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THE MIGHTY MIDDLE MARKET

U.S. Middle Market Defined
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THE MIDDLE MARKET

THE MIDDLE MARKET

The National Center for the Middle Market is a collaboration between The Ohio State University’s Fisher
College of Business, SunTrust Banks Inc., Grant Thornton, and Cisco Systems. It exists for a single
purpose: to ensure that the vitality and robustness of Middle Market companies are fully realized as
fundamental to our nation’s economic outlook and prosperity. The Center is the leading source of
knowledge, leadership, and innovative research on the middle market economy, providing critical data
analysis, insights, and perspectives for companies, policymakers, and other key stakeholders, to help
accelerate growth, increase competitiveness and create jobs in this sector.
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MIDDLE MARKET INDICATOR

OVERVIEW

A Quarterly National Survey Cut by Geography and Industry

! 4
ol ks | 4Q 2015
INDICATOR

srow SIS

Bevarase Granwth v

Empazyment Growih

26 (31"

P

NATIONAL CENTER FOR
THE MIDDLE MARKET

Lo

Florkds compasies more confident Prepacing foe growth Ehiough
Intha seendmy cagital Pwestment

INDUSTRY r
misste | 4Q 2015

INDICATOR
FINANCIAL SERVICES"
GROWTH

eGowt ations Imglopraoentn, | |

Pregaring for growth thiowg
caphal rvesiment

I\

N m

T Owio STare UNivessiTy Sm o Grard Trormeon cisco
e —




Q4'16 MIDDLE MARKET INDICATOR

EXECUTIVE SUMMARY

BY A SUBSTANTIAL MARGIN, THE MIDDLE MARKET CONTINUES TO
LEAD THE U.S. ECONOMY IN REVENUE GROWTH AND JOB
CREATION

THE MIDDLE MARKET ENDED 2016 WITH RECORD HIGH JOB
CREATION AND REVENUE GROWTH NEAR THE HIGH END OF ITS
HISTORICAL RANGE

EXPECTATIONS FOR GROWTH AND JOB CREATION IN THE COMING
YEAR ARE ALSO STRONG

CONFIDENCE IN THE U.S. AND LOCAL ECONOMIES CONTINUES
HIGH; GLOBAL CONFIDENCE HAS REBOUNDED




Q4'16 U.S. MIDDLE MARKET

EXECUTIVE SUMMARY

REVENUE GROWTH EMPLOYMENT GROWTH CAPITAL INVESTMENT CONFIDENCE

6.9% 5.4% 65%
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Q4'16 MIDDLE MARKET INDICATOR

REVENUE GROWTH

PAST 12 MONTHS
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Q4'16 MIDDLE MARKET INDICATOR

INDUSTRY REVENUE GROWTH

REVENUE GROWTH REVENUE GROWTH

PAST 12 MOMTHS  MNEXT 12 MONTHS
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Q4'16 MIDDLE MARKET INDICATOR

REVENUE GROWTH FORECAST

NEXT 12 MONTHS

8.0% -

5.5% 7.0% -

6.0% A
U.S. MIDDLE MARKET
5.0% A

7 ! % 4.0% -
u 3.0% A
PE-OWNED FIRMS

2.0% A

1.0% -

0.0%

NN NN ZCEICE I IOE RN RN RN\ BRN BRI SR IR IS

-8-U.S. MIDDLE MARKET =-4=PE-OWNED .



Q4'16 MIDDLE MARKET INDICATOR

EMPLOYMENT GROWTH

PAST 12 MONTHS
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Q4'16 MIDDLE MARKET INDICATOR

INDUSTRY EMPLOYMENT GROWTH

EMPLOYMENT GROWTH

PAST 12 MOMTHS  MNEXT 12 MOMNTHS

EMPLOYMENT GROWTH

PAST 12 MONTHS  MEXT 12 MOMTHS

73% | B1% 93% | 70%

42%  4.0% 5.8% | 27%
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Q4'16 MIDDLE MARKET INDICATOR

EMPLOYMENT GROWTH FORECAST

NEXT 12 MONTHS
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A FEW OBSERVATIONS FROM

FIVE YEARS OF DATA

» The middle market is the engine of U.S.
economic growth

» Most middle market growth is organic

» Middle market executives manage
conservatively

» Talent is the middle market’s greatest
constraint

14
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Q4'16 MIDDLE MARKET INDICATOR

ECONOMIC CONFIDENCE AT RECORD HIGHS
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LARGER COMPANIES GREW FASTEST IN 2016;
THE CORE MIDDLE MARKET IS MOST OPTIMISTIC

$10M - $50M - $100M -
Total MM <$50M <$100M <$1B
(1007) (393) (200) (414)

Actual Revenue Growth (Past 12 Months)

Increased 70 65 73 78
Stayed the same 16 16 22 14
Decreased 13 19 5 8

Mean total growth 6.9 5.9 7.9 8.1

Projected Revenue Growth (Next 12 Months)

Increase 56 58 60 52
Stay the same 38 35 38 41
Decrease 6 7 2 7

Mean total growth (expected) 5.5 5.3 6.3 5.3



SHORT-TERM EXPECTATIONS

HAVE RISEN SHARPLY

150 ~ —— MM Short Term Index
100 -
e . 81
50 -
0 w ‘ | |

2015 4Q 2016 1Q 2016 2Q 2016 3Q 2016 4Q

Short Term Index = Net positive change in business climate + Net positive change in
demand + net positive change in sales-indexed to Q1 2015



EXECUTIVES FORESEE

INCREASED DEAL-MAKING IN 2017

Past 12 Months Extremely/Very Likely in Next 12 Months

Introduce a new
40% product or service 42%
Expand into new
domestic markets

32% 41%

Make an acquisition

Add a new
plant or facility

Expand into new
international markets

Take on new debt

Open a new line of
credit

Be acquired/merge
with another company




Q4'16 MIDDLE MARKET INDICATOR

CAPITAL INVESTMENT PLANS

FIRMS PLAN TO INVEST.

75% -~
70% -

sl
innnini 65% -

o
o 60% -

WILL INVEST —

50% -

4a15 51% 45% -

0 +—F——F—T——FT—T——F——F— T T T—T—T——T——T— T T T T T

O 60 (O O (O o 1O 1O (@ o }O RO (O o0 (O O (O P

nO o S S S

—+—PE-OWNED =—e=U.S. MIDDLE MARKET 20



Q4'16 MIDDLE MARKET INDICATOR

CHALLENGES

TALENT AND REGULATION ISSUES ARE TOP OF MIND FOR MIDDLE MARKET LEADERS

SHORT TERM CHALLENGES (Next 3 month: LONG TERM CHALLENGES (Next 12 monti
INTERNAL CHALLENGES: INTERNAL CHALLENGES:

1. BUSINESS 62% 1. BUSINESS 39%
2. STAFF/EMPLOYEES 45% 2. STAFF/EMPLOYEES 38%
3. COsTS 21% 3. COSTS 16%
4. GOVERNMENT 16% 4. GOVERNMENT 5%
EXTERNAL CHALLENGES: EXTERNAL CHALLENGES:

1. BUSINESS 32% 1. BUSINESS 28%
2. GOVERNMENT 27% 2. GOVERNMENT 25%
3. COMPETITION 16% 3. CO5STS 13%
4. CO5TS 15% 4, COMPETITION 12%
5. ECOMOMY 14% 5. ECONOMY 12%
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WORKING CAPITAL: MIDDLE MARKET

EXECUTIVES ARE SATISFIED ...

Satisfaction with Working
Capital Management

Extremely satisfied

Very satisfied

Somewhat satisfied

Not Very/
Not at all satisfied



BUT THERE ARE HUGE DIFFERENCES IN

WORKING CAPITAL MANAGEMENT ...

Working Capital Metrics of Materials Firms with
$100M-$1B Revenue, 2016
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... AND COMPANIES ARE TYING UP

MILLIONS OF DOLLARS UNNECESSARILY

Improvement to Working Capital by Cash benefit of just
Percentile Change* one day’s improvement*
$200,000
$180,000 $172.,980
$160,000

$140,000 $131,646 A/R $274,000
"'§ $120,000

@ $100,000 Inventory $260,000
@ $80,000 $69,746
. $60,000 $54,664 AIP $260,000
=’ Total: $795,000
$20,000
$0

5th to 25th 25th to 50th 50th to 75th 75th to 95th

*Based on a $100-million-in-sales materials company with average debt



TALENT PLANNING AND ITS IMPORTANCE

ORGANIZATIONS WILL BE
MUCH MORE SUCCESSFUL IF
THEY KNOW

+ The types of talent they need and
where they need it, both today and
going forward

+ Their existing talent situation,
including open or soon-to-be open
positions, internal talent ready for a
move or promotion, and
development needs to prepare staff
to fill key positions

+ The processes and policies to
ensure that top talent is identified,
developed, rewarded, and retained.

How Total 10%+

Important? | Middle Growth
Market

Extremely/ 210 8104

Very

Somewhat 21% 15%

Not very / 0 0

Not at all S 4%

How Well Done?

A 14% 22%
B 46% 47%
C 28% 23%
D 11% 6%
F 2% 2%



STRENGTHS AND WEAKNESSES

IN TALENT PLANNING

ol [mportant But Not Doing Well Important and Doing Well
Identifying the
Processes to regularly « key positions
ass?ss employee&; in the business
performance an
Tools and potential o
e processes to 5 Identifying Identifvin
Lining up Identifying current tain critical | . ldentifying critical . bees : ying
successors for  and future skills players internal talent positions éi.e. e
key players  8aPs J Process to pools * to be filled by P
. identify and o . excellent
- \ ST d igh Er:\ag:aglr‘;%n =Eniok players) .
é successors for e potentials n talent Al *tent Lﬂﬁ?ct;flyl.r::g 't
ritical, "can't igning talen no ) :
~ " management ftratggy N lose" players
=l business
= Engaging line strategy
Identifying management *
Less Important
Iderlitif ing
external talent ,
55% pools
27

45% 70%



THE ABLE FRAMEWORK FOR TALENT

PLANNING

Align Lead
Talent Strategy by Example
with Strategy

¥

Build Engage
Processes to Enable the Organization
Successful Talent Planning
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) | 4
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CYBERSECURITY: MOST MIDDLE MARKET FIRMS
DO NOT THINK THEY HAVE BEEN HACKED

WHETHER COMPANY HAS BEEN TARGET OF A HACK

Healthcare, construction
and services companies
are most likely to be aware
of having been hacked.

Profile of Hack Targets:
= Faster past year and
projecied employment
growth
More likely fo have
expanded info new
international markets
(26%)
Have greater difficully
accessing capital

B Company has been target of hack
H Company has not been target of hack

HDon't know

Services Manufac- Wholesale  Retail Constru- Financial Healthcare
turing Trade Trade ction  Services



CYBERSECURITY CONCERNS ARE NOT

MATCHED BY PLANS

IMPORTANCE OF CYBERSECURITY WHETHER ORGANIZATION HAS
DEFINED CYBER RISK STRATEGY

B Yes - strategy is
cument and
reviewed at least
annually

Extremely
Important

EYes - but the
strategy is not
current and may
only be reviewed
occasionally

Veery Important

B No - organization
does not have a
defined strategy

Important




THE NCMM'S NEW CYBERSECURITY
RESOURCE CENTER

Dedicated to helping middle market companies
manage cyber risks
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