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KEY M&A TAKEAWAYS

» The E-commerce & Internet Retailing market has experienced substantial growth with sales increasing at an average rate of 15.8% year-over-
year (YOY) since 2009, according to the US Census Bureau.! Favorable macroeconomic tailwinds during this period have held steady with most
recent data indicating a 2.3% YOY increase in per capita disposable incomes in March, according to the Federal Reserve,? and a 4% month-
over-month increase in the April consumer confidence index, according to The Conference Board.? The discretionary nature of e-commerce
and its positive correlation with consumer spending data will dictate future growth rates.

» In addition to favorable consumer dynamics, success of personalized shopping experiences have been evident in e-commerce spending
patterns. Merger and acquisition activity has reflected this with World Co., Ltd.'s (TYE:3612) acquisition of Original, Inc., an online fashion
clothier that retails custom-designed dress shirts. The deal closed in March at an enterprise value of $37.5 million, equating to 19.5x revenue.

BUYER BREAKDOWN SEGMENT HIGHLIGHT: HOME FURNITURE
» With 52 transactions announced or completed year-to-date (YTD) » Online household furniture sales in the US have grown rapidly

in 2019, deal activity has significantly outpaced the 28 deals seen
YTD in 2018. Private equity buyers remain active in the space,
accounting for 40.4% of total deal activity. Private equity-backed

over the past five years at a 9.4% annualized rate and are
expected to grow at a 2.6% annualized rate to reach $13.9 billion
by 2024, according to IBISWorld.# As disposable incomes trend

higher and consumers increase their appetites for big ticket e-
commerce purchases, online sales in the Home Furniture industry
are expected to account for an increasing percentage of total

portfolio companies accounted for 26.9% of total deals.

market revenue. Despite price-induced competition, profit

STRATEGIC margins have expanded, attracting new entrants into the market.

B Pubii With an influx of competition, operators have sought to

- ubhic differentiate not only through product offerings but also through
Private supply chain efficiencies and expediated order-to-ship times.

FINANCIAL » Notably, there have been 10 transactions from 2018 through YTD

Direct 13.5% 2019 targeting e-commerce home furniture and decor

M Add-on 27 companies. Private equity firms, directly and indirectly, have

accounted for 40% of these transactions, drawn into the space by
high margins and the ability to stimulate growth through add-on
acquisitions.  On the other hand, strategic deals have been
rationalized in order to expand product offerings, develop supply
chain efficiencies, and enhance technologies and experiences.

US E-COMMERCE SALES

YTD ended May 14
Source: CaplQ and Capstone Headwaters Research

CSHW IMAP PARTNER TRANSACTION

TorQuest Partners, Inc. acquires » In Q1 2019, US e-commerce sales reached $137.7 billion,
Prepac Manufacturing Ltd. (March representing a 12.4% YOY growth rate, according the US Census
@ PREPAC" 2019, Confidential Terms) — TorQuest Bureau. Rapid growth in the E-commerce and Internet Retail
Partners has acquired Prepac industry is expected to continue as consumer preferences trend
has been acquired by Manufacturing, advised by Capstone away from traditional brick-and-mortar retailers toward efficient
Headwaters' International M&A Partner e-commerce shopping experiences.
TORQL_-JEST (IMAP), Capital West. Canadian-based

Beyond Capital $512.6

Prepac designs, manufactures, and drop-
ships ready-to-assemble (RTA) home
furniture for customers in North America.
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Founded in 1979, Prepac was a first-mover in the online retail
space and in the 1990s started to provide drop-shipping directly
from its manufacturing facility to end-customers. Prepac has
since significantly expanded its business and now exclusively sells
its products through large online furniture retailers such as
Amazon, Wayfair, and Walmart. State-of-the-art manufacturing
facility maintains a “just-in-time” inventory which ensures order-
to-ship times of six to 48 hours. Jim Mathison, President of
Prepac, commented, “Our focus on our retail customers and end
consumers will remain core to our business strategy as we
continue to grow our market share in North America.”
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Disclosure: This report is a periodic compilation of certain economic and corporate information, as well as completed and announced merger and acquisition
activity. Information contained in this report should not be construed as a recommendation to sell or buy any security. Any reference to or omission of any
reference to any company in this report should not be construed as a recommendation to buy, sell or take any other action with respect to any security of any
such company. We are not soliciting any action with respect to any security or company based on this report. The report is published solely for the general
information of clients and friends of Capstone Headwaters. It does not take into account the particular investment objectives, financial situation or needs of
individual recipients. Certain transactions, including those involving early-stage companies, give rise to substantial risk and are not suitable for all investors. This
report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such.
Prediction of future events is inherently subject to both known and unknown risks and other factors that may cause actual results to vary materially. We are under
no obligation to update the information contained in this report. Opinions expressed are our present opinions only and are subject to change without notice.
Additional information is available upon request. The companies mentioned in this report may be clients of Capstone Headwaters. The decisions to include any
company in this report is unrelated in all respects to any service that Capstone Headwaters may provide to such company. This report may not be copied or
reproduced in any form, or redistributed without the prior written consent of Capstone Headwaters. The information contained herein should not be construed as
legal advice.
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