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Favourable timing in the M&A market

• UK SITS M&A activity in Q121 witnessed its highest level since Q119. As SITS stocks outpaced other sectors of

the economy during the rebound, both M&A activity and investor confidence have been amplified.

• Mirroring the requirements of end-users to reset and adjust to the pandemic environment, SITS companies

have altered inorganic growth plans by devising M&A strategies focused on accelerated capability

enhancement, ease of scalability and exposure to fast-growing industry verticals.

• This latest wave of consolidation reflects the recognition that quality assets within pandemic-resilient

sectors such as software & IT services are highly sought after, requiring investors to execute timely M&A

strategies in order to maintain competitive advantage.

• Deal volumes are anticipated to remain buoyant as strategic acquirers devise and execute successive

buy-and-build tactics, whilst private equity and venture capital funds deploy record levels of capital in

parallel.

• Companies with well-capitalised balance sheets will continue to seize ad-hoc diversification opportunities

by acquiring into subsectors with positive growth trends, thereby enhancing their medium to long term

prospects through proactive, pre-emptive financial and strategic preparation.

• The Office of Tax Simplification (OTS) report reviewing the UK’s CGT regime outlined eleven

recommendations, including more closely aligning CGT rates with income tax rates and reducing the

annual exempt amount.

• Changes to CGT are likely to realign vendors’ priorities, therefore, it is of paramount importance that

business owners fully consider and analyse the effects of the potential changes with expert advisors to

ensure optimal value realisation.

• Whilst the anticipated changes to Capital Gains Tax did not come into effect in the Spring Budget, it is

likely that the Chancellor will revisit the reforms in the Autumn, when additional tax rises may be more

politically palatable.

• This provides a crucial six month window of opportunity for business owners looking for an exit to

capitalise on optimal conditions for maximum value realisation.

• Succession strategies are beginning to crystalise, with shareholders benefiting from an array of options.

In addition to buoyant trade exit routes, the funding market is well positioned to facilitate management

buy-out transactions to benefit both owners and well-prepared management teams.

• The disproportionate sector attention from investors looking to deploy record levels of capital will spur

an active M&A environment and provide an opportunity for those looking to exit at historically high

valuations.
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A window of opportunity exists for Software & IT Services (SITS) companies to capitalise on the latest wave of 

market consolidation and ensure optimal value realisation before anticipated changes to the Capital Gains 

Tax (CGT) regime are implemented.
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Valuation drivers
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Software & IT Services – Valuation Index

Gambit’s SITS valuation index shows an appreciation in EV/EBITDA multiples of 23.2% from Q120 to 20.57x. This 

has been driven by demonstrable resilience to Covid-19, with many businesses outperforming pre-pandemic 

results and utilising investor confidence to revisit growth strategies and M&A.

Covid-19 Resilience Recurring Revenues

Scalability Differentiation

• Encouraged by the sector’s resilience to the

pandemic, acquirers are executing targeted M&A

strategies, considering how best to align portfolios to

meet the demands of the post-covid landscape.

• Notable sub-sectors such as fin-tech, reg-tech and

ed-tech have experienced a rallying of share prices

and public valuations in the last 12 months, with

private companies benefiting from strong exit

multiples.

• SITS companies serving buoyant end markets such as

healthcare, e-commerce, education, and professional

services have benefitted from strong investor appetite

and heightened valuations.

• Software as a Service business models have become

an industry favourite of recent, underpinned by ease

of scalability and visibility of recurring revenues, with

software transactions accounting for 60% of UK SITS

M&A activity in Q121.

• Accelerated buy-and-build strategies have also been

executed by well capitalised managed services

providers and value-add resellers, with serial acquirers

such as Air IT completing its third ‘double-acquisition’

in the past 6 months with the addition of Concise

Technologies and Infotech in March.

• Skilled and experienced management teams are

central to succession planning strategies and are

highly valued by financial and bolt-on acquirers

pursuing well-performing targets capable of operating

successfully and contributing to a larger organisation.

• Acquirers have sought to diversify their existing

portfolios and expand the scope of their acquisition

criteria rather than purely scaling existing capabilities,

in order to enhance capabilities and access new

verticals.

• Strategic acquirers are seeking to address gaps in IP

and protect market share via acquisitions of sector

specialists and unique service providers.

• The propensity of end-users to adopt earlier stage

technologies in the pursuit of speed and agility has led

acquirers to consider smaller-scale transactions to

supplement buy-and-build strategies and leverage

the fast-growing nature of more agile companies.

• Investor confidence is underpinned by visibility of

recurring revenues - verifying the sustainability of SITS

business models and further demonstrating resilience

to the pandemic.

• Coupled with high margins and asset light business

models, SITS companies present an attractive

investment case for both strategic and financial

acquirers seeking secure investments in the face of

economic instability.

• SITS companies demonstrating higher levels of

recurring and re-occurring revenues have achieved

greater valuation multiples than business models

reliant on one-off and project related sales.
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Key points in focus:

• The next six months presents a significant opportunity for business owners to utilise the current Capital Gains

Tax regime ahead of the Autumn Budget, when additional tax rises are expected to feature.

• With the Conservative manifesto promise (to the extent it still applies) not to raise income tax, National

Insurance or VAT, there are few options left for the Chancellor to consider to offset a proportion of the

Government’s emergency COVID-19 spending. Furthermore, CGT is a tax that effects less that 1% of the

electorate and therefore it would be politically less impactful for the Government to implement further

changes to this taxation category.

• The Office of Tax Simplification report reviewing the UK’s CGT regime outlined eleven recommendations,

including more closely aligning CGT rates with income tax rates and reducing the annual exempt amount.

The Government is likely to take heed of at least some of these recommendations, meaning that proceeds

to owners from future business sales could be adversely affected if such transactions are not completed

before the changes are enforced.

• Changes to CGT are likely to realign vendors’ priorities, therefore, it is of paramount importance that

business owners fully consider and analyse the effects of the potential changes with expert advisors to

ensure optimal value realisation.

• Many business owners contemplating a disposal were significantly impacted by the reduction in the

lifetime limit on Business Asset Disposal Relief announced in March 2020. Any further changes announced in

the Autumn 2021 Budget may be effective immediately.

• The disproportionate attention on the SITS market from investors looking to deploy record levels of capital

will spur an active M&A environment and provide an opportunity for those looking to exit at historically

strong valuations.

• Dealmaking has changed during the pandemic, but M&A participants have remained persistent and

flexible, adapting to remote due diligence and negotiations and completing transactions despite this

unique situation.

• If you would like to arrange a call to discuss the opportunities facing your business or to understand the

most appropriate solutions to support your shareholders’ needs and ambitions, please contact a member of

the team.
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Corporate Finance International

Gambit is the exclusive UK shareholder of CFI, a

global partnership of middle-market investment

banks and corporate finance advisory firms. With

over 200 professionals located in 26 offices

throughout the world, CFI members specialise in

cross-border acquisitions, disposals, capital raising,

and related services. CFI is ranked number 24 in

Europe and 32 globally by Thomson Reuters for

transactions valued up to €200 million.

www.thecfigroup.com

Gambit Corporate Finance

Established in 1992, Gambit is an independent

corporate finance advisory firm specialising in

advising private and public companies on mid-

market transactions in the UK and overseas. With

offices in London and Cardiff, Gambit is widely

recognised as a market leader in M&A advice in

the Software & IT Services sector having built up

detailed industry knowledge and an enviable track

record in deal origination and execution.

www.gambitcf.com
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