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M&A Deal Activity Continued Its Record-Setting Pace in Q3 2021

By Robert Murphy, Senior Managing Director

North American M&A deal activity remained robust in Q3 2021 following a strong H1 in 2021 and a record-
breaking Q4 in 2020. YoY deal volume in Q3 increased 28.6% over Q3 2020. Through the first three
quarters of 2021, deal volume is on pace to approximate or surpass record highs.

Closed M&A Deals in North America (Q1 2019 — Q3 2021)
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Source: Pitchbook and PKF Investment Banking research.

The economic recovery is forging ahead despite inflationary pressures and global supply chain disruption,
fueling unprecedented M&A activity. M&A activity across multiple sectors is being driven by digitalization
and changes in business and consumer preferences due to COVID. As businesses reopen, travel
reemerges, and equity markets continue to post broad gains, corporate executives and investors remain
confident in a strong economic recovery.

Although the U.S. economy slowed in Q3 2021 with real GDP increasing at a modest 2%, 2021 is on track
to achieve the highest annual GDP growth rate in almost four decades. Inexpensive financing, ample
private equity dry powder, strong public company valuations, and diminishing economic uncertainty
continue to encourage businesses and investors to grow through acquisition.

Transaction Multiples Reached Historical High

Average transaction multiples in Q3 2021 with Transaction Enterprise Values (TEV) of $10 million to $250
million increased to 7.6x, which was the highest quarterly mark in GF Data’s 16-year history. It again
signals strong M&A momentum and transaction valuations, especially for companies that have performed
well through COVID.

Q12020 Q22020 Q32020 | Q42020 Q12021 | Q22021 Q3 2021

TEV/EBITDA | 7.3x 7.3x 6.6x 6.8x 7.0x 7.2x 7.6x
Total

Debt/EBITDA | 28X 3.3x 3.7x 3.7x 3.9x 3.6x 41x
Senior

Debt/EBITDA | 35X 2.7x 2.7x 3.1x 3.6x 2.8x 31.x

Source: GF Data®



One of the key factors contributing to higher multiples is the greater percentage of platform acquisitions,

which tend to be valued higher than add-ons. This reverses a recent trend in favor of add-on deals. From
2018 to 2020, the platform percentage of total acquisitions ranged from 79.5% in 2018 to 70.0% in 2020.
For the first nine months of 2021, the figure bounced back to 74.5%.

While valuations surged across the board, larger companies tended to receive higher valuation multiples.
In the $100-$250 million TEV tier, the average was 9.8x. Buyers continued to favor companies with
above-average TTM EBITDA margins and sales growth. In the past three quarters, above-average
performers accounted for 62% of total reported transactions, while the historical average is 56%. These
above-average performers were rewarded with a 28% valuation premium compared to below-average

performers.

2016

2017

2018

Quality Premium — Buyouts Only
2003-

2019

2020

Above Average Financials 6.4x | 7.8x | 7.8x | 7.5x 7.7x 7.8x 6.9x
Other Buyouts 59x | 6.4x | 6.4x | 6.3x | 6.1x 6.1x 6.0x
Premium (/Discount) 109% | 122% | 123% | 120% | 127% 128% 115%
Incidence 56% | 56% | 59% | 52% | 55% 62% 56%

Source: GF Data®

Debt Leverage Stabilized at Pre-COVID Levels in Q3 2021

Debt leverage has been steadily returning to pre-COVID levels since Q3 2020. Total debt in Q3 surged to
4.1x EBITDA, compared with 3.6x in Q2. The increase of leverage in Q3 is in line with increased valuation.
For the first nine months of 2021, total debt averaged 3.9x, up from 3.7x in 2020 and reverted to the same
level in 2019. Continued low interest rates across investment-grade and high-yield debt have boosted debt
utilization to support M&A transactions.

The average debt leverage in Q3 2021 of 4.1x EBITDA comprised 3.1x senior debt and 1.0x subordinated
debt, compared with 2.8x and .8x in Q2 2021, and 3.6x and .3x in Q1 2021, respectively. The lower
percentage of senior debt usage reflects add-ons accounting for a lower percentage of the deals, as most
add-ons are structured with all senior debt. GF Data noted that add-ons account for 24.5% of the sample
transactions in YTD 2021, a drop from an unprecedented high of 30% in 2020.

Total Debt/EBITDA

2003-

2016 2017 2018 2019 2020
10-25 3.2 3.9 3.4 3.8 3.6 3.8 3.4 1,339
25-50 3.5 3.9 3.6 3.9 3.4 3.8 3.6 1,091
50-100 3.7 4.3 4.1 3.9 3.6 3.8 3.8 748
100-250 43 4.7 4.8 4.4 4.7 4.3 4.4 409
Total 3.5 41 3.8 3.9 3.7 3.9 3.6
N= 2,292 237 270 284 275 229 3,587

Please note that N for 2003-2016 encompasses 14 years of activity.
Source: GF Data®



Outlook for Remainder of 2021

We are bullish on M&A activity during Q4 2021 and Q1 2022. The key M&A drivers remain intact,
maintaining deal volumes and values at record levels. There are plenty of opportunities for value creation
and growth. Highly sought-after deals that offer innovations and targets with outstanding performance are
likely to continue to command a premium in this competitive market. However, recent increased COVID
concerns, expected increases in interest rates and inflationary pressures could slow M&A activity at some
point in 2022.

Anticipating an increase in capital gains tax in 2022, many buyers and sellers are racing to close deals in
2021. Consequently, Q4 2021 is expected to see a record level of M&A volume and transaction values
ahead of potential capital gains tax hikes.
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About PKF O’Connor Davies Capital, LLC

PKF Investment Banking is the investment banking affiliate of PKF O’Connor Davies. Whether a business owner is ready to sell the company
or seeking growth through acquisition, our investment banking team is committed and credentialed to help owners achieve their objectives.
Our investment bankers provide guidance through every step of the process and bring the expertise to enhance certainty to close — while
always staying focused on maximizing the value derived from the transaction.

Securities-related transactions are processed through an unaffiliated broker dealer, Burch & Company, Inc.

PKF O’Connor Davies, LLP is a full-service certified public accounting and advisory firm with a long history of serving clients both domestically
and internationally. With roots tracing to 1891, the Firm has 14 offices in New York, New Jersey, Connecticut, Maryland, Florida, and Rhode
Island and more than 1,000 professionals providing a complete range of accounting, auditing, tax, and management advisory services. PKF
O’Connor Davies is led by over 100 partners who are closely involved in the day-to-day management of engagements, ensuring a high degree
of client service and cost effectiveness.

The Firm is a top-ranked firm, according to Accounting Today’s 2021 “Top 100 Firms” list and was recently recognized as one of “America’s
Best Tax Firms” by Forbes. PKF O'Connor Davies was named one of Vault's 2021 Accounting 50, a ranking of the 50 best accounting
employers to work for in North America and ranked among the top 50 most prestigious accounting firms in America in a complementary Vault
survey.

PKF O’Connor Davies is the lead North American representative of the international association of PKF member firms. PKF International is a
network of legally independent member firms providing accounting, tax, and business advisory services in over 400 locations in 150 countries
around the world. With its tradition, experience, and focus on the future, PKF O’Connor Davies is ready to help clients meet today’s ever-
changing economic conditions and manage the growing complexities of the regulatory environment

Our Firm provides the information in this e-newsletter for general guidance only, and it does not constitute the provision of legal advice, tax
advice, accounting services, or professional consulting of any kind.
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