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The Manufacturing and Distribution sector experienced healthy deal flow in Q2 2021, a period in
which deals inched closer to prior years, due to the rebound taking place across most industries
as COVID-19 vaccination efforts gain momentum and business activity picks back up. By the
end of June, deal-making in the Manufacturing and Distribution sector began to look more
like the first half of 2019. We’re not quite there yet, but we’re getting close.
Other factors impacting M&A activity in the sector include conversations around a
national infrastructure bill and the possibility of a capital gains tax hike. While
policymakers continue to debate the size and scope of the infrastructure plan,
it’s likely that whatever its final form, the increased spending in infrastructure
will benefit Manufacturing and Distribution businesses and make them even
more attractive for investors. The capital gains tax discussion is not new but
continues to be on sellers’ minds, as the tax rate could increase to nearly 40%
by early 2022 for individuals earning $1 million or more, driving business
owners to move up their sales timelines.
As B2B and B2C demand continues to rise, the Manufacturing and
Distribution sector has been trying to manage supply chain shortages,
transportation challenges, and labor constraints, among other
changes, and there may be some delay in transactions closing
as these challenges are managed. Additionally, the summer
months could bring some shifts as pent-up demand for travel
and leisure activities drives people to take time off. While Q3
may be slower for transactions to close, we expect a massive
push in Q4 to get deals closed in advance of any capital gains
tax increase.
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Q2 2021 TRENDING NUMBERS
All data gathered from PitchBook Data, Inc., as of July 1, 2021

Capital invested by deal count

While deal count was roughly flat year over year, the
amount of capital invested increased nearly 55%,
suggesting that investors may have been willing to pay
more in a marketplace with additional certainty. Deal count
for Q2 2021 was roughly flat compared with the prior year,
which is somewhat surprising given the country’s progress
since Q2 of 2020, when many investors were in a holding
period due to concern over the impact of COVID-19.
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We’ve almost returned to the capital levels of 2019, when
approximately $153 billion was invested in the first half of
2019 (compared to $147.9 billion in the same period 2021).
With the significant amount of transactions currently being
negotiated and still a strong foreseeable deal pipeline, the
Manufacturing and Distribution sector will likely meet or
beat 2019’s capital investment numbers.
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Q2 2021 top investors: Most active private equity firms based on number of deals
Private Equity Fund
Kohlberg Kravis Roberts (NYS: KKR)
KPS Capital Partners
The Carlyle Group (NAS: CG)
Arsenal Capital Partners
Audax Group
Bain Capital
Platinum Equity
Similar to in Q1 2021, the most active investors in the
Manufacturing and Distribution sector included KKR and
The Carlyle Group, but the group has also diversified, with
KPS Capital Partners and Arsenal Capital Partners closing
transactions in the sector during Q2.

Deal Count
8
6
6
4
4
4
4
These investors focus on industrial investments and
cross-border transactions, the latter of which are growing
as travel returns, overseas investments regain their
popularity, and more family-owned businesses come
to market.

Q2 2021 Top 10 deals

Three of the Top 10 Manufacturing and Distribution deals
in Q2 involved aerospace and defense manufacturers,
signaling a return of acquisition activity in a market
that was largely quiet during the pandemic due to travel
restrictions. The Cubic, Sargent Fletcher, and Abaco Systems
acquisitions could be the frontrunners for a renewed
interest in aerospace and also an increase in defense
and infrastructure spending by the U.S. government.
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Private equity investors may be trying to get out in
front of these trends and buy now, versus waiting until
valuations are driven up by increases in infrastructure
and defense spending.
As the pandemic increased demand for technologydriven operations, we saw more Manufacturing and
Distribution acquisitions focused on technology
companies like FLIR Systems and Boston Dynamics.
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Q2 2021 capital invested by primary M&D sector

As the world began to emerge from the pandemic, investors re-shifted focus to B2B and away from the B2C targets
that were more attractive when people were staying home and working remotely. After dominating Manufacturing
and Distribution deal activity during Q1 2021, the B2C sector stepped back as B2B and healthcare took center stage
during Q2. This was the complete opposite of the prior quarter, and repositions the market back to historical trends.
Other market trends that took hold during Q2 include:
• If an infrastructure spending bill (or bills) goes through,
the amount of capital invested in B2B in Manufacturing
and Distribution is likely to accelerate as products are
needed to support the plan’s priorities, which could
include improvements to roads, rail, and bridges
(i.e., construction), public transit, power, and broadband.
With increased infrastructure spending, we anticipate
further shifts in the Manufacturing and Distribution
deals to B2B transaction opportunities.
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• During Q2, investors in the Manufacturing and
Distribution space were attracted to data-oriented,
technology-enabled organizations. Whether they were in
aerospace and defense, or in more traditional businesses,
these IT- and data-backed organizations were high on
investors’ target lists. This trend will likely continue as
manufacturers infuse more artificial intelligence,
Industrial Internet of Things, machine learning, and
other advanced technologies into their operations.
As that happens, both private equity and strategic
investors may get even more interested in these techenabled B2B companies.
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FOOD MANUFACTURING DEALS
Like we saw in Q1 2021, deal activity in the food sector
continues to focus on healthy eating, including non-GMO
and plant-based products. During Q2 2021, two transactions
highlighting this trend were Inclusion Technology, a
manufacturer of nut alternatives and functional sensory
ingredients, and Motif FoodWorks, which develops ingredients
that can be added to plant-based meat and dairy formulations
to improve the texture of the end product.
Other notable trends taking place in the food manufacturing
sector include:
• Food upcycling gains traction. Among the deals we
looked at was a successful $1 million fundraiser by
Renewal Mill, a company active in the food upcycle
movement. Renewal Mill uses food manufacturing
byproducts to make products such as flours and baking
mixes. During Q2, the company raised $1 million in
venture funding from ICA Fund Good Jobs, Emil Capital
Partners, and other investors. According to an ICA release,
the funds will be used “to further accelerate the B2B
sales of the company’s second ingredient, oat protein
made from the byproduct of oat milk production,
and to grow retail sales of the baking mix line.”
Upcycled foods use ingredients that wouldn’t have
otherwise gone to human consumption, such as
imperfect fruits and vegetables, or spent grains that
were used to brew beer. While still small, the movement
is already gaining traction at the retail level, with
distribution in both local natural food stores and larger
chains like Target, Whole Foods, and Mariano’s. This
early retail traction illustrates the impact of the upcycling
movement and growing consumer passion for all things
that support the circular economy. Other upcycle food
companies include Barnana, The Ugly Company, Pulp
Pantry, Spudsy, and ReGrained.
• Certified “B Corps” are garnering investor attention.
This interest in upcycling and sustainability aligns with
the overall rising interest we’ve seen in environmental,
social, and corporate governance (ESG) issues.
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We’re seeing emerging investor groups now focused
only on investing in socially conscious companies, while
other private equity investors are intentionally adding
ESG-focused entities to their portfolios, such as businesses
known as Certified B Corporations, or “B Corps.”
These B Corps “meet the highest standards of verified
social and environmental performance, public
transparency, and legal accountability to balance profit
and purpose,” according to Bcorporation.net. “B Corps
are accelerating a global culture shift to redefine success
in business and build a more inclusive and sustainable
economy.” Through a third-party certification process,
B Corps are labeled as companies that want to create
positive impact for their employees, communities, and
the environment. This aligns with an overall increased
focused on ESG on the part of food manufacturers,
investors, and consumers.
• More diverse deal-making. We also saw some diversity
in Q2 food deals in the acquisition by Carry Transit, the
food grade transportation division of Heniff Transportation,
of the food grade hauling business of Jasa Transit.
The acquired company provides liquid and dry bulk food
grade transportation services, and transports a range of
products like edible oils, sweeteners, bulk sugar, bulk
flour, lysine, lactic acid, food-grade plastic pellets, and
perlite, per a Heniff release. Carry Transit says in the
release that Jasa Transit’s operations “will become an
important part of [its] bulk food carrier and rail transfer
business.”
As the world continues to reopen and people return
to their routines, we are optimistic that the restaurant
industries will receive a renewed interest from investors
as revenues and earnings rise. We also expect grocery
stores to still see benefits from the past year’s trends,
as some people found enjoyment in cooking and baking
that will have a lasting impact, as well as the return of
social gatherings and entertaining at home.
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MARKET FACTORS IMPACTING THE DEAL SPACE
Companies worked to adapt to the “next normal” on several different fronts during Q2, as business increased and management
is faced with a number of new or rising challenges. Some of the key factors impacting the deal space included:
• Cybersecurity concerns abound. With several high-profile hacking and ransomware attacks making headlines in 2021,
companies are concerned about the security of their networks and data. With tech-enabled businesses in Manufacturing
and Distribution being purchased by or merged with other entities, the focus continues to shift away from more traditional,
analog business models. This, in turn, brings to light new cybersecurity risks for acquirers. Given the current environment,
a merger or acquisition is no longer complete without a thorough examination of the target company’s exposure to
privacy and cyber risk. Uncovering vulnerabilities pre-close can help allocate risk into the purchase price and avoid
post-close surprises.
• Data-driven companies are in demand. Overall, we continue to see investors and strategic acquirers emphasizing data
and analytics capabilities within organizations. This not only drives the need for quality, trusted data, but also helps
accelerate and drive the investment case for organizations, be it in terms of operating efficiencies or simply the
timeliness and capabilities of financial reporting.
In one recent example (outside our PitchBook data group), Rockwell Automation, Inc., announced an agreement to
acquire for $2.22 billion Plex Systems, which offers a “single-instance, multi-tenant SaaS manufacturing platform
operating at scale, including advanced manufacturing execution systems, quality, and supply chain
management capabilities,” according to a Rockwell release.
“This acquisition will accelerate our strategy to bring the Connected Enterprise to life, driving faster time
to value for our customers as they increasingly adopt cloud solutions to improve resilience, agility, and
sustainability in their operations,” Blake Moret, Chairman and CEO of Rockwell Automation, said in the
release. “Combining Plex’s cutting-edge cloud technology with Rockwell’s existing software portfolio
and domain expertise will add customer value and create more ways to win. The acquisition will also
accelerate our software revenue growth and strengthen our annual recurring revenue streams.”
In other examples, companies have seen their market share eroded by disrupters in the commercial space.
• Investors want strong management teams supported by data. Data analytics has become table
stakes in the Manufacturing and Distribution space, where investors want to see companies using
data to run their operations, price their products, procure their goods, and improve profit margins.
Additionally, with the explosion of streaming data from devices and IoT instrumentation in
Manufacturing companies, acquirers are continuing to build scope focus into acquisitions
that presents opportunities for performance enhancement or new ways to engage customers.
When this data is transparent and available, private equity investors know that the
companies they’re investing in are in good hands. These investors are also looking
for strong management teams to stay in place post-sale.
• Labor shortages persist. Labor shortages continued to cause many Manufacturing
and Distribution companies disruption during Q2, and that challenge is likely to
continue in Q3. These issues are impacting company valuations; for instance, with
labor costs rising, some companies may show a lower EBITDA even though their
revenues are on target. The situation may ease with the end of additional
unemployment funding.
• Supply chain disruptions created long lead times. An industry sector that
relies on products being in the right place at the right time, Manufacturing
and Distribution has hit some major stumbling blocks in 2021 as an
increase in business has come amid prior shutdowns and reduced
transportation capacity. Port congestion, ocean container shortages,
and reduced manufacturing capacity overseas created a “perfect
storm” of challenges that persisted throughout Q2. Forecasting
became difficult, but companies with sophisticated data and
analytics capabilities in place were able to react faster to the
disruption and pivot accordingly.
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WHAT’S NEXT
After a possible slowdown in deal activity during the summer, these factors could set the stage for a massive pickup in deals
toward the end of Q3 and into Q4 2021:
A hike in the capital gains tax, which could push more owners to put their Manufacturing and Distribution
businesses up for sale in a rush to get out in front of this development.
Passage of a national infrastructure bill. If it happens, the infrastructure improvements will require much
participation on the part of Manufacturing and Distribution companies in the B2B space.
Rising inflation rates impacting consumer spending. With labor costs increasing, some commodity prices
growing, and gas costs rising, Manufacturing and Distribution companies have little choice but to pass some
of those increases along to their B2B and B2C customers. When those consumers start to feel the pinch, it
could reduce spending levels.
Amid the continuing changes and challenges brought on by these and other factors, there are opportunities for companies
that have the right planning and technology in place. If you’re considering a sale, a purchase, or another investment,
contact a CohnReznick advisor for insights on evaluating where you stand and how to move forward.
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