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OPTIMIZING THE
PE TECH STACK

Implementing ERP Technology Ecosystems
That Accelerate Portco Value Creation
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Today's Private Equity (PE) market is highly competitive; with more
firms with more cash chasing fewer targets, purchase prices are
going up while expectations for exit values remain high. At the same
time, PE firms need to compete for uniqueness in a crowded market.

To meet those expectations, PE and Venture Capital (VC) firms need
new ways to build portco value. The savviest PE firms now focus
on operational improvement initiatives like digital transformation.
Their strategies often include implementing ERP technology eco-
systems in their portcos. PE firms that select the right ERP tech-
nology and follow a robust implementation process create more
potential value.

INTRODUCTION

What exactly is an ERP ecosystem, how can it be effectively imple-
mented, and how can the right private equity technology stack build
operational value?

In this report, we'll apply our decade-plus of ERP implementation
experience to explain.

Median PE buyout EV/EBITDA multiples

14x

11.5x
12 10.9x

“The era when private equity was associ-

ated with mere financial engineering isa ™ S x
distant memory. After several cycles and x A:1° o B
events ranging from extraordinarily cheap N300 N .
capital to the credit crunch, most people = [ 3 N K

in the industry argue that private equity .

creates value through underlying business IR EHEHEEE x
and operational improvements.” < S MES N “1°

2009 2010 201 2012 2013 2014 2015 2016 2017 2018 2019
[ Debt/EBITDA [ Equity/EBITDA ——EV/EBITDA

Source: PitchBook | Geography: US
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Trajectory has spent more than 15 years helping clients implement ERP
technology ecosystems efficiently to maximize operational improvement.
Using our in-house ERP implementation methodology, we've guided more
than 25 North American PE and VC firms and their 100+ portfolio
companies through adoption of ERP and related solutions including
Salesforce, Boomi, FloQast, Expensify, OpenAir, Bill.com and more.

Along the way we've seen the value that efficient ERP implementation can
deliver for PE firms and their portcos. In this paper, co-authors Alex Olano
of Trajectory, Casey Conner of STé and Marc Craver of FloQast will focus
on how ERP technology can drive value generation, what an optimal
ecosystem looks like and how to ensure a smooth transition to a new ERP.

If it seems like you're hearing more lately about the operational
improvement mindset in the PE industry, it's because that's where firms
are finding value now.

Historically, many PE firms have looked at their
investments as a pure numbers game and had little interest
for hands-on operational changes. That view is rapidly
changing as other firms see the success of companies that
are driving real operational improvements and therefore
driving up EBITDA% and ultimately portfolio company sale
value.

~ Marc Craver - Director, Business Development, FloQast.

One way to achieve operational improvement is to update and streamline
technology. Some PE firms create their own operations teams to lead
improvement in their portfolio companies. Most firms, however, work
with a specialist operating team of experienced industry professionals
and consultants who bring their own playbook of technology systems
that they've chosen for compatibility, efficiency and long-term value.

PRIVATE EQUITY TECHNOLOGY STACKS, OPERATIONAL

IMPROVEMENT & VALUE CREATION
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However, not every portfolio company will see the same kind of return on investment
from ERP ecosystem implementation. Certain conditions offer the best return, and we'll
discuss those below. The timing of the investment matters, as well, to deliver optimal ROI
on exit. Value-creation goals need to be clearly defined from the start. And the data and
processes that the new tech stack supports should be worth the investment.

Let’s look more closely at each of these elements.

WHICH COMPANIES MAKE THE BEST CANDIDATES FOR
TECHNOLOGY INVESTMENTS?
LOOK FOR TECHNICAL DEBT

“Web-based technologies enable you to dramatically improve how you
run your business. You're a good candidate if you're looking to increase
market share, aggressively pursue cost reduction or greater efficiency,
or prevent customer-service problems.”

How likely to pay off is an investment in ERP and other tech implementation? Many PE and VC exe-
cutives say that the companies that benefit most from technology improvements?:

e Are middle market organizations

o Offer new products regularly and/or are expanding
operations internationally

e Need to upgrade their technology infrastructure in order to scale
e Need to migrate to a SaaS technology model

e Need systems that allow easy inclusions of add-on acquisitions or
exclusions of carve-outs

o Stability and support working remotely

e Increasing M&A activity

All these characteristics describe organizations that typically carry high levels of technology debt—also
known as technical debt.
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What is technology debt?

“Many targets are operating with legacy systems that don’t
adequately drive efficiency and the ability to adequately manage
the business in real time.”

IT and consulting experts have been debating the exact definition of technical debt for years. For
the purposes of evaluating the potential ROl on technology upgrades, Accenture’s Technical Debt
Model® is helpful. It describes four component costs of aging applications and IT infrastructure:

e Principal: the cost to maintain and remediate legacy technology

e Interest: the cost of workarounds required to cope with old technology, like process delays
and staffing issues

e Liability: the cost of outages, data breaches and other acute problems caused by aging infra-
structure and failed workarounds that require immediate, often costly, fixes

o Opportunity costs: growth and expansion opportunities that are missed because companies
are spending heavily on reactive tech maintenance and workarounds

For example, a company that last upgraded their tech stack a decade ago, then cut their IT budget
and now has everyone take extra-long “coffee breaks” twice a day because the database takes so
long to update is paying a lot of interest on their tech debt.

When hackers find their way into that poorly patched database and resell the company’s customer
data on the dark web, the company will face expensive liability costs like customer churn, remedia-
tion expenses and possible GDPR fines. Those added expenses—and the related chaos—will slow
down the company from developing new products and expanding into new markets.

Our example company is a clear, if extreme, candidate for an ERP technology ecosystem overhaul,
and outside investment may be the only way it will happen. When portfolio companies—and PE
firms themselves—have technology debt that's interfering with operations, cost management and
growth, the time may be right for a new ERP implementation.

However, not every target with lots of technology debt is a good investment. According to Alex Olano
at Trajectory, the technology upgrades are only valuable if the processes they support and the data
they have to work with are solid. When those foundational elements and the ERP system combine
to produce efficient business processes, clean and accurate data, and quick access to reliable infor-
mation for potential buyers, then real value is realized.
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WHEN TO INVEST IN ERP IMPLEMENTATION?
EARLIER IS BETTER

We advocate for implementing ERP and other tech stack upgrades early in the holding period, within
the first year or two.

In our experience, portfolio company leadership can find it difficult to sign off on ERP ecosystem
improvements, because the cost of implementation delivers a hit to short-term earnings. This is
understandable, given the cost of ERP software and the time required to install and customize
the ERP, integrate it with other software in the ecosystem and train employees on its use.

However, once the new ecosystem is fully implemented, the reduction in technical debt interest
and liability—in other words, the increases in operational efficiency, scalability, compliance and
security—add value well before the average five-year holding period ends.

7/20
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So far we've talked about the value an ERP technology ecosystem can
add in general terms. Now it's time to take a closer look at the specific
ways ERP implementation can add value and how well those value-adds
align with PE value creation priorities.

EY Analytics’ 2018 market research and interviews’ with EU-based PE
executives ranked their top eight portco value-creation steps:

Most Important Value-Creation Measures at Portfolio Companies

Most important value creation measures on a scale of 1 to 10

Operational cost savings 9.0
Clash flow optimization 8.6
Support function optimization 8.2
Digitalization and innovation 8.0

R&D 7.8

Value creation on top-line 7.6

Procurement savings 7.2

Channel/sales force effectiveness 7.0

Source: EY Analysis

Creating value throughout the private equity investment lifecycle in the digital era
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" & The right ERP solution can support many if not all of these steps.
In our experience, operational cost savings, support function opti-
mization, procurement savings and, of course, digitalization and
innovation are the areas where the ERP ecosystem can create the
most value.”

~ Alex Olano - President, Trajectorylnc.com

An ERP technology ecosystem that'’s properly customized and used by
employees who are fully trained can move the other value-creation steps
forward, too.

For example, when sales and marketing teams have efficient access to
unified, real-time data, they can connect more effectively with custo-
mers, who increasingly expect a high-quality seamless, personalized
experience, whether they’re making B2C or B2B purchasing decisions®.

The Customer Experience Stakes Have Never Been Higher

M Consumers Business buyers

713%

of customers are
willing to pay more for
a great experience

713%

of customers say one
extraordinary experience
raises their expectations of
other companies

84%

of customers say the

experience a company
provides is as importat as
its products and services

" “State of Sales” Salesforce Research, May 2018.
" “State of Marketing” Salesforce Research, December 2018.

* “Enterprise Technology Trends” Salesforce Research, May 2019. Salesforce Research
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The ERP’s capacity to help companies deliver a better customer experience can improve marketing
and sales effectiveness which leads to top-line value creation as well.

Because technology improvements support so many value-creation priorities and make scala-
bility easier, they translate into higher exit values. Marc Craver at FloQast says there are two ways
that ERP implementations can increase perceived value among buyers:

#1 During due diligence. When a target company can respond to prospective buyers’ requests
for data quickly and with detailed data, that indicates operational excellence. Although this
won't create higher value for the company, buyers won't discount a purchase or plan to spend
more money on systems.

#2 When comparing operational costs as a percentage of EBITDA to benchmarks. When the
target’s accounting or sales operations teams are not bloated, that indicates operational
efficiency supported by a good ERP system.

“Upgrading a portfolio company’s digital capabilities may not lead to
exiting the investment more quickly as it may take time to transform
the acquisition and get it running up to speed. But it should help you
develop the portfolio company to its fullest potential so that it either
performs better and increases returns, or fetches a higher premium
or multiple when it is eventually sold.””
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PRIVATE EQUITY FIRMS BENEFIT FROM TECH
STACK IMPROVEMENTS, TOO

“There’s often a disconnect between the use of technology in the PE
industry and in their portfolio companies. Think about it for a minute.
When was the last time that partners at your PE firm discussed the
tech stack of your organization?”°

Some private equity firms are carrying their own burdensome technology debt. However, as they see
the potential upsides of ERP implementation for their portfolio companies, they're increasingly looking
to make upgrades to generate value in-house.

The right ERP can make PE firms more operationally efficient. For example:
o Streamlined data handling can give managers a single view of clients, vendors and portco data.
+ Asingle source of data can also enable more complete and nuanced financial forecasts.

e Automation can reduce the amount of work hours required to create specialized reports for
compliance and taxes, freeing up employees to work on higher-value projects.

There's another benefit. A PE firm that’s using the same kind of tech stack as its portfolio compa-
nies is more in tune with what those companies need, what they can accomplish and where both
portcos and PE firms can create value.

11/20



www.trajectoryinc.com

12/20

Now that we've examined the value ERP ecosystems can deliver, let’s look at how they're created.
We'll start with ecosystem structure.

There's more than one definition of technology ecosystems. We like this explanation from Brett
Jones of Nielsen Connect Partner Network:

“Ecosystems are about dynamic interactions between people, soft-
ware, data, systems and services. But what makes them unique in the
world of technology is the streamlined flow to connect, share, grow
and transform together.**

Within the wider technology ecosystem, the ERP technology ecosystem is the combination of
technology applications that enable efficient and scalable functioning of core business processes
including HR, Finance, Financial Planning and Analysis.

THE ERP TECHNOLOGY ECOSYSTEM & PLAYBOOK

It's a good practice for PE firms to segment their portcos by vertical and technology maturity tiers.
This allows for an understanding of the type of technology stack to build out. The complexity of
the ERP ecosystem and the need to tailor it for each portfolio company are why private equity
operations teams build ERP playbooks. With a list of the top tools, knowledge of how they work
together and the skills required to install and configure them, operations teams save time and
money getting portco technology improvements up and running. Here's an example of a stack for
a typical middle-market company:

PUTTING IT ALL TOGETHER

| ERP, PORTCOS & ECOSYSTEMS
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Here's a case in point. When working with portfolio companies, Trajectory’s expertise centers on
the implementation of top ERP technology applications that work best together to save our clients
time and money. Our tech playbook typically includes:

Oracle NetSuite: to control the complete back office & financials

FloQast: to help reduce the month-end close time & boost accounting collaboration
Expensify or Concur: to easily manage & approve expenses

AvidXchange: for a hassle free A/P bolt-on

Avalara: for easy tax processing across multiple jurisdictions

Salesforce: prospecting & contact management

Open Air PSA: project work management for professional services

TIPS FOR OPTIMAL ERP TECHNOLOGY
ECOSYSTEM IMPLEMENTATION

ERP tech stack implementation is only valuable when it goes smoothly.
These suggestions are based on our 15 years of experience helping
clients with ERP implementations and our partners’ experiences opti-

mizing tech ecosystems. We're also sharing some recommendations
from Kearney’s interviews with portfolio company CEOs in How PE
Operations Teams Create Value, a quick read we highly recommend.*?


https://trajectoryinc.com/netsuite-partners-case-study/
https://trajectoryinc.com/netsuite-partners-case-study/
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#1 Timing is everything

The ideal timing of ERP technology element selection and
implementation can be broken into six steps, from pre-diligence
through to the five year mark. This allows you to have unique
KPls, to measure operational improvement, measuring the pro-
gress of the company through each phase.”

~ Casey Conner -Operations Investment Executive,
STépartners.com

e Due Diligence Phase: Business requirements identification and technology
solutions selection. It's important to have an implementation game plan
outlined before the acquisition takes place.

e Day Zero: Portfolio company acquisition.

e 1 to 90 days: Technology vendors start implementing systems.
e 3to 18 months: Complete technology projects.

e 19 months to 3 years: Refine technology solutions.

e 3to 5years: Focus on exit, technology changes should
be at a minimum.

#2 Engage the operations team early

Overall, 20% of portfolio company CEOs think operations teams should get involved during due dili-
gence. For underperforming firms, 66% to 90% of portfolio company CEOs reported that operations
teams did not get involved until well after acquisition."?

As outlined in the ideal timeline above, the due diligence phase is when the critical activities of
business requirements identification and technology solutions selection should take place. Delaying
these activities delays the time to implementation and subsequent value creation.

15/20



www.trajectoryinc.com

16/20

—n-n-nu-- =

e. |
6

#3 Set realistic priorities for SME involvement

While portfolio company CEOs want operations teams to help identify and prioritize initiatives on
which to focus, they warn that operations teams should keep in mind portfolio company resource
and time constraints. As part of the evaluation stage, PE firms should assess whether it's realistic for
a portfolio company to achieve the implementation of an ERP technology ecosystem.

#4 Establish rules of engagement early

Portfolio company team members need to understand what is expected of them and what the com-
munication procedures and consequences will be if their responsibilities aren’t met. To accomplish
this, PE firms operations teams should clearly communicate their responsibilities and accountabilities
up front.

Sixty percent of all portfolio company CEOs told Kearney that this was not the case. For under-
performing firms, 80% of CEOs said there wasn't good operations team accountability discussion
up front. *2

#5 Work from exit strategy backward

One of a PE firms’ strengths is analyzing the longer-term strategic time horizon and determining the
best immediate strategic initiatives to maximize exit results. This analysis should be a key driver in
determining whether or not implementing an ERP technology ecosystem is the correct move.

#6 Effective KPI design and tracking

PE operations teams should clearly identify the KPIs that they are tracking for a portfolio company.
Teams should also determine if accurate KPI information is readily available via the current technology
infrastructure or if a different technology infrastructure is required.
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A TAD ABOUT TRAJECTORY INC.:

Trajectory is a Private Equity Due Diligence Partner. We specialize in ERP implementations,
optimizations, integrations & rescue. Our 100% focus on ERP allows for tailored & hassle-free service
delivery and ability to engage on either side of the transaction. Operational improvement is better with
reliable technology partner, we pair up with the top PE team to help ERP muscle to their value
creation practice.

Trajectory helps middle-market portfolio companies

tra (XN Xo In these Verticals
) @ Software & Technology

@ Professional Services

® Wholesale & Distribution
@® Manufacturing

@ Retail & eCommerce

(AN NN N Ne Move From These systems

@ Microsoft Dynamics
®Sage

@ Infor

® QuickBooks

(A NN NN NNNNNe To Realize These Benefits

® Fast Month-end

® Unified View of Data

@®Real-time Management Reporting

® Contract Renewals

@®Revenue Recognition

® Budget Forecasting & Planning

@ Project Profitability

® Audit Transparency

® Subsidiary & Currency Management
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