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Middle market LBO loan volumes are up 
signifi cantly, and the M&A pipeline remains 
robust with new deal activity at record levels. With 
strengthening company fi nancial performance 
and rising deal multiples, more sponsors are 
contemplating exits. As a result, lenders plates are 
full with healthy transactions.

Lenders are hard at work in what is proving to be a 
very busy fourth quarter. Lender appetite remains 
strong. Competition for quality credits has 
increased, so lenders are stretching their comfort 
zone on leverage. For many senior debt providers, 
loan volume will be propped up by what many 
believe will be aggressive lending goals for 2011.

Add to that the private equity capital overhang—
estimated at $400 billion according to PitchBook
($100 billion earmarked for the middle market, 
by some accounts)—there certainly will be no 
shortage of fi nancing demand in the middle 
market. However, whether current conditions 
in the debt markets can be sustained into 2011 
remains uncertain. Capital liquidity continues 
to improve, but the question remains whether 
the level of capacity will be robust enough to 
meet demand.

Th e credit markets need stability in order to 
keep the M&A machine running, and one of the 
biggest challenges is the economy. Lenders are 
divided on the economic climate, but none of 
our surveyed fi rms expect conditions to worsen. 
Provided we stay on a path toward normalization 
and growth, the fi nancing markets should remain 
‘open for business.’
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State of Middle Market Financing in the U.S.
DEAL FLOW

“M&A activity and fi nancing volumes were at their highest 
levels over the last six quarters through Q2 2010, but are still 
considerably off  the peaks of 2006 and 2007,” said Patrick 
Fear, a director at CapitalSource, commenting on trends 
in deal fl ow. “We think the more relevant comparison is 
how we have started to build off  the bottom of the back 
end of 2008 and fi rst half of 2009. What we have seen 
is stabilization and perhaps a path to what we would call 
methodical growth, but not aggressive growth,” Fear said.

Lenders speak to a healthier transaction mix, certainly in the 
second half of 2010. Distressed situations and refi nancings 
and restructurings that once dominated deal activity have 
been replaced by healthy deal fl ow. More transactions 
are coming to market and include a mix of new LBOs, 
refi nancings related to add-ons, opportunistic refi nancings 
given lower interest rates, as well as dividend recaps. Lenders 
say current deal fl ow is skewed heavily toward M&A, with 
sponsor to sponsor transactions accounting for a signifi cant 
portion of activity. Only a small percentage of the activity is 
tax driven, according to some lenders.

Dividend recaps have made a return, certainly for larger 
companies. Sponsors are taking advantage of the increased 
liquidity in the market and are seeking opportunities to take 
some dollars off  the table. Because there is such a push for 
loan growth, dividend recaps are seeing more support from 
lenders. If it is a way to put capital out in good quality loans, 
regardless of the use of proceeds, lenders now have more of 
an appetite.

Equity buyouts are also on the table. Some sponsors do not 
want to fool with the credit markets, so they are doing full 
equity buyouts with the intent to let the assets season and 
later go to the general market and refi nance their equity. 

Deals are taking longer to get done. It is a combination 
of banks taking longer to get commitments out, due 
diligence that has intensifi ed, and closer scrutiny of 
fi nancial performance. Without long trends coming off  the 
trough, sponsors and lenders want verifi cation that fi nancial 
performance is tracking.

Lenders say there is a basic constraint on capacity in many 
elements of the market, and the consensus is that the highest 
quality deals will get done and closed, pushing a number of 
transactions into 2011. Th is will keep the level of activity 
high into next year. We may see a downdraft going into 
the new year because deal fl ow has been artifi cially high in 
the fourth quarter; however, deal fl ow will keep a measured 
pace in the fi rst half, with most expecting the year to be 
back end loaded.
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LENDER POLL

State of Middle Market Financing in the U.S.

The Economy
Where will the economy be a year from now?

Lenders are expecting at best only moderate improvement in the economy over 
the next 12 months. Fifty-six percent of our poll participants expect no change 
at all. “Th ere is no impetus for growth. With a lot of stimulus, I think conditions 
in a number of industries are going to get a little better. But there is no broad 
growth and won’t be for awhile,” commented Tom Gregory, a managing director 
at Maranon Capital, LP. With little improvement in manufacturing, there are not 
a lot of positive economic drivers, most lenders agreed. Th e recovery will be slow, 
characterized by measured rather than material improvement. None of the survey 
respondents expect the economic picture will get worse.

Th ere is still a lot of uncertainty and coming off  a bottom as severe as this recent 
downturn, lenders are not sure we are back to “normal” yet. Unresolved issues 
loom large—a critical election and seeming deadlock on taxes and investment; 
healthcare reform and the impact on small business; weight of fi nancial reform 
legislation; high unemployment; and no clear rebound in construction. Th ere 
is talk of self paralysis in the marketplace until some clarity is achieved in the 
direction of taxes and regulation.

Although there is recognition that the economy is still very shaky and issues 
remain unresolved, lenders generally feel better about baseline earnings and cash 
fl ow of businesses. Th ey speak with guarded optimism about 2011, expecting a 
return to some level of normalcy. Whether that normalcy is where it was before or 
whether we will get back there over the next few years remains to be seen.

Economy will 
improve

44%
Economy will 
stay the same

56%

Credit Quality
What change do you foresee in loan loss reserves? 

Lenders in our survey believe credit quality has improved and will improve 
further next year. While they have not seen clear topline growth, lenders 
say the companies that have survived have done a good job managing 
their cost structures and are getting their capital structures back into an 
appropriate place. Lenders generally feel confi dent about the credit metrics of 
their portfolios.

Some lenders had just completed their portfolio reviews and said there were 
no new surprises. Watch lists have conformed to manageable levels and macro 
credit issues have been resolved. “Th e general portfolio bottomed out during 
mid-2009, and we have seen a gradual improvement in the portfolio since 
then. We measure and track, as a whole, loan scores and leverage multiples, 
and quarter over quarter we have consistently seen improvement now,” said 
one survey participant. Another lender off ered, “Many of the new loans that 
have been booked are at the low point of their EBITDA cycle, and they will 
only improve.” Reserves will stay the 

same
81%

Reserves will 
go down

13%

Reserves will 
go up

6%
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LENDER POLL

State of Middle Market Financing in the U.S.

Loan Growth
What are the lending goals for your portfolio?

More than 90 percent of participants polled expect growth in loan volume 
in 2011. Th ere is continued recognition that, particularly at this point in the 
cycle, leveraged loans are a good asset class. And although lenders are starting 
to see signs of the market getting frothy again, terms are generally more 
favorable to lenders today than they were in the fi rst half of the year, and 
the level of current activity is very strong. Th e primary players tell us their 
current appetites are large. “We want to put a lot of money out, and I see that 
continuing into next year,” off ered Steve Robinson, a managing director at 
GE Antares Capital. “If there is a boatload of solid credits we could fi nance, we 
are going to spend the boatload. If options are limited, we are going to cherry pick 
through it,” Andy Steuerman, a senior managing director at Golub Capital, told 
us. “Our pipeline is robust—deal fl ow is strong, and quality continues to improve,” 
Chris Williams, a senior managing director at Madison Capital Funding, LLC, 
told us. “We are wide open for business.”

Overall, lenders have maintained strong, but measured appetites throughout the 
year. Lenders recognize that there is opportunity to create value, but they continue 
to be thoughtful in how they structure opportunities. Th ere is cautious optimism 
across the market as the recent crisis remains top of mind for lenders. “If there is 
a signifi cant dip in the economy,” off ered one respondent, “you are going to fi nd 
people pulling back much more quickly than they did before.”

Credit Availability
What will happen to credit availability over the 
next 12 months?

No material 
change

65%

Leverage 
multiples will 

expand
35%

Portfolio will 
grow 
91%

Portfolio will 
stay the same

9%

What trends do you expect in leverage and pricing 
over the next 12 months?

4%

33%

63%

Conditions will worsen

Conditions will stay the
same

Conditions will improve

No material 
change

57%

Lower spreads
43%

Lenders saw more of a normalization in lending levels this year following a 
period of illiquidity for most of 2009. Most lenders—63 percent in our survey—
expect credit availability will improve modestly next year, as long as the economy 
continues to remain stable and gradually improves. Incrementally, balance sheets 
will be a little cleaner, and there will be greater access to capital. 

Lenders tell us they are stretching on leverage for the highest quality credits, but 
for good, “middle of the road” credits, they continue to be disciplined. With 
current leverage multiples already at or modestly above historical averages, a 
majority (65 percent) of respondents in our poll expect leverage will remain at or 
near current levels. Th ese lenders take the view that the market has really opened 
up in recent months, and the resulting expansion in leverage multiples has already 
been signifi cant. A year ago, senior leverage was roughly 2x, and for attractive 
deals it is now 2.75x, approaching 3x. Lenders say it is already there for the larger 
companies. Th irty-fi ve percent of participants surveyed are expecting leverage 
multiples to expand. Multiples may creep up another quarter turn on both sides, 
lenders say. Lenders expect total leverage going to a solid 4x for deals in the lower 
end of the market.

Spreads have skinnied up in recent months, so the majority of lenders we surveyed 
(57 percent) expect no material change in pricing. Forty-three percent of survey 
respondents expect spreads will narrow. Recognizing that we are still above 
historical trend from a pricing perspective, lenders say that as more players come 
into the market and there is more competition on deals, spreads will decrease. 
Some see blended leveraged loan spreads going to 475 over Libor in the traditional 
middle market by this time next year.

Leverage Pricing
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State of Middle Market Financing in the U.S.
CAPACITY

Th e credit markets are seeing some stabilization, and relative 
to a year ago, there is more capital availability. It has been a 
gradual improvement. Lenders that have historically been in 
the space are stepping back into the market, more so than 
existed last year. “We used to see one or two competitors 
on a deal. Now we are seeing three or four,” commented 
Steven Kuhn, a vice president in the Structured Finance 
Group at Fifth Th ird Bank. Kuhn added, “We are seeing 
probably three or four banks in every market. Some that 
were not in the marketplace or not actively looking to 
do cash fl ow loans are coming back into the market.” 
“Everybody has a little bit more capacity, and the leveraged 
loan market is the fi rst market that people step back into,” 
commented Howard Widra, chief executive offi  cer at 
MidCap Financial, LLC. “Th ere has just been somewhat 
more liquidity across the board, both from a deposit 
perspective for the banks and nonbanks on their balance 
sheets,” Widra added.

Bank participation in the middle market appears to be 
increasing both in terms of competition and available 
capital liquidity. Banks are healthier now. Many have 
worked through their balance sheet issues and are better 
capitalized. Pent up liquidity from growing deposits and 
lack of loan demand have left them fl ush with cash. “At 
some point, banks have to book new loans to generate 
profi ts for shareholders. With a steepening yield curve, it is 
a good time for them to put capital to work,” said Stephen 
Gurgovits, Jr., president and chief executive offi  cer at 
F.N.B. Capital Corporation. One way banks are going 
to make money is on spreads lending to middle market 
businesses. “Banks are eager to lend simply because of the large 
amount of cash they have on the balance sheet. If you look at 
any regulated institution today, there is a real need to deploy 
capital and a real benefi t for doing it profi tably,” commented 
Timothy Cliff ord, executive vice president and head of 
Amalgamated Capital. 

Banks are being pushed harder and harder to grow assets. 
“Th ere are many banks that are generally well-capitalized, all 
of which have commercial banks that are looking for growth. 
Everyone is trying to put money in good quality assets,” 
off ered Scott Nielsen, a vice president in the Structured 
Finance Group at Fifth Th ird Bank. “Banks are growing 
deposits, but are generally having a real problem growing 
assets. Regardless of the economy, given that dynamic, the 
demand for quality assets is going to increase, which is going 
to keep structures at least as aggressive as they are today if 
not more. I think you will continue to see a better lending 
environment for good companies,” Widra commented. 

Survey respondents tell us that the increased activity is 
largely coming from regional banks, which have stepped up 
as active players in the market. Some view regional banks 
and their current participation in the market as more of a 
wildcard; because they are regulated institutions with a 
relatively fi nite capacity to hold this kind of risk class of 
assets, they will have limited growth, lenders say. “Th e issue 
with the commercial banks is that as the market gets more 
aggressive and multiples start to increase, that is typically 
when you see them back out of the market. Th ere is a line of 
demarcation where it just becomes unattractive for them,” 
said one lender we interviewed.

Some lenders are taking steps to establish a place in the 
market. NXT Capital, LLC was launched in May 2010 
with funding from Stone Point Capital LLC. Squarely 
a traditional middle market focused cash fl ow lender, 
NXT Capital is focusing on companies with EBITDA 
starting at $5 million on the low end up to $30 million. 
Chairman and CEO Robert Radway told us his team is 
benefi ting from the resurgence in deal activity. “Th e demand 
for fi nancing has improved dramatically in comparison to 
this time last year,” Radway commented. “As you look at the 
availability of senior debt capital, it is clear to us that there is 
more demand than there is supply, and as a result, conditions 
for a senior debt provider are quite favorable—terms are 
good, pricing is good, and there is a degree of conservatism 
that is being maintained. Having no legacy portfolio issues 
to contend with, we are looking at the current environment 
as very favorable and one in which you have the ability to 
build a quality portfolio. Generally speaking, I think we are 
going to see those conditions remain for quite some time.”

“Credit is available, particularly for good 
companies. Th e senior lenders have generally 
stayed the course and are lending at reasonable 
multiples.” 

—Preston Walsh
PNC Mezzanine Capital
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CAPACITY

Launched in November 2008, MidCap Financial, LLC 
was formed to focus on middle market lending to the 
healthcare industry. Speaking to current credit conditions 
in the middle market, Howard Widra commented, “Th ere 
is still a relative lack of capital, especially in specialty areas 
like healthcare, so we think there is a real ability to lend to 
quality companies at good structures.” Widra added, “From 
the perspective of building a portfolio, we feel good about 
where the market is. It is a good lending environment. And 
in specialized areas like healthcare where borrowers value 
your knowledge, you are more capable of underwriting 
those deals.”

The usual suspects
Th e majority of lenders we interviewed believe there is 
enough liquidity in the middle market, and say that year 
over year, it is increasing. Th ere are a handful of consistently 
participating lenders that drive the deals, lenders say, and 
an expanded list of players that come in to participate when 
needed. “Th ere are fi ve or six, maybe a few more, that I 
would describe as lead lenders, people that are capable of 
serving as administrative agent in either a club or syndicated 
transaction, that are consistently active in the middle 
market. You also have a handful of players that come into 
deals selectively, and when you include them, the list grows 
a bit longer,” Robert Radway at NXT Capital, said.

Despite the recent pick up in M&A, there are fewer 
deals getting done on comparative basis, and the lenders 
who are seeking to get deals done want to put capital to 
work. “If you ask how many lead arrangers there are that 
are consistent, you probably get three or four in the true 
middle market. And in any given deal, we all want the 
same deal. Given that dynamic, you have competition,” 
commented Andy Steuerman at Golub Capital. “You don’t 
need 20 new entrants when you have this level of volume. 
Even if you have fi ve players in a lower volume market, it 
still creates competition,” Steuerman added. “Your core 
group is going to remain active,” added Chris Williams at 
Madison Capital Funding. “Th ere are certain players that 
are going to come and go. Th e entities with solid fi nancing 
sources will continue to survive and thrive during this 
environment.” “People like choice,” Steuerman added. 
“Sponsors would probably say that there aren’t enough 
senior cash fl ow lenders, but there are. For the really 
attractive deals, there are enough of us competing that 
sponsors are going to get a very effi  cient execution.”

Steuerman told us the credit crisis helped Golub Capital 
move up in the lender rankings. Golub attained BDC 
status with its IPO in April, and now has a stronger capital 
position and even larger pocket for deals. Golub expects to 
have deployed close to $1 billion in middle market debt 
fi nancing this year. “We have a strong appetite to put out as 
much money as we can in really solid credits,” Steuerman 
said. “Our off ering to the market is we are solutions 
providers. If you need $200 million in debt or less, there 
is a solution we can help you with if we like the deal,” 
Steuerman said.

Chris Williams at Madison Capital Funding told us, “We 
have been very active, and our portfolio is growing. During
the fi rst nine months of 2010, we closed over 40 transactions 
and put out over $1 billion in net funded commitments.” 
Williams indicated that the fi rm is approaching its 
ten-year anniversary in January. “Looking at our portfolio 
performance over the ten-year period, we performed 
extremely well compared to other asset classes, which gives 
our parent confi dence in our business model. Th ey like our 
asset class and have an appetite for it. We have capital to 
put to work.”

Market dichotomy
Th ere is debt available for good deals. Th e right company, 
whether it has $5 million or $20 million in EBITDA, can get 
fi nanced. Lenders say liquidity is increasing year over year, 
but there is a clear line of demarcation that limits access to 
capital. Lenders tell us the higher you get above $10 million 
in EBITDA, the better off  you are in accessing the cash fl ow 
market. If you have a sub $10 million EBITDA business 
and it has to get fi nanced on a cash fl ow basis, it is still very 
diffi  cult to get done.

One survey participant characterized the landscape of senior 
cash fl ow lenders in the sub $10 million market this way, “I 
think it would be safe to say it is a startup, a bank that has 
not lent in the space before, or it is exclusively relationship-
based. Th e regional banks are doing deals with people they 
know and like.” A lot of it is sponsor driven, lenders say. 
For those lenders that typically stay above $10 million, for 
certain sponsors they will bend their rules and dip below 
that number. “I have seen people dip down below $10 
million, but it seems like after this most recent meltdown, a 
lot of people drew the bright red line at $10 million and said 
we are going to stay above that,” Williams said.
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CAPACITY

Some lenders see opportunity in the small deal market. “We 
have been very active in the lower middle market,” Williams 
said, indicating that roughly 20 percent to 25 percent of 
Madison Capital’s portfolio is companies with EBITDA 
between $5 million and $10 million. “Lenders may be more 
interested in EBITDA of $8 million than $5 million, but 
deals get done. Th ey are just more likely going to get done 
with one-stop players. For a really nice company, I haven’t 
seen too many transactions of this size have trouble. Th ere 
just aren’t as many players,” commented Andy Steuerman 
at Golub Capital. Fifth Th ird is adding resources to expand 
its leveraged lending eff ort. “People are looking to us for 
growth, and they are getting it,” Scott Nielsen told us. 
Nielsen indicated that there is signifi cant opportunity for 
senior cash fl ow lenders in the lower end of the market, 
saying, “Th at is where the growth is at right now—just being 
a consistent lender in the space.” “While we will invest in 
companies with sub $10 million in EBITDA, from a credit 
perspective, those companies are much harder to fi nance, so 
it has to be the best companies at sub $10 million,” was 
another perspective we received.

Active player in the sub $10 million market, Amalgamated 
Capital closed eight transactions since its launch in 
September of last year. “I think one of the reasons we have 
been successful is that we didn’t have a legacy portfolio of 
problem loans. And if you keep small and nimble, you can 
be more selective and you don’t necessarily chase leverage,” 
commented Timothy Cliff ord. “Our appetite to lend 
remains strong. Our goal is to deploy $125 million to $150 
million in capital per year for companies that meet our 
target investment criteria, and I feel confi dent that we will 
be able to do just that,” Cliff ord added. On the landscape of 
lenders in the lower end of the market, Cliff ord said, “If you 
have a $9 million or $10 million EBITDA company, we see 
a lot of competition for those deals. Th at will include the 
commercial fi nance companies, the regional banks, and to a 
lesser extent some of the larger banks. Senior lenders may get 
a little pricier and dial back leverage a bit, but they defi nitely 
have an interest,” Cliff ord said.

CapitalSource has recently expanded its focus in the 
smaller deal market ($5 million to $15 million EBITDA). 
Patrick Fear provided this perspective, “For all the reasons 
other lenders fl ed the space, we took pause as well. But 
when we took pause, we looked at our historical portfolio 
performance. It actually proved out that with a strong 
underwriting model and proprietary due diligence, we had 
comparable loss adjusted results on the small end of our 
portfolio as we did on some of our larger deals,” Fear said. 
“Th e summary thought that automatically the smaller end 

of the market is less attractive has not proven out in our 
experience. We are actively looking in those areas,” added 
Fear. CapitalSource has a wide target EBITDA range, $5 
million up to $75 million, with a sweet spot of $5 million 
to $25 million. “We are open to our role in a transaction— 
agent, lead arranger, lead club member, club member—
with the goal of getting a nice yielding asset on our balance 
sheet,”Fear said.

Some lenders told us that in the lower end of the market, 
access to capital is generally predicated on more of a 
collateral-based loan structure. “Th e challenge with the 
smaller company is enterprise value can go from whatever 
it is today to zero and not have a meaningful impact on 
the industry in which it is serving,” said a commercial 
bank participant. Th e residual impact of a recession and 
eff ective defl ation on many asset classes has made it more 
diffi  cult for lenders to structure a solution. “If there has been 
impairment in the value of a company’s assets, its perception 
may be that there is less access to capital. Th at is really more 
of a structural impediment. It is not that lenders would not 
want to try to fi nd a solution,” the banker said.

Mezzanine
Mezzanine lenders commented on the number of exits from 
the market over the last couple of years, noting the departure 
of large BDCs like Allied Capital and American Capital. 
Hedge funds that typically would have fi lled the mezzanine 
piece on larger deals are no longer in the business. Some 
SBIC funds are having diffi  culty raising capital because their 
primary source of capital is banks, which are not investing 
as much now.

Overall, mezzanine lenders pointed out that while the net 
availability and number of players has gone down, the 
number of transactions has also gone down. On the whole, 
appetite is strong. Mezzanine is getting better risk adjusted 
returns, and there is still enough capital for clean deals.

“For the really good credit, that everybody 
knows is a good credit and a good 
equity story, you have people falling over 
themselves.” 

—Andy Steuerman
Golub Capital
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COMPANY PERFORMANCE

Sponsors and lenders as a whole are focused on the higher quality companies 
that were resilient during the downturn, and there is a very strong appetite for 
those opportunities. Th e better the quality, the more competition there is on 
the deal. “For the really good credit, that everybody knows is a good credit 
and a good equity story, you have people falling over themselves,” commented 
Andy Steuerman at Golub Capital.

Lenders have a sharpened focus on businesses 
that are predictable, have defensible market 
positions, and have been resilient through the 
downturn. Lenders are more confi dent in business 
performance, which is driving renewed interest. 
Th ere is more visibility and comfort in projections. 
Lenders can forecast out two to three years and gain 
comfort that a company is cash fl owing at levels to 
service debt.

Sectors in focus
Many industries are seeing stronger performance 
and garnering more interest from sponsors and 
lenders. Consistent across the majority of survey 
respondents, the following industries are held in high favor: business services; 
technology (software, healthcare IT, security IT, transaction processing); 
healthcare; and food and beverage. Other industries cited were aerospace 
and defense; consumer products (value end); and telecommunications 
(communications infrastructure). Lenders indicate that they have seen many 
companies in business services, healthcare services, and healthcare IT grow 
through the cycle.

Healthcare is not a sector that is in favor universally. Even with the industry’s 
massive size, favorable trends, and recession resistance, some lenders have 
stayed away, saying the specialized knowledge and regulatory uncertainty are 
too much for them to get their arms around. For some lenders, the regulatory 
climate has not been a deterrent. Instead, the fi nality of healthcare reform has 
helped provide clarity. “When the bill was signed in March, it opened up the 
fl oodgates in terms of deal fl ow, because while we didn’t like what we saw, at 
least we had greater visibility to the impact of reform. We knew where and 
when the cuts would be so we could actually put a fi nancial model together,” 
commented Greg Browne, a managing director in the Healthcare Leveraged 
Finance Group at CapitalSource. Within healthcare, key investment themes 
center on areas where there is increased transparency or cost containment. 
“Th ere are always popular areas like revenue cycle management and business 
outsourcing to healthcare, but because there is so much economic activity 
around the diff erent sectors, it is hard for the private equity community to 

drill down to fi nd specifi c sectors that they all go after en masse,” Browne 
said. And on areas that lenders stay away from, “We have always said that high 
margin government-reimbursed businesses will always have pressure in the 
long term,” off ered Howard Widra at MidCap Financial.

Th e likely sectors continue to be out of favor for most 
lenders: construction and related sectors; automotive; 
heavy industrial; retail; restaurants (citing bankruptcies 
and defaults); and those with commodity exposure. 
While education continues to be a strong performer 
given the countercyclical nature of the industry, deal fl ow 
has slowed. Deal activity was heated in the back half of 
2009 carrying into the fi rst quarter of 2010; however, 
with legislation changing, particularly as it relates to 
Title IV funding and student loans, lender appetite 
has diminished. Th e sector is certainly on hold for 
many lenders.

Lenders are staying true to strong credit fundamentals. 
No matter the size, they are looking for key attributes 

in a company, which have remained consistent: customer, product, and 
end market diversifi cation; strong and experienced management team; and 
performance in a cycle. Stable and predictable revenue and cash fl ow generation 
are paramount, and to the extent there is cyclicality, it makes fi nancing 
diffi  cult. Dynamics like customer repeatability and customer concentration 
tend to loom larger when facing uncertain economic times. Th ese attributes 
are magnifi ed as you move down in EBITDA size. “Smaller companies 
have a little bit of that early death syndrome,” off ered Timothy Cliff ord at 
Amalgamated Capital. “Th e economic moat around the business becomes 
very important in this size range. Absolute must-haves are a clear value 
proposition to customers, good revenue visibility, and a defensible market 
position,” Cliff ord added.

Company performance
Trends for many businesses, whether month over month or quarter over 
quarter, have largely been improving over the last six to twelve months, 
lenders say. For some of the companies that have had some impact due to 
the recession, lenders have seen stabilization in performance. Th rough the 
downturn, companies have rationalized their cost structures, so while revenues 
may have been fl at to down, lenders say they have seen a vast improvement 
in profi tability in companies. As companies rebound, lenders expect an even
greater improvement in profi tability because businesses are operating much 
leaner today than they were historically pre-crisis. Lenders have seen others 
that have continued to grow through the cycle and will continue to see growth 
in the coming years.

“We try to take the same 
approach now that we 
always have. Our view is 
that if it is a solid credit, 
we will try to fi nance it.” 

—Chris Williams
Madison Capital Funding LLC
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“We have observed a very noticeable trend across virtually all of the companies 
and potential transactions that we have seen,” off ered Robert Radway at 
NXT Capital. “Th e fi rst six to nine months of 2009 was a very diffi  cult period 
for most companies—most exhibited a rapidly declining topline, often in 
the 15 percent to 20 percent range, with a lagging adjustment to operating 
expenses, resulting in a noticeable decline in EBITDA. It is almost as if 
someone fl ipped a switch in the fall of 2009, where you saw a fairly noticeable 
stabilization and a positive turn in the trend line in EBITDA. Continuing into 
2010 that baseline level of EBITDA is being maintained with a great deal of 
success, but still off  of a topline that is fl at to down. Companies have tightened 
their belts, streamlined their operations, and restored cash fl ow generation to 
near pre-2008 levels. We are seeing it consistently in manufacturing and to 
some degree in distribution-related industries,” Radway said.

Middle market companies have been stress tested. If lenders are comfortable 
with how a business has adapted and performed during a very diffi  cult period 
in 2008 and 2009, it is much easier to underwrite a transaction and have some 
visibility and comfort in projections. “I think that is one of the reasons why 
sponsors appear to be more aggressive again, and lenders appear to be more 
aggressive on leverage multiples,” commented Matthew Harvey, a director at 
Prudential Capital Partners. “In some ways, they have some vindication that if 
the business can survive a cycle that severe, they feel pretty good about putting 
x-amount of leverage on for the next several years,” Harvey added.

Lenders say they have seen a pullback in capital spending. Companies to a large 
extent became very conservative, reduced or delayed all together, maintenance 
and new capital expenditures. Some are coming to market now and forced 
to buy new machinery or trucks or tractors out of general necessity and not 
necessarily because there is an optimistic outlook. Companies are waiting for 
that topline stabilization before continuing to reinvest again, although lenders 
say they are starting see those dollars fl owing again.

The middle class
In the broader manufacturing space, there are many solid businesses, but 
many are aff ected by cyclical macroeconomic trends, so lenders are cautious as 
they approach those companies. Th ere is segmentation for the highest quality 
deals that have been resilient. Credits that do not fall into that category, that 
have seen some choppiness in their numbers, have had a diffi  cult time. “Th ose 
companies have not had enough periods of comparison for people to get 
comfortable that the current EBITDA trends are sustainable,” commented 
Patrick Fear at CapitalSource. “If the macroeconomic picture holds up, and 
those businesses continue to prove their sustainability, we will see more and 
more of those companies coming to market,” added Fear. As we have moved 
into the back half of this year, lenders say they have. Perhaps a critical shift in 
the deal market, lenders who would have looked past a story deal or one with 
“hair” now are really getting into the numbers and trying to understand those 
companies because they are hungry for opportunities.

Speaking to the progression of deal fl ow this year, Brian Schneider, a partner 
and director of origination at Northstar Capital, LLC, off ered, “Cash fl ow 
lenders have been aggressively lending to higher credit quality companies. Th e 
bar is set high, and if there are any issues, many lenders will just take a pass. 
It appears many of these lenders have hit their loan volume goals, so while 
they are still putting money to work, they are busy closing what they have,” 
Schneider said. “As the year is closing, we continue to see strong deal fl ow, but 
the businesses often have some operational needs or a story that needs to be 
told and understood. Th ose deals did not get done last year and are starting 
to get done now,” Schneider added. “I think you have lenders whose strategy 
is to look at ‘A’ quality deals, focused on principal protection. And then you 
have lenders like us with healthy portfolios who will look at some ‘B’ deals. 
We know there are operational issues, but we think there is upside. Th ose are 
the kinds of deals where we are a lot more aggressive. And that is also where 
you are getting multiples and valuations that are reasonable,” Schneider said.

“We are now seeing that middle class of 
transactions—good but not great businesses 
that should trade. Th ese are a welcome sight 
because they can be very good credit stories 
and are not hotly contested, and we are not 
seeing sponsors going to extremes to try to 
win those businesses.” 

—Ian Larkin
Maranon Capital, LP
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More accommodating debt markets are facilitating stronger 
valuations, and the best credits are commanding higher 
multiples, even in the lower end of the market. Lenders 
tell us sponsors are stretching on valuation for the highest 
quality companies. It is not uncommon to see four or fi ve 
diff erent sponsors bidding in deals, with some bidding 
and losing at multiples of 8x. “We have seen in recent 
competitive scenarios where multiples reached the 10x 
range. So we are defi nitely seeing sponsors stretch for very 
good companies in highly competitive scenarios,” said one 
survey respondent. Th e private equity overhang has added 
at least a 1x multiple, some lenders say. And for companies 
with strong growth profi les, sponsors have been seen paying 
8x to 10x in certain situations. “High quality deals have 
enough interest right now that multiples for those deals are 
certainly being bid up and rapidly approaching historical 
averages rather than exhibiting the conservativeness, 
some might say prudence, we saw during the depths of 
the fi nancial crisis and the recession,” off ered Patrick Fear 
at CapitalSource.

In general, there is more liquidity in the market, which 
is fueling an increase in multiples. Additionally, there is 
a greater degree of comfort from an economic cycle and 
ultimately from a business performance point of view that 
we have moved up from the trough. Sponsors have more 
confi dence that performance will at least be stable for the 
near term and will grow over the longer term. Coupled with 
the need to put money to work, sponsors are bidding up 
quality properties. As a result, lenders say they have seen 
a fairly signifi cant increase in what sponsors are willing 
to pay. “If you compare purchase price multiples today 
to those we saw six to eight months ago, there has been a 
signifi cant increase in valuation, no question about it,” said 
Robert Radway at NXT Capital. “For businesses that have 
been resilient during the downturn, sponsors are willing to 
pay fair to full prices because they have capital to deploy 
and because these businesses are quality businesses that have 
strong secular demand drivers still bolstering their topline,” 
Fear said.

Th e general consensus is that valuation multiples continue 
to inch up, but lenders question how much of the increase is 
the supply/demand dynamic (i.e., lack of quality properties) 
versus the normalized earnings eff ect. “Sponsors are 
thinking, in a full year out of a recovery, the business should 
be doing “x+1” instead of “x,” and, therefore, my multiple is 
a little more reasonable on a normalized basis,” commented 
Matthew Harvey at Prudential Capital Partners.

Lenders off ered their perspective on size, quality, and 
industry as determinants in valuation.

Size and quality
In the lower end of the middle market, defi ned by one 
lender as $3 million to $10 million in EBITDA, multiples 
north of 5x are seen on most deals involving an attractive 
company, falling squarely in the 5x to 7x range. With 
transactions involving really attractive companies, you 
will see sponsors stretch and go to 8x. Using EBITDA of 
$7 million as the cutoff  , multiples can range from an average 
of 7x-8x above and 5.5x to 6.5x below that number. In the 
higher end of the middle market, defi ned as companies with 
$15 million to $20 million or more in EBITDA, multiples 
can range from 8x-10x.

Using that same $7 million cutoff  , ‘A’ versus ‘B’ transactions 
command diff erent multiples. “‘A’ transactions have 
high multiples. For ‘A’ companies with EBITDA above 
$7 million and all of the growth characteristics, the multiple 
will likely exceed 7x. If it is a ‘B’ transaction, the multiple 
will be in the 5.5x-7x range,” said Brian Schneider at 
Northstar Capital.

Sponsors are paying for growth. “For a very nice company 
with good visibility and contractual revenues, high double-
digit EBITDA margins, and strong growth characteristics, 
you are looking at close to 9x plus,” Timothy Cliff ord at 
Amalgamated Capital told us. “EBITDA multiples fall 
into a broad range of 6x-8x. If you have a really nice, 
fast-growing company, it is going to sell for north of 8x, 
but those are the outliers,” commented Chris Williams at 
Madison Capital Funding.

Industry
Lenders are seeing healthy valuations for companies in high 
favor sectors, such as food and healthcare, with multiples 
reaching 8x or more for the right opportunities. “I think we 
will continue to see business services and healthcare services 
companies trading at very healthy multiples of 8x or greater. 
In addition, we are beginning to see manufacturers and 
distributors come in at the 6x-7x range,” said Tom Gregory 
at Maranon Capital.

Discipline
Lenders do say that increased deal fl ow is aff ording sponsors 
the opportunity to be more selective, so they are maintaining 
discipline. Off ering insights from recent discussions with 
sponsors, Gregory told us, “Th ere are so many deals in the 
market with signifi cant competition among buyers that 
sponsors have to focus on which transactions merit their

“Th e quality 
businesses that are 
coming to market 
and going through 
an auction process 
are getting bid up. 
It is just the reality.” 

—Matthew Harvey
Prudential Capital 

Partners
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time. Preliminary due diligence may reveal information that 
leads sponsors to lower their initial price indications in the 
second round. Sponsors are feeling more confi dent that they 
can bid with discipline as opposed to just running headlong 
to get a deal done.” Sharing a similar perspective, Ian Larkin 
at Maranon Capital, off ered, “Six to twelve months ago, 
the “fi xer uppers” or “for sales” were going for 4x, if they 
closed. Th e pristine businesses that performed through the 
recession—business services, healthcare services—those 
were being bid up by sponsors who wanted to buy a good, 
solid business at call it 8x-10x or greater. We are now seeing 
that “middle class” of transactions in our deal fl ow—good 
but not great businesses that should trade, 5x-7x types of 
transactions. Th ese are a welcome sight because they can be 
very good credit stories and are not hotly contested, and we 
are not seeing sponsors going to extremes to try to win those 
businesses,” Larkin said.

Equity contribution
With the resurgence in deal activity and sponsors bidding up 
properties, equity share of the capital structure has trended 
up by virtue of the increase in purchase price multiples. 
Valuation multiples have crept up faster than leverage 
multiples, and the gap is being fi lled by equity. “Sponsors are 
looking to put money to work and may bid that incremental 
quarter turn to win the auction, even if they cannot fi nance 
it and it has to come out of their own pocket,” commented 
Matthew Harvey at Prudential Capital Partners.

Lenders say a 40 percent to 50 percent equity contribution 
is generally the working target, gradually coming down 
as people get aggressive on certain deals. Th e majority of 
respondents say 40 percent is still the minimum. We are 18 
to 24 months away from equity being only one-third of the
deal, some lenders say.

EBITDA size is a key determinant. For smaller deals (sub $10 
million EBITDA), lenders are looking for a bigger equity 
cushion as a percentage of capitalization—50 percent equity 
in deals in the smaller market, probably more, according to 
some lenders. Some lenders delineate between rollover and 
fresh new equity. If the equity contribution is 50 percent to 
55 percent, on average, 40 percent is new equity and rollover 
is the balance. Lenders tell us they are seeing more sponsors 
look for seller participation.

Source: Standard & Poors LCD.
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“Th e high water mark is that 
initial stage of indication, 
and my sense is your opening 
bid to get a meeting today is 
much higher than it has been 
in awhile.” 

—Timothy Cliff ord
Amalgamated Capital
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Leverage
Improved liquidity is slightly driving up leverage on deals. 
However, lenders are quick to point out that leverage and 
pricing information can be misleading. Pricing and structure 
are dependent on multiple factors, including company size 
and quality, risk profi le, and the competitive landscape.

Leverage on a “middle of the strike zone company” can 
look like 2.5x-3x senior and 4x-4.5x total, which is a 
relative starting point from which lenders make risk-related 
adjustments for EBITDA size and quality of the business. 
For the very best credits, there have been a few transactions
done at 3.25x/4.75x, lenders say, and a few get proposed 
at 3.5x/5x, but not many get done at that level. Broadly, 
multiples drop off  a quarter to a half turn in leverage when 
you dip below $10 million in EBITDA. Because small 
businesses may have more issues, lenders tend to become 
more conservative. Th ere can be exceptions. For example, 
a really attractive business with $8 million in EBITDA can 
get fi nanced at 2.75x/4x, even 3x/x4.25x in the current 
environment, lenders tell us.

Scale dictates leverage
For a traditional three-party structure and EBITDA 
between $5 million and $10 million, senior leverage is 
defi ned broadly at 2x-2.75x, anchoring fairly reliably in the 
2x-2.5x range, our survey fi ndings revealed. Th ere is more 
variation in total leverage. Mezzanine is the “jump ball,” 
lenders say, and will depend upon the sponsor, the quality of 
the underlying business, and the comfort level a lender has 
in the sustainability of cash fl ow. Lenders say it is rare to see 
4x total leverage on a smaller company. In most situations, 
if the EBITDA is below $5 million, total leverage is 3x—
at best.

One-stops are facilitating the small end of the deal market, 
lenders say. Total leverage for a one-stop fi nancing is 
typically going to be in the 3x-3.5x range. If EBITDA 
creeps up to the $10 million to $12 million range, total 
leverage is generally still below 4x. It has to be a good story 
as to why it is above 4x, lenders told us.

Source: BGL Research.
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Scale dictates leverage
For a traditional three-party structure and EBITDA above 
$10 million ($10 million to $25 million EBITDA), senior 
leverage is defi ned broadly at 3x-3.25x. Senior leverage can 
tap 3.5x for really high quality credits. Total leverage can 
range from 4.5x–5x and taps on the high end of the range 
in unique situations and will depend upon the free cash fl ow 
characteristics of the business and the equity contribution 
from the sponsor. If the business is cyclical, leverage 
levels are typically a half turn lower, so in the range of 
2.5x-3x on senior and 4x-4.5x total leverage. Generally, 
lenders tell us they are still not seeing any deals go above 
4.5x total leverage, but there can be exceptions. “Th ere are 
a few deals that have tried to test 5x”, Andy Steuerman at 
Golub Capital told us.

Lenders say there have been more requests for senior stretch 
facilities in the current market. In an example provided, if a 
traditional three-party deal that is senior and mezzanine can 
get done at 3x/4.25x senior and total leverage, respectively, 
that same deal might get done at 3.5x-3.75x all senior in 
a stretch facility. Th e sponsor funds the balance in equity. 
“We have seen a lot of that activity recently,” Chris Williams 
at Madison Capital Funding told us. “If we really like the 
credit, we will stretch on the senior fi nancing, adjusting our 
pricing slightly to compensate for the additional risk we are 
taking on the senior side,” Williams said. Williams told us 
that pricing can be up to 50bp-75bp higher on stretch deals, 
depending on how deep you go in the senior debt multiple. 
Lenders say that it is more common to see a stretch fi nancing 
at 3.25x than it is to see total leverage exceed 4x today. 
Stretch deals are more commonly seen for companies with at 
least $10 million in EBITDA.

Cash flow or asset based?
In the lower end of the market, cash fl ow deals are getting 
done, but not very aggressively, several survey respondents 
told us. “Th ere is defi nitely a bias towards asset coverage, and 
airballs need to disappear within 18 months,” a commercial 
bank participant told us. For smaller deals, lenders want 
collateral-based loan structures. “Generally, I would say that 
is not dissimilar with the historical appetite of supporting 
transactions of that size. Banks have historically not 
wanted to go into that smaller end of the middle market 
with large airballs,” the commercial banker said. “If a sub 
$10 million EBITDA transaction gets fi nancing, it is 
usually by a regional bank with an asset-based structure that 
is at least 70 percent secured with some kind of airball,” 
was a perspective provided by one mezzanine lender 
we interviewed.
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Pricing
Lenders describe the timeframe beginning in the fourth quarter of 2009 
carrying through most of the fi rst half of 2010 as a period of loosening credit 
profi les driven by signifi cant high yield take outs of term debt, during which 
time pricing went from the L+600’s for senior debt down to somewhere 
between L+400-500. Lenders saw spreads fl ip-fl op near the mid-year mark. 
Spreads widened due to more ominous macroeconomic conditions, including 
threats of a double-dip recession, infl ation, and the sovereign debt crisis in 
Europe. Lenders say they are seeing stabilization around the L+500-600 range 
now, which is down roughly 100bp from the year ago period.

Pricing on a “middle of the strike zone company” typically ranges from 
L+500-550 with fl oors of 175bp-200bp. Th e band on pricing stays within this 
range for most transactions, lenders say. Stretch fi nancings are priced more 
richly. For a traditional three-party deal that should be levered at 2.5x/3.5x 
and the sponsor asks to stretch to 2.75x, pricing is closer to L+575-600.

Ebitda scale
EBITDA below $10 million: Pricing for a sub $10 million deal done 
by a regional bank is in the range of L+400-450. With a nonbank that is 
one of the long-standing cash fl ow lenders, pricing typically is in the 
L+500-600 range, probably anchored near the lower end, so L+525-550 is very 
common. Origination fees are typically two points. Libor fl oors are priced at 
150bp-175bp. Lenders say they do not see fl oors above 175bp with 
any regularity.

Typically fl oors are present in all small deals, although a fl oor with a 
regional bank may be zero. “Smaller, less sophisticated regional banks will 
do deals at L+400-450 without fl oors just to protect the relationship. It 
becomes more diffi  cult to compete on price on a lower leverage deal because 
they are not necessarily pricing for the risk,” off ered Timothy Cliff ord at 
Amalgamated Capital. “Price is going to be relative to the relationship,” one 
commercial bank participant said. Regional banks are pricing deals more 
aggressively to protect the outstanding because the ancillary business is accretive 
to returns, some lenders said. “We don’t think it is so much relationship retention 
as it is an enormous amount of liquidity derived from deposits and a view 
that L+400 is really attractive, never mind the market might be L+550,” said 
Tom Gregory at Maranon Capital. Gregory added, “Maybe to price it up at 
L+550 sends signals internally that it is a riskier credit than it really is.” One 
lender spoke of losing to a regional bank on a one-stop, which before would 
have been unheard of, saying, “We weren’t even close.”

EBITDA between $10 million and $25 million: Pricing is typically in the 
L+500-600 range with origination fees of 1.5 percent to 2 percent and Libor 
fl oors of 175bp. 

EBITDA above $25 million: Spreads are trending north of L+600, fees in the 
2 percent to 3 percent range, and Libor fl oors of 150bp-175bp.

Leverage scale
One lender off ered a perspective on pricing using a sliding scale based on 
leverage rather than EBITDA. For deals leveraged between 1.5x-2x senior, 
pricing is typically below L+500, usually between L+400-500. On 2x-2.5x 
senior leverage, pricing falls between L+500-550. Deals with more than 2.5x
senior leverage are priced at L+550-600.

Competitive landscape
Pricing spreads and the existence and size of fl oors will largely be dictated by 
the competition on a deal. If competing with a fi nance company, pricing starts 
at L+500 and up, typically staying in the range of L+500-600 depending upon 
leverage and quality of the company. If competing with a regulated bank, 
assuming it is lower leveraged, pricing is in the L+400’s. Floors are typically 
150bp-200bp with a fi nance company or BDC. Floors with a bank may 
be zero.

Mezzanine
Lenders say mezzanine pricing has remained fairly consistent. 

EBITDA below $10 million: Lenders say pricing will not vary widely from 
12 percent to 14 percent current pay and 1 percent to 3 percent on PIK. “We 
are seeing coupons not getting too much above 13 percent on mezzanine. 
Partly our view is we would rather have warrants,” off ered one mezzanine 
lender. Typically deals will have some type of equity kicker, usually in the 
form of warrants. Warrants are going to be more prevalent for deals in the 
sub $10 million EBITDA, certainly the sub $5 million EBITDA market, one 
lender told us. A targeted all-in return, which would be an IRR with coupon, 
PIK, and warrants, in the 17.5 percent to 19 percent range was supplied by 
one lender. Another target range of 18 percent to 22 percent was indicated. 
Yields can still get done in the range of 13 percent to 14 percent all-in, some 
lenders said.

EBITDA between $10 million and $25 million: Typical pricing is 11 percent 
to 12 percent current pay and 1 percent to 4 percent on PIK. Lenders say the 
PIK is where the variation in pricing occurs, and higher quality credits shave 
lower. For companies with at least $15 million in EBITDA, lenders say it is 
becoming more diffi  cult for plain vanilla mezzanine pieces to have warrants 
unless there is something unique about the deal (e.g., name or story deal, 
pushing the envelope on leverage).

EBITDA above $25 million: Typical pricing is 12 percent current pay and 
1 percent to 2 percent on PIK. Many larger deals are done with a straight rate 
plus equity buy-in.
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Holds
Most survey respondents say they are seeing hold levels down from the peak, 
but increasing year over year. Lenders that are ‘in business’ need assets and are 
trying to put capital to work.

Active lenders remain disciplined and measured at stated hold levels. Th e 
primary players are holding $25 million to $35 million in any given deal, our 
survey fi ndings revealed. Th e dial can move up depending on a lender’s role 
in the transaction, if incumbent in the deal or the structure dictates (lenders 
may do a one-stop that is above their hold size). “Nobody has really moved 
the needle to say we are going to fi ll gaps in $50’s,” commented Tom Gregory 
at Maranon Capital. “A typical hold for us is $25 million to $50 million,” 
commented Steve Robinson at GE Antares Capital. “Our hold appetite is 
stepping up a bit. If we wanted to hold $35 million in a deal we liked a 
year or two years ago, we probably will still hold $35 million in that today. 
Unlike before the market correction, you just don’t have 15 CLOs looking for 
paper today, which has eff ectively increased lead arrangers’ holds closer to their 
targets.” “Some institutions are taking larger holds,” off ered Chris Williams 
at Madison Capital Funding. “We have increased our hold size, which is 
typically $25 million to $30 million, sometimes $35 million, in any given 
deal. Our hold size varies on the role we are going to play in a transaction. If 
we are the agent, we defi nitely take a larger hold and use our balance sheet,” 
Williams said. Williams told us that Madison Capital’s recent third-party asset 
management deal with Orchard First Source has created more appetite for 
larger hold levels.

Overall, there is a larger universe of lenders willing to hold $10 million to 
$15 million in a deal, lenders say. Given that dynamic, more participants are 
needed to fi ll out a transaction. One lender provided the following example: 
Pre-Lehman, a $100 million deal might have had 15 investors. Th e bank 
group was fi lled out with some participants taking decent holds and several 
CLOs taking small positions. Th at same $100 million deal today might have 
four participants at $20 million and a couple at $10 million. “If you are in 
a good sized middle market deal that is going to execute, an $80 million 
deal with a club of fi ve or six participants, you are still going to get a pretty 
favorable lender structure. Th e most aggressive lender is going to drive the 
terms,” commented Howard Widra at MidCap Financial.

Underwriting
Cash fl ow fi nancing is becoming more available; however, institutions are 
still very cautious about hold sizes, and they are still very cautious about 
lending to certain types of companies and industries. “Banks are underwriting 
deals, but they are not taking on the risk as they were three years ago, so 
they are structuring deals with a lot of pricing and structure fl ex, so they are 
not stuck holding the paper,” off ered one lender. Dollar certain facilities are 
being underwritten, lenders tell us. “Th ere are certainly underwritings being 
proposed with boxed fl ex. I don’t think there is anybody out there underwriting 
with no fl ex right now,” another lender said.

Underwriting is limited to a small group of lenders; the remaining participants 
will be club or role players in deals. On credits they believe in, lenders are 
willing to take more syndication risk. If that means holding more at the end 
of the day, lenders will occasionally do that, if they like everything about the 
deal. “Approaching $150 million in facility size, we are very comfortable we 
can fi nd homes for that in the middle market,” Robinson off ered. 

Terms
Lenders say we are back to traditional credit terms, with covenant packages 
generally more conservative than they would have been at the peak of 2006 
and 2007. “I think it is relatively balanced, compared to a time when there 
was no amortization and no covenants,” said one survey respondent. Lenders 
told us they are seeing pretty solid credit terms on transactions. Five-year deals 
for the most part are being underwritten, and every deal has a fi xed charge 
coverage, a leverage coverage, and a capex covenant.

Lenders say there is a lot of pressure on loosening covenants, pointing to recent 
discussion of reversion to covenant lite structures taking place in the large deal 
market. However, in the traditional middle market, most deals will have a 
traditional covenant package. “I don’t see people getting overly aggressive yet,” 
commented one lender.

Th e majority of respondents say credit terms remain “pretty vanilla,” noting 
no material changes observed during the year. Lenders highlighted some 
recent trends:

•  Covenants - Improvement in covenants, step up or step down over the course 
of the deal

•  Acquisition baskets - For a period of time, lenders were not doing any 
separate acquisition lines. Now they are selectively proposing acquisition 
lines and even trying to do some in lower middle market.

•  Amortization - More single digit on step up amortization versus double digit 
a year ago

•  Prepayment Fees - More negotiation of prepayment fees in mezzanine

•  Guarantees - Recourse in the form of limited guarantees for transactions in 
the lower middle market (sub $10 million EBITDA)
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State of Middle Market Financing in the U.S.
2011 OUTLOOK

Lenders expect M&A activity will continue to be strong in 2011, provided 
that the macro economy remains stabilized and broader fears do not come to
fruition (i.e., double-dip recession, infl ation). Capital liquidity continues to 
improve. Th ere are signifi cant private equity dollars looking to be invested. 
Company performance continues to improve, and there are a growing number 
of sellers coming off  the sidelines. Banks will be getting aggressive because 
they need to grow assets. “From a planning perspective, 2011 will be a year in 
which growth is expected,” commented Andy Randall, president of the Ohio 
region at TriState Capital Bank. “I do think it will be a challenge for banks 
to grow dramatically. Competition is back. It is diffi  cult to gauge whether the 
deal fl ow will be enough to provide opportunities for lenders to meet what I 
presume will be aggressive loan growth goals,” added Randall.

What will make up deal flow in 2011?
Private equity exits. Sponsors have seen their hold periods extended 
and will have companies they need to bring to market for liquidity. Lenders 
point to fund vintages between 2004 and 2005 for which sponsors probably 
have had very few exits, and the tenure of those investments is getting long. 
Sponsors are starting to see positive trends in performance, and lenders say as 
soon as those deals can come to market they will.

The refinancing wall. Companies are getting into the maturity cycle of 
debt deals they did in the 2005 to 2007 timeframe and are starting to position 
their balance sheets for refi nancings of those transactions. Lenders say those 
deals must trade and will come to market.

The middle class. People will be on to making decisions about their 
business again. Lenders say those companies with 18 months of stabilized 
performance behind them will be coming to market. “Beginning late in 
the second quarter, I think we will begin to see more of the rehabilitated 
manufacturers and distributors that are still feeling the cyclical eff ects of the 
recession,” commented Ian Larkin at Maranon Capital. Lenders say these 
are not top tier credits but reasonably good business models, which should 
underpin some moderate increase in activity.

Club it up and get it done. Liquidity is improving, but is still not 
robust. “Deal activity is going to be much more skewed on the smaller end 
because it requires fewer lenders to get a deal done,” off ered Timothy Cliff ord 
at Amalgamated Capital.

Obstacles
Lenders question how the regulatory and political climate and resulting 
changes in stimulus and tax policy will feed the spirit of economic activity. 
With those variables being undefi ned today, it makes it diffi  cult to predict 
what 2011 will look like.

Competitive lender behavior may be exacerbated by aggressive budgets going 
into 2011. Lenders are concerned about what structure and pricing will look 
like if the credit markets get overheated. “Most lenders will be willing to look 
at pricing and try to fi gure out a way to get their returns but will be unwilling 
to give on structure,” one lender off ered.

Funding the gap
New senior cash fl ow lenders are expected to enter the market in 2011. Lenders 
pointed to individuals and groups in various stages of capital raising to launch 
senior debt platforms, which by some estimates may bring an additional 
$1 billion to $2 billion in net new money to the middle market. Lenders 
say the CLO market is beginning to open up, with talk of new vehicles 
developing, and depending on the success of that capital being raised, it can 
add some additional capacity in the marketplace. Th e overarching concern 
remains that the supply of capital may be unable to keep pace with demand.

Given an increased or at least stable demand for credit from an M&A 
perspective and an increasing number of refi nancing transactions that will hit 
the market sometime in 2011, demand for credit is likely to exceed supply 
for some time. Some lenders are expecting a net major reduction in capital 
available for senior cash fl ow lending and bank syndication participation, 
calling the gap “stunningly large.” “As we move into next year, I think we may 
look back and wish for the days when senior cash fl ow lending was as plentiful 
as it is today. Senior loan availability may get worse before it gets better,” 
commented Tom Gregory at Maranon Capital. “Deal fl ow will come back, 
with absolute scarcity of senior dollars to accommodate them,” Gregory said. 

What are the implications and how will deals get done? “When there is 
more demand for credit than there is supply, lenders gravitate to being more 
selective. Th ey are more able to be choosy relative to terms in which deals 
they do,” off ered Patrick Fear at CapitalSource. “I think perhaps we will see 
lower senior leverage, higher senior spreads, and mezzanine becoming a much 
larger component of the capital structure as a means for dealing with that,” 
Gregory said. Lenders say they are beginning to see mezzanine as a component 
reaching 1.5x. “I could certainly see in an asset-intensive deal, where an asset 
based lender did the senior, you very easily could see either a second lien 
piece or a mezzanine piece take up two turns,” added Gregory. More equity 
or more mezzanine will be needed to fund the gap, or both. Seller paper may 
become a larger component of the capital structure sitting below mezzanine. 
We may see more private equity sellers rolling into the deal, which lenders say 
they have seen more of over the last few years. “You will never see a bunch of 
deals that didn’t get done due to a lack of senior debt, but there will be a bit 
of a glass ceiling on how robust next year or the year after will be based on the 
availability of capital in the senior debt market,” Larkin said.



• Mergers & Acquisitions

• Debt & Equity Placements

• Financial Restructurings

• Valuations

• Fairness Opinions

• Automotive

• Business Services
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• Building Products

• Consumer Products

• Food & Beverage

As the lead U.S. shareholder of Global M&A, 
BGL has access to global buyers, sellers, and 
fi nancing sources throughout Europe, Asia, 
Australia, the Middle East, and North and 
South America that is unparalleled in the 
middle market.
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Brown Gibbons Lang & Company is a leading independent investment bank serving middle market companies in 
the U.S. and internationally. Founded in 1989, BGL has remained true to its mission of delivering corporate fi nance 

solutions to companies with enterprise values between $25 million and $500 million.
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The Computer Systems Company, Inc. 
(d/b/a The CSC Group)

Founded in 1964, The CSC Group is a leading 
provider of clinical and business healthcare 
information management and business 
process automation solutions which help 
customers eliminate business process 
bottlenecks, increase productivity, and lower 
operational costs. The company serves an 
installed base of over 500 top tier healthcare 
systems, hospitals, and independent 
physician groups, as well as a number of 
marquee customers in the manufacturing, 
insurance, fi nancial, retail, government and 
utilities industries.

The CSC Group is headquartered in 
Strongsville, Ohio, a suburb of Cleveland.

Client:

Hyland Software, Inc., a portfolio company 
of private equity fi rm Thoma Bravo, LLC, 
acquired the company. The transaction 
was completed as a sale of selected 
assets pursuant to Section 363 of the 
U.S. Bankruptcy Code.  The CSC Group 
voluntarily fi led for bankruptcy protection 
in November 2009 after facing short-term 
liquidity constraints.

The strategic partnership will provide 
The CSC Group with fi nancial and 
strategic resources to grow and Hyland 
with the ability to more rapidly capitalize 
on outsourcing trends and favorable 
market dynamics in the healthcare IT 
services sector.

Results:

BGL In the Market Recent Sell-Side Transaction

has been acquired by

a portfolio company of

Business Services, Healthcare
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