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Political turmoil from above is putting a major strain on deals from below.

That's how it feels in the battered lower middle market these days. This segment of the market was just recovering from the financial crisis when more blows rained down. There's little doubt that wrangling over U.S. debt and deficits and anxieties over the euro zone seriously rattled global markets. The Dow Jones industrial average plunged 634.76 points, and some $2.5 trillion was erased from global equities on Aug. 8, the first trading session after Standard & Poor's downgraded the U.S. debt rating and right after the messy debt-ceiling drama in Congress. The fact that U.S. gross domestic product growth was slowing didn't help. 

Since then, anxieties compounded by uncertainties continue to cascade. Dealmakers in the middle market argue that confusion and political infighting in the U.S. and Europe are jamming up dealflow and drying up lending for small and medium-sized businesses. "This is the topic getting discussed right now," says Paul Sperry, co-founder and president of New York-based Sperry, Mitchell & Co., an investment bank operating at the lower end of the middle market. "Everyone's very concerned about the next 12 months. I don't think a lot of people are looking at any kind of growth." 

And James Rybakoff, president and CEO of New York-based middle-market investment bank Akin Bay Co. LLC, argues that persistently sluggish demand as both consumers and businesses deleverage is restraining growth. "What does 1% [growth] really mean? When you make adjustments, it's probably less than that. That's a scary number," he says. 

Sperry says the conventional wisdom about the middle market still holds true: Larger companies have more options when it comes to wrangling financing for either deals or organic growth, whether it's asset-based lending, access to debt and equity markets, private equity or a bank or specialty lender. 

"It is true: the smaller the company, the smaller the amount of Ebitda; the smaller the cushion, the greater the risk," says Lloyd Greif, president and CEO of Los Angeles-based middle-market investment bank Greif & Co., which operates in the $25 million to $1 billion range (the firm's sweet spot is between $150 million and $400 million). "The bigger they are, the more ability they have to adjust, the less likely it's going to be a problem if they get into trouble. The bigger they are, the more diversified revenue streams are, the less likely they are to have product-line customer concentration. It's a risk/reward question. From a lender's standpoint, what they want to make sure about is that the bottom line is not too thin."

 "Essentially, a company that has $1 million or less in Ebitda is not 

attractive to people who have the most money to do deals, and that's PE markets with private capital," 

Some brokers have avoided using banks or outside lenders, working only with all-cash or seller-financed deals. 

Mel Lisiten, founder and president of New York business brokerage Lisiten Associates, has a sweet spot for deals around $25 million, although his firm has worked on some, usually for hotels, valued at up to $100 million. The banks have proved to be difficult to deal with. "For many years we've been against doing business with banks," he says. "What happens with a bank, or what used to happen, is that a bank officer, to get the deal, would represent himself to be the final authority. We'd wait months and then we'd find out there was a committee to pass on any deal. In that time period, we could have sold a business over and over."
Lisiten prefers any business listed with his firm to have seller financing already in place. "We've had absolutely no problems in the last couple of years doing that," he says, adding that his firm averages about a deal a week and that prospective buyers register on his website at a rate of about 150 a week. There can be some real tax advantages for a seller to help finance his own deal. He says his firm has sold a major temp staffing company, a large liquor distributor and a medical billing company in the past few weeks. And Lisiten Associates has just become the Exclusive Sales Agency for Ozark, Mo., senior citizen home modification and products company Aging in the Comfort of Home, a deal that could be worth more than $100 million, one of the firm's largest.

