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Industrials M&A Activity: Motivated Buyers at Valuations Attractive to Sellers
In June 2017, industrial manufacturing businesses are using acquisitions and mergers as a source of growth and defensive positioning in a competitive and rapidly changing market environment. In advising diverse industrial manufacturers, EdgePoint
has observed a number of drivers that are motivating buyers to
acquire high-quality companies at healthy valuations.
In the first half of 2017, 353 transactions were reported across
six industry subsectors, which include Engineered Products; Precision Manufacturing; Industrial Technology & Equipment; Polymers & Chemicals; Aerospace & Defense; and Automotive &
Truck. For transactions in which financial metrics are available,
sellers received a median Transaction Value / EBITDA multiple
(a proxy for valuation) of 9.5x at a median transaction value of
$277 million. This multiple increased nearly a full turn from
8.6x during the first half of 2016 when the median transaction
value was $226 million.
Strategic buyers, who remain motivated to seek quality acquisi-

tion candidates, represented 85% of transaction activity during
the last twelve months (LTM) as noted in the chart below. Manufacturers continue looking outside to broaden their product
offerings, expand their technological capabilities and become a
more complete provider to customers. Numerous buyers sighted opportunities in which the seller can help to diversify their
customer base and mix of product supplying original equipment
manufacturers and aftermarket needs as an additional strategic
rationale for their acquisition interest. Strategic buyers view
each of these attributes, which are key valuation considerations,
differently depending on their focus and market position.
Private equity firms and family offices continue to demonstrate
a positive investment thesis for industrial manufacturing, and
represented 15% of the LTM transaction activity. With more
than 100 new platforms acquired by financial buyers, EdgePoint
believes many will be motivated to aggressively pursue strategic
add-on acquisitions as a key source of growth.

Industrial Manufacturing M&A Transactions by Year
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Notable Closed Industrial Manufacturing Transactions
Date: 4/13/2017

Overview / Strategic Rationale:

Aerospace & Defense

Rockwell Collins’ acquisition of B/E Aerospace was one of the most notable recent transactions in Aerospace & Defense. As a leading provider of highly engineered aviation
certified interior aircraft products, the addition of B/E Aerospace strengthens Rockwell
Collins’ position as a leading supplier of cockpit and cabin solutions.

Target:

Acquirer:
Key Metrics:
Implied Enterprise Value ($M)
EV/LTM EBITDA
EV/LTM Revenue

$8,188
13.3x
2.8x

Date: 2/28/2017

•

Broadens Rockwell Collin’s product offering to current customers in known market channels while facilitating an entry to B/E’s blue chip customers

•

B/E’s OEM, airline, and aftermarket mix helps to provide diversity and balance

•

Expected to result in ~$160 million of pre-tax run-rate synergies

Overview / Strategic Rationale:

Engineered Products

Clarcor’s 100 facilities in 20 countries, $1.4 billion in annual sales, and diversity in its
filtration technologies, strengthens Parker Hannifin’s filtration segment significantly.
This combination has created one of the largest filtration businesses with a presence
across all major end markets.

Target:

Acquirer:
Key Metrics:
Implied Enterprise Value ($M)
EV/LTM EBITDA
EV/LTM Revenue

$4,437
17.2x
3.1x

•

Clarcor offers Parker Hannifin a technology and product expansion, access to
new markets, and geographic expansion

•

Broadens Parker Hannifin’s aftermarket exposure

•

Expected to result in $140 million of pre-tax run-rate synergies over three years

Date: 4/1/2017

Overview / Strategic Rationale:

Industrial Technology & Equipment

Target:

Konecranes’ acquisition of Terex Corporation’s MHPS business will improve Konecranes’
position as a focused global leader in the industrial lifting and port solutions market..

(Material Handling and Port Solutions Business—MHPS)

•

Konecranes will achieve substantial growth opportunities in the service business
as well as critical scale for future technological development

•

The acquisition of MHPS will provide an additional installed base for cranes

•

With a greater installed base of cranes, along with the digitalization of services,
MHPS offers Konecranes broader opportunities to expand its service business
xpected to result in $3-$4 million of pre-tax run-rate synergies over three years

Acquirer:
Key Metrics:
Implied Enterprise Value (€M)
EV/LTM EBITDA
EV/LTM Revenue

€1.198
11.9x
0.9x

Date: 4/1/2017

Overview / Strategic Rationale:

Automotive & Truck

American Axle & Manufacturing’s (AA&M) acquisition of Metaldyne Performance Group
(MPG) brings together highly complementary businesses and forms a premier, global
Tier 1 supplier with broad capabilities across powertrain, drivetrain and driveline product lines. It also leads to a diversified customer base and end-market exposure.

Target:

Acquirer:
Key Metrics:
Implied Enterprise Value ($M)
EV/LTM EBITDA
EV/LTM Revenue

$3,418
6.9x

•

The combined company will have the power to deliver a wide range of quality,
highly engineered components, modules, and sub-systems

•

Provides AA&M access to multiple engine, transmission, and driveline applications

Sources: EdgePoint Proprietary Database, Company Filings, CapIQ, News Releases
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Recent Announced & Closed Transactions (select transactions, not intended to be all-inclusive)

Sources: EdgePoint Proprietary Database, Company Filings, CapIQ, News Releases
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Key Metrics
Nearly five years of historical valuation metrics for transactions
across each sub-segment, presented in the Select Transaction
Multiples (STM) chart below, enable business owners to draw
some meaningful conclusions. Throughout a long-term cycle,
the market tends to see a large percentage of transactions executed at EBITDA multiples within an average range of 5 –10x,
depending on size and business outlook. For most businesses,
this is a healthy valuation range, and will motivate many parties.
There is consistent evidence that buyers are willing to pay significantly more for acquisition candidates that fill a void they
face in the market and allow them to drive more strategic value.
Transactions completed with double-digit EBITDA multiples

were as consistent as the lower valuation levels across each of
the four sub-segments. While unusual, in some cases the
EBITDA multiple increased to 20x or higher.
Many manufacturing businesses find their industry has been in
steady transformation for years now. A rapidly changing competitive landscape will continue to drive key players to be proactive in addressing changing customer needs and requirements
that force new innovation and technological capabilities. Manufacturers will continue to use acquisitions to grow and strengthen their competitive advantage, and valuations will be driven by
the target’s capabilities to address these strategic motivations.

Select Transaction Multiples—Based on Median EBITDA Multiples for Each Month
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Sub-Sector Profile: Disruption Coming to the Automotive Industry
Visualizing the outlook for manufacturers in the Automotive
industry requires considering how technological disruptions will
be a major force. Ongoing innovation is leading to new development across a wide spectrum of automotive features, such as
autonomous driving, changes in mobility behavior, connectivity
between vehicles and data, vehicle-to-vehicle communication,
increased safety, auto cybersecurity, and power source changes. Industry operators must continue responding to increasing
demands for new innovation to enhance the capabilities around
both lightweight and electrical vehicles as well. These trends
are likely to have a significant influence on the entire supply
chain, from automobile manufacturers to suppliers across all
tier levels.
The strategic rationale for future acquisitions in the Automotive
sector is simple. Automotive original equipment manufacturers

and their key suppliers, which typically lack the in-house technology-focus required to stay ahead of rapidly shifting consumer requirements, have a strategic motivation to enhance their
capabilities. Technology companies, on the other hand, that are
primarily focused on developing innovative solutions to address
the changing behaviors of consumers, have the capabilities auto
makers need. From the markets’ perspective, it is unlikely that
an automotive company, nor a technology company would seek
to internally develop the capabilities required to address the
voids they face. These trends and ongoing competitive pressures will be prime motivation for significant acquisition activity.
We believe that transformational shifts of this magnitude are
beginning to spur increasing transaction activity. Two transactions that illustrate this thesis are:

Reported Transactions Demonstrating Shifts in the Automotive Industry
Closed Date
May 12, 2016

Transaction Value
$578 million
Target

Acquirer

Strategic Rationale
General Motors acquired Cruise Automation to deepen its software
talent and rapid development capability to further accelerate development of autonomous vehicle technology. The acquisition of Cruise
Automation is GM’s latest step toward its goal of redefining the future of personal mobility.
GM also entered into a strategic alliance with ride-sharing company
Lyft earlier in 2016 and established a separate unit for autonomous
vehicle development.

Closed Date
August 8, 2017

Acquirer

Transaction Value

Strategic Rationale

$15 billion

Intel’s acquisition of Mobileye will couple the best-in-class technologies from both companies, including Intel’s high-performance computing and connectivity expertise and Mobileye’s leading computer vision expertise to create automated driving solutions from the cloud
through the network to the car. The combination is expected to accelerate innovation for the automotive industry and position Intel as a
leading technology provider in the fast-growing market for highly and
fully autonomous vehicles.

Target

Sources: EdgePoint Proprietary Database, Company Filings, CapIQ, News Releases
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Sub-Sector Profile: Disruption Coming to the Automotive Industry (Continued)
The disruptive forces observed in the Automotive industry are
creating a long-term secular trend towards use of advanced
technologies in the future production of automobiles. While
this trend will lead to drastic changes in vehicles throughout the
world, the manufacturing process is also expected to face substantial changes. The question remains how much will these
changes impact various industry participants?
Traditional original equipment manufacturers (“OEMs”) - and
the entire supply chain of providers across all tier levels - must
be ready for the impact of new industry participants, evolving
regulations, rapidly changing consumer demands, and shifting
market dynamics.
As the McKinsey & Co. chart to the right displays, the competitive landscape for traditional OEMs is increasing in complexity,
and they are facing pressure from emerging specialty manufacturers, while technology giants and mobility providers are entering the supply chain. Increasing competition and technological developments are accelerating the pace at which OEMs
must bring product to the market to stay ahead of the curve.
OEMs are being forced to increase production capabilities as
they are faced with increased capital investment to expand or
build new production facilities, and increase capabilities internally or through acquisition.
The same is true for suppliers to OEMs across Tier levels who
face continued pressure to meet increasing demands for new
products and expanded production capabilities. According to
Plante Moran, supplier business models are being tested as
companies are forced to devise new strategies to achieve profit-

Source: McKinsey & Co.

able growth. As a result, these companies are struggling to
keep up with the demands without sacrificing quality.
A McKinsey & Co. study concluded that long-term success requires automotive industry participants to anticipate market
trends sooner and to proactively analyze consumer preferences.
The study also demonstrates that OEM’s, suppliers, and service
providers should be encouraged to partner with each other to
jointly share in the cost and development of the infrastructure
required to keep ahead of market demand. For business owners that think strategically how decisions will impact their longterm viability, industry experts believe the future is bright.

Source: News Releases, McKinsey & Co.

EdgePoint Perspective
By Tom Zucker, President and Russ Warren, Managing Director
Consolidation pressures on middle market industrial manufacturing companies have been building since at least the 1990s. Then,
large OEMs winnowed down their suppliers to a few with a critical mass of resources, internationalization increased competition and
the technology poker game forced players to ante up ever-larger bets at shorter intervals. Today’s wave of competitive needs and
changing consumer demands intensifies those pressures.
Questions in 2017 for owners of industrial manufacturing companies are these.
•
•
•

Do you have a plan to compete, thrive and grow in the new competitive order?
Is time your friend or foe?
Can you acquire the needed resources or pick your time to transition the business on your terms?

These are questions worth thinking about.
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Spotlight: Q&A with John Scheatzle, President of DMC Global Inc. – NobleClad

John Scheatzle
President

DMC Global Inc. NobleClad
(NYSE: BOOM)
DMC Global Inc. (NASDAQ) appointed John Scheatzle
President of its NobleClad business in 2016. Nobleclad,
the world’s largest manufacturer of explosion-welded
clad metal plates used in capital equipment, serves the
industrial infrastructure and petrochemical sectors with
manufacturing facilities in the U. S., Germany and
France. Previously, John had a 19-year career with
Materion (NYSE), an integrated manufacturer of
advanced materials for industrial and consumer
products, most recently as Vice President of Operations
and General Manager.

• 3-D Printing and mass customization of products
• Robotics and automation using smart software
• Internet of Things (IoT) and data mining (from proac-

tivity to developing predictive insights)
• Cyber security in smart factories –addressing vulnerabilities, developing best practices
• Quality initiatives like Level IV (ship no bad parts) and
Level V (make no bad parts)
• Changing workforce needs to operate and maintain M
4.0
We see these factors affecting businesses in different ways. For
us, we face strict regulations from the International Traffic in
Arms Regulations (“ITAR”) regarding accessibility of our data
and processes. Sometimes even our own people are prohibited
from seeing or having access to certain things in our facilities.
As a result, cybersecurity is an important area of emphasis for
us, as well as our customers and suppliers.
Please comment on what smaller companies are doing to obtain the capital for process technology investments to remain
competitive.
We find capital to be relatively accessible and see a number of
metal fabrication businesses spending to improve their technological capabilities to be competitive. We do see a trend in
some cases, however, where smaller companies are becoming
slightly overleveraged, which is resulting in them taking on less
profitable work in times where they are not as busy.
Will this need for capital spawn more consolidation in the long
-term?

How is Manufacturing 4.0 – the onslaught of automation and
data exchange in manufacturing technologies – affecting industrial manufacturers today? How far along is this wave?
We operate in an environment where increased customer sophistication and use of higher tech materials are requiring more
automation in our welding and inspection processes. This will
require us to hire more people with stronger technical and metallurgical skills that can operate and maintain complex machines. In this competitive environment, we also find ourselves
working farther upstream with customers, bringing innovation
directly to the designers to help direct their product needs towards our advancing capabilities.
What impact do you expect the following elements of M 4.0
to have, particularly on smaller Tier 1 and Tier 2 businesses?

I expect consolidation activity in our market to increase based
on a few observations. The backlog activity of engineering companies (a leading economic indicator we track), has declined
during the past few years. This signals fewer jobs for metal fabricators (our customers) to pursue. Combined with increasing
pressure caused by technological advancements, we would expect this competitive environment to spur M&A activity.
EdgePoint: How would M&A activity among your customers
affect your business?
A smaller U.S. fabricator base could impact us and our competitors. We would need to continue building upon our established
international presence by expanding our customer base
throughout the Middle East and Asia. This would be consistent
with our efforts to strategically position our company across a
larger global footprint.
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Public Company Comparisons Trading Multiples
Industrial Manufacturing Industry EV/EBITDA * Multiples
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EdgePoint is an independent, advisory-focused,
investment banking firm serving the middle market.
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