SEEEIREEEEI

MERCER CAPITAL

Middle Market § it
Transaction Update

Winter 2023

In This Issue

U.S. Deal Value & Volume
EBITDA Multiples

EBITDA Multiples by Buyer Type
Debt Multiples

U.S. Deal Volume by Industry
Number of Deals by Buyer Type

MERCER
CAPITAL

SSSSSSSSSSSSSSSSSS
IIIIIIIIIIIIIIIIIIIIIIIII


https://mercercapital.com/services/transaction-advisory/bankruptcy-and-restructuring-advisory/
https://mercercapital.com/services/transaction-advisory/bankruptcy-and-restructuring-advisory/

Winter 2023 M&A Update

Although middle market transaction activity remained depressed in the third quarter U.S. Deal Value & Volume

of 2023 compared to 2022 levels, M&A activity and possibly deal multiples could Q2-2021 to Q3-2023

improve in 2024 given the potential for Fed rate cuts, an economy that has remained

resilient in spite of 525bps of rate hikes by the Fed, and ample dry powder held by 80 2

PE firms to deploy. Zg $G3 . "

As shown in the chart in the top right, overall U.S. deal activity, as compiled by ig . $37 12

Capital IQ in the third quarter, was little changed from the depressed levels observed 30 . $28 $25 $26 038

in the first half of 2023. Pitchbook reports that U.S. PE middle-market activity defined fg ° L H H ﬁ a 0.4

as deals with an enterprise value of more than $1 billion fell to a six year low in the 0 0
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third quarter and was down by 13% from the second quarter and 55% from the year
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Lower middle market activity (defined as enterprise values of $10 million to $500

million) as compiled by GF Data® from ~300 PE firms for ~20 years provides several
notable observations about PE-backed transactions: Number of Deals and Average EBITDA Multiples

o . ) o Lower Middle Market Financial Buyers | Last 8 Quarters
e  Similar to the overall U.S. transaction level, lower middle market activity is

depressed relative to 2022 and especially 2021 when financing costs were 050 8 5x

exceptionally low.

e The average EBITDA multiple for all sub-groups improved to 7.5x in the third 200 8.0x

quarter compared to 6.7x and 8.2x in the prior and year ago quarters.

150 7.5x
e The average EBITDA multiple for the trailing 12 months on a rolling quarterly
basis declined to 7.2x compared to 7.4x in and 7.7x in the prior and year ago 10 70X
quarters. 50 76 75 6.5x
e The average EBITDA multiple for the trailing 12 months by sub-group ranged 0 n n 6.0x
from 5.9x for deals with an enterprise value of $10-$25 million to 11.2x for 2104 22Q1 22Q2 22Q3 22Q4 23Q1 23Q2 23Q3
deals in the $250-$500 million range. mmmm # Of Deals == TEV /EBITDA

Source: GF Data®
e The year-to-date average industry multiple ranged from 6.4x for manufactur-
ing to 9.4x for healthcare services.
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*  Buyer transaction costs that are excluded from the multiples cited above add
about 0.3x to all-in costs.

Deal volume for both strategic and financial deals present a similar picture. The
chart on page 1 highlights overall deal value and volume, including strategic deals.
The third quarter of 2023 represents a slight uptick in deal value and consistent
volume across each quarter in 2023. Deal value is down approximately 41% year-
over-year and down 59% from third quarter 2021 metrics.

One takeaway from the increase in quarterly multiples in the third quarter for lower
middle market PE deals is that quality firms continue to transact whereas firms with
less attractive characteristics are not transacting as frequently.

Notwithstanding the current depressed M&A market, we believe there are multiple
reasons to be optimistic about middle market M&A activity in the coming year.

There is an abundance of committed capital ready for deployment, allowing investors
and acquirers to become increasingly more motivated to put their money to work.
Recent reductions in intermediate and long-term rates when combined prospectively
with a potential reduction in SOFR if the Fed follows through with rate cuts portend
lower borrowing costs. Also, the ability of issuers to tap the capital markets for equity
and debt financing should improve given the strong rally in small cap equities and
to a lesser extent high yield credit since late October. Lastly, there are technological
advancement needs within the market that could be driving factors in M&A growth
activity in 2024.

Mercer Capital has a deep bench of seasoned transaction professionals with
experience in all different types of market environments, including this one. If you
are a business owner contemplating a transaction on the buy side or on the sell side,

Tass

J. Davis Rolfe, Jr., CPA
rolfed@mercercapital.com | 901.322.9712

feel free to reach out to discuss your needs in confidence.
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TEV/EBITDA Multiples
Financial Buyers | Last 8 Quarters
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EBITDA Multiples by Buyer Type
2021to YTD 2023
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m Strategic = Financial

Source: Capital IQ (strategic) and GF Data (financial)
Strategic multiples exclude outliers (defined as EBITDA multiple > 18x)



https://mercercapital.com/professional/j-davis-rolfe-jr/

U.S. Deal Volume by Industry
Q2-2021to Q3-2023
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Debt Multiples
Financial Buyers | Through Q3-2023

Number of Deals by Buyer Type
Q2-2021to Q3-2023
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The Transaction News Advisor covers
selected M&A, private equity and credit,
and capital market transactions of note.

Click the button below to read previous issues
and subscribe to this monthly newsletter
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MERCER CAPITAL T BUSINESS VALUATION &

Transaction Advisory Services

In addition to our corporate valuation services, Mercer Capital provides investment banking and transaction advisory services to a broad
range of public and private companies and financial institutions.

Mercer Capital has been successfully executing mergers & acquisitions for a broad trustees, and other fiduciaries of middle-market public and private companies
spectrum of middle-market companies since the mid-1980s. in a wide range of industries. Our independent advice withstands scrutiny from
shareholders, bondholders, the SEC, IRS, and other interested parties to a

We specialize in providing merger & acquisition services to sellers or buyers of private . . .
P P 9 9 a Y P transaction, and we are well-versed in the new industry standards.

businesses or public companies divesting divisions and subsidiaries. In addition,
Mercer Capital assists clients in industry consolidations, roll-ups, and refinancings. The professionals of Mercer Capital guide you through the uncharted waters of

selling your business, acquiring another business or division, mergers, valuations,

Mercer Capital leverages its historical valuation and investment banking experience fairness opinions, and other transaction advisory needs. Rely on the experience,

to help clients navigate a critical transaction, providing timely, accurate and reliable independence, and transaction know-how of Mercer Capital,

results. We have significant experience advising boards of directors, management,

Transaction Advisory Services Advantages We Offer
. M&A Representation . Maximize Net Proceeds
. ESOP Installation, Termination, and Transactions . Negotiate the Best Possible Terms
. Squeeze-Out Transactions 3 Speed Up the Deal Process
. Fairness and Solvency Opinions . Ensure Transaction Closure
o Minority Shareholder Stock Repurchases . Help Ensure Confidentiality
. Corporate or Partnership Recapitalizations . Minimize Burden on the Ownership

Timothy R. Lee, ASA
leet@ mercercapital.com
901.322.9740

Jeff K. Davis, CFA J. Davis Rolfe, Jr., CPA
heinzn @mercercapital.com jeffdavis @ mercercapital.com ‘ij:, rolfed @ mercercapital.com
901.685.2120

615.345.0350 901.322.9712

JohnT. (Tripp) Crews, Il Jay D. Wilson, Jr., CFA, ASA, CBA
crewst@ mercercapital.com b wilsonj@mercercapital.com
901.322.9735 469.778.5860

crowm@mercercapital.com
901.685.2120

Securities transactions conducted through StillPoint Capital, Member FINRA/SIPC, Tampa, FL. Certain members of Mercer Capital are Registered Representatives of the broker dealer StillPoint Capital, LLC. Mercer Capital and StillPoint Capital, LLC are not affiliated entities.

Copyright © 2023 Mercer Capital Management, Inc. All rights reserved. It is illegal under Federal law to reproduce this publication or any portion of its contents without the publisher’s permission. Media quotations with source attribution are encouraged.
Reporters requesting additional information or editorial comment should contact Barbara Walters Price at 901.685.2120. Mercer Capital’s Tennessee Family Law Newsletter is published quarterly and does not constitute legal or financial consulting advice. It
is offered as an information service to our clients and friends. Those interested in specific guidance for legal or accounting matters should seek competent professional advice. Inquiries to discuss specific valuation matters are welcomed. To add your name
to our mailing list to receive this complimentary publication, visit our web site at www.mercercapital.com.
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