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Median PE Hold Timesfor the U.S. Middle Market Drop

For thefirst time in years, private equity firms saw their U.S. median hold periods for middle-market portfolio
companies decline over the past couple years. After climbing to unprecedented highsin 2014—six years for
companies that were later exited via secondary buyout—Iast year saw medians finally decline. The uptick in PE-
backed IPO hold time is more reflective of how few middle-market PE portfolio companies went public last year
than anything else, and consequently is not as indicative of overall trends as the decline in comparable figures
for SBOs and corporate purchases.
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In fact, the latter is one of the primary drivers behind the diminishing hold period; as strategic buyers have
remained hungry in general for M&A, PE firms have been able to unload their holdings at arelatively faster clip
than before, particularly given last year's M&A boom. The role of sponsor-to-sponsor transactions should not be
underestimated, however. It’ stelling that companies exited via that route hit a peak of six yearsin 2014, whichis
definitely on the longer sideif not just outside it. And it’s even more telling that the median hold period for
SBOs declined so quickly from 2014 to 2015. Some of the recurring narratives around PE’ s highly active selling
over the past couple years have included the need to exit aging portfolio companies and PE firms with capital
that needs to be put to work eyeing fellow PE-backed holdings, both of which are doubtless at play here.

Another factor driving the declineistheincrease in PE firms targeting particular niches, building up operating



teams and structuring synergies accordingly. Such firms can take over another PE-backed company and enhance
value where the prior owner may not have had the resources or niche teams to do so. Given that these figures are
based on U.S. PE middle-market hold times, the trend of larger PE firmslooking to smaller companies to add on
to existing platforms has also contributed. Will these median hold times drop even further? It’ s hard to say, but
as stated earlier in this column, the quality of companies currently in the market is being scrutinized more
carefully than before. But, at the same time, sellers are definitely looking to take advantage of current valuations
while they still can, so there may well be arush for the exit, driving down the median hold time even further
across the two primary exit routes of SBOs and strategic buys. It will depend more on the latter than the former,
in the end, given the relative proportions of exitsviaM&A as opposed to fellow PE firms.
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