BETTING ON RESIDENTIAL
& COMMERCIAL SERVICES



A FRACTURED MARKET

IN FOCUS

Businesses that offer HVAC, cleaning, landscaping and electrical services to homes
and businesses are enjoying an uptick in interest and investment activity.
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emand for companies that provide

residential and commercial services has

seen steady growth in recent years. The
stability of the sector and its numerous small
players have especially made it a safe harbor and a
source for growth amid the COVID-19 pandemic.
Those same features are likely to power the
market segment in the future, experts say.

While activity in the sector has been steady for
some time already, the pandemic underscored its
value. As workers spent more time at home, they
invested more in heating, cooling, remodeling and
landscaping.

“We spend all of our time at home, so every
service provided to homes is being amplified,”
says Glen Kruger, a managing director at GCA
Global, an investment bank recently acquired by
Houlihan Lokey. “It’s just a much higher demand
that trickles down from the homeowner to the
home service provider.”

When workers began returning to the office,
demand started to accelerate for commercial
services as well.

The number of annual M&A events completed
by dealmakers for companies in the commercial
and residential services space, which includes
businesses that provide HVAC, electrical,
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“We spend all of our time
at home, so every service
provided to homes is
being amplified.”

GLEN KRUGER,
Managing director, GCA Global

plumbing, cleaning, landscaping and other services,
saw consistent growth between 2018 and 2020,
increasing from 366 to 489 transactions, according
to Grata, a company intelligence engine.

That activity nearly quadrupled this year. There
have been over 2,000 M&A events tracked by
Grata so far this year involving industrial services.

Tim Shea, a managing director and head of
business services at Solomon Partners, has also
seen increasing interest over the last decade

in facility services catering to residential and
commercial clients.

His recent transaction experience in the space
includes the sale of Cl Capital Partners’ portfolio
company Summit Companies to BlackRock
Long Term Private Capital in September. The
Minnesota-based company is a provider of fire
and life safety services for offices and other
buildings.

There has been an incredible flood of deals in
the services space in recent months, according
to sector specialists. They’ve included the sale
of Encore Fire, a fire protection service firm,
to Levine Leichtman in September; the sale of
landscaping company SavATree to Apax Funds
in August; and KKR’s purchase of home service
company Neighborly in July.

Have you seen more investment opportunities in
residential services while many people have been
staying home during the pandemic?

76%

Yes

Do you think more interest will arise in commercial
services as offices reopen?

6% At a later date

19%
No

75%

Yes

Will residential or commercial services be a bigger
story in 20222

38%

Residential

62%
Commercial
SOURCE: LinkedIn

poll of ACG members
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Building Safety Services (Includes all companies
in the “Commercial & Residential Services” sector
with “fire” and/or “life safety” as core keywords)

Attractive Features

M&A E ts by Y
Shea and other market experts agree that the key vents Dy Year

drivers of that interest—particularly from private

equity—include the breadth of the market, as

well as the businesses’ small size and stable

revenues. Most commercial service revenues 92
are highly recurring and predictable, while the 69

companies’ services are essential. 41

“If you think about fire and life safety, you
have regulations and code requiring regular
inspections. Then, when something needs repair

o . 2018 2019 2020 2021
or replacement, code requires it. It simply cannot
be postponed,” Shea says. “If you think about
HVA(.Z,'if your furnace goes out, or your air 26’387 Total number of companies
conditioner goes out, that’s not something you
can ignore.”

Building Safety Service Sizing

1,300

2 281

“The sector was in
focus prior to
COVID-19. COVID

. Enterprise UPper Middle SmaII-'midsize
was just an acceler- midde  marker business
ant given the proven
S tabi Ii ty in th € mar ketS Building Safety Service Residential/Commercial

R Breakdown
and relatively strong
50
performance.” {3
Residerlmtial 40
Total:

TIM SHEA, 2,046 30

Managing Director in business services,

20

Solomon Partners
ﬁ o
Commercial o —_ ,/

Total: -
2018 2019 2020 2021

1 6,65 1 M&A Transactions by Year
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That demand is stable across business cycles,
according to Shea, and the pandemic was

no exception. “The sector was in focus prior
to COVID-19,” he says. “COVID was just an
accelerant given the proven stability in the
markets and relatively strong performance.”

Many investors find the non-discretionary
nature of commercial services attractive,
experts say. Additionally, the maintenance and
repair cycles are predictable, making it easy to
underwrite what future demand will look like,
according to Brian Lucas, a managing director
at Harris Williams who focuses on commercial
services.

“Repairs are generally non-deferrable, even in an
economic downturn,” he says.

Private equity is the predominant investor type,
but family offices and other long-term investors
are starting to show interest in the space as well,
according to Brent Spiller, a managing director
at Harris Williams who focuses on the residential
side of the sector. “They’re all interested in

the sector for the same reasons—there’s low
downside and good return.”

While residential services have already seen a
considerable uptick in demand over the last
year, sector bankers agree some subsectors
will continue to be attractive based on current
activity and growth potential.

Building safety services have seen a considerable
increase in demand in recent months. Grata
figures show M&A has more than doubled since
last year, from 92 to 212 transactions.

Pest control services saw a nearly five-fold
increase in M&A activity over the last year—the
spike resulting from a near-inactive market
segment that’s seen a sudden rise from 6 to 33.

Demand for heating and air conditioning services
was also remarkable. The number of HVAC M&A
events has nearly tripled since 2020, from 40 to
117, according to Grata.

HVAC (Includes all companies in the “Commercial
& Residential Services” sector under Grata’s
designated “HVAC” market)

M&A Events by Year

46 30

2018 2019 2020 2021

1 4’01 2 Total number of companies

HVAC Sizing

568
4 118

Enterprise  Upper Middle Small-midsize
middle market business
market

HVAC Residential/Commercial Breakdown

E N

Residential 15
Total:

781

S

Commercial

Total: 0
2018 2019 2020 2021

1 ,488 M&A Transactions by Year
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A Fractured Market

Perhaps more than any other factor, the primary
driver for the recent surge in M&A activity for
commercial and residential services has stemmed
from the fractured nature of the sector.

There are more than 283,000 active companies
across the U.S. and Canada, according to Grata,
and the market is also highly fragmented, with
94% of these types of companies weighted in
the small-to-midsize end of the market, which
Grata defines as businesses with 50 or fewer
employees.

These companies can be leaders in their segment
but have only 10% of the market share because
the space is so large and fragmented, Shea
explains. “There’s a lot of white space.”
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As a result, residential or commercial service
companies experiencing investment activity at

the moment may be seeing their first injection

of institutional capital. “That creates a lot of
opportunity for private equity firms to build M&A
platforms where they buy a business and they use
that as a platform to do a bunch of acquisitions,”
Shea says. Unsurprisingly, the rally on the sector
by investors is causing prices for target companies
to rise.

While it depends on the transaction type,
market experts agree that they’ve seen a steady
progression upward on both the commercial and
residential side of the industry.

“The range used to be high-single-digits to
low-teens [as a multiple of EBITDA]. Now, it’s
generally low-teens to high-teens, and even
higher,” says Brian Lucas, a managing director at
Harris Williams.

According to Solomon’s Shea, transaction size in
the space remains scattered. Due to the fractured
state of the market with many small players and
few large ones, he says he’s worked on deals
ranging from $30 million to $1 billion. Many

small businesses are valued at 7-8x EBITDA, and
valuations are rising—with some now going to
market as high as 20x EBITDA.

On the residential side, HVAC is standing out.
According to Shea, private equity firms are seeing
prices for HVAC companies 50% higher than they
have been historically.

Prices are edging up, but funds are comfortable
with deploying increasing sums in the space
because of the growth potential, Shea says.

Other market trends include larger investors
moving down-market to build their platforms.
This also presents an opportunity for small
funds to make exits. “Smaller funds are feeding
the medium-sized funds and the medium-
sized funds are feeding into the larger funds,”
Shea notes.

As a result, Shea is noticing that hold times for
building services companies are shortening
from five years to 2-3 years in many cases. “The
velocity has gone up,” he says.



COMPANY SPOTLIGHT:

Pueblo Mechanical & Controls

Companies in the MEP (mechanical, electrical and
plumbing) space witnessed remarkable demand in

the wake of the COVID-19 pandemic owning to the
resilience and stability seen by the broader building
services industry, a trend not missed by Huron Capital
Partners, which is now expanding the footprint of one
of its portfolio companies by partnering with municipal
agencies and focusing on a lucrative geographic region.

When the Detroit-based private equity firm acquired
Pueblo Mechanical & Controls, a provider of HVAC
repair and replacement services for commercial clients,
in 2017, the company’s locations were based in Arizona,
but following two acquisitions this year, it will be
expanding into Texas.

Scott Hauncher, a partner at Huron, says demand for
companies in the MEP space has been driven by a
proven resiliency in economic slowdowns and continued
strong demand for services.

“There’s a lot of retrofit and renovation work
happening,” says Hauncher, who serves as a director
at Pueblo.

Hauncher says Pueblo focuses on what he calls “owner-
direct work,” where the company works with building
owners to help them design and decide what HVAC
systems to use. This is a trait Puebloe looks for in its
acquisitions as well.

Working on projects for municipal, industrial, healthcare
and other clients, MEP work can be complex, and

the expertise a company like Pueblo brings helps
differentiate it from mom-and-pop shops, Hauncher
explains.

Further, an awareness of air quality concerns due to
COVID and an increasing focus on energy efficiency
are providing an uplift. There is also ample funding
for HVAC projects in the wake of the pandemic from
municipalities and school districts.

Depending on the size of the infrastructure bill being
developed in Congress, Hauncher says more dollars
could be allocated for upgrading aging infrastructure,
leading to a long-term stream of work.

Pueblo has plans to branch off into the Sunbelt and
Rocky Mountain regions of the U.S., and Hauncher says
geography can play an important role.

Many of the buildings in Phoenix, for example, were built
in the last 40 years, Hauncher says, which means many
of those structures are coming up for upgrades and will
translate into more work opportunities.

“[In the Southwestern U.S.] you have a lot of good
population growth, economically-friendly business
environments, and, obviously, the weather is hot, which
makes HVAC services even more important,” he says.
“All of those factors will continue for many years.” m
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Minding the Commercial
& Residential Gap

While the building services space has seen
remarkable growth in recent months, nuances
remain between commercial and residential
subsectors.

According to some experts, commercial was
historically more dynamic than the residential
side of the market. That trend reversed over the
last five years. The residential side became even
more active during the COVID-19 pandemic.

In general, the commercial-facing wing of services
was hit harder than its residential counterpart, as
businesses that service hotels and airports were
negatively impacted.

M&A activity for service companies that solely
served commercial clients stagnated between
2019 and 2020—remaining at around 200 deals—
at the same time transactions for residential-
focused companies increased from 120 to 160,
according to Grata figures.

Companies providing services to homes and
private residences increased from 160 to nearly
500 over the last year.

There has always been very consistent, strong,
resilient demand for home-based services, according
to Harris Williams’ Spiller. With more people
spending time at home, that has only increased, but
the market is leveling out. “Weve seen more demand
across all different types of services throughout the
entire building services sector,” he says.

The market for commercial services recovered,
and even accelerated, in 2021. M&A activity for
commercial-focused services tracked by Grata
increased from 200 to over 550 transactions
since over the last year.

Despite opportunity, the sector faces some
challenges. Across the commercial-residential
divide, the labor shortage is becoming more
pronounced.

“Labor shortages are a problem throughout
these industries, and that problem is magnified as
the skill of the technician increases,” GCA’s Glen
Kruger says.
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Kruger is concerned that demand for building
service companies is tied very closely to the pace
of construction. “The problem, of course, is when
the construction boom starts to wane, or the
home services boom starts to wane, we may see
a reversal of fortune”

Opportunities in Tech

The service market is also undergoing a
technological revolution. The segment is shifting
toward digital sophistication that traditional
mom-and-pop shops are often ill equipped to
implement, which creates opportunities for
investment and value creation.

“Whether in painting, plumbing, landscaping
or any other home service, consumers desire
a frictionless customer experience,” Harris



Williams’ Spiller says. “They want brands they
recognize and trust, and those that make it easy
to do business with.”

By leveraging software like customer
relationship management, enterprise resource
planning, human capital management and
dispatch management, service companies

can easily distinguish themselves from their
competition.

Examples of such software include well-known
companies like Shopify and Toast, but there

are emerging platforms built specifically for
residential and commercial services. Software
company FieldRoutes developed Pest Routes,
business management software for pest control
services. In June, WorkWave acquired Real
Green, a payment processor for lawn care and
landscaping companies.

Remodeling (Includes all companies in the
“Commercial & Residential Services” sector with
“remodeling™ as a core keyword)

M&A Events by Year
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2018 2019 2020 2021

35,806 Total number of companies

Remodeling Sizing
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, 116

Enterprise  Upper Middle Small-midsize
middle market business
market

Remodeling Residential/Commercial Breakdown
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The lack of technological sophistication for
service companies is becoming a problem,
especially as they grow, sector specialists say.
Without business management software, these
companies may not be able to handle as much
work or run business operations as effectively as
they could.

“Many small businesses are still using
spreadsheets or the calendar on their PC to
manage their business,” says Kruger.

Fintech trends like integrated payments, where
payment processing is built into other business
software like scheduling and accounting, is
shaping the residential services market as more
companies are able to process credit cards and
other forms of payment they couldn’t under
previous ownership.

But investment targets in the form of these
software companies are few and far between—
and they’re getting more expensive, Kruger says.
The value of software vendors to building service
companies is reaching double-digit multiples,
with valuations ranging in size from $3 million to
$600 million.

“There’s plenty of dry
powder to go around,
and we think both
sectors will continue to
attract their respective
investors.”

BRIAN LUCAS,
Managing Director, Harris Williams
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Plumbing (Includes all companies in the
“Commercial & Residential Services” sector with
“plumbing” as a core keyword)

M&A Events by Year
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2018 2019 2020 2021

23’604 Total number of companies

Plumbing Sizing
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Enterprise  Upper Middle Small-midsize
middle market business
market

Plumbing Residential/Commercial Breakdown
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Long-term Outlook

While many factors contributed to the rapid
growth in home and business services in recent
months, headwinds for the segment are looming.
But experts are still confident that the space will
continue to grow.

Commercial properties—from offices to hotels to
hospitals—will need to adapt to new demands for
air quality, environmental compliance, efficient
use of energy and worker safety, resulting in
exciting growth opportunities for the companies
that provide these services, sector specialists say.

“We’re seeing more focus on employee health
and the physical safety of workspaces,” says
Harris Williams’ Lucas. “And while there are
questions around occupancy, and how people
are going to use office buildings as more people
continue to work from home, there will always be
a focus on the systems that manage a building”

Lucas says there will be a continued need for
commercial services that manage infrastructure,
HVAC, fire safety and all of the other systems that
a building needs to operate.

“If the building is occupied at 100% or 50%,

the systems still have to function properly

and comply with regulations. And because
commercial services were deemed essential in
the early stages of the COVID-19 pandemic, it has
been a very resilient sector;” Lucas adds.

As the market becomes more sophisticated by
adopting new software and processes, experts
expect the sector will attract new customers.

“Trusted brand names continue to gain
momentum, and each generation tends to be
more likely to want someone to ‘do it for me’
versus fixing or improving their homes on their
own. | don’t see any of that changing in the short
or medium terms,” Harris Williams’ Spiller says.

Finally, as the COVID-19 pandemic further
recedes, future growth is expected on both sides
of the residential-commercial divide.

“There’s plenty of dry powder to go around, and
we think both sectors will continue to attract
their respective investors,” Lucas says. ®

Data provided by Grata

Landscapers (Includes all companies in the
“Commercial & Residential Services” sector with
“landscaping” as a core keyword)

M&A Events by Year
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