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Nontraded BDCs stand in contrast to their publicly traded counterparts, whose 

shareholders can sell during market hours at whatever price the market will bear.

One credit manager that has drawn considerable attention is Blue Owl Capital Inc. 

(NYSE:OWL), which called off a merger of privately held Blue Owl Capital Corporation 

II (“OBDC II”) with publicly traded Blue Owl Capital Corporation (NYSE:OBDC) in 

November 2025.

The aborted transaction highlighted multiple issues:

	» 	The desire for liquidity by investors, once the news flow turned negative, who 

knowingly invested in an illiquid security;

	» A growing gap between private asset marks and public market pricing for 

comparable securities;

	» Whether the sizable discounts at which BDCs trade to NAV signal an emerging 

credit cycle that is not fully reflected in private asset marks; and

	» What constitutes a fair exchange ratio in a stock swap merger.

Blue Owl became a focal point of questions about private asset marks when it proposed 

the affiliated merger to create liquidity for OBDC II shareholders, many of whom invested 

through financial advisors that promoted private BDCs as high yielding investments with 

low NAV volatility. Some have called the smoothing of reported returns through private 

asset marks “volatility laundering.”

The exchange ratio would have been based on each company’s NAV if OBDC traded at 

or below NAV. On its face, this was reasonable because the two BDCs held substantially 

overlapping portfolios. However, OBDC was trading at a roughly 20% discount to NAV 

BDCs and Fair Value Marks in M&A

In this month’s edition of Bank Watch, we look to the business development company 

(“BDC”) sector to make a few observations about transactions and fair value marks. 

BDCs are private or publicly traded investment companies authorized by the Small 

Business Investment Incentive Act of 1980, which amended the Investment Company 

Act of 1940 to create the BDC framework. In effect, BDCs are moderately levered 

investment funds that invest in small and middle market companies that theoretically 

have (or used to have) limited access to capital. The majority of BDC investments 

consist of debt financing that may be supplemented with equity exposure via warrants, 

convertible preferred stock and common equity.

BDCs have been at the heart of the private credit debate in markets this year because 

their investments must be marked to fair value, unlike bank loans that are “held for 

investment,” which are carried at amortized cost less an allowance for credit losses. Like 

banks, BDC stock valuations vary with fundamentals and, at times, technical factors. 

BDCs that elect regulated investment company tax treatment generally must distribute 

at least 90% of their investment company taxable income. The combination of a high 

payout ratio and cumulative credit losses over time can be detrimental to NAV per share 

(i.e., BVPS).

While media coverage has become less sensational than was the case last year, 

significant repurchase requests continue at nontraded BDCs that provide limited 

liquidity through periodic share repurchases at NAV (i.e., the fair value of assets less 

liabilities). Many limit repurchases to 5% of shares outstanding per quarter, subject to 

board discretion. These vehicles grew tremendously earlier this decade as investors and 

their wealth advisors allocated significant capital to private credit in a near-zero interest 

rate environment.

Jeff K. Davis, CFA
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when the deal was terminated. Had the merger closed at that discount, OBDC II 

shareholders could liquidate NYSE-traded shares easily, but at a 20% discount to fair 

value as determined by the manager who offered limited quarterly redemptions at NAV. 

Not surprisingly, OBDC II shareholders balked at the disparate economics and forced 

Blue Owl to terminate the deal.

Figure 1 provides a perspective on how BDC pricing has evolved since year-end 2024, 

when the group was trading around NAV and at a premium when the 39 publicly traded 

BDCs were weighted by market cap. Since then, P/NAV has declined even though the 

underlying investments (i.e., mostly loans) are subject to fair value adjustments each 

quarter. In effect, investors have considerable doubts about the marks and the earnings 

those assets will produce. A discount to NAV can also reflect management fees, 

leverage and the liquidity investors demand; it is not a direct measure of unrecognized 

loan losses.

Markets can overshoot to the downside as they can to the high side. Ares Capital Corp.’s 

(NASDAQ:ARCC) October 27, 2026 agreement to acquire Apollo-sponsored MidCap 

Financial Investment Corp. (NASDAQ:MFIC) appears to illustrate this. The announced 

$10.88 per share consideration represents a 30% premium to MidCap’s prior day closing 

price yet remains below NAV. Figure 1 and Figure 2 use MidCap’s preliminary September 

30 NAV of $12.86 per share; NAV as of June 30 was $13.37.

Oct-26 Jun-26 Dec-25 Jun-25 Dec-24

BDC P/NAV Median 68% 76% 84% 93% 99%
Mkt Cap Weighted 89% 93% 101% 108% 113%

Ares Cap Corp 96% 96% 101% 110% 110%
NAV / Share $19.32 $19.35 $19.94 $19.88 $19.87

BlackRock TCP 61% 51% 77% 88% 94%
Blackstone Secured LF 91% 93% 98% 112% 118%
Blue Owl Capital 70% 76% 84% 95% 99%

NAV / Share $14.26 $14.81 $15.03 $15.26

Goldman Sachs BDC 71% 79% 73% 86% 90%
Golub Capital BDC 85% 90% 91% 98% 100%
MidCap Financial 65% 75% 81% 86% 90%

NAV / Share $12.86 $13.37 $14.18 $14.75 $14.98

Morgan Stanley Dir Lnd 68% 78% 81% 91% 99%
New Mountain Finance 61% 66% 80% 86% 90%
Oaktree Specialty LF 73% 76% 78% 81% 87%
Sixth Street Specialty 105% 106% 128% 139% 124%

Source: S&P Global Market Intelligence

Figure 1:: P/NAV Multiples for Selected BDCs

Acquiring BDC Ares Capital Corp (ARCC)
Announce Date 10/27/26
Prior Day Close $18.61 10/26/26
Market Cap ($Mil) $13,362 718.022
Price / NAV 96% $19.32

Target BDC MidCap Financial (MFIC)
Prior Day Close $8.36 10/26/26
Market Cap ($Mil) $689 82.372
Price / NAV 65% $12.86

Deal Price per Share $10.88
Cash Consideration $1.21 p/s
ARCC Shares $9.67 p/s

Equity & Enterp Values $896 $2,592
1-Day Premium 30%
Price / NAV 85% $12.86
Pay-to-Trade 88%
Ent Value / Investments 94% $2,770

Source: ARCC and S&P Global Market Intelligence

Exch Ratio TBD

Figure 2:: ARCC - MFIC Deal Overview

http://www.mercercapital.com
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The announced price equates to 81% of June NAV, or approximately 85% of estimated 

September NAV. It includes $1.21 per share in cash from an Ares Management subsidiary 

and $9.67 in ARCC stock under a closing exchange formula tied to the greater of ARCC’s 

NAV or share price, with limited premium sharing. A preclosing MidCap special dividend 

will reduce the stock consideration dollar-for-dollar. The stock’s eventual market value 

can therefore differ from its stated value. Ares expects modest core EPS accretion and 

support for future dividends.

Ares is using its stronger currency to acquire MidCap at a substantial premium while 

keeping the indicative pay-to-trade ratio below 1.0. The cash contribution from its 

manager also helps bridge the valuation gap. Figure 2’s enterprise-value-to-investments 

ratio of 94% illustrates how leverage narrows an equity discount when expressed against 

gross assets. It does not establish the fair value of individual loans. Nor does the equity 

purchase price, by itself, establish Ares’s acquisition marks or provide insight into any 

funding or expense synergies.

For banks considering acquisitions or a sale, we offer a few takeaways:

	» Credit marks are obviously critical. A low price-to-book multiple offers little 

protection if the buyer materially underestimates losses;

	» Fair value marks have been part of M&A pricing for 25 years, but in recent 

years, an intense focus on earning back day-one dilution to tangible BVPS 

within 2-3 years and on growth in stand-alone TBVPS has limited pricing 

flexibility, all else equal;

	» A stronger buyer currency creates negotiating room. It can support a 

meaningful premium for the seller while preserving value for the buyer, but 

directors should separate the benefit of the exchange ratio from the earnings 

and cost savings needed to justify the deal; and

	» Judge the consideration by what shareholders can realize. A large premium to 

a depressed share price and a NAV-based exchange ratio can each obscure 

the economics. For sellers receiving stock, the buyer’s valuation, earning 

power and prospective returns matter as much as the headline price.

WEBINAR

Bank M&A in Focus: Market Trends, 
Valuation & Navigating the Deal
December 8, 2026  |  11:30am   |   Length: 1.5 hours   |   Cost: Free

Financial institution M&A continues to evolve as market valuations, 
regulatory considerations, changing deal economics, and new 
types of acquirers reshape the transaction landscape. At the same 
time, successfully executing a transaction requires much more than 
agreeing on a price. Due diligence, deal structure, accounting, tax 
considerations, regulatory requirements, and integration planning 
can all have a significant impact on the ultimate economics and 
success of a transaction.

Join YHB and Mercer Capital for a comprehensive discussion of 
the current bank M&A environment and the key considerations 
financial institutions should be thinking about before, during, and 
after a transaction. Webinar sponsored by YHB.

Andrew K. Gibbs 
CFA, CPA/ABV 
MERCER CAPITAL

Luke Gore, CPA 
YHB

Brandon Driver, CPA 
YHB

REGISTER
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Mercer Capital’s Bank Group Index Overview Return Stratification of U.S. Banks

by Market Cap

Total Return Regional Index Data as of October 28, 2026

Month-to-Date Year-to-Date
Last 12 
Months

Price/ 
LTM EPS

Price / 
2026 (E) 

 EPS

Price /  
2027 (E) 

EPS

Price / 
 Book  
Value

Price / 
Tangible 

Book Value
Dividend 

Yield

Atlantic Coast Index 2.7% 28.0% 36.3% 11.5x 10.7x 10.1x 136% 150% 1.9%

Midwest Index 6.2% 23.3% 39.2% 12.3x 12.0x 10.5x 117% 143% 2.1%

Northeast Index 6.3% 27.9% 39.4% 11.4x 11.3x 10.2x 129% 153% 2.4%

Southeast Index 3.6% 21.3% 29.5% 11.0x 11.1x 10.5x 125% 127% 1.7%

West Index 1.3% 9.2% 12.2% 11.8x 10.6x 9.6x 124% 126% 2.5%

Community Bank Index 4.2% 21.6% 31.2% 11.5x 10.8x 10.2x 127% 143% 2.2%

S&P U.S. BMI Banks 1.6% 5.4% 13.7% na na na na na na

S&P U.S.
Banks Market

Cap Under
$250 Million

S&P U.S.
Banks Market
Cap Between
$250 Million -

$1 Billion

S&P U.S.
Banks Market
Cap Between
$1 Billion - $5

Billion

S&P U.S.
Banks Market
Cap Over $5

Billion

Month-to-Date 2.74% 4.32% 3.36% 1.41%
Year-to-Date 23.54% 28.16% 15.57% 4.12%
Last 12 Months 37.02% 37.40% 20.06% 12.63%
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2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 LTM
2026

U.S. 12.0 6.9% 6.3% 5.4% 4.3% 5.5% 7.5% 7.5% 6.1% 10.0 9.6% 9.3% 5.5% 6.9% 7.1% 2.4% 5.4% 6.3% 6.2%
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Price / 
LTM  

Earnings

Price/  
Tang. 

BV

Price /  
Core Dep 
Premium

No.  
of  

Deals

Target’s  
Median  
Assets 
($000)

Target’s 
Median 

LTM  
ROAE 

Atlantic Coast 13.2x 185% 10.8% 6 173.1 1,130,085 13.9%

Midwest 12.4x 141% 7.5% 15 111.4 1,102,492 11.3%

Northeast 15.5x 138% 5.8% 5 160.0 941,604 8.5%

Southeast 13.0x 132% 3.7% 9 79.1 689,339 11.4%

West 17.0x 151% 7.9% 6 184.4 1,263,139 9.1%

National Community 
Banks

13.6x 148% 6.2% 41 154.1 1,100,206 11.3%

Median Valuation Multiples for M&A Deals

Target Banks’ Assets <$5B and LTM ROE >5%, 12 months ended October 28, 2026

Median Core Deposit Premiums

Target Banks’ Assets <$5B and LTM ROE >5%

Median Price/Tangible Book Value Multiples

Target Banks’ Assets <$5B and LTM ROE >5%

Median Price/Earnings Multiples

Target Banks’ Assets <$5B and LTM ROE >5%

Source: S&P Capital IQ Pro.

Source: S&P Capital IQ Pro.Source: S&P Capital IQ Pro.

Source: S&P Capital IQ Pro.
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Updated monthly, Mercer Capital’s Regional Public Bank Peer Reports offer 
a closer look at the market pricing and performance of publicly traded banks 
in the states of five U.S. regions. Click on the map to view the reports from 
the representative region.
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Mercer Capital’s 
Regional Public  
Bank Peer Reports

Atlantic Coast Midwest Northeast

Southeast West OTCQX
with assets greater than $1.5 billion
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Mercer Capital assists banks, thrifts, and credit unions with significant corporate valuation requirements, 
transaction advisory services, and other strategic decisions.

Mercer Capital pairs analytical rigor with industry knowledge to deliver unique insight into issues facing banks.  These insights underpin the valuation analyses that are at the 

heart of Mercer Capital’s services to depository institutions.

	» Bank valuation

	» Financial reporting for banks

	» Goodwill impairment

	» Litigation support

	» Stress Testing

	» Loan portfolio valuation

	» Tax compliance

	» Transaction advisory

	» Strategic planning
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