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M&A AND FINANCING UPDATE

LET THE GOOD TIMES ROLL
Accelerating Economic Growth

Middle-Market Deal Volume Up

The economic outlook for the U.S.
remains very positive. Despite a
0.7% contraction in the first quarter,
GDP is expected to accelerate during
the remainder of 2015 and into 2016.

Middle-market transaction volume
increased nicely during the first
quarter of 2015. According to
Robert W. Baird, the number of
transactions with values less than
$500 million increased 27.3% during
2015 compared to the year earlier
period.

Wells Fargo is forecasting 2.2%
GDP growth in 2015, increasing to
2.9% in 2016.

The number of transactions with
values greater than $1 billion
increased 26.6% to 100 during the
same period. Strong credit markets
and active buyers made it favorable
for transactions of all sizes.

Most economic data continues to
remain strong. Consumer
confidence registered 95.4 in May,
not a record, but solid. The
unemployment rate was 5.5% in May
2015, down from 6.3% one year
earlier and 8.2% three years ago.

With a strong economy, continued
private equity exit activity, a growing
number of baby boomers looking to
retire, and strong credit markets; we
expect transaction volume to remain
strong in 2015.

Low energy prices, low interest rates,
a strong dollar and increasing
employment should bode well for
economic growth during the
remainder of 2015.
M&A DEAL VOLUME INCREASED
DURING Q1 2015
U.S. Middle-Market M&A Volume for Deals
Under $500M of Enterprise Value
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PURCHASE PRICES SHOW
SIGNIFICANT INCREASE
Average Purchase Price/Adjusted EBITDA Multiples for Private
Equity-Backed LBOs with $10M - $250M of Enterprise Value
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QUALITY PREMIUM INCREASES
Purchase Prices Rise Significantly

Quality Gap Widens

Along with the rise in transaction
volume, middle-market purchase
price multiples increased.

According to GF Data, LBO
purchase price multiples in the first
quarter of 2015 were higher for
companies with above average
financial characteristics. Companies
with these characteristics sold for
7.3x EBITDA compared to 5.6x
EBITDA for other transactions, a
1.7x gap.

Middle-market purchase price
multiples for LBO transactions
reported to GF Data reached record
highs. The average purchase price
for middle-market transactions
(enterprise values less than $500
million) was 6.8x EBITDA for the
first quarter of 2015, compared with
the 6.4x average EBITDA multiple
realized for all of 2014.

For purposes of these calculations,
“above average financial
characteristics” is defined as
companies having either latest twelve
months (“LTM”) EBITDA margins
or LTM revenue growth above 10%,
or one above 12% and the other
metric at least 8%.

While we recognize purchase price to
EBITDA multiple averages ignore
the unique characteristics of each
transaction and company, the overall
trend in purchase price multiples is
clearly upward.

The quality gap continues to widen.
During 2003-2010, the gap was only
0.2x. As in many areas of the
investment world, the emphasis on
quality has increased during the last
several years.

QUALITY PREMIUM WIDENS
Quality Premium for Above Average Financial Performance
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LEVERAGE INCREASES DURING
Q1 2015
Average LBO Debt Multiples for Deals with
$10M - $250M of Enterprise Value
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Aggressive Senior and Mezzanine
Lending Markets
Senior debt market support for lower
middle-market LBOs remained
strong during the first quarter of
2015. According to GF Data, the
average senior debt/EBITDA
multiple for $10 - $250 million
enterprise value private equitybacked buyouts was 3.4x during the
first quarter of 2015, compared to
2.6x during 2014. Pressure to grow
assets, combined with low interest
rates, continue to result in a highly
attractive market for borrowers.
Average total debt/EBITDA for the
LBO segment of the market
increased to 4.0x during the first
quarter of 2015 compared to 3.6x
during 2014. Mezzanine continues
to be squeezed out of buyer capital
structures, declining to 0.6x
EBITDA during the first quarter of
2015 compared to 1.0x EBITDA
during 2014.
Despite the first quarter strength, we
are starting to see a small pullback in
the lending markets. Both non-bank
and traditional bank lenders are
becoming more disciplined. Given
the new bank High Risk Borrowers
(“HRBs”) limitations, banks are
hesitant to exceed 3.0x EBITDA on
middle-market transactions. Nonbank lenders also seem to be slightly
more cautious, maybe waiting for a
resolution of the GE Capital sale.

Contract Terms Slightly Tighten
Contract terms are an important part
of any transaction. According to a
GF Data analysis, contract terms for
LBOs with less than $250 million
enterprise values were mixed, with
indemnification caps notably getting
slightly less favorable for buyers.
During 2014, indemnification caps
increased to 18.0% of enterprise value
compared to 16.9% in 2013. Size
significantly matters; $10 - $25
million transactions had 25.2%
indemnification caps during 2014
compared to 18.6% in 2013. $100 $250 million transactions had 12.8%
indemnification caps in 2014
compared to 11.6% in 2013.
Other contract terms tilted slightly
more favorable to sellers. Escrow/
holdbacks decreased to 6.9% of
enterprise value during 2014
compared to 7.0% during 2013. The
average indemnification period
declined to 16.9 months from 17.0
months during the same period.
However, average “baskets” became
more buyer favorable and decreased
to 0.8% in 2014 from 1.0% in 2013.
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FIRM OVERVIEW

GLOBAL REACH

Cleary Gull Inc. is an employeeowned firm providing specialized
financial services since 1987 to
individuals, institutional investors,
and middle-market companies
through two operating divisions:
Investment Banking and
Investment Management
Services. “A Firm Belief in the
Entrepreneurial Spirit” is our core
ideology and the foundation for
all of our client engagements.

Cleary Gull is a member of the
International Association of
Investment Bankers. The IAIB
(www.iaib.org) is an affiliation of
investment banking firms from
Africa, Asia, Europe, and North
America working together to
broaden their reach and leverage
their expertise.

Cleary Gull’s investment bankers
help clients throughout the U.S.
achieve their financial and
business goals with advice on
exclusive sales, mergers,
acquisitions, raising debt and
equity in private capital markets
and other transactions, working
through complex financial, legal,
tax, accounting and other
technical issues.
Cleary Gull Inc.
100 East Wisconsin Avenue
Suite 2400
Milwaukee, WI 53202
clearygull.com

CONTACT
The Cleary Gull Investment
Banking team has completed
more than 120 transactions since
1995, representing over $6 billion
in transaction value.
Contact us for more information
on Cleary Gull and our
Investment Banking services.
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Managing Director
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Managing Director
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rchimenti@clearygull.com

Patrick J. Bremmer
Vice President
414-291-4548
pbremmer@clearygull.com
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Vice President
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jolson@clearygull.com

This is not in any sense a solicitation or offer to purchase or sell securities. The factual statements herein have
been taken from sources believed to be reliable, but such statements are made without any representation as to
accuracy, completeness, or otherwise. Historical data is not an indication of future results.
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