MARKETPULSE

INTERNATIONAL BUSINESS BROKERS ASSOCIATION | M&A SOURCE | SECOND QUARTER 2021 SURVEY

INTERNATIONAL )

BUSINESS BROKERS

ASSOCIATION. ® Sull{ge
T — e ittt s




A full copy of the Market Pulse survey results is available to IBBA
and M&A Source members who participate in each quarterly
survey. Thisisa 100-plus page document of up-to-date, relevant
information on the state of the marketplace.

To become a member, please contact the IBBA and M&A Source.

INTERNATIONAL BUSINESS BROKERS ASSOCIATION

7100 E. Pleasant Valley Road
Suite 160

Independence, OH 44131
Office: 888-686-IBBA
www.ibba.org

Lisa Riley, PhD, CBI, CM&AP
IBBA Chair

Lisa Riley, PhD, CBI, CM&AP
Market Pulse Chair

Kyle Griffith, CBI, CM&AP
Market Pulse Committee

Kylene Golubski
Executive Director

M&A SOURCE

3525 Piedmont Road
Building Five, Suite 300
Atlanta, GA 30305
WWw.masource.org

Scott Bushkie, CBI, M&AMI
M&A Source Chair

David Ryan
Market Pulse Committee

Scott Bushkie, CBI, M&AMI
Market Pulse Committee

Karl Kirsch
Executive Director

© 2012-2021. All Rights Reserved

2 | MARKETPULSE



The IBBA and - o
usinesses are struggling
M &A SO U I’Ce to grow organically because
they don’t h the talent t
M a rket P u [Se [esg n(e)gv c//\(/j/;/i)nseofsigff gn

SURVEY REPORT 02 2021 expansion. So they’re turning

The quarterly IBBA and M&A Source Market Pulse Survey to CICQU/S/'ZL/'OH for g/”OWlL/?
was created to gain an accurate understanding of the market

, P .
conditions for businesses being sold in Main Street (values instead,” said G/’GQOI’)/
$0-$2MM) and the lower middle market (values $2MM Michail, Managing Broker of

-$50MM). The national ducted with the intent ,
$ . e national survey was con 'uc ed wi e inten | Sunbelt Business Brokers of
of providing a valuable resource to business owners and their

advisors. The IBBA and M&A Source present the Market Pulse Pasadena. "But to make that
survey. strategy work, buyers need

p ,
The Q2 2021 survey was conducted July 1-17, 2021 and confidence they re gez‘tmg a
was completed by 315 business brokers and M&A advisors ful[/ stable em,o[oyee team in

from 42 states. Respondents completed 269 transactions this

V4
quarter. This is the 37/th edition of this quarterly report. the deal.

FIGURE 1: MARKET SEGMENTS STUDIED

“We've long known that
MAIN STREET LOWER MIDDLE MARKET ,
management team is a key

Less than $500K $2MM - $5MM consideration for buyers.
$500K - $1MM $5MM - $50MM They want deep bench
$1MM - $2MM strength and leadership who

can maintain the business

, in the owner’s absence.
Buyers Top Focus: Emp[oyee What's interesting, is that

Team OR Financials the strength of a business’s

Buyers number one concern in the due diligence process: general overall employee
Employees & Financials. In this edition of the Market Pulse

team is now an even higher
Survey, brokers and advisors were asked to rank the top due )

diligence items buyers care about most right now. Employees ,O/’/'Ol’/'f)/, ” Michail continued.
-- specifically longevity, loyalty, and work ethic - topped the “Bottom [/ne/ your DQ0,0ZG
list for buyers closed and under contract for less than $2M in L,

Asking/Purchase Price. matter. A lot.

Buyers other top five due diligence concerns were Operations,
Revenue, Customer Concentration, and Management Team/
Key Employees, in the less than $2M in Asking/Purchase Price.
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Due diligence concerns ranking at the bottom of the list were marketing, regulations, taxes, insurance, cyber/data
security, real estate, and IT for buyers in the less than $2M in Asking/Purchase Price.

For Buyers in the $2 to $50 Million Benchmark/Purchase Price, Financials barely edged out Revenue and Management
Team/Key Employees for the top spot. Keeping close to to the top, the next 3 tied in importance for buyers:
Employees--longevity, loyalty and work ethic, Customer Concentration and Operations.

The talent market was tight before COVID, and it remains a leading business concern today. Buyers
are keen to acquire firms with a well-established employee team and a corporate culture that retains
key talent,” said Mordecai L. Evans, Principle of Abraxas Business Services. “Talent shortages, signs

of employee burnout, and excessive turnover can have real potential to kill a deal.”

FIGURE 2: DUE DILIGENCE FACTORS RANKED BY IMPORTANCE TO BUYERS:
< §2 MILLION IN ASKING/PURCHASE PRICE
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Market Confidence Back in Black

The current M&A market is incredibly active, with North American deal volume hitting near-record peaks. Buyers,
constrained by a relatively low number of sellers who went to market during the COVID-19 pandemic, continue to

search for expansion and growth opportunities.

It’s a seller-friendly market and that confidence shows in this quarter’s Market Pulse Survey. Seller-market sentiment is

back to levels reported before the pandemic.

FIGURE 3: SELLER SENTIMENT, 04 2019 70 Q2 2021
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“We're looking at any number of factors driving seller confidence in Q2 2021,” said David Ryan, Advisor, Upton
Financial Group in California. “Generous business stimulus, declining unemployment, low interest rates, and more
buyers than sellers are all raising spirits among business leaders and investors. That healthy outlook is helping drive

M&A activity.”

FIGURE 4: SELLER MARKET SENTIMENT, YEAR OVER YEAR
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“We also know that private
equity has continued to
outperform other asset

classes, and more money
continues to flow into their
coffers. They have record
amounts of dry powder they
need to put to work in the
market,” continued Ryan.

“Those firms are competing
for quality opportunities
and it’s pushing activity
lower into the market.”



Robust Deal Activity Expected

Recognizing the strong momentum in the market, most brokers and M&A advisors are reporting optimism for the rest
of 2021. There was a much more positive outlook for rising deal activity for the quarter ahead. Likewise, advisors also
expect lifts in valuation.

"Deal flow is being driven by market confidence, fear of looming capital gains, age, burnout,
and post-COVID struggles,” said Kyle Griffith, Managing Partner of The NYBB Group. “We
have business owners who delayed a 2020 exit and now see this is a good time to sell. We have
owners who preserved through COVID only to emerge fatigued and anxious to be done. And
we have those racing against the clock to beat potential tax changes. All in all, there are any
number of reasons business owners are accelerating their exit plans.”

FIGURE 5 : EXPECTATIONS FOR NEW CLIENTS IN THE NEXT 3 MONTHS, 5-POINT SALE FIGURE 6: EXPECTATIONS FOR DEAL MULTIPLES IN NEXT 3 MONTHS, 5-POINT SCALE
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WHERE ARE BUSNESS VALUES TRENDING?

Year over year, multiples climbed in the lower middle market. The $2 million to $5 million sector saw the biggest jump,
with multiples climbing half a point. Much of the increase in multiples in the lower middle market .

FIGURE 7: FINAL PRICE REALIZED VS. ASKING/BENCHMARK PRICE, Q2: 2019-2021
120%

100%

80%

60%

40%

20%
0

<$500K S500K-S1IMM SIMM-S2MM S2MM-S5MM S5MM-S50MM

X

mQ2201% wQ22020 mQ22021

Muliples - For Purchase Price of Q2 Businesses

Year over year, multiples climbed in the lower middle market. The $2 million to $5 million sector saw the biggest jump,
with multiples climbing half a point. Much of the increase in multiples in the lower middle market is due to the number of
buyers competing for quality deals. They continue to outbid each other to be able to put money to work or deploy capital.

FIGURE 8: MEDIAN MULTIPLES CLIMBING IN LOWER MIDDLE MARKET
2021 2020 2019 2018 2017 2016 2015
Q2 Q2 Q2 Q2 Q2 Q2 Q2
Median Multiple
Paid in Main
Street Business
Sales (SDE)
<$500K 2 1.8 2 2 2 2.3 2
$500K - $1MM 2.5 2.8 2.5 2.5 2.3 2.8 2.5
$IMM - $2MM 3.3 3.3 3.1 3.3 3.3 3.3 3
Median Multiple
Paid in Lower
M&A
Transactions
(EBITDA)
$2MM - $5MM 4.5 4 4 3.8 4.3 4 4

$5MM - $50MM 5.8 5.5 5.9 5.9 5.4 5.1 5
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Cash at Close

Year-over-year trends show an uptick in cash at close in most sectors.

FIGURE 9: EARNOUTS UP OVER 2020

Q2 2021 Q2 2020

Cash at Seller Earn Out Cash at Seller Earn Out

Close* Financing Close* Financing
<$500K 85% 11% 2% 76% 12% 1%
$500K-$1MM 92% 6% - 87% 10% -
$1-$2MM 91% 7% 2% 85% 8% 3%
$2-$5MM 86% 10% 2% 87% 8% -
$5-$50MM 81% 3% 11% 84% 4% 1%

* Cash at close reflects a combination of buyer’s equity and senior debt.

"Buyers are in a strong financial position and that means
sellers are enjoying more cash at close,” said Scott Bushkie,
President of Cornerstone Business Services. "Earnouts are
being used to bridge valuation gaps where businesses took
a temporary hit due to COVID-19. Buyers are paying cash
for the value of the business today and providing earnouts
for under the assumption business will return to normal
along with the economy.”

What Are They Buying?

In the Main Street market, personal services led business transitions. In the lower middle market, construction/
engineering, manufacturing and consumer goods were dominant.

FIGURE 10: TOP 3 INDUSTRIES BY MARKET SECTOR

< $500K Consumer Goods16% (tied)| Business Services 16%

Business Services 12%(tied) Health Care/Biotech12%

$500K - $1MM

$1MM - $2MM Construction/Engineering 34% Materials/Energy 11% Cons. Goods 9%

$2MM - $5MM Const./Eng. 16% (tied)  Business Services 16%  Consumer Goods 12%

$5MM - $50MM Manufacturing 21% (tied) " Construction/Eng. 21% Consumer Goods 14% |(tied) Wholesale 14%
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Who Is Buying? 1st [Imers

<$500,000
Buyers in this sector were:
« First time buyers (50%), serial entrepreneurs (28%), or existing companies (22%)

« Motivated to buy a job (43%), gain a horizontal add-on (27%) 500/
« Located within 20 miles (61%) or more than 100 miles (19%) of the seller’s location O
<$500K-$1MM
Buyers in this sector were:

« First time buyers (39%), existing companies (33%), serial entrepreneurs (28%) O
« Motivated to buy a job (35%) gain a horizontal add-on (28%) O

« Located within 20 miles (56%) or within 50 miles (25%) of the seller’s location

$1MM-$2MM
Buyers in this sector were:
« First time buyers (34%), existing companies (31%), serial entrepreneurs (31%) O
« Motivated to buy a job (37%) gain a horizontal add-on (23%) 34/0

« Located within 20 miles (40%) or more than 100 miles (29%) of the seller’s location

$2MM-$5MM 5(/8{7'/79 @S:

Buyers in this sector were:
« Existing companies (44%), serial entrepreneurs (24%), or private equity (20%)

« Motivated to acquire a horizontal add-on (44%), vertical add-on (20%) O
« Located more than 100 miles (48%) or within 20 miles (36%) of the seller’s location O
$5MM-$50MM

Buyers in this sector were: O
« Existing companies (43%) or private equity (28%) 4\3/0

« Motivated to acquire a horizontal add-on (36%)
« Located more than 100 miles (79%) of the seller’s location

time buyers are finding opportunities in the Main Street market.
ividuals may be using a combination of stimulus dollars and favo
A funding,” said Lisa Riley, President of Delta Business Advisors.

BA has offered once-in-a lifetime incentives to help borrowers acqui
Iness - covering the first six months of payments of principal and in
PLUS loan origination fees for borrowers who have loans approved
ptember 30, 2021 or until funding runs out. That’s definitely fueling
push in Main Street.”

\

n the other hand, strategic buyers are dominating the Lower Mi
rket. There are plenty of covid-proof businesses with healthy b
ts who see the post-pandemic marketplace as a rare opport
expand through acquisition,” concluded Riley.
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ABOUT INTERNATIONAL BUSINESS BROKERS ASSOCIATION

Founded in 1983, IBBA is the largest non-profit association
specifically formed to meet the needs of people and firms
engaged in various aspects of business brokerage, and merg-
ers and acquisitions. The IBBA is a trade association of busi-
ness brokers providing education, conferences, professional
designations and networking opportunities. For more infor-
mation about IBBA, visit the website at www.ibba.org or fol-
low the IBBA on Facebook, Twitter, and LinkedIn.

ABOUT THE M&A SOURCE

Founded in 1991, the M&A Source promotes profession-
al development of merger and acquisition professionals so
that they may better serve their clients’ needs, and maxi-
mize public awareness of professional intermediary services
available for middle market merger and acquisition trans-
actions. For more information about the M&A Source visit
www.masource.org or follow The M&A Source on Facebook,
LinkedIn, or Twitter.
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