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of successful closings. Large, publicly
traded staffing companies continue to
be selectively acquisitive even for small/
mid-sized companies, and their continued
acquisition activity has been yet another
factor driving valuations higher for
middle-market sellers.

INSIGHTS INTO TODAY’S STAFFING M&A MARKET
Introduction
Having just returned from Staffing
Industry Analysts’ (SIA) 2022 Executive
Forum North America after completing
three staffing sale transactions in the first
45 days of 2022, UHY’s National Staffing
Practice and UHY Corporate Finance are
excited to share some recent insights into
today’s Staffing M&A market.
The broader staffing sector experienced
a meaningful recovery in 2021 following
a pandemic-driven reduction in activity
in 2020. From a volume perspective,
2021 saw 134 Staffing M&A deals
close, representing a +37% recovery as
compared to the 98 deals closed in 2020.

An independent member of UHY International

The pandemic’s impact on the staffing
M&A market is best illustrated by the
significant, ~25% decline in 2020 deal
volume as compared to the 2017-2019
annual average of ~130 closings.
UHY believes that 2021 deal volume
reflects a normalized, go-forward runrate for the industry, which has been
further supported by the strong start
to deal activity in the first two months
of 2022. Although financial buyers are
showing more interest in the staffing
sector in recent years, the buyer
universe continues to be dominated by
strategic staffing companies. In 2021,
strategics were responsible for 80%+

It has become apparent that management
teams across North America view strategic
acquisitions as a core component of their
growth strategies. Strategic rationales
will of course vary by company and
segment, but whether a company is
looking to diversify its service offering,
invest further in a specialty staffing sector,
or expand geographic reach, the primary
takeaway should be that there is a vast
buyer universe aggressively putting capital
to work in the staffing industry today.
“Sellers of staffing companies who can
articulate a strong value proposition will
attract an aggressive pool of prospective
investors in this market,” says Bryan
Besco, a leading member of UHY’s
National Staffing Practice.
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M&A by segment
Staffing industry sector and competitive
positioning are the primary drivers
of M&A activity and valuation in the
current environment. Higher margin
segments, such as IT and healthcare
staffing, continue to command the
most significant interest among
buyers. These industry sectors generate
strong profitability metrics, but more
importantly for buyers, they can present
defensible and high growth, accretive
financial projections supported by
favorable market conditions.
Deal composition in 2021 – led by IT
and healthcare staffing, which together
represented ~50% of all staffing deals –
reflects strong demand for high-skilled
labor providers in professional fields
materially influenced by the pandemic.
The general healthcare/medical field,
for instance, which has sustained
challenging labor shortages of increasing
intensity, continues to struggle with
nurse/staff retention. “Healthcare and
nurse staffing companies offer consistent
availability of quality professionals and
nurses wield significant pricing power
in the current market, and we saw this
first-hand in our successful sale of Alto
Healthcare Staffing in late 2021. Alto
experienced explosive growth in their
clinical and travel nursing divisions as
demand and prices rose over the last
two years, and this was reflected in the
competitiveness of the sale process and
the ultimate valuation paid,” explains
Jerry Grady, who leads UHY’s National
Staffing Practice.
All of that said, the high level of demand
for staffing acquisitions goes well beyond
just IT and healthcare agencies, as activity
levels and valuations have also risen in
the industrial, commercial, and search
agency sectors. Although healthcare
and IT are currently leading the way in
staffing M&A, there are opportunities
for any well-positioned staffing company
to receive stretch values in today’s
M&A market.
Deal structure
While valuations are clearly of high
importance in M&A transactions,

factors that determine just how much
cash sellers receive (and when) tend to
be just as important in assessing the
attractiveness of a deal. As such, deal
structure remains a critical consideration
in any M&A transaction. Due to the
unique operational dynamics in the
staffing industry, particularly as it relates
to month-to-month fluctuations in
placement volume and margin per
placement, staffing acquisitions tend to
include meaningful deal structure (vs.
100% cash-at-close transactions).

Deferred consideration, such as
performance-based earn-outs, seller
notes, and escrows, has historically
represented 50%+ of total consideration
for staffing transactions, which limits the
cash paid at closing and shifts the risk of
future payouts to sellers. “Given sellers’
priority of maximizing cash-at-close, a
critical job of any sell-side investment
banker is to reduce deferred payouts as
a percentage of total deal consideration.
While this is more difficult in the staffing
space, UHY has had tremendous success
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achieving 90%-100% cash payouts
in recent staffing sale transactions –
something that we have simply not seen
in recent years,” says Jeremy Falendysz,
a leading member of UHY Corporate
Finance.
Valuation
Valuations remain robust, particularly
within the higher margin professional
staffing segments. A highly competitive
buyer universe, represented by a mix of
both financial and strategic acquirors,
has repeatedly shown their willingness
to pay premium values. Investment
banks are uniquely suited to drive
exceptional valuations in this market.
“A well-run, timeline-driven,
competitive sale process targeting the
right buyer universe allows owners to
leverage the highly favorable dynamics
present in today’s market to drive higher
values, higher cash payouts, and an
increased probability of a successful
closing,” explains Jeremy Falendysz.
Valuations can vary for any number of
reasons, but in staffing transactions,
there are crucial components all buyers
search for in a potential acquisition.
These key value drivers include a
company’s (i) organic growth profile, (ii)
key performance indicators (e.g., margin
profile, bill rates), (iii) scalability (i.e.,
Can the company absorb additional

growth? Does it have the right
technology to do so?), as well as (iv)
the quality and depth of the leadership
team. A general rule for middle-market
staffing companies is that (i) values in
the 4.0x-5.0x range are associated with
lower growth/margin businesses in the
Light Industrial and commercial spaces,
(ii) values in the 5.0x-6.0x range are
associated with average growth/margin
businesses active in the professional
and general placement agency spaces,
and (iii) values in the 6.0-7.0x+ range
are associated with high growth/
margin businesses like those active
in the healthcare, life science, and IT
spaces. “Due to the wide range of
factors which contribute to the ultimate
valuation paid, it is advantageous to
complete a valuation assessment prior
to any liquidity event,” according to
Wiley Lane of UHY Corporate Finance.
“Because of the significant operational
differences between staffing companies
both within individual sectors and across
the broader industry, we are completing
more pre-sale Staffing valuations than
we have in the past several years.”
Although high-skill professional staffing
firms see the highest valuations, there
remains an appetite for acquisition
across the broader staffing market.
Within specific sectors, there are viable
avenues by which to pursue and achieve
attractive valuations.

2022 Staffing M&A outlook
“UHY forecasts the demand for
acquisition-based growth in the staffing
industry will remain high for both
strategic and financial buyers as the
economy continues to recover from
the pandemic and the value of talent
acquisition and retention continues to
increase,” says Jerry Grady. UHY expects
valuations to remain elevated across
staffing sectors in 2022 (absent any
material market disruptions brought
about by escalating tensions in Ukraine,
a rising interest rate environment,
among other factors), including the
potential for stretch values among the
most sought-after acquisition targets.
Additionally, deal volume will remain
in line with 2021 levels, with 130140 staffing transactions expected in
2022. “Despite some potential market
disruptors sitting out there today,
staffing M&A is expected to continue
to follow the sustained upswing in
activity we saw in 2021,” says Jeremy
Falendysz. “Capital markets have never
been more flush with capital and the
staffing industry is in the spotlight with
a strong focus on talent in this market.”
Investors remain eager to put their cash
to work, which should result in another
strong year.

Despite some potential
market disruptors
sitting out there

today, staffing M&A is
expected to continue

to follow the sustained
upswing in activity we
saw in 2021.
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WHAT WE LEARNED IN 2021 AND HOW IT WILL IMPACT THE FUTURE OF WORK

We entered 2021 with apprehension,
but also a sense of anticipation that our
lives would return to normal as COVID
receded.
The first quarter began well as we
started to regain our personal lives
and momentum started to build.
The second quarter was exhilarating
as we experienced re-connection with
family and friends and ventured back
to vaguely familiar routines. The third
quarter started well, but as the quarter
unfolded momentum slowed and
that halting anxiety started to
re-emerge. The fourth quarter saw
the full realization that we were not
returning to old normal soon and that
once again we would need to protect
ourselves and the most vulnerable.
Remarkably, for all this turbulence in our
personal lives, our business experienced
a constant, steady, and accelerating
pace of activity throughout the year.
Demand for our primary services,
permanent placement, and interim
staffing of finance and accounting
professionals, was remarkably strong
throughout the year. We documented
our experiences in postings throughout
the year as we tried to identify trends
impacting our people and our clients.
As we focus on this new year, here are
some observations regarding talent
acquisition for you to consider.
• Demand for talent continues at
unprecedented levels. We saw
explosive growth in 2021. We expect
this will continue for the foreseeable
future. We expect economic activity
to continue to be strong, driving
demand for talent. We also expect
labor force participation rates to
continue to be subdued as Baby
Boomers exit the workforce and
families continue to negotiate the
challenges of life in a COVID world.
• High quality candidates are in an
enviable position. We have seen
candidates accept a position only
to withdraw that acceptance 24 or
48 hours later. We have seen many

situations where candidates are
considering multiple offers. We have
seen candidates stipulate remote
work (either completely or in some
hybrid format) as a requirement for
acceptance. We have seen multiple
candidates negotiate around all
elements of compensation including
base, incentives, vacation time, and
other fringes. Candidates believe they
have the upper hand and are not
bashful about flexing their muscles
accordingly.
• Prospective employers must
move quickly and with aggressive
offers. We have advocated that
prospective employers streamline
their hiring processes and bring their
“A” game when extending an offer.
The old truism that “time kills all
deals” was never truer than in 2021.
For the hiring manager caught up in
corporate bureaucracy this market
proved challenging at best. We see
no change in this phenomenon
and continue to advocate for the
most efficient process a prospective
employer can design coupled
with aggressive offers to attract
candidates.
• In many cases, employers are no
longer constrained by geography.
We have seen several instances where
companies have selected out-ofmarket candidates for roles in their
organizations. This was unthinkable
prior to 2021. Technology makes this
approach feasible today. It also gives
employers access to talent anywhere
for compensation levels that are
potentially attractive. We have seen
employers use this as an effective
strategy for expanding the pool of
applicants.
• Personal stress remains a primary
concern. We see no quick end to the
primary drivers of the anxiety-tsunami
people are experiencing. Economic
growth in many areas will likely
continue while employers will likely
continue to experience challenges
in hiring additional staff. Perhaps
most underappreciated, individuals

will continue to try and negotiate
a much more complex family, day
care, school, and work dynamic. We
continue to believe that helping our
people through these challenges will
remain at the top of the management
agenda.
• Are we moving too fast on the
remote work model? We conclude
with one cautionary note regarding
the speed to embrace remote work.
In 2020 and 2021, candidates wanted
and employers were obligated to
provide a remote work option for
their teams. This was possible due to
the technological infrastructure we
all enjoy, but also the connections
established within teams prior to
the onset of the pandemic. Those
connections were in many ways the
pillars on which the remote model
operated. As new additions to teams
join, those pillars of connectivity will
no longer be as sound. Perhaps more
importantly, our ability to reinforce
those pillars by creating connections
with new teammates will be sorely
tested. Digital interactions work
with teammates who have worked
together for years. How will they
perform with teammates who are
rarely if ever in the same place? Will
we still be as comfortable having our
teams all over the place? This vast
experiment is going to get tested in a
big way in 2022.

Remarkably, for all

this turbulence in our
personal lives, our

business experienced

a constant, steady,
and accelerating

pace of activity

throughout the year.
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PASS THROUGH ENTITY TAXATION
Prior to the Tax Cuts and Jobs Act
(TCJA) in 2017, individuals were able
to claim a deduction on their federal
income tax returns for state and local
taxes paid; the TCJA added a $10,000
limit to those deductions. This affected
a lot of taxpayers, particularly wealthy
individuals and those in high tax states
like California and New York. There
has been debate at the federal level
at removing the limit, but the politics
are tricky. The states most affected are
democrat controlled but removing the
deduction limit would mostly benefit
wealthy taxpayers.

2020 – pass-through entity taxes. Passthrough entities such as partnerships,
LLCs, and S corporations are not
typically subject to income taxes but
pass their income to their owners who
then pay tax on that income. With
pass-through entity taxes, the entity
would pay tax at the entity level which
would get around the federal limit of
$10,000 on individuals. The individual
taxpayer would then get an offsetting
credit for their state return allowing
them to avoid double-taxation and to
get the full benefit of their state taxes
paid.

States have pursued a number of
workarounds, but the most popular
was blessed by the IRS in November of

Currently 20 states have enacted this
legislation, three states have legislation
pending, and more are expected

to join if action is not taken at the
federal level. This has the potential to
be a big tax savings opportunity for
taxpayers and a huge change in the
way flow-through entities are taxed.
We say “potential” because federal
action could remove the limit and make
almost all of this moot. The news on
federal action changes every week
and the states have all enacted rules
to accomplish the same goal, but with
wildly varying methods. Compliance
is going to be complicated, but the
potential benefit makes this something
taxpayers will need to look into.

ASC 842 – LEASE ACCOUNTING STANDARD IMPACT ON
FIRST QUARTER DEBT COVENANTS
ASC 842, the new lease accounting
standard, is effective for private
companies including staffing
companies for periods beginning
after December 15, 2021. This new
standard brings all leases on to the
balance sheet by creating right of use
(ROU) assets and liabilities. Under ASC
842, the ROU asset is classified as
noncurrent, and the lease obligation
is classified as both current and
noncurrent. Additionally, total liabilities

increase with no changes to equity.
Under ASC 842, these changes to the
balance sheet may impact financial
statement covenants commonly seen
in private companies. For example,
the current ratio is impacted due
to the ROU asset being classified as
noncurrent, while a portion of the
lease liability is classified as current,
causing a decrease in the ratio. The
debt-to-net worth ratio and the
debt-service coverage ratio may be

impacted depending on how the
word “debt” is defined in financing
agreements with banks and other
lenders. It is important for staffing
companies to consider the impact of
the new lease standard in the first
quarter of 2022 to determine the
impact of covenant compliance and
avoid having to amend covenants in
future periods after implementation.

STAFFING INDUSTRY INSIGHT
Today’s staffing organization is growing at a rapid pace and
needs to have a team of financial services professionals that
responds quickly to change. The average staffing company
has outgrown the typical accountant and developed the need
for a CPA firm with a deep industry focus. Our firm’s National
Staffing Practice has the skill set to anticipate and respond to
the needs of your business by providing solutions that give you
a competitive advantage.

Our firm provides the information in this newsletter as tax information and general
business or economic information or analysis for educational purposes, and none of
the information contained herein is intended to serve as a solicitation of any service or
product. This information does not constitute the provision of legal advice, tax advice,
accounting services, investment advice, or professional consulting of any kind. The
information provided herein should not be used as a substitute for consultation with
professional tax, accounting, legal, or other competent advisors. Before making any
decision or taking any action, you should consult a professional advisor who has been
provided with all pertinent facts relevant to your particular situation. Tax articles in this
newsletter are not intended to be used, and cannot be used by any taxpayer, for the
purpose of avoiding accuracy-related penalties that may be imposed on the taxpayer.
The information is provided “as is,” with no assurance or guarantee of completeness,
accuracy, or timeliness of the information, and without warranty of any kind, express
or implied, including but not limited to warranties of performance, merchantability,
and fitness for a particular purpose.

www.uhy-us.com

OUR LOCATIONS
We have ample locations across the country with a heavy
regional presence in the Great Lakes, Mid-Atlantic, Midwest
and Northeast. Visit uhy-us.com to find an office near you.

UHY LLP is a licensed independent CPA firm that performs attest services in an alternative
practice structure with UHY Advisors, Inc. and its subsidiary entities. UHY Advisors, Inc.
provides tax and business consulting services through wholly owned subsidiary entities
that operate under the name of “UHY Advisors.” UHY Advisors, Inc. and its subsidiary
entities are not licensed CPA firms. UHY LLP and UHY Advisors, Inc. are U.S. members
of Urbach Hacker Young International Limited, a UK company, and form part of the
international UHY network of legally independent accounting and consulting firms.
“UHY” is the brand name for the UHY international network. Any services described
herein are provided by UHY LLP and/or UHY Advisors (as the case may be) and not by
UHY or any other member firm of UHY. Neither UHY nor any member of UHY has any
liability for services provided by other members.
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