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MARKET PULSE SURVEY REPORT
SECOND QUARTER 2014
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,
potential purchasers 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 Graziado School of Business and
Management at Pepperdine University.
The Q2 2014 survey was completed by 202 respondents, representing 16
regional and international business broker and M&A associations. Half
of the respondents (50%) had at least 10 years of experience in the M&A
industry. Participating advisors reported closing 101 transactions in Q2
2014.

A full copy of the Market Pulse survey results is
available to IBBA and M&A Source members who
participate in each quarterly survey. This is a 70-plus
page document of up-to-date relevant information
on the state of the marketplace and compiled by Dr.
Craig Everett, assistant professor of finance at
Pepperdine University’s Graziadio School of
Business and Management and director of the
Pepperdine Private Capital Markets Project.
To become a member, please contact the IBBA and
M&A Source headquarters at admin@ibba.org or
(888) 686-4222.
INTERNATIONAL BUSINESS BROKERS
ASSOCIATION

3525 Piedmont Road
Building 5, Suite 300
Atlanta, GA 30305 USA
www.ibba.org
Scott Bushkie, CBI, M&AMI
Director
Lisa Riley, CBI
Marketing Committee Chair

Figure 1: Market Segments Studied
Main Street

Lower Middle Market

Less than $500K

$2MM - $5MM

$500K - $1MM

$5MM - $50MM

$1MM - $2MM

Steve Wain, CBI, M&AMI
Chairman
M&A SOURCE

3525 Piedmont Road
Building Five, Suite 300
Atlanta, GA 30305 USA
www.masource.org
Karl Kirsch
Executive Director
Dora Lanza, CBI, M&AMI
Chairman
PEPPERDINE PRIVATE CAPITAL
MARKETS PROJECT

Graziadio School of Business and Management
Pepperdine University
6100 Center Drive
Los Angeles, CA 90045
bshool.pepperdine.edu/privatecapital
Linda A. Livingstone, Ph.D.
Dean
Craig R. Everett, Ph.D.
Director
Irina Shaykhutdinova
Research Associate
© 2012 -2014. All Rights Reserved

2

|MARKETPULSE |

SECOND Q U A R T E R 2 0 1 4

KEY FINDINGS

A

dvisors are crediting an increase in buyers, strong business performance, and
greater economic confidence as the top three factors driving activity in today’s
market.

“Confidence is coming from both the buy and the sell side,” said David Ryan, president
of Upton Financial Group. “Sellers feel more confident they’re going to get a strong
valuation, and buyers feel more comfortable with the state of the economy and
expectations for business going forward.”

“Confidence is

coming from both
the buy and the
sell side.

”

- David Ryan

Figure 2: Reasons For Robust Activity in Today’s Market

In Q2, advisors reported a strong uptick in new clients, indexing at 3.3 or better on a
5-point scale in which 5 represents a significant increase. That is up from an index of
just 2.5 or better in Q1 2014.
Figure 3: Mean Index of New Clients by Deal Size
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Baby boomers made up the majority of new sell-side clients at 64%.
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BUYER VS. SELLER MARKET
The markets are polarized. Main Street continues to be a buyer’s market and
the lower middle market continues to be a seller’s market. Perception
consistently shifts to a seller’s market as deal size increases.
Figure 4: Advisors Who View Market as a Buyer’s or Seller’s Market

Buyer’s Market
69%
53%
52%
49%
31%

<$500K
$500K-$1MM
$1MM-$2MM
$2MM-$5MM
$5MM-$50MM

Seller’s Market
31%
47%
48%
51%
69%

This finding is consistent with survey results on business terminations. Of the
business transactions that terminated without closing in Q2, 78% were valued
at less than $500K.

TOP 3 SELLER MISTAKES

greater the
“ The
emotional
attachment, the
more likely sellers
are to hang on too
long when the
business would
truly be better
served by someone
with more energy,
new ideas, or
additional
resources.

”

- Dora Lanza
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Advisors were also asked to indicate which seller errors impacted deal success
in the last quarter. Unrealistic expectations led in every sector. In the Main
Street market, mistakes #2 and #3 were poor financial record keeping and
declining business sales. In the lower middle market, emotional ties to the
business and declining business sales held the 2nd and 3rd spot, accordingly.
“There seems to be a greater emotional strain attached to letting go of larger
companies,” noted Dora Lanza, M&A Source Chair and partner of Plethora
Businesses. “Unfortunately, we know that the greater the emotional
attachment, the more likely sellers are to hang on too long when the business
would truly be better served by someone with more energy, new ideas, or
additional resources.”
Figure 5: Top 3 Seller Mistakes

Mistake #1
Mistake #2
Mistake #3

Main Street
Unrealistic Expectations
Poor Financial Records
Declining Sales
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Lower Middle Market
Unrealistic Expectations
Emotional Ties
Declining Sales

VALUATION MULTIPLES

On average, both
Main Street and
Lower Middle
Market multiples
are up about 10%
year over year.

Compared to last quarter, valuations are the same or somewhat
better in most market sectors. Businesses in the $5 million to $50
million sector performed the best, gaining almost a full point.
Year over year, all sectors show modest growth, except for the
smallest market sector where valuations remained the same. On
average, both Main Street and Lower Middle Market multiples
are up approximately 10% year over year.
Figure 6: Median Multiples
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Figure 7 further illustrates current multiples. It shows a selected range of multiples and
the percentage of businesses that sold within that range in Q2 2014.
Figure 7: Percentage of Businesses Sold in the Multiple Ranges

Q2 2014

% Sold Within Range
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BUYER TYPES
First time buyers dominated the market this quarter, ranking as the largest or second largest
buyer pool in four out of five sectors. Private equity firms didn’t show any substantial market
activity until the $5MM-$50MM sector, where they dominated 50% of purchases.
Figure 8: Buyer Types

F

HOT INDUSTRIES
Service companies (professional and business) led market activity this past quarter,
accounting for the largest or second largest number of businesses sold in every sector
except one.
Figure 9: Hot Industries

Top Sales
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Business Services (16%)
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<$500K
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MEDIAN TIME TO CLOSE

“Sellers don't

Median time to close was equal to last year or dropped in every market
sector. This may be attributed to more aggressive financing and the
number of buyers with sufficient capital to finance their acquisitions.

have to hold

Figure 10: Median Time to Close (in Months)
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as much
paper in the
deal post-close.

”

- Steve Wain

DEAL STRUCTURE
Seller financing accounted for a smaller proportion of deal financing in almost every sector. For deals
that sold in the $5MM-$50MM sector, seller financing gave way completely in favor of earn-out
opportunities.
“In today’s M&A market place, sellers don’t have to hold as much paper in the deal post-close,” said
Steve Wain, IBBA Chair and principal of Calder Associates. “This could be due to any number of
factors, including the increased availability of conventional financing, larger pools of buyer cash, or
increased buyer confidence.”
“We’re more likely to see earn outs used for fast growing companies as a way to bridge the valuation
gap,” Wain continued. “For companies in growth mode, that’s typically better done on a contingent
basis rather than with a seller note.”
Figure 11: Deal Structures Q2 2014 vs. 2013
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SECOND TIME TO MARKET AND UNSOLICITED OFFERS

“

Unfortunately, many

business owners don’t
understand the

negative repercussions
that can occur when
you try to sell your
business on your own.

”

- Craig R. Everett

New this quarter, respondents were asked to indicate how many of their clients had
tried to sell via other means in the past. More than half of the advisors surveyed
(56%) had clients who tried to sell their businesses on their own first. Likewise,
half (49%) the advisors surveyed had clients who’d previously tried to sell their
business through another broker. And half (53%) said they had clients who’d been
approached by a buyer directly before putting their business on the market.
“Unfortunately, many business owners don’t understand the negative repercussions
that can occur when you try to sell your business on your own,” said Craig R.
Everett, Ph.D, Director, Pepperdine Private Capital Markets Project Graziadio
School of Business and Management Pepperdine University. “Breaches of
confidentiality, loss of key employees or customers, and decline in business sales are
all common when business owners refocus their time and energy on selling their
own business.”
“They underestimate how long it will take and how many hours they will spend
along with not knowing how to protect their resources during the sale process,”
Everett continued. “That means the business can become shopworn, or worse, by
the time the business owner finally decides to seek out professional assistance.”
As for business owners who worked with another broker first, IBBA director Scott
Bushkie warns people to evaluate their advisors based on value, not price.

“

“Many people call themselves business brokers, but they have very little training,
education, or experience,” said Bushkie, president of Cornerstone Business Services.
“They may talk a good game and lure sellers in with either a low success-only fee or
worse yet, tell the sellers what they want to hear, typically substantially overstating
the value of the business, only to take a large upfront fee. In the moment, the
Owner/Seller is excited until reaching the end of the year to realize that nothing’s
been done to effectively market the business or values come in half of what the
business broker initially promised.”

Like many

industries, you get
“Like many industries, you get what you pay for,” Bushkie continued. “Advisors
who hold the Certified Business Intermediary (CBI) or the Mergers and Acquisition
Master Intermediary (M&AMI) designations are among the top five percent in the
nation. Work with one of them and you’ll have a much better chance of success.”

what you pay for.

”

- Scott Bushkie
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EARN A CERTIFICATE
IN PRIVATE CAPITAL MARKETS
The Certificate in Private Capital Markets (CIPCM)
is a three-day curriculum-based training program
led by Dr. Craig R. Everett, director of the groundbreaking research Pepperdine Private Capital
Market Project and co-editor of the Journal for
Entrepreneurial Finance.
•

Designed for business owners and professionals employed within the finance, banking, investment,
mergers and acquisitions, valuation, management consulting, legal, and accounting fields

•

Learn in-depth critical analysis and evaluation skills necessary for successfully operating a business
within the private capital markets
– Overview of Private Capital Markets Theory and Sources of Capital
– The Role of Intermediaries
– Angel Investments, Venture Capital, and Other Early Stage Financing Sources
– Senior Debt, Cash Flow-based, Asset-based Lending and Factoring
– Mezzanine and Private Equity Capital
– Determining the Cost of Capital Using The Pepperdine Private Cost of Capital Model

•

CPA, MCLE, CFP Continuing Education Credit Available

REGISTER: bschool.pepperdine.edu/cipcm
Building wealth by making better investment and financing decisions.

PEPPERDInE UnIVERSITy GRAzIADIO SChOOL OF BUSInESS AnD MAnAGEMEnT
6100 Center Drive, Los Angeles, CA 90045
For more information, visit:

bschool.pepperdine.edu/cipcm

A Higher Degree of You
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ABOUT PEPPERDINE UNIVERSITY GRAZIADIO SCHOOL OF BUSINESS AND MANAGEMENT
Founded on the core values of integrity, stewardship, courage, and compassion, Pepperdine University’s
Graziadio School of Business and Management has been developing values-centered leaders who advance responsible
business practice since 1969. Student-focused, experience-driven and globally oriented, the Graziadio School
offers fully accredited MBA, Masters of Science, bachelor’s completion and non-degree executive business programs
for business professionals, entrepreneurs, managers and senior executives at all stages of their professional and
personal development.
The Pepperdine Private Capital Markets Project reports on the current climate for privately held companies to
access and raise capital, as well as the conditions influencing the decisions of lenders and providers serving small
businesses and the lower middle market. Our ongoing research engages in multiple survey research initiatives
and publishes an annual Capital Markets Report, an annual economic forecast, the PCA Index Quarterly Report in
partnership with Dun & Bradstreet Credibility Corp. and Market Pulse Quarterly Report in cooperation with the
International Business Brokers Association and M&A Source.

ABOUT INTERNATIONAL BUSINESS BROKERS ASSOCIATION (IBBA) AND THE M&A SOURCE
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 mergers and acquisitions. The IBBA is a trade association of
business brokers providing education, conferences, professional designations and networking opportunities.
Founded in 1991, the M&A Source promotes professional development of merger and acquisition professionals
so that they may better serve their clients’ needs, and maximize public awareness of professional intermediary
services available for middle market merger and acquisition transactions.
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