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INTRODUCTION & RESEARCH METHODOLOGY

Welcome to Weil, Gotshal & Manges LLP’s survey of private investments in public equity
transactions (“PIPEs”) in the United States. In preparing this survey, we reviewed and analyzed the
material terms of 11 PIPEs consummated between January 1, 2018 and December 31, 2018 involving
private equity sponsors or financial investors making investments of at least $100 million.
Specifically, the 11 surveyed transactions included the following issuers:

= Altus Midstream Company = (Global Eagle Entertainment Inc.
= GNC Holdings, Inc. = (ConvergeOne Holdings, Inc.
= Sirius International Insurance Group, = Alta Mesa Resources, Inc.
Ltd. = Lilis Energy, Inc.
= Verra Mobility Corporation = Meredith Corporation
= AMC Entertainment Holdings, Inc. = Beacon Roofing Supply, Inc.

We are happy to discuss with clients and friends the detailed findings and analyses underlying this
sSurvey.

Doug Warner Philip Wolf
Founding Editor Editor
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SUMMARY OF KEY FINDINGS

Of the PIPEs surveyed (i) 4 were structured as common stock PIPES for acquisition financing,
(ii) 8 were structured with a convertible security which gave the sponsor some downside
protection in the investment (5 as convertible preferred stock and 1 as convertible debt) and
(iii) 1 was structured as non-convertible debt (stapled together with penny and market
warrants) providing the investor with customary lender protections.

Sponsors received limited contractual consent and veto rights over board decisions in a
minority of the PIPEs (5 of 11). These rights were largely limited to consent rights over
adverse changes to organizational documents or to the terms or seniority of the securities
issued to the sponsor. PIPEs in 2018 also saw an increase in board designation rights granted
to sponsors.

Forced or automatic conversion triggers remain common among PIPEs involving convertible
preferred stock and debt. Under such provisions, the security will convert into the common
stock of the issuer at the issuer’s discretion if the common stock trades above a specified
price for a specified period of time. 0Of the 6 PIPEs surveyed involving convertible preferred
stock or debt, 3 had such forced or automatic conversion provisions.

Anti-dilution rights for stock splits and stock dividends to existing equity holders remain
common. Six of the 11 PIPEs surveyed that issued convertible preferred stock or debt gave
investors this form of anti-dilution protection. Three PIPEs provided for full weighted-
average adjustment anti-dilution protection if the issuer subsequently issued equity below a
specified conversion or purchase price.

2018 saw an increase in PIPEs that included the issuance of warrants to sponsors as a stapled
instrument to offer sponsors the option to increase their position in the issuer following the
consummation of the PIPE. Four of the 11 PIPEs surveyed were structured to include
warrants.

The frequency of lock-up provisions remains consistent with 8 of 11 PIPEs surveyed
providing for a lock-up. The average length of lock-ups increased from previous years to two
years. The length of lock-ups ranged from a minimum of 30 days to a maximum of 7 years.

The use of contractual standstill provisions continues to be low and were not present in a
majority of the surveyed PIPEs. Only 4 of 11 PIPEs surveyed had standstills.
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KEY FINDINGS

INDUSTRIES & REASON FOR FINANCING

Although 2018 saw a continued frequency of energy sector PIPEs as public companies in the
oil and gas industry issued new equity for acquisition financing, other sectors also saw
increased PIPE activity, specifically in the technology and media & entertainment space.

Industry of the Issuer Reason for Financing

Distressed
Growth

Technology
18% Capital

2

Media &
Entertainment
27%

Retail
Services\ o8
9%

INSTRUMENTS OFFERED

Although 2018 saw an increase in PIPEs structured as commeon stock, most sponsor-backed
PIPEs continue to be structured as either convertible preferred stock or convertible debt, which
gives the sponsor some downside protection in the investment. The coupons on convertible
preferred stock have decreased. The median and mean coupons on the convertible preferred stock
and convertible debt PIPEs surveyed was 6.4% and 6.7% per annum. One PIPE structured as non-
convertible debt accrued interest of 12% per annum, and was stapled together with penny and market
warrants convertible into the issuer’'s common stock.

Security Issued

Coupon on Convertible Preferred
or Debt

12%
10%
8%
6%
4%
2%

0,

Number of PIPEs
N oW U@

[a—y

Convertible Convertible Debt Common Stock Non-Convertible .
Preferred Stock Debt Smallest Largest Mean Median
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Unlike previous years, 2018 saw an increase
in PIPEs that included the issuance of
warrants. Four of the 11 PIPEs surveyed were
structured to include the issuance of warrants.
One PIPE included penny warrants and all 4 PIPEs
issued market warrants with exercise prices at or
in excess of the stock or conversion price. 0f the
PIPEs surveyed, a sponsor received an average of
36% warrant coverage on its investment.

CONVERSION PRICE

Most sponsor-backed convertible PIPEs are
structured using a fixed conversion price. Of the
6 convertible preferred stock and convertible debt
PIPEs surveyed, 5 employed a fixed conversion
price, with 1 PIPE providing for a downward reset
in the fixed conversion price following certain
reset triggers (including both a time period
and/or trading price). The median and mean
conversion price of the 5 fixed PIPEs surveyed
was104.1% and114.7% of the pre-announcement
trading price of the common stock of the target
company.

Automatic/Forced Conversions

Have

160%
140%
120%
100%
80%
60%
40%
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0%

INVESTOR WARRANTS

HIGHEST LOWEST AVERAGE
COVERAGE COVERAGE COVERAGE

CONVERSION PRICE

Smallest Largest Mean Median

Forced conversion triggers remain common among
PIPEs involving convertible preferred stock and debt
but less so than in previous years, giving more
protection to sponsors. Under such provisions, the

Forced or security will convert into the common stock of the

LU Bl issuer at the issuer’s discretion if the common stock
Conversion

Provisions trades above a specified price for a specified period of

3
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time. Of the 6 PIPEs surveyed involving convertible
preferred stock or debt, 3 provided for conversion at the
issuer’s discretion once the common stock trades above
a specified price for a specified period of time.



Automatic/Forced Conversion

0Of the 3 PIPEs with forced or automatic Trigger

conversion mechanisms, the mean of

the triggers was an average trading 200%

price exceeding approximately 153% of 120%

the conversion price.
Smallest Trigger: Largest Trigger: Mean: average trading

average trading price average trading price price exceeds 153% of

exceeds 120% of exceeds 200% of conversion price
conversion price conversion price

GOVERNANCE RIGHTS

Most of the PIPEs surveyed had limited contractual consent and veto rights over board
decisions. These rights were largely limited to consent rights over adverse changes to
organizational documents or to the terms or seniority of the securities issued to the sponsor.
However, 2018 saw an increase from 2017 in the number of PIPEs where sponsors received board
nomination rights. A majority of the convertible preferred stock or debt PIPEs surveyed provided the
sponsor with 2 or more board seats representing, on average, 23% of an issuer’s board.

SPONSOR PROTECTIONS

Anti-dilution rights for stock splits and stock dividends remain common. All of the convertible
preferred stock or debt PIPEs gave investors this form of protection, while only three provided for full
weighted-average adjustment anti-dilution protection in the event the issuer subsequently issued
equity below a specified conversion or purchase price.

A majority of PIPEs surveyed included additional sponsor protection. Six of the 11 PIPEs surveyed,
all of the convertible preferred stock or debt PIPEs, provided the sponsor with redemption rights,
exercisable at the option of the sponsor, to force an issuer to redeem its equity securities at a
premium in the event of a sale or other change of control of the issuer.

ISSUER PROTECTIONS

Most PIPEs have lock-up provisions and the time period for the lock-up has increased by one
year. Eight of the eleven PIPEs surveyed had lock-up provisions, of which 4 had lock-up provisions
restricting the sponsor from transferring the equity of the issuer for 2 years or more.

Lock-Ups
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The frequency of contractual standstill provisions in PIPEs continues to be low. Only four of the
11 PIPEs surveyed contained standstill provisions restricting the acquisition of any securities of the
issuer for a fixed period of time.

Survival Periods for the 8 PIPEs
11 PIPEs Surveyed 120%

90% 1Year:1
20%

No Survival:

4 0f11 60%

Survival:

36% 7 of 11
64%

Indefinitely: 5
80%

30%

0%

All Reps Fundamental

A majority of PIPE issuers provided indemnification to Investors for all representations and
warranties given by such issuers under their respective securities purchase agreements. 0f the
11 PIPEs surveyed, a majority of the issuers agreed to indemnify the Investor for all representations
and warranties of such issuer for one year following the Closing. With respect to the PIPEs that
provided indemnification, the survival period for fundamental representations and warranties (e.g.
Capitalization, Ownership and Authority) was typically indefinite.
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REPRESENTATIVE 2019

TRANSACTIONS
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WEIL’S GLOBAL PRIVATE EQUITY PRACTICE

An elite global platform with 30+ years of market

knowledge

Deep experience across all of the major private equity asset

classes

Advisors to one of the broadest groups of financial
sponsors and investors in the world on cutting-edge
transactions in a seamless, commercial and results-

BY THE NUMBERS

focused manner

More Than Over

5 1k* ‘s700B 300

Years Deals
In Total Deal Sponsors
Value

Ranked Advises

H of

Tier 1 710

Private Equity in the U.S., UK, largest global

France, China and Hong Kong private equity funds

— IFLRI000 — PEI/ 300 2019

2020 Weil, Gotshal & Manges LLP. All rights reserved. Quotation with attribution is permitted.
This publication provides general information and should not be used or taken as legal advice
for specific situations that depend on the evaluation of precise factual circumstances. The
views expressed in these articles reflect those of the authors and not necessarily the views of

Weil, Gotshal & Manges LLP.
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