
Middle Market Commentary - Q1 2017
Overall, 2016 deal activity was down slightly relative to 2015, with 211 transactions 

completed in 2016 versus 235 transactions in 2015. Interestingly, there were 53 

transactions in Q1 2017, on par with the number of transactions in Q4 2016, 

resisting the expected seasonal decrease we normally observe from Q4 to Q1. 

The average transaction multiple of EBITDA was 6.9x for 2016, representing 

a slight increase in valuation for companies in the lower middle market ($10-

$250 million in value) compared to 2014 and 2015, when multiples were 6.7x 

EBITDA. In Q1 2017, multiples were in line at 6.7x EBITDA. GF Data reports that 

EBITDA multiples for all transactions in the $10 to $250 million range continue 

to be above average: 6.9x in 2016 and 6.7x in Q1 2017 compared to a long-term 

average of 6.4x (2003-2016).

The size effect continues to be present in middle market deals in the 2016 and 

for Q1 2017. Companies valued in the $10-$25 million range sold at an average 

of 5.9x EBITDA, while those in the $100-$250 million range sold at an average 

of 9.2x EBITDA (see chart below). Generally, 2016 and the beginning of 2017 

remained a strong market for sellers in the four size categories, as multiples were 

above their long-term averages (2003-2017 YTD) in all enterprise value ranges.

The quality of a company’s historical financial performance also 

affects the multiple buyers are willing to pay. GF Data tracks 1) 

profitability as measured by trailing twelve month (TTM) EBITDA margin  

and 2) growth as measured by TTM revenue growth rate.

GF Data defines better financial performers as businesses with TTM EBITDA 

margins and revenue growth rates both above 10%, or one above 12% and 

the other metric at least 8% or greater. Buyout transactions involving better 

performers constitute more than half (56%) of the entire GF database, and 

they receive, on average, greater EBITDA multiples than the other firms in the 

database. This quality premium has been rising during the period studied by 

GF Data (2003-2016). In Q1 2017, the premium increased further to 30% for 

premium quality companies, while the average quality premium is 7.5%. 

Approximately 80% of the transactions in the GF Database involve companies 

in four industry groups. These industries and the 2016 / Q1 2017 multiples for 

each are manufacturing (6.2x / 6.6x), business services (7.4x / 6.2x), healthcare 

services (7.6x / 7.8x), and distribution (7.4x / 7.1x). Valuation multiples were higher 

than long-term averages in 2016 across all industries with the exception of 

Media & Telecom and Technology, which saw multiples in-line with their long-

term averages.

Sourcing capital to close a transaction is crucial for buyers, and the availability 

of senior debt for buyout transactions is a ready indicator of how active the 

market will be. For deals in 2016, senior lenders provided 2.7x EBITDA to the 

average small buyout ($10-$25 million), while the largest deals ($100-$250 

million) received 3.7x EBITDA. In 2016, total debt (senior and sub) in the average 

small deal was 3.3x, while in the largest transactions it was 4.8x. Leverage levels 

in 2017 to date have been in line with 2016, along with some additional debt 

capacity for some of the smaller companies. The correlation between availability 

of debt and deal size is directly related to the multiples paid by buyers.

GF Data provides info on the cost to the buyer and price to the seller. This 

difference arises because of transaction costs. Buyer returns are based on all-

in costs, including transactions costs. In 2016 and Q1 2017, transaction costs 

averaged 0.26x EBITDA, making average all-in costs to the buyer 6.9x EBITDA.

After a sharp uptick in 1H2016 for the level of indemnification as a percentage 

of enterprise value for small deals, the indemnification levels stabilized around 

recent levels for the smaller transactions. The average indemnity cap for 

companies in the $10 - $25 million range rose slightly from 18.3% in 2015 to 19.8% 

in 2016, and the average indemnity cap for companies in the $25 - $100 million 

range decreased slightly from 15.8% to 14.0%. The average indemnity cap for 

companies in the $50 - $100 million range increased in 2016 to 19.6% from 

11.0%, while for the largest companies, the average indemnity cap decreased to 

4.2% in 2016 from 10.6%. The difference in the level of indemnification is directly 

related to size effect.

In summary, although the number of transactions was down slightly in 2016, 

GulfStar views the middle market environment as a very strong seller’s market, 

particularly when considering the activity to start 2017. Valuation levels have 

continued to increase over the past five years across industries and size 

ranges, and average multiples remain above their long-term averages. These 

positive conditions are expected to continue through the remainder of 2017. 

GulfStar continues to actively represent businesses in downstream energy, 

manufacturing, retail, consumer, healthcare, software, technology, and business 

and industrial services, where buyer interest continues to be strong. 
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TOTAL ENTERPRISE VALUE (TEV)/EBITDA 

Please note that N for 2003-11 encompasses nine years of activity. 

  2003-      YTD
 TEV  2012  2013  2014  2015  2016  2017  Total  N =
        
 10-25  5.6  6.0  5.6  5.8  6.0  5.8  5.7  1033
 25-50  6.2  6.8  6.6  6.6  6.4  6.4  6.3  787
 50-100  6.8  6.8  8.4  7.8  7.3  6.8  7.0  536
 100-250  7.3  7.5  7.8  9.0  9.0  8.7  7.8  255

 Total  6.2  6.5  6.7  6.7  6.9  6.7  6.4  

 N =  1733  163  215  236  211  53   2611


