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Part III examines the factors driving the current
market for mergers and acquisitions within the
gases and welding supply distributor base.

Part II  focuses  on some of the factors driving
private company transaction metrics and looks
at what constitutes a “good multiple.”

Part I defines M&A terminology; highlights
M&A market drivers; and discusses metrics
involving public company transactions.
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W ith so much recent merger and acquisition activity
occurring in our industry and nationally, we thought
we would take the opportunity to share a few

thoughts with the readers of CryoGas International on the
often discussed, but typically misunderstood topic — M&A
metrics — which include, among other things, purchase mul-
tiples. When we discuss this subject with business owners, the
question most often asked is, “What are multiples at these days?” The
answer of course is, “It depends.” But what surprises us most is how
few people ask the logical follow up question, “What does it depend
on?” The purpose of this two-part article will be to address that ques-
tion and to dispel some of the myths regarding what a “good” multi-
ple is for a buyer or a seller.

In Part I, we define some commonly used M&A terminology;
highlight some of the factors that are driving today’s active M&A
market; and discuss some of the factors that drive the M&A metrics
involving public company transactions. In Part II, we will contrast this
by focusing on some of the factors that drive the M&A metrics involv-
ing private company transactions.

THE CURRENT M&A ENVIRONMENT
The current market for mergers and acquisitions is very active,
nationally, internationally, and within the industrial gas industry.
Recently announced transactions involving UIG, Mittler Supply, Lin-
weld, Aeriform, and other large regional distributors seem to have
taken a number of people by surprise … but they shouldn’t have. As
I highlighted in a letter sent to GAWDA members following the 2006
GAWDA Spring Management Conference in Chicago, we at Leaders
LLC, believe that we are nearing a peak in the M&A cycle — a peak
that we expect will not be repeated for many years to come. (For a
copy of this letter, please contact the author.) General economic con-
ditions, particularly in the industrial gas industry, have been solid for
several years. Sellers have solid operating performance (i.e. income
statements) to sell, and buyers have strong balance sheets with which
to make acquisitions. Interest rates are still relatively low and capital

is readily available. The current tax environment is favorable
for sellers, and it’s anyone’s guess what the future holds with
respect to capital gain and dividend tax rates. In our opinion,
those owners that have recognized this, and timed their exit
from the business based on market conditions, rather than
personal conditions, have made wise decisions.

Of particular interest is the recent entrance of several new
private equity players into the industry with the announced acquisition
of Valley National Gases by Caxton-Iseman, and a major investment
in Acme Cryogenics by Gladstone Investments. We believe this trend
will continue as more private equity players come to understand some
of the attractive characteristics of the industry. This relatively new
dynamic should continue to favorably push the metrics for those com-
panies that are large enough or unique enough to attract private equity
buyers, and who have access to the private equity markets.

DEFINITIONS
Before we talk too much about what drives the metrics, let’s first
define a few of the terms most commonly used when discussing the
metrics of M&A.

• Revenue — While this may seem like an obvious metric that
everyone would agree on, many companies in our industry gen-
erate revenue from sources that are not related to the operations
of the business, and thus should not be considered when defin-
ing revenue for transactional purposes. For example, proceeds
from the sale of assets, loss of cylinder use, real estate income,
and other non-operating revenue should be excluded when 
calculating revenue-based metrics.

• EBIT — Earnings Before Interest and Taxes is often used as a
proxy for Operating Income. However, this metric can be mis-
leading when comparing public companies to private compa-
nies, or even when comparing private C-Corporations to private
S-Corporations. Most privately held businesses are operated in
such a way as to minimize the overall tax consequences to the
shareholders. Particularly for owners of C-Corporations that 
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Acquirer Seller Business Date Price Sales EBITDA Sales EBITDA
Air Liquide Linde Minority Interest in JAG December 21, 2006 738 1.4 9.5 523 78 

Airgas Linde 8 US LOX/LIN/LAR Plants November 27, 2006 495 2.9 8.1 169 61 

Linde BOC Whole Company January 24, 2006 13,700 1.6 10.1 8,519 1,359 

Praxair Air Liquide Messer German Assets October 7, 2004 596 2.7 7.9 217 75 

Taiyo Nippon Sanso Air Liquide Messer U.S. Assets September 6, 2004 155 1.8 8.6 84 18 

Praxair Home Care Supply Homecare June 10, 2004 245 1.4 5.8 169 42 

Airgas BOC U.S. Packaged Gases April 2, 2004 200 0.8 6.3 240 32 

Air Liquide Messer Most of Messer January 20, 2004 3,216 2.6 10.1 1,248 318 

Air Products AHS Homecare October 1, 2002 165 1.5 5.5 110 30 

Airgas Air Products U.S. Packaged Gases January 3, 2002 236 1.1 6.1 223 39 

Linde AGA Whole Company May 9, 2000 4,680 2.5 10.9 1,872 429 

Multiples LTM Results

Table 1 (provided by Mark Gulley, principal of Soleil Securities/Gulley & Associates LLC) 
illustrates some of the commonly reported metrics for several public company transactions that have occurred in the industrial gas industry in the past several years.



are subject to double taxation, this often results in the owner
taking an “above market” salary and benefits. Compounding
this problem in the past several years have been tax rules allow-
ing accelerated depreciation of fixed assets, which have lowered
the EBIT of many businesses based simply on an accounting
change. Without adjusting for these expenses, any metric based
on the EBIT of a private company may not be very meaningful.

• EBITDA — Earnings Before Interest, Taxes, Depreciation and
Amortization is often used as a proxy for Cash Flow. For the
same reasons noted above, analysis of this metric without con-
sidering the tax objectives of the company’s owners is often
misleading at best.

• Adjusted EBITDA — For transactions involving private compa-
nies, this metric is often the most meaningful indicator of the
value of the business, but only if it is developed in a meaningful
way. The litmus test for making so-called “owner-related” adjust-
ments should be whether or not the expense will truly go away
after a transaction is completed. The difficulty in tracking this
metric, however, is that it is not widely reported, and thus any
metrics based on Adjusted EBITDA are difficult to ascertain.

• Post-Synergy Adjusted EBITDA — From the buyer’s perspec-
tive, this metric is probably the most important in considering
any transaction. After all, it is how the business is expected to
perform in the future that is most important to the buyer, not
how it performed in the past. While most buyers will realize
some level of synergy from any transaction, the perceived risk
in achieving the synergies may dictate whether or not they are
willing to pay for those synergies.

PUBLIC COMPANY TRANSACTIONS
Table 1 (provided by Mark Gulley of Gulley & Associates LLC) illus-
trates some of the commonly reported metrics for several public com-
pany transactions that have occurred in the industrial gas industry in
the past several years.

To understand what drives these metrics, you need not look much
further than the statistics that are most commonly used as indicators
of the value of a public company’s stock, namely the price to earn-
ings ratio or price to cash flow ratio (EBITDA multiple). For acqui-
sitions to make sense for these companies that are subject to the
scrutiny of Wall Street analysts and outside shareholders, an acquisi-
tion almost certainly must be accretive to earnings and cash flow. A
review of the ratios as reported in Fred Siemer’s Wall Street Views
(See “Wall Street Views,” CryoGas International, December 2006)
shows a relatively consistent Price/Cash Flow ratio in the 9.5 to 11
range. A review of the statistics reported in Table 1 shows an
EBITDA multiple range that is quite similar.

While readily available and widely reported, even these statistics
can be misleading if taken at face value. When commenting on acqui-
sitions in its annual reports and quarterly filings, Airgas states, “The
Company negotiated the respective purchase prices of the businesses
based on the expected cash flows to be derived from their operations
after integration into the Company’s existing distribution network” in
other words, Post-Synergy Adjusted EBITDA. What you don’t see in
any of these reports, however, is what that Post-Synergy Adjusted
EBITDA figure is expected to be.

Compounding this difficulty in establishing meaningful metrics
for public companies is that the financial period upon which the met-
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rics are being calculated is not always clearly defined, and may
depend on the person reporting the numbers. Take for example, the
recently announced planned acquisition of the eight Linde air sepa-
ration units by Airgas that is expected to close this quarter. The first
figures reported in the press releases announcing the transaction were
as follows:

Looking a little deeper into the numbers, however, shows that rev-
enue through nine months of the then current fiscal year was up 10 per-
cent. Assuming a constant EBITDA margin of 35.7 percent suggests an
EBITDA of close to $61M for 2006, which would result in an
EBITDA multiple of 8.2. Rolling these growth figures forward another
year (i.e. the first year under Airgas’ ownership) drives the multiple
down to 7.4. Furthermore, what you do not see reported anywhere, is
the anticipated Post-Synergy EBITDA, which will surely drive that
multiple even lower. So, when someone asks what multiple Airgas has
agreed to pay for these assets, the answer of course is, “It Depends!”

PUBLIC COMPANY VS. PRIVATE COMPANY METRICS
When you realize how difficult it is to make sense out of the publicly
available transaction information, consider how much more difficult it
is to make sense out of the transaction metrics involving private com-
panies. Much of what you hear regarding private company transac-
tions comes through the rumor mill. Someone at a cocktail party

whispers, “Did you hear that Charlie got an 8 times multiple for his
business?”, while on the other side of the room someone else is whis-
pering, “We just bought Charlie’s company at a 5 times multiple.”
What is rarely disclosed or discussed by either party is what that mul-
tiple was applied to. Was it EBIT, EBITDA, Adjusted EBITDA, pre-
synergy, post-synergy, last year’s EBITDA, this year’s EBITDA, etc.,
etc. The truth is that the multiple being “reported” is probably the one
that reflects best on the person who is “reporting it.”

We will continue this discussion of the Metrics of M&A in Part II.
In that article we will focus on the factors that we see driving private
company transaction metrics and why the determination of what con-
stitutes a “good” multiple is ultimately in the eyes of the beholder. ❑

Brian Deveaux is a founder and Managing Director of Leaders
LLC, www.Leaders-LLC.com, a mergers and acquisitions advisory
firm, which advises industrial gas and cryogenic equipment compa-
nies around the world. He can be reached at +1-207-773-2200 or
BDeveaux@Leaders-LLC.com.
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I n Part I of The Metrics of Mergers & Acquisitions series
(see CGI March 2007) I defined some commonly used
mergers and acquisitions (M&A) terminology; high-

lighted some of the factors that are driving today’s active
M&A market; and discussed some of the factors that drive
the M&A metrics involving public company transactions. In
Part II, I focus on some of the factors that we see driving pri-
vate company transaction metrics, and illustrate why the determina-
tion of what constitutes a good multiple is ultimately in the eyes of
the “beholder” (i.e. buyer or seller). In the final installment of this
series, I will drill down further into some of the specific factors we
see affecting the current market for mergers and acquisitions within
the gases and welding distributor base.

PRIVATE COMPANY TRANSACTIONS
As highlighted in Part I, even with the readily available “transparent”
information regarding public company transactions, it is often difficult
to understand or draw any meaningful conclusions from the metrics of
these transactions. When you factor in the limited availability of, and
non-transparent nature of private company financial statements and
transaction information, it becomes that much more difficult to make
sense out of the metrics involving private company transactions.
While most of the fundamental drivers of public company transac-
tions apply to private company transactions, there are several other
factors that play a more important role in private company transac-
tions. A few of the key factors are discussed below:

TAXES,TAXES,TAXES
At the end of the day, what should matter most to an owner selling a busi-
ness is the after-tax proceeds that are generated by the transaction and

this does not always equate to the highest price. The structure
and terms of the transaction can have a major impact on the total
amount of taxes that must be paid. Unlike most public company
transactions, which typically involve the purchase of the com-
pany’s stock, private company transactions are often structured as
a purchase of assets. Depending upon the legal structure of the
business being acquired (C-Corporation, S-Corporation, Limited

Liability Company, etc.), the nature of the assets being acquired (work-
ing capital assets, fixed assets, goodwill), and the value of the assets in
relation to their tax basis, the tax consequences to both seller and buyer
can vary dramatically based on the specific terms of the transaction.

For example, Figure 1 compares the estimated after-tax proceeds of
two private company sale transactions involving similar C-Corpora-
tions. The two companies have the same financials statements (shown
in the left hand column) and are sold at the same purchase price, but
with one being completed as a purchase of assets and the other as a
purchase of stock.

As you can see, the after-tax proceeds to the shareholders in the two
scenarios are dramatically different. In scenario B, since the assets are
being acquired from a C-Corporation, the Corporation must pay taxes
on the amount of taxable gain that is generated by the sale of these
assets. The amount of the taxable gain is based on the difference
between the purchase price paid for the assets and the tax basis of those
assets. Since the full amount of the gain is taxed as ordinary income to
the Corporation, the combined state and federal income tax rate can be
as much as 40 percent or higher (depending upon the state in which the
tax is to be paid). Furthermore, to get the remaining cash out of the cor-
poration and into the hands of the shareholders, a dividend must be
paid, which triggers an additional tax at the shareholder level (as much
as 20 percent or more).
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COMPARISON OF STOCK SALE WITH ASSET SALE
For a Company with Revenues for $6 million and Assets of 2.5 million

Figure 1 Source: Leaders LLC



Contrast this with Scenario A, where the stock of the Corporation
is purchased directly from the shareholders. In this case, there is only
one layer of tax, and the full amount of the taxable gain is typically
taxed at capital gain rates. As you can see, the difference in after-tax
proceeds can be quite significant. 

While this may seem like an extreme example, consider the fact
that surveys of GAWDA distributor members routinely show that
close to 50 percent are C-Corporations, and we all know that market
value of cylinder assets in relation to their depreciated book value is
significantly higher. Considering these two factors, it’s not such an
extreme example after all.

Taking this example a step further, we calculated the equivalent
price that a buyer would have to pay for the assets, to generate the
same after-tax proceeds as would be generated by the $5,000,000
stock purchase in Scenario A. This Analysis is shown in Figure 2. 

Alternatively, Figure 3 illustrates the equivalent price that a buyer
would have to pay for the stock of the Corporation to generate the
same after-tax proceeds as would be generated in the $5,000,000 asset
purchase in Scenario B. As you can see, the metrics (in this case,
EBITDA and Revenue purchase multiples) of each of these transac-
tions look quite different, yet they can be traced back to companies
with identical financial statements.

Your proposed solution to this might simply be, “I’ll just sell my
stock then!” Unfortunately, it’s not quite that simple. From a buyer’s
perspective, there are typically two primary objections to acquiring
the stock of a privately held company - one financial and one legal. 

The financial impact of buying stock versus assets is that the buyer
does not get to increase (Step Up) the tax basis in the assets from the
current tax basis to the current fair market value. This means that the
amount of future depreciation they can take against these depreciable
assets is limited to the current tax basis and thus the buyer’s taxable
income in future years will be higher. Using our example, let’s assume

that the fair market value of the fixed assets was $3,000,000 (com-
pared to a current basis of $1,000,000). By foregoing this $2,000,000
of future depreciation, the financial impact to the buyer could be as
much as $800,000 ($2,000,000 @40 percent combined tax rate).
While there are other factors that mitigate this (the $2,000,000 would
ultimately be allocated to goodwill and would be amortized over 15
years, as opposed to being depreciated over 5 to 7 years) it illustrates
the financial conflict between buyer and seller when deciding on a
purchase of stock versus a purchase of assets.

The legal objection that buyers often have to buying stock relates
to the fact that they are, in essence, “stepping into the shoes” of all the
prior owner(s) of that stock, and the potential liabilities thereof. While
this can also be mitigated somewhat through representations, war-
ranties and indemnities, it nonetheless creates an additional potential
conflict between buyer and seller.

FAMILY MATTERS
Another factor that often impacts the metrics of private company
transactions is family related matters. It is not uncommon in second
and third generation businesses for there to be several generations
involved in the business simultaneously. In many cases, the mem-
bers of the younger generation are not ready to take over manage-
ment of the business and do not own any of the company. The way
this sometimes manifests itself in the transaction metrics is that the
senior generation owners agree to a lower purchase price for their
shares, in exchange for employment or consulting agreements for
the younger generation that are above “market rates” for the serv-
ices that they will actually render. Since the value of these employ-
ment contracts is not considered part of the purchase price, the
metrics of these transactions might not look as good as other com-
parable transactions, but they meet the goals of the sellers (and the
seller’s families).
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SCENARIO A — SALE OF STOCK FOR $5 MILLION
Compares with Sale of Assets for $7.1 Million

For Same After Tax Proceeds of $3 Million

Figure 3 Source: Leaders LLC

SCENARIO B — SALE OF ASSETS FOR $5 MILLION
Compares with Sale of Stock for $4.25 Million

For Same After Tax Proceeds of $2 Million



SO WHAT DO THE M&A METRICS INVOLVING 
PRIVATE COMPANY TRANSACTIONS TELL US?
Without knowing all the details … not much! Even if we knew the
actual metrics of all private company transactions, it would still be dif-
ficult to draw any conclusions about what a “good” multiple is for any
business. The reality is that much of what we do hear regarding pri-
vate company transactions is by word of mouth, and depending upon
whose mouth it is coming from, the reported metrics for a single trans-
action can be dramatically different.

For Example #1 — Assume you are a business owner whose
privately owned S-Corporation is generating $3.5M in Adjusted
EBITDA on $10M in sales. You have an asset base that is arguably
worth as much as $12M dollars, and your future is projected to be
strong. Would you, as the owner of this business, sell it for 5 times
Adjusted EBITDA? In today’s market, most people would say,
“No Way”.

What you would not know, however, based solely on this metric,
is that this purchase price was for the
stock of the Company - a company whose
assets were heavily depreciated, and
would have triggered a significant tax lia-
bility had the assets been sold by the com-
pany. In this case, a purchase price for the
stock of the company based on 5 times
Adjusted EBITDA, generated higher
after-tax proceeds for the owner than 7
times Adjusted EBITDA would have in
an asset purchase. So, was a 5 times mul-
tiple a “good” one for the owner of this
business? I’d say yes. Having said that, if
the buyer and seller of this business were
at the same cocktail party on opposite
sides of the room, you would likely hear
one of them say, “We just bought Char-
lie’s company for 5 times EBITDA, what
a deal”, while on the other side of the
room, Charlie would be bragging, “I got
more than 7 times EBITDA for my business”. Who’s right? Who
cares! It worked for both buyer and seller.

For Example #2 —Would you, as an owner seeking to grow
through acquisitions, buy a company for 10 times its historic
Adjusted EBITDA? Again, your initial reaction would probably
be, “No Way”. But without knowing the synergistic savings that
would be generated by the acquisition, the honest answer should
be, “I might”. 

As a general matter, distribution related businesses lend them-
selves to high-synergy transactions. I would argue that the synergy
potential for gases and welding distributors can be even higher.
While we use the term “distributor” to describe many of the compa-
nies operating within the industry, the reality is that most of these
companies, in addition to running a distribution business, also oper-
ate production facilities, retail branches, and have field service oper-
ations. As such, the opportunity to gain synergies from acquisitions
comes not only through distribution efficiencies, but also from pro-
duction efficiencies, service efficiencies, and through consolidation
of previously competitive retail locations. In many cases, these com-
bined synergies can drive what looks like a high pre-synergy multi-

ple of 10 (or more), down to a post-synergy multiple that is much
more reasonable and generates an appropriate return on investment
for the buyer.

For Example #3 — Would you, as a seller, expect that a financial
buyer (i.e. one that has no synergy) would pay 9 times EBITDA for
your business? Most sellers would think not, and would likely
exclude financial buyers from their prospective buyer pool. This
would be a mistake. For businesses that are growing and are poised
to capture an increased market share if they have the capital to grow,
financial buyers will often pay aggressive multiples, especially if the
existing owners have a desire to stay involved. In this case, the busi-
ness was increasing its Revenue and EBITDA by about 35 percent
annually, so what looked like a 9+ multiple of the prior year’s histor-
ical EBITDA, translated into a 6 times multiple for the following
year’s projected EBITDA. 

This may lead you to question why the seller of this business
would accept a 6 times multiple given that the business was grow-

ing so rapidly. As we all know, the factor
that most often limits the ability of com-
panies to grow in our industry is access
to capital. Whether it is working capital
to fund inventory or accounts receivable,
or capital to purchase the assets neces-
sary to support growth such as cylinders
and vehicles, access to capital at critical
stages in a company’s development can
often significantly impact its future. The
owners of this business recognized that
they were at such a point in their com-
pany’s history. By completing a transac-
tion with a well capitalized financial
buyer, they not only secured the capital
needed to continue to fuel the growth of
the business, but also “took a few chips
off the table” by cashing out some of
their equity, while retaining an economic
interest in the future of the company

through an ongoing ownership stake in the company.
Individually, the metrics of each of these transactions are quite

varied. Collectively these (and other transactions) would generate
averages or medians that some people would argue are indicative of
the metrics of private M&A transactions. I’d argue that to the owner
of any particular business, they don’t mean a thing. Each company,
each family, each circumstance, and therefore each transaction is dif-
ferent. What matters most to each business owner is the metrics of
their transaction, not the average of all others.

In the final installment of this series, I will drill down into some of
the specific factors that we see affecting the current market for merg-
ers and acquisitions within the gases and welding distributor base, and
how these factors affect the metrics of transactions in this segment of
the industry.

Brian Deveaux is a founder and Managing Director of Leaders
LLC, www.Leaders-LLC.com, a mergers and acquisitions advisory
firm, which advises industrial gas and cryogenic equipment compa-
nies around the world. He can be reached at +1-207-773-2200 or
BDeveaux@Leaders-LLC.com.
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P art I of this three-part series addressing the Metrics of
Mergers & Acquisitions (see CGI March 2007),
defines some commonly used M&A terminology;

highlights some of the factors that are driving today’s active
M&A market; and discusses some of the factors that drive the
M&A metrics involving public company transactions. Part II,
focuses on some of the additional factors that influence private
company transaction metrics and illustrates why the determination of
a good purchase multiple is ultimately in the eyes of the beholder (see
CGI May 2007). This final installment of the series drills down fur-
ther into some of the specific factors we see driving the current mar-
ket for mergers and acquisitions within the gases and welding supply
distributor base.

THE DRIVING FACTORS
When asked about the factors that drive M&A activity in general
and within a particular industry, I typically group them into three
categories: Supply Side Factors; Demand Side Factors; and Mar-
ket Factors.

Supply Side Factors — There are many factors that drive the
“Supply” of businesses that are “for sale” or that would consider
selling at any given point in time. Among the most common drivers
of Supply are:
• Demographics — As the economies of countries develop, new indus-

tries are often born and many new businesses are formed within these
industries at the same time. Therefore, as the industries continue to
evolve, succession from one generation to the 
next often occurs in waves, and the statistics indicate that with each
successive generation, a sale outside the family becomes more likely.

• Industry Trends — Within every industry, trends occur over time
that either promote or suppress consolidation. For example,
industries that are subject to increased regulatory scrutiny often
find themselves in periods of increased consolidation. For the
small business owner operating in these industries, the minimum
costs of “opening the doors” each day continue to escalate, often
to the point where it is simply not economical to continue to run
the business at its present size. That owner is faced with the
dilemma of GROWING, SELLING or DYING.

• Tax Conditions —  As I mentioned in Part II of this series, what
should matter most to a business owner selling his or her company
is the after-tax proceeds that are generated by the transaction, not the
purchase price. Therefore, expectations regarding anticipated tax
changes can play a role in the timing of the sale of a business.

Demand Side Factors — In order for there to be a market for
mergers and acquisitions, there must be buyers as well as sellers in
the marketplace (i.e. Supply and Demand). There are many factors
that drive the number of prospective buyers in the market at any
given point in time. Among the most common drivers of Demand are:

• Industry Trends — As mentioned above, trends occur within
every industry that either promote or suppress consolidation.
For example, technology is one trend that can drive the
demand for acquisitions within any industry. As companies
make major investments in new technologies, the payback 
on these investments can be accelerated if the technology 
can be implemented across a broader revenue base.

• Shareholder/Investor Pressures — Whether for the right reasons or
not, pressure from shareholders and investors often drives the
demand for acquisitions. This is especially true when the market
conditions for M&A are strong (see below). Strong market 
conditions can create a frenzied mentality of needing to “keep 
up with the Joneses” in making acquisitions.

• New Players Entering a Market — As industries mature and 
economic cycles change, new categories of buyers often enter 
into the M&A equation within particular industries. For example,
many “old economy” industries that were considered too mundane
for most private equity investors in the technology days of the 1990s
are now looked upon quite favorably by many investors, given their
typically strong recurring revenue models and asset intensive nature.

Market Factors — Within every economic and political cycle, there
are general market factors that influence M&A activity on both the
Supply Side and the Demand Side. Among the most influential fac-
tors in this area are:
• General Economic Conditions — The strength of the general econ-

omy, and certainly within an industry sector, can play a significant
role in the pace of mergers and acquisitions. On the Supply Side,
most sellers know that they should sell when times are good, as this
typically means that revenue and cash flow are at their peak. On the
Demand Side, strong economic times usually mean that companies
build up cash on their balance sheets, cash that can be used to fund
acquisitions as a means of growth.

• Capital Markets — The term Leveraged Buy-Out (LBO) first
gained notoriety in the 1980s when the “corporate raiders” of the
day were seen by many as villains. What that era highlighted for
many investors, however, was the power that leverage (i.e. the abil-
ity to fund a large portion of an acquisition with borrowed money)
can have in improving the return on equity invested in an acquisition.
When lenders are willing to provide a significant amount of the
funds needed for an acquisition, the amount of equity required to
complete the acquisition is reduced, the risk to the equity sponsor is
lower, and the return on equity is typically increased. This so-called
“leverage effect” can increase the number of potential bidders for
any target, and can also have the effect of driving up valuations. This
is especially true when capital is both readily available, and relatively
“cheap” (i.e. interest rates are good).

THE DRIVING FACTORS FOR GAWDA DISTRIBUTORS
Given that so many of the readers of CryoGas International are
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owners or managers of gases and welding supply distribution busi-
nesses, we thought we would use this final installment of the series
to address this market segment in anticipation of my presentation at
the GAWDA Annual Convention in San Francisco in September. As
we continue to build our M&A experience and knowledge in the
industrial, medical and specialty gas distributor market, we see a
number of common factors that are driving M&A activity within
this particular market segment. 

Supply Side Factors — On the supply side, the most common
driving factors are:
• Demographics — Like many industries that flourished in the decade

following World War II, the industrial gas and
welding supply industry has a “boom” of sec-
ond generation owners that currently are, or
soon will be, considering their succession
plans. With this generation of owners, who
generally had children later in life, but are con-
sidering succession earlier than their predeces-
sors, the next generation is simply not ready, or
not interested in taking on the burden of own-
ership. As such, a sale to a third party often
becomes the most viable option for succession.

• Industry Trends — There are a number of
trends occurring in the industry that are chal-
lenging the economic viability of the small and medium sized inde-
pendent distributor. Among the more pressing factors in today’s
environment are:

• Product Supply and Pricing — Availability and pricing of prod-
uct is becoming an increasingly difficult challenge for not only
the small distributor but for all distributors. Shortages of helium,
argon, and nitrogen (in some markets) are creating significant
challenges for many distributors, and when product is available,
increasing prices are eroding margins on this traditionally attrac-
tive part of the business.

• Rising Insurance and Energy Costs — It seems that insurance
costs have been rising faster than inflation for decades and it does
not appear this will change any time soon. Class action litigation,
health insurance, worker’s compensation, and natural disasters
seem to be impacting the gases and welding supply industry as
much, if not more than many other industries. In addition, as an
industry that is heavily dependent on energy for production and
distribution of its products, rapid increases in energy costs are
also taking a toll on margins.

• Increasing Capital Requirements — The capital intensive nature
of the industry, which has traditionally been seen as one of the pos-
itive attributes of the industry, is becoming more of a challenge for
many independent distributors. The cost of cylinders and bulk
tanks has increased significantly in the past several years as steel
prices have skyrocketed. While it can be argued that this increases
the value of the existing asset base, it also requires more cash to
continue to “feed the monster” — cash that is becoming increas-
ingly scarce due to the cost pressures noted above. In addition,
trends such as the migration toward microbulk systems are requir-
ing significantly larger one-time capital investments to remain
competitive.

• Increased Regulatory Requirements — As we learn at each

GAWDA SMC and Annual Convention, the FDA and DOT,
among others, continue to increase the regulatory requirements
for operating within the industry. The systems and procedures
necessary to comply with these requirements add additional com-
plexity to operating a business - complexity that is often too much
for small businesses to absorb.

• Tax Conditions — As highlighted in Part II of this series, the tim-
ing and structure of a transaction can have a significant impact on
the after-tax proceeds that are realized by the selling shareholders.
For example, the reduction in the dividend tax rate passed in 2003
has had a significant impact on the after-tax proceeds for some sell-

ers that sold their businesses after passage of
that bill. Using Scenario B from Part II as an
example, the reduction in dividend tax rate
from as high as 38.6 percent at the federal
level to the current rate of 15 percent, meant
an additional $590,000 in after-tax proceeds
to the shareholders in Scenario B (more than
a 40 percent increase). With so many
GAWDA members still being C-Corpora-
tions, and so many transactions being done as
asset purchases (as opposed to stock pur-
chases), this is a very real factor for our indus-
try. While it’s anyone’s guess what will

happen with taxes in the coming years, it seems clear that the over-
all tax situation will get worse, before it gets better.

Demand Side Factors — The number of buyers actively seeking
acquisitions in the industrial gas distributor market has increased dra-
matically in the past several years. This is the result of several factors:
• Industry Trends — As noted above, certain trends within the indus-

trial gas and welding supply industry are pushing consolidation in
the industry. On the demand side of the equation, significant invest-
ments being made in capital assets are driving the need for those
assets to be fully utilized. For example, in addition to Microbulk Sys-
tems, significant investments are being made in automated cylinder
fill plants, specialty gas labs, palletized production/distribution sys-
tems, and other “big ticket” items that often require substantial vol-
ume to support the investment. The fastest way to add substantial
volume in a particular region is through an acquisition.

• Shareholder/Investor Pressures — The pressure for CEO’s to con-
tinuously grow the top and bottom lines of the businesses they run is
immense, especially for companies with some amount of public
ownership. One of the fastest ways to grow, certainly on the top line,
is through acquisitions. In times of increased M&A activity, this can
create strong competition for high quality businesses. This is clearly
one of the factors driving the recent activity within the industry.

• New Players Entering a Market — In the not too distant past, the
presence of private equity investors in the industrial gas and cryo-
genic equipment industries was not something that was broadly
seen. While the returns on equity in the industry have always been
respectable, they simply were not high enough when compared to
the seemingly endless opportunities in the technology sector. That
thinking has changed. As evidenced by significant investments
recently made in the industry by the likes of Gladstone Investments,
Caxton-Iseman, First Reserve, PNC Equity, RAF Industries, and
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other well respected private equity investors, the asset intensive
nature of the industry, its relative immunity to being outsourced, and
its potential for growth by acquisition, have made it a market of
interest for many private equity investors. For companies that are
large enough or unique enough, and who have access to private
equity buyers, it can add a whole new dimension to the demand side
of the M&A equation.

Market Factors — Like most industries, the general market condi-
tions for mergers and acquisitions influence activity within the gases
and welding distribution industry. The factors impacting the industry
most today are:
• General Economic Conditions — It is generally agreed that the past

several years have been good ones for the average distributor. 2006
was a year of solid growth for most companies and, according to 
the 2007 Business Forecast by Gases And Welding Today (Winter
2007), 2007 should see continued growth. As noted above, strong eco-
nomic conditions typically increase both the Supply and Demand for
acquisitions, and this is certainly true within our industry.

• Capital Markets — Liquidity in the capital markets is very high and
we are beginning to see an increased interest on the part of more tra-
ditional lenders to put money to work in the industry. They are
finally coming to understand what business owners in the industry
have known for decades — there is a lot of security in cylinder and
tank assets that do not depreciate much over time. This increased
availability of debt (at relatively attractive interest rates) allows more
companies to be competitive in the acquisition arena and thus is
driving up demand for quality acquisition opportunities.

CONCLUSION
So what does all this mean for the average GAWDA distributor? Well,
to use an already overused phrase, we appear to be in the “Perfect
Storm” of mergers and acquisitions. Conditions on the Supply Side,
Demand Side, and in the Market are all perfectly aligned to create a
period of intense M&A activity in the industry. 

Whether or not you think consolidation in the industry is a good
thing is up to you. But it is a reality that each business owner must face
up to, and understand the way in which it affects your business and its
value.

Brian Deveaux, founder and Managing Director of Leaders LLC,
www.Leaders-LLC.com, a mergers and acquisitions advisory firm,
advises industrial gas and cryogenic equipment companies around
the world. He can be reached at +1-207-773-2200 or
BDeveaux@Leaders-LLC.com. ❑
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