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Overall M&A Market Commentary
Three months ago, at the end of 2019, we were celebrating the
length of the “economic recovery” and the record 128 months of
sustained economic activity since the end of the Great Recession.
During January and February of this year, the strength of the
United States economy seemed unstoppable and a growing
number of economists were withdrawing their recession concerns
and predicting continued growth through 2021. Some business
analysts and healthcare experts were growing concerned with a
new virus outbreak in Wuhan, China that could potentially impact
U.S. companies that have a large amount of exposure to China,
particularly if there is significant disruption to global supply chains.
Until recently, U.S. companies were much more concerned about
potential tariffs than a virus outbreak. When travel from China was
restricted in late January, a number of lawmakers from both sides
of the aisle suggested that the controversial travel restriction was
unnecessary and “could do more harm than good.” Both
Democrats and Republicans made statements in late February,
based on information available at that time, downplaying the
threat posed by the virus to avoid alarming the public. Shortly
thereafter, the COVID-19 pandemic hit the U.S. and the virus
spread like wildfire, first in Washington state, followed by New
York City and other major metropolitan areas. It did not take long
before the whole Nation was under attack by an invisible virus.

After setting record highs in February, the public equity markets
started to decline as fear amongst investors rose. The fear quickly
turned into panic by mid-March and eventually most of the
country was on “lockdown” as federal, state and local
governments issued stay-at-home guidelines, thus shutting down a
large part of the middle-market business economy. Making
matters worse, Russia and Saudi Arabia added to the market
uncertainty and engaged in an oil price war in early March 2020.
Coupled with already reduced oil demand induced by the
pandemic, the result of this activity resulted in oil prices moving
into negative territory including storage costs in early April. The
public equity markets continued to drop with vast amounts of
personal wealth and the jobs of more than 22 million Americans
evaporating overnight. While the shutdown of the U.S. economy
only started in mid-March, as of today, it feels like the country has
been locked down and in a state of uncertainty for a much longer
period. Through no fault of their own, many “non-essential”
middle-market businesses that were strong and vibrant in
February are now facing an uncertain future after being ordered to

close or operate on a very limited basis by the federal, state and
local governments in an effort to reduce the spread of the virus.
The Coronavirus Aid, Relief and Economic Security (CARES) Act was
quickly passed by Congress in late March and additional assistance
was pledged by the Federal Reserve to support the banking system
and the capital markets. Although lawmakers and various
government agencies reacted quickly to support the country, it
became quickly evident that the true heroes of the pandemic are
the country’s healthcare professionals, first responders, grocery
channel personnel, delivery drivers, amongst other frontline
workers. All of these individuals continue to keep the citizens of
the United States healthy and supplied with food and other basic
essentials in this time of crisis.
Like virtually all aspects of daily life in the United States, the
middle-market M&A market has been significantly impacted by
the pandemic. As of mid-April, there is still uncertainty to when
the business community will be released from confinement to
begin the process of an economic recovery. Valuations, financing
availability, normal deal process procedures and various other key
elements of the M&A market have been disrupted. Furthermore,
strategic buyers, private equity funds and family offices are all
distracted with COVID-19 induced problems within their
businesses and portfolio companies. Currently, many of these
potential buyers will have difficulty in aggressively pursuing
business acquisitions. It will likely take a number of months for the
dust to settle and for deal market participants to determine a way
forward. As a result, the M&A market is likely to see very limited
activity.
This Spring 2020 issue of the Prairie Middle Market Perspective, as
usual, will provide an analysis of the M&A middle-market.
However, due to all the uncertainty associated with recent global
events, the analysis will be focused on the time period
immediately prior to the COVID-19 outbreak. As such, most of the
data presented in this issue is pre-pandemic, from late 2019 to

mid-1Q 2020. Deal metrics and observations for this period will
not likely be reflective of the deals that emerge when the M&A
market officially “reopens.”
We believe most M&A deals that are not already far along in the
process will have significant difficulty successfully closing during
this period of uncertainty. Furthermore, we believe only
companies with strong strategic characteristics will be viable in the
current market. It is our expectation that creative deal making will
be required in the near term to successfully close ongoing M&A
transactions. Valuation expectations may have to be reset to
reflect any pandemic-related impacts to business operations,
reduced buyer risk appetite and tighter lending parameters. Larger
escrows and more earn-out structures are expected to be needed
to bridge gaps in valuations for companies with earnings that have
been impacted by the pandemic. Further, seller financing may also
be required in deal structures to accommodate less aggressive
banks and reduced lending availability. The M&A process may
grow longer as buyers become more deliberate in their due
diligence efforts to analyze any current and potential future
impacts of the pandemic on the target company’s business. Travel
restrictions and work from home requirements may also result in a
further drag on the deal process timetable. In addition, companies
with significant reductions in force, furloughed employees, Payroll
Protection Program (“PPP”) loans and other pandemic induced
inefficiencies will have a wide variety of new EBITDA adjustments.
Sellers’ should be prepared to have such EBITDA adjustments
considerably scrutinized by potential buyers.
We are currently in uncharted territory. There is a lot of
uncertainty and perceived risk in the economy which needs clarity
and resolution. Approaching the M&A market with a new
opportunity in the near future is not recommended for companies
that do not have strong strategic characteristics. We encourage
business owners who are interested in pursuing a sale to seek the
counsel of their investment bankers and use this time to prepare
their company for sale. We believe that well-prepared companies
that are ready to enter the M&A market once the pandemic
passes will be well-received in the marketplace and preparation
will significantly increase the likelihood of a
successful transaction. Keep Calm and Carry On,
Prairie Capital Advisors is ready to assist you to
develop a strategy for the sale of your
company.
Prior to the pandemic, the M&A Market was
experiencing a supply and demand imbalance

creating a sellers’ market where buyers had to accept sellers’
prices and terms. Through the end of 2019, the low volume of
M&A activity kept company valuations about 1.0x EBITDA higher
than the long run trend. While it is currently too early to
determine the extent to which the pandemic will affect the M&A
market, it is likely that the sellers’ market has ended in 1Q20. The
market commentary below reflects a pre-pandemic environment.

M&A Market Activity
M&A activity in 4Q19 was generally consistent with the prior 3
quarters in 2019 as the economy continued to advance,
inflationary pressures remained low, the lending environment
continued to be favorable, and employment and jobs trends were
strong. Many economists suggested that the U.S. economy had
good momentum going into 2020. As the U.S. economy continued
to show strength, an increased number of middle-market business
owners were assessing potential liquidity events for their
companies to take advantage of the record valuations available in
the market.
•

$53 billion of middle-market deals recorded in 4Q19 was flat
to the dollar value from 3Q19. In year-over-year comparisons,
4Q19 deal value was down about 13.1% when compared to
4Q18.

•

The number of middle-market closed deals in 4Q19 decreased
9.1% compared to the number of closed deals in 3Q19. In year
-over-year comparisons, the number of deals in 4Q19 was
down 16.7% from 4Q18's tally.

exited increased 52.1% during the same period.
At the end of 2019, PE funds were still anxious to put money to
work in new deals. While it is still too early to determine the affect
the pandemic will have on PE funds, in the short run, many funds
are focusing their resources on managing their portfolio
companies. Our early read on PE appetite for new deals is that add
-ons to existing portfolio companies are still likely to be considered
but that new platform investments are much less likely to be
aggressively pursued.

Middle Market Deal Valuations
The M&A market supply/demand imbalance has sustained
elevated deal valuations over the last several years. Abundant PE
buyer funds, low cost debt financing and active well-capitalized
strategic buyers all contributed to a sellers’ market and higher
valuations going in to 1Q20.
The “new normal” of sustained higher valuations of 1.0x multiple
of EBITDA cited in the Winter issue will likely not be available in
the near-term. The pandemic has created increased risk in the
economy and a significant amount of uncertainty for many
businesses. It may take some time for reliable data related to
market valuations to become available to analyze and draw any
meaningful conclusions. Once the disruption caused by the
pandemic passes, we believe that M&A market activity will likely
rebound quickly, but perhaps at lower valuation levels.
Preparation will be key to presenting an attractive acquisition
opportunity to the market. We believe that strategic buyers that
end up successfully weathering the downturn will be the first to
emerge as aggressive acquirers. Well prepared sellers with
companies that fit with these buyers are still likely to receive
strong interest and attractive valuations.
All business owners with a liquidity event on the horizon should
continue to review their strategic options. There are many
effective strategies that can be implemented to prepare a business
for a sale process. Our advice is to seek guidance from an
experienced M&A advisor and begin to prepare your businesses
for a sale when the M&A market stability returns.
•

Private Equity (“PE”) 4Q19 exit activity showed an increasing trend
in dollar value, while the number of deals decreased over the
same period, suggesting that PEs are selling their larger portfolio
companies during this time. On a year-over-year basis, the number
of PE exits in 4Q19 decreased 19.0% from 4Q18, while the capital

The following historical data is derived from pre-pandemic
transactions and may not reflect current valuations. Also,
quarterly data is more volatile than annual data, so focusing
on trends rather than actual values in quarterly data is more
appropriate.

•

Sub-$25 million deal valuation multiples moved slightly higher

middle-market. Once reliable data is available in 2020, it will

in 2019 increasing to a 6.1x multiple, which is slightly above

have to be analyzed to determine if that imbalance continues.

the long-run average of about 6.0x for this size category.
•

•

Prairie estimates that for middle-market deals below $50

Larger middle-market valuations ($50 to $100 million

million, valuations are generally 1.0x to 2.0x multiples of

segment) moved lower in 2019 to 7.4x, below the long run

EBITDA lower than the levels reflected in the chart below.

annual average of 8.0x for this segment.
•

Valuations in the $25 to $50 million segment moved slightly
higher, moving further above the long run average for this size
segment.

Middle Market Leveraged Buy Out Capitalizations

Private Equity versus Strategic Valuations
Strategic buyers continue to be very active in the M&A market.
During the last five years, the strategic buyer premium has been
increasing, indicating that the average strategic buyer is paying
more than the average PE buyer. Our 2018 and 2019 data suggest
that this premium has doubled in the last two years reflecting
more aggressive strategic buyer participation in M&A transactions.
Post-pandemic, we believe that strategic buyers will continue to
be major participants in the M&A market and are likely to
continue to pay a premium for businesses that are a strategic fit.
•

•

•

Debt capital was readily available across the middle-market.
Commercial

banks,

asset-based

lenders,

business

development corporations (“BDC”) and mezzanine lenders
were anxious to support acquisitions and growth financing
situations. Post-pandemic that will likely change.

Strategic buyers continue to be very active participants in
middle-market M&A. In 2019, the same as 2018, strategic

•

On average, debt represents approximately 55% of the capital
structure. This level remained relatively consistent over the last
five years in a typical middle-market leveraged buyout (“LBO”).
Even with a strong U.S. economy and abundantly available loans,
middle-market capital structures have been pretty conservative.
The post-pandemic lending environment is expected to be
negatively impacted as lenders of all types address problem
credits, administer the various CARES Act lending programs and
deal with their own business issues.

•

The wide variety of non-bank debt sources and increased

buyers, on average paid about 1.5x multiple of EBITDA more

competition among banks for new lending opportunities has

than financial buyers.

kept borrowing costs low. Increased lender competition has

Over the last three years, EBITDA multiples paid by PE buyers

led to more borrower-friendly terms and a borrowers’ market.

have remained in a stable range above 7.0x.

Post-pandemic, BDCs are likely to be less aggressive and banks
more conservative, potentially leading to more lender friendly

The long-run trend data on valuations still indicate that pre-

terms.

pandemic, the supply/demand imbalance continued in the

opportunities in 2019. The use of this type of financing in

Mezzanine

funds

aggressively

pursued

deal

leveraged transactions post-pandemic is likely to remain an
important part of the LBO capital structure. Interest-only and
payment-in-kind structures still dominate the markets.
Mezzanine funds continue to pursue equity co-investment
opportunities to improve their returns and increase their
investment amounts in deals.

emergency lending programs like the PPP and Main Street Lending
Programs. While these programs will assure short run employment
for commercial bankers, the bank cost structures are increasing as
banks spend money to enable employees to work from home
while inefficiencies increase with a decentralized workforce.
Furthermore, as more borrowers become stressed from the lack
of revenue, payment holidays, forbearance measures, and other
liquidity provisions needed to forestall the risk of defaults in their
loan portfolios, will negatively impact bank profitability. The longer
the economic shutdown continues, the higher the risk to the
banking industry’s earnings and health.
The private credit markets and BDCs are similarly being stressed
during the pandemic. The BDCs are a big supplier of credit to PE
portfolio companies and are increasing facing liquidity challenges
with their loans, requiring loan restructurings, covenant waivers
and forbearance accommodations in their deals. While most of the
BDCs are well capitalized, a sustained economic shutdown could
have a negative effect on this sector as well.

Overall Comment on the Financing Markets
Prior to the pandemic, banks and other lenders were facing a
trend of declining demand for loans. Middle-market bank lending
loan volume has been slowly moving lower over the last five years
primarily due to lower borrower demand and competitive nonbank lending alternatives available to borrowers. Growing the
value of bank loan portfolios was a constant struggle, but now that
problem is in the past.
The unprecedented pandemic-related shutdown of non-essential
businesses across the country has changed everything in the
banking industry. Currently, lending volume is soaring. Many
companies have drawn down their revolvers and other credit
facilities to build cash reserves to support operations while
corporate revenues and earning are experiencing reductions and
cash flows are depleted. According to a recent article in the
Financial Times, during the last week of March 2020, U.S banks
increased their commercial loan portfolios by $243 billion, more
than the twice the total amount they typically deploy in a whole
year.
The financing markets may be stressed during the pandemic crisis
and bank lending operations will have to adjust quickly. The Fed’s
emergency interest rate deductions will further squeeze already
narrow net interest margins. The bank lenders are on the front
lines in the administration of the Small Business Administration

The interest rate yield curve has shifted about 1.75% lower from
1Q19 reflecting the flight to safety provided by U.S. treasury
securities and the massive support provided to the credit markets
by the Fed. Many companies and borrowers are in survival mode
and having the ability to access low cost debt financing will be
essential to return to normal business operations.
Fortunately, the banks and the overall credit markets were well
capitalized and in good condition before this crisis. The Fed has
already publicly indicated that it will take whatever measures
necessary in order to keep the capital markets functioning. So far
the credit markets have been stable and seem to be on a good
path.

Total U.S. Middle Market Loan Issuance
•

New bank loan issuance for middle-market companies in 1Q20
was 28% lower than the $5.9 billion issued in 1Q18. This
continued the downward trend in new loan issuance observed
over the last few years. As noted above, this quickly reversed
in late March.

•

In an effort to prepare for the economic impacts of the
pandemic, the Fed, in a series of rapid moves, reduced rates
to near zero in mid-March 2020. Fed Chairman Powell had
concerns with the potential economic impacts of a virus
created global slowdown and he believed there is clear role
for both fiscal and monetary policy measures to help cushion

the blow. The banking system is essential to the economy and
the Fed pledged to do whatever it takes to keep the economy
from collapsing under the weight of the pandemic.
•

Up until the pandemic, bank lenders continued to focus on
relationship banking, corporate borrowers' lines of credit and
areas where they have a competitive advantage like operating
business needs, including payroll and checking accounts. Due
to regulatory scrutiny, banks are careful in making new loans
and are very selective in new leveraged transactions.

Middle Market Debt Multiples
•

•

Total debt leverage in middle-market deals was 4.0x in
2019, up slightly from 3.8x in 2018. The senior debt
component of the total leverage increased to 3.3x,
contributing to the total leverage increase. We believe
that total leverage in transactions is likely to stay around
these levels post-pandemic.
Mezzanine capital still plays an important role in a
leveraged capital structure. Over the last few years,
mezzanine debt has represented about 0.8x EBITDA in
the capital structure. Aggressive banks and senior lenders

Interest Rate Environment
•

LIBOR), in a year-over-year comparison, reflects the dramatic

•

•

The use of debt leverage helps sustain high middle-

efforts employed by the Fed to support businesses and the

market M&A valuations. Pre-pandemic, the low interest

banking system in the U.S. The Prime rate and LIBOR reflect a

rate environment helped companies support higher debt

shift of about 150 basis points lower to support the financial

leverage in transactions contributing to high M&A

system.

valuations. The high valuations available prior to the
COVID-19 may be a casualty of this pandemic event.

The pandemic, and the resulting flight to safety has increased
the slope of the yield curve in 1Q20, but at a much lower

•

have reduced the need for mezzanine capital.

The short-end of the yield curve (Prime and one-month

•

Regulators enforce credit discipline in the banking

interest rate level. The 2 Year to 10 Year Treasury differential

community. The regulators limit the amount of Highly

was 34 basis points at the end of 2019 and it has moved to 47

Leveraged Transactions (“HLT”) exposure that a bank can

basis points at the end of 1Q20. The yield curve was about 178

hold and therefore helps maintain senior leverage at the

basis points lower than the end of March last year.

relatively conservative 3.0x EBITDA senior debt ratio.

There are several emergency support lending programs with
very favorable rates for borrowers. Interest rates and the cost
of debt service for lower middle-market companies at this
point are almost meaningless as many of these companies are
in survival mode and need to fund short run operations due to
reduced or in some cases, no revenues.

About Dekker Vacuum Technologies
Dekker Vacuum Technologies, headquartered in Michigan City, IN and established in 1998, is a leading
provider of highly engineered vacuum pumps and systems used in mission critical applications. With a
growing domestic and international installed base of pumps and systems, Dekker serves a variety of
industrial end markets including aerospace, chemical, food, medical services, oil and gas, power
generation, and wastewater.
Dekker Vacuum Technologies has been acquired by Atlas Copco.
About Prairie Capital Advisors
Prairie offers investment banking, ESOP advisory, valuation advisory and financial reporting valuations to support the growth and ownership transition strategies of middle-market
companies. Headquartered in Oakbrook Terrace, Illinois, the company is a leading advisor to closely-held companies nationwide.
Securities transactions are effected and offered through Prairie Capital Markets, LLC (“Prairie”), member FINRA/SIPC. PRAIRIE and Prairie Capital Advisors are service marks
registered with the U.S. Patent & Trademark Office. This document is a result of Prairie Capital Market, LLC and is for informational purposes only. It is not intended as an offer or
solicitation with respect to the sale or purchase of a security. The opinions expressed are the views of the writer and do not reflect the views and opinions of Prairie. Prairie shall
not be liable for damages resulting from the use of or reliance upon the information presented herein.

