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M&A Outlook for 2011: Mostly Sunny, With A Chance of Clouds 

Continued improvement in corporate earnings, as well as in the equity and credit markets, means 
many midsize business owners have good reason to smile these days. In a January 2011 survey 
by Pepperdine University of privately held businesses and their capital suppliers, about 68 
percent said they are more confident in U.S. economic growth today than they were a year ago. 

That optimism, combined with the continued buildup of cash among the nation’s strategic and 
financial acquirers, has translated into an uptick in M&A activity that seems to be carrying over 
into 2011. 

According to the ACG-Thomson Reuters Year-End 2010 DealMakers Survey, 74 percent of 
dealmakers expect an increase in M&A activity in the next six months. While this number is down 
from the 80-plus percent of respondents who expected M&A to pick up in 2010, it’s up 
significantly from the mid-year 2009 survey, when only 56 percent of respondents predicted an 
increase. Almost all of the respondents to the ACG-Thomson Reuters survey (94 percent) expect 
strategic investments to accelerate in 2011. 

Of course, there are also negative forces at play, and some of them are actually fueling the M&A 
train – such as owner fatigue. Many business owners are simply tired and ready to retire. They 
may be looking back with regret on offers they didn’t take in ’06 or ’07, and they’re determined not 
to pass up the next opportunity to exit. 

The potential tax hike that loomed over the U.S. business community until late December 
motivated a number of third and fourth quarter deals. According to the ACG-Thomson Reuters 
survey, 31 percent of respondents said that uncertainty around taxation levels had influenced 
their investment strategy. 

Other factors, such as a gap between asking prices and what buyers are willing to pay, continue 
to put a damper on M&A activity. But overall, the long-term M&A environment continues to be 
positive, and business owners are well advised to be attuned to opportunities to sell or add-on to 
an existing business. 

Private Equity Deals Accelerate 
In its annual report released in mid-January, independent research firm PitchBook described 
2010 as one of the best years the U.S. private equity (PE) industry has seen. PE deal flow 
increased 11 percent in 2010 – to 1,498 deals from 1,349 in 2009 – a huge rally after the 40 
percent drop between 2008 and 2009. Fourth quarter’s $50 billion in PE capital invested was the 
highest level of investment since 3Q 2008. (See below) 
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PitchBook reports that an 
increasing percentage of 
these deals are add-ons – 
currently 41.4 percent – 
and the median value of 
these add-on deals more 
than doubled in 2010 to 
$51.5 million. The most 
popular sectors for add-ons 
in 2010 were commercial 
services, commercial 
products and healthcare 
services, the research firm 
reports.  

Exits also picked up 
significantly in the second 
half of 2010: Private equity groups exited more deals in 3Q and 4Q 2010 (259) than they did in all 
of 2009 (250). The median sales amounts for those exits also increased sharply in 2010 – from 
$80 million to $211 million for acquisitions by corporations and from $200 million to $382 million 
for transactions with a secondary PE firm. 

GF Data Resources shows a steady increase of transactions valued between $10 million and 
$250 million throughout 2010. (See below) GF Data, which reports on data provided by 163 
private equity firms, shows a 57 percent increase in deals conducted in the first nine months of 
2010 compared to deals it tracked during the same time period in 2009.  

Increased Appetite for Larger Deals 
Not only is deal flow increasing, but larger deals are starting to take center stage once again, 
driven in part by increasing availability of financing. 
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According to PitchBook, deals under $50 million dropped from 60 percent of the private equity 
market in 2009 to just 40 percent in 2010. While deals under $250 million still comprise more than 
70 percent of deal flow, that’s the weakest representation by the lower middle market since 2007. 
(See above) 

Several factors have contributed to the increasing appetite for larger deals. Operating results tend 
be less predictable and consistent in smaller companies, causing buyers to be more skeptical and 
lenders more skittish about extending credit to what they see as more risky investments.  

Quarterly Deal Multiples and Count 
 1Q09 2Q09 3Q09 4Q09 1Q10 2Q10 3Q10 

# of Deals 15 16 20 23 17 30 33 

TEV/EBITDA 6.2x 6.5x 5.1x 5.2x 5.2x 5.5x 6.0x 

Source: GF Data Resources 

Multiples Start to Recover 
The decline in the percentage of smaller deals shouldn’t discourage smaller and midsize 
companies thinking of selling, because the middle-market transactions that took place did so at 
higher average prices. Average purchase price multiples for middle-market transactions showed 
marked improvement in the second half of 2010, jumping to 6x trailing twelve months adjusted 
EBITDA in 3Q 2010, up from 5.5x in the second quarter, according to GF Data. (See above) 

Of course, size still matters. Larger deals, generally seen as less risky, typically demand higher 
multiples. GF Data reports that deals in the $10 million to $25 million range averaged 5.1x 
multiples in the first three quarters of 2010, whereas deals in the $25 million to $250 million 
universe averaged about 6.2x for the same time period. 

The Pepperdine Private Capital Markets Project shows similar trends. According to Pepperdine’s 
Winter 2011 report, private equity firms reported median deal multiples ranging from 4.0x EBITDA 
for $1 million deals to 7.5x for $50 million deals. (See below) Deals in the $10 million and $50 
million range both increased about half a turn since Pepperdine’s Summer 2010 report, but 
median multiples for the $1 million and $5 million deals stayed flat and the median multiple for 
$25 million deals decreased slightly from 6.3x. 

Average Deal Multiple 
Multiple of EBITDA 1st quartile Median 3rd quartile 

$1M 3.9 4 5.3 
$5M 4.5 5 5.7 

$10M 5 6 7 
$25M 5.5 6 7.8 
$50M 7.5 7.5 8 

Source: Pepperdine Private Capital Markets Project: Survey Report IV – Winter 2011 

But it should be noted that growth in earnings is another important component of valuations, and 
a growth rate below or above the average growth rate for the selected transactional data can 
significantly impact the multiple offered. GF Data reports that above-average financial performers 
purchased in 2010 were valued at an 11 percent premium to lesser performers. This is the most 
significant “quality premium” recorded in GF Data’s database, which dates back to 2003. 



 

Copyright 2011, PKF North America. 

Reprinted with permission. For more information about PKF North America, a leading association 
of separate and legally independent accounting and consulting firms located in the U.S., Canada 
and Mexico, or to find a member firm near you, go to www.pkfna.org.  

 

4

However, it’s worth noting that above-average performers weren’t the only ones getting deals 
done in 2010. In fact, “financial 
standouts” accounted for only 43 
percent of buyouts in 3Q, down from a 
high of 64 percent in the first two 
quarters of 2009, according to GF 
Data. 

Multiples are expected to continue to 
increase in 2011. Thirty-five percent of 
respondents to the ACG-Thomson 
Reuters 2010 Year-End survey report 
that they expect to pay 6x-7x EBITDA 
for companies in the next six months – 
up from just 20 percent who said the 
same in May. (See chart, right) 

Financial Results Stabilize 
Financial performance seems to be on 
the rebound for an increasing number of 
privately owned companies. PE firms 
reported in the ACG-Thomson Reuters Year-End 2010 DealMakers Survey that 94 percent of 
their portfolio companies are performing above their prior year EBITDA – an increase of 20 
percentage points over the mid-year 2010 survey. 

In the past 12 months, 34 percent of private equity firms have marked up their portfolio company 
values, and 41 percent have held them steady, according to ACG-Thomson Reuters. Six months 
ago, only 22 percent of PE firms said they had marked up portfolio company values. 

Leverage Increases, But Slowly 
With financing becoming more readily available to quality performers of all sizes, acquirers are 
using increasing levels of leverage. 

At year-end 2010, almost 40 percent of respondents reported maximum leverage at 3x or greater, 
compared to just over 10 percent who reported the same thing one year earlier, according to 
ACG-Thomson Reuters. (See below) 

  

Source: ACG-Thomson Reuters Year-End 2010 DealMakers Survey 
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GF Data reports that total debt on deals closed in the first three quarters of 2010 averaged 2.7x 
EBITDA, and senior debt averaged 2.2x EBITDA. While both of these measures are up from 
2009 levels, they are still significantly lower than 2006 levels, when leverage approached 4x. 

Banks responding to the Winter 2011 Pepperdine survey for the most part predicted leverage 
multiples will stay about the same in 2011, although about 22 percent thought senior leverage 
multiples would increase slightly and 26 percent thought total leverage multiples would increase 
slightly. 

On the flip side, equity is taking on a smaller role in acquisitions. GF Data reports that average 
equity contribution for the first three quarters of 2010 was 54.2 percent, down from the 60-plus 
percent levels of 2009 but still higher than 2008 levels.  

Smaller deals generally require higher levels of equity. In the Winter 2011 Pepperdine survey, 
investment bankers report the level of equity required to close deals over the last six months 
ranges from 52.8 percent for $1 million deals down to 20.8 percent for $100 million deals. (See 
chart, next page) 
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Equity Required to Close Deals Over Last Six Months 

Demand for business loans is expected to increase in the next 12 months. About 56.5 percent of 
banks responding to the Winter 2011 Pepperdine survey predict an increase in demand, with 21.7 
percent projecting a significant increase. About 30 percent of banks predict loan size will increase 
in the next 12 months, compared with only 16.7 percent of banks that anticipated an increase as 
of May 2010. 

Buildup of Cash + Backlog = Deal flow 
Private equity firms still have money to spend, and they’re making plans to spend it. PE firms are 
sitting on about $485 billion in “dry powder,” or funds waiting to be invested, PitchBook reports. 
According to the Pepperdine Winter 2011 survey, about 30 percent of PE firms plan to make two 
investments in the next 12 months, about 23 percent plan to make three investments, and roughly 
one-third plan to make more than three investments. 

On the other hand, PE firms are still looking to exit deals they’ve been in for an extended period 
of time. With an all-time high of almost 6,000 portfolio companies, 30 percent of which have been 
held five years or longer, PE firms are motivated to sell. However, PitchBook estimates that there 
is currently a four-year backlog of just the PE investments older than five years.  

Corporations also have cash on their balance sheets, and they are looking to acquisitions as an 
opportunity to improve growth projections. As reported in a December 28 Forbes.com article, “a 
number of companies with strong cash flow have continued to see their bank accounts grow and 
are now sitting on huge balances,” much of which will be used for acquisitions. 

Confidence Lifts 
Probably the most important factor driving M&A activity is a sense of confidence among business 
owners, acquirers and their sources of lending.  

According to the Pepperdine Winter 2011 survey, 79.4 percent of privately held business owners 
are confident that opportunities for growth will increase in the next 12 months, and about 70 
percent believe opportunities have increased in the past six months. About 63 percent of privately 
held companies believe pre-tax income will increase in the next 12 months, with 26.2 percent 
saying it will increase significantly. (See Appendix) 

52.8%
50.3%

47.3%
50.6%

27.2%

20.8%

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

$1M EBITDA $5M EBITDA $10M EBITDA $25M EBITDA $50M EBITDA $100M EBITDA

Source: Pepperdine Private Capital Markets Project: Survey Report IV – Winter 2011 



 

Copyright 2011, PKF North America. 

Reprinted with permission. For more information about PKF North America, a leading association 
of separate and legally independent accounting and consulting firms located in the U.S., Canada 
and Mexico, or to find a member firm near you, go to www.pkfna.org.  

 

7

Plans to hire are another clear indication of increasing confidence. Nearly half of respondents to 
the ACG-Thomson Reuters survey who identified as private equity, venture capital or buyout 
firms anticipate job growth at their portfolio companies. This statistic is up significantly from the 
mid-year 2010 survey, when less than one-third of respondents in the same groups anticipated 
job growth. 

Negative Influences  
In addition to the above-mentioned positive forces, there are also many factors that are acting as 
a drag on M&A activity headed into 2011.  

 Limited access to capital is reported by 46 percent of private business owners as the 
top issue facing privately held businesses today, according to the Winter 2011 Pepperdine 
survey. By contrast, 31 percent of private business owners reported access to capital as 
their No. 1 concern in Summer 2010. Fifteen percent of respondents to the ACG-Thomson 
Reuters survey reported the credit crunch as the greatest drag on M&A activity today. 

 Uncertainty over the political and tax environment is reported by 25 percent of 
respondents to the ACG-Thomson Reuters Survey to be the greatest drag on M&A activity 
today. Similarly, 23 percent of private business owners responding to the Winter 2011 
Pepperdine survey cite “government regulation/taxes” as the most significant issue facing 
privately-held businesses – up from 16 percent in Summer 2010. The combination of the 
above two factors – increasing regulation and an inability to raise capital – could create a 
dire situation for many small businesses. 

 The gap between buyers’ and sellers’ expectations continues to impede many deals, 
as evidenced by the fact that 30 percent of respondents to the ACG-Thomson Reuters 
survey reported sellers’ unwillingness to sell at multiples offered as the greatest drag on 
M&A activity. Overpricing was also the No. 1 reason cited by investment bankers for 
terminated business sales transactions, according to the Winter 2011 Pepperdine survey. 
But there is some indication that buyers’ and sellers’ expectations are coming closer in 
line: Fewer respondents to the ACG-Thomson Reuters survey identified the current 
environment as a buyer’s market – 65 percent, down from 80 percent in the mid-year 
2010 survey. 

 Economic conditions were cited as the most significant issue faced by 19 percent of 
private business owners responding to the Winter 2011 Pepperdine survey, down from 27 
percent in Summer 2010. Fifteen percent of respondents to the ACG-Thomson Reuters 
survey reported “weak economy” as the greatest drag on M&A activity today. 

Going Abroad 
Middle-market companies increasingly are looking beyond the borders of the U.S for growth. Just 
in the month of December, U.S. companies invested in 14 English companies, 10 German 
companies and seven Australian companies, according to Experian Corpfin. In all of 2010, the top 
five countries for U.S. investment by number of deals were England (186), Canada (142), 
Australia (71), Germany (69) and China (48), Experian Corpfin reports. 

About 36 percent of respondents to the ACG-Thomson Reuters survey reported increased cross-
border activity in the past six months, and 53 percent expect cross-border activity to continue to 
rise in the next six months. 

The markets in which dealmakers expect this growth to occur, according to the ACG-Thomson 
Reuters survey, include: 

 China (33 percent) 
 Continental Europe (29 percent) 
 Canada (28 percent) 
 South America (18 percent) 
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 India (17 percent) 

Hot Sectors 
While technology continues to be hot, some of the bread-and-butter sectors are also starting to 
find a foothold heading into 2011. 
Manufacturing mainstays such as metal 
fabricators and stampers, food 
processors and packagers are starting to 
see their financial situations improve. In fact, the Institute for Supply Management reported in 
December that their manufacturing index expanded for the 17th consecutive month. 

 

In 2010, private equity firms invested 
primarily in business products and 
services (32 percent of deal flow) and 
consumer products and services (21 
percent of deal flow), according to 
PitchBook’s annual report. However, the 
materials and resources sector 
experienced the biggest percentage 
increase in deals, from 49 deals in 2009 
to 77 in 2010. 

In the first half of 2011, dealmakers 
responding to the ACG-Thomson 
Reuters survey expect the following 
sectors to experience the most merger 
activity: 

 Healthcare/Life Sciences  
(20 percent) 

 Industrial Manufacturing and 
Distribution (20 percent) 

 Technology (15 percent) 

ACG-Thomson Reuters survey respondents expect the most organic growth in: 

 Healthcare/Life Sciences (27 percent) 
 Technology (15 percent) 
 Business Services (12 percent) 
 Energy (12 percent) 

The Pepperdine Private Capital Markets Project asked various classes of investors and lenders to 
report their investment plans over the next 12 months. Following is a summary of the results: 

 Manufacturing: Almost 23 percent of private equity groups plan to invest in 
manufacturing businesses in the next 12 months. More than 21 percent of mezzanine 
lenders expect to invest in manufacturing, down from 27.8 percent who said the same in 
summer 2010. 

 Technology: About 18 percent of venture capitalists plan to invest in software companies 
in the next 12 months, while 9.1 percent plan to invest in Internet-specific companies and 
8.7 percent plan to invest in information technology companies. More than 16 percent of 
angel investors plan to invest in software companies. 
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 Healthcare/Life Sciences: Healthcare reform is one of the factors driving an increase in 
M&A activity in this sector. About 13 percent of PE firms expect to make investments in 
healthcare or life sciences in the next 12 months, and 12.8 percent of angel investors plan 
to invest in medical devices and equipment companies. Venture capital firms also plan to 
invest in a variety of healthcare-related sectors, including biotech (9.7 percent), medical 
devices and equipment (9.3 percent), pharmaceuticals (4.9 percent) and healthcare 
services (1.2 percent). 

 Business Services: More than one-quarter of mezzanine lenders and almost 17 percent 
of private equity groups plan to invest in business services in the next 12 months. 

Getting the Deal Done 
Whether you’re considering buying, selling or seeking an influx of capital, following are some best 
practices to get the most from the transaction. 

 Start the process early and be willing to take your time. About 41 percent of PE firms 
responding to the Winter 2011 Pepperdine survey said it takes three to four months to 
close one deal, and many deals take much longer. But for the seller, the process should 
start three to four years before an anticipated exit. That time should be spent prepping the 
management team, shoring up the company’s financial position and surveying the market 
for ideal buyers or investors. Buyers also need to allow plenty of time to conduct thorough 
due diligence. 

 Consider the transition options. In addition to selling to outsiders or transitioning the 
business to family or management team members, business owners should also consider 
a leveraged recapitalization. By selling off a percentage of the company to a private equity 
firm or mezzanine lender, owners are able to reduce their risk exposure and bring in an 
institutional partner who may be able to take the company to the next level and prepare it 
for a bigger sale. 

 Also consider financing options. The seller can accelerate a deal by agreeing to earn-
outs and other forms of deferred compensation. Buyers can also turn to nonbank sources 
of lending, such as hedge funds, which might make loans based on projected cash flows. 

 Focus on intellectual property and other technology-based competitive advantages. 
Many deals today are motivated by a desire to acquire intellectual property, usually 
technological in nature. 

 Show strength. Just because investors have money to spend doesn’t mean they’ll spend 
it indiscriminately. Acquirers and investors are looking for a strong business model, solid 
management team and financial documentation with annual reviewed or audited 
statements from a reputable accounting firm. 

The Bottom Line 
Faced with low consumer confidence, increasing regulations and massive debt, the state of the 
U.S. economy is far from certain. However, there are encouraging signs, such as GDP growth 
and expansion of the manufacturing sector. 

With private equity firms and corporate acquirers motivated to make deals, now is an opportune 
time for business owners to evaluate their options.  
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For more information: 

“Optimism Continues to Grow Among M&A Dealmakers; More Deals Expected in 2011,” 
http://www.acg.org/ 

“PitchBook Annual Private Equity Breakdown 2011,” http://www.pitchbook.com/  

“Pepperdine Private Capital Markets Project: Survey Report IV – Winter 2011,” 
http://bschool.pepperdine.edu/appliedresearch/research/pcmsurvey/  

GF Data Resources, http://www.gfdataresources.com  

Experian Corpfin, http://www.corpfinworldwide.com  
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APPENDIX 
 

General Business and Industry Assessment Expectations over Next 12 Months 
  Decrease 

significantly 
Decrease 
slightly 

Stay 
about 
the 
same 

Increase 
slightly 

Increase 
significantly 

Score   
(-2 to 
2)  

Expenses (as % of 
revenues) 3.4% 20.9% 34.9% 26.8% 14.0% 0.3
Pre-tax income 3.0% 9.3% 25.3% 36.3% 26.2% 0.7
Capital expenditures 3.0% 7.6% 41.8% 35.4% 12.2% 0.5
Exit opportunities 3.4% 7.6% 43.6% 28.4% 16.9% 0.5
Opportunities for 
growth 0.4% 5.9% 14.3% 41.8% 37.6% 1.1
Access to growth 
capital 4.2% 9.3% 38.6% 33.1% 14.8% 0.5
Prices of your 
products or services 0.9% 6.0% 58.7% 30.6% 3.8% 0.3
Time to collect 
receivables 1.2% 9.9% 72.0% 13.0% 3.7% 0.1
Number of 
employees 1.7% 2.5% 46.0% 38.8% 11.0% 0.6
Owner 
compensation 0.8% 8.0% 42.6% 34.2% 14.3% 0.5
Size of industry in 
which you sell your 
products/services 0.4% 9.2% 46.2% 31.5% 12.6% 0.5
Competitive 
pressures 0.8% 4.2% 41.1% 40.7% 13.1% 0.6
Probability of failure 11.0% 24.9% 46.4% 14.8% 3.0% -0.3
General business 
confidence 2.5% 8.9% 32.9% 40.1% 15.6% 0.6
General business 
conditions 4.2% 11.0% 36.4% 38.6% 9.7% 0.4
Ability to assess and 
price risk on new 
investment 
opportunities 1.3% 1.9% 60.0% 28.8% 8.1% 0.4

Source: Pepperdine Private Capital Markets Project: Survey Report IV – Winter 2011 

 


