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 The “buy and build” strategy is a path to value creation; and
 Size matters; but
 Size is just a piece of the value maximization puzzle.

As we reported in our February 2019 industry commentary, the U.S. lead generation (“lead gen”)
agency industry has been experiencing significant mergers & acquisition activity in recent years.
Several recent high profile exits by private equity backed strategics highlight the attractiveness of the
sector and the investment opportunities available to the financial sponsor community and other
strategics. Further, increased demand for lead gen products and services is driving strong operational
performance. Such interest will heighten demand in coming years. 

Our previous discussion highlighted the strong industry fundamentals and drivers of M&A activity, in
this market, which include fragmentation, specialization, strong cash flows, and a growing underlying
lead gen market. 

The industry’s fragmented nature and low capital intensity create a compelling investment thesis and
opportunities for value creation, highlighted by three major themes:

1.
2.
3.

Background

Today, marketers are searching for innovative
solutions to break through the noise to reach
consumers in meaningful ways. The era of
television and print ads is transforming into
an age where digital solutions reign. Within
the COVID-19 environment, more consumers
are at home to receive mail and phone calls
and browse digital materials aimed toward
customer acquisition. 

The lead gen industry now totals $26 billion, up 18% over 2018. The
digital segment is growing faster (up 33% year over year) than direct mail and represents more than
60% of the overall lead gen market. The emphasis on digital lead gen solutions indicates that data
analytics, rather than the data itself, is where the value lies. Companies that provide high value data
analytics and tools are increasingly valuable and are in high demand.
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Lead gen companies are outperforming

The global pandemic has driven an unexpected rise in the sale of peace of mind products, such as
VSCs and home warranties, which has been favorable for lead gen companies. Direct marketers of
these products are benefiting from consumers being available for solicitation and motivated by
financial uncertainty. Some sectors, such as those that serve traditional financial services clients
such as banks, are faring less well, however. As banks are flush with deposits and not eager to
extend consumer credit in this environment, advertising and lead gen procurement have slowed
considerably.

2018

Industry size: $22 billion

2019

Industry size: $26 billion

MERGERS & ACQUISITIONS   |   CAPITAL RAISING   |   COLADV.COM

Focus. Expertise. Results.

Page 2 of 8

Lead gen industry growth



Private equity buyers are attracted to the lead gen industry’s fragmented ecosystem, high cash
flow, and the expanding market size. Several recent transactions in the lead gen industry highlight
the success of the time-tested private equity buy and build strategy. Private equity firms are
experts at acquiring a platform investment and then making several strategic acquisitions to
increase market share and expand capabilities. When a platform investment experiences organic
growth fueled by acquisitions, the larger, synergistic entity is generally awarded a higher exit
multiple. Financial leverage in the initial and follow on acquisitions boosts returns for the financial
sponsor and other equity holders.
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The “buy & build” strategy is a path to value creation

Silver Lake’s 2018 investment in Credit Karma promises to pay off handsomely with the pending
acquisition by Inuit for $7 billion. Silver Lake made a $500 million investment in Credit Karma
through a secondary offering for a minority stake in 2018, valuing Credit Karma at $4 billion only
two years ago. Credit Karma had previously received a $370 million investment from Ribbit Capital,
Susquehanna Growth Equity, and others. Credit Karma has completed eight acquisitions in recent
years.

The buy and build strategy creates synergy and value



The recent merger of Digital Media Solutions (DMS) into a SPAC provided liquidity for shareholders,
including Clairvest Group and Lion Capital. DMS is another example of a platform lead gen
company that grew significantly through acquisitions with the support of its financial sponsors.
Since the investment in 2016, DMS completed nine acquisitions. DMS merged into Leo Holdings in
April 2020, successfully providing shareholder liquidity through a (back door) IPO.

Other recent private equity success stories in the sector highlight this trend which, in turn, is
driving increased investor interest and capital to the sector. As an example, Platinum Equity
recently acquired Centerfield Media Holdings from its founders in December 2019 and has already
completed an add-on acquisition of Digital Ventures.
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Size matters

Since 2014, there have
been more than 35 M&A
transactions by incumbent
lead gen companies.
LendingTree.com has been
a prolific acquirer,
purchasing nine lead gen
businesses since 2016. 
Private equity firms have
been active in the lead gen
space, acquiring over 100
platform and add-on
acquisitions since 2012.
Firms are pursuing add-on
acquisitions to add scale
and diversify. 

Drivers for lead gen acquisitions

Companies that are large enough to be used as platforms for add-on acquisitions are at the top of
the valuation hierarchy.



     Select Private Equity Add On Investments
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M&A in the lead gen industry is entering into a new phase. There are hundreds, if not thousands, of
lead providers. Some firms masquerade as data analytics firms but are really just data hygiene
companies. There are far fewer companies that deliver a higher value add such as data analytics
and efficiency-enhancing technology. Such companies generally trade for higher valuations.
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Size is just a piece of the value maximization puzzle

Industry participants recently commented that the shift to digital performance-based advertising
models results from mounting pressure on advertisers to demonstrate return on investment.
Salesforce research from 2019 shows an increase in the number of marketers planning to track
customer acquisition cost, cost per lead and marketing ROI, among other marketing metrics. As a
result, firms with sophisticated data analytics services and reporting are increasingly valuable.

Value maximization for lead gen companies



M&A activity in the lead gen industry remains robust and has continued through COVID. There
have been over ten lead gen M&A transactions since the pandemic started earlier this year. 

Several high profile exits by private equity firms showcase the value of lead gen companies and
the opportunity to maximize value by increasing scale and capabilities through add-on
acquisitions. 

Incumbent lead gen companies and private equity firms are investing in businesses in both the
digital and direct mail channels. We expect robust acquisition activity over the next 18 months as
strategic and financial acquirers demonstrate continued interest.
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Conclusion

Colonnade is a leading advisor to the lead gen industry



Colonnade is an independent investment bank focused on the financial services and business services sectors. Colonnade provides expert, objective advice on
mergers and acquisitions, private placements, fairness opinions, valuation opinions and corporate finance issues for privately held businesses, publicly traded
companies and financial sponsors. Our senior bankers bring extensive transaction experience, industry expertise, a process orientation and a sense of urgency
to each engagement.

     This advertisement was prepared September 2020. It is not investment advice, and Colonnade undertakes no obligation to update the information
contained herein.

     Sources: SEC filings, regulatory filings, and company presentations.
     ©2020 Colonnade Advisors LLC.

     
Copyright and Other Important Information
     This document, including text, graphics, logos, icons, images and the selection and arrangement thereof, is the exclusive property of Colonnade Advisors LLC and is protected by U.S. and international
copyright laws. Colonnade hereby permits you, unless you are an investment bank or other financial advisor, to download, copy, distribute, publish, reproduce, cite, link or post this document or its contents
subject to the following conditions: 1) you retain on any material all copyright and other proprietary notices and 2) you do not modify this document or its contents in any way. Colonnade reserves all rights not
expressly granted. This document and the information that it contains are produced by Colonnade Advisors LLC solely for general background information on the matters described. This document or any of its
information may not be used for investment, valuation or accounting purposes. None of Colonnade or its representatives or affiliates has agreed to or has assumed any responsibility to provide you with
investment advice, whether in a fiduciary capacity or otherwise.

For more information on the U.S. lead gen agency industry, please contact:
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Colonnade	Advisors	LLC	•	500	West	Madison	Street	•	Suite	3410	•	Chicago	IL	•	60661
Investment	banking	services	provided	through	Colonnade	Securities	LLC,	member	FINRA

Jeff Guylay
Managing Director
208.726.0788
jguylay@coladv.com

Gina Cocking
Managing Director
312.425.8145
gcocking@coladv.com

Tiffany Hu
Director of Business Development
312.870.6204
thu@coladv.com


