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2009 Managing Portfolio Investments Survey

More than 80 percent of
respondents have already

RSM McGladrey and McGladrey Capital Markets would like to thank the nearly 100 private equity senior executives and professionals implemented workforce

nationwide who provided their information and insight for our March 2009 survey. The participants shared their current concerns reductions and working

and opinions related to the management of portfolio companies in the midst of this turbulent economic climate. capital management
improvements.

The full report reveals a range of trends and practices—including the most common metrics for monitoring portfolio companies and

important fund-level management activities—among survey participants involved in a cross section of fund sizes and types. This

executive summary provides an overview of
key initiatives and priorities private equity
executives are focused on to maximize
portfolio performance.

In light of the current economy, more than
80 percent of respondents have already

implemented

workforce reductions
Acquiring new and working capital
customers and management
expanding existing improvements.
customers are the The next three
top two portfolio most commonly
company growth implemented
initiatives for all activities include

fund types in 2009. salary freezes,
business process
improvements and
reduced capital
spending—with 68 percent or more of survey
participants indicating that they already
implemented these activities. Survey data
indicates the responding funds have been
very proactive in implementing steps to

improve cash flows in the economic slowdown.

Workforce reductions

Working capital management
Salary freezes

Business process improvements
Reducing capital spending
Strategic planning

Seeking pricing increases
Providing additional capital
Restructuring, turnaround assistance
Outsourcing

Add-on acquisitions

Sale of business, divisions or product lines

Consolidate vendors across
portfolio companies

Coordinate employee benefits
across portfolio companies

Management activities implemented in light of current economic environment
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Larger reporting funds, defined in this report as funds with more than $500 million in assets, are more likely to be considering or are already providing additional
capital, as well as implementing restructuring or turnaround assistance at some portfolio companies.

Top growth initiatives for portfolio companies in 2009

Fewer than 20 percent of respondents have sold portfolio
company businesses, divisions or product lines and more
than half have not even considered doing so. Of those

Acquire new customers

Expand existing customers
Enhancement of existing products and services
Add-on acquisitions

Pricing adjustments

Add new product or service lines
Domestic geographic expansion
Increase branding recognition
Increase international sales
Increase in size of sales force
Increase in R&D investments
Seeking joint ventures

Vertical integration

considering a sale, larger reporting funds are more

likely to consider selling. Not only are owner operators
delaying selling businesses in this environment, but funds
themselves are not inclined to be sellers.

Add-on acquisitions are the most frequent management
activity being considered in today's environment, showing
a shift from buying platform companies to making add-on
acquisitions. Well priced add-on acquisitions provide

an opportunity to increase sales and grow platform
companies in spite of the slowing economy.

Acquiring new customers, expanding existing customers
and add-on acquisitions are the top three portfolio
company growth initiatives in 2009. These top initiatives
appear to be aimed at investments that are likely to bring
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More than 40 percent of reporting funds indicated add-on
acquisitions as a growth initiative—as highlighted by the large
number of respondents mentioned earlier who are considering
add-on acquisitions as a key management activity in light of
the current economic environment.

Respondents say the top three concerns related to their
portfolio companies are the economic outlook, meeting
business forecasts and potential loan covenant defaults. The
next greatest concerns include lack of financing for new deals
and lower valuations of portfolio companies.

Venture funds, as might be expected, are more concerned
about the need to contribute capital to existing portfolio
companies and lower valuations of existing portfolio
companies. Venture funds are also the respondents most
concerned about the lack of an IPO market as an exit strategy.

Respondents identified corporate strategy as the area

where they will focus most to increase portfolio company
performance and value. This is followed by operations and cash
management—not surprising given the current marketplace
where top-line growth is extremely difficult.

Important issues for portfolio companies

Economic outlook

Meeting business forecasts

Potential loan covenant defaults

Lack of financing for new deals

Lower valuations of existing
portfolio companies

Need to contribute capital to

existing portfolio companies

Lack of management capabilities

to weather storm

Employee reductions at

portfolio companies

Lack of access to capital to

grow b

Need to refinance existing business

Potential tax law changes coming

Lack of acquisition opportunities

Lack of active IPO market for

exit strategy
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Average rating (1 = not concerned, 5 = very concerned)

Survey responses also indicate that the larger the fund, the greater the focus on purchasing practices to increase portfolio company performance and value.

Areas of focus to increase portfolio company performance and value
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Corporate strategy E

Operations [
Cash management
Finance and accounting

Level of funded indebtedness

Human resources

Purchasing

Information technology

Legal matters
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With the difficult economic climate, 85 percent of
respondents report that communication with portfolio

companies has increased
in the past six months.

The survey data provides
strong evidence of

active monitoring and
involvement with portfolio
companies. The majority of
funds participating in the
survey—86 percent—are in
contact with their portfolio
companies on a weekly and
daily basis.

Respondents identified
corporate strategy as
the area where they will
focus most on increasing
portfolio company
performance and value.

More than 90 percent of all respondents report involvement
in key management oversight activities at their portfolio
companies, with high levels of participation in board
meetings and the review and approval of annual budgets.

It is clear that private equity executives have responded to changes in the economic environment by shifting their focus from acquiring new platform portfolio
companies to managing and monitoring the profitability of existing investments. The key findings discussed previously—increased contact and level of involvement

with portfolio companies and more effort placed on activities to grow and manage current investments—are evidence of this shift in focus.

The full survey report provides more key findings, including deal sources, industry and geographic investment focus and the impact of important tax matters and

accounting issues.




Specialized services for private equity funds and their
portfolio companies

With 700 private equity clients and 800 portfolio company clients across the country, we have a clear understanding of the environment
in which you're operating. Dedicated teams are the strength of our Transaction Support Services practice. We bring together senior-level
transaction support specialists, as well as professionals from other disciplines—including tax, operations, human resources and IT—and
apply a consistent methodology to provide a higher level of service. This integrated approach allows us to serve clients throughout the
transaction lifecycle. And in an effort to better meet the needs of private equity firms focused on the middle market, we have expanded
our capabilities to include sell-side due diligence assistance and working capital due diligence services.

For more information, visit www.rsmmcgladrey.com/PEG or call 800.274.3978.

About RSM McGladrey and McGladrey & Pullen

RSM McGladrey is a leading professional services firm providing accounting, tax and business consulting. RSM McGladrey operates in

an alternative practice structure with McGladrey & Pullen LLP, a partner-owned CPA firm that delivers audit and attest services. Though
separate and independent legal entities, they work together to serve clients’ business needs. Together, the companies rank as the

fifth largest U.S. provider of accounting, tax and business consulting services (source: Accounting Today), with 8,000 professionals and
associates in nearly 100 cities. RSM McGladrey and McGladrey & Pullen serve clients’ global business needs through their membership

in RSM International, the seventh-largest worldwide organization of independent accounting and consulting firms (source: International
Accounting Bulletin).

About McGladrey Capital Markets

McGladrey Capital Markets LLC (www.mcgladreycm.com) is a global provider of investment banking services to private and public
companies with annual revenues of up to $1billion. The firm's services include mergers, acquisitions, divestitures, recapitalizations, capital
raising, fairness opinions and restructurings. McGladrey Capital Markets, which offers in-depth expertise in 13 distinct industry sectors,
brings together companies, capital and creativity on a national and international scale to help clients achieve their personal and strategic
objectives. McGladrey Capital Markets is affiliated with RSM McGladrey Inc. The firm is @ member of FINRA and SIPC.

For more information, visit www.mcgladreycm.com or call 888.543.0711.
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