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From the Editor

F inancial markets—and by extension middle- market dealmaking—
have been hitting turbulence for some of 2022, and the outlook 

for 2023 looks no different. It’s no surprise that sponsors, lenders 
and middle- market companies are increasingly scrutinizing their 
approaches to doing business. 

For private equity firms, that means cherry- picking quality deals, 
watching out for excessive EBITDA add- backs or “pro forma” num-
bers, and monitoring existing portfolio companies for weaknesses and 
historical performance through the pandemic or past recessions. There 
is less debt capital available, and lenders are tightening covenants on 
new deals. They are also getting more diligent on forecasting downside 
scenarios for their portfolio companies. 

Turning the screws in this way means reading more of the fine print, 
connecting with peers on managing through difficult times and using 
all available tools at investors’ disposal to avoid hiccups. Our sources 
tell us that many proposed deals end up getting pulled or just don’t 
launch after testing the market. Bankers have to be honest with sellers 
and tell them that this is not the time. 

Some investors say that they’re avoiding cyclical industries, like auto, 
building products and consumer, for now. While valuations haven’t yet 
seen a marked decline, they’re expected to start falling next year. For 
the time being, GF Data’s November report actually shows a rise in 
valuation multiples to 8.1x on trailing 12 months EBITDA in the third 
quarter—up from a 7.4x average for all of 2021. The report from GF 
Data, an ACG company, which tracks private equity- sponsored deals 
with enterprise values of $10 million to $500 million, notes though that 
the multiple increase reflects marginal growth capital investments and 
recapitalizations and is not necessarily indicative of valuations in new 
buyouts. (When buyouts only are considered, the multiple was 7.5x 
TTM EBITDA.)

Nuances like that are important to highlight, especially when deal 
flow is expected to be low, investors are competing for scraps and 
companies newly for sale compare their potential valuations to existing 
deals in the market. 

As you read through this special edition, you’ll see more such findings 
from GF Data, as well as responses to our annual survey of ACG members 
and insight from sources, that will help you wade through the storm. //

The Devil’s in the Details
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Letter from the Board

For many of us in middle- market M&A, 2022 felt like a tale of two
halves, as conditions worsened in the summer and dealmaking 

slowed down. Between Russia’s invasion of Ukraine, climbing energy 
prices, rising interest rates and worsening inflation, the climate for 
investing appeared increasingly cloudy toward the end of the summer. 

The outlook for next year is also something of a dichotomy. On the 
one hand, we’re back on the road attending conferences, meetings 
and due diligence visits. With the worst of the pandemic in the rear-
view mirror, ACG events are in full swing. It’s encouraging to connect 
and collaborate with our clients, portfolio companies and prospective 
sellers in person again. On the other hand, the headwinds weighing 
on the market are still dampening the mood of M&A practitioners. 
The uncertainty is impacting the quality and pace of deal flow, and 
there is a cloud hanging over an otherwise robust community. The 
pullback on leverage and rising cost of debt are making it harder to 
close deals.

At a time like this, it’s even more important to have a platform like 
ACG for sharing ideas and opportunities. ACG leaders are working hard 
to produce events, content and data tailored to dealmakers and provide 
the tools they need to succeed. The new DealMAX conference will fea-
ture tracks for operating partners and strategic acquirers with guidance 
to help M&A professionals navigate deal sourcing, acquisition and value 
creation. Middle Market Growth’s two titles—Executive and DealMaker—
similarly offer targeted content for investors and company executives 
or operators.

The GF Data findings that run throughout this Multiples Report—
the new incarnation of ACG’s Guide to Dealmaking—also bring vital 
research to the middle- market ecosystem, including averages on valua-
tion and leverage, insights on deal pacing and terms, and much more. 

While the outlook for 2023 looks challenging, middle- market deal-
makers will still be on the hunt for opportunities. Quality assets are 
expected to trade, albeit with fierce competition, and as our annual 
survey of ACG members shows, add- ons are expected to be a bigger 
source of activity. With tools available through ACG at their disposal, 
dealmakers can continue to make sound decisions. //

DAVID HELLIER
Partner, Bertram Capital, 
and Chapter Council 
Chair, ACG

A Tale of Two Sentiments
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Notes

Methodology

The Multiples Report looks at the state of
middle- market M&A and the outlook for 2023. 

The reported articles in the issue draw on perspec-
tives of industry participants, gleaned through 
interviews. The articles also cite data from several 
key sources:

ACG’S MULTIPLES SURVEY
ACG conducted a survey online between Aug. 16 
and Sept. 21 for use in this report. Participants 
were asked about their expectations for 2023 
related to M&A activity, key deal terms, lever-
age levels, valuations, compensation and more. 
Distributed via email, ACG’s social media chan-
nels and on the middlemarketgrowth.org website, 
the survey collected input from a cross- section 
of middle- market M&A professionals—including 
accountants, attorneys, corporate strategic acquir-
ers, family offices, investment bankers, lenders, 
limited partners, private equity firms and advisors. 
There were 171 complete responses to the survey.

GF DATA REPORTS
GF Data collects information on private M&A 
transactions ranging from $10 million to $500 
million, as reported by more than 250 active con-
tributing firms. The Multiples Report references 
various GF datasets. GF Data, an ACG company, 
publishes quarterly reports on middle- market 
trends and dynamics. Its proprietary data is sub-
mitted on a blind, no- name basis. Contributing PE 

firms can access GF Data for internal reporting to 
LPs and gain reliable market benchmarks in negoti-
ation. Learn more at gfdata.com.

2022 MID- SIZED COMPANY 
RISK REPORT 
Survey findings in QBE North America’s 2022 
Mid- Sized Company Risk Report, produced in 
partnership with ACG, are the basis for the article 
“Concern About Risk Deepens Among Midsize 
Business Leaders” in the Multiples Report. Now 
in its third year, QBE’s risk report is based on an 
annual survey of executives in a variety of risk man-
agement roles at companies with $200 million to $3 
billion in revenue from a cross-section of indus-
tries. The report discusses 12 macro and 97 micro 
risks that concern midsize company executives, 
whether companies have risk management plans in 
place to address these risks, and their top needs for 
reducing risk exposure. Learn more at qbe.com/us/
risk- report.

A NOTE ABOUT OUR SPONSORS: Four of the 
editorial feature stories in this report are under-
written by ACG sponsors—Globalization Partners, 
Grata, QBE North America and S&P Global. Their 
sponsorship provided financial support for this 
report; however, they were not involved in the pro-
duction of those feature stories. Content contrib-
uted directly by the sponsors follows each feature 
story. //
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2023 M&A Opportunities

U ncertainty is the name of the game when 
it comes to M&A expectations for 2023. 
Coming off a massive peak in 2021, deal 
activity in 2022 slowed considerably, 
driven by geopolitical issues, inflation, 
rising interest rates, supply chain insta-

bility and other factors. 
GF Data, which provides data on deals from 

more than 250 active private equity contributors 
reported 129  PE-sponsored M&A deals in the first 
half of 2022, compared with 464 in all of 2021. (GF 
Data covers transactions with enterprise values of 
$10 million to $500 million.)

Depending on who you talk to, the market out-
look for the coming year varies from slightly pessi-
mistic to exceedingly so. According to a survey* of 
ACG members conducted in late summer, 66% of 
respondents believe deal activity will either slow or 
stay about the same in 2023. 

“Public markets are down, IPOs are down, inter-
est rates are up, leverage levels are down. Banks are 
incredibly conservative right now. It’s more costly 
to do deals,” says Brian Crosby, managing part-
ner at private equity firm Traub Capital Partners, 
which invests in consumer businesses. “All these 
factors are weighing on private equity buyers and 
making us much more selective in terms of what 
we’ll look at.”  

Jeffrey Stevenson, managing partner at private 
equity firm VSS Capital Partners, adds that the 
anticipation of a recession is weighing on the 
market. “We’re beginning to hear about valuations 
being dropped and some processes being pulled. 
Banks being more conservative will of course have 
a knock- on effect on M&A and valuations,” he 
says. “I expect we’ll start to see a lot more cracks 
in the system in terms of M&A slowing down—
buyers will have more apprehension about the 
future, and sellers may decide to put off going to 
market.” 

However, the effect may be less pronounced for 
well- established companies with above- average 
financial characteristics that serve targeted niche 
markets, according to GF Data’s August M&A 
Report. These deals account for 68% of total deals 

tracked by GF and completed in the first half of 2022, 
up from 66% in 2021 and a historic norm of 57%. 

“Top- tier assets with recurring revenues, high 
margins and limited cyclicality are still getting robust 
interest from private equity buyers, along with sup-
port from private lenders and sellers, and are receiv-
ing mid- teens to higher EBITDA multiples similar to 
2021,” says Sash Rentala, partner and head of finan-
cial sponsors at investment bank Solomon Partners. 

VALUATIONS ON THE DOWNSLOPE 
While top- tier businesses may be an exception, val-
uation expectations are trending downward across 
the board. Fifty- seven percent of ACG members 
surveyed said they expect valuations to fall, while 
34% expect them to stay about the same. Only 9% 
said that they expect them to rise. 

The reality of lower valuations is taking some 
time for sellers to get used to, after several years 
of sky- high multiples. Many dealmakers agree that 
in the summer of 2022, the market flipped from 
a seller’s to a buyer’s market. Now, “sellers are 
mostly looking for last year’s multiple while buyers 
are more typically looking to pay a multiple that 
reflects the current economic outlook,” says Doug 
Korn, managing partner at Victor Capital Partners.

As a result, deals are taking longer, and it can 
be hard for both sides to reach mutually agreeable 
terms. However, many expect that in the coming 
months, seller expectations will start to shift, cre-
ating an equilibrium and leading those who need to 
transact to accept lower valuations and those who 
are able to wait to do so. 

ERODING BUYER CONFIDENCE 
Meanwhile, buyers’ confidence in their M&A pros-
pects in 2023 is lukewarm at best. The volatility 
of the public equity markets, driven by macroeco-
nomic factors like the pandemic, the Ukraine war 
and increasing interest rates, “has created a host 
of liquidity problems for GPs and LPs who need a 
return of capital to enable future M&A activity,” 
says Rentala. “I suspect these macro issues will 
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take a good part of 2023 to resolve and there will 
be a significant backlog of portfolio companies 
waiting for liquidity events.”

Fifty- nine percent of buyers are “somewhat con-
fident” in their ability to find high- quality invest-
ment targets to meet their M&A goals in 2023, 
according to the ACG survey. 

At the same time, buyers do want to get deals 
done—and there is plenty of capital in the private 
equity space to back up that desire. As of August 
2022, private equity still had $1.2 trillion of dry 
powder (down from $1.5 trillion in 2020), accord-
ing to PitchBook. 

“Buyers and investors want to be active. There 
are still massive amounts of capital in the market, 
and they want to put that capital to work. They 
want to be able to show that they can do transac-
tions in whatever market environment prevails,” 
says Dan Connolly, managing director and co- head 
of M&A at William Blair.

Whether they’re able to make that happen 
remains to be seen. 

CREATIVE DEALMAKING 
One thing is certain: Faced with a tight financing 
market, buyers need to get creative with deal struc-
ture in order to complete transactions in 2023. 

Previously, “sellers just wanted cash and they 
were by and large able to get what they asked for,” 
says Meahgan O’Grady Martin, director of busi-
ness development at private equity firm Palladium 
Equity Partners. 

Moving forward, many transactions will be 
bridged through structure, as was more common 
prior to the pandemic, in order to meet expecta-
tions on both sides. This may include cash up front, 
as well as contingencies around the continued per-
formance of the business, such as earnouts. “This 
helps address concerns about ‘COVID bumps’ and 
how businesses will be able to fare in the pending 
recession,” notes O’Grady Martin.

Borrowing has also grown more costly these 
days. “Debt is more expensive, less plentiful and 
less tax- advantaged than it was a year ago,” says 
Victor Capital’s Korn. 

How do you expect middle-market M&A 
activity in 2023 to compare with 2022?

Which types of deals do you expect to see more of in 
2023, compared with 2022? (Select all that apply.)

Graph Source: ACG’s Multiples Survey
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2023 M&A Opportunities

The cost of debt is already impacting processes, 
a trend that is likely to continue in 2023. “We’ve 
had deals where leverage multiples have come 
down a full multiple of leverage or more from when 
we put in the IOI,” says Traub Capital Partners’ 
Crosby. This necessitates further communication 
with advisors and sellers and can put a snag in deal 
discussions. However, while the state of the debt 
markets makes pure financial engineering a much 
less viable strategy, it creates opportunities for PE 
firms that put greater emphasis on value creation 
through operational improvements.

In addition to complicating negotiations, the 
debt markets are leading some business own-
ers to rethink sale plans. “We’re seeing owners 
evaluate a broader set of alternatives than simply 
an outright sale or buyout,” says William Blair’s 
Connolly. This includes minority investments and 
secondary sales. 

INTIMATE PROCESSES BECOME 
THE NORM 
There are also changes underway to the sale pro-
cess itself.

“Given the volatility right now, regular sell- side 
auctioneering is by and large not happening,” says 
Connolly, with the exception of companies that are 
forced into a position where they need to transact 
immediately. This is a marked change from 2021 
and the first part of 2022, when auction processes 
were large, frequent, competitive and rapid- fire. 

In 2023, the expectation is that many companies 
that can wait to go to market will. However, deal-
makers expect that deals will get done—just in a 
different way. “There are far fewer broad processes 
being launched. Creative origination—getting 
to know founders and CEOs at a more intimate 
level—is at the core of deals being done now more 
than ever,” says O’Grady Martin. 

Bankers would rather engage a targeted buyer 
in a lengthier proprietary process than risk a 
hung deal by attempting a broader process. 
This helps everyone save face. “If bankers have 
conversations with the most logical buyers and 

things don’t work out, they can say they were just 
testing the market and will circle back again,” says 
O’Grady Martin. 

Though borne of necessity, these more intimate 
processes can be a boon for both sides. Of Traub 
Capital Partners’ five active deals as of the time of 
writing, three of them have been a long courtship 
emerging from targeted matchmaking. “We’re big 
believers in a culture- led approach, in finding a 
true partnership with owners and the management 
team. It’s nice to be able to ‘date’ each other for 
much longer durations rather than have a 45- day 
shotgun marriage,” says Crosby. 

DOUBLING DOWN ON DUE 
DILIGENCE 
In a volatile market, due diligence takes on 
increased importance as well. 

M&A processes are slowing down, driven in part 
by buyers taking more time to do their due dili-
gence. “Last year, people were buying companies 
off projected year- end numbers and taking the 
sellers’ word for it. This year people are much more 
skeptical. They want to see the results come in,” 
says O’Grady Martin.

There are numerous factors to consider. For 
example, with inflation on the rise, “if you have a 
business that can’t pass along its price increases to 
consumers, that’s difficult to navigate,” says Victor 
Capital Partners’ Korn. 

Labor costs, which have been increasing, are 
another big factor. “If you look at EBITDA over 
a 12- month period, as is typical, it’s not going to 
capture the run rate increase of those costs,” notes 
VSS’ Stevenson. It requires a lot more work that 
needs to be done during due diligence to under-
stand where the business is headed, he adds.

Ultimately, after three years of a pandemic, 
there’s an inherent challenge in predicting how 
businesses will perform in a “normal” environ-
ment. Ideally, buyers would find companies where 
performance has been steady, but that can be diffi-
cult. Whether looking at a company that was hurt 
by or benefited from the pandemic, buyers need 
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to put in the work to understand how changing 
dynamics may affect future earnings.

ADD- ONS ABOUND 
In an uncertain landscape, add- on acquisitions 
offer opportunities for private equity firms, their 
platform companies and smaller businesses look-
ing to transact. In the first half of 2022, add- on 
acquisitions made up nearly 80% of total deal 
activity by buyout funds, according to PitchBook. 
When ACG members were surveyed about which 
deal types they expected to see more of in 2023 
vs. 2022, the most popular answer was add- ons 
(30% of respondents), followed by distressed/
restructurings (19%) and platform acquisi-
tions (13%). 

“Add- ons can be less of a bet on the economic 
cycle and may be poised to accelerate in a chal-
lenging economic environment. A current owner 
may find that their business is more competitive 
when part of a private equity platform than to the 
current owner of the business, because of cost syn-
ergies, cross- selling opportunities or the multiple 

expansion ascribed to being part of a larger com-
pany,” says Korn, who adds that Victor Capital 
Partners is stepping up add- on activity across its 
portfolio. 

In addition, owners of smaller, family- owned 
businesses may find it hard to weather economic 
downturns and may be ready for a transaction.

For private equity firms eager to deploy cap-
ital, add- ons can be a less risky way to do so. 
“Add- ons make a lot of sense in uncertain times. 
You have an existing investment in the space, 
you know the industry, you have a management 
team that you know and trust,” says Traub 
Capital Partners’ Crosby, who notes his firm 
is also increasingly seeking out add- ons for its 
existing portfolio. 

OPPORTUNITIES FOR PE 
A down market also creates opportunities for those 
firms looking to provide growth capital to help 
build businesses. 

“Firms that look to buy companies at a bargain 
price and drive returns while otherwise leaving it 

How do you expect valuations in the middle market 
in 2023 to compare with 2022, on average?

As a buyer, how confident are you (or your buy-
side clients) in finding high-quality investment 
targets to meet your M&A goals in 2023?

Graph Source: ACG’s Multiples Survey
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2023 M&A Opportunities

Buyouts Only

TEV ($ mil) ALL PE Group Family  
Office**

Mezz/Jr. 
Capital SBIC  Platforms  Add-Ons 

10-25 6.6 6.4 6.7 6.6 6.7 6.6 6.2

25-50 7.1 7.4 6.6 7.2 6.7 6.9 7.7

50-100 8.8 8.8 7.4 9.6 9.3 9.0 8.0

100-250 9.7 9.7 9.1 10.0 10.3 9.7 7.8

Total 7.7 7.7 7.0 8.1 7.9 7.8 6.9

N = 215 124 46 39 50 119 71

alone will struggle. Firms with sector expertise and 
those that can offer real value to their portfolio 
companies will be well- positioned to navigate this 
environment,” says Korn. 

While fewer business owners may be willing to 
consider an all- out sale, “in a market environment 
where valuations are lower, we’ll find more entre-
preneurs wanting to hold and raise capital,” says 
VSS’ Stevenson. GF Data found that in the first six 
months of 2022, “more high- performing companies 
are choosing to ‘take chips off the table’ rather than 
substantially exit,” a trend that is likely to continue. 
In an atypical development, mezzanine funds/junior 
capital providers completed transactions at an aver-
age of 8.1x in 2022 as of Q3, while the average for 
PE funds was 7.7x, according to GF Data. 

While there may be fewer high- quality targets to 
consider, the new market environment does have 
some advantages for buyers. “It’s nice in the sense 
that these auction processes have moderated a bit 

in terms of pace, frenzy, speed to close, and cer-
tainly the valuation multiples and expectations,” 
says Crosby. 

Ultimately, most agree that a recession is on the 
horizon in 2023. But there remain opportunities 
for buyers, if they only know where to look. “Right 
now, we’re seeing more and more deals being put 
on ice, with seller expectations still at 2021 levels,” 
says O’Grady Martin. “But once those expecta-
tions converge, that will provide a very nice buying 
opportunity for those that still have a significant 
amount of dry powder left.” //

MEGHAN DANIELS is a freelance writer and 
editor based in Brooklyn, New York.

*ACG conducted a survey between Aug. 16 and Sept.
21 in which 171 respondents from the middle- market
dealmaking and corporate growth community answered
questions about their outlook for 2023.

Valuation Drilldown by Type of Buyer—2022 Through Q3

**Note: The Family Office grouping also includes deals done by other sponsors not  
organized as committed funds, e.g., independent sponsors.

Graph Source: GF Data’s November 2022 M&A Report

Total enterprise value (TEV)/EBITDA
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Lenders Sharpen Their 

Forecasting 
Tools With storm clouds rolling

into financial markets, 
debt providers are 
focusing on modeling 
downside scenarios for 
their portfolio companies
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B oth businesses and investors are facing a 
number of challenges, and credit availability 
is becoming scarce. With slowing growth 
and deepening inflation, direct lenders are 
screening their portfolio companies and 
potential new investments for risk. “We’re 

running downside scenarios in case of rising interest 
rates and worsening inflation,” says Ted Denniston, 
co- head of direct lending at NXT Capital.

“We started to put more emphasis on forecast-
ing prior to the pandemic,” agrees Michael Ewald, 
global head of private credit at Bain Capital Credit. 
The firm is getting in the habit of asking, “How 
bad would things have to get for the company not 
to be able to stand a stress scenario? What’s your 
reason for that not happening?” Ewald adds that 
Bain Capital likes to run several downside scenarios 
on what would happen to the company if macro 
conditions worsen. Bain Capital has a macroeco-
nomic group that works on modeling across the 
firm, including the private equity and credit depart-
ments. It was formed around the start of the pan-
demic and staffed with new and existing employees. 

Some lenders are relying on the company’s 
sponsors to run their models. “Lenders are now 
spending a lot of time forecasting which compa-
nies might have trouble covering their fixed charge 
interest ratios,” says Matt Janchar, head of capital 
markets at private equity firm Berkshire Partners. 
“They’re calling us and asking for our cash flow 
models. A lot of the time, they will take our models 
and run their own scenarios to try to get ahead of 
where there might be problems next year.”

Needless to say, lenders are being cautious around 
new investments. While deal valuations have held 
up so far, they are expected to drop next year. 
“Completed deal volume was down markedly in the 
first half of 2022, while valuations for mid-market 
companies acquired by private equity groups and 
other deal sponsors held strong at an average of 
7.4x EBITDA,” according to GF Data’s Fall 2022 Key 
Deal Terms Report. GF Data tracks deals with $10 
million to $500 million in enterprise value.

GF Data’s third quarter report actually shows an 
uptick in valuation multiples to 8.1x, though the 

report notes that some of that represents growth 
equity investments and recapitalizations, not 
fresh buyouts.

When asked how valuations in 2023 will com-
pare to those of 2022, most respondents (57%) 
to an ACG survey* said they expect valuations to 
drop, with 34% saying they will stay the same and 
only 9% expecting they will rise. More than half 
of respondents (62%) said they don’t expect debt 
utilization in private equity transactions to rise 
next year.

A TALE OF TWO HALVES
Several sources say the market’s perception of 2022 
was that of a “tale of two halves,” with the first half 
of the year being busy with overflow from 2021. 
“In the second half, things took a bit of a turn with 
Russia invading Ukraine, energy costs rising and 
inflation worsening,” Ewald says. Some companies 
responded by increasing prices, a move that can 
perpetuate inflation. The Federal Reserve then 
raised interest rates, which led to pessimism in the 
market and a slowdown in dealmaking. “There are 
a lot more deals being pulled by the seller because 
of a price expectations mismatch,” Ewald says.

Janchar adds that it even looked like a “tale of 
two summers.” In early summer, volatility was 
lessening and access to capital was sound. But in 
early to mid- August, “there was an inflection point: 
It became clear that interest rates were going to 
keep rising and inflation was going into this self- 
perpetuating spiral,” Janchar explains.

With several large syndicate arrangements being 
pulled recently, including in deals involving Citrix 
and Brightspeed, the outlook for credit seems bleak. 
Weakness in the broadly syndicated market usually 
rolls downhill to the middle market in time, though 
direct lenders have some advantages. “The syndicated 
loan deals require ratings, meetings with investors, 
ongoing monitoring, whereas private credit firms can 
commit large amounts quickly and there is usually an 
intimate relationship and trust between a lender and 
a sponsor,” Janchar says. Some direct lenders are still 
willing to do new deals but are being extra cautious. 
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SAFETY IN NUMBERS
Multibillion dollar deals by direct lenders are 
becoming less common, and lenders are only 
willing to hold a small part of a loan. Whereas 
previously one firm would take on a $500 million 
to $1 billion loan for a single credit, they’re now 
willing to do $100 million to $150 million in hold 
size, Janchar says. This is leading to a proliferation 
of the “club deal,” where multiple direct lenders 
take on portions of one large loan. In times like 
these, there is safety in numbers. “Everyone wants 
a friend. They go to the investment committee and 
say, ‘Who else is in this?’” Janchar says. This some-
times creates headaches for the sponsors because 
they now must get multiple lenders to agree on the 
structure and terms of a deal.

According to NXT’s Denniston, average lever-
age has already dropped a turn or so to 5.5x from 
6.5x last year across industries. If valuations go 
down next year, some say that would be a welcome 
change, as the sky- high multiples of 2021 shouldn’t 

be the norm. Ewald says leverage has come down 
somewhat, but it also depends on the industry: 
Leverage multiples could average around 6x in soft-
ware and around 4x in industrials. GF Data shows 
a decline in leverage to 3.7x in the third quarter, 
down from around 4x last year and in Q2.

“So far valuations have held up, but deals have to 
actually trade to show new valuations, and many 
have gotten pulled,” Ewald says. With unusually 
high valuations in the past year or two, Denniston 
says he has worked on many deals that were 
financed with 60% equity and 40% debt. A normal 
deal would be the reverse of that ratio, so valua-
tions coming down would normalize M&A metrics 
more. These might affect private equity returns in 
the long run but could also make exits easier. 

Several lenders say they are avoiding cyclical 
industries like consumer, building products or auto 
in this environment. Others are looking forward to 
distressed and restructuring opportunities. NXT 
has a fully staffed work- outs group that hasn’t 

Snapshot of Past 6 Quarters

Graph Source: GF Data’s November 2022 M&A Report

**Transactions include those reported by GF Data’s active private equity contributors that meet the following parameters:  
$10 million-$500 million TEV; and TEV/trailing 12 months adjusted EBITDA of 3x-18x
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seen a lot of activity in recent years, but the firm 
expects that to change now. 

“There is nervousness around where the econ-
omy is headed but high- quality deals are still get-
ting done,” says Brent Kulman, managing director 
in business development at Five Points Capital, 
whose firm manages a credit strategy as well as a 
buyout strategy that was recently re- branded as 
Reynolda Equity Partners. “There is more caution 
and scrutiny around cyclical businesses like con-
sumer, building products and real estate.” 

Sponsors are often coming to lenders earlier in a 
process to test the waters for leverage reads, says 
Kulman. Normally, sponsors would have everything 
buttoned up and just go to a lender once they were 
ready to submit a letter of intent. Now private 
equity investors are often going to a lender as soon 
as they receive marketing materials and asking 
what debt providers think before they submit an 
indication of interest. 

NO NEED TO PANIC
Despite myriad industry challenges facing the 
market, lenders remain cautiously optimistic about 
the future. Some say that while many sizable new 
deals might not be happening, they will be working 
on add- ons in the interim. Kulman notes that the 
lower middle market is somewhat insulated from 
broader macroeconomic events and there are still 
motivations driving parties to transact, such as 
founders wanting to retire or platforms looking for 
smaller add- on investments. Indeed, 30% of respon-
dents to ACG’s survey said they expect to see more 
add- on investments in 2023 than 2022.

Cherry-picking companies and sectors that are 
still healthy in this environment is another strategy. 
Quality companies are still going to market, although 
the competition for these assets—that are few and 
far between—is more pronounced, sources say. 

Some market participants question how direct 
lenders will fare through this downturn when many 

Total Debt/EBITDA by Period

Graph Source: GF Data’s November 2022 Leverage Report

TEV 
($ mil)

4Q
2020

1Q
2021

2Q
2021

3Q
2021

4Q
2021

1Q
2022

2Q
2022

3Q
2022 N=

10-25  3.6  4.4  3.4  3.4  4.5 3.6 4.2 3.5  219 

25-50  3.6  3.7  3.4  4.4  4.0 4.0 3.5 3.8  205 

50-100  3.5  3.7  3.8  4.1  3.9 3.9 4.2 3.6  158 

100-250  4.7  4.6  4.5  4.3  4.1 4.6 4.3 5.1  105 

Total  3.7  4.1  3.6  4.0  4.1 3.9 4.0 3.7

N = 114 107 83 65 142 68 53 55 687
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didn’t exist during the last recession in 2008. Most 
of the same lenders spun out of banks following the 
Dodd- Frank Act at the time, so they’re accustomed 
to managing credit, albeit at banks rather than 
private debt funds. The NXT team used to work 
together at other institutions, including Merrill 
Lynch. “We have the battle scars from the last 
recession,” says Denniston. 

Some of the challenges arriving at lenders’ 
doorsteps have also been building for a time. The 
arrival of the COVID- 19 pandemic took investors by 
surprise and many thought it was going to become 
detrimental to dealmaking. The damage wound up 
only affecting some businesses negatively for a short 
period of time, but investors were prepared to go to 
battle even then, says Ewald. “We thought every-
thing would come to a screeching halt. We spent 
a lot of time blocking and tackling at the company 
level, and fixing capital structures in the face of lock-
downs,” he says. “That collaboration will continue,” 
he adds, now that a recession is on the horizon.

“2008 was an existential crisis. Where we are 
now is a dramatic repricing of interest rate expec-
tations,” says Janchar. “For 30 years, the market 
has been overestimating how much interest rates 
will come up. Now the market is floundering to 
adjust.” He thinks eventually things will balance 
out. Once interest rates level off and succeed in 
tamping down inflation, conditions for dealmaking 
should get better.

“There are a lot of reasons to be concerned and 
aware but not a lot of reasons to panic,” says NXT’s 
Denniston. “If there is a place between concern 
and panic, that’s where I’d be.” //

ANASTASIA DONDE is Middle Market Growth’s 
senior editor.

*ACG conducted a survey between Aug. 16 and Sept.
21 in which 171 respondents from the middle- market
dealmaking and corporate growth community answered
questions about their outlook for 2023.

Graph Source: ACG’s Multiples Survey

Do you expect debt utilization, on average, in 
private equity transactions to rise in 2023  
compared with 2022?

As a private capital investor or borrower, what is 
the most important aspect in selecting a lender 
in the current environment?

03_LendingSpotlight.indd   2603_LendingSpotlight.indd   26 12/1/22   12:43 PM12/1/22   12:43 PM



Learn how our experienced bankers can help keep your business 
moving forward at regions.com/SecuritiesSolutions.

Investment, Annuities and Insurance Products
Are Not FDIC Insured | Are Not Bank Guaranteed | May Lose Value

Are Not Deposits | Are Not Insured by Any Federal Government Agency
Are Not a Condition of Any Banking Activity

Securities activities and Merger and Acquisition 
advisory services are provided by Regions Securities 
LLC, 1180 W. Peachtree St. NW, Suite 1400, Atlanta, 
GA 30309, 404-279-7400. Member FINRA and SIPC.

Banking products and services, including lending, financial risk management, and treasury and payment solutions, are offered by Regions Bank. 
Deposit products are offered by Regions Bank, Member FDIC.

Wall Street capabilities. 
Main Street sensibilities.
Support to navigate your industry’s 
ever-changing landscape.

As you work to move your business toward an even stronger
financial future, Regions Securities® is here to help you turn 
obstacles into opportunities. Our team of executive-level bankers 
has specialized industry experience to help you reach your objectives 
in all economic cycles. 

We use a relationship-oriented approach to o� er capital-raising and 
advisory services as well as customized risk management tailored to 
meet your needs.

Rit N. Amin | Executive Vice President
Group Managing Director
Corporate & Institutional Markets
rit.amin@regions.com 

Corporate Banking | Industry Expertise | Capital Markets & Advisory Services | Comprehensive Financing Solutions

Senior Credit Facilities
Le�  Lead Arranger 
and Bookrunner

August 2022

$170,000,000  

Incremental Term Loan
Sole Lead Arranger 

and Bookrunner

July 2022

$85,000,000

© 2022 Regions Bank. All rights reserved. Regions Securities is a registered service mark of Regions Bank and is used under license for the corporate 
and investment banking services of subsidiaries of Regions Financial Corporation. Regions, the Regions logo and Regions Securities are registered 

trademarks of Regions Bank and are used by its affiliates under license. The LifeGreen color is a trademark of Regions Bank. 

Senior Credit Facilities
Sole Lead Arranger 

and Bookrunner

August 2022

$125,000,000  

School Development
HC Finance II LLC 

et al.

03_LendingSpotlight.indd   2703_LendingSpotlight.indd   27 12/1/22   12:43 PM12/1/22   12:43 PM



04_DealTerms.indd   2804_DealTerms.indd   28 12/1/22   12:43 PM12/1/22   12:43 PM



WRITTEN BY
Bailey 
McCann

ILLUSTRATION BY
Daniel 
Hertzberg  

No 
Uncertain

TermsTightening lending 
conditions, stricter 
requirements for deal 
insurance and changes 
to key deal terms signal 
where the M&A market 
is headed in 2023

04_DealTerms.indd   2904_DealTerms.indd   29 12/1/22   12:43 PM12/1/22   12:43 PM



middlemarketgrowth.org30

Deal Terms

M &A activity had a slow start to the year 
in 2022. According to analysis from 
data provider GF Data, completed deal 
volume among its contributors was 
down significantly in the first three 
quarters of 2022. They closed only 

204 deals this year as of Sept. 30, compared to 296 
deals for the same time frame last year.  

Both sellers and sponsors pulled back in the first 
half of the year as economic volatility and tighten-
ing liquidity conditions made it necessary to add 
another layer of due diligence to transactions to 
ensure that portfolio companies could ride out a 
potential recession. 

Private equity data tends to trail by a quarter or 
more, but early indications from the second half of 
2022 suggest that activity picked up slightly as both 
sellers and sponsors adjusted to new economic 
conditions and capital requirements—even as they 
contended with stricter covenants from lenders 
and insurance providers along with changes to key 
deal terms.

LESS LIQUIDITY
Sources say that the appetite for dealmaking remains 
robust. “There’s plenty of dry powder that private 
equity funds have that they’re looking to invest,” 
says Brent Kulman, managing director for busi-
ness development at Reynolda Equity Partners, an 
affiliate of Five Points Capital. “And the same holds 
true for credit funds that provide much of the debt 
capital that goes into financing these deals.”

Still, it’s not the same sellers’ market it was in 
2021. “You’re certainly seeing lenders tightening 
up their terms,” Kulman notes. “Credit spreads are 
moving up. Covenants are getting tighter. Leverage 
is declining in terms of what’s available from 
lenders.”

Steve Ruby, co- head of origination at New 
York- based Audax Private Debt, points out that 
market forces are putting pressure on how much 
leverage is reasonable for a deal. “We underwrite 
to cash flows,” he says. “We do a lot of work on 
historical performance. If a company has been 

through a recession before, we’re looking at how 
that went.” 

Ruby characterizes his team’s underwriting pro-
cess as one that’s “very sensitive” to risk. “So you 
have that model coming alongside a rising rate envi-
ronment where the cost of capital is going up and 
spreads are widening,” he says. “Those are pretty 
significant changes. We’re seeing leverage come 
down half a turn to a full turn. Pricing is going up, 
and in some cases yields are nearly doubling.”

Tightening liquidity markets are also impacting 
the due diligence process and extending the time 
it takes to close a transaction, according to Nick 
Gibson, a Chicago- based partner in the private 
equity practice at law firm Reed Smith. He notes 
that he and his colleagues are seeing deal timelines 
increase to 45 or 60 days, up from more like 30 
days in 2021. He has also observed notable changes 
to buyer behavior.

“Last year, there were many instances of buyers 
going in without exclusivity, marking up a purchase 
agreement, and getting representations and war-
ranties insurance fully underwritten before being 
chosen as the bidder,” he says. “What we’re seeing 
now is buyers are getting exclusivity more fre-
quently before having to fully engage every aspect 
involved in due diligence, and they are also increas-
ingly thoughtful in validating those diligence 
fronts, which is leading to longer deal timelines.”

Lengthy auctions and tighter liquidity mean com-
panies that might have come to market in 2021 are 
facing more scrutiny. Kulman notes that M&A advi-
sors are getting more candid with potential sellers 
about what their prospects are. “For the lower 
quality deals at this point, some of them are not 
even being brought to market right now. Advisors 
are telling sellers that their business might not be 
well received—that now is not the best time. So 
that’s part of where the slowdown is,” he says.

LOOKING FOR ALIGNMENT
Against this backdrop, sponsors have a bit 
more power, and it’s beginning to show up on 
term sheets. 
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While the appetite for high- quality companies 
remains strong, those businesses aren’t necessar-
ily going to sail through a deal. Large buyouts are 
under the most pressure as it becomes more diffi-
cult to use the syndicated debt market to finance a 
transaction. In the middle and lower middle mar-
ket, private credit financing is proving to be more 
flexible but with some caveats.

“Over the past few years, even during COVID, 
walkaway deals were fairly common, and we’re 
seeing less of that now,” says Matthew Simpson, a 
complex transactions attorney at law firm Mintz, 
referring to deals where sellers aren’t subject to 
earnouts or other longer- term exit conditions. 
“Unless it’s a very, very attractive asset, there is 
just more tension in the market right now, and that 
kind of deal is less likely.”

Simpson adds that he is talking to his clients 
about these dynamics and the prevailing valuations 
in today’s market, which he expects to persist into 
2023. “There is still a bit of a disconnect between 
seller expectations and what sponsors are willing 
to pay,” he says. “I think that’s going to continue to 
shake out over the next year.”

In its Fall 2022 Key Deal Terms Report, GF Data 
noted that changes to key deal terms—includ-
ing representations and warranties insurance, 
earnouts and indemnification caps—could be 
another harbinger for a coming drop in valuations. 
According to the authors, “buyers have become less 
accommodating” across those three deal terms, in 
particular. GF’s data shows a decline in use of deal 
insurance and earnouts in the first half of 2022.

The report concluded, “If recessionary conditions 
take hold and valuations recede in the fall, we will 
look back on this movement in deal points other 
than price as a leading indicator of that decline.”

TERM SHEETS TIGHTEN
Representations and warranties, a type of breach-
of-contract insurance, isn’t just a foreshadowing 
tool for coming valuation changes; it’s also having 
an impact on which transactions move forward.

Known as RWI, reps and warranties insurance 
coverage is generally a bespoke policy that will 
cover claims if there are unforeseen costs that arise 
in a deal. There are benefits for both buyers and 

Graph Source: GF Data’s November 2022 Leverage Report

*All rates are as of the respective quarter end.

TEV 
($ mil)

4Q
2020

1Q
2021

2Q
2021

3Q
2021

4Q
2021

1Q
2022

2Q
2022

3Q
2022 N=

10-25 4.3% 5.0% 4.1% 4.1% 4.4% 4.3% 3.8% 6.5% 139

25-50 5.3% 5.3% 4.3% 4.8% 4.4% 4.7% 4.2% 6.1% 153

50-100 5.2% 5.4% 4.9% 4.0% 5.1% 4.4% 5.5% 6.6% 127

100-250 6.8% 5.4% 5.7% 5.2% 4.8% 4.5% 5.7% 7.4% 76

Total 5.2% 5.3% 4.5% 4.5% 4.6% 4.5% 4.7% 6.5%

N = 81 80 60 47 92 50 42 43  495 

Senior Debt Pricing by Period 

04_DealTerms.indd   3104_DealTerms.indd   31 12/1/22   12:43 PM12/1/22   12:43 PM



middlemarketgrowth.org32

STOP
GUESSING

Get Real Values 
from Actual Deals
No Guessing.
No Extrapolation.
When it comes to valuing M&A transactions in 
the middle market, no other source provides the 
level of quality and granularity as GF Data.

GF Data provides the most reliable data on 
private-equity sponsored M&A transactions with 
enterprise values of  $10 million – $500 million.

Uncover proprietary transactional information 
ovided by an established pool of private 
equity groups on a blind and confidential basis. 
Obtain accurate and up-to-date information to 
value and assess middle-market businesses.

To learn more about 
subscribing or contributing, 
scan the code or contact 
bdunn@acg.org.

GFData.com

GF Data is proud to be part  of  the ACG family.

GFData_Print_Full_5-9rev2.pdf   2   5/10/22   1:43 PM

Deal Terms

51.3%

5.7%

4.7%

7.3%

30.9%

More deals will use RWI

Fewer deals will use RWI

Something else or unsure

More transactions will 
self-insure

RWI will be secured 
earlier in the process

sellers. Buyers offering this kind of policy will gen-
erally accept a smaller deal escrow, which can lead 
to bigger profits for a seller. However, before issu-
ing these policies, insurers conduct independent 
due diligence on a transaction to make sure they 
agree with the deal terms under consideration. 
Insurers then become sort of a check on a deal—if 
they don’t want to write a policy or the policy is 
very expensive, that can be an indication of risk. 

Prices for these policies went up significantly 
in recent years because of the pandemic. They 
have since come down as COVID- 19- related risk 
lessened, but insurers can still play a big role in 
deal flow.

“Insurance influences how we design our 
indemnification paradigms in a deal,” says Mintz’s 
Simpson. “Insurers are an important bellwether, 
and they are getting more creative with what they 
are willing to offer.”

He adds that recently he’s seen interim break 
coverage, as well as a greater push for intellectual 
property coverage, transactional tax insurance and 
contingent liability insurance. “To the extent that 

buyers and sellers can offload some of the risk via 
insurance, that’s going to drive transaction flow,” 
Simpson says. “But there are costs associated with 
it, and the due diligence has to line up.”

Asked about their predictions for RWI usage 
in 2023 in a recent ACG survey, 51% of middle- 
market respondents predicted more deals will use 
this coverage compared with 2022, while 31% said 
they expect it to be secured earlier in the process. 
Only 6% predicted that fewer deals will use reps 
and warranties insurance. 

WORKAROUNDS
In an environment where a variety of stakehold-
ers must sign off on a deal to get it over the finish 
line, some deal types are becoming more popular. 
There is also a greater willingness to seek bespoke 
solutions to help manage risk or reach an accept-
able result. 

Tuck- ins and bolt- ons—smaller deals that 
require less leverage and aren’t a full- scale buy-
out—are likely to drive deal flow, at least over 

What changes do you expect to see in the use of reps and warranties insurance (RWI) in 2023 compared 
with 2022? (Select all that apply.)

Graph Source: ACG's Multiples Survey
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the near term. “We’re still seeing some frothiness 
in platform tuck- ins,” says Kristian Herrmann, a 
partner in the M&A and private equity group at 
law firm Proskauer. “There is still a strong mar-
ket opportunity to continue to build on platform 
investments with good fundamentals. The targets 
are out there, and it may be easier to come to terms 
on those deals in the current climate.”

Mintz’s Simpson says that more sponsors may 
also pivot to a growth equity- type stance because 
they can get a feel for a company. “We have seen 
deals where valuations were coming in at levels 
from six months ago without flexibility on the 
price, and sponsors aren’t willing to pay,” he 
explains. “But you can get to a deal where, instead 
of an 80% control stake, a sponsor might take 30%, 
offer a liquidity event to a seller and then that 
sponsor is also positioned well if there is a buyout 
opportunity in one to two years.”

Whether it is with growth equity or some other 
type of solution, flexibility is likely to make both 
buyers and sellers more competitive when market 
conditions are this uncertain. 

“There are a lot of dynamics at play,” Herrmann 
says. “If you’re a founder and you want to exit and 
you’re getting offered $80 million instead of the 
$120 million you wanted, you might still take that 
deal. If you can wait, you might wait to see if condi-
tions change in the near term.”

Founders aren’t the only ones thinking this 
way—sponsors are considering these dynamics too, 
he adds: “Can they wait to exit? Can they do a con-
tinuation fund? The way that pencils out is proba-
bly going to be different for everyone and depends 
on their own particular circumstances.” // 

BAILEY MCCANN is a business writer and author 
based in New York.

Indemnification Cap—% of Total Enterprise Value

TEV 
($ mil) 2003-2017 2018 2019 2020 2021 1H 2022 Total N =

10-25 21.6% 21.3% 13.1% 23.0% 16.0% 20.3% 20.5% 1015

25-50 14.1% 14.2% 11.7% 13.4% 15.5% 10.0% 13.8% 715

50-100 11.6% 7.5% 11.2% 8.9% 8.9% 16.3% 10.8% 435

100-250 9.7% 4.8% 3.4% 5.8% 7.6% 5.6% 8.0% 217

Total 16.6% 14.9% 11.4% 16.2% 13.7% 15.0% 15.6%

N = 1451 205 209 194 241 82 2382

Graph Source: GF Data’s Fall 2022 Key Deal Terms Report
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Hiring Initiatives

F ollowing a period of strong dealmaking 
activity, market conditions are shifting 
and middle- market private equity firms, 
as well as their portfolio companies, 
are preparing for a slowing economy. 
The question is, how will the looming 

recession and rocky market conditions impact 
hiring and compensation in 2023? Turns out, the 
impact varies greatly depending on firm size and 
role. Some firms and employees will experience 
disruption, while others are likely to remain 
unscathed. 

In fact, according to a recent survey* of 
middle- market financial services executives 
conducted by ACG, respondents were divided 
on whether staff size would increase or decrease 
in 2023. Fifty-one percent of respondents said 
their headcount will most likely increase in 2023, 
while 28% said their staff size will either defi-
nitely not or probably not increase. The balance 
of the respondents remains unsure about staffing 
in 2023. 

“I do not think we are looking at massive lay-
offs in the private equity industry, but I do think 
some firms will have a more difficult time getting 
to target fundraises, which will lead to indirect 
layoffs and less hiring,” says Bill Matthews, 
co-founder of BraddockMatthews, an executive 
search firm that focuses on the private equity 
industry.

According to PitchBook, during the first three 
quarters of 2022, U.S. PE firms collectively raised 
$258.8 billion across 296 funds. However, the year 
is expected to end on a low note, with fundraising 
slowing considerably in the fourth quarter. 

For middle- market vehicles, fundraising has 
slowed in each quarter of 2022. Through the first 
three quarters, middle- market funds raised $119 
billion across 143 funds, according to PitchBook’s 
Q3 2022 US PE Breakdown report. “With one quar-
ter to go,” the report’s authors noted, “we expect 
that the middle- market space will fall short of the 
200+ closed funds seen in each of the previous 
three years. The fundraising market continues 
to tighten, and the middle market is feeling the 

pinch as LPs allocate to larger funds and capital is 
rationed.” 

The sentiment at this year’s Super Return con-
ference was similar. According to PitchBook, the 
consensus at Super Return was that two of every 
three funds in the market today will need to push 
their closings into 2023. Even with the longer lead 
time, given the overcrowding in the fundraising 
space, large limited partners are prioritizing certain 
private equity firms over others and often putting 
their most trusted relationships first. Due to the 
extensive track records of these long- standing 
relationships, larger and more- established manag-
ers are likely to fare better with their fundraising 
efforts than emerging and middle- market managers. 

“If a firm’s new fund isn’t going to be as big as 
originally anticipated, managers may look at the 
headcount and say, based on the size of the fund 
we are able to raise in this environment, we don’t 
need as many people,” says Matthews. “Reduction 
of staff will happen at firms that struggle to raise 
their next fund. Fundraising is expected to be diffi-
cult next year.”

This, however, is a very different story from the 
firms that raised new funds over the past couple 
of years and are planning on actively deploying 
capital in 2023. According to PitchBook, 2021 saw 
a record amount of capital raised from a record 
number of funds, with 699 private equity firms 
raising $366.1 billion. The prior two years—2019 
and 2020—were also record- breaking. In the 
first half of 2022, the private equity industry 
recorded $1.81 trillion of dry powder, according to 
S&P Global. 

“Hiring for us is driven by our fund size,” says 
Nathan Schray, director of talent and organiza-
tional development with Clayton, Dubilier & Rice, 
a New York- based private equity firm, which has 
raised about $10 billion for the first close of its 
12th buyout fund. “If you extrapolate from that, 
it’s fair to say many firms have been growing their 
fund sizes and many firms have raised new funds. 
If you have a bigger fund and you are deploying 
your fund, you need a bigger team to deploy 
those funds.” 
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FUNCTIONAL ROLES MATTER
In addition to hiring traditional investment profes-
sionals to deploy funds, many private equity firms 
have created nontraditional positions over the last 
few years to strengthen firm resources. “We have 
seen an overall increase in hiring over the past 
couple of years. Private equity firms have always 
recruited traditional investment or deal profes-
sionals, but they are now also hiring in other func-
tional areas,” says Dan Ellis, a managing director at 
Townsend Search Group, an executive search firm 
that caters to the private equity industry. “They 
are recruiting in- house operating partners, finance, 

accounting, business development and marketing 
professionals,” adds Ellis. “As firms grew their 
funds, they were able to expand their resources and 
functional expertise, which ultimately creates value 
and saves on outside consultants.”

The outlook for these roles will likely remain 
steady, as a downturn could create a greater need 
for different skill sets. “Hiring may slow on the 
dealmaking side if the market declines, but then 
firms may need more turnaround-type people 
or operating partners to make sure portfolio 
companies are performing under more stressful 
conditions. These functional people come with a 

Do you expect your firm to increase its staff size in 2023?

How much do you expect the value of your total compensation package to increase in 2023?

Graph Source: ACG’s Multiples Survey
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different skill set that is useful in a down market,” 
says Ellis.

All functional roles have been growing. For 
example, in 2016, approximately 25% of first- 
time funds with $250 million or more estab-
lished a dedicated business development effort 
within the first year of, or before, closing their 
inaugural fund, according to research from 
PitchBook and BraddockMatthews. That num-
ber steadily increased in the following years. 
In 2020, approximately 83% of first- time funds 
with upward of $250 million established a 
dedicated business development effort within 
the first year of, or before, closing their inau-
gural fund.

Other titles, such as operating partner, chief 
financial officer, chief compliance officer and 
chief diversity officer, to name a few, have 
seen growth as well. “The number of non- 
investment professionals working in the larger, 
more established private equity firms has grown 

significantly. It’s the luxury of getting larger—you 
have the capital to add these roles and they have 
the potential to bring tremendous value to the 
firm,” says Schray.

RETAINING TALENT
Cash compensation has grown significantly at pri-
vate equity firms over the past few years; however, 
most respondents to the ACG survey do not expect 
that to continue in a significant way. According to 
the survey, more than 40% of respondents—who 
represent private equity as well as other financial 
services firms—expect no increase or a less than 
3% increase to employee compensation in 2023. 
That said, only 7% of respondents believe that total 
compensation will decrease. 

According to Ellis, not only has cash 
compensation increased over the years but so 
have offers of equity participation to junior 
employees at firms. “We are now seeing firms 
attract talent at a lower level by offering them 
equity and letting them grow with the firm. It’s 
harder and more complex to leave a firm when you 
have that equity,” he says. “Also, by giving equity 
earlier on, you are telling employees they are a 
part of the value- creation process, which matters 
to employees today.”

These factors have made positions at pri-
vate equity firms more attractive to prospec-
tive employees, compared with family offices 
or private companies that cannot offer carry, 
Ellis adds. 

Additionally, employers are being more thought-
ful about work- life balance, and giving employees 
thoughtful benefits is leading to better retention. 
For example, Clayton, Dubilier & Rice intro-
duced fertility benefits for its employees. “It’s 
fair to say, the employee value proposition has 
evolved. Cash will always matter, but there 
is growing recognition that other important intan-
gibles need to be considered as well,” says Schray. 
“Flexible work arrangements are one way to 
strengthen the value proposition, but there 
are so many more.”

Hiring Initiatives

The number of non-investment 
professionals working in the larger, 
more established private equity 
firms has grown significantly. It’s 
the luxury of getting larger—you 
have the capital to add these roles 
and they have the potential to bring 
tremendous value to the firm.

NATHAN SCHRAY
Director of Talent and Organizational 
Development, Clayton, Dubilier & Rice
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WORKING FROM HOME
During the past couple of years, working remotely 
became synonymous with work- life balance, but 
this is changing and likely will continue to evolve 
throughout 2023. Many private equity firms have 
asked their employees to come back to the office 
at least four days per week. AEA Investors, New 
Heritage Capital and The Blackstone Group all 
have employees coming into the office, and other 
firms are starting to follow suit. 

“If you want to be developed and mentored, 
you have to be there for the impromptu water-
cooler moments. Remote work is a deterrent 
because you have to be so deliberate about 

every conversation that it sometimes means you 
simply don’t have the conversation because it 
requires scheduling a meeting,” says Ellis. “The 
pendulum is swinging back, and employers want 
people back in the office at least a couple of days 
a week. You have to be present or else you will 
plateau.”

Matthews agrees and says he is seeing less 
work from home options being offered. “Firms 
were trying to be flexible, but now we are out 
of COVID, and they are setting policies; it’s less 
fluid. I wouldn’t be surprised if it gets back to 
a more normal four or five days in the office,” 
he says. 

Middle-Market PE Fundraising Activity

Graph Source: PitchBook’s Q3 2022 US PE Breakdown

**As of 9/30/2022
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“The more we talk with people, the more we hear 
that employers are preferring more in- office time,” 
Matthews continues, adding that softer market 
conditions could lead to employees having less 
power to make demands of employers in general. 
“This dynamic of working anywhere will change in 
the next couple of years and employees will have 
less leverage,” he says. 

AT THE PORTFOLIO LEVEL
Compensation and hiring at the portfolio company 
level vary greatly depending on industry and role. 
However, C- suite talent is expected to remain 
in high demand. A lot of companies that private 

equity firms buy are owned or led by founders. 
Private equity firms are tasked with profession-
alizing these organizations. “These companies 
are putting in their first CFOs and operational 
leaders. I do not see that slowing down as pri-
vate equity firms continue to make acquisitions,” 
says Ellis.

Employees below the C- suite level may have 
a different experience in 2023 if the market 
softens. Still, private equity firms and portfolio 
company managers must be very thoughtful about 
how they engage with and develop employees 
either way. 

“If we go into a full recession, the employers 
will gain the upper hand, but that’s not where 
we are right now in the market. Right now, 
every employer must be in tune with employees’ 
aspirations, otherwise they will leave to find an 
employer who is,” says Ellis. “For the private 
equity firm, to be in tune with employees cre-
ates a good transformation story for them to 
share. People want to feel included and part of 
something.” 

Even if the economy enters a recession and 
employers gain some leverage, they’ll still need to 
tread carefully to protect their reputation. 

“If the market turns and employers do gain the 
upper hand, they will have more flexibility, but 
either way employees will share their experiences 
with the world,” Ellis says. “Positive and nega-
tive actions will have an impact on a company’s 
brand.” //

DANIELLE FUGAZY is a freelancer writer 
covering private equity for more than 20 years. She 
is based in Glen Cove, New York.

*ACG conducted a survey between Aug. 16 and Sept.
21 in which 171 respondents from the middle- market
dealmaking and corporate growth community answered
questions about their outlook for 2023.

Hiring Initiatives

Business Development Roles on the Rise

First-time funds ($250 million+) with a dedicated 
business development effort established before or 
within a year of closing their inaugural fund

Graph Source: PitchBook and BraddockMatthews
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Concern About Risk   

Deepens
Among Midsize  

Business Leaders QBE survey shows 
financial, digital and 
business interruption 
risks continue to 
weigh on executives 
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T here is no rest for the weary, as they say.
Even after several years of uncertainty 

and disruption, business leaders’ con-
cern about risks to their organizations 
rose significantly in 2022, according to a 
report from QBE North America and the 

Association for Corporate Growth.
Like its findings last year, the 2022 Mid- Sized 

Company Risk Report showed that middle- market 
business leaders continue to rank financial, digital 
and business interruption as the top- three “macro” 
risk areas for their organizations. More than 300 
decision- makers at U.S. midsize businesses with rev-
enue between $200 million and $3 billion responded 
to the survey, which HawkPartners conducted in the 
summer on behalf of QBE for the third year in a row.

Meanwhile, organizational risk crept into the 
fourth spot, up from seventh a year ago. The change 
reflects growing concern over factors like M&A risk 
and hiring, retention and teamwork challenges.

Respondents were asked about 12 macro risks in 
total, and their level of concern across all of them 
rose significantly from 2021 to 2022. 

Christopher McGrath, head of middle- market 
property and casualty insurance at QBE North 
America, attributes the increased sense of anxiety to 
a variety of factors, including labor shortages, com-
petition for talent, supply chain issues and hybrid 
work. “And when these are coupled with cyclical 
kinds of geopolitical and economic issues that typ-
ically follow a large- scale event like the pandemic, 
we see greater concern about things like pending 
recessions and increased inflation, and the impact 
those can have on their businesses,” he says.

On top of that is the widespread push toward 
digitization, which exposes companies to greater 
cyber risks and the potential for data and intellec-
tual property theft. “That adds up to quite a lot 
for companies to be considering and protecting 
themselves against,” McGrath says.

THE DIGITAL DILEMMA
In QBE’s survey, cyberattacks or breaches ranked 
as the most concerning “micro” risk overall for 

respondents, while 44% indicated that it’s a top 
digital risk for their business.

Although cyber incidents at middle- market com-
panies tend not to make headlines, these businesses 
have become a focus for bad actors seeking targets 
with less robust security infrastructure, according 
to a report published by RSM in June. It noted 
that the number of breaches in the midmarket has 
declined slightly; still, 22% of middle- market execu-
tives surveyed for RSM's report said their company 
experienced a data breach in the last year.

Yet only 56% of executives in QBE’s survey 
reported having a mitigation strategy for digital risk, a 
category that encompasses cyberattacks and breaches, 
corporate espionage and data integrity, among others. 

One explanation is that midsize businesses tend not 
to have a dedicated chief information security officer 
to focus on cyberthreats and enforce good cyber 
hygiene practices, says Bill Neuman, an operating 
partner at private equity firm Lovell Minnick Partners, 
which invests in financial services businesses. 

Plus, limited bandwidth often forces midsize 
business leaders to prioritize the most visible issues, 
sometimes at the expense of equally serious threats. 
“If you have a 10-  or 15- person open headcount that 
you’re trying to fill, that’s a current, pressing prob-
lem,” Neuman says, “whereas cybersecurity invest-
ments are sometimes viewed as insurance against 
an unlikely future event with few advocates.” 

In an effort to outsource some of the security 
responsibility, many companies are shifting their 
digital assets to the cloud. InterCool, a Carrollton, 
Texas- based provider of industrial refrigeration ser-
vices and solutions, took that step in 2019 to capi-
talize on the security infrastructure of a third party.

Patrick Riggio, a director at lower middle- market 
investment firm RF Partners, which made its initial 
investment in InterCool in June 2019, points 
to the “strength in numbers” that comes with 
cloud- based platforms whose services are used by 
numerous companies. “It behooves us as a partner 
to work with high- end providers so that we can 
benefit from the investment security they’ve made 
and that they provide their customers,” he says.

A complicating factor for businesses looking 
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to protect themselves from cyber risk involves 
changes to cyber insurance coverage. Many are 
having difficulty obtaining or renewing cyber insur-
ance policies as carriers become stricter in their 
requirements and raise the cost of coverage.

Neuman sees a silver lining in the stringent 
requirements from carriers, such as mandates for 
multifactor authentication.

“The good news is, when that occurs, it’s driving 
companies to improve their cybersecurity posture,” 
he says. “Cyber insurance may have created a false 
sense of security for some leaders; the tightening 
of cyber requirements is helping to close the gap 
between that perception and reality.”

ORGANIZATIONAL RISK
Organizational risk didn’t rank as high as digital 
risk in QBE’s survey, but it did show the sharpest 
increase, jumping three spots to become the fourth 
most- concerning macro risk for executives in 2022. 

That risk encompasses micro risks such as attract-
ing and retaining talent, the impact of demographic 
changes to the talent pool and an inability to inno-
vate, among others. It also includes risk around M&A 
and a failure to realize synergies after a transaction. 
More than a quarter of executives surveyed said 
they’re concerned about M&A as an organizational 

micro risk to their business, while 19% cited it as 
their most concerning organizational risk.

Whether a deal delivers on its promise hinges 
heavily on successful integration, a process that 
many organizations get wrong. “What I see is a lack 
of focus, deployment of resources and leadership’s 
interest in integrations,” says Galina Wolinetz, man-
aging director at advisory firm Virtas Partners, where 
she focuses on M&A integration and separation advi-
sory. “Everybody’s very excited about getting the deal 
done, and then somebody has to run the combined 
company, but the focus and resources are gone.”

One misstep she points to is not focusing 
enough on value creation. Ahead of a deal, the 
buyer has likely developed a strategic rationale 
and a financial forecast, Wolinetz notes, but those 
are often not followed through on after the trans-
action closes. “A lot of times I see people assume, 
‘Well, we just acquired this company, so all this 
stuff we think was going to happen is just going 
to happen,’” she says. Instead, she recommends 
that leadership teams identify owners and specific 
initiatives related to all aspects of the desired out-
comes of the deal, to make sure they’re achieved.

Wolinetz regularly sees poor communication after 
an acquisition, where employees of the acquired 
entity are left in the dark about what the transaction 
means for the business and them personally. That 

Graph Source: QBE’s 2022 Mid-Sized Company Risk Report
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lack of transparency and the uncertainty it creates 
can result in valuable talent walking out the door. If 
those employees’ contributions were factored into 
financial forecasts, the synergies the acquirer was 
counting on could be compromised.

SAFETY FIRST
Liability risk continues to weigh on employers’ 
minds, including through associated micro risks 
like accidents, health issues and workers’ compen-
sation. Liability was cited as a top- five macro risk 
by 44% of respondents to QBE’s survey for the 
third year in a row.

In some cases, that risk can manifest in dangers 
encountered on the job. Technicians at InterCool, 
for example, regularly encounter chemicals like 
ammonia. Riggio points to a rigorous safety pro-
gram and ongoing training as key components of 
the company’s risk mitigation strategy. 

The company’s training extends beyond safety, 
too. According to InterCool Executive Vice 
President Clay Hill, the company strives to pro-
mote from within. He adds that it has “appropriate 
levels of redundancy throughout the management 
team” as a means of mitigating the risk of a key 
employee leaving the organization.

Proper safety and training initiatives not only 
protect employees from injuries and keep them on 
the job; they can also reduce financial losses stem-
ming from workers’ compensation claims. QBE’s 
McGrath notes that workers’ compensation cover-
age is often the costliest component of a property 
and casualty insurance program.

He recalls a loss control survey that QBE per-
formed for a coffee manufacturer, which revealed 
that workers were engaged in manual lifting 
tasks—loading tall plastic silos in a tight space 
using heavy equipment and moving 150- pound 
bags of coffee beans—that were a leading cause of 
sprains and strains among workers.  

According to a case study published in 2021 in 
Middle Market Growth, QBE conducted onsite Job 
Hazard Analysis supervisory training in response 
to its findings. The program included a safe lifting 

program, online courses and ergonomic risk assess-
ments on a variety of tasks. Within about two 
years, the program cut the coffee manufacturer’s 
workers’ compensation loss ratio roughly in half, 
according to QBE.

RIDING A DOWNTURN
The risk of a recession or economic downturn 
emerged as the fourth most- concerning micro risk in 
QBE’s survey, tied with cash flow and liquidity risk 
and the loss of a critical supplier or subcontractor.

An economic downturn will likely impact industries 
differently—some B2B businesses will probably feel 
the effects less acutely than those that serve end con-
sumers, notes Neuman of Lovell Minnick Partners. 

Meanwhile, inflation and rising interest rates 
are expected to dampen M&A volume and prompt 
additional scrutiny on borrowing. “Businesses, as 
far as I can see, are going to be forced to work more 
on the cash that they can generate,” he says.

Slowing economic growth and rising prices will also 
influence which M&A transactions move forward. 
“We always underwrite to a recession case. But at the 
end of the day, when something is looming over the 
course of the next 24 months, you really start focus-
ing much more clearly on deals that you think could 
be resilient,” says Dean D’Angelo, founding partner of 
Stellus Capital Management, a private credit manager 
that invests in middle- market companies.

That means focusing on companies that are not 
selling discretionary, durable goods and services 
that could be affected by a downturn, he adds. 
Businesses with a variable cost structure versus one 
that’s fixed are also likely to become more attrac-
tive investment targets in this environment. 

In recent years, labor and supply issues posed 
the greatest challenges to businesses, but D’Angelo 
expects that will shift. “I think we’re working in an 
environment where demand is going to be a bigger 
issue. What you really start thinking about and focus-
ing on is that top- line pressure and margin pressure,” 
he says. If the cash coming in starts to slow, a business 
will have a revenue issue, he adds, “so you’re going to 
try to be as competitive as you can and cut costs.”
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We’ll take care of risk,
so you can take care of

Property and Casualty Middle Market

CropCommercial Specialty

TOO MANY HATS
QBE’s survey revealed that, unsurprisingly, exec-
utives tend to be most prepared for risks with the 
highest level of concern; but aside from the top four 
macro risks, fewer than half of the respondents’ 
companies have a risk mitigation plan in place. 

QBE’s McGrath attributes this to a lack of capacity 
and expertise. Midsize companies typically don’t have 
a dedicated risk  management department. In the mid-
dle market, it’s likely that the chief financial officer also 
wears the risk manager hat. Or if there is a dedicated 
risk manager, they’re often a team of one. As for exper-
tise, they may not have the knowledge for navigating 
risks in particular areas, or for identifying an insurance 
solution. Financial resources also tend to be a barrier; 
midsize companies don’t have the same risk manage-
ment budgets as their Fortune 100 counterparts.

Regardless of the set of risks facing their organi-
zations, business leaders need not go it alone.

Businesses that have received institutional capital 
have an extra set of eyes to identify risks, starting with 
due diligence, and a partner to help manage them.

“It’s very rare that we will close a deal recogniz-
ing there’s a risk without a plan already in place 
to manage that risk post- close,” D’Angelo says. 

For example, Stellus might close a deal where the 
business needs to diversify its supplier base, but the 
firm will want to know what concrete steps will be 
taken post- close to address this issue, he adds.

Another resource for companies looking for help 
mitigating risk is their insurance carrier. 

QBE’s McGrath notes how a loss control specialist 
can help businesses address risks, including those tied 
to inflation. Property loss coverage is one example. As 
property values rise, failing to update the building’s 
valuation with the insurance carrier can lead to insuf-
ficient insurance coverage in the case of a loss. 

Midsize business leaders often find themselves 
drinking from a firehose and doing as much as they 
can with limited resources. McGrath sees the role 
of an insurance partner as someone who can say, 
“‘Hey, I understand your exposure and I understand 
where you’re coming from,’ because insurance is 
something that no one wants until they need it,” 
he adds. “Understanding is the first step, and then 
working together in partnership to come up with 
the right solution is that critical second step.” //

KATIE MULLIGAN is ACG’s content director, 
based in Chicago.

Assessing and Managing Risk

Graph Source: QBE’s 2022 Mid-Sized Company Risk Report
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provide service in customary timeframes, activate the 
aforementioned agreements with the alternate suppliers 
and services providers. At the same time, contact the 
building restoration contractors to repair the damage.

The plan’s third stage entails the need to report the extent 
of the property damage and interrupted income flow to 
the insurance broker and/or carrier. Retain all invoices and 
receipts involved in the restoration of the property and the 
related impact on normal business activities. Up-to-date 
and accurate records of financial operations are critical to 
support the stated income lost in the claim. 

Other Insurance Considerations

Aside from a thorough and regularly updated business
continuity plan, it is important for mid-sized company risk
professionals to carefully review the business interruption
elements of the property insurance policy. Business
interruption coverage typically applies to income lost
due to covered damage to insured company property.
A key consideration is the period of indemnity, as some
insurers limit indemnity to two years while others have
no time limitations.

Like many other insurance policies, business interruption 
insurance includes a deductible giving buyers the 
opportunity to self-insure a portion of the loss, in return for 
a lower premium. Whereas the deductible in automobile 
insurance is the financial amount paid by the policyholder 
before the insurance covers the remainder of the loss, with 
business interruption insurance the deductible could be a 
specified number of days before the insurance kicks in.  

In addition to lost income, many business interruption 
policies cover a range of so-called “extra expenses,” such as 
the added cost for a supplier to expedite a shipment or the 
need to shift production elsewhere. These financial records 
also must be accurate and available to the insurance broker 
and/or carrier in the filed claim following a loss.

Another valuable insurance coverage to consider is 
contingent business interruption insurance. Offered as 

optional coverage in a commercial property policy, it 
typically covers lost income as a result of damage to a 
supplier’s or recipient’s property that impairs delivery of the 
promised product. It is important to understand specifically 
what perils are covered by the policy. In most cases, the 
coverage is an extension of the perils that are covered in 
the company’s property insurance protections. But what if 
the perils at the supplier’s location are very different from 
those at the company’s location? For instance, the company 
may have decided to forgo flood or earthquake insurance 
because those risks are extremely low at their locations. 
The supplier, however, may be in an area highly exposed to 
floods or earthquakes. Power outages and labor strikes are 
other risks often overlooked in the policy terms.

Contingent business interruption policies are frequently
limited to named locations of the suppliers. While coverage
can extend to unnamed locations, insurance companies
are understandably much more selective about assuming
risks for locations they cannot inspect. To secure the
best coverage and rates, risk professionals at mid-sized
companies may find it is well worth the effort to understand
and document all the locations of their suppliers for inclusion
on the policy – and to keep the information up to date.

Contingent business interruption insurance has wide 
applicability, depending on the insurer and the policy 
features. A case in point is a mid-sized company that 
derives the lion’s share of income from its nearby proximity 
to a theme park or other major attraction. If the theme park 
is sidelined by covered property damage, the insurance 
would compensate for the reduction in the mid-sized 
company’s normal flow of income. In some cases, the 
insurance also would cover lost revenue caused by a key 
customer no longer able to purchase a company’s goods 
or services. 

In all such cases, it is prudent for all risk professionals to 
discuss their organization’s exposure to property losses 
and both the risk mitigation and risk transfer opportunities 
presented by carriers.

1  Hurricane Ian’s Damages Are Forecast to Be Worse Than 1992’s Andrew, Bloomberg, 9/27/22
2  Gallagher Re’s assessment of damage caused by Hurricane Ian, 10/18/22
3  Post-Ian Reconstruction Needs, Tight Construction Labor Market Add Up To Delays Nationwide, Biznow National, 10/25/22

James Vachon
VP, Risk Solutions

QBE North America

Charles Greer
VP, Large Property Underwriting Leader

QBE North America

Monique McQueen
VP, Property Claims

QBE North America

A fire, water leak or windstorm that severely damages a 
commercial building is a terrible event made worse by a 
lengthy disruption in normal business activities and revenue 
caused by the disaster. This one-two punch is fast becoming 
a worrisome prospect for more mid-sized companies.

For the third year in a row, QBE’s Mid-Sized Company 
Risk Report, produced in partnership with the Association 
for Corporate Growth, reveals that the possibility of a 
significant interruption in business income is the third 
most concerning macro risk for mid-sized organizations, 
just behind financial risk and digital risk. Moreover, concern 
about business interruption has risen each year, with 65 
percent of executives expressing a high level of concern 
in 2022, up significantly from 56 percent in 2021 and 53 
percent in 2020.

This concern stems not just from potential property 
damage to company locations but a host of factors, as 
well. For instance, the survey revealed that the loss of a 
critical supplier/subcontractor and a fragile supply chain 
are among the most concerning micro risks overall, with 
the level of concern up significantly since 2020 as global 
trade relationships have grown more tenuous. Critical 
infrastructure breakdown also ranks highly as a concern.

The survey findings were published just a few weeks 
before Hurricane Ian, considered to be one of the most 
damaging and destructive weather events in U.S. history.1

It is anticipated that the hurricane will produce total 
economic losses possibly 
exceeding $100 billion, a 
figure representing direct 
physical damage losses, 
non-physical financial 
loss and net-loss business 
interruption, according to 
a recent study.2

The impact of Ian will likely increase costs that were 
already up sharply for building materials like lumber, steel 
and gypsum, as well as construction labor. Moreover, 
the replacement of machinery and equipment is more 
expensive since a significant and prolonged restriction in 
supply during a period of high demand produces a ripple 
eff ect that increases the price of all goods and services. 

Added up, a combination of inflation-fueled price increases, 
more frequent and destructive natural disasters, and a 

slowdown in supplies is resulting in longer and costlier 
business disruptions. What used to take three months to 
remediate a property can now take six months and more. 

Although mid-sized company risk professionals have 
no control over the changing weather, infrastructure 
breakdowns and spiraling inflation, they can take 
prescriptive actions to mitigate the duration and related 
cost of a business interruption. 

Planning for Disaster

Chief among these actions is the drafting of a business 
continuity plan led, managed and governed by an internal 
team composed of senior management, IT professionals, 
Legal and front-line employees. A typical plan is divided 
into three stages—disaster preparation, response and 
restoration. 

The first stage entails the evaluation of current business 
processes, such as how products are received through the 
supply chain and what might happen to the flow of these 
goods during a disaster that results in the discontinuation 
of normal operations. The assessment also should account 
for potential damage to critical equipment, impairment, loss 
of power or other utility-provided services, and disruptions 
in freight transportation and employee access. Once 
completed, identify possible backup plans to fill in gaps in 
supplies and services like transportation, gas and electricity. 

A related concern is the need to expeditiously rebuild 
damaged structures to restore normal operations. Following 
Hurricane Ian, the length and cost of business disruptions 
has increased due to unprecedented demand for building 
materials and skilled labor, which were already in short 
supply before the storm.3 To get to the front of the line, 
consider securing legally reviewed agreements in advance 
with licensed restoration contractors. 

Similar agreements may be useful to secure alternate 
suppliers and qualified providers of equipment, construction 
materials and transportation. Cultivate relationships with 
all these parties and weigh the value of contractually 
incentivizing them with step-level payments based on their 
prompt delivery of goods and performed services. 

The second stage of a well-crafted business continuity 
plan concerns the actions needed to put it in motion. Alert 
regular suppliers and other vendors of the event and its 
potential repercussions. If for some reason they cannot 

Why Concerns Over Business 
Interruption Exposures Are Increasing
Natural disasters, fragile supply chains, and other factors call for more attention to 
business continuity planning

By Charles Greer, Monique McQueen and James Vachon

“… the possibility of a significant 
interruption in business income 
is the third most concerning
macro risk for mid-sized 
organizations”
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provide service in customary timeframes, activate the 
aforementioned agreements with the alternate suppliers 
and services providers. At the same time, contact the 
building restoration contractors to repair the damage.

The plan’s third stage entails the need to report the extent 
of the property damage and interrupted income flow to 
the insurance broker and/or carrier. Retain all invoices and 
receipts involved in the restoration of the property and the 
related impact on normal business activities. Up-to-date 
and accurate records of financial operations are critical to 
support the stated income lost in the claim. 

Other Insurance Considerations

Aside from a thorough and regularly updated business 
continuity plan, it is important for mid-sized company risk 
professionals to carefully review the business interruption 
elements of the property insurance policy. Business 
interruption coverage typically applies to income lost  
due to covered damage to insured company property. 
A key consideration is the period of indemnity, as some 
insurers limit indemnity to two years while others have  
no time limitations. 

Like many other insurance policies, business interruption 
insurance includes a deductible giving buyers the 
opportunity to self-insure a portion of the loss, in return for 
a lower premium. Whereas the deductible in automobile 
insurance is the financial amount paid by the policyholder 
before the insurance covers the remainder of the loss, with 
business interruption insurance the deductible could be a 
specified number of days before the insurance kicks in.  

In addition to lost income, many business interruption 
policies cover a range of so-called “extra expenses,” such as 
the added cost for a supplier to expedite a shipment or the 
need to shift production elsewhere. These financial records 
also must be accurate and available to the insurance broker 
and/or carrier in the filed claim following a loss.

Another valuable insurance coverage to consider is 
contingent business interruption insurance. Offered as 

optional coverage in a commercial property policy, it 
typically covers lost income as a result of damage to a 
supplier’s or recipient’s property that impairs delivery of the 
promised product. It is important to understand specifically 
what perils are covered by the policy. In most cases, the 
coverage is an extension of the perils that are covered in 
the company’s property insurance protections. But what if 
the perils at the supplier’s location are very different from 
those at the company’s location? For instance, the company 
may have decided to forgo flood or earthquake insurance 
because those risks are extremely low at their locations. 
The supplier, however, may be in an area highly exposed to 
floods or earthquakes. Power outages and labor strikes are 
other risks often overlooked in the policy terms.

Contingent business interruption policies are frequently 
limited to named locations of the suppliers. While coverage 
can extend to unnamed locations, insurance companies 
are understandably much more selective about assuming 
risks for locations they cannot inspect. To secure the 
best coverage and rates, risk professionals at mid-sized 
companies may find it is well worth the effort to understand 
and document all the locations of their suppliers for inclusion 
on the policy – and to keep the information up to date. 

Contingent business interruption insurance has wide 
applicability, depending on the insurer and the policy 
features. A case in point is a mid-sized company that 
derives the lion’s share of income from its nearby proximity 
to a theme park or other major attraction. If the theme park 
is sidelined by covered property damage, the insurance 
would compensate for the reduction in the mid-sized 
company’s normal flow of income. In some cases, the 
insurance also would cover lost revenue caused by a key 
customer no longer able to purchase a company’s goods 
or services. 

In all such cases, it is prudent for all risk professionals to 
discuss their organization’s exposure to property losses 
and both the risk mitigation and risk transfer opportunities 
presented by carriers.

1  Hurricane Ian’s Damages Are Forecast to Be Worse Than 1992’s Andrew, Bloomberg, 9/27/22
2  Gallagher Re’s assessment of damage caused by Hurricane Ian, 10/18/22
3  Post-Ian Reconstruction Needs, Tight Construction Labor Market Add Up To Delays Nationwide, Biznow National, 10/25/22

James Vachon 
VP, Risk Solutions 

QBE North America

Charles Greer 
VP, Large Property Underwriting Leader 

QBE North America

Monique McQueen 
VP, Property Claims 

QBE North America

A fire, water leak or windstorm that severely damages a
commercial building is a terrible event made worse by a
lengthy disruption in normal business activities and revenue
caused by the disaster. This one-two punch is fast becoming
a worrisome prospect for more mid-sized companies.

For the third year in a row, QBE’s Mid-Sized Company 
Risk Report, produced in partnership with the Association 
for Corporate Growth, reveals that the possibility of a 
significant interruption in business income is the third 
most concerning macro risk for mid-sized organizations, 
just behind financial risk and digital risk. Moreover, concern 
about business interruption has risen each year, with 65 
percent of executives expressing a high level of concern 
in 2022, up significantly from 56 percent in 2021 and 53 
percent in 2020.

This concern stems not just from potential property 
damage to company locations but a host of factors, as 
well. For instance, the survey revealed that the loss of a 
critical supplier/subcontractor and a fragile supply chain 
are among the most concerning micro risks overall, with 
the level of concern up significantly since 2020 as global 
trade relationships have grown more tenuous. Critical 
infrastructure breakdown also ranks highly as a concern.

The survey findings were published just a few weeks
before Hurricane Ian, considered to be one of the most
damaging and destructive weather events in U.S. history.1

It is anticipated that the hurricane will produce total
economic losses possibly
exceeding $100 billion, a
figure representing direct
physical damage losses,
non-physical financial
loss and net-loss business
interruption, according to
a recent study.2

The impact of Ian will likely increase costs that were 
already up sharply for building materials like lumber, steel 
and gypsum, as well as construction labor. Moreover, 
the replacement of machinery and equipment is more 
expensive since a significant and prolonged restriction in 
supply during a period of high demand produces a ripple 
effect that increases the price of all goods and services. 

Added up, a combination of inflation-fueled price increases, 
more frequent and destructive natural disasters, and a 

slowdown in supplies is resulting in longer and costlier 
business disruptions. What used to take three months to 
remediate a property can now take six months and more. 

Although mid-sized company risk professionals have 
no control over the changing weather, infrastructure 
breakdowns and spiraling inflation, they can take 
prescriptive actions to mitigate the duration and related 
cost of a business interruption. 

Planning for Disaster

Chief among these actions is the drafting of a business 
continuity plan led, managed and governed by an internal 
team composed of senior management, IT professionals, 
Legal and front-line employees. A typical plan is divided 
into three stages—disaster preparation, response and 
restoration. 

The first stage entails the evaluation of current business 
processes, such as how products are received through the 
supply chain and what might happen to the flow of these 
goods during a disaster that results in the discontinuation 
of normal operations. The assessment also should account 
for potential damage to critical equipment, impairment, loss 
of power or other utility-provided services, and disruptions 
in freight transportation and employee access. Once 
completed, identify possible backup plans to fill in gaps in 
supplies and services like transportation, gas and electricity. 

A related concern is the need to expeditiously rebuild 
damaged structures to restore normal operations. Following 
Hurricane Ian, the length and cost of business disruptions 
has increased due to unprecedented demand for building 
materials and skilled labor, which were already in short 
supply before the storm.3 To get to the front of the line, 
consider securing legally reviewed agreements in advance 
with licensed restoration contractors. 

Similar agreements may be useful to secure alternate
suppliers and qualified providers of equipment, construction
materials and transportation. Cultivate relationships with
all these parties and weigh the value of contractually
incentivizing them with step-level payments based on their
prompt delivery of goods and performed services.

The second stage of a well-crafted business continuity 
plan concerns the actions needed to put it in motion. Alert 
regular suppliers and other vendors of the event and its 
potential repercussions. If for some reason they cannot 

Why Concerns Over Business
Interruption Exposures Are Increasing
Natural disasters, fragile supply chains, and other factors call for more attention to
business continuity planning

By Charles Greer, Monique McQueen and James Vachon

“… the possibility of a significant
interruption in business income
is the third most concerning
macro risk for mid-sized
organizations”
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From the types of deals 
in demand to how 
they’re sourced, here are 
four themes to watch 
in the coming year

Deal Sourcing  

Trends
Shaping 2023
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T he coming year is unlikely to see a marked 
departure from the deal sourcing tactics 
of 2022. Instead, private equity business 
development professionals and other 
industry participants point to trends 
that they expect to gain greater traction 

in 2023, including creative approaches to mar-
keting, new technology applications, increased 
enthusiasm for smaller deals and an earlier start to 
relationship- building. 

TAKING TECH IN NEW DIRECTIONS
Technology is a must- have in dealmaking, but when 
it comes to deal sourcing tech, not all acquirers 
find themselves in the same place on the adoption 
curve. In a shifting M&A landscape, corporates and 
financial investors may have significantly different 
tech adoption experiences in 2023.

Nevin Raj, chief operating officer and co- founder 
of private company intelligence engine Grata, says 
a growing disparity between corporates and PE 
firms may lead to one of the most poignant trends 
in tech adoption next year.

“What we see is that (PE) investors, especially 
early- stage tech investors, tend to be some of the 
first adopters of technology,” notes Raj. As a result, 
those investors tend to embrace technology within 
their deal sourcing workflows, too. In contrast, 
corporates are “actually the furthest behind” in the 
adoption curve, he adds.

But 2023 could see that gap narrow, as high 
interest rates offer an opportunity for corporates 
to gain a competitive advantage over PE buyers. 
“To get up to speed, (corporates) are going to 
make the biggest changes in their use of technol-
ogy,” Raj predicts. This may first begin with laying 
the foundations of a more digital operation, using 
technology to manage M&A processes and funnels. 
Eventually, however, corporates could leapfrog 
financial buyers. “You’re going to see more AI and 
ML (machine learning) bleed into that world, 
because they need to be a step ahead of the finan-
cial sponsors, who are pretty much eating their 
lunch now in terms of deals,” he adds.

While corporates are ready to hit the gas on deal 
sourcing technology adoption, for PE investors, the 
outlook is more about refining and bolstering exist-
ing digitization strategies to maintain the dealmak-
ing momentum of the last few years.

Stephen Madsen, director of the Business 
Development and Capital Markets team at private 
equity firm Monomoy Capital, says this is par-
ticularly true when it comes to wielding data to 
support a more strategic approach to deal sourcing. 
Data quality, he says, “is the biggest hurdle to a 
lot of us,” but an often- overlooked obstacle is the 
quantity of information financial acquirers can use.

“Data quality, everybody complains about,” says 
Madsen. “But people don’t talk often enough about 
just how little relevant data there is for most of the 
problems that we, in the private markets, want to 
address.”

A lack of both data quality and quantity prevents 
acquirers from strengthening their deal sourcing 
workflows. Recent IHS Markit research released in 
October found this to be particularly true for PE 
investors. While 43% of survey respondents agreed 
that advanced analytics can benefit deal sourcing 
more than any other stage in the dealmaking pro-
cess, only 3% say they actually leverage it.

Whether it’s enhancing existing systems with 
machine learning or using private market data-
bases for the first time, corporates and financial 
acquirers alike will have to take a tactical approach 
when deploying deal sourcing technology to remain 
competitive in a challenging M&A market.

BUILDING RELATIONSHIPS EARLY
Private equity sponsors like to tout their “propri-
etary deal flow,” and in the current competitive 
environment that’s become even more important. 
Although deal activity is slowing down because 
of market headwinds, sources say quality assets 
will still trade in 2023 and the competition for 
these few deals will be more intense. As such, 
private equity firms want first dibs on prospec-
tive sellers—often ahead of a formal auction or 
bank hiring. 
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In which part of the investment process do you believe the increased use of data analytics 
could have the most positive impact?

Graph Source: Survey of senior PE executives by IHS Markit, October 2022

For some firms that means leaning more on 
different types of advisors, engaging with the inde-
pendent sponsor community, using data tools to 
narrow down targets or partnering with seasoned 
executives in different industries to find invest-
ment opportunities. 

At Trivest Partners, business development pro-
fessionals will be attending more industry con-
ferences to connect with dealmakers and advisors 
now that travel is back in full swing. Tony Hill, a 
principal in business development at Trivest, is 
particularly keen on independent sponsors as a 
source of deals. 

“We spend a lot of time engaging with the 
independent sponsor community—they have their 
own networks and can find businesses that we 
don’t have access to,” he says, adding that Trivest 
has done seven deals in partnership with inde-
pendent sponsors over the last four to five years. 
These sponsors find investment opportunities 
first, negotiate a purchase price and then get the 
funding together via private equity groups, high- 
net- worth individuals, family offices and other 
investors. 

Trivest splits its business development team 
regionally—across its Miami headquarters, and 
in Chicago, Los Angeles, Charlotte, Philadelphia 
and Toronto. The team also engages with various 
advisors, service providers, data providers and 

external buy- side search firms to scout for oppor-
tunities. “A core pillar of our sourcing strategy is 
covering the ‘long tail,’ a network of thousands 
of smaller business brokerages, accounting and 
valuation providers, law firms, wealth management 
advisors and more,” Hill says. Often, these are 
trusted advisors to founders that can loop Trivest 
into conversations with business owners before an 
investment banker gets involved. 

Meanwhile, Huron Capital plans to concentrate 
its efforts in the coming year around its ExecFactor 
strategy, where the Detroit- based firm partners 
with executives to work on an investment thesis 
and search for deals.  

To get up to speed, (corporates) are 
going to make the biggest changes 
in their use of technology.

NEVIN RAJ
Chief Operating Officer and Co-Founder, Grata
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“We partner with a seasoned industry executive 
and together we develop a thesis and plan to buy 
and build a platform in a growing, fragmented 
sector,” says Heather Madland, partner in business 
development at Huron. “These executives have 
deep networks and relationships that we can lever-
age to make warm introductions to founders and 
management teams.”

Having a well-developed investment thesis, 
experienced industry resources and a repeatable 
playbook to build and professionalize scalable 
businesses quickly enables Huron to target 
smaller companies that competitive acquirers 
might overlook. “We can start smaller and scale 
more rapidly because a critical component of 
our thesis development is building a pipeline of 
actionable acquisition opportunities,” Madland 
says. The two platform investments that Huron 
made in 2022, ExperiGreen and Exigent, are part 
of the firm’s ExecFactor strategy. 

Starting with an executive and a thesis enables 
Huron to buy a smaller business to build into a 
platform for add-ons or to name a new business 
first and acquire two or more companies to create a 
foundation for the platform.

The firm keeps relationships with investment 
bankers who often make introductions to compa-
nies that are too small for the bankers to pursue 
from an advisory standpoint but could be a fit for 
Huron’s strategy. 

Huron primarily invests in services companies 
across 10 subsectors and is currently working on 
a thesis around industrial automation systems 
integration. The firm plans to find CEOs in the 
space in 2023.

THE YEAR OF THE ADD- ON
Buy- and- build strategies have long been favored 
by private firms, and 2023 looks to be no different, 
albeit with a greater emphasis on add- on acquisi-
tions relative to platform investments, thanks to 
rising interest rates, slowing economic growth and 
eager sellers.

“I think M&A activity will continue to be soft 

from a platform point of view,” says Russell 
Greenberg, founder and managing partner of private 
equity firm Altus Capital Partners, which invests 
in U.S. middle- market manufacturing businesses. 
His firm has seen an uptick in the number of 
add- on deals and is spending more time working 
on those engagements relative to larger platform 
investments.

“In the past six months, we have a longer list of 
add- on opportunities for our portfolio companies 
than we do for new platform investments,” he 
says. Altus is currently devoting more than half 
of its time working on add- ons for its portfolio 
companies—significantly higher than in past years, 
when add- ons accounted for about 25% of the Altus 
team’s time, Greenberg estimates.

James Andersen, founder and managing partner 
at lower middle- market private investment firm 
Clearview Capital, attributes the relative uptick 
in add- on acquisitions in part to difficulty find-
ing platforms at reasonable valuations, given the 
uncertain economic outlook for the coming year. 
Even as prices have come down for public equities, 
the private markets have been slower to adjust. 
“The valuations in our part of the market haven’t 
really moved much at all, so there’s kind of a dis-
connect,” he says. 

We spend a lot of time engaging 
with the independent sponsor 
community—they have their own 
networks and can find businesses 
that we don’t have access to.

TONY HILL
Principal, Business Development, Trivest Partners
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High valuations for platforms

Rising cost of capital

Uncertain economic outlook

Founders looking to exitCorporations wanting to divest assets

Add-on deals are having a moment, thanks to:

In uncertain environments, “capital tends to 
flow down to the lower middle market,” to busi-
nesses with $100 million in enterprise value or 
less, says Phil Pizzurro, senior managing direc-
tor of mergers and acquisitions at Generational 
Capital Markets. “They’re easier to finance. 
They’re easier to integrate. We’ve seen a lot of 
private equity groups do smaller bolt- on transac-
tions,” he notes.

The trend toward smaller deals doesn’t stem 
solely from demand; the supply of lower middle- 
market businesses coming to market is also a con-
tributor. Greenberg expects that there will be an 
increase in sellers looking to exit their businesses, 
including founders who want to step away, or large 
corporations that need to divest non- performing 
assets to raise cash. “I think there’ll be more seller 
motivation to get liquidity, and that’ll allow buyers 
opportunities that weren’t so available in the prior 
few years,” he says. 

Even as their numbers dwindle in 2023, the plat-
form investments that do close are likely to follow 
the traditional buy- and- build playbook, yet with 
greater emphasis on organic growth potential.

“While we don’t expect that fundamental 
strategy to dissipate anytime soon, we are seeing 

a shift toward buyers prioritizing organic growth 
and placing a premium on businesses that can 
meet performance expectations regardless of their 
acquisition pipeline,” wrote Guggenheim Securities 
Managing Director Chris Macios in the fall edition 
of Middle Market DealMaker. 

Greenberg agrees that a company’s ability to 
grow organically is paramount. “I always put a 
higher priority on internal growth than on trying to 
find add- ons,” he says. “Let’s understand that the 
business itself can grow and the add- ons are a nice 
to have, but you still have to have a business that 
has some inherent growth to it.”

Andersen notes that both aspects are important 
to Clearview’s strategy and will continue to be, 
irrespective of the economic environment. “We 
haven’t really changed the way we think about 
businesses,” he says. “We like companies that can 
grow organically but that we can supplement with 
add- on acquisitions.”

PE MARKETING GETS PERSONAL
As digital marketing continues to evolve, private 
equity firms must keep up with new trends that set 
them apart from the competition. 
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Over the last decade, PE firms upped their mar-
keting efforts to stand out. They’ve realized that 
marketing is a potent business development tool, 
not just a nice- to- have addition to the firm.  

“The private equity industry is evolving from 
mainly having one- to- one business development 
activities to incorporating marketing, which is 
a one- to- many activity that supplements and 
enhances business development and brand build-
ing,” says Farrah Holder, managing director of 
business development at Bethesda, Maryland- based 
IMB Partners.

One of the newer frontiers in digital marketing 
for private equity is the use of video and podcasts 
to build a firm’s brand and cement its thought 
leadership, says Ryan Parker, chief marketing 
officer and head of brand at Trivest Partners. 
While a lot of other businesses pushed into video 
and audio content marketing, private equity firms 
would do well to consider moving in this direction, 
he says. 

Holder agrees, saying that video, especially on 
social media platforms like LinkedIn, can help 
personalize private equity firms. It also helps with 
initial meetings, since people feel like they know 
someone a little more when they’ve seen them on 
video, she says.

“Incorporating video content on your website 
or within your LinkedIn tends to elicit higher 
engagement,” Holder says. “Both written posts and 
video posts can perform well, but people enjoy the 
imagery of videos where they can see a personality 
in action versus imagining who or what it is.” 

For private equity firms, LinkedIn is the prime 
social media channel. While many firms have 
company pages, they might want to encourage 
employees to post about the firm on their LinkedIn 
profiles, Holder says, adding that people will be 
more inclined to interact with the company infor-
mation if it’s tied to a person on the platform. 

Another opportunity for private equity is to 
install a chat widget, Parker says. About two years 
ago, he began using a website pop- up window 
that lets people contact him, so he can reply in 
real time. 

“From June 2020, I’ve had more than 1,500 
conversations on our website through the chat 
widget,” Parker says. “The message comes 
directly to me.”

Another growing trend that private equity should 
consider is aggressive branding, a subset of market-
ing that’s particularly important for the asset class. 
When firms define themselves, they are positioned 
to receive the right kind of deals instead of less- 
relevant inquiries, Parker says. 

“What we found is that building a brand, having 
a personality for the firm and creating that kind of 
rapport with people works because you’re sharing 
your value proposition,” Parker says.  

Many private equity firms also employ email 
marketing, but one of the next frontiers is the use 
of highly segmented email lists. Whatever private 
equity firms do, sending emails consistently and 
frequently is critical, according to Parker. Trivest 
sends at least two emails a week to its network, 
but he acknowledges that each firm is different and 
should find the channel and frequency that best fit 
its needs.

“The key is finding things you can do consistently 
in an effort to build the brand,” Parker says. //

Incorporating video content on your 
website or within your LinkedIn tends to 
elicit higher engagement. Both written 
posts and video posts can perform well, 
but people enjoy the imagery of videos 
where they can see a personality in action 
versus imagining who or what it is.

FARRAH HOLDER
Managing Director of Business Development, IMB Partners
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