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Gambit Corporate Finance

Established in 1992, Gambit is an independent corporate finance advisory
firm specialising in advising private and public companies on mid-market
transactions in the UK and overseas. With offices in London and Cardiff,
Gambit is widely recognised as a market leader in M&A advice in the Human
Capital sector having built up detailed industry knowledge and an enviable
track record in deal origination and execution.
www.gambitcf.com

Corporate Finance International

Gambit is the exclusive UK shareholder of CFI, a global partnership of
middle-market investment banks and corporate finance advisory firms. With
over 260 professionals located in 32 offices throughout the world CFI
members specialise in cross-border acquisitions, disposals, capital raising,
and related services.
www.thecfigroup.com
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“The first half of the year in the Human Capital M&A market can be
characterised as both strong and stable with the number of transactions
remaining broadly similar. Political uncertainty remains in the global
economy with the German elections in early September and Brexit
negotiations continuing. These events, if safely navigated, could cause an
uptick in market activity in the next quarter, and beyond. Importantly for
M&A markets interest rates remain low across the world even as the
Federal Reserve raised rates twice in H1 2017. In the UK and Europe
interest rates remain at historical lows and high cash accessibility
amongst corporates and private equity investors is providing impetus for
further M&A activity and both are increasingly competing with one
another. M&A activity is robust across the market, from disruptive start-
ups securing investment from venture capitalists to publicly listed
companies expanding geographic and sector reach. Currently the market
is relatively benign which is supporting corporate transactions and due to
the cyclical nature of the sector we expect the next peak to be no more
than 12 months away. As organic opportunities are becoming increasingly
harder to stimulate, those with growth aspirations who do not take
advantage of this opportunistic window may see market share suffer
subsequently. Those seeking to realise value in their business or
contemplating an exit will see value influenced by sector specialism, the
spilt between temporary and permanent placements and geographic
footprint.”

Executive Summary

In Summary

Global Human Capital transactions remained stable in Q217, which gives cause for optimism
considering the headwinds within certain global economies

MBOs are becoming an increasingly prevalent route for exit with a doubling of management
buyouts in Q217, offering a viable alternative to trade sales

Brexit still remains a “known unknown”, this could supress cross-border transactions in the
short-term

The UK general election returned a shock result with the Conservatives failing to achieve the
expected majority. However it did not impact on transactions involving UK companies,
which are 23% higher than at that point in 2016

There remains acquisitive companies and financial buyers that are actively looking in the
market for quality assets

Transaction multiples continue to remain high across the sector as niche sectors such as
healthcare and executive search are of interest to both financial and strategic acquirers.

Publicly quoted companies are enjoying the benefits of increasing stock market values
across the globe which is pushing up market ratings

The Gambit HC index shows that valuations in general have increased with an average
valuation of 9.9x EBITDA compared to a valuation of 7.5x EBITDA in Q216

Geraint Rowe
Partner, Human Capital
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Human Capital M&A Activity Analysis

Overview
The first half of 2017 has produced a similar landscape to the political turbulence of 2016 with
the closely fought French election eventually providing the expected result. Two key things
remain an issue for the M&A market. Firstly, the uncertainty surrounding the outcome of the
Brexit negotiations and secondly the nervousness around the instability of Donald Trump’s
administration. Despite these factors, the market has remained stable with deal volumes
remaining the same. A positive is that the average deal value has more than doubled. It is still
very much a seller’s market with M&A activity supported by strong economic fundamentals,
significant availability and low cost of capital for buyers and some of the highest levels of
employment in a decade. Financial buyers still have large amounts of capital to deploy and are
continuing to do so, accounting for well over a third of transactions. Financial and strategic
buyers are increasingly competing with one another for quality assets which is driving up
valuations. Debt finance is still cheap and publicly listed corporates are benefiting from
increasing stock prices, further increasing transaction multiples. M&A activity is still largely
confined to domestic markets with few transactions crossing borders. Cross-border activity has
slowed due to increasing risks for overseas acquirers. Within the UK candidate availability is still
an issue in both the public and private sector. Demand for temporary placements still outstrips
supply with IT, healthcare and engineering struggling to fill permanent roles.

MBOs

• The UK market has experienced a notable increase in
MBOs in the last quarter with a 100% increase on Q117.

• In Q217, management took ownership at technology
recruiter DP Connect and interim management
specialist BIE Executive.

• The increasing number of MBOs is correlated to the
high number of financial buyers seeking to deploy
capital in the market. Management teams can often be
overlooked as an alternative exit route and source of
succession.
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Outlook for M&A Activity

▪ The availability of cheap debt and finance continued in Q217 and is
expected to remain for the foreseeable future. That said interest
rates are predicted to increase in 2018. This may cause a peak of
activity in the second half of the year as acquirers rush to complete
deals whilst financing remains relatively cheap.

▪ Financial purchasers once again accounted for over a third of
transactions in the sector. As financial acquirers have significant
funds to deploy, this trend is likely to remain.

▪ Public listed companies are benefiting from improving market
conditions with valuations increasing. The increasing valuations
have enabled companies to pursue value enhancing acquisitions.

Brexit

• One of the key issues within the UK Human Capital market is the
ongoing uncertainty from Brexit negotiations which have not
progressed as far as expected. A lack of progress on negotiations
is believed to be due to differences of opinion within the UK
government and the obstructive stance being taken by Brussels.

• The outcome of these negotiations are crucial, especially its impact
on the freedom of movement for EU citizens.

• Many staffing businesses rely on non-UK labour to make up for the
shortfall in domestic supply. Many industries are expected to
struggle if border restrictions are enforced.

• Agriculture and Healthcare will be some of the worst hit sectors, as
over 40% of staff are EU nationals on short term contracts.
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Human Capital Global M&A Activity

North America
• M&A activity in North America fell away

slightly in Q217.
• This is likely due to the ongoing instability

of the Trump administration with doubts
emerging as to whether it can follow
through on many of the economic
reforms promised.

• Financials buyers dominated the local
marketplace with over $1.5 billion in
transaction value.

• The jobs outlook in North America is
generally positive with strong jobs
growth in the first half of the year, which
will give confidence to the Human Capital
market.

Europe
• European activity has increased following

the political events and uncertainty in the
first quarter of 2017.

• Both financial and strategic purchasers
are actively looking for and increasingly
competing for quality assets. Private
equity funds including Endless LLP,
Edenred Capital Partners and SEA Equity
all deployed funds in Q217.

• While the ultimate result of Brexit is still
unknown, employment fundamentals in
key European countries such as the UK,
Germany, Netherlands and France remain
strong and will provide a catalyst for
M&A activity.

Middle East & Asia
• There was an uptick in activity in the

market in Q217. This has partly been
driven by the changing corporate
environment for Chinese firms in
particular.

• It is now being made harder for these
firms to invest abroad, so they are
attempting to strengthen domestically

• The market is expected to expand as
there is further improvements to the
technological infrastructure in developing
countries. This should have a particularly
positive effect on the number of
transactions within the online sub-sector.

UK Inbound Activity
The UK remains one of the most active markets for Human Capital
transactions. Many overseas acquirers took advantage of
advantageous exchanges rates in Q416 and Q117 though activity
was slower in Q217 for overseas transactions. European buyers are
still on the look out for high quality assets and this was proven by
Sodexo’s acquisition of Prestige Nursing. The outlook for overseas
acquirers entering the market will be heavily influenced by the
outcome of the Brexit negotiations as, if positive, It could
encourage overseas acquirers to enter the UK market once again.

UK Outbound Activity
Outbound transaction activity from UK-based companies still
remains subdued due to the devaluation of sterling. The
transactions that have occurred show that UK companies are
attempting to break into new markets, such as, Gravitas
Recruitment’s acquisition of Atlas Global Search in China. It is
expected that UK acquirers will enter the international market
again once the outcome of the Brexit negotiations are known.

Outlook for M&A Activity
▪ Activity in North America is being stifled by an uncertain

political situation. Activity levels are expected to remain
at a stable level simply due to the strength of the
underlying economy.

▪ Large corporates are being cautious as political
uncertainty remains. Though many are expected to
return to the market in order to expand service
offerings and increase market share.0
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Healthcare
In the USA healthcare in general is currently waiting to find out the fate of Obamacare
with the failure of the President to bring about any other proposal a major road block in
repealing the much debated Medicare bill. Despite this, healthcare transaction volumes
remain buoyant and this is expected to continue. One of the larger transactions in this
space being Medical Solutions LLC being acquired by the TPG Growth Fund. Whilst in the
UK, there is a continuing shortage of supply for the NHS which is becoming increasingly
reliant on short-term cover in order to fulfil its staffing needs across its organisation. The
strength of the sector in the UK has seen both Sodexo and CPL Resources acquire in the
last quarter.

9%General Staffing
The general staffing sub-sector saw a further decline in Q217
despite as wider activity remaining stable. The decline was due
to acquirers preferring quality niche assets as the market has
witnessed a significant amount of consolidation in recent years.
There were fewer transactions across both North America and
Europe with the largest decline being in North America where
general staffing transactions declined by 62% however
transactions increased by 50% in the Middle East & Asia.

23%
21%

Executive Search
Confidence and growth fundamentals remain robust in the sub-sector and will continue to
attract investment as boardrooms continue to hire. The market continued a trend of deal
activity lagging behind the North American market which had more activity in Q117 as over
80% of deals occurred within Europe.

11%

Online
The sub-sector is dominated by financial and strategic
investment into companies disrupting traditional recruitment
processes and offering services online. A notable transaction is
Edenred Capital Partners’ investment in Beamery Inc. There
appears to be a political movement against the ‘gig’ economy
which may be stifling acquisitions as companies wait to see the
outcome of various legal disputes around the world.

18%

Human Capital Sub-sector Trends

= % of transactions Q2 2017= % growth Q1 2017 to Q2 2017

HRO & RPO
Activity in the sub-sector remains strong and is largely attributable to European buyers.
Acquirers are exploring this sub-sector in order to provide full service solutions. Activity
was somewhat subdued across the Middle East & Asia, this is most likely due to political
rhetoric on both immigration and loss of jobs to the developing world. An example of this
would be the of changing regulations on the American H-1B visa.
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Human Capital Public Comparables

Company Name                                                                                                                 

EV/EBITDA

Q3 2016 Q4 2016 Q1 2017 Q2 2017

Adecco S.A. (SWX) 8.7x 10.1x 9.8x 9.6x

Brunel International NV (ENXTAM) 12.6x 12.3x 17.5x 13.9x

CPL Resources PLC (ISE) 8.8x 7.8x 8.7x 9.1x

Empresaria Group PLC (AIM) 7.1x 6.7x 7.7x 7.8x

Gattaca PLC (AIM) 6.4x 5.1x 5.8x 6.3x

Harvey Nash Group PLC (LSE) 5.1x 5.0x 5.8x 5.3x

Hays PLC (LSE) 6.3x 7.3x 7.2x 10.2x

Impellam Group PLC (AIM) 7.8x 7.5x 9.1x 9.8x

InterQuest Group PLC (AIM) 5.5x 5.5x 4.8x 5.5x

ManpowerGroup Inc (NYSE) 6.7x 8.3x 8.6x 9.1x

Page Group PLC (LSE) 9.3x 10.9x 11.4x 11.5x

Prime People PLC (AIM) 4.6x 4.9x 4.8x 5.0x

Randstad Holding NV (ENXTAM) 9.1x 10.5x 11.2x 10.6x

Robert Half International Inc (NYSE) 7.3x 9.6x 9.8x 10.0x

Robert Walters PLC (LSE) 9.3x 9.0x 9.9x 7.9x

Staffline Group PLC (AIM) 6.7x 5.6x 7.2x 9.8x

SThree PLC (LSE) 7.2x 8.6x 9.0x 8.0x

Gambit Human Capital Index 8.2x 9.4x 9.7x 9.9x

Share Prices
The Human Capital Index tracked by Gambit continued upwards in Q217,
mirroring a strong quarter for the global equities market. The FTSE All Share
rose 2.0% amid further evidence of a recovery in the global economy. The
general election called by Theresa May in April caused some disruption to
markets however the market quickly resumed its upward path. Gambit’s
Human Capital Index outperformed its benchmarked indices. Historic low
unemployment in key economies, economic growth in the UK increased from
Q117 to 0.3% however year on year it fell from 2% to 1.7%. Many corporates
reported strong results and a strong M&A market all combined to drive a 6.1%
increase for Human Capital companies tracked by Gambit.

Valuation Multiples
Public company EV/EBITDA multiples in the Gambit Human Capital Index
continued to strengthen increasing to 9.9x. It is expected that the volume
of human capital transactions will pick up as sellers take advantage of this
to realise value. The strength of the public markets aids the sale of private
businesses in the sector and the provision of liquidity to publicly listed
acquirers. This demonstrates that confidence is high.

Outlook for M&A Activity
▪ As valuations and market ratings rise public interest

companies will be able to pay higher multiples due to
arbitrage opportunities against their own multiples

▪ The cyclical nature of the Human Capital sector means
we expect the next peak to be no more than 12 months
away which may start to see private company
valuations plateauing.
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Gambit Corporate Finance LLP
Established in 1992, Gambit is an independent corporate finance advisory firm specialising in
advising private and public companies on mid-market transactions in the UK and overseas. With
offices in London and Cardiff, Gambit is widely recognised as a market leader in M&A advice in the
Human Capital sector having built up detailed industry knowledge and an enviable track record in
deal origination and execution.

Key services include:

•Management Buy-outs/ Buy-ins • Private Equity Portfolio Advisory

•Mergers and Acquisitions • Succession Planning

•Fundraising/ Development Capital • Refinancing

•Financial Restructuring • Research and Deal Creation

Contacts
Geraint Rowe Simon Marsden
Partner, Human Capital Director, Human Capital
+44 (0) 789 992 8029 +44 (0) 779 644 1330
geraint.rowe@gambitcf.com simon.marsden@gambitcf.com

Sam Forman                                                Tom Linney 
Executive, Human Capital                           Analyst, Human Capital
samuel.forman@gambitcf.com tom.linney@gambitcf.com

Tel: +44 (0) 845 643 5500
Website: www.gambitcf.com

CFI Group
We are the sole UK shareholder in Corporate Finance
International, a global partnership of leading mid-market
investment banking firms with members in North America,
Western & Eastern Europe and Asia. With over 260 professionals
located in 32 offices throughout the world we are able to provide
an international outlook and service for clients.

Website: www.thecfigroup.com
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