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M&A Middle Market Q4 2021 Update

M&A Deal Activity Reached Historical Highs in 2021
By Robert Murphy, Senior Managing Director

North American mergers and acquisitions (M&A) deal volume hit a record high in Q4 2021 reaching over
4,400 transactions. Total 2021 deal volume of 16,718 was also a record high and a 25% increase over
2020. With easy access to capital, low interest rates, and a recovering economy, M&A globally set a new
record with over $5 trillion in transaction value. The U.S. deal market’s performance was particularly
prominent, accounting for $2.9 trillion in transaction value in 2021, up 55% from $1.9 trillion in 2020. The
U.S. deal activity was also bolstered with sellers concerned over potential increases in capital gain tax
rates and 2020 deals pushed into 2021 due to COVID.

2021 was also a banner year for the private equity (PE) industry. U.S. PEs closed 8,624 deals for a
combined value of $1.2 trillion, over 50% above the previous annual record for deal value. In 2021, U.S.
PEs raised over $300 billion in new capital, as institutional investors increased their alternative asset class
investment percentage. 2021 was also a record year for PE-backed exits. PEs exited U.S. companies with
a total enterprise value in excess of $800 billion.

The venture capital (VC) market continued at a break-neck pace throughout Q4 2021. Globally, venture
capital financings set a record in 2021 with $621 billion in combined deals, more than double the $294
billion recorded in 2020. Venture capital dealmaking in the United States reached an all-time high in 2021
at nearly $330 billion, buoyed by excess liquidity and an accommodative monetary policy. It was also the
best year on record for U.S. VC fundraising, which hit $128.3 billion across 730 funds. U.S. VC-backed
companies going public or being bought out led to exits worth $774.1 billion in 2021, nearly 88% of which
was realized through public listings. In addition to the U.S. IPO market, special purpose acquisition
companies (SPAC) offered a viable alternative to traditional IPOs despite tightening regulatory scrutiny.

Closed M&A Deals in North America (Q1 2019 — Q4 2021)
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Record Dry Powder and Corporate Cash Continue to Drive M&A Activity

In addition to 2021 being a record year for PE fundraising and capital deployment, global PE dry powder
ended 2021 at $2.3 trillion, 14% higher than the start of the year, signaling another favorable year for M&A
in 2022. As of June 30, 2021, U.S. PE had an all-time high in capital overhang of $827 billion.
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Cash on the balance sheets of nonfinancial companies in the S&P500 swelled to over $2.0 trillion,
compared to $1.5 trillion before the pandemic crisis in early 2020. Just 13 non-financial companies in the
S&P 500, including tech giants such as Apple (AAPL) and Google-parent Alphabet (GOOGL), are sitting
on cash and investments of more than $1 trillion, according to S&P Global Market Intelligence and
MarketSmith. Cash-rich companies will continue their spending in 2022.

US Nonfinancial Corporate Balance Sheet Cash ($B)
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2022 Outlook

After a record year for M&A, dealmaking will continue to be robust in 2022. The factors that contributed to
the record M&A market in 2021 will remain influential for dealmaking in 2022. Unprecedented dry powder,
record levels of cash on corporate balance sheets, low cost of debt, a strong macroeconomic climate, and
intense demand for technology disruption and innovation. The fierce competition among corporates and
PEs will keep multiples high for sought-after assets. However, increasing interest rates during the year
may soften valuation multiples.

Some headwinds such as persistent inflation, rising interest rates, supply chain and labor shortage
challenges, as well as softening equity markets, may have a moderating impact on M&A transaction
volume. As the market continues to be driven by these macrotrends, we are bullish on M&A activity in
2022, especially in the middle and lower middle market.

Contact Us

Robert Murphy

Senior Managing Director
rmurphy@pkfib.com
561.337.5324 | 201.788.6844

About PKF Investment Banking

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 16 offices in New York, New Jersey, Connecticut, Maryland, Massachusetts,
Florida and Rhode Island and more than 1,200 professionals providing a complete range of accounting, auditing, tax and management
advisory services. PKF O’Connor Davies is led by over 135 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 2022 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. For more information, visit
www.PKFOD.com.

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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