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Editor’s Note (2026 Update)
The original article was written around 2019 when the MSP roll-up wave was just cresting. Six years later, the fundamental thesis — that recurring revenue commands a premium and that genuine transformation is harder than it looks — has been proven correct many times over. This updated version preserves the original structure and insights while replacing outdated data points, adding the cybersecurity and AI dimensions that now dominate the conversation, and reflecting the private-equity-dominated landscape that has reshaped valuations across the board.

PART 1: Business Models and the Current M&A Landscape
How are the various business models typical of IT channel companies defined today, and how can they position themselves for a Mergers & Acquisitions event in the next 6 to 18 months — be it a sale of the business or an acquisition?
In the last three decades, the IT infrastructure channel industry has evolved significantly from the resale niche that dominated the 1980s. Following a measured progression through the VARs of the 1990s and System Integrators of the early 2000s, Managed Services Providers (MSPs) and Cloud Services exploded onto the scene. More recently, cybersecurity and AI-powered services have emerged as defining capabilities that directly affect how buyers value and pursue channel companies. In some cases, businesses have successfully transitioned from one model to the next; in many others, the transformation proved far harder than anticipated.
Business Models
Channel companies generally fall into categories based on the mix of product resale revenue, professional services revenue, and recurring services revenue. Many remain a combination of two or more models. Typical revenue-mix benchmarks are:
1. Reseller: more than 95% product resale
1. Value Added Reseller (VAR): more than 80% product resale
1. Systems Integrator (SI): up to 50% services revenue, some of it recurring
1. Managed Services Provider (MSP): more than 60% recurring service revenue
1. Managed Security Services Provider (MSSP): MSP with cybersecurity as the primary or a significant service line
1. Cloud Provider / CSP: little product resale, more than 80% recurring service revenue
The MSSP category, largely absent from the 2019 version of this article, now demands its own line. Cybersecurity has moved from an optional add-on to a structural component of managed services, and buyers pay a meaningful premium for providers that have embedded it deeply into their offerings.
M&A Trends and Valuations: 2025/2026
The market has shifted substantially since 2019. Private equity has become the dominant force, and the gap between well-positioned and poorly-positioned sellers has never been wider.
MSPs and Cloud Providers
Valuations for MSPs and Cloud Providers have continued to climb, though they are now more bifurcated than ever by size and quality:
1. Add-on / smaller MSPs (under $1M EBITDA): approximately 4–6x EBITDA
1. Mid-market MSPs ($1M–$5M EBITDA): approximately 6–8x EBITDA
1. Platform-quality MSPs ($5M+ EBITDA, strong recurring mix, scalable ops): 12–20x EBITDA
1. MSPs with embedded cybersecurity / MSSP capabilities: premium of 1–3 additional multiple turns over comparable non-cyber peers
The spread between top-quartile and median MSPs in the same revenue tier has widened from roughly 1.5–2.0 EBITDA turns (2022–2023) to 2.5–4.0 turns by 2024–2025. Quality, recurring revenue mix, customer diversification, and scalability — not size alone — now drive the outcome.
Source context: Data synthesized from Solganick, Greenwich Capital Group, Breakwater M&A, and CT Acquisitions industry reports, 2025–2026.
VARs and Systems Integrators
Valuations for VARs and Systems Integrators have remained under pressure relative to MSPs. The gap that was visible in 2019 has only widened. A typical sale still takes 9–12 months or longer, requires a near-perfect strategic fit, and is priced in the low-to-mid single-digit EBITDA range. The exception: SIs that have developed a defensible vertical specialization (healthcare IT, defense/SLED, financial services compliance) or that have built a genuine cybersecurity practice are beginning to attract higher interest and better multiples.
The Private Equity Dimension
In 2019, PE involvement in the channel was notable but not dominant. By 2025, private equity appeared in approximately 69% of disclosed MSP M&A transactions. PE-backed platforms are now the most active acquirers, pursuing “multiple arbitrage” strategies: acquiring smaller MSPs at 4–6x EBITDA and aggregating them into platforms that trade at 10–12x or higher. This dynamic creates urgency for smaller MSPs to either sell now or achieve sufficient scale to command platform-level multiples on their own.
What Distinguishes These Companies
Beyond the obvious product-vs.-service revenue mix, channel companies differ on several dimensions that matter deeply to buyers:
1. Size
VARs and Systems Integrators, with their focus on product sales, were able to scale faster and have been in business longer. Many of today's VARs and SIs carry north of $50 million in revenue, with several players in the multi-billion-dollar range.
MSPs, by contrast, remain predominantly smaller businesses. While the original article described a typical MSP as a $1–$5 million revenue company, today’s landscape shows a wider range: thousands of MSPs still operate in that band, but a growing tier of regional or national platforms now operates at $20–$100 million or more, having been assembled through PE-backed roll-ups. Crossing key revenue thresholds ($3M, $5M, $10M) continues to unlock materially higher valuation multiples.
2. Customer Profile
Larger enterprise customers have been slow to adopt the fully outsourced model; their requirements are too complex, IT is strategic, and internal IT staff resist displacement. VARs and SIs, who serve these large accounts, were historically not given the opportunity to develop deep managed services practices.
What has changed meaningfully since 2019 is the SMB and lower mid-market segment. These customers have dramatically increased their IT complexity — cloud environments, remote workforces, compliance mandates, ransomware risk — without growing their internal teams proportionally. This has supercharged demand for MSPs and MSSPs in the $5M–$500M customer revenue range, which remains the core hunting ground for channel MSPs.
3. Founder Background
The founder’s background continues to shape culture, capability, and transformation readiness:
VARs and Systems Integrators have traditionally been founded by salespeople or complementary partnerships (sales/engineering/operations). These founders are expert problem-solvers and thrive on project-based challenges. Developing managed services requires process discipline and repeatability — a cultural stretch for many.
MSPs and Cloud Providers have more often been founded by technical professionals with limited sales backgrounds. Their organizations tend to be more process-oriented but have historically struggled to win net-new accounts through proactive sales. This dynamic is beginning to shift, however, as PE-backed platforms professionalize their go-to-market motions and bring in dedicated sales leadership.
4. Age and Succession
Many VAR and SI founders are at or approaching retirement age; the urgency to sell has intensified. The average MSP owner skews younger, though the PE roll-up wave has accelerated liquidity events across age groups. We expect the wave of VAR and SI sellers to continue growing in volume over the next five years as the founding generation exits.
5. Sales Culture and Compensation
Experienced buyers still use the sales commission plan as a diagnostic tool. It reveals company goals, whether the firm prioritizes hunting vs. farming, individual vs. team orientation, and new logos vs. account expansion. These signals help buyers anticipate cultural integration risk and predict revenue retention post-close.
6. Cybersecurity and AI Capability (New)
Two capability dimensions now carry explicit valuation weight that did not exist in the 2019 conversation:
Cybersecurity: Buyers — both strategic and PE — are paying premium multiples for MSPs and SIs that have built genuine managed security capabilities. Of the 169 disclosed MSP M&A deals in 2025, 17 involved MSSP targets. MSPs that have embedded cyber into the core service stack (not just reselling a firewall) are increasingly cross-listed as MSSPs and command valuations reflecting that positioning.
Artificial Intelligence: AI is rapidly becoming a differentiator and an efficiency multiplier. Channel companies that have integrated AI-driven tooling into their service delivery — AIOps, predictive monitoring, automated remediation — can demonstrate higher margins and scalability, both of which improve valuation. Acquirers are also looking at AI capability as a proxy for operational maturity.

PART 2: Preparing for an M&A Event
In Part 1 we discussed the key characteristics and differences between companies in the IT infrastructure channel space. In Part 2 we explore how these companies can position themselves for a Mergers & Acquisitions event in the next 6 to 18 months — whether a sale of the business or an acquisition.
Setting the Goal
Like everything else, preparing for an exit requires a goal and a plan. The central tension remains the same as in 2019:
1. Is the goal to achieve a specific dollar amount when selling, or
1. To sell at a specific point in time?
If valuation expectations are not realistic given current market conditions, both goals cannot be achieved simultaneously. That choice must be made deliberately, and early.
Should VARs and SIs Try to Transform?
Given the premium valuations commanded by MSPs and Cloud Providers, should VARs and SIs attempt to transform in order to increase their exit price? The answer remains the same as in 2019, perhaps more so: it depends entirely on time horizon and commitment.
First, “transforming” means fundamentally changing the revenue mix. A $30 million SI that adds $3 million of managed services is still a system integrator with less than 10% recurring revenue. The market will price it accordingly.
Second, the probability of successful transformation depends on (a) how much time is available before the planned sale and (b) how decisively the transformation is managed.
If an M&A Event is Planned Within 6–18 Months
We continue to advise against initiating significant strategic pivots within this window. The downside risk — disrupting revenue, culture, and operations during a period when buyers will be scrutinizing every metric — is too high. Instead, focus on:
1. Documenting recurring revenue clearly, even if small
1. Demonstrating revenue quality: customer retention rates, contract lengths, concentration
1. Cleaning up financial presentation and normalizing EBITDA
1. Identifying and articulating the specific capability or customer relationship a buyer cannot easily replicate
1. Reducing key-person dependency — buyers discount heavily for founders who are the business
If the Time Horizon is Longer (2+ Years)
VARs and SIs with a longer runway have meaningful strategic options. Updated for the current environment:
1. Acquire a cybersecurity-focused MSP or MSSP — this is the single highest-multiple-impact move available to an SI in today’s market. The integration challenges are real, but the valuation uplift is substantial.
1. Develop a vertical specialization — SLED, healthcare, financial services, and legal are showing higher multiples for focused players. Generalist SIs are increasingly squeezed.
1. Build or buy AI-enabled service delivery — firms that can demonstrate operational leverage through AI tools attract attention from both strategic and PE buyers.
1. Pursue a merger of equals with a complementary channel firm — crossing key revenue thresholds ($10M, $20M EBITDA) unlocks meaningfully higher multiples.
1. Continue to be the best VAR or SI possible, focusing on high-margin, high-complexity services and emerging technology categories (AI infrastructure, zero-trust architecture, compliance-as-a-service). Make up in size and margin quality what you lose in recurring revenue multiples.
1. Consider a PE-sponsored recapitalization rather than a full exit — this structure allows founders to take chips off the table while retaining upside in the next growth phase. More common and accessible than it was in 2019.
Options for MSPs
For MSPs, the strategic calculus has also evolved. The original advice against adding product resale to boost revenues stands. However, several new dynamics shape the current picture:
Scale Remains the Critical Variable
The valuation gap between small MSPs and platform-quality MSPs has never been larger. An MSP at $1M EBITDA might trade at 5–6x; the same business at $5M EBITDA, assuming equivalent margins and recurring revenue quality, might trade at 10–12x. This non-linear relationship creates a powerful incentive to reach scale before selling — either organically or through merger.
Cybersecurity Is No Longer Optional
MSPs that have not embedded cybersecurity into their core service offering are increasingly seen as incomplete by buyers. Ransomware exposure, regulatory compliance requirements, and the liability environment have made managed security a de facto requirement. MSPs that offer genuine MSSP capabilities — SOC services, managed detection and response, compliance management — command meaningfully higher multiples and attract a broader pool of buyers.
Mergers of Equals
The merger-of-equals strategy, recommended in the 2019 article, has become more common and better understood. PE platforms have demonstrated the model repeatedly. Two or three MSPs combining to cross a scale threshold can see a step-change in valuation — but execution remains the variable. Cultural integration, technology stack consolidation, and management team alignment are where these transactions succeed or fail.
AI as a Differentiator
MSPs that have integrated AI-powered tooling — automated monitoring, intelligent ticketing, predictive maintenance, AI-assisted security operations — can demonstrate service delivery efficiency that translates directly into margin. This is increasingly visible in due diligence and is beginning to be priced into transactions.
The Universal Principle: Buyer Fit Drives Price
Regardless of business model, the purchase price is ultimately maximized by the fit between buyer and seller. The diagnostic questions we ask at the start of every sale process remain the same: “What is your opportunity funnel conversion rate? Where are you losing new business?” The answers identify which buyer profile is best positioned to eliminate those weaknesses and generate incremental growth — which is the real justification for a premium price.
In the current environment, add one more question: “What capability does a buyer get from you that they cannot build faster by acquiring someone else?” Differentiation — whether through a vertical specialty, a security capability, a geographic footprint, or a specific customer relationship — is what creates competitive tension among buyers and drives price up.

Summary
The IT channel M&A market in 2025–2026 is more active, more bifurcated, and more institutionalized than it was when this article was first written. The core thesis — that recurring revenue commands a premium, that genuine business transformation requires time and commitment, and that buyer fit ultimately determines price — remains as valid as ever. What has changed is the magnitude of the opportunity for well-positioned sellers, the dominance of private equity as the buyer of record, and the addition of cybersecurity and AI as explicit value drivers.
Channel companies that understand these dynamics, plan deliberately, and make honest assessments of their own strengths and gaps will be far better positioned to execute a successful transaction — whether as a seller commanding a premium price, or as a buyer deploying capital wisely.
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