Overall M&A Market Commentary
After four long months of the 2020 pandemic, much has changed
in the U.S. economy and the deal business. Legions of medical
professionals and scientists are studying the COVID-19 virus and
deepening our knowledge of this disease to develop more
effective patient treatment regiments. Additionally, a wide variety
of global drug companies are researching legacy drugs for
potential use against the virus and working to develop new
antivirals and vaccines to combat the disease. Without a vaccine
on the immediate horizon, the level of uncertainty relating to the
COVID-19 disease remains high. That uncertainty produces a
negative impact on business owners, M&A deals and the capital
markets. However, as time goes on, we are growing more
accustomed to living with the virus; our perception of health risk
trade-offs is changing, and personal mobility is increasing. In
addition, more people are participating in activities outside the
home, businesses are reopening, and people are slowly returning
to a more traditional work schedule. Now that the economy is
beginning to hit an upward trend, we are starting to visualize a
long run path to more normalized business activity.
The year started with a strong economy and an M&A bull market.
There were strong expectations that both conditions would
continue for the rest of 2020. The full force of the pandemic hit
the economy swiftly in March, when the Federal and State

governments closed all non-essential businesses eliminating a
significant amount of consumer spending. Consumer activity
makes up over two-thirds of the U.S. economy, so this reduction in
activity sent the economy into a rapid tailspin. By mid-April, the
economy reached the bottom and the economic outlook looked
bleak. The disease was national in scope, but did not affect all
states the same way. Beginning in May, some states with lower
disease incidence started slowly easing the restrictions put on
people and businesses while other states made the same moves
more rapidly. The economic recovery was started and gained
momentum. When an economy previously operating at a high
level is forced to close by edict, the resulting rapid decline can be
reversed just as quickly. The job market and other measures of
business activity showed surprising resilience once more states
began to reopen. Several economic statistics released in June
prove this point. The ISM manufacturing index jumped from 43.1
to 52.6 beating market expectations. Similarly, the ISM nonmanufacturing index increased to 57.1 from 45.4; again, blowing

through market expectations. In both of these statistics, values
greater than 50 indicate expansion. Furthermore, strong jobs
reports in May and June also demonstrated the resiliency of the
U.S. economy. A wide variety of other economic statistics including
home sales, mortgage activity and consumer confidence all
pointed to improvements in the pandemic economy. While virus
hot spots in several large states could reverse a portion of this
business optimism, there is unlikely to be another nationwide
economic shutdown.
The M&A market is also emerging from a significant lull and seeing
more pronounced deal activity. During the early part of the
pandemic, only deals significantly advanced in their deal processes
made headway toward closing. Most M&A deals were put on hold
for several weeks while sellers, buyers and their advisors
monitored the market. Once the economy began to reopen, the
M&A market did as well. The emerging M&A activity includes a
number of relaunched, “pandemic paused” deals along with a
number of new deals for companies that were already
contemplating a sale and were not significantly impacted by the
pandemic. The pandemic did not affect all business sectors or
companies in the same way so we expect new deal activity will be
choppy and highly dependent on company-specific situations. Due
to pandemic uncertainty, we believe that M&A activity will be
subdued through the end of 2020 as the pandemic risk evolves
and becomes better understood. In addition, many of the standard
M&A business practices will be affected by travel and meeting
restrictions. We will have to determine new ways to conduct
business. These procedural changes will add time and potentially
additional risk to M&A deals. Adaptability to the new market by
both buyers and sellers will be a key component of the deal
process for the foreseeable future.
While M&A market circumstances are improving, there is
abundant uncertainty and perceived risk in the economy. Buyer
demand for new deal opportunities remains robust, especially for
those companies with strong strategic characteristics and relative
operating success during the pandemic. We encourage business
owners who are interested in pursuing a sale to seek the counsel
of their investment bankers and carefully develop a strategy to
approach the market. We believe that well-prepared companies
that have shown resilience during the pandemic will be wellreceived in the marketplace. Preparation is key. Preparation will
significantly increase the likelihood of a successful transaction.
Prairie Capital Advisors is ready to assist you to develop a strategy
for the sale of your company.

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 average producing an M&A sellers’ market. While it is still
too early to determine the extent to which the pandemic will
impact the M&A market throughout 2020, it is likely that the
sellers’ market has been negatively affected in 1Q20. Due to the
extended period of time that private company M&A market data is
collected, there is a one quarter lag in our information. As a result,
the market commentary below reflects the 1Q20, early pandemic
environment.

M&A Market Activity
M&A activity in 1Q20 was beginning to show the effects of the
early stages of the pandemic economic slowdown. Many of the
deals closed in 1Q20 were started in late 2019 or early 2020 and
were probably unaffected by the pandemic. However, toward the
end of March, as the country was reaching its initial panic phase, a
growing number of M&A deals were “pandemic paused” or
dramatically slowed as both buyers and sellers analyzed the
potential impacts of the pandemic.
•

$47 billion of middle-market deals recorded in 1Q20 was
down 17.5% from the value in 4Q19. Additionally, in year-over
-year comparisons, 1Q20 deal value was down about 11.3%
when compared to 1Q19.

•

The number of middle-market closed deals in 1Q20 decreased
18.2% compared to the number of closed deals in 4Q19.
Further, in year-over-year comparisons, the number of deals
in 1Q20 was also down 18.2% from 1Q19's tally.

•

The average middle-market deal size of $52.2 million in 1Q20
was 8.4% larger than the average $48.2 million deal size
closed in 1Q19.

likely 3Q20, when it can be analyzed, and meaningful conclusions
drawn. So far, it appears as though valuations have been only
slightly reduced, perhaps by 0.5x EBITDA, from the levels achieved
in late 2019 and early 1Q20. While we are seeing M&A market
activity starting to pick up, it is still too early to make a market call
on changes in valuations as a result of the pandemic. The business
community is adapting to the new pandemic uncertainty, repairing
their operations and looking for new avenues for growth. We
believe that M&A market activity will rebound through the end of
2020, but perhaps at lower valuation levels.
Private Equity (“PE”) 1Q20 exit activity showed a more dramatic
change than the overall M&A market. On a year-over-year basis,
the number of PE exits in 1Q20 decreased 19.4% from 4Q19, while
the capital exited decreased a whopping 73.8 % during the same
period.
Like many businesses across the country, PE-owned companies
were also affected by the pandemic shutdown. It is estimated that
about 20% of all PE funds had serious issues with at least one
portfolio company. Unlike many middle-market businesses, most
PE funds were excluded from the Payroll Protection Program
(“PPP”) and generally did not receive financial support from the
Federal government. As of June 2020, we believe PE funds are
anxious to put money to work in new deals, although are more
focused on adding bolt-on investments to existing portfolio
companies rather than acquiring new platform investments. PEs
have limited time frames to deploy capital and do not want to
return capital commitments to their limited partners. As a result,
we believe the PE investors will rapidly return to the market for
new platform deals.

Middle Market Deal Valuations
The 1Q20 M&A market data contained in this report is a mixture
of both pre-pandemic and pandemic deal information. In early
1Q20, the supply/demand imbalance helped sustain elevated deal
valuations. Abundant PE buyer funds, low cost debt financing and
active well-capitalized strategic buyers all helped continue the
strong sellers’ market. Data from the last few weeks of the quarter
began to show an erosion of the sellers’ market.
By the end of 1Q20, the pandemic and the related government
policy reactions increased the overall risk in the U.S. economy and
created a significant amount of uncertainty for many businesses.
By early 2Q20, many normal business activities and M&A
transactions were dramatically reduced. Reliable market valuation
data in enough quantity may not emerge until 2Q20, and more

The strategic buyers that successfully weathered the downturn
were the first to emerge as aggressive acquirers, followed closely
by PEs anxious to deploy capital in the early recovery
environment. In our opinion, these early buyers believe the
market power has shifted to the buyer and they will be looking for
bargains. Preparation will be key to justify high valuations to the
early buyers and present an attractive acquisition opportunity to
the market. Well-prepared sellers with companies that fit with
these buyers will still 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 during this time 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 process as the M&A market returns.
The following 1Q20 data is a mixture of both pre-pandemic and
pandemic deal information 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 lower in 1Q20
decreasing to a 5.7x multiple, which is below the long-run
average of about 6.0x for this size category.

•

Larger middle-market valuations ($50 to $100 million
segment) moved higher in 1Q20 to 8.1x, consistent with the
annual average of 8.0x for this segment.

•

Valuations in the $25 to $50 million segment moved slightly
lower to 6.9x, which is consistent with the level of this size
segment for the last two years.

Private Equity versus Strategic Valuations
Even during a pandemic, the strategic buyers continue to be active
in the M&A market. Depending on the sector and the health of the
specific acquiror, these buyers were looking for fill in acquisitions
and bargains in this uncertain environment. During the last five
years, the strategic buyer premium has been increasing, with the
average strategic buyer paying 1.5x EBITDA more than the average
PE buyer. 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 good
fit.
•

•

•

Middle Market Leveraged Buy Out Capitalizations

Strategic buyers continue to be very active participants in

By the end of 1Q20, the use of total debt (the combination of
senior and subordinated debt) in a typical capital structure had
already declined. Equity was almost half of the capital deployed in
a middle-market leveraged buyout (“LBO”), thus reducing the
amount of debt in a typical deal. The lending environment after
the pandemic is more conservative and more expensive for
issuers. It is expected to remain that way for the foreseeable
future.

middle-market M&A. In 1Q20, strategic buyers, on average,

•

across the middle-market. Commercial banks, asset-based

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

lenders, business development corporations (“BDC”) and

have remained in a stable range above 7.0x.

mezzanine lenders were anxious to support acquisitions and

The long-run trend data on valuations still indicates that postpandemic, strategic buyers will continue to be the premium

growth financing situations.
•

Prairie estimates that for middle-market deals below $50
million, valuations are generally 1.0x to 2.0x multiples of

After the pandemic, that has changed. Capital structures are
now more conservative with less debt leverage, higher debt

buyers in the M&A market.
•

Up until the pandemic, debt capital was readily available

paid about 1.2x multiple of EBITDA more than financial buyers.

pricing and more lender-friendly terms.
•

The greater uncertainty resulting from the pandemic has

EBITDA lower than the levels reflected in the chart on the

made the BDCs less aggressive and banks more conservative,

right.

which will likely lead to further reductions in the amount of
debt deployed in deals.
•

The use of Mezzanine funds in leveraged transactions will
become an even more important part of the post-pandemic
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 the amount of their funds
invested in these in deals.

and loan restructurings. If they consider new customers and
lending situations, the resulting loan commitments are generally
smaller, have shorter tenors, more conservative in leverage
allowed and more expensive to the borrower. In addition, the
bank credit approval process is longer and more thorough than
before the pandemic. In general, banks are being very careful, and
bankers are avoiding career ending lending decisions.
As time goes on, many banks are anticipating more problem
credits, more deal restructurings and company bankruptcies. All
banks are beginning to staff up their workout groups in
preparation for these future events.

Overall Comment on the Financing Markets
During 1Q20 and continuing into 2Q20, the Federal Reserve
Chairman, Jay Powell, has pledged full support to the U.S. banking
system and the Federal Reserve has taken a wide variety of
measures to support business and the country through the
pandemic. This includes lowering interest rates to near zero in
March, supporting business through the PPP and Main Street
Lending Program and employing many asset purchase programs.
These emergency measures are all intended to support and
stabilize the financial markets. Although, it is important to note
that the Fed can do only so much. In his June 16th Senate Banking
Committee commentary, Powell said, “Until the public is confident
the disease is contained, a full recovery is unlikely.” Nevertheless,
the U.S .banking system remains healthy and actively involved in
the new pandemic economy.
The banking system is on the front lines of the PPP program and
the administration of these loans has consumed a lot of the time
and resources available from the bank community. While these
financial institutions are well compensated for this activity, the
PPP loan balances are likely to be short-term in nature and will not
help them expand their loan portfolios. As a result, the loan
growth of the banks has continued to decline in the last four
months. The loans resulting from the Main Street Lending Program
are longer term facilities, so loan growth may pick up after this
new program rolls out.
The higher level of uncertainty in the current business
environment is causing the banks to be more conservative in their
lending parameters. Banks are focused on servicing existing
customers and administering to existing credit covenant defaults

PE borrowing behavior has also changed. The PE funds have
historically relied on the BDC market for unitranche style financing
in their deals. Now that the BDC market has become more
conservative, PEs are back to courting the commercial banks and
widening their financing sources, including mezzanine capital in
new deal opportunities. Eventually, this will lead to stronger loan
growth in the commercial banking sector.
Fortunately, the banks and the overall credit markets were well
capitalized and in good condition before this crisis. While finding
credit is more difficult and takes longer than before to obtain, we
still have a fully functioning, strong banking sector. M&A deals will
have to accommodate a longer financing process in the deal
timeline and potentially more conservative and expensive capital
structures. This may lead to slightly lower valuations in the near
term.

Total U.S. Middle Market Loan Issuance
•

New bank loan issuance for middle-market companies in
YTD2Q20 was 41% lower than the $13.7 billion issued in
YTD2Q19. This continued the downward trend in new loan
issuance observed over the last few years. Most banks were
focused on administering the PPP program and did not focus
on growing their own commercial and industrial (“C&I”) loans.

•

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.

Middle Market Debt Multiples
•

Total debt leverage in middle-market deals was 4.0x in 1Q20,
the same as the debt multiple observed in 2019. The senior
debt component of the total leverage stayed at 3.3x. We
believe that total leverage used in middle-market transactions
is likely to stay around these levels when the pandemic issues
subside.

•
•

Mezzanine capital still plays an important role in a leveraged

Up until the pandemic, bank lenders continued to focus on

capital structure. Over the last few years, mezzanine debt has

relationship banking, corporate borrowers' lines of credit and

represented about 0.7/0.8x EBITDA in the capital structure. In

areas where they have a competitive advantage like operating

the past, aggressive banks and senior lenders have reduced

business needs, including payroll and checking accounts. Due

the need for mezzanine capital, but this may change in the

to regulatory scrutiny, banks are careful in making new loans

next few quarters as banks become more selective in their

and are very selective in new leveraged transactions.

lending appetite.

Interest Rate Environment
•

The short-end of the yield curve (Prime and one-month
LIBOR), in a year-over-year comparison, reflects the dramatic
efforts employed by the Fed early in the pandemic to support
businesses and the banking system in the U.S. The Prime rate
and LIBOR reflect a shift of about 225 basis points lower to
support the financial system.

•

The pandemic, and the resulting flight to safety has increased
the slope of the yield curve in 2Q20, but at a much lower
interest rate level. The 2 Year to 10 Year Treasury differential
was 34 basis points at the end of 2019 and it is 50 basis points
at the end of 2Q20.

•

There are several emergency support lending programs,

•

The use of debt leverage helps sustain high middle-market
M&A valuations. Pre-pandemic, the low interest rate

including the PPP and the Main Street Lending Program with

environment helped companies support higher debt leverage

very favorable rates for borrowers. These Federal lending

in transactions contributing to high M&A valuations. Now with

programs and the very low interest rate environment provides

an even lower interest rate yield curve, slightly off set by

companies that are beyond survival mode, opportunities to

wider borrowing spreads, companies will continue to see low

borrow at very low interest rates.

borrowing costs.
•

Regulators enforce credit discipline in the banking community.
The regulators limit the amount of Highly Leveraged
Transactions (“HLT”) exposure that a bank can hold and
therefore helps maintain senior leverage at the relatively
conservative 3.0x EBITDA senior debt ratio.

About Rotra, LLC and Rotra Brokerage Services, Inc.
Rotra, headquartered in Wood Dale, Illinois and established in 1984, is a leading international freight
forwarding and logistics company serving transpacific and transatlantic markets, focused on American and
European middle-market customers. Rotra offers international air and freight import and export, fast
ocean freight, customs clearance, warehousing and custom packaging services.
Rotra, LLC and Rotra Brokerage Services, Inc. has been acquired by Delmar International.

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.

