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A DR-based search firm considers its first acquisition
A. J. Wasserstein '

After nearly two years of searching, Kalil Diaz (SOM '14) wondered if he had finally found the
company for which he had been looking. The numbers looked solid, but Diaz knew that no
business is perfect or risk-free. The decision he was facing would have big impact on his
investors as well as his own life.

Diaz reflected on his journey to this point. When he came to the Yale School of Management,
he had already decided to eschew a traditional job search and explore the possibility of
entrepreneurship. A chance conversation during his second year led him to organize a search
fund - a vehicle that would allow him to find, purchase and lead a company. He set his sights
on acquiring a company in his native Dominican Republic. In the subsequent two years, Diaz
found that raising a search fund and beginning the hunt for a company to take over had been a
bit of a roller coaster ride. He had come close to making a couple of deals, but for various
reasons the acquisitions had not materialized.

Now nearing the end of his search period, Diaz believed he had found a company to purchase.
Contact Centers Dominicana (CCD), a Dominican based inbound and outbound call center, fit
a number of Diaz’s investment criteria, and its current ownership appeared ready to make a deal
at what seemed to be a fair price and Diaz was placating and managing the seller's inquiries
about his ability to close on a timely basis. Furthermore, he was somewhat confident he could
access funds from his current investors to purchase the company despite several investors being
slow in their response to commit. However, Diaz still wondered if making the investment was
the right move. How would he transition from the search to being CEO and actually running a
company? Moreover, would the acquisition provide suitable financial returns for his investors
and himself?

Building the fund

Background

Kalil Diaz had a varied resume (see Exhibit 1). At 17, he played baseball for a Los Angeles
Dodgers farm team affiliate in the Dominican Republic. Later, he entered college to study
finance at Concordia University in Montreal, Canada, starting a nonprofit during his college
years and a number of small businesses. With a BA in finance, he went to work for GE Capital
in structured finance and put in three years with the large international corporation.

But in his heart, Diaz wanted to be an entrepreneur in the Dominican Republic. Coming to the
Yale School of Management in 2012 allowed him to shift gears, gain additional skills and plan
his future. He noted,
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I thought about what I really like about being in business and a lot of it is the leadership aspects
of being at the helm of a company. I love strategy. How do we compete, how do we develop a
product solution that people really need? I'm very passionate about the Dominican Republic as a
place where there is not only growth opportunity but the opportunity to help my country.

I also had a career experience after college that made me realize how tenuous and random working
in a large company could be. I was at GE Capital in Canada and I saw the CEO there get fired
because someone down the ladder committed fraud. So, I saw this really nice gentleman, who
devoted 30 years of his life - blood, sweat and tears - to GE just get walked out the door with a
box of his personal items - just like that. I did not want that to be me. I wanted to control my
own destiny.

After his first year at Yale SOM, Diaz decided not to get a traditional summer job. Instead, he spent his
summer at the Yale Entrepreneurial Institute (YEI) as a Venture Creation Fellow. The position gave him
time to explore potential business concepts that he might pursue after he graduated. Diaz spent the
summer exploring building a lending startup.

A Propitious Football Game

In the fall of his second year, Diaz visited Cambridge, Massachusetts for the annual Yale - Harvard
football game. Harvard somehow won, but the event that most excited Diaz occurred well off the
gridiron.

After the game, Diaz had dinner with several friends from the Dominican Republic who were studying at
Harvard. Diaz described his start up idea and how he really wanted to lead a company. After listening
intently to Diaz, one friend suggested that building a search fund might be the best way for Diaz to realize
his vision and aspirations. Diaz did not know what a search fund was. His friend explained that a search
fund was an investment vehicle that allows a person to search for a company to acquire. If the person
finds a company, he can purchase the organization and then step in as CEO, operating a going concern
right away. Diaz was intrigued by the concept and immediately knew that he wanted to explore this
investment model.

The following day, Diaz boarded the southbound Amtrak train to return to New Haven, his head
swimming with ideas about purchasing and running a company in the Dominican Republic. Once the
train departed South Street Station and began its rumbling journey, Diaz opened his laptop and started
his search fund education. He quickly found web sites, literature and resources dedicated to search funds.
With equal parts of excitement, confusion and trepidation, Diaz read and learned. He described this as an
“A-HA” moment that catalyzed a shift in his post MBA career plans.

Building-out a Search Fund

Diaz had a lot to learn about search funds. He recalled,

I didn't know what a PPM (Private Placement Memorandum) was. So the fund-raising process
for me was a little more challenging. This was probably good in the long-term because it forced
me to focus on the search. When I thought about fund raising, I said, okay, what's my budget
like? I wasn't sure how much money I would need, so I initially came up with a number that was
above market, so I lowered my estimate. I knew I wanted a mix of US and Dominican investors
because the Dominican investor is likely a little more conservative. They're not familiar with the
search fund model and they may be a bit more skeptical. I wanted the smart money, so my initial
thought was 50% US and 50% Dominican for my search.
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To fill in his knowledge of search funds, Diaz relied on many sources. He found samples of successful
PPMs in Harvard Business School cases and at the Center for Entrepreneurial Studies at the Graduate
School of Business at Stanford University.

Diaz also discovered that there was a search fund community willing to advise, mentor and collaborate.
He enjoyed interacting with the other searchers and loved the openness and partnership that seemed to be
present. In particular, Jose Stella and Rafael Somoza, from Ashford Ventures, provided Diaz with helpful
and critical early feedback to get his project launched and on track. Stella and Somoza were successful
search fund entrepreneurs who had already acquired, built and sold an outdoor billboard advertising
business in Puerto Rico. At this point, Stella and Somoza were investing in search funds and onto their
next entrepreneurial project - a cell tower business in South America. Additionally, Tom Matlack (SOM
‘91) was an early investor. Matlack forwarded Diaz's PPM to prolific investor Will Thorndike. After a
conversation with Diaz, Thorndike committed to purchasing a unit. Following Thorndike's investment,
several additional investors joined rapidly. This was a great relief for Diaz, who initially struggled to
attract investors and had to wait a full four months before his initial commitment.

With this support, Diaz spent the early part of his second year at SOM writing the PPM he would use
solicit investors for his fund (that he named Amergent Capital). He settled on a standard model for his
search fund.

Most search funds consist of 10 to 15 investors who put up $25,000 to $35,000 a piece to back an
individual or a team in a two-year search for a business to acquire. If the search fund organizer identifies a
target, the original investors have the right, but not the obligation, to provide incremental equity for the
acquisition. For their part, the search fund organizer(s) could earn up to 30% of the equity based on
closing a deal, time vesting and performance vesting. Most search funds seek to operate and grow the
business for five years and then sell to a financial or strategic buyer. Of course, if no business was found,
both the organizer and the investors would get nothing.

Dominican Republic

Diaz worried that US investors would not be comfortable investing in a Dominican-based project. He was
concerned that investors would think the Dominican Republic, with a population about the size of the
state of Georgia, would not present sufficient opportunities to make a deal. To compensate for the
perceived risk, Diaz thought that US-based investors would demand even greater returns than the
standard 30% IRR.

To counteract this perception, Diaz spent a lot of ink in his PPM outlining the reasons that the Dominican
Republic was an excellent place to situate a business. He noted:

e The DR harbors excellent opportunities for investment due to its current and projected economic
growth, political and fiscal stability, geographic location, modern infrastructure, and growing
middle class.

e The DR has been Latin America’s fastest growing economy over the last 20 years and presents a
unique opportunity despite its relatively smaller economy ($60B) and population (10.5M).
According to the World Bank, the country’s GDP is projected to grow more than 4% per year
through 2016, outpacing the projected average growth in Latin America.

e Inaddition to strong macroeconomic factors, the DR has a nascent private equity industry with
limited-to-no deal competition from middle-market private equity firms. Furthermore, the
country’s family-owned business environment leads to a relatively low competitive rivalry within
industries.

3 KALIL DIAZ
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e The DR also presents a unique opportunity since the limited number of financial buyers allows
Amergent Capital the possibility of establishing a proprietary deal flow and acquiring the best
deals. In most countries, private equity returns trend downwards as first movers grab the most
attractive deals. The more funds that are in the market, the more expensive deals become.

Closing the Fund

Diaz contacted 110 potential investors and wound up with 10. While most search funds take about four
months to close, Diaz needed eight months to raise his fund. He attributed the increased length of time to
his fund’s geographical focus and the corresponding need to dig harder and deeper to find appropriate
and interested investors. In the end, Amergent Capital ended up with a 70/30 percent mix between US
and Dominican investors.

Diaz was thrilled to close his fund, graduate Yale SOM and become one of the school’s first search fund
entrepreneurs. However, he was concerned about the next stage - identifying and finding a viable
business to acquire and operate.

The Search

Relocating to the Dominican Republic

Immediately after graduation, Diaz, funds in hand, left New Haven for the Dominican Republic to start
the search. To help ferret out deal opportunities, he hired a few local business school students to facilitate
some of the sourcing and analysis.

Diaz soon found that finding a company to acquire would require a new skill set than he had relied upon
at GE or that he employed raising funds for the search. He recalled getting started with the search,

Wow, I had 24 months to find a company. Oh my God, it's amazing and high energy. Initially,
everything is great because you feel that you can make mistakes for two months and it doesn’t
matter, you got 24 months... I had to decide how I was going to search. Some searchers have a
spray and pray mentality, and some searchers have more of an industry-focused, river guide
mentality. Because of my geographic specialization, I really want to be a top-down industry guy.
If I know the industry, I am going to get a better deal.

In his PPM, Diaz defined the characteristics of the business he would seek (see Exhibit 2). He targeted
three sectors: consumer goods, financial services and healthcare services. He also outlined a strategy to
source a deal by using a combination of business brokers, commercial banks, accountants, lawyers,
business advisors and direct marketing. Of course, Diaz would engage his personal network, as well.

One creative approach Diaz took was to access publicly available information that identified the top
taxpayers in the country by industry. Using this data, Diaz calculated estimated EBITDA information by
company, creating an actionable prospect list of targets in desirable industries with a minimum EBITDA
threshold. He then contacted as many people as possible on the prospect list to build a deal pipeline that
included deals in various stages of completion. Diaz described his sales funnel,

We built a search engine, and our goal is to have deals at all kinds of levels. Level one is the first

contact, they responded to our emails. Level two, the person meeting; level three, the NDA and
more information. Level four is a memo. Level five is diligence.

4 KALIL DIAZ
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The Call Center Space

After looking at thousands of deals and tripping over the 12-month mark in his search, the comfort of
talking about a search fund in Yale SOM’s Evans Hall seemed like a distant memory. The reality of having
actually to find a business that would meet his criteria and his investors’ criteria, all from a dead start, was
beginning to stress Diaz. Each month consumed approximately $15,000 of Diaz’s precious search funds
and moved him closer to his deadline. Over halfway through his search, Diaz had met with about 150
companies and issued three IOIs (Indications of Interest) and three LOIs (Letters of Intent), but to no
avail.

During the search process, one of the sectors that Diaz began investigating was BPO (Business Process
Outsourcing), which includes the call center industry. Diaz remembered how he became interested,

I was driving by this street and saw this massive, beautiful campus-like building. Later, I realized
it was a call center. It made me think, companies who have big buildings have big budgets, and
earn a lot of money. So, I started to research the industry and contacted the call center industry
association.

In 2015, call centers were an increasingly important function to provide customer support or sales
services (see Exhibit 3). Globally, companies spent an estimated US$350 billion on call centers. While
some companies ran their own call centers, other companies found significant cost savings by outsourcing
this function. An estimated 25% of the global call center activity was outsourced, either “onshore” or
“offshore,” creating an estimated $85 billion market. (Average prices and costs varied greatly between
insourced, onshore, and offshore centers see Exhibit 4.) The market for outsourced call centers continued
to grow, with industry analysts projecting a five-year CAGR of 5.7%. The growth of outsourced call
centers was being fueled by the increasing complexity of non-core call center activities and rising costs of
labor in developed nations.

The Dominican Republic quickly was establishing itself as a leading destination for outsourced call center
services. Call centers in the DR went from 3,800 seats in 2006 to about 30,000 in 2013. Diaz estimated
the outsourced industry in the country generated $560 million annually. He believed the industry would
grow even further with a conservative five-year CAGR of more than 10 percent. Diaz also liked the fact
DR outsource firms catered primarily to US-based customers and priced services in US dollars,
eliminating some currency risk issues.

Diaz befriended and engaged the president of the call center industry association as a “river guide” -
someone to teach him about the industry, identify potential prospects, and perhaps even close a deal.
Ultimately, Diaz and his river guide identified 55 DR-based call centers to prospect. Simultaneously, Diaz
told several business brokers he was targeting call centers. One broker introduced Diaz to Santiago-based
Contact Centers Dominicana (CCD).

CCD, founded in 2011, was a 250-seat call center with US-based customers. The company provided
short-term outbound and long-term inbound services contracts. Amongst its clients, CCD had built a
significant inbound medical center imaging scheduling business, a specialized medical BPO service that
added more value than generic call center services (see Exhibit 5 for CCD investment considerations and
Exhibit 6 for industry dynamics).
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The Deal

Diaz proposed purchasing CCD for $3.71 million based on the company’s trailing 12-month EBITDA of
$700,000 (see Exhibit 7). CCD was growing rapidly with revenue increasing by 122% in 2015 and
79% in 2014. To support anticipated expansion, Diaz proposed raising an additional $2.2 million to
construct and buildout space to accommodate an additional 350 call center seats. Diaz believed that the
current customer backlog justified the additional capital expenditure.

Given the lack of readily available bank debt and CCD’s growth curve, the deal would be an all-equity deal
(see sources and uses in Exhibit 8 and balance sheet data in Exhibit 9). One hundred percent of the equity
would be structured as redeemable voting preferred stock at an interest coupon of 8%. The seller would
roll 10% ($371,000) of his equity into the deal, but would not remain on the board. The seller would
like to remain employed indefinitely as an executive with a focus on sales, strategy, and client
relationships. In addition, the Chief Sales Officer had expressed strong interest in the deal and appeared
willing to buy into 5% of the equity at close.

Based on early investor conversations and guidance, Diaz was confident that he could raise the funds for
this deal from his current investor group. He thought the acquisition would generate plenty of free cash
flow (see Exhibit 10 for cash flow statements) and the pro forma IRRs and MOIC would more than clear
his and his investor's hurdles (see Exhibit 11). However, there were also many things that could go
wrong, like managing customer renewals and concentration (see Exhibit 12 for selected customer data).

After years of raising capital, searching for a business, negotiating a deal and executing diligence, Diaz
paused and thought. Although he could continue searching for another company if he passed on CCD,
time and money were beginning to slip away. This decision would set the course for at least the next five
years of his life. Was this where he wanted to dedicate his time or was he just ready to get a deal, any deal,
done?

Diaz reflected back to the Yale - Harvard football game where he first learned about search funds three
years ago. He had learned so much and had come so far. At each step of the search fund experience, Diaz
was both excited and scared - the very same emotions he was now experiencing - again. Diaz desperately
wanted to deliver a win for his investors and himself; but was this the right opportunity?

This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an endorsement
of the organization in question, or illustrate either effective or ineffective management techniques or strategies.

Copyright 2017 © Yale University. All rights reserved. Reprinted with permission of Yale University School of Management. To
order copies of this material or to receive permission to reprint any or all of this document, please contact the Yale SOM Case
Study Research Team, 165 Whitney Street, PO Box 208200, New Haven, CT 06520 or at case.comments @yale.edu.

Endnotes

! Lecturer in the Practice of Management, Yale School of Management
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Exhibit 1: Kalil Diaz resume

KALIL DIAZ

EDUCATION

YALE SCHOOL OF MANAGEMENT New Haven, CT
Master of Business Administration (MBA) 2014

e Hewry F. McCance Entrepreneurial Fellowship Recipient
¢ Student Government — Student Life Chair. Entrepreneurship Club Leader
¢ Founder of the Integrated Leadership Case Competition and the Case Competition Club

CONCORDIA UNIVERSITY Montreal, Canada
Bachelor of Commerce, Supply Chain Management / Finance 2009
o Cumulative GPA 3.67, Major GPA 3.96 (Top 1%)

¢ Salutatorian, Danielle Morin Award. CASA Award. Class Act Award. Garnet Key Society. Beta Ganuna Sigma

e Concordia University. Senator: Concordia Student Union. Councilor; CUSA Corporation, President

PROFESSIONAL EXPERIENCE

AMERGENT CAPITAL New Haven, CT / Santo Doming, Dom. Rep.
Managing Partner 2014 — Present
e Started a search fund focused on identifying, acquiring. and operating an existing business in the Dominican Republic
o Targeting an acquisition of a profitable business with a deal size of $6M-$15M within five sectors of interest

GE CAPITAL Montreal, Canada

Structuring Manager 2011 - 2012

e Managed the loan underwriting process for specialized commercial loans in the foodservice and hospitality industries

¢ Underwrote and structured twenty-two conunercial loans totaling $102 million utilizing a cash flow-based approach.
including a $38 million senior debt facility for a distressed restaurant chain acquisition

¢ Restructured workflow and implemented an auto-decision process that reduced underwriting cycle time by 12%

¢ Managed the $800 million portfolio by using debt service coverage models. covenant testing. and exit-option analysis

o Received the GE Silver Award for proposing improvement to the group’s risk management strategy

Assistant Account Manager 2009 - 2011
¢ Responsible for originating conunercial loans with prospective clients and maintaining our existing relationships
¢ Managed the deal closing process by acting as a liaison among credit executives. lawyers. underwriters, and clients

AIR CANADA Montreal, Canada
Financial Analyst (8-month full-time internship) 2008
o Quantified the financial benefits for a supply chain project that generated $2 million in annual savings

¢ Forecasted expenses to draft a $658 million annual operating budget for the Aircraft Maintenance Division

NON-PROFIT EXPERIENCE

EXPLORE DOMINICAN REPUBLIC Santo Domingo, Dom. Rep. / Montreal, Canada

President and Founder 2005 - Present

o Established an international 12-executive and 52-volunteer non-profit organization dedicated to providing for the
education, healthcare. and mentorship of underprivileged Dominican children between the ages of four and seventeen

¢ Built a Technological Development Center that promotes computer literacy and teaches via video-conferencing

ADDITIONAL INFORMATION

e Los Angeles Dodgers - Minor League Baseball Team, 1* Baseman 2003
e Espiritu Latino Award - presenred by the Canadian Minister of Immigration 2010
s Languages — Spanish (native), English (fluent), French (fluent)
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Exhibit 2: Amergent Capital Investment Criteria

Investment Criteria

Amergent Capital intends to evaluate deals based on a set of investment criteria that
focus the search and allow for comparison amongst potential deals. While a deal will not fit
all of the criteria outlined below, the degree to which it does will help Amergent Capital
select the best possible deal.

Below is the set of criteria that Amergent Capital deems desirable:

¢ Honest and respected by employees and customers
The Seller e Lacks a succession plan

¢ Interested in partial net worth diversification or liquidity

e Willing to provide future performance provisions

e Open to providing seller financing

¢ Fragmented with consolidation opportunities
Industry e Large potential market size

e Low threat of technological shocks

e Low probability of negative regulatory changes

e Size, growth, and stability of industry demand

¢ Longindustry life cycle

e Family-owned and based in the Dominican Republic
The Company e Annual EBITDA in the range of $1M-$6M

¢ Minimum EBITDA margin of 10%

¢ Scalable business model

e Experienced, competent, and honest management

¢ Talented middle management and low employee turnover

e Stable, recurring, and predictable future free cash flows

e Significant number of potential suppliers

¢ High returns on invested capital

e Sustained profitable operations

¢ Diversified and loyal customer base

e Sales growing at or above industry growth rates

e Excellent growth prospects within the Dominican Republic
Value Creation e Potential for launch of new product lines or services
Opportunities ¢ Weak information systems

o Capacity constraints

e Weak capital structure

¢ Lack of internal controls and planning

e Potential to improve employee incentives

e Potential to leverage foreign expertise or partnerships

8 KALILDIAZ
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Market Position

Clear and sustainable competitive advantage
High customer switching costs

Among leaders in the industry

Defensibility of market share

Exit Options

Multiple potential domestic strategic buyers
Financial buyers with larger minimum deal size
Attractive market for foreign strategic buyers
Supply chain with vertical integration potential
Potential interest from family conglomerates

Source: Amergent PPM
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Exhibit 3: Call Center Product Lines

Call Centers perform different functions with varying level of complexities and
integration with the client. Services are primarily categorized as inbound or outbound:

Inbound Services: inbound engagements are defined with service contracts that vary
in scope. These contracts are 1 to 5 year contracts that have mutual renewal and
breakup options. The contracts define prices by agent hour or call and specify service
levels and payment terms. Inbound engagements require a higher degree of
integration with client systems and processes. The client assigns a dedicated team that
train agents on-site for weeks at a time. These teams oversee operations and travel to
the site frequently. Inbound contract revenues are predictable and tend to be more
complex in nature, therefore making switching costs higher for clients.

Outbound Services: outbound engagements are also defined by service contracts, but
are often shorter and more limited in scope. Outbound services are generally framed
as telemarketing services and have a focus selling and lead generation. Outbound
service contracts tend to have a fixed and variable pay component. Outbound services
can be lucrative for call centers, but often place a strain on call center agents which
results in higher turnover.

Source: Amergent offering memo
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Exhibit 4: Payroll Hour Rate Comparison - Insourced vs Outsourced

LY
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' Based on full burdened agent payroll hour rates — Clients are obtaining
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Exhibit 5 - Investment facts about CCD

1- Industry Growth and Market Potential

Successful search fund investments are closely tied to aggressive topline growth.
CCD’s future growth is supported by strong industry tailwinds. The call center
industry in the Dominican Republic is growing at 10%+ and the US healthcare BPO
industry is expected to continue to grow at 12%-+. The US healthcare BPO market
size alone is expected to be $34B+ by 2020. CCD has outpaced the industry with
100%+ growth and is expected to maintain the trend. There is great potential within
the specialty imaging scheduling service, 10x growth potential just with the current
CCD pipeline alone.

2- Leading Company in Attractive Imaging Scheduling Function
CCD has developed a proprietary approach to scheduling appointments within the

imaging center chain industry. This includes processes and software that has been
customized to the sector, and has led to a first mover position in a blue ocean market
for call center/BPO outsourcing. This specialty focus will help reduce the traditional
industry customer churn and raise barriers to entry.

3- Track Record

CCD has built a positive track record in both specialized imaging scheduling and the
broad call center services. Track record is an important component that call centers
need to build before they book larger and more attractive contracts. RadNet is a
largest imaging center chain in the US and the Comcast contract provides important
client validation.

4- Unique Management Qualifications

Successful offshore call centers have to bridge local operations with an ability to sell
to middle-market companies outsourcing for the first time. Amergent Capital
management team and board of directors is uniquely qualified to take advantage of
the opportunities in the offshore call center/BPO industry by effectively selling to
US clients, but at the same time effectively operating and hiring in the Dominican
Republic.

5- Recurring Revenue
Successful search funds that generate outsized returns have a high percentage of

recurring revenue. The call center industry on average has high percentage of
recurring revenue 75%+ and CCD has 80% recurring revenue as measured at TTM
May 2016.
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6- Asset Light and Operating leverage
Scalability and operating leverage are also strongly correlated with successful

search fund investments. While, CCD and the call center industry are not as scalable
as software based companies, it still has good operating leverage (~40%) as
management and fixed telecommunications expenses are scalable. The industry is
also asset light and requires no significant one-time expenses.

7- Dominican Republic’s Competitive Position
The Dominican Republic offers unique advantages over other offshore destinations.

The country has the lowest cost of labor in the region, is well positioned
geographically, and has strong cultural affinity with the US. In addition, there are
strong government incentives such as sales and corporate tax exemptions, as well
as sponsored English language programs.

8- Existing Backlog and Pipeline
CCD has a significant backlog of seats that will be booked within the first 9 months

post-close that will conservative grow the company by ~140%. This is driven solely
by requests made by four of the long-term contract that the company holds. RadNet,
accounts for 50%¢+ of this backlog. The new client pipeline is equally exciting as they
are in late stage talks with a number of US companies such as Amazon, XM Radio,
and Cable Vision. There are also two imaging center chains that are expected to
come onboard in October.

9- Exit Options
Given the international nature of the industry and the level of M&A activity, there

are a number of exit options, both from strategic and from financial buyers that can
provide a liquidity event at the appropriate time.

10- Limited Foreign Exchange Risk
An attractive component to the CCD is the natural currency hedge. All revenue is

booked in US Dollars and most expenses are paid in Dominican Pesos (DOP). There
has been an average 5% DOP to USD depreciation per year over the last decade,
which provided a nice tailwind for the industry.

Source: Amergent offering memo
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Exhibit 6: Call Center Industry Dynamics
The call center outsourcing industry at a global scale is characterized by a number of

industry dynamics that relate to both smaller and larger centers.

Below is a summary of these characteristics:

Labor Intensive: labor is the most significant cost component and represents close to two
thirds of all costs and 61% of total industry revenue.

Labor Attrition: labor attrition is relatively high in part because of the nature of the call
center work and in part due to the employee profile.

Customer Churn: clients can be lost if performance is inadequate, pricing is uncompetitive,
or if the client changes their customer service strategy.

Customer Concentration: As call centers grow they tend to book larger contracts which
produce customer concentration. For example, the second largest publicly-traded call
center has 30% concentration with two clients.

Recurring Revenue: Most of call center revenue (~75%+) is recurring. This is more
characteristic of inbound contracts as outbound contracts are often for fixed short terms.

Asset light: Capex is limited to facilities buildout, work stations, computers, and servers.
Capex investment per agent is less than 33% of their respective annual revenue.

Low Supplier Pressure: Since telecommunications costs have steadily declined and since
several best-practices call center software exist, supplier pressures are low.

EBITDA Margins: Given competition on price, call centers in the US have single-digit
EBITDA margins. Call centers in emerging markets can have EBITDA margins in 20%+.

Government Incentives: Governments tends to provide tax incentives since they create jobs
and generate revenues in foreign currency. This is the case in the Dominican Republic.

Despite these industry nuances, call centers are relatively simple to operate given the best
practices that have been defined over time by the industry certifications.

Source: Amergent offering memo
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Exhibit 7: Historical and Pro Forma Income Statements for CCD

CCD - Financial Mode!

2013 2014 2015 TTM Marle Adjusted 2017 2018 2019 2020 2021 2022 2023
fSDDDS,? L= S PR L= FUs0 P potara Pt fadoriy fatoray P potara
Income Statement
Avg. DOP-USD Exchange 45.75
Growth n/a 79% 122% n/fa n/a 80% 45% 16% 22% 13% 9% 6%
Revenues 33,627 60,069 133,153 155,115 4,363 7,861 11,397 13,268 16,216 18,355 20,048 21,295
Direct Labor 15,290 26,342 74,253 84,106 2,400 4,324 6,268 7,297 8,915 10,095 11,026 11,712
Gross Profit 18,337 33,726 58,861 71,009 1963 3,537 5129 5971 7,297 8,260 9,021 9,583
Operating Expenses

Telecom and IT 2,331 7,173 11,428 11,875 305 550 627 597 568 551 601 639
Electricity B4B 2,248 3,897 4743 131 197 2B5 332 405 458 501 532
Rent 1,411 3,279 4 (85 5,955 218 393 GB4 796 1,135 1,285 1,403 1,451
Management Salaries 5,371 6,121 10,423 11,121 393 747 855 796 762 771 782 209
General and Admin. 1,820 3,279 6,127 6,541 175 314 399 464 486 458 481 511
Depreciation and Amort. 1,018 2,865 2,328 2,328 131 197 2B5 332 405 458 501 532
Loan Interest 558 736 4,302 6,645 - - - - - - - -
Total Expenses 13,357 25,701 43,200 49,216 1,353 2,398 3,134 3,317 3,762 3,983 4,270 4,515
MNet Income 4,980 B,026 15,661 21,793 611 1,140 1,994 2,654 3,535 4,277 4,751 5,068
EBITDA 6,556 11,627 22,291 30,767 742 1,336 2,279 2,985 3,941 4,735 5252 5,601
EBITDA Margin 19% 19% 17% 20% 17% 17% 20% 23% 24% 26% 26% 26%
EBITDA Growth T1% 92% - - B0 71% 31% 32% 20% 11% 7%

Note: The summarized income statement highlights historical and projected financial results for a base case scenario. Amergent Capital expects to maintain variable expenses at relatively
constant margins and expects scalable expenses such as telecom, IT and management salaries to provide margin improvement at the company grows.
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Exhibit 8: Proposed Sources and Uses for CCD Acquisition

Given the lack of readily available bank debt and CCD’s growth, the deal will be an all-equity
deal. 100% of equity will be structured as redeemable voting preferred stock at an interest
coupon of 7%. Below is a summary of the sources and uses:

Preferred Equity 55,990,000 | Acquisition Price 53,710,000
Rollover Search Capital 560,000| Transaction Fees 140,000

Buildout Capital 52,200,000
Total 56,050,000 | Total $6,050,000]

Seller Participation

The seller has demonstrated desire to remain involved long term and will roll 10%
($371,000) of his equity into the deal, but will not retain a board seat. The VP of Sales has
expressed strong desire to participate in the deal and will buy 5% stake in the company. The
seller will remain employed as the Chief Commercial Officer post-close for an indefinite time
period. The role will have a proportion of variable pay and will focus on client relationships,
sales, and strategy.

Source: Amergent offering memo
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Exhibit 9: Historical and Pro Forma Balance Sheets for CCD

CCD - Financial Model

2013 2014 2015 Adjusted 2017 2018 2019 2020 2021 2022 2023

(5000s) SDOP SDOP SDOP SUSD | SUSD SUSD SUSD SUSD SUSD SUSD SUSD
Balance Sheet
Assets
Current Assets
Cash and Equivalents 1,184 2,732 2,483 2,200 626 2,084 769 596 1,029 1,058 1,058
Account Receivables 2,570 9,819 7,461 262 | 1,077 1,561 1,818 2,221 2,514 2,746 2,917
Total Current Assets 3,755 12,551 9,944 2,462 | 1,703 3,645 2,587 2,818 3,544 3,804 3,975

Property, Plant, and Equipmer 37,571 34,707 53,607 1,172 | 2,896 2,989 3,281 3,611 3,766 3,793 3,719

Other Assets 1,151 1,178 2,530 87 157 228 199 243 184 200 213
Goodwill - - - 3,204 | 3,204 3,204 3,204 3,204 3,204 3,204 3,204
Total Assets 42,477 48,435 66,082 6,925 | 7,960 10,066 9,271 9,876 10,697 11,001 11,110

Liabilities and Shareholder Equity
Current Liabilities

ST Bank Debt 4,555 3,896 11,985 - - - - - - - -
Accounts Payables 2,321 1,866 12,491 349 174 215 229 240 241 260 277
Other Debt and Payables 119 99 13,605 87 157 228 265 324 367 401 426
Total Current Liabilities 6,996 5,861 38,081 436 332 443 494 564 608 661 702

LT Bank Debt - - - - - - - - - - R

Total Liabilities 6,996 5,861 38,081 436 332 443 494 564 608 661 702
Equity
Total Preferred Stock - - - 6,489 | 6,489 6,489 6,489 6,489 6,489 6,489 6,489
Total Common Stock 33,885 33,885 3,650 - - - - - - - -
Retained Earnings 1,597 8,689 24,350 - 1,140 3,134 2,288 2,823 3,600 3,851 3,919
Total Equity 35,482 42,574 28,000 6,489 | 7,629 9,623 8,777 9,312 10,088 10,340 10,408

Total Liabilities and Shareholder E 42,477 48,435 66,082 6,925 | 7,960 10,066 9,271 9,876 10,697 11,001 11,110
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Exhibit 10: Pro Forma Cash Flow Statements for CCD

CCD - Financial Model

2013 2014 2015 2017 2018 2019 2020 2021 2022 2023

($000$) SDoP SDoP SDOP SUSD SUSD SUSD SUSD SUSD SUSD SUSD
Cash Flow Statement
Cash From Operating Activities

Net Income 4,980 8,026 15,661 1,140 1,994 2,654 3,535 4,277 4,751 5,068
Depreciation and Amortization 1,018 2,865 2,328 197 285 332 405 459 501 532
Change in Account Receivables (3,876) (7,249) 2,358 (815) (484) (256) (404) (293) (232) (171)
Change in Other Assets - - (1,377) (70) (71) 29 (44) 60 (17) (12)
Change in Other Debt and Payables - - - 70 71 37 59 43 34 25
Change in Account Payables 1,415 (475) 23,626 (175) 41 14 11 1 19 16
Net Cash From Operating Activities 3,500 3,140 42,620 347 1,836 2,809 3,562 4,546 5,056 5,458

Cash from Investment Activities

Maintenance CapEx (79) (114) (133) (162) (184) (200) (213)
Capital Expenditures (22,896) (934) (21,229)  (1,842) (264) (491) (573) (430) (328) (246)
Net Cash from Investment Activities (22,896) (934) (21,229) (1,921) (378) (624) (735) (613) (528) (459)

Cash from Financing Activities

Net Change in Debt 4,555 (659) 8,595 - - - - - - -
Shareholder Dividends 15,791 - (30,234) - - (3,500) (3,000) (3,500) (4,500) (5,000)
Net Cash from Financing Activities 20,346 (659) (21,640) - - (3,500) (3,000) (3,500) (4,500) (5,000)
2,017 2,018 2,019 2,020 2,021 2,022 2,023
Change in Cash 950 1,547 (248) (1,574) 1,458 (1,315) (173) 433 28 (0)
Beginning cash 234 1,184 2,732 2,200 626 2,084 769 596 1,029 1,058
Ending Cash 1,184 2,732 2,483 626 2,084 769 596 1,029 1,058 1,058
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Exhibit 11: Pro Forma IRRs and MOIC for Amergent Capital Investors

Amergent Capital believes that CCD presents a unique investment opportunity with excellent
returns for the investor group. Under a base case scenario, a 5-year exit, and a 5.0x exit
multiple, the investment yields a gross IRR of 44% and an 5.3x multiple of invested capital.

On a downside case, a 5-year exit, and a 4.0x exit multiple, the investment yields a gross IRR
of 17% and a 2.0x multiple of invested capital. Amergent Capital plans to reinvest free
operating cash flows into growth capex for new seats and for potential roll-up acquisitions.
Dividends will be paid only if excess cash (above ~4% of revenues) accumulates in the
business and if there are no other value creation options.

Below is a summary of the net cash flows that yield the base case IRR:

IRR Calculations 2016 2017 2018 2019 2020 2021 2022 2023
Acquisition Capital S (3,710,000) - - - - - -
Search Capital (498,750) - - - - - -
Rollover Search Capital 60,000 - - - - - -
Transaction Fees (140,000) - - - - - -
Buildout Capital (2,200,000) - - - - - - -
Dividends - - - 3,500,000 3,000,000 3,500,000 - -
Exit Proceeds - - - - 18,941,947 - -
Cash on Hand at Exit - - - - 1,029,266 - -
Total Flows $ (6,488,750) $ - S - $ 3500000 $ 3,000000 $ 23471,214 $ -8 -
EBITDA S 741,744 S 1,336,375 S 2,279,340 S 2,985255 S 3,940,537 S 4,735487 S 5252,445 S 5,600,559

IRR Calculations Gross IRR Sensitivities
Exit Year 2021
EBITDA at End of Exit Year 4,735,487 Projections Case
X Earnings Multiple | 4.0 Downside Base Optimistic
Enterprise Value (EV) $ 18,941,947 4.0 17% 40% 53%
5.0 20% 44% 58%
IRR 40% 6.0 23% 47% 62%

*Asssumes 5 Year Exit
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Exhibit 12: CCD Customer Data

Customer Type Start Hourly Rate May 2016 Rev % LT Contract Rev
1 Inbound Oct-15 $9.80 $128,419 37%
2 Inbound/Outbound Jan-14 $9.75 $97,133 28%
3 Inbound/Outbound Jul-14 $7.90 $30,514 9%
4 Inbound/Outbound Aug-15 $13.75 541,713 12%
5 Outbound May-15 $8.00 $32,977 10%
6 Inbound Dec-15 $13.75 $15,863 5%
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