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CURRENT STATE OF M&A MARKET

Market Overview Global Deal Activity has Slowed in 2022

While strong by historical standards, the M&A market has  $1.600 12,000
slowed significantly from a record pace last year. Key factors  $1,400
impacting the M&A market include: $1,200
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Market Anticipation of a Recession

* The tenor of the market has become defensive as the $800 N\ 6,000
economy slows $600 4,000

* If the economy is, in fact, heading into a recession, the $400
depth and length is an open question $200 2,000
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Federal Reserve Raising Interest Rates to Curb Inflation

* The US Federal Reserve continues to aggressively move ﬂ Deal value ($B) 2021 Dealzgozuznt
to curb inflation — . .
* The benchmark fed funds rate sits at 4.25% - 4.50%, a 15 The Vast Majority of M&A is Middle Market
year high, with rates expected to top 5% by mid-2023 100% 458+
* While core inflation has slowed modestly, it has broadened 90%
into more persistent areas that will require a further 80% = $1B-$5B
slowdown in economic growth 70%
60% $500M-$1B
Heightened Investment Scrutiny igz" $250M-
* Market conditions are prompting both strategic and private 0° $500M
equity buyers to carefully consider which M&A processes 30% 'i;ggm
they participate in 20% "
m uUnaer
* Defensibility of market position, recession “resistance” and 102/0 $100M
the impact of a future “normalized” commodity environment 0% © o o - ~
are top of mind for buyers 3 3 S S S

" inftonary impacts © EBITDA
inflationary impacts to EBITDA Valuations Remain Robust

11.0x

Market Equilibrium - Valuations 10.0x
* There is approximately $3.3 trillion of dry powder available

to deploy by private equity and credit funds 9.0x

* The demographics of aging baby boomers and owners 8.0x

deciding to sell in the face of the challenges of operating a

. R K . 7.0x N
business in the current economic and geo-political /\/

environment have fueled the supply of companies for sale 6.0x
* So, while deal volume has slowed, valuations remain 5.0x
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CURRENT STATE OF PRIVATE CAPITAL MARKETS

Market Overview Total Debt / EBITDA

Defensive Market Tenor

Overall, the credit markets are considering a recession to
be highly likely

Leverage tolerance in the bank market has tightened by
0.5x — 0.75x EBITDA

“Story” credits are much more scrutinized by lenders

Increased Cost of Capital

Elevated interest rates and credit spreads persist as capital

providers are largely in “risk-off” mode

In the private market, pricing across senior cash flow,
unitranche / second lien, and subordinated debt credit
spreads have generally widened by 0.50% — 1.50%

The 10-year Treasury is currently yielding 3.7% compared
to 1.9% in early April

Increasing Influence of Private Capital

High Levels of Liquidity in Private Markets

There is approximately $3.3 trillion of dry powder available
to deploy by credit funds and private equity

We are seeing a disconnect between the publicly traded
and private capital markets, whereas private capital has
been slower to react to macro pressures

With extreme volatility in the public markets, private
financing sources provide a more stable alternative for
capital raising

$14,000

$12,000

$10,000

FOUNDERS

$8,000

$6,000
$4,000

$0 IIIIIIIIIII“‘|\

$2,000
QQ & QQ \QQ\"'@\% \b‘\(”\%
N S S Y

RO A 2
D f»f»fv°°q§”

mDry powder ®Remaining value

Nov. '22
Oct. 22
Nov. '21

Apr. '20

<$5MM EBITDA

3.00x — 3.75x
3.00x — 3.75x
3.00x — 4.25x

2.50x — 3.25x

>$10MM
EBITDA

3.50x — 4.50x
3.50x — 4.50x
4.00x — 5.25x

3.50x — 4.50x

>$20MM
EBITDA

4.00x — 5.00x
4.00x — 5.00x
4.50x — 5.75x

4.00x — 5.00x

Senior Cash Flow Pricing

.22
.22
Nov. 21

.'20

Nov. 22
Oct. '22
Nov. 21

Apr. '20

Bank

S+400 — 500 bps
S+350 — 450 bps
L+225 — 400 bps

L+350 — 400 bps

Non-Bank
<$7.5MM
EBITDA
S+750 — 900 bps
S+750 — 900 bps
L+500 — 750 bps

L+650 — 900 bps

Non-Bank
>$20MM
EBITDA

S+650 — 750 bps
S+650 — 750 bps
L+450 — 600 bps

L + 550 — 800 bps

Unitranche & Second Lien Pricing

<$5MM EBITDA

>$10MM EBITDA

>$20MM EBITDA

S+950 — 1150 bps
S+950 — 1150 bps
L+700 — 1050 bps

L+700 — 1000 bps

S+850 — 1050 bps
S+850 — 1050 bps
L+600 — 800 bps

L+550 — 750 bps

S+650 — 850 bps
S+650 — 850 bps
L+500 — 750 bps

L+500 — 650 bps

Equity & Debt Contribution by Year
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* Data through Q3 2022
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Founders Advisors’ Capital Solutions Practice is committed to providing thoughtful advice and keen
market insight to business owners, their advisors and other market participants. Having executed over
$25 billion in private financing transactions across multiple capital markets and a broad range of
industries, our Capital Solutions Practice is recognized for assisting clients in developing optimal capital
formation strategies, delivering creative solutions to complex financing situations and providing
exceptional execution. Whether it is capital for growth, liquidity for shareholders or refinancing existing
debt, we have the resources, market knowledge and access and execution capabilities to drive great
outcomes for our clients.

BIRMINGHAM DALLAS

In order to provide securities-related services discussed herein, certain principals of Founders Advisors are licensed Founders M&A Advisory,
LLC, member of FINRA & SiPC. Founders M&A Advisory is a wholly-owned subsidiary of Founders Advisors. Neither Founders M&A Advisory
nor Founders Advisors provide investment advice.
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http://finra.org/
http://sipc.org/
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