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INDUSTRY OVERVIEW

SEGMENTED BUYER BREAKDOWN SEGMENT HIGHLIGHT: INNOVATIVE SYSTEMS

FIRM TRACK RECORDOTHER NOTABLE TRANSACTIONS

 Both the Services (43 deals) and Manufacturing (38 deals) segments
of the HVACR industry have garnered significant M&A interest.
Within the Services segment, strategic acquisitions by private
companies (17 deals) and add-on investments by private equity firms
(13 deals) have accounted for the largest share of segment activity.
The Manufacturing segment has predominantly attracted public
strategic buyers (14 deals) and PE platform investments (12 deals).

 Expansion of the Heating, Ventilation, Air Conditioning, and Refrigeration (HVACR) market has resulted from economic growth, the increased
availability of tools and products that promote energy efficiency, and the consequential opportunity they create to retrofit building infrastructures.
Mergers and acquisitions (M&A) have picked up for both service providers and manufacturers, favoring those with predictable contract-based
recurring revenue and those having differentiable IP.

 Thus far in 2019, 93 international and domestic deals have been announced or closed, compared to 90 in all of 2018. Private equity (PE) buyers
(~41% of deals) have had notable appetite in the services space, particularly targeting buy-and-build acquisition strategies to stimulate value
creation. For instance, Ares Management Corp. (NYSE:ARES) acquired CoolSys, Inc. from Audax Group (undisclosed) in March. CoolSys completed
eight acquisitions while backed by Audax and under Ares has already gone on to acquire Agape Mechanical (July, undisclosed). Ares is expected
to seek further M&A opportunities to bolster CoolSys’ geographic presence and customer base.

 SPX Corporation acquires SGS Refrigeration, Inc. (July 2019,
Undisclosed) – SPX Corp. (NYSE:SPXC) acquired SGS Refrigeration
(SGS), an Illinois-based manufacturer and distributor of industrial
refrigeration products (undisclosed). As a previous partner of SPX’s
Evaporative Condenser division, SGS will integrate into SPX’s HVAC
Cooling business. Founded in 2010, SGS generated ~$15 million in
2018 annual revenue and has produced SPX’s Cube line of forced
draft and induced draft evaporative condensers, according to the
press release.2 The acquisition represents the propensity of large
operators to buyout existing partners as a means to internalize
manufacturing, combine resources to stimulate new growth, and
foster supply chain efficiencies and cost reductions.

 Audax Group, Inc. acquires Reedy Industries, Inc. (May 2019,
Undisclosed) – Audax Group has reentered this marketspace by
acquiring Reedy Industries, a provider of commercial HVAC services,
mechanical services, and energy solutions for an undisclosed sum.
Reedy has displayed a strong inorganic growth strategy, acquiring 14
companies since 2014 which includes four in 2019 under Audax’s
backing. Audax is expected to continue its buy-and-build approach
to bolster Reedy’s geographic reach throughout North America.
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 Product innovation includes items such as smart thermostats and
sensors which equip homes and businesses with the ability to
efficiently control energy-related costs and can provide heightened
transparency into energy consumption. They help end-users to
employ data analytics that help optimize energy consumption and
reduce energy spend through, among others, the assessment of
usage patterns to create real-time alerts and enable predictive energy
demand and maintenance.

 Such downstream demand has promoted investment by large
industry operators into smart HVACR technologies. Notably, Trane,
Inc., a subsidiary of Ingersoll-Rand Plc (NYSE:IR), acquired EcoFactor,
Inc. (June) for an undisclosed price. EcoFactor provides a cloud-
based home energy management platform that effectively monitors
energy usage, demand response, and HVAC performance. Trane
intends to implement EcoFactor’s leading energy saving and fault
detection performance technology into its Nexia Intelligence
platform, advancing Nexia’s leadership in smart home automation,
according to the press release.1
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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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