
NO DAMPENING IN APPETITE TO TRANSACT, ESPECIALLY FOR PE
The M&A market remains on course for another year of strong deal making with a further 619 transactions completed in Q3. 

The PE market is particularly healthy, with 305 PE 
deals recorded so far in 2018. Full year volumes 
of PE deals are expected to be well ahead of 2017, 
which saw 334 deals complete. In spite of the 
economic and political uncertainties arising from 
Brexit negotiations, the M&A market remained 
settled and strongly committed to completing 
transactions. 

Our latest analysis reveals that the Private 
Company Price Index (PCPI), which tracks the 
multiples paid in trade deals, has seen gentle 
fluctuations between 10.0x and 10.7x since the 
beginning of 2018, and remains in line in Q3 with a 
multiple of 10.0x. 

Volumes are resilient and are in fact up by 7% 
compared with Q3 2017. Valuations are holding 
firm, with double-digit EV/EBITDA multiples 
continuing in Q3 2018. 

The second quarter of 2018 was notable for an 
uptick in valuations. In the third quarter of 2018, 
the PCPI returned to the levels seen over recent 
quarters. The Private Equity Price Index (PEPI), 
which tracks the multiples paid by private equity 
buyers, has seen average valuations fluctuating a 
little more, but continued to reflect the long-term 
trajectory of attractive valuations in Q3. 

Have we hit the top of the market? No-one knows 
for certain, but we see no slowing in the market 
with a robust profile of ongoing M&A activity 
and significant levels of corporate and PE capital 
seeking the right transaction.

If you would like to know more about 
how to value or understand M&A market 
dynamics for your company, please 
contact a BDO representative (overleaf)

Source: MarketIQ, mergermarket, Fame and BDO research
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MAKING THE MOST 
OF THE PCPI / PEPI
The PCPI incorporates Enterprise Value to 
EBITDA multiples as the method of valuation, 
replacing the previously used Price to Earnings 
ratio. These changes have been made to 
incorporate the level of debt in deals and to 
use a less subjective measure of profitability. 
Historical data has been incorporated to ensure 
comparability and to identify trends.

The PCPI/PEPI tracks the relationship between 
the Enterprise Value (EV) to Earnings Before 
Interest Tax Depreciation and Amortisation 
(EBITDA) multiple (EV/EBITDA) paid by trade 
and private equity buyers when purchasing UK 
private companies.

The private company EV/EBITDA is calculated 
from publicly available financial information 
on deals that complete in the quarter. At 
present, the Private Company Price Index (PCPI) 
indicates that, on average, private companies 
are being sold to trade buyers for 10.0x historic 
EBITDA. The PEPI indicates that, on average, 
private companies are being sold to private 
equity buyers for 12.0x historic EBITDA.

As private companies are generally 
owner‑managed, reported or disclosed profits 
tend to be suppressed by various expenses 
that may be non-recurring under a new owner. 
This will have been factored into the price the 
purchaser paid, but may not be reflected in the 
profits declared to the public.

The effect of this is that the EV/EBITDA paid 
as calculated from the publicly available 
information may be overstated. The PCPI/PEPI 
is calculated as the arithmetic mean of EV/
EBITDA for deals where sufficient information 
has been disclosed. Over the four years to end 
of Q3 2018, the included deals for the PCPI 
have had an average Enterprise Value of £16m. 
The included deals for the PEPI have an average 
Enterprise Value of £40m.

The PCPI/PEPI is an average measure and a 
guide, not an absolute measure of value, as 
there are many other factors that can have an 
impact on value.
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This publication has been carefully prepared, but it has been written in general terms and should be seen 
as containing broad statements only. This publication should not be used or relied upon to cover specific 
situations and you should not act, or refrain from acting, upon the information contained in this publication 
without obtaining specific professional advice. Please contact BDO LLP to discuss these matters in the context 
of your particular circumstances. BDO LLP, its partners, employees and agents do not accept or assume any 
responsibility or duty of care in respect of any use of or reliance on this publication, and will deny any liability for 
any loss arising from any action taken or not taken or decision made by anyone in reliance on this publication or 
any part of it. Any use of this publication or reliance on it for any purpose or in any context is therefore at your 
own risk, without any right of recourse against BDO LLP or any of its partners, employees or agents.
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