Overall M&A Market Commentary
Thankfully, calendar year 2020 is over but the new year 2021
begins with many of the same issues we saw previously. Until
these issues are addressed, uncertainty and perceived risk will
continue to affect the M&A market.
Currently, the pandemic is likely the greatest market risk in the
U.S. Many parts of the country are seeing a new resurgence in
infections and deaths despite a variety of state and local
government-imposed restrictions. To date, no top down policy
seems to provide a reliable way to control the virus. Further,
according to pandemic data collected by 91-DIVOC, the South
and West which have more outdoor living activity are
experiencing greater incidence of new confirmed cases than
the indoor-bound Midwest and Northeast regions. This is
interesting because if indoor spaces pose a greater risk of
infection, it is not reflected in the data. Clearly, there is much
we still do not know about the virus. The increased infection
incidence continues to stress numerous regional healthcare
systems and is leading to a growing number of fatalities in the
U.S and the world. The good news is there is light at the end of
the tunnel. We have just witnessed a tremendous heath
science achievement in the development of a number of

vaccines in record time. Two of these vaccines are very
effective and were already in use in the U.S. in 4Q20. Two other
vaccines are nearing the end of their approval process and
could be in use in 1Q21 as well. Although the roll out of these
vaccines has been somewhat chaotic, once the vaccine is more
widely distributed, the pandemic’s days will be numbered. In a
January 11th interview on CNBC, Dr. Scott Gottlieb predicted
COVID-19 vaccine eligibility will be expanded sooner than
expected. “I think by the end of February, we’re going to find
that we have to open up eligibility pretty wide to get people to
come in to get inoculated,” he said. Widespread use of the
vaccine could change the national news pandemic narrative as
the number of daily deaths start to decline and the incidence of
new infections falls. Sentiment amongst the general public and
businesses could improve, and potentially improve rapidly.

As we entered 2020, the U.S. had just ended a protracted tariff
war with China, the strength of the U.S. economy was evident,

and we were in an emerging M&A bull market. The pandemic in
early 2020 changed that situation overnight. This led to turmoil
through out the economy and a rapid recession. In contrast, as
we celebrated a 2021 New Year (hopefully in small groups), we
could look back at the tremendous recovery the U.S. economy
has made since the end of spring 2020. The U.S. economy has
shown a resiliency that is quite remarkable given the
tremendous upheaval in most of 2020. The recent softer than
expected December jobs report shows the recovery still has
obstacles to overcome. The report reflected job losses due to
new heightened restrictions primarily in the leisure and
hospitality sectors, which may slow the recovery without
additional government stimulus. In contrast, the manufacturing
and service sectors are strengthening. The December ISM
Manufacturing index reached a two year high of 60.7. Only
bottlenecks in shipping activity and shortages of qualified labor
prevented the index from registering an even higher figure.
Similarly, the December ISM Non-Manufacturing index climbed
to 57.2 from the 55.9 value in November. According to the
Goldman Sachs Investment Strategy Group, 2020 GDP growth
will be only negative 3.5%, even with a large portion of the
economy shutdown for most of year. This same group is
predicting GDP growth of a positive 5.4% in 2021, a
tremendous turnaround from the current year. At some point
once the vaccine rollout gains traction, a number of economists

are predicting a significant post-pandemic exuberance period
as droves of consumers return to restaurants, bars, theaters,
sports venues, and entertainment facilities and start spending
the large balances of savings that were accumulated during the
pandemic. This could lead to rapid employment growth in the
lower skilled leisure and hospitality sectors, reversing the
negative effects of these sectors and further aiding the
economic recovery.
The political divide continues to be an ugly feature of the U.S.
and has led to an increased perception of U.S. political risk. The
civil unrest across the country culminating with the recent riots
in Washington DC shows the fragile political balance in a
philosophically divided country. The two major political parties
have forgotten the concept of “loyal opposition” and now
behave more like sworn enemies with “no compromise”
political agendas. A record number of voters participated in the
national U.S. elections with both candidates receiving record
vote tallies. The election, like many previous ones, was
ultimately decided by a few hundred thousand votes in a few
swing states out of around 160 million votes cast. Although for
the next two years, the Democrats control the Presidency and
both chambers of Congress, this control is razor-thin and will
likely prevent any dramatic changes or sweeping legislation.
Compromise and working across party lines needs to return to
our political system if we are to defeat the pandemic and make

any lasting progress on the economic recovery. The near evenly
split congress provides more power for the center right and
center left politicians, which might lead to a resurgence in more
normal politics.
Increases in corporate income tax rates and a near doubling of
the capital gains tax rate was promoted by a number of
Democrats during the election. With unemployment at 6.7%
and the pandemic still weighing on the economy and impacting
a large number of businesses, it seems unlikely that the tax
laws will be changed in 2021. However, 2022 may be another
matter. This creates a potential window of opportunity for
sellers in 2021 where they can sell their businesses with any
gains subject to the lower current capital gains taxes.
The pandemic has created uncertainty and perceived risk in the
economy that has negatively impacted the M&A market. Even
with that, demand for new deal opportunities by strategic and
financial buyers remains robust, especially for companies with

strong performance during the pandemic. Companies that have
shown resilience during the pandemic are well-received in the
marketplace. Furthermore, if capital gains tax increases
become a key topic in Washington DC then 2021 may become
an important year to consider and execute a sale. We
encourage business owners who are interested in pursuing a
sale to seek the counsel of their investment bankers and
develop a strategy to enter the market in 2021. Preparation is
important and will significantly increase the likelihood of a
successful transaction. Prairie Capital Advisors (“Prairie”) is
ready to assist you in developing a strategy for the sale of your
company.
Due to the extended period that private company M&A market
data is collected, there is a one quarter lag in our information.
As a result, the market commentary reflected below considers
the 3Q20 data, roughly in the middle of the pandemic deal
environment.

M&A Market Activity
While market activity is still affected by the pandemic, the 3Q20
M&A dollar and deal volume show significant improvement
over 2Q20. Outside the hospitality, restaurant and travel
sectors there has been marked resilience in other business
sectors. In fact, many companies were not seriously impacted
by the pandemic and are seeing improved business
performance. As a result, a growing number of business owners
are considering their strategic options and entering the M&A
market. The vaccine approvals in 4Q20 and widespread
inoculation rollout in 2021 could increase business sentiment
and lead to a more rapid recovery than currently anticipated.
This could further increase these improving M&A trends.
•

$31 billion of middle-market deals recorded in 3Q20 was
up 63.2% from the value in 2Q20. Although deal value
increased this quarter, in year-over-year comparisons,
3Q20 deal value was down 44.6% compared to 3Q19.

•

The number of middle-market closed deals in 3Q20
increased 40.0% compared to the number of closed deals

in 2Q20. Similar to deal value, in year-over-year
comparisons, the number of deals in 3Q20 was down
41.7% from 3Q19's tally.

•

The average middle-market deal size of $45.9 million in the
first three quarters of 2020 was about 6% smaller than the
average $48.8 million deal size closed in the first three
quarters of 2019.

Private Equity (“PE”) 3Q20 exit activity showed a similar
improving trend as in the overall M&A market. The number of
PE exits in 3Q20 increased 33.3% from the number of exits in
2Q20, while the capital exited increased 22.8% during the same
period.

PE funds and other financial buyers have become more active
during 3Q20 on both acquisitions as well as dispositions as the
effects of the pandemic on business has become better known.
The increase in portfolio company sales activity by PE funds
suggests that these groups see opportunities for liquidity
events, even with the pandemic. Furthermore, there is
acquisition demand for good quality companies that far
exceeds the supply of such assets, which provides sellers with
strong performing businesses an opportunity to drive better
deal terms.

Middle Market Deal Valuations
The pick-up in 3Q20 M&A activity has provided a greater
number of deals and more market data to provide an early read
on the effects of the pandemic on deal valuations. While
previously the 2Q20 data showed the full effect of the
pandemic on the deal business, the 3Q20 data is showing the
resilience of the deal community and reflecting the
characteristics of deals in this new environment. During 3Q20,
business owners began to react to the pandemic environment
and adjusted their business models to the new business
circumstances. Even with these reactive mid-course
corrections, the majority of businesses have been somewhat
affected by the pandemic. Thus, lower company performance
and general pandemic related uncertainty has started to
negatively impact 3Q20 valuations.
Even with a pandemic, we believe there continues to be an
M&A market supply/demand imbalance. The more than $3
trillion in PE undeployed capital, large cash balances on
strategic buyer’s balance sheets, abundantly available but more
costly debt capital and the emergence of a new category of
buyers, the Special Purpose Acquisition Corporations (“The
SPACs) are collectively creating substantial demand for new
M&A deals. This demand for deals may limit the future
valuation declines. Recently, many PEs and strategic buyers
have succeeded in finding
deal bargains, but because
of
the
supply/demand
imbalance, that opportunity
will likely decline in the next
few quarters.
Sellers need to carefully
position their companies in
the M&A market, otherwise
they will leave value on the
table. This is always the case
but in the pandemic
environment
this
is
especially true. We believe
the M&A market will heat
up in early 2021. Our advice
is to seek guidance from an

experienced M&A advisor and begin to prepare your businesses
for a sale process. Well-prepared sellers will receive strong
interest and attractive valuations in an escalating M&A market.
The 3Q20 data still contains a mixture of deals started both prepandemic and during the pandemic, however we believe the
pandemic period deals are now greater in number. Also,
because quarterly data is more volatile than annual data, we
suggest focusing on trends rather than actual values in the
quarterly data.
•

Sub-$25 million deal valuation multiples moved higher in
3Q20 to a 6.5x multiple, which is above the long-run
average of about 6.0x for this size category. Smaller deals
are easier to digest and finance which helps support higher
valuations.

•

Larger middle-market valuations ($50 to $100 million
segment) moved lower in 3Q20 to 7.0x, lower than the long
-run average of 7.9x for this segment. Larger deals need
debt leverage which is more expensive and leading to lower
valuations.

•

Valuations in the $25 to $50 million segment also moved
lower to 6.5x, which is slightly lower than the average of
this size segment for the last few years.

Private Equity versus Strategic Valuations
Strategic buyers continue to be active in the M&A market
during the pandemic. The pandemic initially provided strategic
buyers with the opportunity to look for deal bargains and make
acquisitions to add to their product or service offerings.
Synergy induced cost savings or revenue enhancements allow
strategic buyers to pay more than the financial buyers and still
drive positive returns to their investment. In 3Q20, the data
appears to indicate that the strategic community found
significant synergistic opportunities and were willing to pay a
premium for their acquisitions.
•

Strategic buyers ae very active participants in middlemarket M&A. In 3Q20, strategic buyers, on average, paid
significantly more than financial buyers. Quarterly data is
volatile, but it appears as though strategic buyers were
aggressive and used high valuations to win deals in 3Q20.

•

Over the last five years, EBITDA multiples paid by PE buyers
have remained in a stable range above 7.0x.

•

Our long-run valuation data suggests that strategic buyers
typically pay at least one multiple more than PEs in the
M&A market.

•

Prairie estimates that for middle-market deals below $50
million, valuations are generally 1.0x to 2.0x multiples of
EBITDA lower than the levels reflected in the chart on
below.

uncertainty of the current business environment. Currently,

Middle Market Leveraged Buy Out Capitalizations
While debt capital is available, the use of total debt (the
combination of senior and subordinated debt) in a typical

almost 50% of the typical LBO deal structure is equity.
•

BDCs have returned to the deal market and are becoming

acquisition capital structure is trending lower during the

more aggressive in pursuing new lending opportunities. The

pandemic. Due to more cautious lenders and more

reemergence of the BDCs might force more aggressive deal

conservative capital structures, equity represented almost half

structures and better loan pricing for borrowers.

of a typical leveraged buyout (“LBO”) capital structure through

•

Mezzanine funds have increased their activity in leveraged

November 2020.

transactions in 3Q20, but this capital has a high interest

•

Up until the pandemic, debt capital was readily available.

rate that can stress a company’s cash flows. Interest-only

Commercial

business

and payment-in-kind (“PIK”) structures still dominate the

development corporations (“BDCs”) and mezzanine lenders

markets, but in the current environment, the use of equity

were anxious to support acquisitions and growth financing

co-investment structures may increase to match mezzanine

situations.

returns with the deal risk profile.

•

banks,

asset-based

lenders,

While there is liquidity for new loans, the mid-pandemic
lending market is still more conservative than 2019. Deals
are seeing less financial leverage, higher debt pricing and
more lender driven terms, reflecting the increased

Overall Comment on the Financing Markets
The lending market emerged from the pandemic in the second
half of 2020 with new practices (Zoom meetings sound
familiar?) and a new, somewhat more conservative take on
loan structures. A recovering economy and a pickup in
manufacturing and consumer spending helped boost demand
for overall bank credit. An improving M&A market, particularly
toward the end of 2020, has increased optimism for more
leveraged loan activity continuing into 2021. Like in the M&A
market, the lending market is dependent on the success of the
COVID-19 vaccine distribution and the resulting increase in
business and consumer sentiment. Most banks and non-bank
lenders are preparing for a strong 2021, building on the
momentum started in late 2020.
Even with this strong interest in new loan activity, acquisition
capital structures remain conservative with equity making up
half of the capital structure. The perceived remaining pandemic
risk and the need for borrower financial flexibility to
accommodate unexpected pandemic and economic issues has
reduced the amount of leverage in new deal structures. While
the lenders are still in control and demanding more lender
friendly loan terms, the record amount of new BDC funds
raised and the emergence of other pools of debt capital like
hedge funds and PE backed debt funds is producing more
competition. This could change the issuer-lender negotiating
dynamic in the future.
The Federal government loan programs, which were expanded
in the second pandemic relief effort, has helped support the

lower middle market companies. Further, the first waves of
conversion of the PPP loans to grant status is beginning and will
pick up momentum in early 2021. Nonetheless, the low-end
middle market businesses, particularly those in the service and
retail spaces have been decimated during the pandemic. The
recovery in this sector will take a long time.
As the pandemic continues, the distressed deal market is
expected to grow. More than 60 distressed deal funds are
currently raising capital to invest in future transactions.
Furthermore, banks are expanding their workout groups in
anticipation of a growing number of problem credits.
Interest rates remain low by historical standards. The Fed has
said it will keep its policy rate near zero through 2022 and
may expand its asset purchase program to provide further
support to the economic recovery. Rising growth and
inflation expectations may move longer-term interest rates
higher, but rates are not likely to return to historical
averages any time soon. Even with low base interest rates,
the cost of borrowing is increasing as banks and non-bank
lenders increase their lending spreads to price in pandemic
and business-related risk.
The banking system has weathered the pandemic well and the
overall debt capital markets are healthy. While debt capital is
readily available, acquirors will have to accommodate a longer
financing process and potentially more conservative and
expensive capital structures. This has already led to lower
valuations in the M&A market and is expected to continue in
2021.

Total U.S. Middle Market Loan Issuance
•

New bank loan issuance for middle-market companies in
2020 was 37% lower than the $26.8 billion issued in 2019.
The downward trend in new commercial and industrial
(“C&I”) loan issuance already observed over the last few
years was further exacerbated by the pandemic-driven
economic slowdown. This decline in lending activity is
driven by a lack of demand rather than a bank willingness
to lend.

•

At the beginning of the pandemic, the Fed pledged to any
steps necessary to support banks and maintain sufficient
liquidity in the banking system. While banks have abundant
funds for loans, loan growth was negatively impacted by
reduced economic activity, lower M&A transaction volume
and less credit worthy borrowers.

•

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 and the pandemic,
banks are careful in making new loans and are very
selective in new leveraged transactions leaving that market
segment to the BDCs.

Interest Rate Environment
•

The year-over-year comparison of the short-end of the
yield curve (Prime and one-month LIBOR) shows the Fed’s
support of businesses and the banking system during the
pandemic. The roughly 1.50 basis point shift lower in the
Prime rate and LIBOR rates over this period reflects the Fed
support of the financial system.

•

The pandemic, and the resulting flight to safety has
increased the slope of the yield curve in 3Q20, 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 that same differential is 80 basis points at the end of
2020.

•

The PPP and the Main Street Lending Programs provided
favorable financing for borrowers and these programs have
evolved and will increase under the second pandemic
stimulus program. These Federal lending programs and the
very low interest rate environment provides creditworthy
companies opportunities to borrow at favorable interest
rates.

•

Middle Market Debt Multiples
•

high middle-market M&A valuations. We believe a more

Average total debt leverage in middle-market deals was

conservative lending environment may lead to more

3.7x in the first eleven months of 2020, down from 4.0x
observed in 2019. More conservative lending behavior in
2020 lead to a reduction in the senior debt multiple to 3.1x

We believe mezzanine capital will play an important role in
a leveraged capital structure in the pandemic end game
environment. While mezzanine is more expensive capital
than senior debt it is cheaper than a similar amount of
equity.

•

Over the past five years (2015-2019), on average
mezzanine debt represented 0.8x EBITDA in the typical
capital

structure

downward pressure on valuations.
•

Regulators enforce credit discipline in the banking
community. The regulators limit the amount of Highly

down from 3.3x in 2019.
•

The use of debt capital before the pandemic helped sustain

because

aggressive

banks

disintermediated the mezzanine capital. So far in 2020,
even with a conservative bank lending environment and
increased involvement of mezzanine funds in new deal
activity, mezzanine capital has become a slightly smaller

component of the capital structure.

Leveraged Transaction (“HLT”) exposure that a bank can
hold which has resulted in conservative bank senior
leverage levels.

About Cirris Systems Corporation
Founded with a single testing product in 1984, Cirris has grown to become a leader in the development and
production of wire and harness test equipment, including testers, adapters, software, accessories and custom
products. Headquartered in Salt Lake City, Utah, the company serves customers in over 20 countries on all
seven continents. Prior to the transaction, Cirris Systems Corporation was an employee-owned company.
Cirris Systems Corporation has been acquired by The Schleuniger Group. The Schleuniger Group is a subsidiary
of the Swiss publicly-traded firm The Metall Zug Group, an industrial holding company headquartered in Zug,
Switzerland.

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 closelyheld 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.

