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The quarterly IBBA and
M&A Source Market Pulse
Survey was created to gain
an accurate understanding
of the market conditions
for businesses being sold in
Main Street (values $0$2MM) and the Lower
Middle Market (values
$2MM -$50MM).

The national survey was
conducted with the intent
of providing a valuable resource to business owners
and their advisors. The IBBA
and M&A Source present
the Market Pulse Survey
with the support of the Pepperdine Private Capital
Markets Project and the

Pepperdine Graziadio Business School.
The Q1 2020 survey was
completed by 416 business
brokers and M&A advisors.
Respondents completed 296
transactions this quarter.
Continued on next page

Selling Your Business During a Pandemic?
“For the times they are a-changin’…” according to Bob Dylan circa 1964… while he was speaking to
the frustrated youth and summing up the anti-establishment feelings of the time – it summed up
many of the feelings of the civil rights movement. And today we are going through some of the same
issues politically as well as the world wide COVID-19 pandemic … and so it seems that ‘the times they
are a-changin’ again - 45 years later. With all of this going on all around us – how are you going to sell
your business? What do you need to be doing in order to sell and sell at a price that your long hard
years of work warrants? What is the market looking like for those who have been planning to sell?
Many small businesses are struggling to simply keep their doors open – and others are finding they
can no longer get out the door. Recent survey of M&A advisors and business brokers shows that
more than half of the small and medium businesses in the market are facing cancellations or delays in
selling their businesses. Business brokers representing small business valued at more than $2 million
reported that 48% of the deals had been delayed and another 12% cancelled due to the outbreak.
While buyers were the cause for most of the cancellations – 25% of cancellations were due to sellers
taking their business off the market.
“…this pandemic has forced many business owners to reinvent how they approach their day to day
operations focusing on the safety of their teams, customers and families,” said Robert McCormack,
managing partner, Murphy McCormack Capital Advisors. “Likewise, many business owners are all analyzing their succession options. Like prior to the 2008 recession many business owners were trying to
market time the sale to hit it at their peak valuations,’ continued McCormack, “this is a challenge for
public traded stocks and even harder with privately held companies.”
Continued on page 3
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Multiples…(cont.)
This quarter multiples dipped—dropping well below market peaks for first quarter over the past 6
years.
According to Kyle Griffith, managing partner, The NYBB Group, “It appears that buyers going into Q1
2020 were already starting to build an upcoming recession into their valuation models. Buyers saw
headwinds and lowered their multiples knowing this five-year M&A run we’ve had wouldn’t last
forever.”
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Q&A Q:

I am thinking of selling my company and need to replace a piece of
equipment (or vehicle). Should I lease?

A: Leasing is rarely your best option if you are considering selling your business. If the lease is
at an under market rate, does not have any pre-payment penalties, has a reasonable buy-out
provision (example $1) and can be easily transferred to a new owner, then you may have found
an exception.
However, typical leases create major problems at closing since many leases are not transferable and have no or very few buy out options except for the full amount of the payments for
the full term of the lease. You can lose a material portion of your equity by chooseing the wrong
option! When in doubt…(and if you refuse to pay an advisor to review your options), paying cash
or getting a loan will typically give you the best result.

Q: What are the hottest industries in the merger and acquisition world right now?
A: According to the MarketPulse First Quarter 2020 Survey—in the Lower Middle Market,
healthcare, manufacturing, and wholesale distribution are dominating industry transitions.
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Scott Bushkie, managing partner, Cornerstone Business Services, said, “Deal activity is always expected to constrict during times of uncertainty. Both sellers and buyers are being conservative right
now, taking a wait-and-see approach…once we have some clarity on when businesses will be allowed to reopen and in what capacity, some deals will continue to move forward.” He continued,
“For many business owners who had already put their businesses on the market, this is a temporary
pause…Owners who were burned out or near retirement will still be looking to exit their business.
The nature of that exit will look different now, but once you get so close to the finish line, it can be
difficult to envision holding out for much longer.”
Seller-market sentiment dipped significantly this quarter. In the $5 million to $50 million sector, for
example, only 55% of advisors described the market as a ‘seller’s market.” That’s a 27-percentagepoint drop over Q4 2019, the largest quarter-to-quarter drop seen in the Market Pulse 31-quarter
history.

Advisors are predicting delays of 90 days or longer with about 24% expecting delayed deals would
close in 45-60 days while 28% believe the delays will run 90 day or longer. Advisors in the lower
middle market were even more likely to suggest the longer delays.
Overwhelmingly, advisors expect the pandemic will have a negative effect on business valuations
with 81% expecting declines and only 18% predicting a neutral impact. Advisors also predict that
the number of sellers going to market will decrease in the next quarter. On a five-point scale in
which 1 = greatly decrease and 5 = greatly increase, average expectations were at 2.3 for deals over
$5 million and by comparison Q1 comparisons for new engagements have never hit below the 3.3
mark in the 7-year history of this survey.
David Ryan, advisor, Upton Financial Group pointed out that “when the economy is strong business
owners tend to hold off on selling hoping for even stronger valuations. The pandemic, however, will
push many of those sellers into the market as they try to exit before an extended recession….Even if
the economy manages to rebound in a short time, memories of the pandemic will stick with us.”
According to Adam Petricoff, managing partner, VR Mergers & acquisitions, “there are still plenty of
good businesses that are doing well right now. The multiples on those businesses should remain
steady, and many of those businesses that are struggling right now will be strong again, once social
distancing mandates are lifted. Valuations are still going to be based on cash flow and EBITDA which
will cause prices to go down due to the pandemic’s effect on revenues. But Ronald Johnson, owner,
Business Sales & Valuations pointed out that “we’ll need to consider where we’ll see residual impact, to sales or labor models perhaps, and which are one-time anomalies that should be
added back.”

“..Sellermarket
sentiment
dipped
significantl
y this
quarter.”

Know Your Buyer
$1MM - $2MM: BUYERS IN THIS SECTOR TEND TO BE:
 First time Buyers (40%) or serial entrepreneurs (33%)

 Motivated to buy a job (43%) or realize better ROI than other investments (27%)
 Located within 20 miles (57%) or more than 100 miles (23%) of the seller’s location

$2MM - $5MM: BUYERS IN THIS SECTOR TEND TO BE:
 First time buyers (37%) or existing companies (37%)

 Motivated to gain a horizontal add-on (37%) or buy a job (23%)
 Located within 20 miles (31%) or more than 100 miles (29%) of the seller’s location

$5MM - $50MM: BUYERS IN THIS SECTOR TEND TO BE:
 Existing companies (40%), PE firms seeking add-on (33%), or serial entrepreneur (20%)
 Motivated to acquire a horizontal acquisition (67%)
 Located more than 100 miles (80%) of the seller’s location
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