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DEFINITIONS

M&A – Mergers & Acquisitions refers to a business transaction in 
which an ownership share is transferred. 

LOWER MIDDLE MARKET – This segment of the M&A market 
includes companies with annual revenues in the range of $5-100 
million. 

PRIVATE EQUITY – Private equity firms are investors that 
make investments directly into private companies with the goal of 
generating returns for their investors through company growth. 

STRATEGIC BUYER – A buyer that has a strategic rationale for 
acquiring a company. 

EBITDA – Earnings before Interest, Taxes, Depreciation, and 
Amortization, which is a common measure of earnings used for 
M&A valuation and negotiation.  
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INTRODUCTION

Each year, we have the privilege of working with numerous entrepreneurs and 
companies.  In those conversations, we are often asked about the state of the 
private Merger & Acquisition (M&A) market. 

In contrast to the mega-mergers that we see in the Wall Street Journal, the 
majority of business transactions in the Lower Middle Market take place 
discretely through confidential negotiations.

This leaves the private M&A community with limited access to data. After 
25 years of watching the market’s peaks and valleys, we believe that greater 
knowledge can help business owners and their advisors make better 
decisions.

We published this report to shed light on the current M&A market and provide 
insight to help a company weigh a decision to sell, merge or acquire.

This report contains insights from leading M&A research organizations and 
an interview with an active buyer – a private equity firm based in Jackson 
Hole, Wyoming. 

Whether you are an entrepreneur, executive, or advisor, you know that one of 
the keys to success is being prepared. We hope this report lends a hand in 
that effort.  

 

Bryce DeGroot
President, Compass Advisors

The investor of today does
not profit from yesterday’s growth.

- Warren Buffett
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1,346 transactions over $100MM*

2,213 transactions under $100MM* 

9,261 undisclosed transactions

Source: FactSet
*12 Months Ended 1/31/16. US only.

Enter into new lines of business

Expand customer base

Expand geographic reach

Enhance intellectual property or acquire new technologies

Opportunistic - target becomes available

Financial buyer looking for profitable operations and/or gain on exit

Acquiring additional elements of the supply chain

Responding to activist investors

Defend against competition

37%
37%

36%

34%
25%

20%

16%
13%

7%

OVERVIEW

T he Merger & Acquisition (M&A) market is dynamic 
and complex. Transaction activity ebbs and flows 

with industry cycles and macro-economic cycles. Each 
transaction has a unique rationale for capturing value  
from the deal.  

2015 was a record year for transactions in the overall M&A 
market. The economic conditions provided the ingredients 
necessary for sellers to see premium valuations and highly 
competitive offers. Today’s market is clearly a seller’s 
market. 

The question is: how long will this market last? The 
business cycle is like a tide, and as Warren Buffett said, 
“You only find out who is swimming naked when the tide 
goes out.” 

Although market conditions impact the number of buyers 
and valuations, there is always a market for strong 

companies who can outperform industry and economic 
cycles. Often, small and mid-sized companies have the 
highest growth rates, the best innovation, the newest 
product lines, and leadership of an industry niche. These 
growing entrepreneurial companies make up the largest 
share of transactions in the M&A market. 

As KPMG notes in their annual survey of deal executives, 
larger organizations are often motivated to acquire 
companies in order to expand service/product lines or 
enter new regions. 

KMPG Executive Survey:

 What are the primary reasons for the acquisitions your 
company or fund intends to initiate in 2016?  (each 
participant can answer more than once)

Source: KPMG 
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Refinance

IPO

Sell to financial

Sell to strategic

LOOKING BACK ON 2015

2015 was a big year for transaction volume. Four main 
factors have contributed to the market conditions: 

•  Adequate debt and equity capital
•  More buyers and limited sellers
•  A high point in valuations
•  Macroeconomic confidence and growth

Confidence drives M&A activity by giving investors the 
ability to make decisions with manageable risk. On the 
flip side, strong financial performance, high valuations 
and a favorable view of the market give business owners 
confidence in their exit timing.   

Going into 2015, business owners and executives were 
optimistic about the U.S. economy. Bank of America 
Merrill Lynch’s CFO Survey revealed that financial 
executives anticipated growth in sales, workforce, market 
penetration, and the overall economy. 

The 2014 U.S. transaction count was a record of 20,080 
(PitchBook) and 19,686 in 2015, a decline of 2%. PitchBook 
includes transactions of all sizes.

Of those that were surveyed by KPMG last year, the 
majority of respondents said selling to a strategic buyer 
would be most likely (64%), followed by selling to a 
financial buyer (18%).  Private equity firms were an active 
group, completing 5,212 buyouts in 2016 (PitchBook).

Exit Strategies

8%

64%

18%

10%

Source: KPMG Outlook 2015

BUYER INTERVIEW

LONG TRAIL HOLDINGS
JACKSON HOLE, WYOMING

Ben Mackay is the Principal of Long Trail Holdings, 
an investment firm that purchases a majority 
stake in founder-owned or closely-held businesses 
with $1-2 million in EBITDA. He is responsible for 
managing investments and providing strategic, 
financial and operating resources to management 
teams.

Disclaimer: Long Trail Holdings’ contribution to this report was 
limited to the Buyer Interview on pages 5, 7, 9, and 10. The 
interview contains material for general informational purposes 
only and does not represent advice to any particular company, 
individual or set of facts. Nothing in this interview shall be 
construed as tax, legal or financial advice.
 

How would you describe the M&A market from a 
buyer’s perspective?

Currently the market is challenging because there are 
so many buyers chasing few deals and in the past 
few years larger buyers have moved down market, 
pushing up pricing beyond a reasonable range. This 
has made it price-prohibitive for smaller buyers to make 
acquisitions.

Continued on page 7
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A ccording to FactSet, 2015 M&A activity for 
transaction valuations under $50 million was 

down slightly from the year before, although can likely 
be attributed to the slowdown in Quarter 4.  However, 
the number of Undisclosed Transactions (price and 
terms are not disclosed to the public) increased 10.1% 
last year from 8,412 in 2014 (FACTSET). Most of these 
transactions are likely private-to-private deals under 
$100MM and would fall into the categories listed at right. 

Sponsor-Backed

Corporate M&A

% Sponsor-Backed

BREAKDOWN OF ACTIVITY BY 
CORPORATE AND PRIVATE EQUITY

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q1Q 2Q 3Q 4Q1Q 2Q 3Q 4Q1Q 2Q 3Q 4Q1Q 2Q 3Q 4Q
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Deal Value ($B)
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Source: PitchBook | M&A Report 2015

2014*

2015*

Number of Deals - US

$25MM to
$49.9MM

425 407

10MM to
$24.9MM

553 550

Under 10MM

1,026 842

Undisclosed
Transactions

8,412
9,261

Source: FactSet
*12 Months Ended 1/31/15 and 1/31/16

Source: PitchBook| M&A Report 2015
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VALUATIONS | UP OR DOWN?

A t its most basic definition, a company’s value is what 
the market is willing to pay. Business value is based 

on expected future cash flow and the risk.  In addition to 
the specific business factors, valuation is heavily impacted 
by industry outlook and economic cycles. 

For the past few years, valuations have been very strong. 
Specifically last year, valuations continued to climb, 
leaving some buyers concerned about their ability to 
compete in the market and finance transactions.

Buyers have excess capital to invest and will continue 
to acquire companies, but they are forced to be more 
discriminating and selective in light of valuations in the 
market.  

Valuations are typically expressed in terms of a multiple of 
annual EBITDA (see definitions, page 2). 

2015 Valuation Summary

According to Pratt’s Stats, the median EBITDA multiple for 
deals between $5-50MM was 7.36. 

PitchBook reported that the median EBITDA multiple in 
Q3 2015 was 7.5x and 8.3x in Q4 (all deal sizes). For deals 
from $0-25MM, they were  5.4x and 5.3x, respectively.  

BUYER INTERVIEW CONTINUED

When you’re evaluating a company in today’s market, what factors are most important for you to know?

Most important factors include: 
•  Seller’s commitment to the process
•  Seller’s life goals and vision for the future of the company
•  Seller’s willingness to retain a piece of the company
•  3 year financial trend
•  Gross margins
•  Customer concentration
•  Recurring nature of sales
•  Dollar value per unit sold

What are some ways that business owners can make their company more attractive to buyers or 
contribute to receiving a premium valuation?

•  Established systems to track business metrics on a weekly basis
•  Ability to produce consistent monthly financials
•  Strong “number 2” manager that is planning to stay
•  Consistent monthly financial performance with consistent margins

Continued on page 9
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O ther factors, outside of market conditions, play a big 
part in valuations. There are two categories where 

companies can experience a valuation premium: (1) size 
and (2) quality. A size premium is the higher valuation 
multiple given to larger businesses based on lower risk. 
Quality influences valuation primarily with the five factors 
below: 

1.  Strong financial performance
2.  Scalable organization with sustainable growth
3.  Low dependence on one employee, customer, or supplier
4.  Strong management team with continuity post-acquisition
5.  Differentiated (non-commodity) product/service

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%
1Q 2Q 3Q 1Q 2Q1Q 2Q 3Q 4Q1Q 2Q 3Q 4Q4Q

2012 2013 2014 2015

EV/EBITDA Breakdown

<0x

0x-2.5x

2.5x-5x

5x-7.5x

>7.5x

$250M+

$25M-$250M

Under $25M

MEDIAN VALUE/EBITDA MULTIPLES 
BY ENTERPRISE VALUE

Top mistakes business owners make that 
result in a failed attempt to sell:

1.  Unrealistic expectations
2.  Weak management team
3.  Poor financial records
4.  Failing to aggressively prepare their 
     company for a sale

(Market Pulse Survey and Compass Advisors survey)

Source: PitchBook | 2015 Annual 
Global PE Deal Multiples

Source: PitchBook | Global PE Deal Multiples - FY 
data was not available at the time of publishing

1Q 2Q 3Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q1Q 2Q 3Q 4Q4Q

2012 2013 2014 2015

14.0x

12.0x

10.0x

8.0x

6.0x

4.0x

2.0x

0.0x
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Strategic acquisitions continue to fetch higher prices 
than purely financially driven acquisitions, mainly due 
to opportunity to add value through synergy. To remain 
as major players, private equity firms are relying on low 
interest rates and an emphasis on add-on acquisitions. 

What goes up must come down

According to the KPMG survey, only 31% of respondents 
believe the current market valuations in their industry are 
sustainable. Commenting on this, Alex Miller from KPMG, 
notes: “Acquirers looking for access to innovation or new 
technologies will face the reality of higher valuations while 
acquirers looking to expand through new lines of business 
and wider geographic footprints will experience more 
modest market value changes.” 

Like most things though, the constant reality of 
competition plays a pivotal role in the ultimate outcome 
of transactions. “If they don’t own it, someone else will, 
and that could have a deteriorative effect on the franchise” 
notes Alon Ceches, head of Strategy Group and M&A at 
AIG (KPMG). 

It is also true that high-quality companies will fetch strong 
valuations regardless of the economic conditions. The 
better the company, the higher the valuation, and buyers 
are willing to pay for it.

Are the current market valuations sustainable 
for your industry?

Yes

No
31%

69%

Source: KPMG

BUYER INTERVIEW CONTINUED

Do you expect any major changes to the M&A 
landscape in the coming year?

I don’t expect any major changes this year, but we have 
been in a seller’s market for a while, and I would expect 
the cycle to start shifting in the coming years toward 
more of a buyer’s market.

From a buyer’s perspective, what is the most 
common reason that deals fall apart?

Unreasonable expectations by a seller or their advisors. 

What are the most prominent trends in the M&A 
marketplace?

Top 5 trends: 
1.  Majority recapitalizations with sellers retaining 20% 
     share.
2.  Sellers staying on for a transition period of a year or 
     longer.
3.  Valuation tiers at $2 MM EBITDA, $5 MM EBITDA 
     and $8 MM EBITDA.
4.  Light manufacturing and industrial services.
5.  Focus on recurring revenue.

Continued on page 10
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TIMING

Average Months to Close

F or original founders/family owned businesses, exit 
timing is determined by personal factors much more 

than outside economic conditions. The right timing 
is often determined by the goals and situation of the 
management team and owner(s). Professional owners, 
on the other hand, are often less concerned about legacy 
and impact to the community and pay closer attention to 
overall market conditions. 

In Q3 2015, based on a survey of 249 M&A advisors, 
the average time to close was 9 months for companies 
between $2MM - $5MM and 10 months for those between 
$5MM - $50MM (Market Pulse). Year over year, we see 
an average of 8-12 months. The type of buyer and the 
company’s level of preparedness influence timing more 
than anything else. 

To capture the highest price, it is increasingly important 
for business owners to start preparing to exit early. A lot 
of preparation is necessary to yield the best outcome, 
especially when selling to sophisticated buyers. As soon 
as owners are considering an exit strategy, it is critical to 
identify key advisors and begin planning. This includes 
tax and accounting, legal, financial, and M&A transaction 
advisors. 

According to the 2015 CFO Survey conducted by Bank of 
America Merrill Lynch, 34 percent of executives believe 
succession planning is a potential weak spot in their 
companies. Even large companies are not preparing 
for uncertainties related to future ownership and 
management. 

12

10

8

6

4

2

0
$2MM - $5MM $5MM - $50MM

Q3 2015

Q3 2014 Source: Market Pulse | Quarter 3 2015

BUYER INTERVIEW CONTINUED

How long does it typically take to get from initial 
discussions with buyers to the closing table? 

From signing an LOI to closing, I’d say it’s very typical 
to take 90 to 120 days.

How can owners best prepare for the negotiation 
and due diligence process?

•  Listen to their broker / M&A advisor
•  Be prepared to think of the due diligence process as a 
second job

What are the most common risks you see that 
would cause you to discount a valuation?

•  Unions
•  Customer concentration
•  Less than 20% gross margins
•  Declining growth trend
•  “Job shop” with competitive bidding for each job
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In KPMG’s 2016 M&A Outlook Survey, 553 M&A 
professionals from corporations and investment firms 

across the U.S. were surveyed to get their perspective 
– an “in the trenches” perspective on how they see the 

acquisition market in the coming year. With 91 percent 
expecting to initiate at least one acquisition, companies 
will be looking for the right opportunity, and ultimately 
decide whether to buy versus build. 

Technology, Pharmaceuticals/biotechnology, Healthcare providers, Media/telecom, and Consumer markets are expected 
to be the most active industries for M&A.

A LOOK FORWARD 
TRENDS AND EXPECTATIONS

Technology
Pharma/biotech

Healthcare Providers
Media/telecoms

Consumer markets - F&B, CPG, non-retail
Medical devices

Health plans/insurers
Energy - oil & gas

Financial services
Industrial Manufacturing - other

Financial Services - alternative investments
Consumer markets - retail

Energy - power and utilities
Financial services - investment management

Financial services - insurance
Industrial manufacturing - automotive

Financial services - capital markets
Industrial manufacturing - aerospace & defense

70%
60%

47%
42%

27%
24%

22%
21%

17%
17%

14%
12%

10%
7%

6%
5%

4%
1%

None or don’t know

One to three

Four to six

Seven to nine

Ten and up

9%

38%

34%
17%

10%

9%
12%

4%

48%

18%

Most active overall (M&A)
% of industry respondents, asked to select up to six

How many accuisitions will you initiate in 2016?

In 2016

In 2015

Source: KPMG 2016 Outlook

Source: KPMG | 2016 Survey 
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QUICK INDUSTRY INSIGHTS

Business-to-consumer (B2C) companies should see continued consolidation across product categories as 
buyers vie for growing brand names and products. “While evolving headwinds will continue to pressure the B2C space 
in the near future, the strategic and financial need for M&A remains as private equity (PE) buyers and strategics alike 
compete for quality growth opportunities in an era of low bottom-line growth” (RSM). The key challenges to deal-making 
in the consumer markets sector: 1) valuation disparity between buyers and sellers; and 2) identification of suitable 
targets (KPMG). For all value ranges, deal counts were 1,865 in 2015 (U.S. only), a 4 percent decrease over the prior year 
(PitchBook). The top sectors were Non-durables and Media. 

Business-to-business (B2B) companies include organizations across industries. As RSM notes in 
their report on B2B, “PE [private equity] buyers remain eager to deploy dry powder into quality platform and add-on 
investments, while corporate acquirers are still in need of synergistic and accretive combinations, sustaining an 
extremely competitive and expensive B2B deal environment” (RSM). Top sectors for M&A activity were Commercial 
products and Commercial services. For all value ranges, transactions closed for 2015 were 3,521 (U.S. only), a slight 
increase over the prior year, but relatively flat. 

M&A activity in the Manufacturing sector is becoming more relevant again in the U.S. According to an article 
by Axial, a network for buyers and sellers, the amount of capital invested rose by an impressive 103% year-over-year, 
although a large part of that resulted from mega-deals by public companies. Because manufacturing is closely related 
to parts of other industries (e.g. consumer markets, hardware, medical equipment), it is difficult to identify pure 
manufacturing transaction data. However, manufacturing was the sector with the highest level of investor interest on 
Axial, as reported last year (Axial). The industry outlook is still positive, so interest is expected to remain in 2016. 

New startups and innovation are creating a healthy Tech and IT sector. As these companies innovate and capture 
market share, larger technology companies will look to M&A for top-line growth. David Van Wert, a partner in RSM’s 
technology accounting practice, notes that buyers are focused on how long a company will keep its customers, “with 
key questions being, what has customer attrition been historically? If companies have been keeping customers, will 
they be able to upsell or increase prices? How long are the average contracts?” The key challenges to deal-making in the 
technology sector: 1) valuation disparity between buyers and sellers; and 2) key employee retention and performance 
incentives (KPMG). Tech companies have historically attracted high valuations, due to a number of factors including 
margins and ability to scale. To avoid mistakes made in prior bubbles, “buyers will tread more carefully, yet still pay up 
for quality targets” (RSM). Transactions numbered 1,663 in 2015 (U.S. only) for all value ranges—relatively flat over 2014 
(PitchBook). 

M&A activity in the Energy sector included 667 deals in 2015, a YoY decrease of 29% (PitchBook). Corporate buyers 
are taking to M&A to consolidate, or in some cases, survive, as opposed to the growth-minded deals in other industries. 
In addition, private equity firms are raising capital to acquire distressed energy assets. The key challenges to deal-
making in the Energy sector: 1) valuation disparity between buyers and seller; and 2) the general economic environment 
(ability to forecast future performance), according to the KPMG survey. 

Government and insurance changes have presented challenges and growth opportunities in the Healthcare sector.  
One of the biggest themes is consolidation as small companies are struggling to keep up with the changes and stay 
profitable. According to those surveyed by KPMG, the biggest trend driving M&A activity in 2016 is the industry response 
to the Affordable Care Act, including scale advantages. In terms of deal flow, the three largest sectors were Services, 
Devices & Supply, and Pharma/Biotech. Total transaction count increased 8% to 1,250 for the year (U.S. only). 
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CONCLUSION

The upcoming presidential election and uncertainty 
about the direction of the economy could play a part 

in the coming months. The bright spot this year may be 
the lower middle market – which is commonly defined 
as deals valued at between $5 and $100 million. Most of 
the companies in the lower middle market are founder or 
family owned, and given that an exit usually happens only 
once, they want to ensure they make the most of it. As 
the upper market continues to get more competitive and 
prices continue to rise, corporate buyers and investment 
firms will be looking for valuable, smaller companies where 
multiples tend to be lower.

Given the economic and market trends and degree of 
confidence buyers and sellers are showing, the remainder 
of 2016 should see an active M&A market. What could 
slow M&A activity? Executives are most concerned about 
slowing economic growth (42%) followed by rising interest 
rates (27%) and a lack of suitable companies to acquire 
(26%) (KPMG).
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SPOTLIGHT: COMPASS ADVISORS

C ompass Advisors is an M&A advisory firm devoted to helping business 
owners successfully exit their companies. Compass helps owners 

prepare for sale through valuation, exit planning, and transaction advisory – 
all with the goal of a successful transaction that delivers maximum value to 
all shareholders. 

As a relationship-based firm, we are focused on completing the right deal for 
our clients, their family, and company. Since 1991, we have been honored 
to work with companies in the manufacturing, distribution, technology, 
healthcare, outdoor products, and service sectors.

Select Transactions 

For Further Information
To stay in touch and receive periodic updates, including next 
year’s M&A report, please join the Compass newsletter. You will 
also be apprised of all transactions we complete. 
Join here: www.compass-advisors.com/compass-newsletter/ 

Learn More
To learn more about Compass and how we work, please visit 
www.compass-advisors.com, or call our office at 406.282.6000.
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