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The Middle Market

Middle Market
company definition

Based on deal size

Upper Middle Market
S500M to S1B

Core Middle Market
S100M to S500M

Lower Middle Market
S25M to S100M

Select US UMM PE deals
3Q 2017
Company Investor(s) Deal size
CERTARA’-) EQT Partners S850M
i_: %E___—i?: Odyssey Investment Partners S800M
ETRO éﬁifaclir:?/:;ment Corp. LT
XQpccﬂy Vista Equity Partners $564M
g&ll_%EEER Apollq Global Management, $500M
Ontario Teachers’ Pension Plan

Most active investors

By deal count

Audax Group

HarbourVest Partners

Genstar Capital

Alpinvest Partners

Hellman & Friedman

18

16

13

12

11



Where are we now?
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Middle market M&A decline continues

US MM M&A deal activity by year

Deal activity on track to fall
for the third straight year

The most active year on
record in the middle market

7,000
6,000
5,000
4,000
3,000
2,000

1,000

(@]

$350
$300
$250
$200
$150

$100

W

50

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017*

B Deal Value ($B)

— # of Deals Closed

*Through 9/30/2017



Debt usage rises as valuations
get frothy

US MM M&A multiples by year
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2017 US MM M&A
Multiples

10.7x

Valuation/EBITDA

5.0x

Fquity/EBITDA

5.7X

Debt/EBITDA




In your opinion, what is the most important factor
driving mid-market M&A valuations today?

Leverage levels
Dry powder
Public equity valuations

Potential tax policy changes
Other

M O T
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Middle market PE deal size
ballooned this year +56%

Median US MM PE deal size (SM) by year 2016-2017 increase in

median US MM PE deal size
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How did we get here?
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Mid-market PE fundraising continually strong

US MM PE fundraising activity by year

Select MM funds raised in 2017

Crescent Mezzanine Partners Vil
Mezzanine — S4.6B

Genstar Capital Partners VIllIi

Buyout — $4.0B

Veritas Capital Fund VI
Buyout — $3.55B

Oak Hill Capital Partners IV
Buyout — $2.65B
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First-time fundraising begins to
rebound

All US PE first-time fundraising activity by year First-time managers

$10 40 encouraged by success in the
$9 35 broader fundraising market

38
30
$7
$6 25 . .
. N First-time funds
4 s have outperformed follow-on
$3 0 competitors in recent vintages
$2
51 5
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Middle market PE dry powder

remains robust

US MM PE capital overhang (SB) by year
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Overhang by vintage

Cumulative
overhang

2017
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Dry powder ready

to be deployed

If invested at 2016 rate




Corporate cash growth has slowed

Cash on hand (SB)

(NASDAQ, NYSE, NYSE American)
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From whom do you currently see the most
competition for mid-market deals?

A. Corporate acquirers

B. Private equity firms

C. Fund-less sponsors (e.g. family offices, SWFs, etc.)
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PE as a % of MM M&A highest

since 200/

US MM PE deals as a % of M&A activity by year

45%

40%

35%

30%

25%

2007

2008

2009

2010

2011

2012

2013

2014

2015

38.57%

2016 2017*

*Through 9/30/2017

Structure of PE fund
timelines means they will
continue deploying capital
even in times of higher prices



Add-ons dominate middle market activity

Add-ons as a % of US MM PE buyouts by year

Since

2006

add-ons have transacted at a
median valuation/EBITDA of 8.4x,
compared to 9.0x for non add-ons

Read more in our
3Q 2017 PE Analyst Note

Exploring Buyout Multiples
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https://files.pitchbook.com/website/files/pdf/PitchBook_3Q_2017_Private_Equity_Analyst_Note_Exploring_Buyout_Multiples_II.pdf

Targets are increasingly institutionally-backed

% of MM targets without backing

85%

Prevalence of secondary buyouts

contributes to higher proportion /\/\/\81-3%

of institutionally-backed targets

30% 79.3%

Growing PE-backed company @
inventory means that a larger

percentage of available targets

already have institutional backing

75%
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017*

A PitchBook. *Through 9/30/2017



What lies ahead
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What will be the most important driver of
deal flow in 20187

A, Bricing

B. Sourcing/Quality of Targets

C. Tax reform/Regulation

D Access to financing/Interest Rates
E. Macro environment
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Additional PitchBook reports

A PitchBook

Exploring Buyout Multiples: Part lI

Analysis of opportunities via add-ons and sector sourcing
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Credits & Contact

Analysis
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BRYAN HANSON
KORY HOANG 7
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Contents

Introduction 1
add-ons 2-4
Sector Salection 4-6

mpany. Comprehensive, sceurate and hard-to-fing dats for professienzls do g

Key takeaways

+ Add-ens are an offoctive way to find buyeut acquisitions at

lowsr multiples. Often smaller and less institutionalized than
platfarm buyouts, add-ans have transacted at a median valuation/
EBITOA multiple of 8.4x globally since 2006, compared to 9.0x for
platfarm buyouts

+ The financial services and healtheare scetars are currently the
maost expensive for buyout investors, given public comps trading
At 51% and 25% premiums to their 10-year averages , respactively
Both have experienced a wave of consalidation after the glabal

financial erisis, causing multioles to increase substantially.

+ Public comparables in the B2C and materials & resources sectors
are currently the mast alfardable, trading at just 13% and 14%
premiums te their 10-year averages’, respsctively. Their relative
affordability can be partly attributed to e-commerce distuptions
and a prolonged downturn in commaodity pricas

Introduction

In the lirst instalment of Exploring Buyout Multiples, we discussed
the relationshin betwesn multiple expansion and private equity
returns. Ta help PE investors fing opportunities for attraetive
entry pricing, which is paramount te achieving multisle expansion
(and thus Righer returns), we icentified and exarined three main
sources of lawer buyout multiples: smaller enterprise values, carly
stages of an economic expansion and emerging markets. In this
edition, we examing two more

I Add-an strategies

2. Sector selection

. <ehacts praraia abous
z b

3Q 2017 PE Analyst Note Exploring
Buyout Multiple
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3Q 2017 US PE Middle Market Report

3Q 2017 M&A Report
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https://files.pitchbook.com/website/files/pdf/PitchBook_3Q_2017_Private_Equity_Analyst_Note_Exploring_Buyout_Multiples_II.pdf
https://files.pitchbook.com/website/files/pdf/PitchBook_3Q_2017_US_PE_Middle_Market_Report.pdf
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James Gelfer
Senior Analyst, PitchBook

Dylan Cox
Analyst Il, PitchBook
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