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Market Analysis and Industry Trends
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Selected IT/prof. services middle market transactions
Date Target Buyer Target Description Trans. 

Size ($M) 
EV/ 
Rev.

EV/ 
EBITDA

04/2007 ITS Corp. QinetiQ Group plc providing IT systems, business process management and operational 
support to DoD and DHS

90.0 1.16x 14.1x

08/2008 Kadix Systems, 
LLC

Dynamics Research 
Corp.

High-end management consulting firm, maintains numerous practice 
specialties

42.0 1.83x 11.1x

06/2007 Karta 
Technologies

NCI, Inc. Providing engineering, training, medical transformation, and information 
technology to government and commercial customers.

64.8 1.18x 10.3x

10/2007 Number Six 
Software, Inc. 

ATS Corp. Application development and IT consulting to both civilian and defense-
related federal agencies

36.0 1.09x 10.0x

06/2007 Logtec, Inc. SI International, Inc. Provides logistics, acquisition, and information technology support, 
primarily to the federal government

59.0 1.09x 9.1x

01/2007 QSS Group, Inc. Perot Systems 
Corp.

Provider of IT, Intelligence, and Science and Technology solutions to 
DoD, NASA, Intelligence Community and other civilian agencies.

247.0 0.91x N/A

07/2007 Dimensions 
International

Honeywell 
International, Inc.

Information integration, logistics management and air space 
management support.

230.0 1.33x N/A

07/2008 Oberon 
Associates

Stanley, Inc. Provides engineering, biometrics, operational intelligence and IT support 
to Army

170.0 2.13x N/A

12/2008 Camber Corp. New Mountain 
Capital, LLC

Professional and management services, IT, engineering, and advanced 
training to DoD

N/A N/A N/A

Mean: $117.4 1.34x 10.9x

Median: $77.4 1.17x 10.3x

Â We have highlighted notable transactions in the Government IT/Professional Services sector; 
mean and median valuations are well in excess of sector averages

Â Multiples have come down substantially in 2008 and the first quarter of 2009; we also see a 
substantial size premium in the lower middle market

Â Pricing for these transactions is not representative of average industry transaction multiples



Lower Middle-Market Size Premium

Â Examined over 200 

defense/government services 

transactions from $1 to $70 

million in value occurring between 

2000 and 2008

Â As expected, the data shows a 

that the size of the transaction is 

positively correlated with the 

transaction valuation multiple

Â While there are many other 

factors besides “size” that have 

an effect on valuation multiples, 

this data suggests that a roll-up 

strategy of very small government 

contractors could be an effective 

way to create value
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Valuation Methodology 
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Components of Value
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Customer Focus/ Prime 

Contract Vehicles

Business

Focus

Financial/

Operating 

Health

Differentiators

Business/ Capabilities 

Focus

Attractive Market Segment

Limited Set-Aside 

Contracts/ Substantial 

Backlog

Track Record of Growth 

and Expanding Profit 

Margins

Sufficiently Rigorous 

Accounting and Operating 

Systems

Intellectual Property/ 

Quality Control Systems 

(ISO, CMMI, etc)

Highly Technical 

Employees/ Security 

Clearances

S-Corp. Ownership 

Structure

Components of value explain the wide range in lower middle market valuation 

multiples



Valuation Methodology

Valuation is both art and science; using an advisor experienced in government 

services transactions is critical 

•The most accurate way to assess market value

•Can be challenging when comparable transaction terms are 
not disclosed

Comparable Transactions

•Advantage is that valuation information for public companies 
is readily available; finding “pure plays” sometimes difficult

•Will almost always exceed that of private companies due to 
increased liquidity and a “size premium”

Comparable Public 
Company Pricing

•Valuation includes future financial projections/cash flows

•Most valuable as a “check” against  public company pricing 
and transactions analysis

Discounted Cash Flows 
(DCF)

•Used to see what a private equity group looking solely for a 
suitable financial return would pay for the company

•The LBO analysis generally sets the “floor” valuation for the 
business

Leveraged Buyout Analysis

Method Result

Low High

Low High

High

Low High

Low

Est. Valuation Range

HighLow
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VALUATION FACTORS UNIQUE TO SMALL BUSINESSES

• How Does SBA Influence Small Business Participation in the Federal Market

• The Importance of NAICS Codes

• The Market for Small Business Firms & Small Business Contracts

• Size Certifications and Re-Certifications

• What are the Current Rules

• How Have the Current Rules Affected Valuations

• Multiple Award Schedule and GWAC Contracts

• Buyer’s Risk

• Still a Good Market for the Right Buyer
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VALUATION FACTORS UNIQUE TO 8(a) / MINORITY-OWNED FIRMS

• An Eligible 8(a) Contractor Must Also be Small

• The Market has Always Been Restricted to 8(a) Eligible Buyers

• How SBA is a Partner

• Prior Approval is Mandated  -- Process is Slow



Strategies available
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SALE STRATEGIES

• Take Full Advantage Now

• Sell Early in the Option Cycle

• Focus on Small Business / 8(a) Buyers

• Consider Asset Sale v. Stock Sale

• Set and Focus on an Exit Strategy
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SALE CONSIDERATIONS

• Earn-Outs

• Culture
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QUESTIONS?

General Counsel, P.C.
6862 Elm Street, Suite 800

McLean, VA 22101
(703) 556-0411

www.generalcounsellaw.com

Merrill Advisory Group, LLC
1616 Anderson Road, Suite 229

McLean, VA  22102
(703) 286-0768

www.merrilladvisory.com

http://www.generalcounsellaw.com/
http://www.merrilladvisory.com/

