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“As the economy slows down, 
how should business owners 

considering an exit operate in the 
current market? They should focus 
on core strategies, empower key 

people, and run lean and agile 
to maintain growth and become 

strongly positioned to benefit when 
economic expansion returns.”

Tony Richardson
Managing Director
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NW Market Overview

The third quarter of 2022 saw a moderate decline in 
Northwest middle market M&A activity. Deal activity in 
the first three quarters of 2022 was down a little more 
than 12% from the first three quarters of 2021. A total of 
172 middle market transactions were reported in Q3 for 
the Northwest, with a median deal size of $40M. 

This decrease in activity was expected due to the 
challenges presented by the current macroeconomic 
environment. Post-pandemic growth is faltering, and 
September’s CPI report shows increasingly high inflation. 
In line with its monetary tightening policy, the Federal 
Reserve expects to lift interest rates further, which 
traditionally slows deal activity. We have seen the 
M&A markets softening as the year has progressed. 
However, acquirers remain active, and private equity 
stays consistently strong as an alternative investment. In 
Alexander Hutton’s current active deals, both strategic 
and financial buyers are highly engaged and interested, 
and multiples remain high for companies in desirable 
industries.

With a recession looming, it will be important to closely 
observe lending capacity and appetite, cost of capital, 
buyer’s access to equity capital, and the supply and 
demand for deals. As the economy slows, lending 
capacity could be hampered as banks adopt a more 

conservative approach. Buyer’s access to equity capital 
is typically resilient to recessions, but the demand for 
deals could be impacted if uncertainty influences buyers 
or sellers. However, it is important to understand that 
the mild nature of the anticipated slowdown should dull 
uncertainty within the market. 

Alexander Hutton has observed consistent deal activity in 
the middle market during previous economic downturns 
and predicts a similar outcome with current trends. 
Private equity funds hold record amounts of dry powder 
and are continuing to invest in successful, private 
companies. Due to cash-heavy balance sheets from the 
recent economic boom, strategic buyers are similarly 
looking to acquire. Businesses that perform well and apply 
recession-resistant practices can expect an ample appetite 
and strong multiples in the market.

Managing Director Scott Hardman commented, “We 
are seeing strong demand by acquirers and investors for 
growing companies in durable markets. This is despite 
overall volume year-to-date being down 12%.” Reflecting 
on current market opportunities for business owners and 
boards of directors, Hardman stated, “Given the strong 
demand we are seeing, owners of successful companies 
should consider all of their options including a partial or 
full sale.”

The State of the NW Market in 3rd Quarter 2022
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Transaction Spotlight
TowHaul Has Been Acquired by Federal Signal

SEATTLE, WA -- Alexander Hutton is pleased to announce 
the acquisition of its client TowHaul Corporation by 
Federal Signal Corporation (NYSE:FSS). 

TowHaul Corporation (“TowHaul”), a leading manufacturer 
of offroad towing and hauling equipment, has completed 
its sale to Federal Signal Corporation (NYSE:FSS) (“Federal 
Signal”), a leader in environmental and safety solutions.
Substantially all assets and operations of TowHaul 
were acquired for cash consideration of $46.1 million. 
The acquisition broadens TowHaul’s global reach and 
manufacturing capacity while it expands Federal Signal’s
specialty vehicle platform.

TowHaul has a long history as a family-run business in the 
state of Montana. Since Frank Smith founded TowHaul
over 40 years ago, the Company has grown to more 
than 70 employees and is represented on six continents. 
TowHaul is the mining industry’s standard in heavy 
equipment mobility. 

Kim Wild and Frank Smith are both active in their local 
community and plan to continue serving the state of 
Montana.

Regarding the transaction, Alexander Hutton Managing 
Director James Thompson said, “We congratulate
Kim, Frank, and the rest of TowHaul’s shareholders on a 
successful transaction. We were pleased to serve TowHaul 
as an advisor through the process. The transaction shows
that the appetite for acquisitions remains high as strategic 
acquirers are still using M&A to expand offerings and 
ramp growth.”

Crowley Fleck served as legal counsel for the TowHaul 
shareholders, while Federal Signal was represented by
Thompson Coburn.

MORE ABOUT FEDERAL SIGNAL
Federal Signal Corporation (NYSE:FSS), builds and delivers 
equipment of unmatched quality that moves material, 
cleans infrastructure, and protects the communities 
where we work and live. Founded in 1901, Federal Signal 
is a leading global designer, manufacturer, and supplier 
of products and total solutions that serve municipal, 
governmental, industrial, and commercial customers.
Headquartered in Oak Brook, Ill., with manufacturing 
facilities worldwide, Federal Signal operates two groups:
Environmental Solutions and Safety and Security Systems.
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Transaction Spotlight
TowHaul Story

Building a family-owned manufacturing business

TowHaul is a multi-generational, family-owned 
equipment manufacturer of a signature lowboy 
trailer recognizable in mines around the globe. 
Despite its international reach, the Company has 
stayed close to its Belgrade, Montana roots.

In 1977, Founder Frank Smith invented and patented 
the original heavy-duty, off-road trailer for surface 
operations after seeing a need for an easier and more 
cost-effective way to haul equipment. He continued 
to improve his designs based on customer requests 
and created the front loading, single-axle lowboy.

Today, TowHaul produces the most reliable, efficient, 
and adaptable off-road equipment in the mineral 
extraction industry. The Company continues to make 
intentional engineering decisions based on client 
needs and serves customers from the Australian 
Outback to the Arctic Circle. TowHaul has won 
numerous awards over its years in business,
including the Governor’s Exporter Award in the State 
of Montana, Montana State University’s Family
Business Award, United States National SBA Exporter 
of the Year, and most recently, Montana’s 2020 
Manufacturer of the Year and 2021 Employer of 
Choice.

Navigating outreach from potential acquirers as a 
business owner

With TowHaul’s track record of success, CEO Kim Wild 
consistently received inbound emails and calls from 
potential investors. Kim was not interested until the 
right buyer approached, a buyer who would retain 
TowHaul’s core values while providing manufacturing 
synergies, reducing costs, and expanding global 
reach. When GroundForce, a close partner and client, 
reached out on behalf of Federal Signal Corporation 
(NYSE: FSS), a leader in environmental and safety 
solutions, regarding an acquisition, Kim was intrigued 
by the opportunity. She engaged Alexander Hutton as 
the Company’s M&A advisors.

Engaging an investment bank to facilitate a 
transaction

Alexander Hutton’s depth of experience in working 
with family-owned businesses in the industrials 
sector enabled the firm to work knowledgeably and 
efficiently on Kim’s behalf in the transaction with 
Federal Signal. From negotiating the term sheet 
to closing the deal, Alexander Hutton worked with 
Kim and the deal team to ensure the transaction 
ran smoothly and represented the best interests of 
TowHaul’s employees and shareholders. Kim, the 
TowHaul team, and Alexander Hutton are pleased 
with the outcome of the transaction. Federal Signal 
will retain TowHaul’s manufacturing facilities and 
employees in Montana and preserve the Company’s 
core values of integrity and customer-centric service. 
Kim Wild, Frank Smith, and the TowHaul family 
actively continue to serve their community and are 
enthused by the growing investment in Montana’s 
economy.

Has been acquired by

M&A Sell Side
Industrials
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Industry Overview
Software Dominates Third Quarter Northwest M&A Deals

Although M&A deal volume declined in all industry sectors in the third quarter, the Pacific Northwest 
reported strong activity in the software, healthcare, and industrials industries. Specifically, out of the 
172 middle market deals that transacted during the third quarter, over 40% occurred within these three 
industries. Compared to Q2, the technology, media, and telecom sectors experienced significant decreases 
in deal flow. The fourth quarter is a highly active period for M&A, so transaction expectations for the final 
period of 2022 remain healthy.

Software

The software industry recorded 
the highest number of deals 
and was only down 3% from last 
quarter, finishing with a total of 
30 transactions. The Northwest is 
home to Amazon and Microsoft, two 
significant acquirers who contribute 
to the deal count in the space. 
Other software companies see 
tremendous growth opportunities 
within the e-commerce, advertising, 
and cloud computing areas and are 
actively seeking acquisitions within 
these sectors. Software continues 
to be an active industry for M&A 
because strategic acquirers seek 

both process optimization and 
geographic presence in the region 
when looking to expand operations. 
The key drivers for software deals 
include scalability of the business, 
recurring revenue streams, minimal 
costs for attracting new customers, 
and low gross customer churn. 
Alexander Hutton has observed 
that acquirers increasingly base 
software transaction multiples on 
SaaS and recurring revenue. Overall, 
the outlook for software deal flow 
remains positive as companies look 
to adopt SaaS solutions for a variety 
of business functions. 
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Industry Overview

Industrials

Industrials (defined as 
manufacturing, construction, and 
metal fabrication) deal activity in 
the Northwest remained prominent 
in the third quarter, down 4% from 
Q2 with a total of 22 transactions. 
The manufacturing and industrials 
industry in the Northwest has been 
steadily growing during the last 
12 months despite the covid-19 
pandemic and recessionary fears. 
Pressing challenges for industry 
leaders include a shortage of skilled 
workers, difficulty with national 
facility expansion, and increasing 
government regulations. However, 
an influx of newly released process 
enhancing technology presents a 
significant opportunity for industrial 
companies. Additionally, industrial 
companies have historically shown 
resilience to economic slowdowns 
because of their ability to focus on 
profitable growth through active 

margin management, disciplined 
pricing and category management, 
careful control of SG&A expenses, 
and a willingness to invest in priority 
growth opportunities, including 
M&A. These strengths have allowed 
many industrial companies in the 
Northwest to significantly outperform 
their peers throughout economic 
downturns by maintaining revenue 
and margins. Strong performance in 
the sector is expected to continue to 
attract acquirers looking for resilient, 
durable companies throughout the 
fourth quarter and beyond.

Healthcare

Deal activity in the healthcare 
industry increased during the third 
quarter, up 2% from Q2 with a 
total of 19 transactions. Increased 
activity in this sector is primarily 
due to hospitals and health systems 
focusing on building depth and 
breadth of services within core 
markets. In addition, there has been 
continued growth in partnership 
models that can offer new sources 
of capital and new capabilities as 
organizations are looking to refocus 
on strategic growth opportunities. 
In the healthcare nonprofit sector, 
some companies are experiencing 
a decline in donations that could 

hamper growth. However, healthcare 
historically has been resistant to 
economic recessions and acted as a 
buffer against the normal business 
cycle. Healthcare services are a 
necessity even in recessionary 
periods, so payors will continue to 
inject capital into the healthcare 
economy. Alexander Hutton believes 
that the healthcare industry will 
remain active throughout the fourth 
quarter of 2022 and into 2023 as 
healthcare companies gain revenue 
synergies through acquisition, 
justifying higher transaction 
multiples. 
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Market Commentary
Lenders Remain Active as Cost of Debt Increases in Middle Market

Third quarter lending 
environment

As the Federal Reserve tightened 
interest rates in the third quarter, 
banks shed cash and securities in 
favor of margin-enhancing loans. 
While deposits declined throughout 
the quarter, loan-to-deposit ratios 
have increased rapidly, although this 
liquidity measure remains nearly 10% 
below pre-pandemic levels. Banks 
still have excess liquidity cushions, 
but enhanced liquidity ratios show 
that bank funding may be tighter 
than it appears. Inability to pass 
further interest rate hikes along to 
borrowers could be a headwind for 
banks going forward as the change in 
deposit prices relative to underlying 
rates increases. Due to the favorable 
loan market, industrywide loans 
grew significantly in the third quarter 
with a 2.5% increase from June 
29, including a 3.1% increase in 
commercial and industrial loans. 

Private debt mitigates loan default 
risk with downside protection

Private debt is a floating rate asset 
class whose returns correlate 
positively with rising interest rates, 
which is attractive during inflationary 
periods. However, changes in liquid 
credit market pricing, including 
decreasing prices of broadly 
syndicated loans, indicate default 
worries. While loan default rates are 
currently very low, they are beginning 
to trend upward. 

Higher interest rates require 
borrowers to produce more cash to 
service debt payments. If borrowers 
are unable to keep up with the rising 
costs of servicing their debt by either 
passing costs onto customers or 
absorbing them, loan default rates 
will continue their upward trajectory. 
Heavily leveraged borrowers in 
cyclical industries are particularly 
vulnerable, as they may be adversely 
impacted by both elevated interest 

“
Rising interest rates and rising inflation can influence M&A 
and valuations. However, companies that mitigate these 
macro-economic factors and continue to perform at or near 
their recent baseline performance are still attracting strong 
interest from financial and strategic buyers.

Tony Richardson, Managing Director
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rates and an economic downturn. 
However, private debt provides a 
large spread cushion, 
and the floating rate 
nature of the asset class 
in addition to other 
downside protection 
characteristics are 
keeping lenders active 
in the space. 

Lenders see higher 
returns due to rising 
cost of debt for 
borrowers

Until recently, middle 
market debt pricing 
had not changed 
significantly. Decreasing 
leveraged buyout 
activity reduced the 
supply of new loans and 
kept prices stable. Now, 
middle market loan 
prices are beginning 
to reflect the new 
economic reality. Large banks that 
provide leverage facilities to direct 
lenders have started to tighten their 
credit standards and limit access 
to these facilities, reducing direct 
lenders’ ability to provide funding to 
middle-market firms. In a recession, 
private credit vehicles are expected 
to focus on opportunistic situations 
that are higher risk but have the 
potential to generate higher returns. 

Additionally, many lending 
opportunities continue to orient 
around private equity-owned 
companies because risk is mitigated 
with the presence of a sponsor. 
Substantial first-loss equity provided 
by equity investors coupled with 

debt positions at the top of the 
capital structure create a strong 
position for lenders, who are seeing 
opportunities to underwrite new 
transactions to 10+% unlevered 
returns.

Middle market M&A remains 
strong as lenders seek funding 
opportunities

What this means for potential buyers 
and sellers is that the M&A market 
is still strong. In a high interest rate 
environment where deal activity may 
slow, lenders are exhibiting caution 
but still putting out competitive 

Market Commentary

offers. Private equity firms and 
owners of strategic businesses 
looking to expand view this as a good 
time to acquire due to discounted 
prices, and banks are making reliable 
returns from loans due to higher 
rates. With strong equity sponsors 
and conservative lending structures, 
M&A during the upcoming period 
will provide attractive risk-adjusted 
returns for debt providers. Business 
owners should be assured both 
equity and debt sponsors are still 
actively looking to fund the lower 
middle market.
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Who We Are

What We Do

Operators Financiers

Your M&A 
Advisor

Business owners, 
Entrepreneurs, CEOs

Private Equity, Growth Capital, 
Debt Providers

Contact Us

With 220+ completed transactions, we are a highly established middle market 
investment banking firm with deep relationships in the Northwest.

Since 1986, we have advised our clients with the skill of seasoned investment 
bankers and the empathy and understanding of former business operators.

Our clients are in a variety of industries that reflect the Northwest’s worldwide 
expertise in manufacturing, technology, services, healthcare, & logistics.

Alexander Hutton is a very proud member of the Northwest region and puts 
great value in our local connections and nuturing our community from all 
levels of our firm.

Alexander Hutton
1301 5th Ave, Ste 3405
Seattle, WA 98101
info@alexanderhutton.com
http://www.alexanderhutton.com

Connect with the business leaders at Alexander Hutton and talk 
to us about the future of your company.

In our role as M&A advisors, we bridge the gap between business owners and 
capital providers. We serve our clients by creating a competitive process that 
drives the best outcome.


