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INTRODUCTION 

Equity Revitalization™ In Action 

United	Cutwater	is	an	exit	advisory	and	investment	firm	that	actively	partners	with	middle-
market	companies	seeking	to	exit	that	have	substantial	upside	potential	in	enterprise	
value.		These	privately-held	firms	commonly	need	additional	financial	and	tactical	
resources	to	help	achieve	an	optimum	exit	value	that	significantly	increases	the	business	
owner’s	payout	over	current	options.		

United	Cutwater	is	unique	in	that	we	bring	capital	investment,	business	improvement,	and	
exit	preparation	in	one	powerful	package.		We	deploy	a	complete	and	integrated	set	of	
investment	capital,	hands-on	management,	financial,	operational,	technology,	and	
organizational	resources,	and	exit	advisory	expertise	that	culminate	in	an	exit	at	the	
company’s	“Optimum	Value.”		This	is	our	Equity	Revitalization™	platform.		We	design,	
fund,	and	implement	the	exit	strategy	while	the	business	owner’s	focus	stays	exactly	
where	it	should…running	the	business.	

Following	are	examples	of	the	Equity	Revitalization™	platform	in	action.		These	case	
studies	show	our	processes	and	solutions	in	action	helping	business	owners	in	diverse	
sectors	and	situations	overcome	challenges,	resolve	problems,	and	achieve	better	
outcomes	in	their	exit	scenarios.	
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CASE STUDY - TECHNOLOGY 

MICROSOFT AZURE MSP 

Situation 

After	several	unsuccessful	attempts	to	grow	through	strategic	acquisition	by	acquiring	
smaller	Managed	Service	Provider	software	companies,	this	firm	decided	to	organically	
grow	their	business.		After	18	months,	the	company	was	performing	well,	with	moderate	
growth,	but	a	solid	upside.			

The	owners	were	presented	with	multiple	offers	to	sell	at	a	decent	exit	price.		One	of	the	
owners,	a	managing	partner	in	a	CPA	firm,	called	his	client,	Christopher	Riley	of	United	
Cutwater	to	look	at	the	company.		Riley	deployed	the	United	Cutwater	Value	Algorithm	
assessment	which	identified	significant	unrealized	upside	potential.	He	encouraged	the	
ownership	to	defer	accepting	an	exit	offer	and	to	re-package	the	company	with	additional	
reoccurring	revenues	and	restructured	operations,	and	then	re-offer	the	company	to	the	
market	through	his	technology-focused	investment	banking	partner.	

Challenges 

1. The	financial	statements	contained	a	significant	amount	of	family	expenses	and
owner	payments	that	were	not	relevant	to	the	business,	but	were	run	through	the
business	as	is	common	with	many	family-owned	businesses.		This	brought	the	Net
Operating	Income	down	significantly,	leaving	the	investment	bank	to	explain	all	of
those	EBITDA	adjustments,	which	creates	confusion	and	disinterest	in	the	initial
viewing	of	the	CIM	for	most	investment	groups.

2. The	company	had	just	replaced	some	lost	revenues	that	occurred	a	few	years	prior
during	a	failed	acquisition,	and	thus	the	two-year	NOI	formula	generated	a	much
lower	blended	valuation	for	the	company.		Explaining	this	to	multiple	potential
buyers	would	have	been	far	more	difficult	than	just	waiting	six	months	to	show	that
the	increased	revenues	were	now	stable	with	a	strong	two-year	history.

3. The	company	had	not	identified	the	reoccurring	revenues	for	all	of	their	clients	and
would	not	have	all	statistics	available	to	deliver	to	the	investment	bank	during	due
diligence.		Additionally,	since	the	company	only	performed	Azure	migration	and
then	delivered	related	ongoing	servicing,	there	were	many	additional	technology
services	that	their	clients	were	buying	from	other	firms,	leaving	a	lot	of	revenue	on
the	table.		All	of	these	factors	made	it	difficult	for	prospective	buyers	to	see	the	true
value	of	the	company.
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Solutions 

1. Riley	analyzed	the	financial	statements	and	worked	with	the	ownership	to
restructure	the	financials	so	that	all	of	the	family	and	non-relevant	line-item
expenses	were	relocated	to	a	“Corporate”	section	below	the	Net	Operating	Income
line.		The	financials	were	adjusted	for	the	past	three	years	to	reflect	a	consistent	NOI
analysis.		This	also	gave	a	true	value	for	the	EBITDA	of	the	company	with	minimal
adjustments	so	the	appropriate	multiple	could	be	applied	and	a	valuation	more
appropriate	to	the	true	value	of	the	company	could	be	done	by	all	potential	buyers.
As	a	result,	when	the	company	was	taken	to	market,	dozens	of	LOIs	were	received
rather	than	the	handful	that	would	have	been	inevitable	if	the	company	presented
the	financials	in	their	previous	condition.

2. Riley	convinced	ownership	to	postpone	engaging	his	investment	banking	partner
until	the	company	completed	another	nine	months	of	sales.		In	those	nine	months,
Riley	focused	the	sales	and	business	development	efforts	on	more	reoccurring
revenues,	and	in	the	process	gathered	information	from	their	top	clients	on	all	the
other	technology	services	that	they	purchased	from	other	vendors.		After	those	nine
months,	the	company	had	24	months	of	solid	financials	and	a	clean	pathway	to	a
blended	valuation	with	substantiation.

3. The	final	component	in	achieving	the	optimum	valuation	for	this	company	lies
within	the	technology	sales	that	the	company	did	“not”	receive	from	its	clients.		If
this	sounds	unusual,	it	is.	And	it	is	something	that	most,	if	not	all,	investment	banks
and	business	brokers	ignore.		Riley	created	a	comprehensive	matrix	of	technology
services	that	the	company	did	not	offer	and	which	the	company’s	clients	purchased
from	other	vendors.		That	matrix	showed	13	different	services	ranging	from
managed	security	and	IT	support,	to	telecom	unified	communications.		Why	did
Riley	do	this,	and	how	could	that	affect	the	valuation?

Once	Riley	had	calculated	the	annual	revenues	of	these	other	services,	he	then	put	a
present	value	on	36	months	of	revenues	for	each	category	and	attached	a	multiple	to
identify	the	present	value	of	such	streams	of	income.		Then,	when	the	LOIs	came	in
to	his	investment	bank,	Riley	went	to	work	and	identified	those	companies	that	had
the	most	portfolio	companies	under	their	control	that	sold	those	services	that	the
clients	of	the	company	purchased.		He	then	totaled	up	a	10%-20%	capture	rate	that
the	portfolio	companies	could	expect	to	achieve	for	such	revenues	and	the	sales
team	created	a	cross-selling	integration	plan	to	seamlessly	connect	those	portfolio
company	sales	people	to	the	clients	of	the	company	so	they	could	offer	their	services
once	the	acquisition	was	final.		This	not	only	showed	a	realistic	value	that	the	buyer
could	add	as	a	premium	on	their	offer,	but	a	clear	path	to	obtaining	those	referral
cross-selling	revenues.
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Outcomes 

The	Corporate	Expenses	section	relocated	to	the	bottom	of	the	financial	statement	allowed	
for	an	easier	assessment	of	value	and	dozens	of	initial	LOIs	were	received	from	which	to	
choose	the	best	option	based	on	the	cross-selling	analysis.	

In	the	end,	the	Private	Equity	group	that	acquired	the	company	added	12%	to	their	offer	
because	they	had	five	companies	in	their	portfolio	that	could	take	advantage	of	the	cross-
selling	opportunities	revealed	in	the	detailed	analysis.			

The	final	sale	price	for	the	company	was	45%	higher	than	the	initial	offers	that	the	owner	
had	received	just	12	months	earlier,	and	33%	higher	than	the	last	offer	another	investment	
bank	told	the	owner	was	the	maximum	that	they	thought	the	company	would	sell	for.	

United	Cutwater’s	investment	banking	partner	made	more	in	success	fees	based	on	the	
increased	valuation,	and	the	owners	were	happy	to	pay	it	based	on	the	large	upside	
premium	they	received.	

The	buyer,	and	their	portfolio	companies,	were	very	happy	to	have	just	received	warm	
leads	for	five	of	their	portfolio	companies	from	their	newest	company	acquisition.	

United	Cutwater	generated	increased	revenues	and	profits	for	multiple	companies,	
business	owners	and	affiliates	where	otherwise	there	would	have	been	just	an	average	
M&A	transaction.	
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CASE STUDY - HOSPITALITY 

327 ROOM FULL-SERVICE HOTEL 

Situation 

Ownership	had	decided	to	divest	from	its	hotel	properties	and	multiple	offers	were	
accepted.		One	Silicon	Valley	hotel	received	offers,	but	the	exit	value	was	not	near	where	
ownership	thought	it	should	be.		Management	did	not	have	any	strategic	plan	to	increase	
the	enterprise	value.		Christopher	Riley	stepped	in,	took	over	the	property,	and	used	the	
Equity	Revitalization™	process	to	begin	a	deep-dive	assessment	of	the	situation.		A	strategic	
exit	plan	was	developed	and	meetings	with	the	executive	team	began.		As	the	challenges	
below	will	outline,	there	were	deeply	entrenched	culture	issues	standing	in	the	way	of	
achieving	the	hotel’s	Optimum	Value.		Maintaining	the	status	quo	was	not	an	option	and	
significant	operational	and	cultural	changes	were	required	to	unlock	unrealized	value.	

Challenges 

1. The	hotel	had	two	primary	labor	unions,	one	for	the	food	and	beverage	operations
and	one	for	the	guest	room	operations.		Management	and	union	employees	had	a
typical	“us	vs.	them”	relationship.		After	interviewing	several	of	the	key	players	on
both	sides,	it	was	clear	that	a	major	culture	change	would	be	needed	if	the	incentive
plans	outlined	in	the	strategic	plan	had	any	chance	of	success.		Additionally,	it	was
disclosed	to	Riley	that	major	theft	was	occurring,	and	tolerated,	to	compensate	for	the
perceived	lower	wages	being	paid	to	the	employees.		This	had	been	going	on	for	many
years	and	the	financial	statements	consistently	showed	higher	costs	as	a	result,	and
nothing	was	being	done	to	remedy	the	situation.

2. Partly	because	of	the	labor	union	issues,	management	had	become	complacent,
accepted	mediocre	employee	performance,	resisted	enforcing	tougher	performance
evaluations,	and	allowed	an	“inmates	running	the	prison”	mentality	to	prevail.		Over
the	years,	multiple	general	managers	had	failed	to	remedy	the	situation.	There	was	no
cooperation	from	employees	or	management,	and	the	status	quo	was	maintained	each
time.		This	matrix	of	gridlocks	put	a	performance	ceiling	on	both	the	operations	and
the	enterprise	value	of	the	hotel.

3. Reoccurring	revenues	from	corporate	customers	were	not	a	focus,	and	potential
acquirers	would	significantly	discount	the	exit	valuation	because	Silicon	Valley
required	the	corporate	market	segment	to	be	strong	to	establish	a	stable	base	of	room
revenue.

4. Ownership	needed	to	be	convinced	to	make	the	tough	decisions	and	undertake	the
efforts	needed	to	resolve	their	problems	and	get	the	property	to	its	Optimum	Value
instead	of	just	accepting	a	fast,	and	easier	but	much	lower	offer.
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Solutions 

1. Management	and	employees	needed	to	look	at	their	relationship	in	a	different	light
for	the	proposed	incentive	plans	to	be	effective.		Several	members	of	management
who	did	not	align	with	the	new	collaborative	culture	were	dismissed.		The	general
manager	was	replaced	with	one	whose	primary	strength	was	collaboration	and
relationship	management,	and	the	CFO	was	replaced	with	one	whose	primary
strength	was	strategic	financial	analysis	and	performance	improvement.	A	new	sales
manager	was	hired	whose	sole	job	was	to	increase	corporate	long-term	contracts	for
room	revenues.		All	other	management	was	left	in	place,	no	union	employees	were
terminated,	and	the	process	to	bridge	the	culture	gaps	was	implemented	successfully.

2. Riley	took	charge	of	the	labor	union	relationship	and	conducted	meetings	with	the
heads	of	the	two	unions.		It	was	made	clear	that	new	incentive	programs	for	the
employees	would	not	be	implemented	if	major	job	description	and	collaboration
changes	were	not	made.		Language	to	maintain	union	presences	would	be	inserted
into	any	purchase	and	sale	agreements	in	the	future	should	ownership	decide	to	sell
the	property.		Both	unions	agreed	and	all	changes	were	put	in	place.	Cross-training,
incentives	for	achieving	Food	&	Beverage	targets,	and	a	profit-sharing	plan	were	all
implemented	that	allowed	for	increased	compensation	and	quarterly	bonuses	to	the
employees	and	management	alike.		Management	was	given	credit	for	the	profit-
sharing	idea	to	build	relationships	quicker	with	management	and	employees.

3. All	key	management	was	given	an	incentive	based	on	House	Profit,	which	is
equivalent	to	Net	Operating	Income	(NOI).		This	incentive	was	critical	to	achieving	the
Optimum	Value	based	on	Riley’s	plan	to	sell	the	hotel	to	a	Real	Estate	Investment
Trust	(REIT)	that	valued	properties	at	an	8%	capitalization	rate	on	the	trailing	twelve-
month	NOI.		This	meant	that	when	the	monthly	NOI	dollar	value	increased	over	the
prior	year’s	same	month,	the	exit	enterprise	value	of	the	hotel	would	increase	by	that
amount	times	a	multiple	of	12.5.

4. Everything	was	measured	and	tracked	with	Key	Performance	Indicators	(KPI)	and	the
new	CFO	met	directly	with	all	managers	to	outline	what	their	estimated	bonuses
would	be	at	various	performance	targets	and	to	give	management	the	estimated
employee	bonuses	at	those	same	targets.

5. Riley	intervened	in	all	major	union	vs.	management	situations,	including	the	theft
issues,	making	it	clear	that	their	continuation	would	only	reduce	everyone’s
performance	bonuses.		Disincentives	were	put	in	place	to	reduce	bonuses	in	the	event
of	theft,	thus	creating	a	peer	pressure	situation	where	the	employees	would	police
their	own	to	preserve	their	bonuses.	Theft	virtually	disappeared	in	less	than	two
months,	and	financial	performance	metrics	increased	as	a	result.

6. Riley	began	calculating	the	upside	for	the	acquiring	REIT	if	they	put	another	brand	on
the	hotel.		Their	reservation	system	would	bring	higher-valued	transient	business,
and	combined	with	the	increased	reoccurring	corporate	business,	the	REIT	would	see
even	further	upside	after	acquisition.
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Outcomes 

14	months	after	initiating	the	engagement	and	strategic	exit	plan,	the	hotel	sold	at	a	price	
57%	higher	than	the	prior	highest	bid.		The	REIT	that	purchased	the	hotel	paid	on	a	12.5	
multiple	of	NOI,	25%	higher	than	the	standard	for	comparable	hotels	in	the	area.		Riley	held	
off	two	months	longer	than	the	REIT	wanted	because	he	saw	that	significant	NOI	numbers	
were	projected	for	those	months,	increasing	the	transaction	price	another	14.6%.	

Language	was	inserted	into	the	purchase	&	sale	agreement	to	maintain	the	union	presence	
with	the	existing	incentive	plans	untouched.		The	unions	learned	from	this	experience	and	
it	was	rumored	that	they	eased	up	on	certain	policies	to	rework	job	descriptions	and	
collaboration	with	management	in	exchange	for	incentives	to	increase	performance	
metrics.	

United	Cutwater’s	Equity	Revitalization™	process	includes	post-sale	transition	and	
integration	planning,	and	in	this	case,	the	REIT’s	management	team	continued	with	the	
collaborative	efforts	that	were	put	in	place.	Most	managers	were	retained,	turnover	stayed	
low,	and	most	employees	continued	to	work	for	the	property	for	many	years	after	the	
transaction.	

The	new	owners	rebranded	the	property	and	the	hotel	value	increased	significantly	shortly	
after	the	transaction	as	the	corporate	reoccurring	revenues	continued	to	grow.	

EQUITY REVITALIZATION™ CHART 

The	Hospitality	Equity	Revitalization™	strategic	implementation	increased	the	exit	value	of	
the	business	by	57%.		The	areas	where	the	value	increased	are	shown	below	illustrating	
how	the	57%	was	obtained.		A	combination	of	more	efficient	operations,	increases	in	the	
most	profitable	reoccurring	revenues,	and	the	higher	valuation	formula	from	the	REIT	all	
contributed	to	the	increased	value.		The	chart	below	outlines	these	percentage	increases:	
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CASE STUDY – MANUFACTURING/FABRICATION 

HIGH-END STONE FABRICATION & INSTALLATION COMPANY 

Situation 

The	business	was	sold	to	two	partners	that	did	not	have	fabrication	experience.		Over	
several	years	the	culture	and	synergy	of	the	organization	began	to	deteriorate.		Because	of	
the	demand	for	the	highest	quality	fabrication	and	installation	that	the	company	was	
known	for,	customers	and	employees	were	beginning	to	leave.			

One	partner	sold	out	and	the	remaining	partner	went	looking	for	assistance	to	right	the	
ship.		Christopher	Riley	and	Robert	Hagnauer	met	with	the	remaining	partner	and	
Cutwater	was	engaged	to	implement	their	Equity	Revitalization™	program.		The	issues	ran	
so	deep	and	the	management	team	was	on	the	brink	of	departure	so	Riley	took	over	the	
company	from	the	remaining	partner	and	began	rebuilding	the	culture.		The	remaining	
partner	stayed	in	as	a	majority	owner	with	Cutwater	maintaining	a	health	equity	stake	in	
the	company.	

Challenges 

1. Each	member	of	the	management	team	was	an	experienced	specialist	in	their	field.
There	were	no	others	in	the	city	that	could	meet	their	qualifications	and	thus	if	even
one	of	them	left	to	go	to	another	company,	there	would	be	a	decline	in	the	quality	of
work.		Reshaping	the	culture	and	motivating	the	key	specialists	was	a	challenge
because	there	was	still	no	majority	owner	change	of	hands.

2. The	financial	situation	was	unknown	based	on	the	prior	controller.		The	first	week
that	Cutwater	was	brought	in	to	evaluate	the	company,	the	bank	account	went
negative	over	the	weekend,	with	no	line	of	credit	backup	and	only	rose	above	zero
after	the	Monday	deposit.		Most	consultants	and	turnaround	groups	would	no	longer
be	interested	in	helping	the	company	in	such	a	dismal	financial	situation…Cutwater
and	Riley	took	that	challenge	head	on.

3. The	production	systems	were	all	manual	and	the	scheduling	of	jobs	was	at	best	a	hit
and	miss	game	of	luck.		Since	all	the	top	designers	and	construction	companies
relied	on	the	quality	of	the	company’s	work,	they	accepted	the	delays	for	installation
up	to	a	point.		However,	these	systems	and	processes	needed	to	be	fixed	quickly
with	all	the	other	issues	the	company	faced,	this	was	not	something	the	company
could	endure	for	much	longer.
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Solutions 

1. Riley	had	significant	hospitality	and	renovation	experience,	but	not	specific
fabrication	experience.		The	first	several	weeks	were	spent	shadowing	the	key
specialists	to	understand	the	specifics	of	their	jobs.		Riley	spent	time	learning	the
Laotian	language	as	the	company	was	the	only	one	in	town	that	had	nine	Laotians
performing	hand	fabrication	and	they	were	a	key	to	the	success	of	the	business.		At
one	point,	the	entire	Laotian	group	walked	out	in	protest	of	the	production	manager
and	Riley	was	the	only	one	they	would	talk	to.		After	a	peace	treaty	was	reached	in
the	driveway	of	one	of	the	Laotians,	they	all	came	back	to	work	the	next	day.		Week
after	week,	the	team	came	together	and	the	Laotian	wives’	Friday	potluck	dinners	in
the	fabrication	department	became	the	central	bonding	place	for	the	company.

2. Riley	realized	that	he	could	not	turn	around	the	production	systems	and	installation
teams	without	longstanding	experience,	so	he	found	the	original	owner	of	the
company	that	sold	many	years	ago,	brought	him	back	to	the	company	and	the	two	of
them	built	the	company	back	to	its	peak	performance.		Ben	Moll	knew	all	the	key
players	in	town	and	had	the	full	respect	of	all	the	employees	of	the	company	as	he
had	built	them	from	a	young	team	to	their	current	specialist	status.		With	Ben
leading	the	way	in	production,	and	keeping	them	in	line,	when	necessary,	the
business	had	a	full	runway	to	expand	without	sacrificing	quality.

3. Riley	fixed	the	financials	by	reworking	the	revenue	recognition	of	the	company	and
identified	the	waste	that	the	company	was	experiencing.		Riley	worked	with	the
processes	and	systems	and	created	customized	tools	that	anticipated	blockages	and
estimated	delivery	dates	with	a	sophisticated	algorithm	report	called	the
“Waterfall”.		All	jobs	were	now	run	through	Smartsheet	with	all	installers	and
templaters	logging	in	specific	measurements	and	flags	live	so	the	production	office
could	start	resolving	the	issues	immediately.

4. Riley	and	Moll	developed	a	high	performing	leadership	team,	implemented	a
Phantom	Stock	program	that	gave	financial	incentives	to	the	Executive	Team	if	the
company	were	to	sell	in	the	future	and	all	employees	were	given	raises	and
significant	bonuses	for	working	evenings	and	weekends	during	peak	times.		Riley
and	Moll	brought	the	executive	team	on	retreats	and	the	company	began	to	look	like
a	case	study	right	out	of	Keith	McFarland’s	book.	The	Breakthrough	Company.

5. New	equipment	was	brought	in	to	support	the	growing	operations	and	strategic
relationships	with	the	stone	suppliers	and	other	trades	helped	to	solidify	the
incumbent	position	as	the	highest	quality	stone	fabrication	shop	in	the	city.		Riley
refers	to	the	business	as	“a	game	of	1/16	of	an	inch	because	there	is	no	such	thing	as
a	slab	stretcher!”
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Outcomes 

1. The	culture	of	the	company	was	rock	solid	with	all	key	leadership	motivated	to
ensure	that	a	job	was	implemented	as	smoothly	as	possible.		Installation	times	were
given	to	clients	upon	the	initial	site	visit	and	confidence	was	restored	in	the
marketplace	for	the	company	back	to	when	Ben	Moll	ran	the	business.

2. After	over	two	years	of	building	the	company	to	its	pinnacle,	the	ideal	buyer	was
sought	that	could	take	full	advantage	of	the	dominant	market-leader	position	that
the	company	had	obtained.		The	company	was	sold	at	a	premium,	the	executive
leadership	team	received	healthy	cash	incentives	at	the	sale,	as	promised,	and
everyone	received	two-year	employment	agreements	to	keep	running	the	company
exactly	the	way	it	was	being	run.	

3. The	original	owner,	who	was	relieved	of	his	management	duties,	cashed	out	at	a
profit	when	he	was	looking	at	a	significant	loss	in	the	direction	the	company	was
headed.	

4. Ben	Moll	is	now	the	VP	of	Manufacturing	for	United	Cutwater	after	Moll	and	Riley
have	developed	a	strong	bond	with	a	set	of	diverse	qualities	that	can	run	most	any
manufacturing	company	up	to	its	Optimum	Value.

5. Most	of	the	strategic	players	in	the	stone	fabrication	industry	want	Riley	and	Moll
back	to	run	another	company	once	they	saw	the	excellence	that	was	developed	in
such	a	short	time.		Moll	and	Riley	focus	their	efforts	now	on	manufacturing
companies	that	are	in	similar	situations	with	limited	options,	but	strong
differentiators	and	high	upsides.
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