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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 Human Capital M&A market has enjoyed a stable 2017 with
transactions increasing in Q317 to a high for the year. The market has
benefited strategic acquirers consolidating key markets. Looking into Q4
the North American market will most likely drive transaction volumes
upwards into the new year as it builds upon a strong Q317. The strength
of the European market is expected to be heavily dependent upon
political events. Positive outcomes to negotiations in key economies such
as the UK and Germany could lead to increased activity. The current
confidence in the global economy is increasing cross-border transactions
as strategic and financial investors look to key markets which are
currently benefiting from strong employment and economic
fundamentals. Whilst in Q317, financial purchasers were less active than
expected the low cost of capital and finance has continued and is
expected to remain for the foreseeable future, as any increases in
interest rates will be gradual. This coupled with the record amounts of
deployable capital at their disposal means that they will be looking to
deploy capital in the sector. Publicly listed companies have seen global
stock markets across the world increase resulting in the Gambit Human
Capital Index passing the 10.0x EV/EBITDA level for the first time since
December 2015. Public companies are able to exploit these valuations to
arbitrage and make immediately earnings enhancing acquisitions .

Executive Summary

In Summary

Global Human Capital transactions increased in Q317 despite economic headwinds across
key economies, as employment fundamentals remained strong

Brexit is a factor that could supress cross-border transactions in the short-term. Q317
showed that even with the current uncertainty and delays in negotiations the Human Capital
market remained resilient

In the UK Human Capital market candidate availability is decreasing, those with good quality
candidate pools may see interest from both strategic and financial acquirers

With UK transaction volumes down by 32% and a shortage of sellers, there remain acquisitive
strategic and financial buyers actively looking in the market for quality assets

Transaction multiples continue to remain high across both general and niche assets which
provides a timely opportunity for those owners looking to realise value

Publicly quoted companies have continued to enjoy the benefits of increasing stock market
values across the globe which is pushing up market ratings and increasing the prices they
can pay for acquisitions

The Gambit HC index shows that valuations in general have increased with an average
valuation of 10.3x EBITDA compared to a valuation of 8.2x EBITDA in Q316

If the shortage of sellers in the market remains then valuations could increase further going
into 2018

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

Overview
M&A activity in the Human Capital market has remained stable in 2017 with the number of deals
in the quarter increasing from Q217 to Q317. European political risks have been safely managed
with no shocks to the major European economies. The economic fundamentals of the UK
economy remain strong with unemployment at a 43 year low creating confidence and spurring
activity in the Human Capital sector. Demand for temporary placements has increased in Q317,
benefiting those with available candidate pools and supporting margins in key sectors. Going
forward this may drive more M&A as recruiters look to access more highly skilled contractors.
There is expected to be significant demand from both the IT and Healthcare sectors with the
public sector increasingly demanding more temporary staff. Financial purchasers were less
active in the market then in previous quarters. However with record amounts of investable
capital at their disposal, they are expected to continue seeking investment opportunities. In
general the UK market has shown resilience to Brexit and this is a trend that should continue
into Q4 and 2018.

Harvey Nash Plc acquires Crimson

• In September, Harvey Nash announced its purchase of Crimson for a
maximum consideration of £15m based on an EV/EBITDA multiple of 6x.
This included an initial consideration of £6m and the remainder as
deferred or earnout consideration, typical of transactions in the sector.

• Crimson is an IT solutions and recruitment company that specialises in
digital and technology transformation alongside IT recruitment. The
business revenues are split roughly 50/50. The majority of recruitment
revenue is from contracting.

• This acquisition occurred at a discount to Harvey Nash Group Plc’s
trading EV/EBITDA at the time so was immediately earnings enhancing.

Outlook for M&A Activity

▪ The availability of cheap debt and finance continued in Q317 and is
expected to remain for the foreseeable future, as any increases in
interest rates will be gradual.

▪ Deals with financial purchasers were slightly down in Q317
compared to previous quarters. However, they are expected to
enter the market as they have significant amounts of ‘dry powder’
to invest.

▪ Public listed companies continue to benefit from public markets
trading at record highs. These increasing valuations have enabled
companies to pursue immediately value enhancing acquisitions.

Brexit

• Brexit remains on the periphery for the Human
Capital market as negotiations have stalled much
over the last quarter.

• The Human Capital market will be particularly
interested to see if any special arrangements are
made for EU migrants attempting to work in the UK.

• If a deal isn't reached then UK acquirers may look to
the European market in order to ensure continued
access to highly skilled EU candidates.

• Any positive news relating to Brexit may see market
confidence improve and transactions increase.
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Human Capital Global M&A Activity

North America
• M&A activity in North America has

rebounded strongly from Q217 with
transactions up 108%.

• The employment outlook in North
America is generally positive with strong
jobs numbers throughout the year, which
is providing confidence to the Human
Capital market.

• The US M&A market has moved on from
concerns over the Trump presidency and
with strong economic fundamentals,
M&A activity is increasing.

• The UK remains an attractive location for
US buyers given movements in exchange
rates

Europe
• European activity slowed in Q317

however cross-border transactions
increased substantially over the period.

• Some of the larger European acquirers
may be waiting for some cohesion on
Brexit before pursuing M&A targets.

• The strength of key Eurozone economies
has seen inter region transactions remain
an important part of European Human
Capital transaction activity.

Middle East & Asia
• Investment programs such as Saudi

Arabia’s Vision 2030 will offer new
opportunities for acquisitive Human
Capital firms and investment in the
region.

• The Japanese market was the most active
accounting for 43% of transactions driven
by consolidation efforts from large
corporates.

• The Chinese market is still a popular
destination for overseas investment
evidenced by US based Recruit Strategic
Partners investing in Beijing Oxcoder
Technology Co, a specialist online
recruitment platform.

UK Inbound Activity
The UK remains one of the most active markets for Human Capital
transactions. Cross-border activity increased in Q317 with the EU
still a key source of investment. The UK is still a popular
destination for overseas financial investors with both Swedish
operator Creandum and France based Cathay Capital investing in
the sector. Confidence throughout the UK Human Capital sector is
high as recruitment fundamentals are solid. This could could
translate into increased activity in the future.

UK Outbound Activity
Outbound transaction activity from UK-based companies fell in
Q317, largely due to currency fluctuations negatively impacting
transaction volumes. UK companies are consolidating existing
markets overseas rather than pursuing higher risk, expansive
strategies. An example of this is Badenoch & Clark acquiring
Fairlane a Netherlands based specialist consultancy recruiter. UK
acquirers appear to be awaiting the outcome of Brexit
negotiations before investing in overseas territories.

Outlook for M&A Activity
▪ Activity in North America is expected to play a key role

in driving market activity which will result in more cross-
border activity and increasing global competition for
high quality assets.

▪ The European market is expected to be heavily
dependent upon political events and, as such, positive
outcomes on negotiations in various nations could lead
to increased activity in key economies such as the UK
and Germany.
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Healthcare
The healthcare market has continued its upward trend over the last year and in Q317 the
market consolidation has been driven by strong demand across the globe. This is driven
by aging population demographics within some of the more matured global economies. In
the UK there is particular demand for caring and nursing staff, this could result in further
acquisitions as business attempt to acquire assets with strong candidate pools. The
acquisition of RN & Allied Specialties by Aya Healthcare highlights companies willingness
to expand their nursing and carer staffing books.

10%General Staffing
The general staffing sub-sector saw a sharp rise in transactions
in Q317. This was mainly led by the North American market and
increased interest in the sector in Europe. The increased number
of transaction point to strong economic fundamentals acting as
a catalyst for firms to expand.

36%

Executive Search
Transactions plateaued in Q317 however, it is expected that boardrooms will continue to
hire resulting in increased transactions going forward. In North America the market looks
set to grow further as corporations look to protect and gain market share. The acquisition
of senior fashion executive specialists Cooper & Logan by DHR International is a prime
example of defending a strong market presence in a niche field.

10%

Online
As the sub-sector has recently been dominated by financial
buyers it is perhaps unsurprising to see transaction volumes fall
as global private equity activity fell across all markets. The
$120m acquisition of Lagou Information by 51job is the highest
value transaction in the sector and gives credence to the belief
that both financial and strategic buyers remain interested in the
sector.

11%

Human Capital Sub-sector Trends

= % of transactions Q3 2017= % growth Q2 2017 to Q3 2017

HRO & RPO
Activity in the sub-sector fell in Q317 and this is largely attributable to the decline of
European activity. North American acquirers showed continued interest in the sector
making up 83% of transactions. Oasis Outsourcing acquired DHR Services from its private
equity owners Caltius Capital. This transaction is part of a wider growth strategy being
pursued by Oasis in the sector and could lead to other market participants increasing
activity in response.
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Human Capital Public Comparables

Company Name                                                                                                                 

EV/EBITDA

Q4 2016 Q1 2017 Q2 2017 Q3 2017

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

Brunel International NV (ENXTAM) 12.3x 17.5x 13.9x 14.3x

CPL Resources PLC (ISE) 7.8x 8.7x 9.1x 10.5x

Empresaria Group PLC (AIM) 6.7x 7.7x 7.8x 7.3x

Gattaca PLC (AIM) 5.1x 5.8x 6.3x 6.9x

Harvey Nash Group PLC (LSE) 5.0x 5.8x 5.3x 7.0x

Hays PLC (LSE) 7.3x 7.2x 10.2x 11.4x

Impellam Group PLC (AIM) 7.5x 9.1x 9.8x 7.9x

InterQuest Group PLC (AIM) 5.5x 4.8x 5.5x 4.2x

ManpowerGroup Inc (NYSE) 8.3x 8.6x 9.1x 9.4x

Page Group PLC (LSE) 10.9x 11.4x 11.5x 12.1x

Prime People PLC (AIM) 4.9x 4.8x 5.0x 5.3x

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

Robert Half International Inc (NYSE) 9.6x 9.8x 10.0x 10.3x

Robert Walters PLC (LSE) 9.0x 9.9x 7.9x 10.7x

Staffline Group PLC (AIM) 5.6x 7.2x 9.8x 8.6x

SThree PLC (LSE) 8.6x 9.0x 8.0x 9.3x

Gambit Human Capital Index 9.4x 9.7x 9.9x 10.3x

Share Prices
The Human Capital index tracked by Gambit Corporate Finance held its value
over the last quarter and current levels of trading appear to be sustainable. The
FTSE All-Share performed well over the period trading in the 4,000 to 4,100
range for much of the quarter and continued its upwards trajectory for the
year. In general, most equity markets have performed well over the year due to
macroeconomic trends and these are expected to remain strong for the
foreseeable future. Q317 marks the first quarter where the Gambit HC Index
was outperformed by its index. This is more a reflection of the poor
performance of a select few listed companies then a sector wide issue.

Valuation Multiples
Public company EV/EBITDA multiples in the Gambit Human Capital Index
have crossed the 10.0x barrier for the first time since December 2015. It is
expected that the volume of Human Capital transactions will increase as
the market continues to support strong valuations in the near term.
Valuations for listed companies are also now at their highest since the end
of 2015. This gives cause for optimism in the transaction markets and with
the strength of the public markets aids the sale of private businesses in the
sector and the provision of liquidity to publicly listed acquirers.

Outlook for M&A Activity
▪ As valuations and market ratings continue to remain high

for public interest companies they will be able to pay
higher multiples due to arbitrage opportunities against
their own market ratings

▪ The cyclical nature of the Human Capital sector means
valuations of private companies may soon reach a plateau
as many business owners and entrepreneurs will seek to
exit and benefit from high multiples available
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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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