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PRIVATE EQUITY & NETSUITE ERP

VY

AN ERP CAN CREATE RETURNS OF 10% to 209% ON THE EQUITY
INVESTMENT FOR A PE FIRM'

When it comes to creating operational value for a portfolio company

(portco), few technology improvements can be as efficient & effective as a

223

cloud ERP system.

nvoice Mo 0000001

Customer ID

Date

IIIIUIBE

As Private Equity groups compete to stay relevant (in a very crowded
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1 market) in their niche, there is a need to continually innovate the
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2W st , SUQ , 8888
8

456 Pellente

N b boost portco performance.

Bill to: Curabitur

In working with Operating Groups on NetSuite ERP projects

thatere-

(pretransaction till exit), we' ve summarized the absolute essentials that
the Operations Group needs to keep in mind when engaging with ERP as

part of the value chain.

| WHAT WE'LL COVER:

_

» |f a target company has an existing ERP, is it a critical consideration at
the beginning of a deal?

« When to involve an ERP Diligence Partner / Integrator to optimize
value add?

« How to actively avoid the common problems of typical ERP
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implementations.

» The checklist of portco operational improvement areas affected by an
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ERP project.

* The checklist on how to spot ERP opportunity within a deal.

The need to review ERP appears twice in a typical PE transaction, first
during the pre-investment operational due diligence phase and second
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during the post-investment operational improvement phase when an ERP
can create returns of 10 to 20% on the equity investment for a PE firm.

We noticed PE Operating Partners are moving their involvement to earlier
in the deal cycle. They were typically called in post-transaction, but now,
we are seeing more and more early involvement in pre-transaction to abet
the diligence efforts; similarly, the consideration for technology-related
value creation has aslo moved earlier in the deal cycle. No longer an
afterhought, but a critical part of the deal process.
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1. Oldroyd, G. (2016). Operational Improvement the Private Equity Way. [Blog] INSEAD Knowledge. Available at:
https://knowledge.insead.edu/blog/insead-blog/operational-improvement-the-private-equity-way-4903 [Accessed 10 Sep. 2018].
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PRIVATE EQUITY & NETSUITE ERP
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DURING DEAL SOURCING, AN ERP PARTNER IS NOT REQUIRED,
ALTHOUGH INVESTING IN A COMPANY WITH A WORKING ERP IS A
NO-BRAINER

PE DEAL FLOW - PRE INVESTMENT®

| DEAL SOURCING STEPS

A company
decides to sell &

hires investment
bank

Investment Bank
preps & distributes
pitch book to PE
firms

PE firm decides to
Bid or Skip?

Company Selects
Top Bidders

Company Selects
Best Bidder for

Exclusivity

Due Diligence, ex:
Financial & IT

Deal is closed,
ownership rights to
company aquired

Let's take a look at a typical PE deal and spot when ERP comes into the mix.

The discovery of a target company (company to invest in) and initial assessment
for acquiring at the beginning of the process are more commonly known as
‘deal sourcing’ (the steps on the left). Deal sourcing is commonly done via a
financial intermediary. Technology diligence is not the primary focus of deal
sourcing as a PE firm looks into the general picture of the target company.

| DUE DILIGENCE STEPS - WHERE ERP MUST BE CONSIDERED

So far we know that during deal sourcing ERP isn't top of mind, let's continue on to
the Diligence steps. During this phase, financial models are built and

company specific information is gathered to truly understand what works and what
doesn't within the back-end operations of the target company (the potential portco).

Once the PE group signs the NDA and puts a ‘solid’ first-round bid, it is given
access to confidential information in what is referred to as ‘virtual data rooms'. Key
detailed company operational data (hnumber of subsidiaries, inventory, vendors,
labor cost etc) is made available to the PE group at this stage.

Many times, that operational data is coming from an ERP system (or multiple
fragmented data sources, which hinders sound decision making).
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PRIVATE EQUITY & NETSUITE ERP

AN ERP INVESTMENT IS FOUNDED ON BUSINESS RETURNS THAT VY

OUTWEIGH IMPLEMENTATION COSTS. SIMPLY PUT, ERP DOES
NOT PRINT MONEY—IT TELLS YOU WHERE TO FIND IT”

PE DEAL FLOW - PRE INVESTMENT CONTD

In a situation with two companies being similar, it's a no-brainer to invest in a
company with an ERP system (one that works) as the PE team can gather clear and
concise performance metrics from across various business areas such as

manufacturing output, revenue, sales, inventory etc. However, the target company

-— ,é not having an ERP, in itself, also presents an attractive operational improvement
' opportunity.

f h = For example, assume a company heavily relies on inventory management - a
% 7  fragmented Information Technology (IT) environment or the use of excel sheets can
77 give you a count of inventory but not include data from the sales team on which
inventory is pending sales. So to accurately assess the inventory, someone has to
consolidate reports from two or more systems or be content with a half-baked

picture of the company. To add, this will cause hours worth of manual work to even
understand if the company is worth investing into.
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ERP SHOULD BE A CRITICAL CONSIDERATION WITHIN IT DUE

DILIGENCE AS IT DIRECTLY CONTROLS BACKEND OPERATIONS
OF A PORTCO & PROVIDES EXECUTIVE INSIGHT.
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PRIVATE EQUITY & NETSUITE ERP

PE DEAL FLOW - OPERATIONAL IMPROVEMENT

MANAGING THE PORTCO & BEYOND

Day One (WHERE ERP IS IMPLEMENTED)

(of ownership)

Once the deal is closed, the key phases are managing the portfolio company,
creating value and exiting the investment. A big part of value creation for PE
PE Value Add: firms is in the operational improvement phase when the ‘Operational team’ for
il the PE firm provides expertise that the portfolio company may otherwise not

Operations, Financial .
have (many times top management roles are shuffled in this phase).

Operational improvement will increase the rate of EBITDA growth and margins

Exit | . . . . . . .
x::,it':':iti';ﬁ"t will also likely lead to the business value being set on a higher earnings multiple

performing PortCo in a sale or IPOS

At this stage, a seasoned PE team will evaluate the IT & Financial structure of the
company - planning to create operational value with an ERP such as NetSuite.

Financials: is month end accounting taking over 7 days? Are financial reports easily accessed with

trustworthy data without manual workarounds? Can the team easily tell the most profitable

products & lines of business?

4{\3 Business Process Optimization: are departments in silos, not really moving as one, is everyone
ﬂ moving toward the same organizational objectives?

§ Inventory Control: is there an opportunity to consolidate fragmented inventory tools to one solution
A2 to control inventory operations?

P Sales & Customer Organization: is customer information readily available to aid sales & marketing in
& relevant selling & support? How are opportunities tracked and ranked, does the business have clear
insight into the accurate sales forecast?

= Reporting Intelligence: do executives have access to real-time, relevant reports to be enabled to

|:|EI[||]|:| make smart growth decisions?

| PE BACKED CASE EXAMPLE:

The Riverside Company invested in Blue Microphones in 2013. As part of sale, Blue saw an opportunity to
modernize the IT enviroment to handle (in one system) multiple currencies, inventory, orders, reporting and
even incorporate customer feedback to products in one system.

Implementing NetSuite ERP helped Blue save $80k annually on overhead, increase order accuracy &
fulfillment and provide real time access to its 3PL partners to fulfill orders from various countries.

Prior to exit announced in 2018 (to sell stake to Logitech), Riverside helped Blue enhance sourcing,
production, improve brand awareness, grow distribution, grow annual sales over 20% and increase earnings
about four times.
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TOP OPERATIONAL IMPROVEMENT INITIATIVES®

HERE'S HOW NETSUITE ERP BENEFITS OPERATIONAL IMPROVEMENT

Operational Money Complexity NetSuite Where
Improvement Area Multiple & Risk ERP Feature NetSuite Helps
IT Systems Upgrade 0 1-0.2x SPRD Core ERP Functionality (:)
Financial Reporting & MIS 0.1 - 0.5x &P Reports & Analytics - @
Sales Force Optimization 0.1 - 1x o CRM - @
Lean Manufacturing 0 1-0.5x bk Manufacturing Light o
Supply chain optimizaiton 0 1-0.5x 5 Warehousing & Distribution o
Change of Manufacturing Process 0 .1-0.5x e Advanced Manufacturing (:)
Pricing 0.5 - 1x ltems Management 0
SG&A Overhead Reduction 0 1-0.5x O General Accounting o
Purchasing Cost Reduction 0 1- 0.5x O Advanced Purchasing Management o
Logistics Optimization 0 1- 0.5x Warehousing & Distribution o
Marketing Strategy 0.5 - 2x B Marketing & CRM @
Major Acquisition Integration 0.5 - 2x SbER
Minor Acquisition Integration 0 .1-0.5x OB
Factory closure / relocation 0 1-0.5x LB
Waste Reduction 0 .1-0.5x &
Energy Use Reduction 0 .1-0.5x ODb
Offshoring/Outsourcing/Inshoring 0 1-0.5x SDp
Working Capital Optimization 0.1 - 1x
Channel strategy/optimization 0.5 - 1x &b
Customer First Culture Change 0 1-0.5x S
Property Sales 01-1x &b
Pensions, Insurance,lax 0.1- 0.5x oD
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PRIVATE EQUITY & NETSUITE ERP

HOW 10 AVOID COMMON ERP MISTAKES

OUR 2 CENTS - BASED ON 84+ PE ERP PROJECTS

You'll often find that PE ERP projects are aggressive in time, scope and budget, so as "Day

One" looms you'll need to consider the below factors to prevent common mistakes PE firms
tend to make when implementing ERP for the portfolio company.

1. SELECT THE RIGHT PARTNER

9 Without a reliable ERP partner/integrator, the improvement of
operational performance expected from ERP does not materialize
primarily due to a lack of experience, resource allocation,
fragmented data and lack of clear business requirements &

objective direction. You need to choose a firm that has people
iIN-house, has experience with PE projects and has a rigorous
documented methodology.

@ 2. ENGAGE EARLY

- The Operations Team is already under a tight deadline to deliver
results to the portco, so engage the ERP Integrator as the deal is
closing so that the Ops team has enough runway to get full
engagement & required materials from the portco team.

“' 3. FOCUS ON DATA

> Failed data migration is a well-publicized issue of ERP projects,
focus on data from the get-go, and ensure to focus on migration
from requirements to post go-live. Remember, reliable data easily
accessed in one place will help understand where efficiency gains
can be made to boost profitability.

o 4, HAVE CLEAR REQUIREMENTS

8. Get an on-site session planned for a couple of days to really
understand the portco's business processes. Capture the
requirements and solution and leave no stone unturned, ensure all
parties are bought-in with what is being proposed prior to kicking
off the implementation and objectives are clear.

%ﬁ?ﬂ% 5. PLAN FOR ADOPTION
Executives must be bought in and adoption should be a warm-up
process and not a big bang hit after the implementation. All users
affected by the ERP MUST be given use-case scenarios to practice
throughout the project in order to accommodate for a smooth

transition.
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PRIVATE EQUITY & NETSUITE ERP

NEXT STEPS

INFORMED DECISION MAKING STARTS HERE

rQ\% 1. MEET TO ESTABLISH CONTACT

1V
Reputation is paramount, we'll meet to verity we're a good
fit to your team & value chain, go over your ERP needs &

establish basic rules of engagement.

[;:,Tl 2. ASSESS PORTFOLIO ERP NEEDS
We'll help you with ERP pitches & proposals along with full
project planning and presentations to portco C-Suite.

@':_.Iﬂ 3. PLAN & CONQUER
Dedicated staff will be assigned to know your project

approach, this way we can have boots on the ground in
no time when needed, whether at your offices or at the
portco’s.

|] 4. REVIEW & OPTIMIZE
X We're big on lessons learned, after every implementation
we'll review the nuts & bolts to ensure for consistent, qual-
ity delivery to your portcos.

| A TAD ABOUT TRAJECTORY

» [rajectory Incis a leading NetSuite ERP Partner firm servicing
United States, Canada, and Europe.

* We have supported over /0 carve-out and merger
transactions completed by 15 different private equity &
diligence teams.

« We are a boutique, with focus only on NetSuite, we believe
that focus is the only way to reach true expertise and a
catered client approach.

« Qur talented, in-house team supports: requirements
gathering, full implementations, recovery, assessments,
integrations & on-going support.

1.877.738. 1657
TRAJECTORYINC.COM
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PRIVATE EQUITY & NETSUITE ERP

SPOTTING PE-ERP OPPORTUNITY

WHEN TO INVOLVE AN ERP PARTNER TO DRIVE OPERATIONAL VALUE ADD

@ Company Class: Mid Market company aiming for rapid
growth via optimization of the current state in order to prep
for fast scaling.

PE Deal Flow Stage: Due Diligence, when you're about to

[

sign the deal and know ERP revamp or implementation is
needed.

Deal size: $10M-$200M.

Investment exit strategy: For instance, if the idea is to sell

[

the company to a bigger public company which might have
its own ERP system then NetSuite makes sense in the
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Timeline & TSA: Aggressive, since NetSuite is a

[

cloud-based ERP, the implementation timeline is way shorter

than most ERPs that were not built as a SaaS from the
ground up. A brisk 100 days can get you live with core
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operations functioning and reporting clean financial data.
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@ Multiple Locations: when the portfolio company has
locations in multiple states and countries, is growing and
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needs an accounting system to support multiple currencies

b

and tax jurisdictions.
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@ Low Enablement Cost: when the portfolio company wants
to grow at a steady pace and doesn't want to be hit with a
large technology bill upfront. NetSuite grows with the
company business processes.
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@ Analytics Clarity: when the portfolio company is looking to
get insights on multiple of its functions in one place, in real
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time, ex: sales leads, revenue, outstanding invoices, vendor
bills, customers, orders, products for sale, inventory, etc.

@ Merger & Acquisition Simplification: Many PE firms inte-
grate major or minor acquisitions into their existing portfoli-
0s, this process has to be fast, robust and predictable. In
turn, successful PE firms which deal with specific niches,
stick to NetSuite ERP for as much of their portfolio as they
can in order to have centralized visibility into portfolio

performance.
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THE WRITERS

SO, SHOULD A PRIVATE EQUITY FIRM CARE ABOUT ERP, THE ANSWER IS
ABSOLUTELY. POTENTIAL RETURNS OF 10% TO 20% ON EQUITY INVESTMENT
COULD BE GENERATED THROUGH OPERATIONAL IMPROVEMENTS BY ERP.

VY

AKASH AGRAWAL IMRAN SELIMKHANOV
Private Equity NetSuite Consultant  Private Equity ERP Diligence Partner

Trajectorylnc.com Trajectorylnc.com
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