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As economy 
slows, add-ons 
provide growth 
opportunities
By Leela Parker Deo, Loan Pricing 
Corp/Reuters

• Slowing economy, steep prices prompt add-on focus
• Buy-and-build is faster way into specific markets
• Loans for add-ons half mid-market M&A volume

A slowing economy in the U.S. com-
bined with still steep price tags on target 
companies has PE buyers focused on mak-
ing strategic add-on acquisitions to existing 
middle-market portfolio companies as a 
pathway to growth, bankers say.

Sustained high purchase price-multiples 
have squeezed PE returns and highly com-
petitive auction processes have left many 
sponsors empty handed. As an alterna-
tive, buy-and-build strategies offer compel-
ling opportunities to build scope and scale 
around existing portfolio investments.

“When the economy starts to slow, add-
on acquisitions are a faster way into a mar-

ket versus looking at 5 to 7 years of organic 
growth,” said Karen Davies, managing direc-
tor and group head of Huntington Bank’s PE 
banking vertical. “It is a way for PE firms 
to blend down cost of capital and provide 
multiple arbitrage.”

Sponsors can effectively expand a busi-
ness with the purchase of a competitor, a 
new product line or a complementary plat-
form to diversify its geographic footprint or 
customer base. At the same time, PE inves-
tors can effectively lower the cost of capital 
by making incremental acquisitions at lower 
multiples relative to the purchase price paid 
for an existing portfolio company.

At 49 percent, loans for add-on acquisi-
tions account for roughly half of middle 
market sponsored M&A volume year-to-date 
versus 51 percent for new leveraged buyouts, 
according to LPC, a division of Refinitiv.

Among middle-market borrowers recent-
ly in market to raise incremental dollars for 
acquisitions are energy industry software 
specialist Quorum Software and bulk and 
specialty salt producer US Salt.

Quorum, a portfolio company of PE 
investor Thoma Bravo, is in market with a 
US$90m add-on term loan slated to fund the 
acquisition of Coastal Flow Measurement.

The acquisition expands Quorum’s oil 
and gas software and services portfolio with 
the addition of Coastal Flow’s measurement 
services and data management resources, 
including subsidiary Flow-Cal, whose prod-
ucts are built for the hydrocarbon measure-
ment industry.

The combination of Coastal Flow’s mea-
surement products with Quorums’ suite of 
business applications creates an integrated 
platform for shared customers and energy 
industry participants, the two companies 
said in a February 26 statement. The acqui-
sition comes less than a year after Thoma 
Bravo bought Quorum from Silver Lake in 
September 2018.

US Salt recently inked a US$285m first-
lien term loan and a US$128m second-lien 
term loan to fund the company’s acquisition 
of NSC Minerals. US Salt is backed by an 
investor group comprised of Metalmark Cap-
ital, Silverhawk Capital Partners and Deme-
tree. Citizens arranged the debt financing.

The trend is also not unique to the mid-
dle market. Larger private-equity backed 
companies in the space between traditional 
middle market companies and large corpo-
rates are also pursuing such acquisitions, 
also known as tuck-ins or tack-ons.

LEVERAGED LOANS

Ratings Wrap-Up (February 19, 2019 - March 4, 2019)
The following table lists select ratings actions on the debt of an LBO-backed company by either Moody’s Investors Service or Standard & Poor’s.

Date Company: Sponsors: Arrow: Action: Highlight: Rating 
Service

3/4/19 The Neiman 
Marcus Group

Marble Ridge 
Capital = S&P lowered its issuer credit rating to CC. Outlook 

is negative.
The company recently announced an agreement in 
principle was reached with debtholders.

S&P

2/27/19 Accuride Crestview Partners = Moody's lowered its corporate family rating to 
Caa1. Outlooks is negative.

It is likely to take several years to effecuate the 
turnaround at Mefro.

Moody's

2/27/19 MACOM Summit Partners = S&P lowered its issuer credit rating to B-. Outlook 
is stable.

Leverage is expected to remain elevated for a sustained 
period.

S&P

2/26/19 Outerstuff LLC Blackstone = S&P lowered its issuer credit rating to B-. Outlook 
is negative.

The company has deteriorating liquidity due to its ABL 
revolver maturing in June '19. 

S&P

2/26/19 Sungard AS Bain Capital, 
Blackstone, KKR, 
Silver Lake, TPG, 
Providence Equity 
Partners

= Moody's downgraded its corporate family rating 
to Caa1. Outlook is negative.

Revenue, profitability and cash flow is expected to 
decrease, causing uncertainty to refinance debt. 

Moody's

2/25/19 Nesco Energy Capital 
Partners < S&P Upgraded its issuer credit rating to CCC+. The 

outlook is negative.
Near-term liquidity has improved due to sucessful 
extension of its ABL Facility and a $50 million 
commitment.

S&P

2/22/19 Portillo's 
Holdings LLC

Berkshire Partners < S&P affirmed its issuer credit rating and revised 
the outlook to stable.

Portillo's restaurant operations are strong and it is 
successfully managing its aggressive growth objectives.

S&P

2/20/19 Seitel Inc Centerbridge 
Partners = S&P downgraded its issuer corporate rating to 

CCC-. Creditwatch negative.
The company is not expected to refinance its upcoming 
debt maturity on April 15, 2019. 

S&P

2/19/19 Immucor, Inc TPG Capital = Moody's downgraded its corporate family rating 
to Caa1. Outlook is stable.

The company was unable to improve earnings over the 
last year, though it has recently launched new products.

Moody's

2/19/19 ABB/CON-
CISE

New Mountain 
Capital = Moody's downgraded its corporate family rating 

to Caa1. Outlook is stable.
A suppliers' decision to raise prices as caused 
significant operating underperformance.

Moody's
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