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Welcome to the first issue of 
RubinBrown’s M&A and Private Equity 

Update newsletter. It is our intention to publish 
this newsletter on a semi-annual basis. The 
purpose of the newsletter is to provide you 
with an overview of the M&A markets, from 
the perspectives of both strategic and private 
equity buyers. Additionally, we will highlight an 
industry with notable M&A activity, and also 
feature a private equity Spotlight Firm. For this 
inaugural issue, we are highlighting the food 
and beverage sector, and welcome Capital 
For Business as our Spotlight Firm.

The M&A transaction market for 2014 has 
been unusual. Deal activity during 2014 
has been active, but we think it’s fair to say 
it has underperformed as compared to 
expectations going into the year. The real 
story of 2014 is the high multiples for the deals 
getting done. There continues to be a supply 
deficiency relative to demand, and that has 
caused quality businesses to command high 
multiples. How long this will last is anyone’s 
guess as private equity firms are rushing to exit 
portfolio companies to take advantage of the 
favorable sellers’ market. If the supply of quality 
companies increases, multiples will surely trend 
down.  

We hope you enjoy this first issue of our 
newsletter. If you have any comments or 
recommendations for future topics, we 
welcome your feedback. Our contact 
information is at the end of this newsletter.

MARKET OVERVIEW

SPOTLIGHT: CAPITAL FOR BUSINESS

The middle market, which 
we define as transactions of 
companies with an enterprise 

value of greater than $1 million and less than 
$1 billion, continues to favor sellers and shows 
few signs of slowing down.

Compared to the prior year, the first half of 
2014 experienced a nearly 16% increase in the 
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An Interview with Stephen Broun

 
 
Joining us as our Private Equity 
Spotlight firm, I would like to 
welcome Mr. Stephen Broun. 
Steve is the Managing Partner of 

St. Louis based Capital for Business. Thank you 
for joining us as 
the Spotlight 
Firm and thank 
you for being a 
valued client of 
RubinBrown.  

(Ben Barnes, RubinBrown) If you could start by 
telling us who is Capital For Business and what is 
your investment strategy?
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number of transactions closed, going from 4,977 
to 5,765. Leading this trend were strategic buyers, 
which increased their M&A activity by almost 20%, 
from 3,789 closings to 4,529 closed transactions. 
Financial buyers, while not as strong, still increased 
their acquisition activity in the first half by 4% 
over the prior year, from 1,188 to 1,236 closed 
transactions.

As was the case in the prior three years, transaction 
volumes fell in the first half of 2014 relative to 
the second half of 2013. However, we expect 
transaction volumes in the second half of 2014 to 
exceed those of the first half. During the past five 
years, second half M&A activity has exceeded that 
of the first half by 12.0% to 34.2%. Given our recent 
experience and anecdotal evidence, we expect 
this trend to continue, with the fourth quarter being 
the peak for the year – as it has been for the past 
five years.

Given the current interest rate environment and 
competition for deals, it is no surprise that enterprise 
value to EBITDA multiples (“EV/EBITDA”) continue to 
be near or at record levels. In fact, PitchBook has 
indicated that the median EV/EBITDA multiple for 
buyouts by private equity firms reached 11.5x in the 
first half of 2014. 

Our more detailed data, which we have sourced 
from Capital IQ, shows that financial buyers are 
paying higher multiples than strategic buyers as 
of the second quarter of 2014, and have been 
doing so over the preceding two quarters. Prior to 

then, the EV/EBITDA multiples that financial buyers 
and strategic buyers paid were generally in close 
proximity to one another. It will be worth following 
to see if this trend continues.

Interestingly, we noted that the ratio of acquisitions 
made by strategic buyers (which may be backed 
by financial buyers – the data does not delineate) 
to financial buyers is showing a slight uptick 
compared to recent quarters. For the first half of 
2014, this ratio was 3.7. This level has not been 
reached since the first half of 2010, when it was 5.0, 
and it is considerably higher than the ratio of 3.2 
from 2010 to 2013. The change in this relationship 
suggests that strategic buyers are having greater 
relative success in closing deals, and may help 
explain why financial buyers appear to be paying 
relatively higher multiples at present.

Another explanatory variable for financial buyers’ 
premium valuations is the amount of capital they 
have at their disposal. According to PitchBook, 
there is approximately $486 billion of available 
capital, of which $100 billion was raised in 2006, 
2007, and 2008. If this capital is not invested soon, it 
will have to be returned to investors.

Looking forward, we expect the pace of M&A 
activity to pick-up in the second half of 2014. If 
our recent experience is any indication of market 
trends, strategic buyers will continue to increase 
their share of acquisitions, and all buyers will be 
paying near record EV/EBITDA multiples for their 
acquisitions.  
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Deal activity in the food 
and beverage sector has 
been quite strong over the 

last few years, marked by a string of high-profile 
transactions including Tyson / Hillshire Brands, Post / 
Michael Foods, and Suntory Holdings / Beam. There 
are numerous factors that have contributed to 
heightened deal activity in the food and beverage 
space over the last few years including:

• fear of increased taxes, 

• favorable market conditions,

• rising demand for protein,

• organic food categories, and

• the relative familiarity of the industry.

Consolidation within the food and beverage 
industry will continue to drive strategic acquisitions, 
especially as favorable market conditions (i.e., low 
interest rates) and idle cash stockpiles promote 
deal activity. M&A opportunities are also increasing 
as noncore or underperforming food and beverage 
business units are divested by large conglomerates. 

While many industries experience growth via 
product or technology innovation, growth in 
the food and beverage industry comes almost 
exclusively from adding new offerings. The 
quickest, and often most efficient, way for industry 
participants to add new offerings, grow revenue 
and, thus, market share is through mergers and 
acquisitions. As such, the industry has seen a 
widespread push by companies to refine and 
realign their holdings, which has flooded the market 
with assets for sale.
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Source: S&P Capital IQ Transaction Database  
Median Deal Size is based on transactions where this information was available.

U.S. Food & Beverage Deal Activity

Median Deal Size Number of Transactions

It is widely viewed that much of 2012’s M&A activity 
in the United States was fueled by sellers’ fears 
of increased capital gains tax rates. As depicted 
in the preceding figure, there were roughly 480 
transactions that closed in the food and beverage 
industry during 2012, with median transaction 
values (where this information was available) of 
nearly $23 million. 

Absent the fear of a near-term increase in capital 
gains tax rates in 2013, the number of deals closed 
declined slightly to approximately 420 transactions; 
the median transaction value during 2013 (where 
this information was available) was $14 million. 

Through the first half of 2014, the number of deals 
closed is generally on pace with 2012 and 2013, 
with 200 transactions closing thus far – relative to 
approximately 215 and 180 transactions during the 
first two halves of 2012 and 2013, respectively.  The 
median transaction size for deals closed during 
the first half of 2014 (where this information was 
available) was approximately $26.0 million, an 
increase over 2012 and 2013.   

As previously mentioned, 2014 has already seen 
numerous food and beverage mega-deals 
grabbing the headlines. Tyson’s planned $7.7 billion 
acquisition of Hillshire Brands is a prime example of 
a deal that combined two major meat-processing 
players into a single powerhouse. The deal, which 

DEAL ACTIVITY HEATS UP IN THE FOOD & BEVERAGE SPACE
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(Steve Broun, CFB) Capital For Business (CFB) is 
a national private investment firm focused on 
providing capital to middle-market businesses with 
proven management teams and a high potential 
for growth. We were founded in 1959 as one of the 
first Small Business Investment Companies (SBICs). 

Over our long history, CFB has invested in more 
than 100 companies across a wide range of 
manufacturing, distribution, niche consumer, 
commercial, and service markets throughout the 
United States. Specifically, CFB is a private equity 
sponsor who primarily buys companies and backs 
buyers in the central and southern U.S. CFB targets 
manufacturers and distributors of industrial products 
with annual sales of $10 million to $100 million.  

CFB has invested and committed capital of 
approximately $185 million and currently has 26 
portfolio companies.  CFB invests between $1 to  
$5 million per transaction, often with co-investors, 
on larger deals.

(Barnes) Please tell us about some of the current 
M&A trends that you are seeing.

(Broun) There are a number of factors; the aging 
population of business owners is expected to lead 
to larger numbers of sellers in the market. This, along 
with high cash reserves among strategic buyers, 
high private equity overhang, and favorable debt 
financing terms, indicates a strong and growing 
mergers and acquisitions market.

Additionally, deal closing time has lengthened 
due to increased sophistication of buyers seeking 
enhanced due diligence.  

We’re also seeing increased deals in the healthcare 
and data analytics sectors which can be attributed 
to the implementation of the Affordable Care Act.

All of these factors are favorable for increased 
M&A activity. However, there is still a fair amount of 
market uncertainty around macroeconomic events 
and the effects of the winding down of quantitative 

easing. These factors seem to be keeping the 
brakes on a very active M&A market.

(Barnes) Is there a good supply of quality 
companies looking to sell?

(Broun) The number and quality of good 
companies for sale was really weak throughout 
the second half of 2013 and the first half of 2014. 
However, in the past 90 days, since the beginning 
of July, we have seen much stronger deal flow and 
higher quality companies coming to market.

(Barnes) Given the business owner demographics 
in the middle market, what is the primary factor 
keeping business owners from selling their business?

(Broun) There is not one reason - a recent study by 
the Wall Street Journal and Vistage International 
shows that almost half of the small-business owners 
surveyed plan to retire after age 65, with 38 percent 
saying they plan to retire later than they expected 
five years ago. What they found is that, for some, 
it’s a matter of choice and, for others, it’s simply not 
possible to give up the cash flow. Some of the other  
factors keeping business owners on the sideline 
include:

1. Uncertainty about the future. The economy 
is doing ok – but the Federal Reserve has 
promised to stimulate the economy, the 
recovery has been inconsistent, and those 
factors combined with the uncertainty about 
key issues like the tax laws, has many business 
owners feeling skittish and are opting to 
postpone transition plans. Although many think 
business is OK now, they feel they might get 
better valuations in the future as the economy 
improves.

2. Low expectations of returns on investments. 
Fact is, while 20 years ago you didn’t question 
a financial advisor who said that you could 
expect to average 10 percent per annum on 
your investments. Today you don’t believe that 
same advisor who says you can get 5% or 6% 

(cont on p5)
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SPOTLIGHT: CAPITAL FOR BUSINESS (cont from p4)

return per annum over a 10-year period. You 
cannot price a business based on the income 
you need to live on or replace your income 
with the proceeds of the sale. Often, the 
choice boils down to either having to sell for 
much less than you think you deserve or having 
to make the decision to continue running the 
business in an ownership position.

3. Income needed to survive. Many business 
owners don’t want to part with their businesses 
because they still need the income to fund their 
lifestyles.

4. Finally, others think their businesses are doing 
well, and they feel no urgent need to sell at 
present. According to the Wall Street Journal 
and Vistage study, more than half those 
surveyed say that the lion’s share of their 
net worth is wrapped up in their businesses. 
Instead of retiring, some are now considering 
hiring someone to operate their businesses for 
them so they can retain their current lifestyles 
and cash flow while relinquishing some of their 
responsibilities and freeing up more of their time. 

(Barnes) Multiples and leverage seem to be 
increasing dramatically. What are you seeing in the 
market with respect to this? Also, are you seeing 
alternative sources of financing emerge in the 
market?

(Broun) Our experience is that multiples are up – 
dramatically so – especially for larger transactions 
(those over $50 million in value). 

But we have not seen the same rise in the $10 to  
$50 million transactions. The average value range 
for the $10 to $50 million deal is 5.4x and the 
average for the $50 to $250 million deals is 7.4x. That 
2.2x spread is nearly a turn higher than the historical 
average of 1.3x.

We have also seen a rise in leverage available 
for transactions and a loosening of covenants. 
Average market debt tolerances for the $10 to $50 

million deals were 4.0x for total debt and 2.7x senior 
debt.  

However, we have seen some of the Uni-tranche 
lenders dipping down into the lower middle market  
in an effort to deploy capital and they are entering 
the market with lower all in pricing and higher total 
leverage levels.

(Barnes) We hear a lot about private equity firms 
wanting to “partner” with existing management 
teams. Please talk about how CFB “partners” 
with existing management teams and how 
the management team can benefit from this 
approach.

(Broun) Our professional passion is working with 
owner-managers in maximizing the value of their 
companies. We focus on stable companies with 
sustainable cash flows and proven business models 
that have potential for growth, whether organically 
or by way of acquisitions. 

The common denominator in all our investments is a 
driven, entrepreneurial, management team. CFB is 
committed to backing exceptional entrepreneurs 
who have the vision, drive, and talent to be leaders 
within their industries. 

Capital For Business has invested in more than 80 companies 
across a wide range of niche consumer, commercial, distribution, 
manufacturing, and service markets in the United States.

CAPITAL FOR BUSINESS OVERVIEW

CAPITAL FOR BUSINESS CURRENT INVESTMENTS

CFB is a national private investment firm focused on providing capital to mid-

dle-market businesses with proven management teams and a high potential 

for growth. Over our long history, we have invested in more than 80 compa-

nies across a wide range of niche consumer, commercial, distribution, man-

ufacturing, and service markets in the United States.

CFB Management Team

Paul Novak 

paul.novak@capitalforbusiness.com

Brett Parr 

brett.parr@capitalforbusiness.com

Steve Broun 

steve.broun@capitalforbusiness.com

Holly Huels 

holly.huels@capitalforbusiness.com

Bill Witzofsky 

bill.witzofsky@capitalforbusiness.com

facebook.com/capitalforbusiness

linkedin.com/company/capital-for-business-inc.

McNALLY INDUSTRIES
cNALLY

11 South Meramec
Suite 1330

St. Louis, MO 63105
T 314.746.7427
F 314.746.8739

www.capitalforbusiness.com

(cont on p6)
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We understand the enormous effort required to 
create a successful business, and stand ready to 
provide our portfolio companies with assistance in 
strategic planning, mergers and acquisitions, 
customer acquisition, general business 
management, executive recruiting, and raising 
additional capital. Our success is a direct function of 
our portfolio companies’ success, therefore we strive 
to provide our management team partners with all 
the tools and resources they need to succeed.

(Barnes) In your experience, what guidance can 
you provide business owners to increase their 
transaction value when they are exiting their 
business?  

(Broun) Understand that this is a long process, 
often four to six months, and should be managed 
diligently with the strong assistance of attorneys, 
accountants, and investment bankers. Additionally, 
be realistic about price and be prepared to 
communicate your anticipated deal terms and 
important deal points up front. Make sure you 
understand your valuation and the key factors that 
are impacting your valuation. Be patient as the 
process will inevitably take longer than you think it 
should.  

Some other key points to consider:

• Plan for an increased workload before, during 
and after the deal.   

• Earlier rounds of financing can impact later 
rounds of financing and odd or complicated 

corporate structures and/or financing terms 
or restrictions from an earlier financing can 
hinder a sale or later financing. For example, 
things such as a right of first refusal clause that 
provided blocking rights on everything.

• It’s important to have quality financials and 
reporting systems. Not having a history of 
budgeting appropriately and comparing 
actuals to budget can impact how a buyer 
looks at your estimates of future performance. 

• First impressions matter. A messy, dirty plant 
and/or office can often leave a buyer with a 
negative first impression, and impact valuations.

• Maintaining good records and good systems 
are key. You need to know how much 
everything costs, otherwise it can be hard to 
prove what the returns actually are. This is also 
where having a good accounting firm can 
come into play. Being ready for due diligence 
means being prepared to answer these types 
of questions.

• Review your material contracts (customer, 
licenses, supplier) to determine if consents 
might be required.

(Barnes) Steve, on behalf of RubinBrown and all of 
our team members, thank you for participating as 
the private equity Spotlight Firm, and for being a 
valued RubinBrown client.  

SPOTLIGHT: CAPITAL FOR BUSINESS (cont from p5)
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closed in August 2014, will undoubtedly redefine 
that corner of the market and further bolster 
Tyson’s already dominant position in the U.S. meat 
processing industry. 

In June 2014, the food industry saw a few other 
substantial deals close, headlined by Post Holdings’ 
$2.5 billion acquisition of Michael Foods (MFI 
Holding Corporation), a market-leading producer 
of value-added egg products and other dairy case 
products.  

The common thread between these two deals 
is that both of the acquisition targets sell animal 
protein products (i.e. meat, eggs, and dairy). As 
highlighted in a recent article in The Wall Street 
Journal – “Global Hunger for Protein Fuels Food-
Industry Deals” – people across the world have 
been consuming much more animal protein in their 
diets, driven by:

• a shift away from high carbohydrate foods by 
health-conscious consumers, and

• increasing wealth levels in emerging economies.

While food producers like Tyson and Post position 
themselves to capitalize on the increased demand 
for animal protein both domestically and globally, 
the article also points out the increased production 
of meat, corn, soybeans, and other animal feeds 
by farmers to help meet the increased demand for 
animal protein. As additional supply is brought into 
the market, industry participants throughout the 
entire food supply chain stand to benefit, including 
agricultural companies, farmers, meat and dairy 
producers, and retailers.      

Not to be outdone by the mega-deals in the food 
industry, the beverage side of the sector also saw 
a substantial deal close during the first half of 2014. 
Japan’s Suntory Holdings Limited paid just over 
$16 billion in cash for Beam Inc., a company with 
a major spirits portfolio including Jim Beam and 
Maker’s Mark, among others. The move by Suntory 
positions the company to better compete with 
other major global spirits players like Diageo plc. 
and Bacardi Ltd.

While the larger deals have dominated much of 
the industry press of late, the relative familiarity of 
the food and beverage industry is also attractive to 
many smaller buyers looking to put capital to work 
after a nearly half-decade lull brought on by the 
financial crisis. 

Given the industry’s stability and relatively constant 
demand, food and beverage assets provide 
financial buyers (such as private equity firms) 
relatively lower volatility investment opportunities 
to nurture, grow, and eventually exit. In addition to 
the familiarity that food and beverage companies 
offer, the industry is still fragmented enough to 
offer ample acquisition opportunities. Further, the 
smaller price tags of small-to-middle market food 
and beverage companies tend to attract a more 
diverse group of buyers and present a wider array 
of acquisition options.

For the foreseeable future, we expect food and 
beverage M&A activity to continue its current 
pace, as larger companies in the industry as well 
as financial buyers take advantage of sizable cash 
positions and cheap capital to increase exposure 
to faster-growing markets, consumer segments, 
and product categories. In addition to increased 
acquisition activity, we believe that larger food 
and beverage companies will continue to divest 
underperforming businesses in order to fund their 
acquisitions and improve growth prospects.  

DEAL ACTIVITY HEATS UP IN THE FOOD & BEVERAGE SPACE (cont from p3)
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