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INTRODUCTORY NOTE /

Solutions Are Hard Work

Private equity professionals are often referred to off-handedly as “deal guys.” If doing a
deal was the totality of the private equity strategy, this would be a much easier business.
But today, especially in the US middle market, closing the deal is just the beginning of an
arduous journey called “adding value.”

A little understood fact of the US private equity middle market is that most of the invest-
ments target not “broken companies,” but companies that are growing nicely and as a
result encountering challenges that their founders and/or managers are often under-
equipped to face alone. In these circumstances, the right private equity firm can be a true
partner for growth.

As you will learn from the expert contributors to this Privcap Briefing, the best private eq-
uity firms can provide sophisticated tools and techniques to management teams that have
been so focused on the particulars of their legacy operations. A company that has never
scaled before can benefit from a team that scales businesses for a living.

I hope this report is of interest both to private equity market insiders as well as ambitious
business owners who have thought about pursuing a partnership with a private equity
firm and want to make sure they do this to maximum advantage. I think you will agree
with me that the expertise and candor offered here by Richard Leonard, Bela Szigethy
and Anthony Zecca makes for enjoyable reading/viewing as well as a valuable guide to the
highest standards of private equity investing.

Enjoy the Briefing,
David Snow

CEO, Privcap
dsnow@privcap.com

Contributors Bela Szigethy Managing Director Anthony Zecca Managing Partner
The Riverside Company Cohn Consulting Group,

Richard Leonard Managing Director a division of JH. Cohn LLP

Angelo, Gordon & Co. Moderator /
David Snow Founder
Privcap

Webinar Playback  Now available

Listen in to a fascinating conversation between Irving Place Capital Senior Managing
Director David Knoch and Managing Partner, Cohn Consulting Group, a division of J.H. Cohn
LLP Anthony Zecca in a Privcap Webinar called “Life After A Private Equity Deal.” In it, Knoch
and Zecca detail what exactly is expected of a management team during the due diligence
stage of an investment and during the critical early stages of a partnership with a private
equity sponsor.

Access the webinar at www.privcap.com or click here,
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EXPERT TAKEAWAYS

Success in middle market private equity has evolved to
a point where portfolio companies need resources and
guidance to compete. In the past, a private equity firm’s
ability to offer financing was often enough to generate

Technology Traps

a desired rate of return. But now firms need to bring
other capabilities to the table.

“Prices for deals have gone up and it’s become much
more competitive—and as a result the basic strategy

Upgrading your company’s technology platform can
usually bring real benefits. But a company and its
private equity backers can get burned if they don’t
anticipate the risks that come with an upgrade.
Richard Leonard, managing director of Angelo Gordon
& Co, learned that firsthand a decade ago (at a differ-
ent firm) when one of his portfolio companies imple-
mented a new ERP system.

Two retail businesses merged and switched one sys-
tem over to the other and “when the store manager
ordered a dozen pairs of gardening gloves—Dbecause it
was August—they got a dozen snow blowers,” he said.
Since then, Leonard has advised management teams to
take a step back and think about the consequences of
switching to a new system, because it can cause havoc
to a company if it’s not done properly.
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of how we add value has changed,” Leonard said. Add-
ing value can come in many forms—helping a company

with its pricing strategy, helping it better understand
its own data (see “Restaurant Science, p. 7), helping
the company access new sales channels, and helping it
build the right management team for its new stage of
growth.

Private equity firms can also provide important con-
tacts through their supply chain and help companies
access channels previously untapped. “With most
middle-market companies, their biggest struggle right
now is growth,” Zecca said. “Lots of companies can ben-
efit from not just the capital but the advice and access
that a private equity firm can give them.”

Szigethy can remember a time not too long ago when
his firm employed zero operating partners. That num-
ber rose to six about five years ago and now has jumped
to 25 full-time former CEOs, CFOs and other C-suite
executives. The shift at Riverside is representative of
the changes in the middle market overall in the last
decade. Operating partners are now vital because the
competition for deals has increased. “You have to do

Culture Shocks

Private equity firms have always focused on
helping their portfolio companies transform
themselves and improve. But many now
must transform themselves as they evolve
from deal shops to solutions providers. This
has caused a shift in culture at many firms—
and some are finding it difficult to shift from
smaller partnerships with financial capa-
bilities to the new, larger operating-partner
model.

Béla Szigethy, co-CEO of the Riverside
Company, said that an influx of operating
talent at a firm can lead to jockeying with
the transaction side for influence over the
portfolio companies. But as long as the value
of everyone’s carried interest is increasing,
the industry should accept that this cultural
shift will be permanent.

“Without the operating expertise, it’s almost
impossible to compete,” he says. “By the way,
these folks are sharing in our carried inter-
est as well. So they have a strong interest in
increasing the value of our portfolio compa-
nies and working directly for our investors
as a result.”

something differently and without operating exper-
tise it’s almost impossible to compete,” Szigethy said.

Firms hope that by bringing on additional manage-
ment talent they can greatly increase the value of their
portfolio companies. “With most middle-market com-
panies, one of the areas they need help on is, ‘How do I
grow my business?”” Zecca said. “Because it’s not about
money anymore. It’s about how to grow the business
and get a share of a bigger pie. The fact that private
equity companies can now have operating partners



EXPERT TAKEAWAYS

Doing Your Homework

A middle-market company looking for a
private equity partner will hear a lot of good
presentations. A mistake many of these
companies make is to underestimate the
effort necessary in vetting these GPs. Cetting
the real story on potential partners means
more than looking at some financials and
taking a few meetings. It may require sit-
downs with many, many portfolio-company
CEOs.

“References are the best way of doing it—talk
to people who've worked with them,” said
Anthony Zecca, managing partner at J.H.
Cohn. “Do Google research on them and find
out what people are saying about them. So
many middle-market owners get so caught
up in getting the money that that’s all they
focus on, so they don’t really do the home-
work to make sure that’s the right partner
for them.”

who can come in and help that company is to me a big
indicator of change.”

As in any relationship, chemistry is key to making a
partnership work in private equity. When a company
takes on private equity partners, the company owner,
who’s likely been there for years and has established
a work pattern with his management team, has to
embrace significant changes. And if a conflict should
arise, how will it be resolved?

“If there isn’t a meeting of the minds on the strategy
of the business going forward and how that business
can realize the best value, then you've got a big prob-

lem from the beginning,” Leonard said. “We obviously
have to make sure we get along and see eye to eye with

the managers and owners.” And since it’s rare for any
deal to go perfectly, when there’s a rough patch good
personal relationships and rapport will make it easier to
overcome,

All private equity firms are looking for talented,
motivated managers to take portfolio companies to
the next level. At the same time, removing an under-
performing manager can be a difficult decision for any
firm, no matter how necessary it may be. Szigethy said
that knowing when to address the issue of replacing
management has proven to be a consistent challenge
over many of the deals he’s been involved in.

But waiting too long to pull the trigger can have
disastrous consequences. “If anything, the mistake
that private equity firms typically make is staying with
a manager too long despite underperformance,” he
said. Leonard agreed that in the cases when his firm
has had to make a change in the chief executive, it’s
usually waited a year longer than it should have.
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Expert Q&A

with Anthony Zecca

Managing Partner
Cohn Consulting Group, a
division of J.H. Cohn LLP

What challenges do
middle-market
companies face

as they grow?

What can J.H. Cohn do to
help private equity firms
connect with middle-
market companies in

need of capital and ideas?

What is QlikView?
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> For most of them the biggest issue they have is, “How do I grow?” For

”

some it is simply the fact that the ability to grow has outstripped the
talents of the team. A lot of middle market companies started from
scratch, the owner/operator grew to a certain level and they get to
a point where they hit a wall and they really don’t know how to get
beyond that wall in terms of growth. In that case, a private equity
firm can bring more professional management and more professional
talent to help the management team assess where the growth
opportunity is and to move beyond that.

Lots of times the management team is a homegrown team and they’re
not necessarily professional managers. Many of them have only worked
in that one company. So, they’ve never really been challenged to grow
and if the CEO is not of the type to really drive growth, everything
stagnates.

We at J.H. Cohn have thousands of clients and most of our clients
are middle market companies. So, we have many companies who are
potential candidates for private equity investment. We have a private
equity group within the firm that focuses on the relationship with
private equity firms in terms of understanding what they’re look-
ing for from an investment perspective. We can then marry that up
with the clients that we have that are looking for some form of exit or
capital to see if we can bring the PE firm deals that make sense for our
clients and make sense for them as well.

It’s a business intelligence platform. Through the QlikView platform,
management can access the thousands of data points that exist on
their IT systems, Excel spreadsheets, desktop applications or anywhere
the data resides and pull that data together and make meaningful
information out of it. Most financial departments spend man weeks
developing spreadsheets to try to get to theright information. QlikView
removes all of that because it takes all of the data and puts it into a
format that’s actionable, It removes the noise from all the numbers
and really focuses on the managing of the business. It easily reports
anomalies in the data and most importantly, provides a much clearer
picture of what the issues are and their root causes. Most importantly,
it provides insight into the future, it shows trends that are developing
in many cases before problems are created allowing management to
“manage” as opposed to react.

For more information, please contact Anthony Zecca at
azecca@JHCohn.com « www.jhcohn.com



Restaurant Science

by Kevin Ley

How Angelo Gordon uses proprietary data

to help its restaurant portfolio companies win

[ LEr ]

Benihana: The Japanese restaurant chain was recently acquired by Angelo Gorden,
which uses ‘mind-blowing’ data tools to help chains beffore strategic with each location

EVERYONE KNOWS THE THREE MOST IMPORTANT
factors in real estate are location, location, location.
That’s especially true when you’re looking for a res-
taurant space. Whether Anthony Bourdain is consult-
ing on your menu or you're carving slices off a slowly
twirling hunk of mystery meat, your location will
determine if you succeed or fail.

Traditionally, choosing a spot has involved equal parts
shoe-leather research and luck. Private equity firm An-
gelo Gordon is working to turn the search into a sci-
ence. The data it deploys in the service of its restaurant
portfolio companies is a good example of private equity
firms bringing solutions to middle-market companies.

The privately held firm manages $24 billion and the
restaurant industry is an increasing area of focus.
To improve its expertise in the field, in 2009 Angelo
Gordon hired Richard Leonard as managing director
of private equity and special situations. Leonard was
previously at Bruckmann, Rosser, Sherrill & Co., where

he built a reputation for helping grow a variety of
restaurant concepts, including Corner Bakery and
Bravo Brio.

Leonard said many management teams, asked why a
particular restaurant or store in their fleet is under-
performing, can offer only a general explanation, not
analysis. Leonard’s group has developed an algorithm
that combines several off-the-shelf software programs
in an effort to add a degree of predictability to a
location search.

“You've got millions and millions of data points that are
updated very frequently. And it’s not just demograph-
ics. It’s where the competition is, what the particular
location characteristics are,” he said. “Can you see the
sign? How many parking spaces are there? Who’s the
nearest competitor and where is he? Is there a good
school in the neighborhood? We look at the existing
stores in the system and see what made one successful
and one not successful. The range of data involved in
this is mind-blowing.”
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‘The range of data involved in this is mind-blowing’

Dealing in Demographics

Among the multitude of data, Leonard places particu-
lar importance on demographic information. Do people
live, work and shop in the area? Who are they? Where
are the competing restaurants? “When you think about
restaurants, one of the key things is you don’t want the
customers to drive past a competitor to get to you,” he
said. “If you're in a commercial area on a fairly busy
road and people are driving home and thinking about
where they want to go for dinner, you'd rather they
come across you first.”

Other critical data points include whether there are
shopping centers nearby and, of course, parking.
“Parking has for many years been very important,”
Leonard said. “For example, a singles-oriented concept
is going to need more parking spaces than a family-
oriented concept. And if you've got a requirement for
more parking spaces, you're going to find fewer sites
and pay more in rent to get them.”

Leonard’s information comes from a variety of sources,
including publicly available demographic and traffic
-flow information as well as third-party databases that
report who lives where. The use of this location soft-
ware was originally viewed as a novel concept at Angelo
Cordon, but Leonard’s track record spoke for itself.

‘Whenever we go out
for dinner I’'m asking too
many questions’

One success there was Logan’s Roadhouse, which saw
dramatic improvement in new-unit performance after
Leonard applied his algorithm. Bruckmann pur-
chased the chain’s 143 restaurants in 23 states for $486
million in 2006. It sold Logan’s Roadhouse to private
equity firm Kelso and Co. in 2010. By then it had added
40 locations and reported sales of $535.5 million for
the previous fiscal year.

Growing a Hot Chain

Leonard is now hoping for similar success with North
Carolina-based Firebirds Wood Fired GCrill, which was
acquired by Angelo Gordon in April 2011. The chain has
21 units in eight states—typically in “lifestyle centers”
and strip malls—and is looking to expand and become
a national player.

It’s too early to say if Leonard’s program can find the
locations necessary to make that happen. Benchmarks
he’ll be watching include sales-to-investment ratio,
which should be 1:1 or better, and ROI, which should
be at least 30 percent. Logan’s Roadhouse was opening
new units in the mid-20-percent range before imple-
menting Leonard’s program. Afterward that number
jumped to the mid-3os.

“Some companies, as they get more mature, are
running out of places to build, so you’ll have cash-on-
cash returns in the 20s or high teens. And that’s not
good enough growth,” he said. Rapid growth in a res-
taurant portfolio can tax a firm’s resources, though, and
Leonard’s program is designed to assist there as well. “If
you were used to opening five stores a year and now are
opening 30, unless you have a giant real estate depart-
ment you're probably not spending the time to think
about where these stores are going. The algorithm can
help with that.”

But Leonard knows his algorithm can’t do everything.
“These systems aren’t foolproof. When you walk into a
store of a competitor, ask the manager things like how
do they like working there, do they get good volume
and traffic, how does this store compare to the others
in their system? By and large they will be forthcoming
about that information—and though it’s anecdotal, it’s
important.”

Sometimes Leonard takes it too seriously. “My wife is a
good sport, because whenever we go out for dinner she
finds I'm asking too many questions.”
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L et’s talk

Let’s talk about J.H. Cohn’s expertise.
Advisors who combine industry-specific
experience with deep insight into today’s
complex capital markets. Unmatched
integrity. Unsurpassed results. If that’s
what you’re looking for in an accounting
firm, talk to J.H. Cohn.
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We turn expertise into results.

Dom Esposito,
Joe Torre Capital Markets Strategy
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Watch this authoritative three-part series in its entirety at

program 1: “More Than Just Capital”
program 2: “Candid Advice for Sellers”
program 3: “Tales of Value Added (And Plans Botched)”

This thought-leadership series is sponsored by J.H. Cohn.

Privcap content you may also enjoy:

Private capital has a new channel for thought leadership: Privcap.

Privcap is a producer of, and destination for, high-quality content for participants in the
global private capital markets. Through videos, podcasts, articles and supporting content,
Privcap delivers valuable context for private capital investment, allowing investors to make
better decisions and achieve greater success in the private capital asset classes.

Privcap’s digital content is universally accessible to all who register, and highly navigable.
Our goal is to produce the kinds of quality exchanges of intelligence that market partici-
pants expect from seminars and conferences, and to make these available online in a com-
pelling and evergreen digital format.

Our signature video programs feature talk-show style, panel conversations and interviews.

To learn more about how to use and benefit from Privcap content, and access our exciting
forward calendar, log on to www.privcap.com

Editorial
David Snow

Sponsorships and Sales
Cill Torren

Www.privcap.com
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