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The pet industry across the UK, Europe and the US is thriving,.
The increasing trend to humanise pets is leading owners to

prioritise spending on veterinary care and to seek out pet products

that support this trend. UK consumers alone are spending over
£4.5bn a year on their pets, underpinning the growth of a range

of businesses including specialist retailers, food and pet accessory

manufacturers, and veterinary services. This highly fragmented
sector is demonstrating growth and resilient consumer spending,
making it attractive to both private equity and debt lenders.

Key observations

Many areas in pet care remain highly
fragmented with opportunities for private
equity (PE) to invest in growth platforms.
Significant capital and the support of

a competitive financing market are
underpinning activity. Examples include
Linnaeus Group, AniCura, Independent Vetcare
and Medivet in veterinary services, and
Armitage Pet Care in pet products.

In many cases, strategic acquirers are prepared
to pay a higher price for quality assets.
Those that command the most attraction
are specialist services including large animal
diagnostics, technology providers and
premium brands. Veterinary clinics that offer
multidisciplinary capabilities are particularly
sought after, with the ability to expand
service offering whilst presenting buy and
build opportunities. This was demonstrated
by the recent acquisition of Davies Veterinary
Specialists by Linnaeus Group.

A huge driver in this market is the growth in
the humanisation of pets. The small outlay
per item and potentially less discretionary
nature of spend demonstrates the resilience
of the sector through the economic cycle.
With a plethora of healthier pet food options
and health-conscious consumers extending
their ‘free-from’ eating habits to their pets,
we expect to see continued activity in this
space, with opportunity for more innovative
products to emerge.

Increasing competition for assets and

rising valuations mean some investors

are starting to look at fast-growing ancillary
markets such as pet insurance, practice
solutions and analytics IT, grooming,
nutrition, health biotech, devices and

pet pharmacy businesses. The lifestyle of
pets is becoming more sophisticated and
so will the investment platforms.

It's been an intriguing
year in the pet market.
Unlike in the past, we
haven’t seen the usual
trend of one pet food
company acquiring
another, but instead it
has been well-known
manufacturers and
marketers of human
food decisively crossing
over into the pet industry
through purchases of
iconic pet food businesses
and brands. Even
established pet market
players are branching
out into new segments
of this lucrative industry.

SIMON PEACOCK,
PARTNER



CASE STUDY:
JOLLYES — DEBT-FUNDED
MANAGEMENT BUY-OUT

How lenders are looking
at the pet care sector

Many lenders are attracted to the sector’s » EQT Partners’ acquisition of Independent
positive market trends and the favourable Vetcare was supported by £250m

credit characteristics of speciality retailers, niche of facilities provided by a range of senior
product manufacturers and veterinary services lenders including HSBC, SEB, SMBC, Bank
(see Figure 1). They are supporting private equity of Ireland and Royal Bank of Scotland

investment and acquisition activity across the

. ) « Alcentra provided unitranche term debt to
sector with a range of capital structures. P

support Sovereign Capital-backed Linnaeus

« Crescent Capital provided the unitranche Group's acquisition of Village Vet. Investec
funding to support Rutland Partners’ later provided additional super senior facilities
acquisition of pet product specialist to the combined group to further support
Armitagde Pet Care their growth.

Figure 1: How lenders are assessing the pet sector
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Recent pet and vet related debt transactions Figure 1: M&A volumes increasing across pet care
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1 Village Vet is part of the Linnaeus Group Source: Company websites Veterinary services @ Other @ Insurance Source: S&P Capital IQ




Private equity —
scale through consolidation

PE continues to be an important investor across

the sector, attracted to the combination of

organic growth and consolidation opportunities
in a fragmented and recession-resilient sector.

Veterinary practices in the UK are largely
independently owned and operated by
individual vets. PE are acquiring strong
platforms and growing these rapidly to achieve

economies of scale, for example, by investing in
professionalising drug procurement and funding

multiple acquisitions in premium locations.

» Examples include Linnaeus Group, the

veterinary group established in 2014 following

Sovereign Capital’s platform investment
in Willows Veterinary Centre and Referral
Services; EQT Partners’ acquisition of pan
European provider Independent Vetcare
from Summit Partners; and Inflexion
Private Equity’s acquisition of Medivet.

As demand for veterinary practices grows,

it is likely that valuations will rise and PE will
increasingly look to ancillary markets with
high levels of growth such as pet insurance,
grooming, accessory products, pet nutrition
and medicine. For example, Inflexion’s
investment in pet nutritional supplements

producer Lintbells will be used to develop new
products, accelerate international expansion

and dain scale in a fragmented market.

The UK is the second largest pet market globally
worth £4.5bn, with UK sales of dog food worth
£1.1bn and UK sales of dog treats worth £487m

in 2018. The demand for pet food and treats
which emphasise wellbeing and nutritional

benefits using high quality ingredients is rising.

Brands such as Piper-backed Barking Heads
are daining market share and high levels of

customer loyalty through continued investment
in brand marketing, international expansion and

developing their e-commerce platforms.

Unlike the major FMCG players, PE is prepared

to invest early in the lifecycle of innovative

brands. Secondary and even tertiary buy-outs

are common as specialist investors use their

skills to invest in brand marketing and product

development, and to professionalise the

underlying business. Nestle’s recent acquisition
of tailor-made dog nutrition business Tails.com

marks the first acquisition by a major player

of a direct-to-consumer pet food producer.

Tails.com was originally backed by venture

capital fund Draper Esprit.

The last few years have seen a number of
successful exits to financial investors and

strategic acquirers to support future growth.

« Summit Partners acquired Independent
Vetcare from August Equity and tripled
EBITDA before exiting to EQT. Cinven’s
recent acquisition of Partner in Pet Food
from Pamplona followed Pamplona’s
€315m acquisition of the business from
Advent International.

« Mars Petcare, a serial acquirer in the US,
is using its recent acquisitions of Nordic
Capital-backed AniCura and Sovereign

Capital-backed Linnaeus Group to gain access
to the European and UK markets. Both deals

are significant and represent two of the

largest transactions in the sector the AniCura
exit was an estimated 7x EBITDA return for

Nordic Capital.

CASE STUDY:
ARMITAGE PET CARE —
ACQUISITION

Rutland Partners made a significant
investment to back the £44m buy-out
of Armitage Pet Care. We advised on the
buy-out and debt raise.

Armitage Pet Care is a leading UK brand
name in fun and indulgent treats for dogs
and cats. It manufactures and sources a
wide range of products from treats through
to toys and accessories for cats, dogs

and small animals, sold under a variety

of well-known brands.

Our M&A role encompassed advising
Rutland on bid tactics, deal structure and
entry pricing. Rutland was also keen to raise
unitranche debt to help maximise returns
and cashflow flexibility. Our sector insights,
robust business planning support and
rapport with management were crucial in
helping Rutland evaluate the future business
opportunities supporting their offer price and
overall investment structure in the business.

Selected private equity investors with pet-related portfolio companies

Private equity Investment  Select acquisitions Business area Private equity Investment  Select acquisitions Business area
investor date investor date
AAC Capital 2016 Yarrah Organic dog and cat food Inflexion 2018 Lintbells Nutritional supplements
August Equity 2018 Hallmarq Veterinary Veterinary services 2017 Medivet Veterinary services
Imaging
2016 Kynetec Market data to the
2015 Pet Cremation Services  Pet cremation agriculture and animal
health market
BC Partners 2018 VetPartners Veterinary services
Bridges Ventures 2013 The Vet Veterinary services Piper 2017 Pet Food UK Natural pet food
Cinven 2018 Partner in Pet Food Pet food manufacturer 2015 Forthglade Natural wet food
€QT 016 Independent Vetcare Veterinary services Rutland Partners 2017 Armitage Pet Care Pet treats and accessories
2014 Evidensia Veterinary services W'aterland . 2016 United Petfood Dry cat and dog food
Private Equity
ECI 2016 MPM Natural pet foods

Source: Company websites



Pet care

a» ® a» g
E1 13 E1 13 el [3 (_\
Eiii. Group plc
THE PET SUPERSTORE Possionsie about onimal cone
ACQUISITION FINANCING MBO PLACING
F4 KESTER R L ‘i AN D
an AN CAPITAL an s
B [5 B 5 <>
a» Y <
e 3 b <> Virbac
Genus
SALE TO SALE TO ACQUIRED
PN Animalcare fg Lohmann ) NOVARTIS
> " . Animal Healtk Q AMIMAL HEALTH
<>
Other Consumer
% ° % @
ontezuma's
SALE TO ACQUIRED SALE TO
-« n= & HANS KISSLE q Inverleith LLP
@ TRISPAN — WELCOME HOME <8

Contact us

Q I
Simon Peacock

simon.peacock@alantra.com
+44 (0) 20 7246 0500

Ashley Rountree

ashley.rountree@alantra.com
+3317 091 3570

ALANTRA

THE GLOBAL MID-MARKET SPECIALIST

Q I
Justin Crowther

justin.crowther@alantra.com
+44 (0) 20 7246 0500

Christopher Jobst

christopher.jobst@alantra.com
+49 69 977 88 60

Austria & CEE
Belgium
China

France
Germany

Q T4
Charles Lanceley

charles.lanceley@alantra.com
+44 (0) 20 7246 0500

Christian Barrot

christian.barrot@ala
+41 44 552 5056

Greece Mexico
India NEGEERS
Ireland Nordics
Italy Portugal
Latin America Spain

Alantra Corporate Finance LLP is a limited liability partnership registered in England & Wales (registered number 0C306421).
Registered Office: Bank House, 8 Cherry Street, Birmingham, B2 5AL.

Alantra Corporate Finance LLP is authorised and regulated by the Financial Conduct Authority (number 478406)

© Alantra Corporate Finance LLP 2018

Q I
Andrew Shellard

andrew.shellard@alantra.com
+44 (0) 20 7246 5000

Jeff Robards

jeffrey.robards@alantra.com
+1 617 482 6200

Switzerland
United Kingdom
United States

alantra.com




