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Environmental Services Insider

• Supply demand imbalance persists with no material increase in M&A volume. 

• Lenders spending time on internal portfolio activity with recap and 

refi nancing activity dominating deal fl ow.

• Add-on activity outpacing new platforms. 

• Visible uptick in M&A activity in Q4 ’13 and improving quality spark cautious 

optimism. 

• Liquidity is robust with increasing funds fl ows from CLOs, BDCs, credit 

opportunity funds, and new entrants, as well as traditional buy and hold 

investors.

• Banks continue to be active and aggressive on pricing. Regulatory oversight 

is beginning to fi lter into leverage appetite.  

• Segmentation is blurring as lenders move down market for deal fl ow.
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Highlights

• Overall, middle market companies are growing but at a decelerating rate. 

• Industry growth is broad-based but is moderating; sectors cited for outsized 

growth include certain areas of healthcare and healthcare IT, technology, 

tech-enabled business services, and automotive. 

• Cyclical companies are in play and being brought to market with increasing 

frequency.C
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• Excess capital and competitive deal market giving way to elevated purchase 

price multiples.

• Multiple range remains wide dictated by quality and structure in a bifurcated 

market.

• Strategics and sponsors are now bidding at comparable levels.

• Creative structuring is bridging buyer-seller valuation gap.V
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• Leverage creep of a half to three quarters of a turn because of competitive 

dynamics.

• Continued pressure on senior pricing, with gradual creep from 6 percent all-

in yields down to 5 percent all-in yields.

• Banks remain aggressive on pricing; the delta between bank and nonbank 

spreads can be as high as 100 to 200 basis points.

• Sponsors are providing own mezzanine and overequitizing transactions as 

valuation multiples expand and to put money to work. 

• Terms are under pressure with fewer covenants and lighter amortization.
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K • Guarded outlook for 2014 with lingering uncertainty in the macroeconomic  
environment.

• Normalized level of M&A activity anticipated but no “fl oodgate” of volume.

• Pressure on pricing, structure, and terms expected to persist absent a 
catalyst to materially change loan demand. 

• Fed tapering expected to put upward pressure on spreads.
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shops are focused on recycling deals in order to generate 
fee income,” commented Craig Shirey, a principal at Ares 
Management. Lenders have also seen more add-on work 
in portfolios than new platforms. “We’ve probably seen 
more add-on acquisitions than we’ve seen over the last 
couple of years,” said Steve Kuhn, a vice president at 

Fifth Third Bank Structured Finance. “As the cost of new 
platforms ratchets higher, sponsors are looking internally 
at creating value in existing portfolio companies.” 

“This is the third year that M&A volume is down. Less 
activity means more competition,” commented Andy 
Steuerman, head of middle market lending at Golub 
Capital. “I think that same dynamic is affecting our private 
equity client base which has pushed up multiples for 
deals. They are paying higher prices which has pushed 
their leverage requests up.”  

“It is competitive on structure and pricing, but there is 
a lot of demarcation between lower middle 
market, middle market, and larger market 
deals,” offered Rich Jander, a managing 
director at Maranon Capital. The broader 
market (EBITDA of $25 million and up) has 
been choppy all year, said lenders, with the 
supply demand imbalance in that segment 
even more pronounced, where lenders with 
large balance sheets have spent signifi cant 
time on refi nancings and recap activity. 

“We are defi nitely starting to see the large 
cap sponsors come down into the middle 
market space because there haven’t been 
too many large cap assets available. They are 
coming down and buying $25 million EBITDA 
businesses and using them as platforms for 
growth,” remarked Jeffrey Day, a director in 
the capital markets group at Madison Capital 
Funding. “That is diffi cult for us because 
we aren’t calling on the $3 billion funds; we 
generally are calling on the funds that are $1.5 
billion and below.” 

Notably, fewer complaints were heard from 
lenders in the lower middle market, many 
of which continue to see steady deal fl ow. 
Particularly, in the sub $10 million EBITDA 
space, the transaction volume has been 
very consistent, Pete Notter, a director at 
Madison Capital Funding told us. “For our 

Deal Flow
2013 was a disappointing year overall for M&A, with not 
enough deal fl ow to go around. Lenders are fatigued 
after having seen acquisition fi nancing slow to a trickle 
in the fi rst half of 2013, bemoaning what many called an 
“extraordinarily slow” Q1 ’13 due to the pull forward of deal 
fl ow into the second half of 2012 because of potential tax 
changes, which cannibalized the deal pipeline. 

By the numbers, PitchBook cited in the 2H 2013 Middle 
Market Report that the middle market (defi ned as deals 
valued between $25 million and $1 billion) saw 397 deals 
and $86 billion of capital invested during the fi rst half 

of 2013—setting a pace for the slowest year for deal-
making since 2009 and the second slowest year in the last 
decade.

“The biggest change that we saw from the fi rst quarter 
was really an absence of change overall. Expectations for 
middle market M&A activity for H1 ’13 were lower given 
the low level of pitch activity in Q4 ‘12 
and during Q1 ’13,” commented Ira Kreft, a 
senior vice president at Bank of America 
Merrill Lynch. “The market environment 
made it more diffi cult for some lenders to 
meet goals, but many lenders had more 
realistic goals. The ability for a lender to 
provide creative term loan and international 
solutions is a differentiator in today’s 
market.” 

“We still have a demand problem—too 
much supply of capital and not enough 
demand to balance it out. I would still call it 
a borrower’s market,” said Ken Berryman, 
a director at Capitala Finance Corp. fka 
CapitalSouth Partners. “Lenders have ample 
money to put to work but many aren’t 
seeing the number of opportunities to do 
so. There is a defi nite imbalance, which 
has caused lenders to be more aggressive 
in pricing and terms,” Kreft added. “We 
need deal fl ow to absorb the abundance of 
capital available,” observed Whit Edwards, 
a principal at BB&T Capital Partners 
Mezzanine.

The imbalance has forced lenders to be 
creative and spend more time on internal 
portfolio activity, including recaps and 
refi nancings. “In slower M&A markets, fl ow 

“We still have 
a demand 
problem—too 
much supply of 
capital and not 
enough demand 
to balance it out. 
I would still call 
it a borrower’s 
market.” 

   —Ken Berryman

Capitala Finance 
Corp.
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microcap efforts, we’ve seen a signifi cant increase in 
overall transaction volume from 2012 to 2013. That activity 
has been fairly strong and consistent all year.” Madison’s 
microcap product offering is intended to provide 

one lender solutions for lower middle market LBOs—
companies with EBITDA above $3.5 million. “We are going 
to close this year with a record number of transactions,” 
commented Tim Clifford, chief executive offi cer at Abacus 
Finance. “Volume in the second half of the year has really 
picked up. I believe we have a strong enough pipeline to 
carry us into the fi rst quarter of next year.”

“Waiting to exhale”
Lenders held a false sense of optimism for a rebound in 
M&A activity as the year progressed, only to see it unravel 
each quarter. “We keep pushing out this expectation of, 
when we are going to see more books, and when are we 
going to see more deal fl ow. It just keeps getting pushed 
out quarter by quarter,” said Steve Kuhn at Fifth Third 
Bank Structured Finance. 

Uncertainty continues to linger, putting a 
damper on deal fl ow. Visible clouds on the 
horizon, most notably a tepid economy, 
government dysfunction, and actions by the 
Fed are sending mixed signals. “A great deal 
of uncertainty stems from the government 
problems. We’ve never really come out 
of this recession with the full wind in our 
sails from an economic perspective, and 
unfortunately our government keeps getting 
in the way of private sector progress. Who 
knows what the economy would do if we 
didn’t have the government-led problems 
standing in the way of our economy,” 
remarked Ken Berryman at Capitala Finance 
Corp. “Business leaders continue to be 
cautious, and that is to some degree holding 
back activity. The more optimistic people 
get, the more activity you start to see. As 
the uncertainty escalates like it is now, 
people put their pencils down, waiting to see 
what is going to happen. That is really the 
seesaw backdrop that we have out there.” 

“From a corporate borrower perspective, we 
have seen more of a conservative posture by 
our customers and companies building up 
their cash reserves. Middle market companies 
are being selective and they are still focused 
on their liquidity and are maintaining high 

cash deposit balances,” said Ira Kreft at Bank of America 
Merrill Lynch.  

“Private equity sponsors are trying to be more active, 
but we haven’t seen as many privately-owned businesses 
coming to the market for sale,” observed Kreft. “If you 
are a seller and you’re not selling today, you must believe 
that your earnings are going up next year, and you’ll be 
able to sell for a higher price. You’re also assuming the 
multiples aren’t going down. We’ve had high multiples, 
and the options for people to sell their businesses over 
the last few years have been very good. There needs to 
be some other catalyst for business owners to pull the 
trigger,” Berryman commented. “A major impediment 
to the sale of privately-held businesses has been seller 
reinvestment issues. Business owners are challenged in 
today’s investment market to reinvest their proceeds,” 
Kreft added. 

Quality 
Lenders observed choppiness across the market during 

the fi rst half of the year, with fewer high 
quality LBO transactions coming to market. 
“Directionally, in some ways it feels like if 
there is anything that’s marginal, companies 
are trying to take advantage of what seems 

to be a hot market—all the signs that happen 
in a frothy market, when you have leverage 
go up, prices go up, then the marginal 
companies come after,” remarked Andy 
Steuerman at Golub Capital.

“Deal fl ow so far this year has been 
barbelled. At any point in time, there is a 
select group of transactions that everyone 
is targeting,” added Craig Shirey at Ares 
Management. “The better credits are getting 
a lot of attention.” Shirey continued, “There 
are also a fair number of weaker credits that 
are traditionally cyclical and are trying to 
get leverage on EBITDA that they’ve have 
historically not reached. Therefore, lenders 
are questioning, what is real EBITDA? What 
is real leverage?” “Quality is bifurcated. 
For the really attractive companies, you 
can’t make it into a process below 9x to 
buy a company. That is the point of entry,” 
Steuerman said. “Where quality is bad, we 
would argue it should be turned down.” 

“For the really 
attractive 
companies, you 
can’t make it 
into a process 
below 9x to buy 
a company. That 
is the point of 
entry.” 

—Andy Steuerman
Golub Capital
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Deal counts and values reflect private equity buyout transaction activity only.

Source: PitchBook.
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fundamentals still apply,” commented Ira Kreft at Bank 
of America Merrill Lynch. Overriding considerations are 
whether the company has an acceptable level of leverage 
post-dividend recap and whether the sponsor would still 
be incented to support the company if problems ensued, 
Kreft told us. “For minority recapitalizations, we like to 
see the minority investor have the ability to have triggers 
to take greater control of a business if the company does 
not achieve fi nancial performance objectives.” 

“We haven’t seen a return of the instantaneous recap,” 
observed Allan Allweiss, a managing director at LBC 
Capital Partners. “In 2006 and 2007, we saw some 
companies that, 30 or 60 days post-acquisition, were 
doing signifi cant recaps. The recaps that have been 
getting done in this market seem like appropriate 
leverage and the rationale makes sense to us.” 

“If you are going to do a dividend recap and the company 
has performed well, to gain additional rights 
and economics is hard in a competitive 
environment,” said Whit Edwards at BB&T 
Capital Partners Mezzanine. “Springing 
board seats and other restrictions can be 
diffi cult to get. However, lenders need to 
be disciplined in pushing leverage.” “We 
typically are getting board observation 
rights,” commented Steve Gurgovits, a 
managing partner at F.N.B. Capital Partners. 
“If our equity co-invest grants us a signifi cant 
ownership position, double digits or more, 
we’ll take a board seat. Otherwise, we prefer 
board observations but the ability to spring 
onto the board if there are certain breaches in 
performance. It is a useful tool.” 

Is the spigot opening?
The trickle of new LBO transactions has 
increased to a steadier fl ow. Since August, 
many lenders speak to seeing an increase 
in higher quality transaction fl ow and an 
overall increase in volume at all levels. 
“We are seeing more deals in any size that 
display predictable and consistent cash fl ow 
characteristics than we saw in the fi rst half 
of the year,” offered Notter. “We are seeing 
a more consistent fl ow of high operating 
performance businesses.” 

Deal Flow
“What you are seeing are transactions that involve 
companies with a more cyclical revenue and EBITDA 
profi le. As those companies have rebounded from the 
recession, they are being brought to market with sponsors 
looking to fi nance them at traditional leverage multiples,” 
offered Robert Radway, chief executive offi cer at NXT 
Capital. “It is harder to lever up more cyclical cash fl ows, 
and yet the market has become more willing to do so at 
multiples, that in some cases, may be too high. You are 
seeing more risk being introduced to transactions given 
the potential for a falloff in EBITDA and debt service 
capacity among these types of companies.” “In most of 
the deals we are looking at, we are looking at where a 
company is in that cyclical growth cycle recognizing that 
this is not a secular growth industry or situation. It is more 
diffi cult to fi nd a non-cyclical growth company out there,” 
added Ken Berryman at Capitala Finance Corp. 

“We are starting to see a lot more traditionally cyclical 
deals—housing, auto, marine—coming 
to market now,” added Pete Notter 
at Madison Capital Funding. “Cyclical 
businesses continue to perform despite 
the fact that the overall recovery has been 
relatively muted. So you continue to see 
more cyclical issuers coming to market 
as they have been able to demonstrate 
another year of positive performance.” 

Dividend recaps
Dividend recapitalizations have continued 
to be prominent because of the dearth of 
M&A transactions. Lenders remain open 
to fi nancing them and have gotten more 
aggressive both in terms of structure and 
pricing to win deals. Middle market dividend 
recaps are on track to reach a record high 
in 2013, reported Thomson Reuters LPC in 
GOLD SHEETS Middle Market. “We are having 
those conversations with our borrowers,” said 
Steve Kuhn at Fifth Third Bank Structured 
Finance.  “Lenders want to put out money 
right now. If you have a good company that 
has performed, you know the management 
team and have a good relationship with 
the sponsor, it is something that you are 
encouraging.”

“While there is a defi nite appetite for 
dividend recapitalizations, typical credit 

“We are seeing a 
more consistent 
fl ow of high 
operating 
performance 
businesses.” 

      —Pete Notter

Madison Capital 
Funding
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“We saw a noticeable pick up in M&A activity in late 
summer, both new auctions and acquisition activity 
from corporates or sponsor-owned portfolio companies 
doing strategic acquisitions,” offered Scott Reeds at RBS 
Citizens, “It is going to be a back half heavy year from an 
M&A volume perspective. The level of activity that we’re 
seeing right now makes us feel better about hitting our 
growth goals for next year.”

“We are probably as busy in terms of new deals as we’ve 
ever been. Quality is not as high as in years past, but 
there is no question that there are more transactions 
being brought to market than at any other point during 
2013,” added Robert Radway at NXT Capital. “Of the deals 
reviewed at credit committee over the past four weeks, 
probably 80 percent is M&A. By comparison to the fi rst 
half of 2013, 50 to 60 percent of our fl ow was mostly 
dividend recap-oriented as opposed to change in control 
or M&A related. The balance has shifted back toward more 
M&A.” 

“2013 has been a year where I think we are 
getting back to normal in terms of activity, 
both in terms of transaction volume and 
types of transactions,” commented Rich 
Jander at Maranon Capital. “In each year 
since 2009, you had a catalyzing event, 
whether it was the reopening of the credit 
markets, an election, or fear of tax law 
changes which drove deal fl ow in the latter 
half of those years. It is a more normal level 
of business.” Jander continued, “We’ve gone 
through a big wave of refi nancings, so there 
are fewer of those out there. We are starting 
to see more new money transactions taking 
place. There are a lot more actionable 
opportunities that we can spend meaningful 
time talking about.” 

More activity is keeping lenders a little bit 
busier, but there is not enough activity 
to satiate the demand. Competition on 
fi nancing continues to be extremely intense. 
“The opportunities that are perceived to 
be of high quality are still being chased 
aggressively by all types of lenders,” added 
Whit Edwards at BB&T Capital Partners 
Mezzanine.

Changing landscape of private equity
The private equity landscape is evolving as family offi ces 
and independent sponsors grow in number, which is 
expected to have a measurable impact on deal fl ow in 
the middle market. “The business of private equity has 
matured in such a way where there are a lot of credible, 
relatively deep-pocketed independent sponsors,” Jander 
commented. “We are defi nitely seeing more family offi ce 
sponsored deals and independent sponsor deals than ever 
before. It is still a relatively small percentage but those 
channels cannot be ignored.” 

“The traditional private equity fund model is not as 
uniform as it was. In addition to the traditional funds, 
there are a growing number of independent sponsors 
and family offi ces which don’t have the same time meter 
that a traditional fund has,” added Allan Allweiss at LBC 
Credit Partners. “That has a real effect on the way deals 
are getting done.” Allweiss continued, “For some of the 
funds that have reached the end of their investment 
period and aren’t going to raise another fund, they think 

differently about monetizing what is in their 
portfolio because the IRR doesn’t really 
mean as much anymore. Cash on cash return 
means a lot more. They are holding onto the 
properties longer. There is a real sea change 
that has taken place.” 

“The 
opportunities 
that are 
perceived to 
be of high 
quality are still 
being chased 
aggressively 
by all types of 
lenders.” 

    —Whit Edwards
      BB&T Capital 

Partners 
Mezzanine
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their runoff is to continue to put assets out and they’ve 
got a pretty high hurdle to hit with their dividend rates, so 
they’ve got to get money out.” “There has been a lot of 
BDC capital that has been raised. It is very easy for them 
to do an L+800-850 piece of paper with a 125 basis point 
fl oor. It is far less expensive than mezzanine and typically 
less onerous on call protection,” remarked Day. “It is going 
to be really interesting to see if the leverage parameters 
change for BDCs. There is talk of allowing BDCs to go up 
to 2 to 1 leverage, and if that is the case, then I think you 
are going to see them be more aggressive in traditional 
senior lending, and that is going to create a whole other 
monkey wrench in terms of supply and demand for senior 
loans.”

“There is a lot of cash that sponsors have to put to work 
and more importantly, that lenders have to put to work,” 
commented Steve Robinson, a managing director at GE 
Antares Capital. “There hasn’t been much in the way of 

new M&A that soaks up that liquidity. It is a 
good time to be a borrower.”

Banks
Market sentiment is that banks are continuing 
to fi nd ways to put money to work in 
leveraged transactions. However, views 
are mixed on the impact of new regulatory 
guidance on their level of participation. 

“I think banks are going to be active, but they 
are going to be more selective, said Ira Kreft 
at Bank of America Merrill Lynch. “Many banks 
are focused on responsible growth and their 
leveraged lending bucket. As a result, they 
are limiting leveraged cash fl ow loans to a 
targeted group of sponsors.” “Banks will have 
a leveraged lending basket and will want to 
fi ll it with direct and agented deals,” remarked 
Steve Kuhn at Fifth Third Bank Structured 
Finance. “If we are going to exceed the 3x/4x 
leverage profi le, our pricing threshold will be 
higher.” 

While the new guidelines are not going to 
stop banks from doing leveraged deals, it does 
put a partial cap on how aggressive banks 
are going to be, lenders said. Banks all want 
to put money to work but they are fi nding 
it a diffi cult environment in terms of quality 
and structure to be in compliance, which is 

Capacity
Capital runneth over 
The leveraged loan market remains fl ush with capital 
as investors fl ock to the asset class in search of yield. 
The supply demand imbalance persists as the theme of 
too much liquidity chasing too few deals prevails in the 
lackluster M&A market. “The institutional market has raised 
signifi cant capital which has been a positive in terms of the 
liquidity,” commented Craig Shirey at Ares Management.
Capital is fl owing into funds and managed accounts from 
new players, arrangers say. “The supply of capital has 
improved. There are more entrants coming into the market 
through CLO and BDC vehicles and more debt funds being 
raised,” observed Zia Uddin, a managing director at Monroe 
Capital. “The market is getting more competitive especially 
under $25 million of EBITDA.” “Generally speaking, 
lenders’ balance sheets are very healthy, and there is a 
lot of demand for fl oating rate assets particularly if the 
expectation is that rates are going to rise,” added Jeffrey 
Day at Madison Capital Funding. “I don’t see any slowdown 
in the demand for our types of transactions. 
I think the middle market will continue to 
attract more capital.” 

“There is a lot of liquidity, so for good 
transactions there are alternatives for 
sponsors up and down the capital structure, 
from unitranche to mezzanine to senior, 
seemingly more all the time,” commented 
Howard Widra, chief executive offi cer at 
MidCap Financial. “For a lender, it is not 
only competing with people who directly 
offer your product or the way you want 
to structure a particular transaction, but 
it is competing with people who are 
offering completely different alternatives, 
which makes it diffi cult. It is challenging 
to fi nd transactions that you feel like are 
appropriate risk reward.” Senior stretch and 
unitranche structures are more prevalent. 

“The challenge is there is a lot of BDC 
money,” commented Whit Edwards at BB&T 
Capital Partners Mezzanine. “They have 
a lot of cash on their balance sheets and 
have to put the money to work. As they get 
repayments, they have to fi nd a place to put 
it.” Mike Foster, a senior managing director 
at Midwest Mezzanine Funds added, “BDCs 
are always raising capital. The only way that 
they can continue to be successful with 

“I don’t see any 
slowdown in 
the demand 
for our types 
of transactions. 
I think the 
middle market 
will continue 
to attract more 
capital.” 

        —Jeffrey Day

Madison Capital 

 Funding
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going to create opportunities for alternative investment 
vehicles to come in and fi ll those gaps, survey participants 
said. “They are going to have be aggressive because the 
separate funds, the unitranches, the BDCs, and to a lesser 
extent the SBIC funds, are going to be pretty aggressive 
out in the market,” commented Steve Gurgovits at F.N.B. 
Capital Partners. “There are a lot of us out there sitting on 
a lot of capital. It is going to force banks to pick their game 
up, particularly on sponsored transactions.” 

“Banks have a tremendous amount of capital to deploy. 
Specifi cally, they are looking for assets whereby they can 
put their entire commerical bank at play,” commented 
Katie Jones, a managing director at BMO Capital Markets. 
“When selling a deal to banks, we often hear how they are 
seeking opportunities to put some capital to work and then 
pitch their ancillary products and services. Banks have a 
lot of different levers they can pull.” Jones continued, “We 
additionally see banks continuing to get aggressive in the 
leveraged loan space. They have always had their boxes, 
but if you can fi t something inside that box, they are going 
to be aggressive to make it work.”

“The OCC scrutiny is real, and most of the banks are dealing 
with it to some extent. I think you are starting to see banks 
be more disciplined around the leveraged asset class, 
both from a leverage and pricing perspective. The more 
sophisticated banks that have targeted leveraged fi nance/
sponsor fi nance product sets are preserving leveraged 
capital for the right types of deals and targeted customers. 
Broadly, it is impacting how competitive the banks can be,” 
offered Scott Reeds at RBS Citizens. “In practice, we are 
seeing it when we syndicate deals to other banks. Some of 
the commentary you get back relates directly to policies 
that have been put in place at that respective bank around 
the OCC guidance and scrutiny.” Steve Kuhn at Fifth Third 
Bank Structured Finance added, “It is becoming more 
diffi cult on multibank deals. In a recent transaction that 
our syndication group tried to take to market, it was more 
onerous to get other banks to participate outside of that 
3x/4x limitation.”

“I think banks are going to look to distribute into the 
institutional market, and they are going to be focused 
on using their leveraged capital in ways where they are 
profi table and around targeted sponsors and targeted 
industry sectors that they know,” added Reeds. “I believe 
a lot of the OCC thinking is this, if you are going to be 
involved in leveraged lending, we want you to have 
a strategy and it is well thought out and is in areas of 
expertise for your bank.” 

“I think it is going to make it diffi cult longer-term for banks 
to compete. I see banks as more cautious with structure but 
continuing to be very aggressive on pricing,” Gurgovits said. 
“Private equity groups have to make the decision, do they 
want to get more leverage and pay a higher price, or have 
less leverage in a deal and have lower pricing,” Kuhn said. 
“Some sponsors are averse to overleveraging deals.” 

Nonbank lenders have seen little change in the market. 
“We have seen no change in participation. The regulatory 
pressure is in full force and consistently getting more 
restrictive, but that has not translated to a less competitive 
environment,” said Cheryl Carner, a managing director at 
Crystal Financial. “We are still seeing banks being pretty 
aggressive out there,” added Brent Burgess, the chief 
investment offi cer at Triangle Capital. “Maybe it doesn’t 
matter to them that there is a different capital allocation 
to leveraged loans. Banks are sitting on surplus capital, 
and they are not highly levered. They need to put assets to 
work and generate returns.” Steve Robinson at GE Antares 
Capital commented, “We haven’t seen any pull back from 
banks—at least not yet.” “I think there is still a great sort that 
is going to take place there just in terms of understanding 
those guidelines and the impact of them for banks,” added 
Rich Jander at Maranon Capital. “I have not seen a pullback 
by the banks at all. It is a question mark that is out there and 
a meaningful one.”

Finance companies
Finance companies are continuing to try to be aggressive 
to deploy assets and are doing so with bigger hold levels. 
They are facing increasing competition from the broadly 
syndicated market as crossover investors dip down into 
the $100 to $200 million deal size, giving sponsors other 
avenues to go to fi nance their deals. “As the broadly 
syndicated market gets more fl ush with cash, a lot of the 
CLOs and institutional lenders are dipping down into the 
middle market where they can get better yield and better 
structural terms than what is available in the broad market,” 
commented Reeds. “For the $150 million hybrid bank/
fi nance company execution that could get clubbed with 
four to fi ve lenders, there is now an alternative where an 
arranger can underwrite the deal and sell it to the broadly 
distributed institutional channel. Those types of executions 
will continue to put pressure on the typical hybrid bank/ 
fi nance company execution.”

“The competitive dynamics to win the lead mandate 
remain unchanged. What has changed is the availability 
of capital to fund deals,” offered Robert Radway at NXT 
Capital. “There has been a fairly dramatic increase in the 
level of liquidity coming from non-lead type lenders, so 
credit funds, CLO managers, other institutional sources of 
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Capacity
capital dedicated to the leveraged loan or middle market 
leveraged loan space. So while we may not be competing 
any more aggressively for the lead mandate than we have 
in years past, there is clearly pressure on pricing because of 
the availability of capital.” 

The lower middle market 
Liquidity is adequate to improving said active lenders in 
the sub $10 million EBITDA space, as appetite grows in 
the competitive market. “There is still hunger for asset 
growth from the regional banks. There is more BDC capital. 
There is more SBIC capital. All of which has driven greater 
capital availability for the lower middle market, observed 
Joe Gaffi gan, president at TCF Capital Funding. “We are 
starting to get calls from other banks and institutions that 
we haven’t heard from in a couple of years,” said Steve 
Kuhn at Fifth Third Bank Structured Finance. “There is a big 
fi ght for loan growth. Once you get to a $3 million EBITDA 
size, I think there are plenty of lenders right now.” “It can 
be competitive depending on the deal,” 
remarked Rich Jander at Maranon Capital. 
“Banks are more likely to play and be able to 
play on their own in that size market. On the 
mezzanine side, you’ve got the SBICs that 
are quite active and there are more of them 
than junior capital providers.” 

The landscape of active lenders is limited 
to roughly 8 to 10 players, estimate some 
survey participants. Regional banks continue 
to be very active and continue to provide a 
steady source of liquidity. “For pure senior 
cash fl ow fi nancing, it is the same players 
but a willingness to be more aggressive. 
People are defi nitely throwing bar punches 
more to really win the deals they want. It 
is a more aggressive, competitive market,” 
offered Tom Karle, a senior vice president 
at TCF Capital Funding. “What do people 
do to get a little bit more yield just to win? 
They dip down,” remarked Howard Widra 
at MidCap Financial. “There are plenty of 
fi nancing options for companies between 
$5 million and $10 million of EBITDA. Most 
lenders will tell you a $10 million EBITDA 
fl oor, but it is not true.” Because of the need 
to fi nd deal fl ow, the line is blurred.

“Just as we observed last year, the incumbent banks are 
stepping up to do transactions,” Kuhn said. “If it’s a smaller 
EBITDA size company, you will see the incumbent bank 
that traditionally may not have been a cash fl ow lender try 
to put a deal together to protect a valuable asset.”

“BDCs are being very aggressive to get money out,” added 
Mike Foster at Midwest Mezzanine Funds. “Because of that 
overall lack of fl ow, you’ve got the same dynamic you see 
in plenty of other cycles where lenders in other segments 
of the market tend to move down where there is activity. 
You are seeing them being very competitive in less than 
$10 million EBITDA companies—even as low as $4 million 
to $5 million—where historically you wouldn’t see them as 
much.”

Lenders are seeing their slice of the fi nancing pie reduced 
by sellers and sponsors. “We are seeing sponsors replace 
the mezzanine with their own money, so they are providing 

the equity and the mezzanine because they 
know that they are not winning enough 
deals,” commented Gaffi gan. “Sellers might 
like to take some seller paper at 10 percent 
today. They get all this money off the table, 
what are they going to do with it? So we 
are competing a little bit against sellers,” 
remarked Brent Burgess at Triangle Capital. 
“We are also competing against sponsors who 
are overequitizing deals because they are 
challenged in putting money out. So if they’ve 
got a good company, they’ll just put more 
equity in.”

“People are 
defi nitely 
throwing bar 
punches more 
to really win the 
deals they want. 
It is a more 
aggressive, 
competitive 
market.” 

    —Tom Karle

TCF Capital 
Funding
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 The middle market continues to show resiliency, with 

companies reporting the third consecutive quarter of 

growth in 2013 according to the National Center for Middle 

Market (NCMM). According to research fi ndings from its 

Q3 2013 Middle Market Indicator, the NCMM reported that 

nearly two out of three middle market companies—defi ned 

as those with annual revenues between $10 million and $1 

billion—reported improved company performance. 

While middle market businesses continue on a path of 

expansion, the rate of growth is decelerating. Overall 

revenue in Q3 ’13 increased 5.5 percent, marking the 

slowest rate of increase over the past four quarters. 

Prospects for growth have moderated, with middle market 

companies anticipating revenue to grow 4.4 percent over 

the next year, a drop from the 5.1 percent estimated in 

Q4 ’13. Despite a muted growth outlook, middle market 

companies continue to outperform the broader market. 

Analysts anticipate revenue gains for the S&P 

500 during the fourth quarter of 1 percent, 

reported the NCMM. 

Lenders in our middle market survey say 

the industries that are continuing to show 

positive growth are fairly diverse, pointing 

to certain areas of healthcare, software, and 

automotive, which are seeing higher topline 

gains. Auto suppliers are experiencing robust 

growth, said several survey participants. 

“Generally the companies that are growing 

are in younger industries with signifi cant 

growth potential,” commented Cheryl Carner 

at Crystal Financial. “Our other borrowers 

that are in more mature and/or competitive 

industries are not experiencing signifi cant 

levels of growth.” “In most sectors you are 

seeing modest growth, 3 to 5 percent topline 

growth, on average. That contrasts very 

much to 2011 and 2012 when you often saw 

a rebound approaching 15 to 20 percent in 

the topline from the lows of 2009 and 2010,” 

added Robert Radway at NXT Capital.

“Broadly speaking, we are still seeing decent 

growth. It is not the pace of growth that we 

saw from 2009 through 2011 necessarily, but 

you are seeing revenue growth in the mid- to high- single 

digit range,” commented Pete Notter at Madison Capital 

Funding. “Growth has fl attened out relative to what we 

were seeing through the middle of 2012. The companies 

that are experiencing above average growth may have 

taken market share or are in sectors that are experiencing 

growth,” remarked Allan Allweiss at LBC Credit Partners. 

“The more we get distance from the trough, the more we 

get to see a constancy of the operations,” Allweiss offered. 

“Coming out of the recession, companies really got the lift 

from sales growth that was taking place, and they got to 

leverage off of operating effi ciencies created in response 

to the pressures of the economic downturn.” Allweiss 

continued, “Now in 2013, we are not continuing to see the 

same level of sales growth so we are getting to see how 

companies are creating value, either through continuing 

to improve on the cost curve or by being more creative 

in creating revenue opportunities. We are 

seeing a fair amount of add-ons to grow 

businesses.” 

“We are seeing manufacturing businesses 

in the fl ow. They aren’t the fantastic 

growth stories that come across our desk,” 

commented Rich Jander at Maranon 

Capital.  “They seem to have achieved their 

normalized level of revenue and margins. 

They are tougher equity stories because 

you can’t fi gure out how those businesses 

are going to grow organically. You have to 

fi gure out how to put add-ons together in 

order to grow EBITDA and arbitrage your 

multiple.” 

“There is an overriding concern that you are 

underwriting optimized EBITDA,” Radway 

added. “Businesses are already operating 

with a high degree of effi ciency, so to the 

extent that you have a slowdown in economic 

activity, run rate goes down and there is not 

much you can do to affect an improvement 

of the overall profi tability of the business. 

Performance has leveled off, and everybody 

is leveraging up against what I would describe 

as optimized EBITDA.” 

“We are getting 
to see how 
companies are 
creating value, 
either through 
continuing to 
improve on the 
cost curve or 
by being more 
creative in 
creating revenue 
opportunities.” 

     —Allan Allweiss
LBC Credit Partners

Company Performance
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Monroe Capital. “We still like cyclical industries—building 

products, oil and gas. And aerospace and defense—we 

think there are opportunities there even with sequestration. 

There are always good companies even in troubled 

industries. You just have to fi nd the right ones.”

Lenders are cautiously open to looking at building 

products again, said some participants surveyed, speaking 

to an increasing fl ow of transaction opportunities coming 

to market. “The spigot was a little bit turned off because 

of the focus on cyclicality—the lack of confi dence that 

we’d come off the fl oor. Absolutely there has been a bit 

of a renewed interest in the space for those lenders that 

have been disinclined,” said Allan Allweiss at LBC Credit 

Partners. “Really, the positive energy in building products 

is only beginning to build now. It has taken that long. More 

people are accepting of that thesis right now.” 

“Those businesses are being brought back because 

performance has bounced back, and so to the extent 

they were bought pre-credit crisis, sponsors worked 

through the downturn and repositioned those companies 

to benefi t from rebound in the end markets that they 

serve,” remarked Radway. “If they are looking to exit, now 

is probably as good a time as any. People looking to buy 

those businesses are clearly looking to lever them up.” 

Radway continued, “We see deals getting done. Some we 

have proposed on and lost due to our concerns over how 

much debt to put on them.” “You are starting to see some 

Cyclicals
While the recession is getting farther out in the rear view 

mirror, there continues to be more caution on cyclicals. 

Businesses are performing well; however, given where 

they are in the business cycle, lenders are looking hard 

at sustainability of cash fl ows. “You have to look at the 

sectors that have been the most volatile. Auto and auto 

supply clearly have been. Anything related to construction 

certainly has been,” said Robert Radway at NXT Capital. 

“Even though you have seen a fairly strong rebound, 

housing is very sensitive to the level of interest rates and 

affordability. You have to take that into account even 

though over the past 12 to 18 months performance has 

rebounded pretty dramatically. What is the right average 

EBITDA to lever?” “Cyclical businesses are absolutely 

getting more scrutiny,” added Scott Reeds at RBS Citizens. 

“They are viewed through a very different lens than the 

moderately cyclical or almost non-cyclical business and are 

getting valued very differently. They are attracting lower 

leverage for sure.” “For cyclical businesses, the key is in 

understanding how far did they fall in the recession. What is 

the low water mark?” added Steve Kuhn at Fifth Third Bank 

Structured Finance. “We look at what operating measures 

do they have in place so they won’t fall as far.” 

“The market in general is more open to cyclicals. There is 

more distance from the recession. You are seeing those 

businesses starting to turn around, and you are on the 

uptrend in certain industries,” remarked Zia Uddin at 

Company Performance

U.S. Middle Market Companies  - Recent and Expected Growth

Revenue Growth by Segment Revenue Performance

Source: National Center for the Middle Market.
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0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

9.0%

Last 12 Months Next 12 Months

7%

4%

5%

24%

14%

20%

26%

8%

5%

2%

20%

13%

17%

34%

7%

3%

4%

23%

16%

20%

27%

-10% or more

-5-9%

-1-4%

No change

+1-4%

+5% or more

+10% or more

3Q '13 2Q '13 3Q '12

3%

2%

4%

34%

19%

21%

17%

3%

1%

2%

30%

18%

25%

23%

2%

1%

2%

35%

20%

22%

18%

-10% or more

-5-9%

-1-4%

No change

+1-4%

+5% or more

+10% or more

13



Inside the Middle Market

14

of that rebound in those businesses,” added Rich Jander 

at Maranon Capital. “Generally, when we think about how 

to value those businesses, we are looking at a fi ve-year 

average in terms of EBITDA.”

“We haven’t seen a dramatic increase in building products 

opportunities coming to market, not to the levels we saw in 

2006 or 2007, commented Pete Notter at Madison Capital 

Funding. “However, I would expect that in 2014 you will 

see an increase in building products deals come to market 

because you’ll be in the fi fth year of the recovery at that 

point.”

Industry
Lenders shared observations on sector trends driving deal 

fl ow and lender appetite:

For profi t education remains on the watch list for lenders, 

with participants citing adverse changes in the regulatory 

and macro environment. “It seems like we are halfway 

through a broad-based restructuring of that industry, and 

it is very diffi cult for lenders to get comfortable with right 

now. That started in 2012, and the theme has continued into 

2013,” Notter offered. 

Government services and defense is receiving more scrutiny 

with sequestration. Lenders point out that businesses 

involved in cybersecurity and supporting government 

agencies (NSA, Homeland Security) are performing well 

and garnering interest.  

Oil and gas and energy are sectors where, depending on 

the type of structure and credit profi le, there is heightened 

sensitivity. Lender appetite depends on the type of 

business, customer base, and the leverage profi le being 

requested. “We tend to gravitate more towards businesses 

that are further down the pipeline and not necessarily 

exploration driven,” commented Notter. “We saw a surge 

in energy-related deals during the spring and summer 

months,” added Steve Robinson at GE Antares Capital. “You 

need to very careful on those deals. Many of the companies 

have grown very rapidly. You have to consider, if the pricing 

dynamics change for oil or for natural gas, how will that 

impact the various suppliers to the industry?”

“We are seeing a continued trend of outsourcing of all 

types of manufacturing, so increasingly companies have 

become more brand and sales and marketing focused and 

less insource manufacturing focused,” Notter observed. 

“We have seen a number of transactions involving co-

packers, co-manufacturers—outsourcing providers in 

general. In particular, if they serve the healthcare or 

consumer goods sectors, they tend to have high growth 

multiples assigned to them.” 

Healthcare remains a much talked about sector among 

lenders given its size, resiliency, and growth prospects. 

The infl ux regulatory regime warrants greater attention 

and specialization. “You have investment theses 

connected to the Affordable Care Act,” commented 

Howard Widra at MidCap Financial. “There are 

questions about the cost implications for employers and 

reimbursement changes for businesses. However, there 

is not a lot of question that it is going to have a positive 

impact on healthcare IT because there are incentives 

to be more technologically advanced or preventative 

medicine given the outcome-based approach to 

population health. Those are the types of companies that 

are attracting attention from equity investors and ones 

that you don’t have to underwrite the ACA working one 

way or the other to know that those are going to have 

the right tailwinds.” Widra continued, “We have always 

been focused more on healthcare companies that don’t 

take direct reimbursement. Providers—hospitals, nursing 

homes, hospice—that we lend to in different structures 

are not companies that we lend to on a cash fl ow basis.”

Healthcare IT has been frothy, lenders said, and is one of 

the areas within healthcare that is seeing rapid growth. 

Cost containment is a prevailing theme. “Anybody that 

makes the system more effi cient and saves money, there 

is a lot of growth,” remarked Brent Burgess at Triangle 

Capital. “Over the next ten years, I expect to see more 

business models around elder care. It is a growing issue.” 

Training and education (regulatory compliance, corporate 

training) have been attractive areas. 

There has been a material increase in tech enabled 

businesses coming to market. 
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Brent Burgess at Triangle Capital. “The Fed’s activities 

are creating a lot of distortions; they are trying to put 

all the capital in the system to drag the economy up.” 

Burgess continued, “Public equities are performing very 

well. Credit markets are liquid. So you have this fi nancial 

sector that is at all-time highs and is really white hot, 

and the economy is not. If you’re a disciplined buyer, 

paying 10x for a business is pretty hard to swallow.” 

“For the company that has performed well over the 

last three to four years, has a good management team, 

and is in a good industry, people are paying just crazy 

multiples. Yet the real economy is growing at 2 percent. 

How many deals have the growth aspects that can ever 

generate a reasonable return when you are paying 10x for 

a company?” added Mike Foster at Midwest Mezzanine 

Funds.

Few bargains
There is less room for value buyers in today’s 

elevated price environment, but lenders tell 

us that buyers are staying disciplined and 

are content walking away from processes. 

“I can’t say that I’ve seen that many deals 

get to crazy multiples unless the companies 

are really strong,” commented Howard 

Widra at MidCap Financial. “There are 

lots of companies with some hair, and so 

there seems to have not been a complete 

throwaway of discipline because of the 

leverage.” 

“The larger, higher quality companies 

continue to command high multiples, but the 

rise in valuations has increased across the 

board,” observed Ira Kreft at Bank of America 

Merrill Lynch. “This had made it challenging 

for certain sponsors who prefer to buy at 

more modest valuations. Many sponsors have 

not closed on a new platform deal in 2013, 

and they are unwilling to go after deals with 

valuations above 6.0x to 6.5x.”  

“We are seeing that sponsors have to 

increase their bid range to gain entry to 

auctions,” commented Andy Steuerman 

at Golub Capital. “We have seen a number 

Valuation
Full leverage is fueling full valuations for high quality 

businesses in what lenders characterize as a seller’s 

market that appears here to stay—at least until the M&A 

market sees a material pick up. Multiples are seeing 

some artifi cial infl ation—a function of excess capital 

and the competitive environment as buyers and lenders 

vie for deals in what has been a tepid M&A market. 

PitchBook reported in its 2H 2013 Middle Market Report 

that the middle market median enterprise value to 

EBITDA multiple reached 10.5x in June 2013, supported 

by a median debt multiple of 6.1x, both decade highs. 

PitchBook defi nes the middle market as deals valued 

between $25 million and $1 billion. 

Highlights:
• Leverage is up a half to nearly a full turn in 2013 

according to surveyed lenders, with purchase price 

multiples slowly adjusting upwards. 

In the low interest rate environment, 

sponsors can afford to pay more and 

are accepting lower returns to put 

money to work. 

• There continues to be a bifurcation in 

the market for quality with the cleanest 

credits hotly competed. 

• The range in multiples remains wide, 

dictated by company size, industry, 

fi nancial profi le, and growth prospects, 

as well as structure. Broadly, the 

premium valuations are reserved 

for the highest quality companies 

with EBITDA of $10 million garnering 

upwards of 8x to 9x or higher and 

below $10 million 7x, on average. 

• Process is a big driver of value. 

Buyers are confl icted given the apparent 

disconnect in the credit and market cycles. 

“The overall economy is statistically still 

growing very slowly, and contrary to other 

recoveries where you saw a really rapid 

pace of increase in GDP, we haven’t seen 

that kind of rebound. And we are fi ve 

years past the recession now,” commented 

“The larger, 
higher quality 
companies 
continue to 
command 
high multiples, 
but the rise in 
valuations has 
increased across 
the board.” 

             —Ira Kreft

Bank of America 
Merrill Lynch
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of situations where the sponsor provides a really high 

valuation (7.5x to 8.5x) and they don’t get a management 

meeting.” 

“The range is still wide. We are still seeing businesses 

purchased for 6x EBITDA for a variety of reasons, but 

we are also seeing multiples up to 12x,” offered Brent 

Burgess at Triangle Capital. “This has been true for the last 

couple of years, but if it is an “A” business, it is a feeding 

frenzy. The feeding frenzy is only getting worse.” Burgess 

continued, “Last year you typically didn’t see much trade 

over 8x. This year, if it is a really good business, maybe 

even less than an A+ biz, I don’t expect that deal to get 

done below 8x.” 

“We are not seeing the “down the fairway”, perfect 

company that is getting the 10x plus EBITDA multiple,” 

offered Cheryl Carner at Crystal Financial. “We have seen 

deals that trade at 4x and we’ve seen them between 7x 

and 8x, which you would say is more typical.” 

“I think that valuations are at a high water mark,” 

commented Ken Berryman at Capitala Finance Corp. 

“There is more downward bias in the future than there 

would be upward in terms of multiples.” 

Paying for growth 
Growth companies easily fetch high single digit EBITDA 

multiples today, 9x or even higher in certain situations 

said lenders, with “high growth” defi ned by some as 

annual revenue growth in excess of 7.5 percent. Lenders 

must believe there is a long-term growth story in the 

business. “Double digit growth is getting rewarded across 

all industries,” commented Katie Jones, at BMO Capital 

Markets. “Higher growth sectors like technology that have 

always traded at better multiples are moving into teens 

and upper teens multiples.” “If sponsors expect more 

growth, we’ve seen some businesses go for 12x. There is 

defi nitely a much bigger premium for growth,” observed 

Andy Steuerman at Golub Capital. “Once sponsors start 

having to pay 9x for a business, they are really looking 

hard at growth. And where is the growth going to come 

from?” added Burgess. 

“Overall, we are in a lower growth environment,” 

commented Allan Allweiss at LBC Credit Partners. “Many 

businesses have somewhat fl attened out. They grew 

coming out of the recession and continuing through 2012. 

Some of that growth has been squeezed out.” Allweiss 

continued, “For very good businesses where there is real 

growth still available—growth is easy to demonstrate 

both through organic and/or through consolidation—I 

think there is still willingness by buyers to pay for that 

opportunity. Not every business has those characteristics.” 

“Purchase price multiples are full as much as leverage 

multiples are full. We are seeing attractive companies 

being acquired at 8x to 10x,” commented Robert Radway 

at NXT Capital. “The multiple has a lot to do with the 

prospects for growth or improved EBITDA. Some platform 

acquisitions that are relatively small for the sponsor 

can still command a pretty high multiple because of an 

expectation to either grow organically or to acquire at 

lower multiples once you have the platform in place.” “For 

a lot of sponsors, the strategy is to take a really good 

platform and do add-on acquisitions. Increasingly, they 

are being required to pay incredible multiples to get those 

really good platforms,” Burgess added.  

Capital excess 
Price infl ation, irrespective of company size or story, is a 

common theme heard from lenders, the result of a perfect 

storm of pent up demand, cheap fi nancing, and surplus 

capital. An abundance of cheap leverage is forcing buyers 

to pay more. “Higher leverage is pressuring purchase 

price multiples. Many sponsors have commented that they 

would rather stand down than buy in this environment,” 

remarked Craig Shirey at Ares Management.

Source: Standard & Poors LCD.*NOTE:  Data not reported due to limited number of observations for period.

Purchase Price Multiples in Middle Market LBO Transactions 

EBITDA Valuation Multiples by Transaction Size

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Oct-
13

<$250 million 5.9x 5.8x 6.4x 6.8x 7.5x 7.2x 8.3x 6.5x 6.6x 6.3x

$250-$499 million 6.3x 6.8x 6.7x 6.9x 8.0x 8.1x 8.5x 8.2x 8.0x 8.0x 7.4x 7.7x

$500 million+ 6.4x 6.7x 6.9x 7.5x 8.4x 8.5x 9.9x 9.4x 7.5x 8.5x 9.1x 8.7x 8.8x

4.0x

5.0x

6.0x

7.0x

8.0x

9.0x

10.0x

11.0x

NA*

NA*

NA* NA*

NA*NA* NA* NA*
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Gap persists 
“White hot” fi nancial markets are producing 

gains in the public equity markets and with 

it multiple expansion, which may be one 

drag on the M&A market as lofty value 

expectations divide buyers and sellers. 

Lenders speak to a growing disconnect as 

buyers exert discipline in the overheated 

market. “As seller value expectations have 

increased, it is keeping many buyers out 

of the market,” commented Ira Kreft at 

Bank of America Merrill Lynch. “In general, 

the economy is not growing at a rate to 

justify some of the valuations. I think a lot of 

sponsors are choosing to not play in certain 

of these auctions because they do believe 

that multiples are getting too frothy in a lot of 

cases,” Reeds added. “There is plenty of price 

infl ation out there,” remarked Ken Berryman 

at Capitala Finance Corp. “We are seeing a 

lot of deals we can’t participate in or won’t 

pursue because they are going to be outside 

of our price target. We just don’t chase deals 

when the multiples get beyond a reasonable 

valuation point.”

“The valuation gap probably exists because 

we’d see more volume,” said Allan Allweiss 

“You have to put 
big numbers on 
the board early. 
Otherwise, you 
just get weeded 
out quickly.” 

        —Katie Jones

BMO Capital 
Markets

“Generally speaking, purchase price multiples are 

defi nitely up. You see average businesses that 

used to sell for 6x or 7x EBITDA are now probably 

7x to 8x, and the high quality businesses can 

easily trade north of 10x,” commented Jeffrey Day 

at Madison Capital Funding. Day indicated that 

multiple expansion is driven in part by the amount 

of equity capital that has been raised that needs to 

be invested. Lenders are also willing to put higher 

leverage multiples on businesses because there 

is a need to deploy capital in the debt markets 

as well. Craig Shirey at Ares Management added, 

“Sponsors that raised funds in 2006 or 2007 are 

approaching the end of their investment periods 

which is pressuring capital deployment and purchase 

multiples. We often hear from sponsors in bid 

situations, “we put in what we felt was a real bid, and 

we were not even close.”

“I am defi nitely seeing the good businesses 

get bid up to aggressive levels,” 

commented Scott Reeds at RBS Citizens. 

“We are starting to see sponsors facing 

competition from strategics again. That 

is part of it. You are also seeing some 

sponsors say, I need to put money to work 

so I’d rather pay up for a good business. 

Maybe I don’t earn a 3x return, but I know 

from a preservation of capital perspective 

that I am going to do OK. And I can get 

debt to fi nance a lot of it.”

“A business that was valued at 7x two years 

ago is 9x today. A business that was 9x 

is 10x to 12x,” added Andy Steuerman at 

Golub Capital. “The multiples at the higher 

end defi nitely have a growth element to 

them. The ones at the lower end are slower 

growth. The multiple is still 9x for a very 

good company.” Steuerman continued, 

“We only play in the quality arena. I am 

sure there are companies selling for a 

lower multiple when the quality is a lot less 

frothy.”

Valuation

Source: PitchBook.*as of 6/30/13.
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at LBC Credit Partners. “The gap will close partly as 

perception begins to become more married to reality.” 

Allweiss indicated that there is a lot more creative 

structuring taking place in order to bridge that difference 

between buyers and sellers. 

“I still think there is an imbalance between seller 

expectations and what buyers are willing to pay,” offered 

Jeffrey Day at Madison Capital Funding. “We were chasing 

a deal recently, and the seller just decided to stop the 

process because the valuations didn’t meet expectations.” 

Robert Radway at NXT Capital added, “There is a clear 

disconnect. We see a number of transactions fall apart 

because the bid that won isn’t honored or the buying 

sponsor has a changed view on valuation. It could be 

purely based on a shortfall in performance during a 

process which changes price expectations.” Radway 

continued, “Sponsors are being very careful in their 

diligence and are making sure they are comfortable that 

the run rate profi tability can support the 

kind of multiple that they are paying for the 

business.” 

“If loans are getting fi nanced at disparate 

multiples, focused for what is appropriate 

for each borrower, the same is being played 

on the buyside,” Allweiss added. “There is 

a lot more sophistication and discipline in 

the market. Sellers can’t expect a company 

operating in a low growth industry with 

relatively modest gross and EBITDA margins 

to attract the same multiple as a company in 

a high growth segment with wide margins. 

That reality just has to continue to settle in 

for people.”  

Cash is king
It all comes down to the free cash fl ow 

characteristics of a business, lenders say. 

High free cash fl ow equates to visibility and 

stability which dictates the multiple. “Certain 

high recurring revenue business services 

companies are getting bid up north of 10x 

EBITDA. They might have a contractual 

nature to their revenue stream or extremely 

high, very quantifi able retention rates in 

their customers,” said Scott Reeds at RBS 

Citizens. “Lenders get excited when they see a strong 

recurring revenue opportunity as well as sponsors. We have 

seen a lot of deals where you really need to be at 10x or 

more in order to win the asset,” commented Tim Clifford at 

Abacus Finance. 

“A business with high free cash fl ow, high EBITDA margins, 

low capex, and a very sticky or recurring revenue base can 

get pretty pricey,” commented Rich Jander at Maranon 

Capital. “All of those attributes around even a $15 million 

EBITDA business can lead to a pretty frothy valuation.” 

Jander continued, “We are pretty routinely seeing businesses 

trade for 7.5x up through 10x when they probably should be 

attracting, call it 6x to 8x. It is a robust market.” 

Cyclicals 
Cyclical companies will typically fall in the lower end of the 

value range, most lenders agreed. Some are still getting 

valued at less than 7x EBITDA, lenders said. However, if there 

is a real value-add or barrier to entry to a 

manufacturing business, it can trade above 

7x. “We’ve seen certain larger industrial 

businesses (EBITDA $20 million and 

above) that have market leading products 

and strong barriers to entry trade for north 

of 10x, which I thought was extraordinary,” 

said Reeds. “Those are businesses that 

may have cycled, but they didn’t cycle 

very badly.” “Manufacturing businesses 

are on the upswing—adhesives, chemicals, 

for example. They generally aren’t trading 

for the 10x multiples, but they are trading 

for more like 7.5x,” Jander commented. 

“Everything looks a bit expensive today.”

Strategics in play
Strategic buyers are back with the middle 

market fertile ground for harvesting bolt-

on acquisitions to bolster growth. “Based 

on conversations that I am having with 

sponsors, I am hearing more and more, we 

lost to a strategic,” offered Clifford. “Their 

valuations are up. They are sitting on a 

lot of cash that is ready to be deployed. If 

there is one theme this year it would be the 

strategics are back.” 

“In the last cycle, 
if you had an 
outlier it would 
be telling that 
there was a 
strategic in the 
mix. Strategics 
and sponsors 
are now bidding 
at comparable 
levels.” 

        —Katie Jones
BMO Capital

Markets

18



Inside the Middle Market

19

“Certain mid-
sized corporates 
are going to 
either have to 
be buyers or 
sellers.” 

             —Ira Kreft

Bank of America 
Merrill Lynch

“Most of the multiples that we’ve seen this year are in the 

6x to 8x range. That would be for a $5 to $7 million EBITDA 

business,” offered Steve Kuhn at Fifth Third Bank Structured 

Finance. “We are seeing a number of these smaller deals go 

for 6x plus. There is plenty of price infl ation even at the lower 

end of the market,” added Ken Berryman at Capitala Finance 

Corp. “Typically everything that we see is in high 4’s to high 

5’s in terms of the EBITDA multiple,”  said Joe Gaffi gan at TCF 

Capital Funding. TCF Capital Funding provides senior cash 

fl ow and asset based fi nancing to companies with EBITDA 

between $2 million and $10 million. “It is much more of a 

seller’s market with so many buyers on the sidelines with 

capital.”

“During the economic downturn, public companies saw 

their stock prices plummet. They rebounded, but now 

companies are under pressure to grow,” added Ira Kreft 

at Bank of America Merrill Lynch. “You are seeing activist 

shareholders that are unhappy because the stock price 

isn’t moving. Certain mid-sized corporates are going to 

either have to be buyers or sellers.” 

“Strategics and sponsors are now bidding at comparable 

levels whereas in the last cycle if you had that outlier it 

would be telling because there would be a strategic in the 

mix. Now everyone’s at that level,” remarked Katie Jones 

at BMO Capital Markets. 

The lower middle market 
Valuations in the lower middle market look more 

reasonable but are subject to the same market dynamics 

of supply and demand. “You tend to 

fi nd valuations for those deals are a little 

bit lighter,” commented Pete Notter at 

Madison Capital Funding. “If the average 

middle market deal has an 8x EBITDA 

multiple on it, you’re generally not going to 

see that type of multiple on a smaller deal. 

You’ll see more in the range of 6.5x to 7.5x. 

There are always extremes on either end. 

That space is very deal dependent in terms 

of the valuation ranges that get done.”  

Valuation
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It is competitive across the market with liquidity and 
risk appetite segmented dictating structure and terms. 
Lenders shared the following observations on pricing and 
leverage:

“Sponsors know they can go out and shop debt really 
aggressively and get really aggressive terms,” commented 
Brent Burgess at Triangle Capital Partners. One lender 
described the competitive market for lenders using 
the term “cattle call auctions” for debt fi nancing. “If it 
is a good asset in the upper end of the middle market, 
lenders are more aggressive,” added Craig Shirey at Ares 
Management. “At the upper end, lenders are pulling on 
all levers that they can afford to, while maintaining return 
discipline. I don’t think anyone is stepping back yet in a 
meaningful way.” 

There are pressure points in the market where leverage 
gets pressed a little bit more and pricing gets tighter, 
surveyed lenders said. “That breakpoint 
is closer to $30 or $35 million of EBITDA, 
where there is the most liquidity from 
crossover investors,” observed Allan 
Allweiss at LBC Credit Partners. “Below 
that, we don’t see a lot of variation or 
distinction between companies with $9 
million of EBITDA and companies with $17 
million. There is more or less a constancy 
for those businesses.”

For the very straightforward, “plain vanilla” 
leveraged cash fl ow executions, the depth 
of the lender pool is large because that 
is also where the banks will play, lenders 
said. “Most companies have some story to 
tell,” Allweiss commented. “That is what 
the credit intensive shops are really looking 
for.”  “We have leverage creep, no doubt 
about it,” said Cheryl Carner at Crystal 
Financial. “Down the fairway middle market 
is senior at 3.5x as the starting point, maybe 
even 4x. Unitranche has gone to 5x pretty 
easily. Senior mezz deals are north of that. 
We don’t see that as much in our market.” 
Carner continued, “We have defi nitely 
seen pressure on structures but not to that 
magnitude, because our credits have some 
aspect that makes them less attractive 
candidates for traditional lenders.” Allweiss 
added, “All markets have to calibrate 

Terms and Structure
to remain competitive. For the types of deals that we are 
seeing, there has been quite a bit more of a constancy both 
in terms of pricing and leverage, but certainly there has been 
a modest shift that has taken place that is pro-borrower. We 
haven’t gone outside of a bandwidth that we are comfortable 
with at all. We have seen a very credit specifi c idea around 
leverage in our market.”

Speaking to current leverage levels, Allweiss said that there 
is more wingspan than there has been in the past because 
beauty, in this market, is more in the eye of the beholder. 
“In 2006 and 2007, every deal got cookie cuttered with the 
same leverage. It just made no sense,” Allweiss offered. “In 
this market, I feel like lenders and buyers are looking at what 
is appropriate. I think some people are talking about it is 
2006 and 2007 all over again. I don’t believe that is true at 
all.”

The lower middle market is even feeling the pressure of a 
competitive market. “I defi nitely think people 
are coming down market,” remarked Ken 
Berryman at Capitala Finance Corp. “We 
certainly have seen products and pricing 
from the larger segment trickle down into the 
smaller segment. That’s clearly a function of 
people looking for the demand.” Berryman 
continued, “I am not sure you can say that a 
$4 or $5 million EBITDA deal is priced all that 
differently from a $10 million deal. I think the 
lines are blurring.” “We recently lost a deal 
for a $5 million EBITDA business. The senior 
leverage offer from the nonbank lender was 
3.25x with an additional 1.25x of mezzanine, 
so it was 4.5x to 4.75x leverage deal,” 
offered Mike Foster at Midwest Mezzanine 
Funds. “When the market starts doing that 
on a regular basis, it is just a matter of time 
before there is a correction.” Tim Clifford 
at Abacus Finance added, “This year we’ve 
had to be more aggressive on leverage and 
amortization to match the fi nance companies, 
as well as being more aggressive on price 
to better reduce the delta compared to the 
banks.” “We are clearly in a competitive 
market,” said Berryman, “but I wouldn’t go as 
far as saying that pricing and structures have 
gotten irrational.”

“Lenders are 
pulling on all 
levers that 
they can afford 
to. I don’t 
think anyone 
is stepping 
back yet in a 
meaningful 
way.” 

      —Craig Shirey 

Ares Management
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Highlights: (EBITDA above $10 million) 
• Leverage creep of a half to three quarters 

of a turn because of competitive dynamics

• Continued pressure on senior pricing, with 

gradual creep from 6 percent all-in yields 

down to 5 percent all-in yields

• Libor fl oors being reduced or dropped as 

competitive tool   

ABL
Leverage through an ABL facility is usually 
up to 2.5x, unless the company is particularly 
asset heavy. For larger credit facilities, there 
is more room to include FILO tranches, 
intellectual property advances, overadvances 
and term loans. ABL pricing continues to be 
aggressive with spreads in the range of L+175-
250 and no Libor fl oor. Tougher credit stories 
may be a little pricier.

EBITDA below $10 million
Structure is highly dependent on the deal 
and the sponsor and subject to a high degree 
of variation. Generally speaking, below $7.5 
million of EBITDA and in particular as you get 
below $5 million, you see a more conservative 
approach to overall leverage and in particular, 
senior leverage. 

Banks are picking their spots and continue 
to be active. Broadly, banks continue to be 
conservative on structure and aggressive on 
price. If there is asset coverage, they are much 
more aggressive and price competitive. 

“It is a very competitive market today. There 
are more active lenders and so much more 
capital to be invested,” commented Tim 
Clifford at Abacus Finance. “Twelve to 18 
months ago you may have looked at a deal 
for a smaller lower middle market company 
at 2.5x senior/3.5x total as an initial leverage 
range. Today, you are probably looking more 
at 3x/4x. Ultimately to win the deal, you’re 
going to be closer to 3.25x/4.5x.”

EBITDA between $10 million and $25 million

EBITDA below $10 million

Survey of Capital Providers
Leverage Multiples (Debt to EBITDA)

Median Senior Debt:   3.5x
Median Total Debt:      5.0x

Source: BGL Research.

Median Senior Debt:   3.0x
Median Total Debt:      4.3x
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Terms and Structure
“The majority of deals we closed this year have had a slice 
of mezzanine. Part of that is purchase price multiples are 
increasing. Sponsors have to pay more, and to get the 
returns, they have to increase leverage,” said Tim Clifford 
at Abacus Finance.  

Below $7 million of EBITDA and certainly below $5 million, 
lenders are proposing all senior and no mezzanine.  

Finance companies
Senior leverage of 2.5x–3.5x senior. Total leverage 
4x-4.75x. A high recurring revenue business can attract 
senior leverage of 3.5x or higher in today’s market. 
Business models that can demonstrate high recurring 
revenue and stability of cash fl ows will push on the upper 
range of senior leverage (4x); 3.5x is more common. For a 
more cyclical company, senior leverage might dip into the 
high 2’s. It is not uncommon to see total leverage through 
sub debt of 4.5x/5x with mezzanine at 1x-1.5x. 

Further demarcation below $5 million, with total leverage 
in the range of 3x-3.75x and senior leverage closer to 
1.5x to 2x. If senior leverage caps at 1.5x, the mezz can do 
1.75x, mezzanine lenders said. 

There is roughly a 50 basis point premium in spread as 
you move below $10 million of EBITDA. Spreads of L+475-
525 with a 100 to 125 basis point fl oor. Upfront fees of 1.5 
to 2.0 percent.  

Banks
Senior leverage of 2x-3x. Maximum senior leverage 
typically caps at 3.5x. At 3.5x and below, a bank will 
match leverage and will be much more competitive 
on price, lenders said. In the current market, banks are 
competing at higher leverage levels and matching fi nance 
companies in certain situations, said some lenders in our 
survey. 

Banks continue to be very aggressive on price, with 
spread pricing of L+350-450 and no fl oor. “If a bank has 
a strong relationship with a sponsor they will do almost 
anything,” Clifford said. Upfront fees of 1.0 to 1.25 percent.

For the average leverage transaction, 3x senior, banks will 
be at L+400-450 with no fl oor. For leverage below 3x, 
pricing goes below L+400. Upfront fees 1.0-1.5 percent. 

The delta between bank and nonbank spreads can be as 
high as 100 to 200 basis points. “Regional bank pricing 
can vary pretty dramatically. Sometimes they will get 
paid for the risk,” remarked Joe Gaffi gan at TCF Capital 
Funding. “If they want to buy the business to keep the 
customer, they will underprice it dramatically. That is 
just a function of the ineffi ciencies of the lower middle 
market.” “The banks are always the price leaders,” 
commented Pete Notter at Madison Capital Funding. 
“If a bank likes a deal, their pricing is going to be very 
low, particularly for asset heavy businesses. On the cash 

Acquisition Financing Trends

Leverage Equity Contribution

Source: Standard & Poors LCD.
Middle market enterprise values between $25 million and $500 million.
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fl ow side, they have been closer to where the fi nance 
companies are.” 

Unitranche
Full leverage at 4.25x-4.5x. Leverage for a higher risk 
profi le can look like 2.5x-3.5x. Pricing L+750-900 percent 
with a 100 to 125 basis point fl oor. Upfront fees of 2.0 
percent.

“Unitranche is a competitive force against the traditional 
senior mezz structure in this environment, observed Whit 
Edwards at BB&T Capital Partners Mezzanine. Joe Gaffi gan 
at TCF Capital Funding added, “There is a lot of BDC 
competition, so we are seeing a fair amount of one-stop 
competition even for lower middle market deals.”

EBITDA between $10 million and  $25 million
Senior leverage 3.25x-3.75x. Total leverage 4.25x–5.25x. 
“Middle of the fairway” senior and total leverage is 3.5x/5x 
and maximum leverage 4x/6x. “Most transactions today 
with reasonably stable historical performance and not 
a high degree of cyclicality are probably 
looking at 3.75x-4x senior leverage and total 
leverage north of 6x. That is up a quarter 
to a half turn from a year ago,” commented 
Robert Radway at NXT Capital. “From a 
historical point of view, companies are being 
fi nanced at peak leverage today; there is no 
question about it. Leverage is full.”

Senior stretch 4.5x-4.75x. Lenders have seen 
some recent deals take place above that. In 
many cases, senior stretch is priced on par 
with traditional senior or at a slight premium 
(~25 basis points).   

Maximum leverage in the bank market is 
typically in the range of 3x-3.25x senior by 
4.5x total and 3.5x-4.5x for senior stretch.

Pricing has moved down over the last 90 
days to an average all-in yield of 5.25–5.5 
percent, depending on credit quality, with 
spreads in the L+400-450 range with a 1.0-
1.25 percent fl oor. Fees have skinnied down 
to 1 percent in club deals and if underwriting 
1.5-2.0 percent. Some tougher credits or 
structures can get priced in the L+550-600 
range. 

Directionally, tougher credit stories are 
priced 200 to 300 basis points higher, 

inclusive of a fl oor. “Competition has led to a 25-50 basis 
point compression in spreads on a weighted portfolio 
basis,” commented Cheryl Carner at Crystal Financial. 
“We have not had to vary or move from where we want 
to be from a credit perspective, whether that is leverage, 
covenants, or other terms.” 

Banks can be 100 to 200 basis points inside on pricing, 
depending on the relationship and how aggressive they 
want to be. Leverage profi le will dictate pricing. Deals 
that can be executed in the bank market through lower 
leverage and with some amortization can get done at 
L300+400 with no fl oor.  “If it’s a leverage profi le that 
is reasonably close to 3x/4x and falls within the new 
leveraged lending guidelines, we often get blown out 
of the water by a bank,” offered Jeffrey Day at Madison 
Capital Funding. “Pricing could be 100 to 200 basis points 
lower.”

EBITDA above $25 million
Senior leverage of 3.75x-4.25x and total leverage of 5.25x-

6x. Senior spreads of L+375-450 with a 100 
to 125 basis point Libor fl oor. Upfront fees of 
50 to 100 basis points.
 
Nonsponsored
Nonsponsored transactions typically attract 
lower leverage (quarter to half turn) and 
can carry a slight pricing premium, ~75 basis 
points.

Institutional pricing L+400-450 with a 
100 to 125 basis point fl oor. Bank pricing 
L+300-400 or less depending on size and 
perceived ratings profi le. 

Unitranche
Leverage for a unitranche facility on a total 
leverage basis might be matching or a 
quarter to a half turn inside a comparable 
senior mezzanine execution. Pricing in the 
L+600-800 range with a 100 to 125 basis 
point fl oor. Upfront fees of 1-2 percent. 

Unitranche remains a viable alternative 
product, although some lenders see it 
used with less frequency in the current 
environment. “While we continue to 
see unitranche structures, they are less 
prevalent,” observed Ira Kreft at Bank of 
America Merrill Lynch. “The combination of 
increased aggressiveness of senior lenders 

“There is so much 
pressure to 
deploy capital 
and the market 
is so aggressive 
that if you’re  not 
willing to go to 
light amortization, 
high leverage 
and cheap price, 
you are probably 
not going to be 
part of the club 
transaction, and 
it is going to be 
tough to put 

money to work.”  

        —Jeffrey Day
Madison Capital

Funding
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Terms and Structure
and the mezzanine market on pricing and structures have 
made it more of a push between traditional structures 
and unitranche structures.” “I think for a while unitranche 
players were struggling to compete with the blended cost 
of capital of an institutional fi rst lien second lien structure, 
but they seem to now be willing to lower their cost of 
capital to compete with it,” added Scott Reeds at RBS 
Citizens. “It felt like unitranche disappeared for a while 
but it is now becoming a competitive product again.” 
Reeds continued, “It is attractive to certain sponsors in 
competitive auctions where they need to commit and 
close quickly because they can deal with one lender. 
However, I do believe that a lot of sponsors are realizing 
that both the fi nance company and institutional markets 
are pretty aggressive right now, and you can get a deal 
done in those markets without taking a lot of market risk. 
In doing so, you don’t lock yourself in to pricing with one 
lender.”

“In terms of capacity, for a facility size up to 
$100 to $150 million, there is a fairly deep 
market at a leverage profi le and potential 
pricing where it is a competitive solution 
to a traditional senior mezz structure. 
Above that, it becomes more diffi cult to 
consistently execute on,” commented 
Robert Radway at NXT Capital. 

Second lien
Pricing is 400 basis points wider than the 
fi rst lien, L800-850 with a 100 to 125 basis 
point fl oor. Upfront fees of 1.5 percent. 

Second lien is more prevalent as you get 
closer to $15 to $20 million of EBITDA 
because there is more depth in the investor 
base. 

Mezzanine

Sponsored
Leverage 1x-1.5x. Cash pay 10-12 percent 
and PIK 1 to 3 percent. Upfront fees ~2 
percent.  

• Targeted coupon returns, inclusive 

of fees, of 15-16 percent with equity 

opportunities taking all-in return in the 

18-19 percent range. 

• No warrants.

• Lenders are  getting more aggressive in requesting no 

call provisions.

• As you get above $25 million of EBITDA, less 

mezzanine is being deployed in that market because 

of competition from second lien structures and high 

yield. 

Nonsponsored
Nonsponsored transactions can carry a slight pricing 
premium which lenders say caps near 100 basis points. 
Warrants and equity co-invest opportunities are generally 
available. “Generally speaking, from a lender’s perspective 
you would expect a better deal in a nonsponsored 

situation—better pricing, better structure, better 
covenants, and better loan documents,” said a surveyed 
lender. 

Equity 
Equity capitalization remains at healthy 
levels but has skinnied down, said lenders, 
and today is closer to 35 percent than 40 
percent, on average. “For larger transactions 
and those fi nanced with ABL facilities, there 
has been downward pressure on equity 
contributions, with the equity contribution 
typically 25 to 30 percent, commented 
Ira Kreft at Bank of America Merrill Lynch. 
“Broadly, in the cash fl ow market, deals 
can get done with 30 to 35 percent equity 
contributions. In the more traditional middle 
market, equity contributions of 35 to 40 
percent are more of the norm.” 

Lower middle market lenders are still looking 
for a minimum of 40 percent equity, said 
participants, but also witness a gradual 
reduction in deals. “A lot of our deals will have 
equity contributions of 40 to 50 percent. In 
situations where a sponsor is coming in with 
30 percent equity, they are also providing 
the mezzanine to be in the 40’s to 50’s all-in,” 
offered one lender. 

Seller equity rollover is becoming more 
important to buyers, said lenders, particularly 
in the elevated pricing environment. Sponsors 
are saying, if I am going to pay this high price, 

“There is a 
signifi cant 
amount of 
liquidity at the 
upper end of 
the market.  
That can create 
competitive 
situations for 
companies that 
in some cases 
have more risk 
than the lenders 
are giving them 
credit for.” 

     —Craig Shirey

  Ares Management
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I want management and the owners to roll with me,” said 
Brent Burgess at Triangle Capital. 

Deal statistics reported by Standard & Poors Leveraged 
Commentary & Data evidence the declining trend. 
In October 2013, S&P LCD reported sponsor equity 
contribution of 36 percent for middle market transactions 
(enterprise values between $25 and $500 million), down 
from 40 percent in January. Equity contribution has 
continued to decline from highs observed during the 
recession when it reached 51 percent in 2009, but still 
remains above the 35 percent level seen in 2007.  

“There have been a lot of reports that leverage levels, 
especially in the middle market, have now eclipsed the 
2007 high water mark. The biggest difference is that 
minimum equity capitalization,” commented Katie Jones 
at BMO Capital Markets. “In 2007, we were at 30 percent 
which eventually drifted down to 25 percent and even 
a few cases at 20 percent, and that was dictating debt 
capacity. The good news is today that equity capitalization 
tends to be 35-40 percent or higher.”
 

Holds 
Lenders are continuing to push limits using 
hold levels as a competitive tool. “In the 
middle market, hold sizes are becoming 
more important. Lenders often need to hold 
$50 million plus to make sure that they are 
in the mix,” commented Craig Shirey of Ares 
Management.” Burgess added, “Lenders 
aren’t getting as many deals done, so 
everybody is going up. If I have a deal and I 
like it, I had better be prepared to hold a lot 
of it. It also fi lters to mezzanine.” 

Finance companies are increasing their 
hold levels to compete, with lead lenders 
typically holding $25 to $50 million or 
more depending on the size of the deal.  
“Hold size is still a dynamic. Unless there 
is a material change in the credit portfolio 
characteristics where the large positions 
prove to be a downside, larger hold levels 
are not going away,” remarked Andy 
Steuerman at Golub Capital. “We are never 
going back to a widely distributed model in 
the middle market.” “When the market is a 
little slower, banks will look at buying into 
other transactions as a way to grow assets 
and they will also look at increasing their 
hold limits. I think banks are doing both 

today,” offered Steve Kuhn at Fifth Third Bank Structured 
Finance.  

“I would say the market is still more club oriented, and 
hold size of an amount that can anchor a deal is still 
important,” offered Robert Radway at NXT Capital. “There 
are a number of players that have the ability to hold or 
commit to very signifi cant positions in deals.” Radway 
indicated that the club execution tends to be used most 
often in the $40 million to $100 million range of senior 
debt. 

Underwriting
Club deals have moved up from $100 million to $150 
million or larger, which has made it easier for sponsors to 
get cheaper fi nancing options because they don’t have 
to pay for underwrites, lenders said. “In this market, a lot 
of sponsors aren’t paying for underwritten deals because 
they don’t have to,” added Jeffrey Day at Madison Capital 
Funding. “All of the lenders are seeing the majority of 
deals, particularly if it is a large company, and it is very 

easy for sponsors to club up a transaction. 
You can get most middle market deals done 
with two to three lenders.” “Anything north 
of $150 million is pretty unwieldy to get 
done as a club,” observed Steve Robinson 
at GE Antares Capital. “It is going to be the 
sponsor driving that process because they 
have three or four lending sources that they 
know well and value.”

“There is defi nitely a large appetite today 
for banks to do a full underwrite of a 
transaction and take on the underwriting 
risk,” offered Kuhn. “There are plenty of 
lenders that would step into those deals.” 
“There is lender appetite, no question,” 
added Radway, “and the syndication 
process is fairly straightforward, with the 
number of players and the level of appetite 
in the market high.”  

“You can now syndicate a facility as small as 
$100 million to $125 million and provide an 
alternative to one or two fi nance companies 
trying to take down the deal with signifi cant 
hold positions. You can get a more broadly 
syndicated deal that has 8 to 10 lenders and 
can grow with you as you continue to grow. 
You can also bring in some of the looser terms 
that you get in the broadly syndicated market,” 
commented Scott Reeds at RBS Citizens.

“This is a credit 
bubble. For a 
really good, 
solid credit, you 
are going to do 
some unnatural 
things.”   

 —Andy Steuerman
Golub Capital
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Terms and Structure
Process rather than size dictates the need for an 
underwrite, said Jeffrey Day at Madison Capital Funding. 
“It comes down to whether or not the buyer needs to 
demonstrate to the seller they have committed fi nancing 
and it is fully underwritten. There is not a whole lot of 
capital markets risk right now.” “Especially in this market 
when people are really forced to do heroic things to win 
auctions,” added Andy Steuerman at Golub Capital. “You 
have two or three buyers being required to complete 
all their diligence to “hopefully” be picked at the end. 
Financing certainty is a key consideration.” Day continued, 
“We are not seeing too many underwriting opportunities. 
Most deals are arranged or clubbed.” 

“This is a frothy market,” remarked Steuerman. “There is 
going to be a day where there is going to be uncertainty 
around execution. If we have a credit correction, sponsors 
are not going to want to assume the risk of fl ex or failure 
and will want to pay for an underwrite again.”

Terms
Structures continue to get looser, survey 
participants said, driven by institutional 
investors that are coming down into the 
middle market looking for large market 
terms and by fi nance companies and 
alternative lenders that are using terms 
as a way to compete. Across the market, 
lenders observe:

• Widening covenant cushions, 20 to 25 

percent is typical and 30 percent is not 

uncommon.

• Fewer, less restrictive covenants.

• More fl exibility in amortization.  

• More aggressive incremental facilities 

and how those are structured.

• Equity cures.

“You are starting to see the larger market 
terms starting to seep into those $100 
to $200 million deals, whether they are 
executed in the institutional or the fi nance 
company market. On occasion, some 
of that may slip into the sub $100 deal 

size, however, those deals still have covenants and are 
structured better than the larger deals,” said Scott Reeds 
at RBS Citizens.

Covenant-lite structures and more cushion in covenants 
in cash fl ow facilities have become more of the norm, Ira 
Kreft at Bank of America Merrrill Lynch told us. Most deals 
under $15 million of EBITDA will have a full traditional 
covenant package. Above $15 to $20 million you might 
get one less covenant. In the large market, above $50 
million, you are seeing a greater prevalence of covenant-
lite or no covenant deals, Robert Radway at NXT Capital 
told us. “For anything close to $50 million, we are being 
asked to consider covenant lite. There are some that are 
below that, but they usually have an exceedingly strong 
credit story,” offered Steve Robinson at GE Antares 
Capital. “If things start to go to covenant lite on sub $50 
million, the concern becomes where are we going to place 
that debt?” “We are still seeing full covenants, by and 

large. We are typically leading with leverage, 
fi xed charge, and capex,” said Day.

At EBITDA of $20 to $25 million is when you 
begin to see creep, surveyed lenders told 
us. “It is competitive at $10 to $25 million 
but terms are a bit more rational. You have 
the traditional buy and hold balance sheet 
lenders,” offered Rich Jander at Maranon 
Capital. “Maybe your minimum EBITDA test 
has gone away or your capex covenant has 
gone away, depending on the deal. In the 
middle market, you always have two or three 
solid covenants that you can use, in addition 
to some amortization.”

“There are always people who are going to 
put pressure and test it,” said Steuerman. 
“The middle market still has been pretty 
resilient and keeping some level of structural 
integrity. But there are defi nitely some larger 
fi rms that have come down market and they 
are used to getting certain terms in their 
larger deals and are not shy about asking 
for it in the smaller deals. Sometimes it is a 
reason we do a deal or don’t do a deal.” 

“In this market 
people are really 
forced to do 
heroic things to 
win auctions. 
Financing 
certainty is a key 
consideration.” 

 —Andy Steuerman

       Golub Capital
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Amortization
When you get above $10 million in EBITDA for the higher 
credit quality issuers, 1 percent amortization is becoming 
more common. As you move up in EBITDA size, you start 
to see consistent 1 percent amortization structures. It is a 
function of credit quality and size. There are more lenders 
at the higher end of the market that are willing to do 1 
percent deals, survey participants said. 

Banks are typically looking for a minimum of 2.5 percent 
and more likely 5 percent. “To do a bank market priced 
deal, you do need 5 percent-type amortization,” indicated 
Scott Reeds at RBS Citizens. “The banks that understand 
leveraged and sponsor fi nance realize they have to 
compete with the fi nance companies, and they are 
willing to do 1 percent for their targeted sponsors or their 
targeted industry sectors. While there is more scrutiny in 
general, the banks that are more sophisticated still have 
some pockets that they are preserving to compete with 
the fi nance companies and the institutional market on a 
targeted basis.” “Earlier in the year and at the end of last 
year, 5 percent per year seemed like the minimum for 
most banks,” commented Jeffrey Day at Madison Capital 
Funding. “We are now seeing banks willing to do even 1 
percent deals.” “In nonsponsored deals, the lowest we’ll go 
is 5 percent,” offered a bank lender in our survey.

Lower middle market
More lender-friendly terms are seen as you move further 
down the EBITDA continuum because the market is more 
fragmented and there is a premium to small transaction 
sizes. Banks are asking for meaningful amortization, 
typically 7 or 10 year amortizing term loans, but are 
loosening in an effort to grow assets. “We have done 
transactions this year with 5 percent amortization in the 
fi rst year. That is something we weren’t really looking 
at much last year,” said Steve Kuhn at Fifth Third Bank 
Structured Finance. “So stepped up amortization has 
become a lot more common.”

“We’ve had to become more aggressive on structure this 
year to match the fi nance companies,” said Tim Clifford at 
Abacus Finance. “A $5 million EBITDA business with the 
right credit profi le can get lower amortization today than 
before.” 
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“Capital formation and capital contraction. Regulations 
will be taking shape over the next couple of years that 
will further limit the ability for CLO managers to form new 
vehicles. Lenders are looking at the impact of the bank 
regulations.” 
Rich Jander, Maranon Capital

What impact will tapering 
have on the loan market?
“When the Fed does start to taper it will create volatility, 
but it will also create more fl ows into the loan asset class 
because people will believe that interest rates are going 
up. So while it will create volatility, which could put a 
damper on the market for a short period, it actually might 
create more demand just from technical standpoint as 
more money fl ows into the loan market and out of the 
bond market.”

Scott Reeds, RBS Citizens

“The Federal Reserve is going to have their 
hands tied in terms of unwinding. The one 
absolute is interest rates go up, which will 
have an effect on lenders’ portfolios and 
on borrowers as it will impact the amount 
of leverage that will be made available to 
companies.” 
Allan Allweiss, LBC Credit Partners

“Rates will go up, and that affects the amount 
of leverage you can put on a transaction and 
potentially the ability to raise debt and equity 
for these type of vehicles. From a lender’s 
perspective, my view is that the tapering is 
good because it will enforce some discipline, 
and while it won’t be immediate, it will take 
artifi cial liquidity out of the market.”
Howard Widra, MidCap Financial
  
“The Federal Reserve hasn’t been able to 
implement a normalization strategy due to 
their concern that they are the last bullet in 
the chamber. As long as the lawmakers cause 
uncertainty, the Fed has to be there to keep 
the pump primed, which creates uncertainty 
because you have artifi cially low rates. From a 
lender’s perspective, any rise in interest rates 
should be positive because these artifi cially low 
rates really hurt bank profi tability.” 
Steve Gurgovits, F.N.B. Capital Partners 

Outlook
What will be on lenders’ 
minds heading into 2014?
“What is the demand going to be and what products is the 
market going to be attracted to?”
Ken Berryman, Capitala Finance Corp.

“When is the market going to pick up to where deal 
volume picks up?” 
Andy Steuerman, Golub Capital

“The major theme for lenders for 2014 is guarded 
optimism for deal fl ow and responsible growth. Certain 
lenders and institutional investors have gotten more 
aggressive on structures and pricing; and, there is a 
blurring of distinction between various forms of capital.  
On the senior debt side, lenders and investors have shown 
greater willingness to accept more cushion in fi nancial 
covenants.”
Ira Kreft, Bank of America Merrill Lynch

“Leverage, because the market has moved 
on banks. The new leveraged lending 
guidelines are likely going to cause growth 
to be a little bit slower for the banks.”
Steve Kuhn, Fifth Third Bank Structured 
Finance

“Continued uncertainty. Overhanging 
clouds created by confusion around 
Affordable Care, the government 
shutdown, concern about another fi scal 
cliff…all have the effect of causing business 
owners to freeze their decision making. 
I think this economy can advance on its 
own accord at a healthy pace but the 
government seems to do everything it can 
to create uncertainty and stall advancing 
growth.” 
Steve Gurgovits, F.N.B. Capital Partners

“Volatility and uncertainty created by 
dysfunction in Washington.” 
Scott Reeds, RBS Citizens

“From a lender’s 
perspective, my 
view is that the 
tapering is good 
because it will 
enforce some 
discipline, and 
while it won’t 
be immediate, it 
will take artifi cial 
liquidity out of 
the market.” 

    —Howard Widra

 MidCap Financial
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What is your outlook on the 
M&A market? 
“We are still dealing with the effects of the second half of 
2012, and in particular Q4 ’12. As that has moved through 
the channel, you should see an increase in LBO volume 
in Q1 ’14 and Q2 ‘14. Valuations continue to be very 
competitive, so it is a good time to be a seller.”
Pete Notter, Madison Capital Funding

“I expect 2014 to be very competitive again. My honest 
opinion is it will be 2015 or 2016 before you really see a 
decent pick up in M&A activity.” 
Jeffrey Day, Madison Capital Funding

“We’ve all been expecting this big tsunami of deals owing 
to the perceived overhang of capital. It hasn’t happened. 
I think that’s because of a fairly dynamic shift that has 
taken place in private equity and that shift continues to 
occur.While the overhang exists and helps create deal 
fl ow, it has not been as big a factor as was 
expected.” 
Allan Allweiss, LBC Credit Partners

“Other than Washington politics, the 
underlying economy is stable, and I think 
that can spur opportunities for deal fl ow. I 
am fairly optimistic. I don’t see any impetus 
for a boom, but a return to good, steady 
deal fl ow seems plausible. It seems to may 
have already started.” 
Steve Gurgovits, F.N.B. Capital Partners

“It’s a cycle.  At some point it comes back 
to where companies have performed well 
enough to get to the valuations they want. 
Private equity sponsors are continuing 
to sell companies when they can. There 
are a signifi cant number of private equity 
owned middle market companies that still 
need to be harvested from funds that are 
approaching the end of their fund horizon. 
Owners of family owned businesses are 
getting older and facing succession issues, 
and there will be a point when they have to 
do some kind of transaction. Overall, I see 
the next fi ve to ten years being very active. I 
just can’t say about next year.” 
Whit Edwards, BB&T Capital Partners 
Mezzanine

“2014 has to be better. You had a lack of M&A deal 
fl ow for really about six months of 2013. We don’t have 
that artifi cial deal fl ow creation late in 2013 so we are 
hoping what we are seeing from a deal fl ow perspective 
will continue. We are expecting the economy to grow 
modestly and M&A deal fl ow to continue to grow which is 
what everyone’s really been waiting for. While it is not a 
wave yet, we clearly are feeling a pickup that we don’t see 
stopping into 2014.”  
Scott Reeds, RBS Citizens

“I think 2014 is going to be a better year than 2013.  It is 
going to be the fi rst year in fi ve or six that we are going 
to have a year that looks a lot more normal to the lenders 
that have been around the business for a longer period of 
time.” 
Rich Jander, Maranon Capital

“Pitch activity is probably the highest it’s been from what 
we hear and see, so that bodes well for the near term. 
I think overall market demand for fi nancing will remain 
fairly constant or improve slightly given the very slow 

fi rst quarter that we experienced this year. 
If you take that out and normalize demand 
based on the three quarters of this year 
and project into 2014, I think you’ll see 
some modest growth. It is not going to be a 
dramatic uptick in overall market activity.”
Robert Radway, NXT Capital 

What changes do you 
anticipate in terms 
and structure? 
“Everybody knows it is a very aggressive, 
frothy market, regardless of what type of 
lending you’re active in, and many lenders 
have pressure to put money to work and 
get assets on the books. So I do not see that 
changing in 2014.”
Cheryl Carner, Crystal Financial

“I don’t expect the leveraged loan market to 
get better from a lender’s perspective. The 
liquidity is there, and people are still raising 
money. Until interest rates go up and people 
aren’t able to generate the returns or can’t 
raise capital, it is not going to get better.”
Howard Widra, MidCap Financial

“We are 
expecting the 
economy to 
grow modestly 
and M&A deal 
fl ow to continue 
to grow which is 
what everyone’s 
really been 
waiting for. 
While it is not 
a wave yet, 
we clearly are 
feeling a pickup 
that we don’t 
see stopping 
into 2014.”   

      —Scott Reeds
RBS Citizens
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“In the absence of a material pick up in deal fl ow, you 
will continue to see pressure on pricing and escalation 
on leverage. There is still too much debt capital chasing 
too few good deals. We are all looking for an increase 
in supply so we can start to moderate some of these 
structures and get more balance in the market.”
Pete Notter, Madison Capital Funding

“I don’t think you are going to see lenders put on much 
more leverage than where we are today. If leverage 
does go up, I think you are going to see lenders be very 
selective and potentially sit on the sidelines.” 
Jeffrey Day, Madison Capital Funding

“Leverage levels will remain about the same. People 
know that we are lending at full multiples. A continued 
infl ux of capital and liquidity will put a premium on direct 
origination. Pricing levels will remain where they are or 
come down slightly depending on the credit.”

Robert Radway, NXT Capital

“As a lender looking for yield, I am hoping 
pricing goes up which would only be caused 
by a change in the supply demand equation. 
I am not counting on that. I am counting on a 
steady state environment on rates.”  
Ken Berryman, Capitala Finance Corp.

“If we continue to operate in the environment 
as it is today, I think 2014 is going to look a 
fair amount like 2013. We are getting used to 
the new world order for how private equity 
operates. There is a lot more openness on the 
part of borrowers, on the type of capital that 
we provide, so we feel pretty good about it.”
Allan Allweiss, LBC Credit Partners

Outlook
What changes do you 
anticipate in terms and 
structure? 
“We are watchful of the credit metrics. We haven’t seen 
the erosion that has crept into the larger market. I don’t 
think we’ll see it creep down into the middle market. We 
are certainly keeping a close eye on that.” 
Rich Jander, Maranon Capital
 
“We are going to be in the same pattern for a while. I think 
we have to get used to it. We need to be disciplined on 
leverage and focus on the best credits.”
Whit Edwards, BB&T Capital Partners Mezzanine 

“We worry about leverage because that impacts credit 
quality. We need to stay disciplined and be able to walk 
away from a transaction.” 
Tim Clifford, Abacus Finance

“We are closely watching how covenant 
lite transpires and if it is going to get 
pushed down and become more prominent 
in the traditional middle market.”
Steve Robinson, GE Antares Capital

“I don’t see a catalyst yet nor have I 
gotten any guidance that a frothy pipeline 
is imminently on its way. To change the 
current course, it is going to take a crisis 
that changes credit risk or a material 
increase in deal volume—both should 
widen spreads.”
Andy Steuerman, Golub Capital

“Interest rates will remain fairly low, 
and you won’t see much in the way of a 
movement certainly in the next 12 to 18 
months.”
Robert Radway, NXT Capital

“We worry 
about leverage 
because that 
impacts credit 
quality. We 
need to stay 
disciplined and 
be able to walk 
away from a 
transaction.” 

      —Tim Clifford

Abacus Finance
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Representative Transactions:

acquired by

a portfolio company of

acquired by

a wholly-owned
subsidiary of

acquired by

Lauren International, Inc.

has sold

to

a portfolio company of

Celsis International Ltd.

acquired by

acquired by

TAD Metals, Inc.

ENVIRONMENTAL SERVICES CONSUMER HEALTHCARE BUILDING PRODUCTS METALS

RETAIL SERVICES MARKETING & MEDIA PLASTICS & PACKAGING HEALTHCARE BUSINESS SERVICES

HEALTHCARE METALS BUSINESS SERVICES ENVIRONMENTAL SERVICES REAL ESTATE

acquired by

acquired by

provided by

and

Obtained Financing for 
Construction of the

Aloft Hotel in Beachwood, Ohio

Private Equity Investor

acquired by

Business Services/
Energy & Environmental 
Services

Consumer Products & 
Retail Services

Building Products

Effram Kaplan

John Tilson

Michael Gibbons

216.920.6634

312.658.4770

216.920.6624

Healthcare & Life Sciences

Industrials and 
Plastics & Packaging

Real Estate

John Riddle

Andrew Petryk

Anthony Delfre

312.658.4758

216.920.6613

216.920.6615

Basic Materials/Metals Scott Berlin 216.920.6642

acquired by

MATERIAL HANDLING U.S.A.

M e d i c a l  C e n t e r

acquired 

Prospect Capital Corporation
(NASDAQ: PSEC)

CCPI Inc.
 recapitalized in a 
change of control

transaction by

recapitalized by 

CONSUMER INDUSTRIALS RETAIL SERVICES INDUSTRIALS RETAIL SERVICES

Healthcare Transaction Advisory Manfred Steiner 312.658.4778

THE
ENVIRONMENTAL QUALITY 
COMPANY

a portfolio company of

acquired by

acquired by

a portfolio company of

a portfolio company of

acquired by

acquired the Wisconsin
whey processing operations of

a wholly owned subsidiary of

acquired the outstanding stock
controlled by non-management

shareholders

with financing provided by

Senior Management of

and

acquired by

Kevin Sargent 216.920.6639

acquired by

a portfolio company of


