


“But lower middle market buyers believe business acquisition provides the greatest opportunity for investment
returns. So despite the higher rate of retirement across every sector, demand remains high and sellers still have the
advantage for higher value deals.”

BUYER TYPES

Private equity firms jumped up this quarter to tie existing companies as the number one buyer for businesses over
$5 million in value. Private equity acquisitions were divided equally as 50 percent platform deals and 50 percent
add-ons. As in second quarter 2013, individual buyers dominated Main Street.

"We didn't see substantial private equity activity until deals exceeded $5 million in value. One possible explanation is
that PE groups have a lot of money they need to put to work and they're targeting larger deals for efficiency’s sake,”
says M&A Source chair Dora Lanza, Principal, Plethora Businesses. “That's opening opportunities for smaller companies
in the $2 million to $5 million sector—companies that might not be as competitive bidding against a PE firm.”

Figure 3: Top Buyer Types
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VALUATION MULTIPLES

Multiples are markedly stronger in the lower middle market, correlating to a strong seller’s market sentiment and the
presence of private equity firms in the buyer pool, as well existing companies poised for growth through acquisition.

Figure 4: Average Multiples by Deal Size
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Less than 500K 2.0

$500K - $1MM 2.75

$1MM - $2MM 3.0

$2MM - $5MM 4.3
$5MM-$50MM 5.8

SDE = Seller’s Discretionary Earnings
EBITDA = Earnings Before Interest, Taxes, Depreciation
And Amortization

Transactions in the Main Street market are typically
based on multiples of SDE, while those in the lower
middle market are most commonly based on EBITDA.
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Most advisors think valuations will stay the same or grow in the next three months. In the lower middle market, less
than two percent of advisors believe valuations are going to decline. The majority believe they will stay the same, with
20 to 25 percent expecting they will continue to grow from current peak. As the deals get larger there is greater
confidence that values will continue to increase.

Figure 5: Average Multiples by Deal Size By Quarter
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Multiples were up (or tied) in every market sector over second quarter 2013. In three out of five sectors, median
multiples were at a high, or tied for high, over the previous year.

“The M&A market continues to move in the right direction,” says Tom Whipple, Principal, Falcon Advisors. “Even
though our study shows more sellers are coming into the market, values are maintaining. Three out of five market
sectors have continued to peak. One can assume there are still far more buyers chasing deals than the number of
opportunities on the marketplace.”

TIME TO CLOSE

The third quarter 2013 study continues to confirm earlier findings that larger businesses take longer to close. In the
smallest Main Street sector (businesses valued at $500,000 or less), the median time to close was four months. In the
lower middle market, for businesses valued over $5 million, the median time to close was 10 months.

Figure 6: Median Time To Close
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A similar question asked advisors to rank the biggest mistakes seller’'s make when selling their business. Results are
relatively consistent with the reasons for deal termination.

Figure 9: Biggest Seller Mistakes
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HOT INDUSTRIES

Personal services, restaurants, business services, and consumer goods/retail ranked among the most active industries
for the Main Street market. The construction/engineering and healthcare industries were also active. These figures
are fairly consistent over second quarter 2103, although restaurant sales saw more activity this quarter.

In the lower middle market, for businesses valued between $2 million to $5 million, healthcare-related businesses led
at 25 percent of completed deals over the last three months, followed by manufacturing and wholesale/distribution
at 19 percent each. Manufacturing led the $5 million—$50 million sector at 31 percent, followed by wholesale/
distribution at 13 percent.
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