation and
strategic activity. Salesforce made a
splash with its acquisition of Slack,
which further cements Salesforce as
the central platform for digital work,
communication, and decision-making.
Adobe picked up workflow capabilities
that optimize collaboration between
creative cloud and experience cloud
users with its acquisition of Workfront.

Optimizing the Employee Journey
Intelligent engagement platforms are
improving not only how work gets done,
but also who does the work. This is a
radical shift from the past when HR
departments were focused on
implementing controls, standards, and

systems to drive alignment and execu-
tion. Now HR's priority is enabling speed,
innovation, and agility. To meet those
goals, they are turning to employee
engagement platforms that help them
attract, develop, and manage talent.

This kind of software can help recruiters
identify and communicate with preferred
candidates from the initial contact
through the onboarding process. Pow-
ered by Al, HR managers can select and
deploy staff for specific assignments
requiring specialized skills. Individual
and team performance can be assessed
in real time, allowing for immediate
course corrections as needed. And the
data collected from recruiting and
performance can be leveraged to
improve overall decision making across
the employee journey. A key component
for connecting with employees is com-
munications - and companies like
SocialChorus, acquired by Sumeru Equity
Partners this past year, are using Al to
optimize internal, operational and
strategic communications.

Additionally, human capital management
capabilities can strengthen administra-
tive, compliance, and cultural aspects of
an enterprise. Compensation programs
can be fine-tuned based on aggregate
workforce data. Specialized training
modules can be rolled out to designated
groups of employees, while broader
initiatives, such as diversity and inclu-
sion seminars, can be made available to
the entire workforce.

Demographic shifts and new work-from-
home routines will continue to alter how
enterprises interact with their customers
and employees. Intelligent software
capabilities that help improve how
businesses connect with these key
stakeholders will be critical to maintain-
Ing a competitive edge.

11
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AdTech: An Evolving Ecosystem

Todd Holman
Director, Internet & Digital Media

Online, nothing stays the same for

long. New developments - from chat
bots to payment methods, from cookies
to contextual targeting - continuously
reshape the landscape forcing
participants to adapt or suffer the
consequences.

Then came the pandemic. As society
adapted to a new set of circumstances,
so did the AdTech and e-commerce
ecosystems that we increasingly

rely upon.

From March through November, e-com-
merce activity saw an unprecedented
surge. As you'd expect, business-to-
consumer (B2C) transactions rose
significantly as people settled into

their work-from-home routines. Over the
same time frame, however, there were

Starting with consumers, the big take-
away is the acceleration of omni-channel
lifestyles. The pandemic made clear just
how fluid our days could be, wandering
between platforms, programs, and
devices. A day in the life might start with
a wake-up call from a voice-assistant.
From there, we might spend a few hours
at a desktop for work. Then it's time to
walk the dog, so we shift to our mobile
device to continue fielding calls while
simultaneously browsing online for
groceries and delivery options. Then it's
back to our voice assistant while making
dinner before capping off the evening
with a movie on our connected TV.

It's true that our digital lives have been
growing more complex and multi-faceted
for some time. Yet, the pandemic
revealed just how deep and wide our

The pandemic made clear just how fluid our days
could be, wandering between platforms, programs,

and devices.

substantial increases in business-
to-business commerce too. The
interactions were widespread, taking
advantage of online transaction
processing capabilities, inventory and
supply management systems, auto-
mated data collection and exchange
systems, digital marketing, automated
AP processing and so on.

These shifts in behavior are interesting
at different altitudes and will reverber-
ate through 2021

online consumption patterns run.
E-commerce is now omnipresent across
social media, streaming platforms, and
extending into new and innovative forms
of user-generated subscription-

based content.

For advertisers and agencies, that's
good news. Mever before has there
been such a target-rich environment.
But there's a hitch. Many online
platforms are discontinuing the use
of third-party cookies as a means of

12
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tracking customer behavior and
preferences, thus depriving advertisers
of a powerful tool for gathenng data
and insights.

In response, the industry is looking to
contextual targeting as a way to provide
more relevant advertising content — not
only in display, but also in native and
video formats. Cutting edge Al-tools are
helping shape this new approach. These
advanced capabilities are being trained
to determine both the sentiment and
nuance of written language. Likewise,
they are learning how to evaluate the
content and tone of video and images.
Armed with this knowledge, Al-fueled
contextual targeting can then dynami-

cally alter and update ad creative to fit
into the appropriate form, size, and
location within a web page, video, or
other browsing experience.

Another major pivot from 2020, which
will extend this year, is how the scope
of consumers’ lives has narrowed to
the local or even hyperlocal. The rapidly
evolving trend of buying-online to
pick-up-in-store is forcing advertisers

to narrow their focus to the unique and
ever-evolving trends at the city or even
neighborhood-level. This is forcing
advertisers to ensure they have the right
media partners and technology suites
that enable an extremely precise level
of targeting.

13
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Embracing Cloud-Native Architecture

Ubaid Dhiyan
Director, Software

In a year of tumultuous change brought
on by the pandemic, we saw the
acceleration of some key themes in
enterprise digital transformation.
Specifically, the mainstream adoption
of cloud-native architectures for applica-
tion development, deeper integration
of secunty and Al in DevOps, and

the shifting dynamics of the data
ecosystem that increasingly favor
cloud-native platforms.

Broad adoption of work-from-home
policies across the globe have resulted
in enterprises adopting and prioritizing
IT infrastructure projects that enhance
productivity — especially across distrib-
uted teams and operations. These
initiatives tend to focus on workforce
collaboration and business momen-
tum/agility under changing economic
conditions. At the same time, they are
geared toward maintaining data privacy
and confidentiality for employees,
customers and partners.

Cloud-Native Application
Development

A cloud-native approach, with contain-
ers as the foundational technology for
application development, offers greater
scalability, flexibility, and portability for
new and modernizing workloads. Signifi-
cantly, the cloud-native approach is no
longer limited to ephemeral or stateless
compute. Rather, it is increasingly being
used for stateful workloads with storage
and networking functions evolving to
support such applications. With
Kubernetes emerging as the de facto
orchestration platform, we have seen
increased M&A activity in the container
ecosystem, with Rancher’s trade to

SUSE, Portworx's sale to Pure Storage,
and Kasten's sale to Veam being the
most noteworthy.

Evolution of DevOps to DevSecAlOps
DevOps has now become synonymous
with agile software development, and
the focus is now shifting to incorporat-
Ing security earlier in the development
process. The next generation of develop-
ers equate secure software with higher
quality; therefore, they are enthusiasti-
cally adopting tools and frameworks
that make developing secure applica-
tions far less painful and much more
streamlined than just a few years ago.

As security gets more deeply integrated
into the “Dev” part of DevOps, we see
Al technologies becoming critical to
the smooth functioning of “"Ops.” The
capabilities of Al are essential to
managing what would otherwise be
overwhelming amounts of logged data.

Likewise, Al has the power to help
govern highly distributed workloads,
evaluate application performance, and
interpret sophisticated business
metrics. Companies like Snyk, which
has raised $450M ($350M of that in
2020), exemplify the “shift-left’ of
security in the development process.
IEM’s recent acquisition of application
performance monitoring platform
Instana, and ServiceNow’s acquisition
of workflow platform Element Al are
recent examples of enterprise technolo-
gy providers using acquisitions to fill
the Al gaps in their IT Operations
focused offerings.

14
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Shifting Dynamics of the

Data Ecosystem

Big Data has been one of the most
vaunted terms of technology evolution
since McKinsey's May 2011 report
popularizing the term and arguing it to
be the basis of new growth in productivi-
ty, innovation, and consumer value
creation. Reality has played out differ-
ently - some of the highest-flying
vendors, particularly in the Hadoop
ecosystem, have seen their prospects
dwindle (e.g. Cloudera/Hortonworks)
after their once buzzworthy technologies
crashed against the wall of heightened
enterprise expectations and an evolving
technology stack. The pandemic has
forced a further reckoning for the
weakest players in the broader ecosys-
tem, while allowing the emergence of
winners that were able to stand apart
from the crowd on the basis of superior

(typically cloud-native) technology,
enthusiastic customer adoption, and
market momentum.

The most notable of these was Snow-
flake, which debuted in the public
markets with the largest Software IPO
in history. Private market investors have
also been active, backing Confluent,
Redis Labs, Couchbase, Cockroach
Labs and SingleStore with large, late-
stage rounds at aggressive valuations.

We expect both M&A and funding
momentum for each of these technolo-
gies to accelerate in 2021 as investors
look to deploy historically large amounts
of capital and enterprise technology
providers seek growth and innovation
via acquisitions.

15
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Recurring Revenue Lending: Underwriting to Growth

Michael Meyer
Partner, Head of Capital Markets

Mark Yillanueva
Managing Director,
Capital Markets

While almost everyone in credit believes
2021 will continue to be a hot market
for debt (we certainly do), there is one
aspect of credit - recurring revenue
lending - that will almost certainly
stand apart. Explained simply, recurring
revenue financing is the process of
extending credit against a multiple of
revenue to software-driven businesses
having a subscription-based or some
other recurring revenue model. Why will
it be such a big deal? In a word:
COVID-19.

Prior to the pandemic, there were
devout believers in the software-as-a-
service (Saa3) business model. But
when numerous businesses ground to a
halt in March of 2020, many lenders
developed an even greater appreciation
for reliable, scalable, on-demand

profitability, and to high-cash burn vs.
free cash flow, was to go against their
DMA. Over the past couple of years,
however, many more credit funds, and
even banks, have surfaced or added
talent to underwrite to recurring reve-
nue. And not just for large scale and
established private equity portfolio
companies, but also to earlier-stage,
founder-owned companies with reve-
nues less than $30 million. Like never
before, these companies have alterna-
tives to the traditional use of dilutive
equity as they continue to seek financ-
ing to drive growth. Where once cash
was king, now growth, retention and unit
economics make a decent proxy.

In 2020 alone, we helped finance
multiple sub-$50 million revenue
software businesses, with numerous

Where once cash was king, now growth, retention and
unit economics make a decent proxy.

software models - not to mention the
predictable, subscription-based revenue
that comes with them.

At Union Square Advisors, we've had the
unique perch to transact in recurring
revenue financings with both large cap
and small-scale issuers. Just a few
years ago, there were only a modest
group of specialized funds that had the
appetite and ability to underwrite loans
to software companies - companies
that were scaling fast, unprofitable and
burning cash. To traditional credit funds,
the idea of underwriting to growth vs.

bidders able to provide debt on terms
that were unthinkable a year or two ago.
While we expect scaled, private equi-
ty-backed companies to continue to
have access to both the broadly syndi-
cated market and private debt markets
in 2021, we are optimistic about the
momentum and velocity of capital being
deployed by tech-focused funds into
companies at earlier stages of growth.

From our own coverage efforts at Union
Square Advisors, it is evident that
private equity continues to see the
allure of Saas platforms. PE leaders in
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the technology space highlight that the
attractiveness of investing in these
businesses is not price, but the market
for growth — making money through
operational excellence vs. applying
leverage is the play today. Monetheless,
the ability to lever-up on a recurring
revenue multiple - even in cases where
there is positive free cash flow - may
yield more available debt vs traditional
EBITDA metrics, and this approach
continues to be an attractive option for
private equity.

M&A has continued in earnest after a
brief lull last spring that saw massive
amounis of capital sitting on the side-
lines. Looking ahead, with the high
likelihood of a continued low interest
rate environment, we anticipate the
cadence of buyout activity to persist
throughout 2021. As capital markets
experts, with a firm focus on software
as well as other technology verticals,
Union Square Advisors is well-positioned
to help clients take advantage of this
market opportunity.
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Amid all the chaos for which 2020 will
be remembered, three constants
defined the tech M&A marketplace: a
steady flow of liquidity, high valuations,
and a zealous appetite for large deals.
That's how the year started and, thank-
fully, that's how it ended. But for a
moment in the spring, everyone was
holding their breath.

In March and April, as massive layofis
swept the country, the nation braced for
economic freefall. Companies in all
industries updated their worst-case
scenario plans and took swift actions to
blunt the impact of the pandemic.
Although the technology sector showed
remarkable strength and bounced back
fairly quickly, this response was not
enough for many other segments of the
economy. To this day, entire industries
continue to struggle and their road to
recovery will be long.

stayed strong, valuations remained
high, and deals keep getting bigger.

Nevertheless, it's fair to say that buyers
and sellers had a good scare early in
2020. Or put another way, 2020 served
up some “pandemic revelations” that
will influence M&A activity in 2021

and beyond.

Chief among these is the need to
reevaluate portfolio strategy. The
pandemic showed us how established,
well performing industries can be
sidelined. So portfolio managers need
to be thinking about ways to comple-
ment and enhance the value of existing
holdings. Take healthcare for example.
We now know, with brutal clarity, how
poorly equipped the nation is to deal
with an ongoing public health crisis. But
we can also see how emerging sectors
like healthcare IT hold great promise.

Enterprise software and other pandemic-resilient
businesses demonstrated remarkable resiliency.
Nevertheless, buyers and sellers of these technologies
learned some important lessons.

Things played out differently for the
technology sector, however. Enterprise
software and other pandemic-resilient
businesses demonstrated remarkable
staying power. Some segmenis, like
video collaboration, cloud security &
infrastructure, e-commerce, streaming
and digital entertainment, had their
best performance ever — many even
scrambling just to keep pace with
demand. And because of this, liquidity

Connected personal devices, like the
Apple Watch, and streaming video

have the potential to greatly enhance
telemedicine, which is no longer a
“nice-to-have” niche offering. Capital
providers, especially strategics, need to
be thinking about these new horizons.
Maybe there is something you need but
don't yet know.
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Another area ripe for reconsideration is
due diligence. Never before have busi-
ness models, quality of management,
and capital structure been more import-
ant. The rigorous questions and vetting
procedures we've come to rely on must
now be supplemented with an assess-
ment of adaptability. How confident are
we that a prospect can navigate unfore-
seen events and withstand dramatic
economic shifts that inhibit cash flow?
They can't all respond as deftly as
Airbnb did.

Or could they? With the right help, that is.

The pandemic has made us all acutely
self-aware. VCs and PE firms would do
well to channel that new reflex and look
inward. They should ask themselves if
they have the right people in place
(employees or consultants) who identify
obscure risks. Do they have the right
experience on board to mentor a promis-

ing start-up through difficult times? Can
they design a bespoke financial struc-
ture that assures the firm’s capability to
provide capital needed by portfolio
companies that seek to grow, but also
want to avoid punitive dilution? In other
words, are they in a position to add
value to their portfolio holdings? These
types of constructive questions will help
nurture portfolio holdings - whether
there’s a pandemic or not.

Thankfully, 2020 is behind us. It's
tempting to want to keep it in the
rearview mirror; but those who do
may be outmaneuvered by those who
embrace the hard-earned lesson of
the pandemic. Make the most of what
you have.
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