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I. Deal Overview
Region: United States 
Deal Size, Term: $200M, 7 yrs
Commitment: Up to $20M 
Price: 99.75 
Security: First Lien Senior 
Secured 
Covenants: Springing 1L Lev 
(RC) 

Sector: High Tech Industries 
Pricing / Amort: L+450 (1.00% 
Floor) / 1.00% Amort. 
3 Yr Yield: 5.93% 
Call Protection: 101 soft call for 
six months 
Unlevered IRR: 6.66% 
Unlevered IRR (Excl. OID): 6.61% 

II. Borrower Overview 

• ABC, Inc. (“ABC” or the “Company”) is a pure play Digital Transformation services provider that designs, builds and 
integrates custom software for enterprise customers 

• The Company has a unique service delivery via cross-functional teams that are integrated into client’s organizations (on-
site or virtually) and through on-shore, near-shore and off-shore centers around the world 

• ABC covers a wide spectrum of industries, with a particular expertise in financial services, retail, travel and 
transportation, business services and technology 

• As of 6/30/17, ABC had LTM Revenue of $492.0M and PF Adj. EBITDA of $43.5M (8.8% EBITDA margin), with LTM 
9/30/17 estimated to be $514.4M and $49.6M, respectively 

III. Industry Overview 

• The adoption of digital solutions is disrupting the traditional competitive landscape of the IT project– based services 
industry 

• The Digital Transformation market, estimated at approximately $392B, presents an enormous opportunity for companies 
in the industry 

• Over the past three years, the IT advisory industry has undergone a substantial change alongside technologies such as 
Mobile, Cloud Storage, Data Analytics, and Machine Learning 

• Vintage IT advisory firms are struggling to play catch-up and build their own digital presence 
• There is a race amongst corporate players to leverage Digital Transformation and new technology to drive competitive 

advantage 
• IT solutions today encompass the entire enterprise, with an extreme focus on workforce collaboration and technology-

enabled services as part of new “smart” product offerings 
• The IT services industry will continue to see smaller, niche firms with digital specializations beat out larger advisory firms 

for business 

IV. Transaction Overview 

• On 8/23/17, XYZ Partners (“XYZ” or the “Sponsor”) entered into a definitive agreement to acquire 100% of ABC for 
$785M (representing 18.1x LTM Adj. EBITDA of $43.5M) 

• The transaction will be supported by a financing package consisting of: 
• $35M 5-year Revolving Credit Facility (undrawn at close) 
• $200M 7-year First Lien Term Loan priced at L+450 / 1.0% / 99.75 
• In addition, the Sponsor will provide total cash equity of $645M (~76% of total capitalization) 
• Includes $129M of retention payments to ensure successful ownership transition 
• $47M of retention payments will be paid at close of the transaction 
• $564.0M of the total cash equity will be paid at close of the transaction with $81.0M to be paid up to 12 months post-

close for contingent retention payments 
• Total Leverage and Net Leverage will be 4.6x and 3.7x (LTM PF Adj. EBITDA of $43.5M) 
• Ratings: B2/B- (CFR); B2/B- (1LTL) 
• Arrangers: CS (Left), HSBC and Nomura 
• Commitments are due on 10/6/17 (revised from 10/10/17) with closing to occur in Mid-October 

ABC

V. Key Investment Considerations
• Attractive End Market With Secular Tailwinds 

• Total addressable market is diversified, sizeable and growing at 20%+ as spend moves from traditional IT 
into revenue generating technology development 

• IT budgets are increasingly being allocated to business units for revenue generating technology 
• Differentiated Value Proposition in Next Generation IT Services 

• The Company is a global end-to-end service provider of high-end and complex Digital Transformation 
projects enabling customers to deploy a unique digital platforms 

• Management consultancies (who are considered competitors) often partner with ABC to offer high-end 
complex services 

• Growing Long-standing Relationships With Blue Chip Customer Base 
• The number of total accounts (414 as of 2016) has grown by a CAGR of 9.3% from 2012 - 2016, 

highlighting the Company’s ability to continually bring in new accounts 
• 10 year average relationship length with top 10 customers 

VI. Key Risk Considerations (Please Refer to Page 6 For Further Details) 
• Customer Concentration 

• The top ten customers account for ~37% of total Revenue with its top customer (Barclayscard) accounting 
for 7.5% of Revenue 

• Mitigant: The Company has increased its total accounts from 300 in 2013 to 416 in 2016 further diversifying 
away from its top ten customers, in addition its top 10 customers in aggregate has increased revenues 
since 2013 from $110.5M to $160.3M in 2016 

• Project Based Engagements Without Long-Term Contracts 
• As customers increasingly outsource software development to ABC, the Company works on engagements 

that are project based and non-recurring 
• Mitigant: The Company continues to specialize in high-end digital transformation projects with agile 

development that makes the Company sticky from customers who have complex demands 
• High Competition 

• The Company competes in a highly competitive industry with three archetypes of players: (i) large scale 
transformation leaders, (ii) traditional players and (iii) digital specialists 

• Mitigant: ABC is differentiated in the market driven by: (i) innovative software development methodologies 
and superior talent, and (ii) a though leader in Agile development (which has sufficient room for growth) 
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VII. Business Overview

• ABC is a premier global information technology (“IT”) advisory business
❑ As of 9/22/17, the Company had ~4,700 employees across 42 offices in 16 countries
❑ For the year ended 2016, approximately 51% of the Company’s professional services revenue was 

generated from customers outside of the United States
❑ The Company specializes in the design and delivery of customized software solutions and integrated 

advisory services (“Professional Services”)
❑ As software systems continue to evolve, emphasis is shifting to fast and recursive (“agile”) 

development approaches which can respond quickly to changing customer needs and business 
requirements

❑ The Company is positioned as a thought leader in the industry and its clients recognize it as capable 
of delivering solutions to problems competitors have been unable to solve. ABC’s reputation is 
supported by a highly talented developer base and a company culture that encourages employee 
engagement with the software community

• The Company’s specializes in the following IT services:

VIII. Customer Overview 

• ABC has built a strong base of over 400 customers, many are multi-national, Fortune 1000 companies; 
top customers include: Barclaycard, Credit Suisse, McKinsey and Sysco 

• ABC’s clients are industry leaders facing stiff competition, and they rely on the Company’s profound 
technology expertise to service rapidly evolving consumer needs 

• Because of ABC’s ability to spot and impact tech trends ahead of the mainstream, clients are afforded 
the chance to disrupt their industries and leverage a first mover advantage 

• ABC is working with financial services clients to redefine payment platforms, advising retail clients to 
better utilize consumer big data analytics, and enabling air travel clients to translate booking 
information into strategy defining business intelligence 



Credit Memo

Confidential. Do not copy or distribute. 3

IX. Projected Cost Saving Initiatives 

• ABC expects margin expansion over the next 5 years driven by rationalizing SG&A as the Company’s 
current spend is 1000bps+ greater than industry standard 

• ~6% margin improvement potential without impact to core culture 

• In the event of a downturn, cost savings measures are expected to take approximately 2-3 months to 
implement with many of the cost savings measures resulting in an immediate uplift 

• The Company has the ability to reduce costs by ~8% in downturn without impacting revenue 

X. International Footprint 

• ABC offers full global service to its international client base, currently operating 42 offices in 16 
countries, with 73% of the Company’s workforce based outside North America and Europe 

• The Company’s Revenue is split across the following regions: 

• Staffing of offshore and near-shore resources is dependent on 1) the geography / time zone of the 
client and 2) the scale of the assignment 

• For example, China typically supports the Australia business while India will support the U.S., 
Australia and Europe 
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XI. End Market Trends 

• The Company is diversified, sizeable and growing at 20%+ as spend moves from traditional IT into revenue generating technology development 
• Next generation IT services markets are diversified with each sub-market presenting several cases / technologies; ABC currently serves most of these use cases, especially in high-end complex engagements 
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XII. Historical Financial Summary

• ABC achieves superior gross profitability, maintaining gross margins of between 43% and 46% from 2012 
through 2016. The Company’s elite margin profile is the result of its premium offering and ability to charge 
higher bill rates than its competition 

• ABC’s Adj. EBITDA has grown by a 20% CAGR from 2012 to 2015 
• Despite achieving impressive gross profitability levels, the Company’s Ad. EBITDA margins have been 

depressed by 1) increased corporate management investment and 2) substantial geographic investment 
• Variability in adjusted EBITDA margins is the result of movement in 1) utilization levels and 2) corporate and 

infrastructure investment – both of which relate to the company’s geographic expansion plan over the past 
decade 

• ABC typically spends 2% to 3% of net revenue on capital expenditures, investing in new hardware for 
consultants (laptops, mobile devices, etc.), office maintenance and furniture, leasehold improvements, and 
certain software purchases 

• Over the past four years, ABC has had working capital outflows of ~2.5% to 3.5% of net revenue. This has 
been driven by double-digit revenue growth and the resulting increase in accounts receivable 

XII. EBITDA Reconciliation
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XIV. Historical Quarterly GAAP Financial Summary

• Continued momentum in topline growth, increasing more than 14% in 1H 2017 versus the prior year period
❑ Revenue growth driven primarily by India, Germany, China and Australia 
❑ Demand continued to be robust across much of the ABC footprint, particularly in Europe 

• Operating Income declined in H1 2017 as compared to H1 2016 
• Lower than targeted utilization in the U.S. despite continued revenue growth 

❑ Various initiatives have been implemented, with utilization now running at targeted ranges for Q3 
2017 

• Decreased reimbursable travel expenses in 1H 2017 versus 1H 2016 

❑ Attributable to assigning PS employees to new countries (e.g., Spain, Chile) 
❑ Expected to normalize over time as ABC hires locally 
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XV. Industry Thought Leader 

• ABC is an industry thought leader with high brand equity in the technology industry 
• ABC has established itself as a tremendous contributor to its professional field with over 100 published 

books and 50 open-source projects 
• The publication has over 40,000 subscribers globally and was accessed by 1.1 million people between 

the last two releases. 
• With the ability to bring together the most capable, driven, and passionate people, the Company drives 

its thought leadership, all while keeping diversity a top priority 

XVI. Business Transformation 

• ABC was founded in 1993 by XYZ
• Since its inception, the Company has committed to developing leading edge technology 
• This strategy forms the backbone of ABC’s approach to software development. XYZ is an established 

and well respected thought leader in the software industry, and he has been a cultural and intellectual 
leader for ABC

XVII. Sponsor Overview

• XYZ Partners is a global PE firm with a focus on long-term investment in growth companies 
• Raised and advised funds > $48bn; 
• Four Sector Expertise: Tech, Services, Healthcare and Consumer 

PE focus >$48bn ~100

One fund, focused 
on Private Equity 

investments, 
globally

Assets under 
management, 

globally

Number of 
investment 
professional 
worldwide

1968 Global 4 Sectors

Year in which AP 
Partners was 

founded

8 offices worldwide, 
soaring 4 
continents

Specialist 
investment focus

ABC Select Open Source Software Tools 
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XVIII. Risk Consideration - Project Based Engagements without Long-Term 
Revenue Streams 

• ABC engagements are project based and are non-recurring and often times are lumpy in nature as shown 
by Revenue from Customer Cohorts 

• Mitigant: The Company has strategically specialized in high-end digital transformation projects that make the 
business sticky from top enterprises who have complex projects 

• In addition, ABC has continued to sustain revenues by having high customer retention of ~86% retention 
rates 

• The combination of sizeable new account adds and organic revenue growth with existing customers has led to 
the growth of high revenue generating accounts 

• The number of clients generating over $1M in annual revenue increased from 58 in 2012 to 86 in 2016 
(10.3% CAGR) 

• The Company generally has 80+% revenue visibility for the next twelve months and 95% revenue visibility 
for the next 3-6 months 

XIX. Risk Consideration - Customer Concentration 
• The Company has high customer concentration with its top 10 customers accounting for 37.3% of the total 

Revenue in 2016 
• In addition, the top customer (XXX) accounts for 7.5% of Revenue in 2016 and has been doing business with 

ABC since only 2014 
• Mitigant: ABC continues to increase total accounts ands further diversify every year since 2013 

XX. Risk Consideration - High Competition

• The global landscape for IT advisory has evolved into a highly competitive marketplace structured around (i) 
large multinational advisory companies like Accenture, Cap Gemini, IBM Global Services, and Sapient; (ii) off-
shore service providers in lower-cost locations, particularly in India, such as Wipro, Infosys and Cognizant; (iii) 
start-ups and local boutiques; as well as (iv) in-house IT departments of large corporations that use their own 
resources 

• Mitigant: ABC’s quality of earnings relative to competition is evidence of the high-end, more complex digital 
work delivered by a superior & motivated workforce 

ABC
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XXI. Financial Summary – Bank Case Bank Case Model Assumptions

Revenue 
• 2017 to 2022 revenue CAGR of 18.3% driven by headcount expansion and bill rate improvement; 

consistent with historical performance and market growth 
• Model projects 2017-2022 Professional Services headcount CAGR of 15.4% 
• No new geographies are assumed over the projection period 
• Bill rates have been conservatively projected to increase at ~1.7% CAGR over the 2017-2022 period 

Gross Profit 
• Gross margin projected to remain broadly flat at 44% 
• Margin conservatively assumes cost per Professional Services employee to grow ~5% annually, which 

exceeds projected bill rate growth and historic salary trends 
• Utilization projected to improve from 65.7% in 2016 to 68.6% in 2022 

Adj. EBITDA 
• ~470 bps of total Net Operating Income (“NOI”) margin expansion (2016 – 2022) driven primarily by 

cost savings and cost reallocation as well as operating leverage as new geographies scale 
• 2017-2022 operational headcount CAGR of 12.5% - below top-line CAGR 
• More than 300 bps expansion from regional OpEx
• More than 200 bps expansion from corporate overhead 

CapEx
• Capital expenditures projected forward at 2.4% of net revenue, in line with historical levels between 

2%-3% 
• No material growth CapEx plans for near furture

Other Cash Flow Items 
• Net working capital projected to remain in-line with historical levels of ~2.5% to 3.5% of net revenue, 

with DSOs projected at ~72-75 days in the forecast period 
• Cash tax rate of 15-25% with additional tax benefits from transaction (~$40M from retention payments 

alone) 

Financial Case Summary - Bank Case

Fiscal Year Ended December 31, CAGR

2013A 2014A 2015A 2016A LTM 6/30/17 2017P 2018P 2019P 2020P 2021P 2022P '16-'22

Professional Services $268.8 $327.2 $369.9 $429.7 463.5 $509.8 $610.9 $726.7 $859.0 $1,010.5 $1,186.2 15.3%

Software Licensing 5.0 3.8 3.1 2.9 2.7 2.8 3.1 3.7 4.1 4.6 5.0 7.8%

Net Revenue $273.8 $331.0 $373.0 $432.6 $466.2 $512.6 $614.0 $730.5 $863.1 $1,015.0 $1,191.2 15.3%

% Growth 20.9% 12.7% 16.0% 18.5% 19.8% 19.0% 18.2% 17.6% 17.4%

Expense Reimbursement 18.0 25.1 24.1 27.1 25.8 29.3 35.1 41.2 47.6 55.3 64.2 12.6%

Bad Debt Expense - - - (1.0) (1.2) (0.9) (1.5) (1.8) (2.1) (2.5) (3.0) 15.8%

Total Revenue $291.8 $356.1 $397.1 $458.7 $490.8 $541.1 $647.6 $769.8 $908.6 $1,067.8 $1,252.5 15.1%

% Growth 22.0% 11.5% 15.5% 18.0% 19.7% 18.9% 18.0% 17.5% 17.3%

Cost of Goods Sold 166.7 209.7 232.6 270.3 295.4 326.4 382.4 451.7 530.2 623.0 730.6 14.9%

Gross Margin $125.1 $146.4 $164.5 $188.4 $195.4 $214.7 $265.2 $318.1 $378.4 $444.9 $521.9 15.4%

% Margin 45.7% 44.2% 44.1% 43.6% 41.9% 41.9% 43.2% 43.5% 43.8% 43.8% 43.8%

% Growth 17.0% 12.4% 14.5% 14.0% 23.5% 19.9% 19.0% 17.6% 17.3%

Business Development and Account Management $16.3 $19.0 $20.6 $24.1 $29.1 $33.5 $40.1 $47.3 $55.1 $64.1 14.8%

Marketing & Digital 6.0 7.5 10.2 13.7 13.9 15.8 18.0 20.7 23.4 26.7 9.3%

Recruiting 4.8 7.3 9.2 12.0 12.6 14.0 16.2 18.8 21.5 24.6 10.2%

Infrastructure 13.7 17.2 12.7 14.2 22.1 24.9 29.2 33.8 39.1 45.2 18.4%

People Development 7.2 8.8 9.5 13.3 15.3 16.8 19.2 21.6 24.3 27.3 10.6%

General & Administrative 48.1 60.7 76.3 80.9 84.1 85.5 96.0 108.6 121.6 136.8 7.0%

Software Licensing Expenses 7.8 5.9 5.3 4.3 4.0 3.4 3.6 3.7 3.8 3.9 (2.2%)

Excl. Depreciation (10.7) (17.1) (17.7) (10.6) (22.9) (12.4) (13.8) (15.4) (17.2) (19.2) 8.4%

Selling, General & Administrative $93.2 $109.3 $126.1 $151.9 $165.9 $158.2 $181.6 $208.5 $239.0 $271.7 $309.5 10.2%

% Revenue 34.0% 33.0% 33.8% 35.1% 35.6% 30.9% 29.6% 28.5% 27.7% 26.8% 26.0%

EBITDA $31.9 $37.1 $38.4 $36.5 $29.5 $56.5 $83.5 $109.6 $139.4 $173.2 $212.4 29.6%

Adjustments - - - 8.8 11.1 - - - - - - 

Adjusted EBITDA $31.9 $37.1 $38.4 $45.3 $40.6 $56.5 $83.5 $109.6 $139.4 $173.2 $212.4 25.0%

% Margin 10.9% 10.4% 9.7% 9.9% 8.3% 10.4% 12.9% 14.2% 15.3% 16.2% 17.0%

% Growth 16.3% 3.5% 18.0% 24.7% 47.8% 31.3% 27.2% 24.2% 22.6%

Pro Forma Adjustments - - - - 2.9 - - - - - - 

Pro Forma Adjusted EBITDA $31.9 $37.1 $38.4 $45.3 $43.5 $56.5 $83.5 $109.6 $139.4 $173.2 $212.4 25.0%

% Margin 10.9% 10.4% 9.7% 9.9% 8.9% 10.4% 12.9% 14.2% 15.3% 16.2% 17.0%

% Growth 16.3% 3.5% 18.0% 24.7% 47.8% 31.3% 27.2% 24.2% 22.6%

STUB 6 mo's

Adjusted EBITDA $40.6 $28.0 $83.5 $109.6 $139.4 $173.2 $212.4

Cash Interest Expense, Net 12.8 6.4 10.7 7.2 2.7 0.2 0.2

Cash Taxes 2.0 2.1 1.6 11.5 26.5 46.1 57.3

Capital Expenditures 4.0 5.0 5.0 8.0 9.0 6.1 12.7 15.1 17.8 20.9 24.5

Cap Software - 3.0 3.0 4.0 4.0 1.7 3.7 3.7 3.7 3.7 3.7

Change in Net Working Capital 9.2 (5.2) 4.8 12.4 14.3 24.6 27.1

Follow-On Equity - (47.1) (34.3) - - - - 

Retention Payments - 47.1 34.3 - - - - 

Free Cash Flow before Debt Repayment $3.6 $16.9 $50.0 $59.7 $74.5 $77.7 $99.6

Less: Draw / (Repayment) - - - - - - - 

Less: Mandatory Amortization (1.0) (1.0) (2.0) (2.0) (2.0) - - 

Free Cash Flow after Mandatory Debt Repayment $2.6 $15.9 $48.0 $57.7 $72.5 $77.7 $99.6

Less: Optional Debt Repayment - (15.9) (48.0) (57.7) (71.3) - - 

Free Cash Flow after Optional Debt Repayment $2.6 - - - $1.2 $77.7 $99.6

Credit Statistics:

Cash Balance $40.0 $40.0 $40.0 $40.0 $41.2 $119.0 $218.5

Revolving Credit Facility [L + 5.00%] - - - - - - - 

First Lien Term Loan [L + 5.00%] 200.0 183.1 133.0 73.3 - - - 

Total Debt $200.0 $183.1 $133.0 $73.3 - - - 

Cumulative First Lien Debt Repaid 8.5% 33.5% 63.4% 100.0% 100.0% 100.0%

Cumulative Total Debt Repaid 8.5% 33.5% 63.4% 100.0% 100.0% 100.0%

FCF before Debt Repayment / Total Debt (at close) 1.8% 8.5% 25.0% 29.9% 37.2% 38.9% 49.8%

Leverage Metrics:

First Lien Leverage 4.6x 3.2x 1.6x 0.7x N/A N/A N/A

Net First Lien Leverage 3.7x 2.5x 1.1x 0.3x N/A N/A N/A

Total Leverage 4.6x 3.2x 1.6x 0.7x N/A N/A N/A

Net Total Leverage 3.7x 2.5x 1.1x 0.3x N/A N/A N/A

Total Debt / (EBITDA - Capex) 5.8x 3.6x 1.9x 0.8x N/A N/A N/A

Coverage Metrics:

EBITDA / Interest Expense 3.4x 4.5x 7.8x 15.3x 51.9x N/A N/A

(EBITDA - Capex) / Interest Expense 2.7x 4.0x 6.6x 13.2x 45.3x N/A N/A

(EBITDA - Capex) / (Interest Expense + Mand. Amort. + Cash Taxes) 2.2x 2.7x 5.0x 4.6x 3.9x 3.3x 3.3x
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XXII. Financial Summary – Base Case Bank Case Model Assumptions

Revenue 
• 2016 to 2022 revenue CAGR of 8.6% driven by headcount expansion and bill rate improvement; 
• Model assumes lower Professional Services revenue due to lower than expected growth in new existing 

customers 

Gross Profit 
• Gross margin projected to remain flat at 43% 
• Utilization assumes to be flat at ~65% 

Adj. EBITDA 

• EBITDA margin expansion driven primarily by cost savings and cost reallocation as well as operating 
leverage as new geographies scale 
❑ SG&A as a % of revenue decreases from 30.9% in 2017 to 28.4% in 2022 

CapEx

• $ Capital expenditures consistent with lender case 
❑ No material growth CapEx plans for near furture

Other Cash Flow Items 
• Net working capital projected to remain in-line with historical levels of ~2.5% to 3.5% of net revenue, 

with DSOs projected at ~72-75 days in the forecast period 
• Cash tax rate of 15-25% with additional tax benefits from transaction (~$40M from retention payments 

alone) 

Financial Case Summary - Base Case

Fiscal Year Ended December 31, CAGR

2013A 2014A 2015A 2016A LTM 6/30/17 2017P 2018P 2019P 2020P 2021P 2022P '16-'22

Professional Services $268.8 $327.2 $369.9 $429.7 463.5 $509.8 $560.8 $616.9 $663.2 $712.9 $766.4 8.8%

Software Licensing 5.0 3.8 3.1 2.9 2.7 2.8 3.0 3.2 3.4 3.5 3.7 3.4%

Net Revenue $273.8 $331.0 $373.0 $432.6 $466.2 $512.6 $563.8 $620.1 $666.5 $716.4 $770.1 8.8%

% Growth 20.9% 12.7% 16.0% 18.5% 10.0% 10.0% 7.5% 7.5% 7.5%

Expense Reimbursement 18.0 25.1 24.1 27.1 25.8 29.3 32.2 34.9 36.8 39.0 41.5 6.3%

Bad Debt Expense - - - (1.0) (1.2) (0.9) (1.5) (1.8) (2.1) (2.5) (3.0) 15.8%

Total Revenue $291.8 $356.1 $397.1 $458.7 $490.8 $541.1 $594.5 $653.2 $701.1 $752.9 $808.6 15.1%

% Growth 22.0% 11.5% 15.5% 18.0% 9.9% 9.9% 7.3% 7.4% 7.4%

Cost of Goods Sold 166.7 209.7 232.6 270.3 295.4 326.4 352.1 386.6 414.5 444.9 477.5 8.7%

Gross Margin $125.1 $146.4 $164.5 $188.4 $195.4 $214.7 $242.4 $266.6 $286.6 $308.1 $331.1 8.5%

% Margin 45.7% 44.2% 44.1% 43.6% 41.9% 41.9% 43.0% 43.0% 43.0% 43.0% 43.0%

% Growth 17.0% 12.4% 14.5% 14.0% 12.9% 10.0% 7.5% 7.5% 7.5%

Business Development and Account Management $16.3 $19.0 $20.6 $24.1 $29.1 $30.8 $33.9 $36.4 $39.1 $42.0 8.4%

Marketing & Digital 6.0 7.5 10.2 13.7 13.9 14.5 16.0 17.1 18.4 19.8 5.1%

Recruiting 4.8 7.3 9.2 12.0 12.6 12.8 14.1 15.2 16.3 17.6 5.3%

Infrastructure 13.7 17.2 12.7 14.2 22.1 22.9 25.2 27.1 29.1 31.3 12.7%

People Development 7.2 8.8 9.5 13.3 15.3 15.4 16.6 17.4 18.4 19.4 5.6%

General & Administrative 48.1 60.7 76.3 80.9 84.1 78.5 83.9 88.4 92.8 97.8 2.3%

Software Licensing Expenses 7.8 5.9 5.3 4.3 4.0 3.1 3.3 3.3 3.3 3.4 (4.2%)

Excl. Depreciation (10.7) (17.1) (17.7) (10.6) (22.9) (11.4) (11.7) (11.9) (12.1) (12.4) 2.2%

Selling, General & Administrative $93.2 $109.3 $126.1 $151.9 $165.9 $158.2 $166.8 $181.3 $193.0 $205.4 $218.9 5.2%

% Revenue 34.0% 33.0% 33.8% 35.1% 35.6% 30.9% 29.6% 29.2% 29.0% 28.7% 28.4%

EBITDA $31.9 $37.1 $38.4 $36.5 $29.5 $56.5 $75.7 $85.4 $93.6 $102.7 $112.2 18.8%

Adjustments - - - 8.8 11.1 - - - - - - 

Adjusted EBITDA $31.9 $37.1 $38.4 $45.3 $40.6 $56.5 $75.7 $85.4 $93.6 $102.7 $112.2 14.6%

% Margin 10.9% 10.4% 9.7% 9.9% 8.3% 10.4% 12.7% 13.1% 13.4% 13.6% 13.9%

% Growth 16.3% 3.5% 18.0% 24.7% 34.0% 12.8% 9.6% 9.7% 9.3%

Pro Forma Adjustments - - - - 2.9 - - - - - - 

Pro Forma Adjusted EBITDA $31.9 $37.1 $38.4 $45.3 $43.5 $56.5 $75.7 $85.4 $93.6 $102.7 $112.2 14.6%

% Margin 10.9% 10.4% 9.7% 9.9% 8.9% 10.4% 12.7% 13.1% 13.4% 13.6% 13.9%

% Growth 16.3% 3.5% 18.0% 24.7% 34.0% 12.8% 9.6% 9.7% 9.3%

STUB 6 mo's

Adjusted EBITDA $40.6 $28.0 $75.7 $85.4 $93.6 $102.7 $112.2

Cash Interest Expense, Net 12.8 6.4 10.9 8.2 5.4 2.6 0.8

Cash Taxes 2.0 2.1 0.8 6.3 11.1 21.5 24.3

Capital Expenditures 4.0 5.0 5.0 8.0 9.0 6.1 12.7 15.1 17.8 20.9 24.5

Cap Software - 3.0 3.0 4.0 4.0 1.7 3.7 3.7 3.7 3.7 3.7

Change in Net Working Capital 9.2 (5.2) 4.4 10.5 11.0 17.4 17.5

Follow-On Equity - (47.1) (34.3) - - - - 

Retention Payments - 47.1 34.3 - - - - 

Free Cash Flow before Debt Repayment $3.6 $16.9 $43.1 $41.5 $44.6 $36.5 $41.4

Less: Draw / (Repayment) - - - - - - - 

Less: Mandatory Amortization (1.0) (1.0) (2.0) (2.0) (2.0) (2.0) (2.0)

Free Cash Flow after Mandatory Debt Repayment $2.6 $15.9 $41.1 $39.5 $42.6 $34.5 $39.4

Less: Optional Debt Repayment - (15.9) (41.1) (39.5) (42.6) (34.5) (15.3)

Free Cash Flow after Optional Debt Repayment $2.6 - - - - $0.0 $24.1

Credit Statistics:

Cash Balance $40.0 $40.0 $40.0 $40.0 $40.0 $40.0 $64.1

Revolving Credit Facility [L + 5.00%] - - - - - - - 

First Lien Term Loan [L + 5.00%] 200.0 183.1 140.0 98.5 53.8 17.3 - 

Total Debt $200.0 $183.1 $140.0 $98.5 $53.8 $17.3 - 

Cumulative First Lien Debt Repaid 8.5% 30.0% 50.8% 73.1% 91.3% 100.0%

Cumulative Total Debt Repaid 8.5% 30.0% 50.8% 73.1% 91.3% 100.0%

FCF before Debt Repayment / Total Debt (at close) 1.8% 8.5% 21.6% 20.7% 22.3% 18.3% 20.7%

Leverage Metrics:

First Lien Leverage 4.6x 3.2x 1.9x 1.2x 0.6x 0.2x N/A

Net First Lien Leverage 3.7x 2.5x 1.3x 0.7x 0.2x - - 

Total Leverage 4.6x 3.2x 1.9x 1.2x 0.6x 0.2x - 

Net Total Leverage 3.7x 2.5x 1.3x 0.7x 0.2x - - 

Total Debt / (EBITDA - Capex) 5.8x 3.6x 2.2x 1.4x 0.7x 0.2x - 

Coverage Metrics:

EBITDA / Interest Expense 3.4x 4.5x 6.9x 10.4x 17.3x 38.8x 144.4x

(EBITDA - Capex) / Interest Expense 2.7x 4.0x 5.8x 8.5x 14.0x 30.9x 112.9x

(EBITDA - Capex) / (Interest Expense + Mand. Amort. + Cash Taxes) 2.2x 2.7x 4.6x 4.3x 4.1x 3.1x 3.2x
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XXIII. Financial Summary – Downside Case Downside Case Model Assumptions

Revenue 
• 2016 to 2022 revenue CAGR of 2.7% driven by headcount expansion and bill rate improvement 

predominantly in 2017; 
• Model assumes decrease in Professional Services revenue in 2019-2020, as a result higher customer 

churn and lower expected growth from new customers 

Gross Profit 
• Gross margin projected to decrease from 43.2% in 2018 to 42.3% in 2022 
• Utilization assumes to be lower than 65% in the projected periods 

Adj. EBITDA 
• EBITDA margin increases in 2017-2018 due to cost savings and cost reallocation as well as operating 

leverage as new begin to scale geographies scale 
• EBITDA margin decreases in 2019-2022 as a result of increases in SG&A as a % of revenue 

CapEx

• $ Capital expenditures consistent with lender case 

Other Cash Flow Items 
• Net working capital projected to remain in-line with historical levels of ~2.5% to 3.5% of net revenue, 

with DSOs projected at ~72-75 days in the forecast period 
• Cash tax rate of 15-25% with additional tax benefits from transaction (~$40M from retention payments 

alone) 

Financial Case Summary - Downside Case

Fiscal Year Ended December 31, CAGR

2013A 2014A 2015A 2016A LTM 6/30/17 2017P 2018P 2019P 2020P 2021P 2022P '16-'22

Professional Services $268.8 $327.2 $369.9 $429.7 463.5 $509.8 $535.3 $521.9 $508.9 $508.9 $521.6 2.9%

Software Licensing 5.0 3.8 3.1 2.9 2.7 2.8 3.1 3.2 3.3 3.4 3.5 2.6%

Net Revenue $273.8 $331.0 $373.0 $432.6 $466.2 $512.6 $538.4 $525.1 $512.2 $512.3 $525.1 2.9%

% Growth 20.9% 12.7% 16.0% 18.5% 5.0% (2.5%) (2.5%) 0.0% 2.5%

Expense Reimbursement 18.0 25.1 24.1 27.1 25.8 29.3 30.8 29.6 28.2 27.9 28.2 0.5%

Bad Debt Expense - - - (1.0) (1.2) (0.9) (1.5) (1.8) (2.1) (2.5) (3.0) 15.8%

Total Revenue $291.8 $356.1 $397.1 $458.7 $490.8 $541.1 $567.7 $552.9 $538.2 $537.6 $550.3 2.7%

% Growth 22.0% 11.5% 15.5% 18.0% 4.9% (2.6%) (2.7%) (0.1%) 2.4%

Cost of Goods Sold 166.7 209.7 232.6 270.3 295.4 326.4 335.2 327.1 319.3 319.9 328.5 2.8%

Gross Margin $125.1 $146.4 $164.5 $188.4 $195.4 $214.7 $232.5 $225.8 $219.0 $217.7 $221.8 2.4%

% Margin 45.7% 44.2% 44.1% 43.6% 41.9% 41.9% 43.2% 43.0% 42.8% 42.5% 42.2%

% Growth 17.0% 12.4% 14.5% 14.0% 8.3% (2.9%) (3.0%) (0.6%) 1.9%

Business Development and Account Management $16.3 $19.0 $20.6 $24.1 $29.1 $29.4 $31.5 $30.7 $30.7 $31.5 4.1%

Marketing & Digital 6.0 7.5 10.2 13.7 13.9 13.9 13.5 13.2 13.2 13.5 (0.6%)

Recruiting 4.8 7.3 9.2 12.0 12.6 12.3 12.0 11.7 11.7 12.0 (0.5%)

Infrastructure 13.7 17.2 12.7 14.2 22.1 21.9 21.3 20.8 20.8 21.3 6.6%

People Development 7.2 8.8 9.5 13.3 15.3 14.7 14.4 14.0 14.0 14.4 0.9%

General & Administrative 48.1 60.7 76.3 80.9 84.1 75.0 73.2 71.3 71.4 73.1 (2.1%)

Software Licensing Expenses 7.8 5.9 5.3 4.3 4.0 3.0 2.9 2.9 2.9 2.9 (6.6%)

Excl. Depreciation (10.7) (17.1) (17.7) (10.6) (22.9) (10.9) (9.9) (9.1) (8.7) (8.5) (3.3%)

Selling, General & Administrative $93.2 $109.3 $126.1 $151.9 $165.9 $158.2 $159.3 $158.9 $155.5 $156.0 $160.3 0.4%

% Revenue 34.0% 33.0% 33.8% 35.1% 35.6% 30.9% 29.6% 30.3% 30.4% 30.5% 30.5%

EBITDA $31.9 $37.1 $38.4 $36.5 $29.5 $56.5 $73.3 $66.9 $63.5 $61.7 $61.5 9.2%

Adjustments - - - 8.8 11.1 - - - - - - 

Adjusted EBITDA $31.9 $37.1 $38.4 $45.3 $40.6 $56.5 $73.3 $66.9 $63.5 $61.7 $61.5 5.3%

% Margin 10.9% 10.4% 9.7% 9.9% 8.3% 10.4% 12.9% 12.1% 11.8% 11.5% 11.2%

% Growth 16.3% 3.5% 18.0% 24.7% 29.7% (8.7%) (5.1%) (2.8%) (0.3%)

Pro Forma Adjustments - - - - 2.9 - - - - - - 

Pro Forma Adjusted EBITDA $31.9 $37.1 $38.4 $45.3 $43.5 $56.5 $73.3 $66.9 $63.5 $61.7 $61.5 5.3%

% Margin 10.9% 10.4% 9.7% 9.9% 8.9% 10.4% 12.9% 12.1% 11.8% 11.5% 11.2%

% Growth 16.3% 3.5% 18.0% 24.7% 29.7% (8.7%) (5.1%) (2.8%) (0.3%)

STUB 6 mo's

Adjusted EBITDA $40.6 $28.0 $73.3 $66.9 $63.5 $61.7 $61.5

Cash Interest Expense, Net 12.8 6.4 11.0 8.8 7.2 6.2 5.4

Cash Taxes 2.0 2.1 0.5 2.3 4.5 6.8 7.0

Capital Expenditures 4.0 5.0 5.0 8.0 9.0 6.1 12.7 15.1 17.8 20.9 24.5

Cap Software - 3.0 3.0 4.0 4.0 1.7 3.7 3.7 3.7 3.7 3.7

Change in Net Working Capital 9.2 (5.2) 4.2 8.9 8.5 12.4 11.9

Follow-On Equity - (47.1) (34.3) - - - - 

Retention Payments - 47.1 34.3 - - - - 

Free Cash Flow before Debt Repayment $3.6 $16.9 $41.2 $28.1 $21.7 $11.7 $9.0

Less: Draw / (Repayment) - - - - - - - 

Less: Mandatory Amortization (1.0) (1.0) (2.0) (2.0) (2.0) (2.0) (2.0)

Free Cash Flow after Mandatory Debt Repayment $2.6 $15.9 $39.2 $26.1 $19.7 $9.7 $7.0

Less: Optional Debt Repayment - (15.9) (39.2) (26.1) (19.7) (9.7) (7.0)

Free Cash Flow after Optional Debt Repayment $2.6 - - - - $0.0 ($0.0)

Credit Statistics:

Cash Balance $40.0 $40.0 $40.0 $40.0 $40.0 $40.0 $40.0

Revolving Credit Facility [L + 5.00%] - - - - - - - 

First Lien Term Loan [L + 5.00%] 200.0 183.1 141.9 113.8 92.1 80.4 71.4

Total Debt $200.0 $183.1 $141.9 $113.8 $92.1 $80.4 $71.4

Cumulative First Lien Debt Repaid 8.5% 29.1% 43.1% 54.0% 59.8% 64.3%

Cumulative Total Debt Repaid 8.5% 29.1% 43.1% 54.0% 59.8% 64.3%

FCF before Debt Repayment / Total Debt (at close) 1.8% 8.5% 20.6% 14.0% 10.8% 5.8% 4.5%

Leverage Metrics:

First Lien Leverage 4.6x 3.2x 1.9x 1.7x 1.5x 1.3x 1.2x

Net First Lien Leverage 3.7x 2.5x 1.4x 1.1x 0.8x 0.7x 0.5x

Total Leverage 4.6x 3.2x 1.9x 1.7x 1.5x 1.3x 1.2x

Net Total Leverage 3.7x 2.5x 1.4x 1.1x 0.8x 0.7x 0.5x

Total Debt / (EBITDA - Capex) 5.8x 3.6x 2.3x 2.2x 2.0x 2.0x 1.9x

Coverage Metrics:

EBITDA / Interest Expense 3.4x 4.5x 6.7x 7.6x 8.8x 10.0x 11.3x

(EBITDA - Capex) / Interest Expense 2.7x 4.0x 5.5x 5.9x 6.3x 6.6x 6.8x

(EBITDA - Capex) / (Interest Expense + Mand. Amort. + Cash Taxes) 2.2x 2.7x 4.5x 4.0x 3.3x 2.7x 2.6x

XXIV. Legal Structure
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XXV. Summary Terms & Conditions - Senior Secured Credit Facilities (subject to 
change) 

XXVI. Pro Forma Balance Sheet

At close

PF 6/30/17

Cash and Cash Equivalents $40.0

Accounts Receivable 110.7

Days Receivable

Prepaid Expenses 5.1

% of Total Sales

Other Current Assets 2.3

% of Total Sales

Total Current Assets 158.1

% of Total Sales

Deferred financing fees 20.0

Other Assets 655.5

Total Assets 675.5

Accounts Payable 4.4

% of Total Sales

Accrued Compensation 26.0

% of Total Wages

Other Accrued Expenses 19.4

% of Total Sales

Other Current Liabilities - 

% of Total Sales

Total Current Liabilities 49.8

% of Total Sales

New revolving credit facility - 

New first lien term loan 200.0

Total long term liabilities 200.0

Total Liabilities 249.8

Total Equity 564.0

Arrangers • CS (Left), HSBC and Nomura

Borrower • ABC, Inc.

Guarantors • The holdings company parent of the Borrower and each of the

Borrower’s present and future wholly-owned, direct and indirect

material restricted U.S. subsidiaries (the “Guarantors”), subject to

customary exceptions

Facilities • RCF: $35M

• First Lien: $200M

Term • RCF: 5 years

• First Lien: 7 years

Pricing • RCF: L + 450, 1.00% Floor

• First Lien: L + 450, 1.00% Floor, 99.75 OID

Amortization • First Lien: 1.0% per annum

Use of Proceeds • To be used solely to: (i) pay for the acquisition of ABC;

and (ii) pay related transaction costs

Security • First priority perfected lien on substantially all property and assets

(tangible and intangible, and including all outstanding capital stock

of the Borrower and each of its wholly-owned material restricted

subsidiaries held by the Borrower or any subsidiary Guarantor) of

the Borrower and the Guarantors and 65% of the capital stock of

first tier foreign subsidiaries or domestic foreign holding

companies, subject to customary exceptions

Mandatory Prepayment • Customary for facilities of this type and including ECF sweep, asset

sales sweep and debt sweep

Call Protection • First Lien: 101 soft call (6 months)

Financial Covenants • Max First Lien Senior Secured Leverage ratio; springs at 35% RC

utilization

Negative Covenants • Customary for facilities of this type, including limitations on

indebtedness, liens, guarantees, mergers and acquisitions, asset

sales, restricted payments, transactions with affiliates and

investments
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Appendix 1: Comparable Companies
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Appendix II: M&A Comps
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Appendix II: M&A Comps
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Appendix III: Revenue Outlook From Top Customers
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Appendix IV: Retention Payments

Background and benefits of the plan Sizing Phasing

Going Forward

• ABC is a founder owned business with no management 
ownership

• Desire from seller to share a portion of the value created with 
long tenured employees

• Effectively a deduction from purchase price, leading to 
significant cash flow benefits with $40m of tax assets to be 
realized

• Plan also encourages retention of employees to ensure a 
smooth transition

• Very broad across organization, sized in order to be 
individually not too generous but nevertheless relevant

• Touches ~1,700 employees
• Plan has two types of award
• First is based on tenure

• Available to all employees in all locations at all 
levels

• Person needs to have been employed for at least 
4 years

• Award is proportionate to tenure and local salary 
level

• Second is based on individuals designated as special 
contributors to ABC (~450 FTE)

• Includes the top ~25 senior executives for which 
average payout is below $1m post tax, and prior 
to rolling ~40% of proceeds into the transaction 
alongside XYZ funds

• Exceptionally broad management incentive plan is being put 
in place so that employees can become shareholders of the 
company and participate in value creation of the company 
going forward

• Top ~25 senior executives will roll-over ~40% of proceeds 
into the deal and are fully aligned and committed with XYZ
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Appendix V: XYZ Prior IT Investments 

XYZ has invested across various segments of Tech Services XYZ investments in Tech Services
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Appendix VI: Historical Customer Data

Summary Statistics
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Appendix VI: Historical Customer Data

Top 25 2016 Customers



Credit Memo

Confidential. Do not copy or distribute. 21

Appendix VII: Historical Customer Data
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Total SG&A Expense as a % of Revenue

• SG&A spend is >100bps greater than industry standard
• As a founder led business, historically, ABC has not been profitability focused

• Areas of potential rationalization include corporate travel, redundant headcount, shared services
• Selling and marketing expenses are in line with the industry
• Investment in organization poised to support sustained revenue growth with limited incremental SG&A expense

Significant opportunity for margin improvement with no expected impact to serving clients


