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Value Creation In Private Equity

Operational Due Diligence At Global Environmental Machinery Manufac-
turer: Assessing Product Design And Network Simplification Opportunities

The Challenge: JumboCo (a publicly traded conglomerate) recently updated its business strategy to focus on core industries,
and as a result, decided to divest 4 non-core divisions. One of Gotham’s long-time PE clients had entered into an exclusivity
arrangement to purchase these businesses, which included MachineryCo, a leading supplier of industrial machinery used
for environmental and printing control applications. Our client’s initial assessment of MachineryCo had suggested a signifi-
cant opportunity to alter the cost structure of the business (via simplification and harmonization) given the high product and
engineering complexity. Gotham was asked to deliver a rapid but robust assessment of opportunities not only associated
with complexity reduction, but with simplification of the manufacturing and engineering network, and other standalone cost
areas over a 2-week diligence effort.

The Partnership:

Analysis: The Gotham team quickly reviewed data room information and developed a top-level profile of MachineryCo to gain

a sense of the company’s overall complexity. Gotham found that complexity had built up over the years as a consequence

of several factors. First, while MachineryCo had only two main product groups, each group comprised a variety of product

and service offerings, and each product offering, in turn, had several product lines, often due to geographical customization.

Second, complexity arose from the global nature of MachineryCo’s manufacturing and distribution, with facilities located

throughout the world. We then shared our top-level findings with the deal team and agreed to focus the due diligence effort on:

»  Opportunities to standardize, simplify, or modularize the product line (e.g., postponement of customization and
geographical standardization)

»  Opportunities to simplify or consolidate the network (e.g., eliminate redundancies in manufacturing, engineering, and
G&A) while maintaining existing product designs

»  Opportunities for standalone direct cost savings, including direct labor and freight costs.

Along with the deal team, Gotham made an on-site visit for the management presentation and to tour a manufacturing facility.

To supplement our first-hand observations and fill gaps in available data, the Gotham team applied our extensive knowledge

and performed modeling to generate:

» A Financial Fact Base. The team created a cost picture at sufficiently detailed operational (material, labor, freight,
engineering, warranty, operating expenses, quoting, and customer service) and at geographic levels to enable modeling
of potential network scenarios and cost reduction efforts. The fact base also included trends and status of operations
improvement efforts underway, sourcing requirements, and assembly capabilities by location.

» AProduct Fact Base. This information was critical to establish the state of current standardization and cost by product
type, and included:
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Findings: Our assessment indicated a potential savings of $23-39MM (12-21% of total COGS) from several network-wide
initiatives (standardization and modularization of the product lines, execution of a low-cost manufacturing strategy, simplifica-
tion of the network), as well as standalone cost reduction initiatives.

The Outcome: Gotham'’s operational due diligence enabled our client to establish the proper valuation of the business.
However, as a result of the overall deterioration in credit markets and material changes in prospects for several of the divi-
sions to be divested, the deal was put on hold.
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