IN THE NEWS
GF Data Resources provides data on
private equity-sponsored M&A transactions with enterprise values of $10 to
$250 million
— by Fran Fornaro

Fig. 1: Average purchase price multiples
and deal volume pick up in 2Q10
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Fig. 2: Equity contributions remain high in 2Q10
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M&A activity in the middle market showed
a meaningful pickup in 2Q10 as both deal
volume and purchase price multiples expanded compared to 1Q10. According to
data collected by GF Data Resources, the
average purchase price multiple increased
to 5.6 times in 2Q10, up from 5.2 times in
both 1Q10 and 2H09.
“The sponsored M&A market is clearly
warming up. The general uptick in multiples reflects the continuing strength of
better performing companies over goodbut-not-great performers,” says Andrew
Greenberg.
According to Greenberg, sponsors are
willing to pay a premium for better performing businesses.
In 2Q10, above-average financial performers were valued at 107% the valuation
of lesser-performers, the highest premium
in any quarter tracked by GFDR in the past
four years. The size of the businesses sold
was also an important driver this past
quarter.
“It was not lost on buyers and lenders that
smaller businesses experienced greater
difficulty following the financial crisis and
have had a harder time gaining visibility
coming out of it,” says Greenberg. “Banks
are in no hurry to expand the level of cash
flow lending to businesses with less than
$5M of EBITDA.”
Consequentily, the recovery in valuation
this quarter was concentrated in deals with
enterprise value greater than $25 million.
While the average multiple for businesses
with an enterprise value of $10-$25 million
fetched 4.8 times, businesses sold with
an enterprise value of $100-$250 million
had an average multiple closer to 7 times.
While valuations expanded, so too did
equity contributions. According to GFDR,
equity contributions comprised 58.7% of
2Q10 capital structures while senior and
sub-debt capital only made up 32.8% and
8.4% of deal structures.
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“While the debt markets have improved
relative to last year, deals completed in 2Q10
continue to reflect the continued cautious
use of leverage for smaller issuers,” says
Greenberg. “However, in 2H10, we would
expect to see the trend reverse; a more
pronounced jump in senior and total leverage is expected which would pull down the
equity percentage.”
The climb in transaction multiples seen
this past quarter is expected to continue
into 2H10 and 2011.
“As the economy, the capital markets and
individual companies continue to recover,
we should see a continued expansion in
purchase price multiples and deal volume,”
says Greenberg. “We are still in the early
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stages of a recovery for the M&A market
and there are a lot of companies waiting
for a more sustainable improvement in
financial performance before selling. If the
M&A market continues on its current path
of slow and steady recovery, there will be
plenty of inventory on the market next year.”
For more information on subscribing,
contact GF Data Resources at info@gfdataresources.com or visit the website at
www.gfdataresources.com
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