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“Compound interest is the eighth wonder of the world. He who understands it, earns it; he who
doesn’t... paysit.”

Albert Einstein on compound interest

Entrepreneurs can employ many strategies when pursuing their entrepreneurial goals.” A
critical factor to consider in all strategies is how long the entrepreneurial project will exist. Many
entrepreneurs begin a venture with the goal of building the business and holding it for
approximately five years before pursuing an exit to reap the economic rewards. We consider
this an extremely short-sighted approach. In certain situations, an entrepreneurial venture
should be truncated prematurely for economic or personal reasons, but in general, we strongly
advocate for a long-term hold strategy.

In our case note On the Nature of Long-term Holds: Holding a Business for the Long-term is
Lucrative, we explore why entrepreneurs should view time in decades rather than five-year
increments. We unpack the compelling quantitative and qualitative reasons to build a business
with a long-term horizon. The power of any long-term hold strategy is the value of allowing

capital to compound continuously over decades. The economic advantages of long-term hold
strategies that facilitate continuous compounding include the following:

. Avoiding taxes and transaction fees when exiting
. Avoiding idling cash between entrepreneurial projects
= Preventing redeployment risk when moving from one project to the next

A gualitative benefit of engaging in a long-term hold strategy is that entrepreneurs experience
non-financial compounding and become better CEOs over time. Additionally, running a business
for an extended period can be personally fulfilling as the company makes meaningful
connections in a geographic and industry community. As established in our case note on the
why of long-term holds, we believe their compelling nature to be obvious. As for the how, there
are many ways an aspiring entrepreneur can build a business over multiple decades. This note
explores several factors an aspiring entrepreneur should consider when engaging in a long-term
hold strategy.

See our case note, Patterns in Entrepreneurship, in which we explore six distinct paths an aspiring entrepreneur
can consider in building their entrepreneurial career.
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We believe an entrepreneur must make five key decisions when building their long-term hold strategy
(See Figure 1 for our framework):

® |ndustry selection—Will the entrepreneur start the project and make an initial acquisition with a
specific industry focus or conduct their sourcing with an opportunistic mindset?

* |Industry focus—Will the entrepreneur construct a business focused on a single industry or a
diversified portfolio?

= CEO role—Will the entrepreneur play the role of a traditional CEO with hands-on operational
involvement or that of a dealmaker or capital allocator significantly less involved in the business’s
daily activities?

= Capital source and formation—Will capital come from institutional or non-institutional sources?
Will the entrepreneur raise a small amount of initial capital, seeking to control the project and
therefore tolerating slower growth, or raise a larger amount of capital, seeking to grow more
quickly and accepting a smaller ownership percentage? Or will they raise no external capital at all
and bootstrap the project?

=  Growth strategy—Will the entrepreneur build a business via organic growth, acquisitions, or a
combination of the two?

These choices will largely determine how a long-term hold strategy unfolds and often culminate in an
enterprise that feels like an operating company or a holding company. Jeff Immelt, former CEO of General
Electric and author of Hot Seat: What | Learned Leading a Great American Company, makes a useful
distinction: “CEOs of operating companies are actively involved with each of their businesses, whereas
CEOs of holding companies have a more hands-off approach to daily operations but actively manage
resource allocation.” We believe both operating and holding companies are wonderful vehicles to build
an entrepreneurial career, and we encourage aspiring entrepreneurs to approach this choice with
intention, contemplating what works best for them personally and economically.

Figure 1: Long-term Hold Strategies: a series of choices to build a value-creation machine

Long-term Hold Strategies:
a series of choices to build a value creation machine
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Industry Selection

One of the first choices an aspiring long-term hold entrepreneur must consider is industry. Will the
entrepreneur start the project by making an initial acquisition with a specific industry focus or be
opportunistic and cast a wider net in their deal sourcing? Either approach could result in a favorable or
unfavorable outcome. We believe the industry in which an entrepreneur chooses to operate can be a
greater determinant of success than the skills of the entrepreneur themselves. For most, it is more
advantageous to be in a phenomenal industry where even novices can make lots of money, than in a
challenging industry where only geniuses can.

Specific thesis

An entrepreneur’s selection of a specific industry in which to implement their long-term hold strategy
might be motivated by their professional or personal interests. An entrepreneur’s emotional or
intellectual passion for a market is often a strong driver of a distinct industry focus. Other drivers that can
influence an entrepreneur’s industry focus are the depth and quality of a professional network within a
particular domain or prior experience working in that market that has helped the entrepreneur gain
credibility, confidence, and an industry-specific skillset. One advantage of an industry network is insight
and access to acquisition or start-up opportunities that others might not be able to find or pursue on their
own. Finally, special industry attributes, economic characteristics, or tailwinds might lead an entrepreneur
to choose one industry over another.

Opportunistic selection

An entrepreneur following an opportunistic industry selection process might be drawn to a broad set of
desirable economic attributes. These economic factors can potentially increase the odds of making a first
acquisition or completing it more quickly because the entrepreneur is not committed to any one specific
industry. Furthermore, a tighter geographic focus might lead to greater openness to target profiles due
to the relatively small number of potential acquisition options.

An entrepreneur following this strategy likely has some ideas and industry preferences, but the options
may feel overwhelming. Using a ranking grid (see Exhibit 1) to determine which industry and business
opportunities best align with their personal aspirations can be beneficial. For a helpful set of criteria to
consider when starting a business or making a business acquisition, aspiring entrepreneurs can review our
case note On the Nature of Economic Characteristics.

In 2012, after a 10-year career as a trader on Wall Street, Jay Kumar (Cornell University 2001)
wanted to operate a business with a long-term horizon. He knew he did not want to start a
business from scratch and sought instead to acquire a business he could use his skills to grow

for decades. The Universal Plastics Group began in 2012 when Kumar acquired Universal

Plastics in in Holyoke, Massachusetts, then added thermoformer Mayfield Plastics Inc. in Sutton,
Massachusetts in 2013; large part injection molder Sajar Plastics LLC in Middlefield, Ohio in 2017; and
Premium Plastic Solutions LLC, a custom blow molder in Latrobe, Pennsylvania, in 2017. Today the
Universal Plastics Group employs 290 people and has annual revenues of $53 million.

We do not have a plan to sell [the business] or flip it, but rather to continue growing it
organically and inorganically to build the right business that we can keep indefinitely. Our
intent is to hold the business for as long as humanly possible.
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Industry selection is hugely important. The appealing thing about the plastic industry is
that it is very fragmented. Our plan was to pick a growth industry with under-managed
assets. By doing all the right things, we can turn such assets into good cash flow vehicles.
However, if you are in a declining industry and have a long-term outlook, you are less
likely to realize the vision.

| have chosen to be an operator, and | am not planning on diversifying much. In my
opinion, it is hard to run multiple businesses at once. There are two guys who are doing
it well: Jack Dorsey and Elon Musk. But it takes time to build expertise, and the expertise
you develop in building a core business is gratifying. | am confident that if we specialize,
focus, and understand our niche, we can create a lot of value over time.

Industry Focus: Single Industry Versus a Diversified Portfolio

Among the choices that an entrepreneur pursuing a long-term hold strategy must make is whether to
build a single, enduring company or a diversified portfolio of businesses. Each approach has pros and cons.
The decision may be driven as much by the entrepreneur’s temperament and personal objectives as by
logic.

Panda Express, the now ubiquitous airport terminal dining staple with over 2,200 locations, more than
39,000 employees, and $3.5 billion in annual revenue is an example of the single company model. It was
founded in 1983 by the husband-and-wife team, Peggy and Andrew Cherng. Relying on strong operational
playbooks, exemplary execution, and prudent capital management, Panda Express has become a long-
term hold American success story, operating with laser focus in a single industry.

No less a success, Koch Industries is a large conglomerate of different businesses and is today one of the
world’s largest privately held enterprises. Originally founded by Fred Koch in 1940, the company has been
led for the past 38 years by Fred’s sons, Charles and the late David, who greatly expanded the
organization’s scope and size, such that the conglomerate now comprises hundreds of businesses
generating more than $110 billion in annual revenue.

Regardless of the entrepreneur’s focus, most decision-making factors will relate to whether the
entrepreneur wants to dive deep and develop domain expertise in a single market or build more
horizontal skills and networks across industries, considering the trade-offs associated with each path.

Single business

In focusing on the growth and success of a single business over a multi-decade period, the organization
leader will participate directly in the company’s value creation. Managing from the trenches, the owner-
operator will develop true domain expertise in their field and have an intimate grasp of their business,
market, and team operations. This singular focus channels the entrepreneur’s energy and capabilities in
a way that may lead to outperformance in an industry and opportunities to create operating leverage in
an ever-growing company. Conversely, having a single asset concentrates the entrepreneur’s risk, and if
the business underperforms or fails, the emotional and financial consequences could be severe.
Depending on the company’s initial size and growth rate, the entrepreneur must also be comfortable
operating within modest surroundings without the customary trappings or prestige enjoyed by most peers
in their profession. In weighing the options, an entrepreneur who wants to go an inch wide and a mile
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deep would be well-suited to leading, growing, and building a single company and would likely enjoy
assembling, developing, and managing individual team members working toward a common purpose.

Portfolio of Companies

When an entrepreneur chooses to build a portfolio of companies, they choose a path that more closely
resembles the creation of an investment firm, active family office, or, in some respects, a private equity
firm, albeit one with no “sell by” date given the absence of the traditional 10-year fund structure. Working
to create a successful group of businesses mitigates the risk of concentrating the principal and investors’
capital into a single asset; however, the scale and leverage benefits enjoyed by someone leading and
growing a single business are likely to be smaller components of the overall success of the portfolio
builder. In terms of the skillset required to start and build this type of operation, one should think of deal
execution more than business operations. The ability to source, negotiate, fund, and close acquisitions on
reasonable terms is essential. People with negotiating skills who are highly analytical and are strategic
thinkers might have the necessary abilities to create a thriving portfolio of companies.

August Felker (Bowdoin College 2003) did a traditional search fund in 2009 and bought an
insurance brokerage in Wisconsin in 2010. It ticked all the boxes on his search checklist:
recurring revenue, good margins, asset lightness, steady growth. He had 30 investors and, as a
first-time CEO at 29, ran it for five years. After successfully exiting the business, he had a specific
industry thesis and knew he wanted to stay in insurance. He knew the industry well and felt it would
continue to exist for the next 30-50 years. In January 2019, he acquired St Louis-based Oberle Risk
Strategies, a regional insurance services brokerage.

Post-exit, | still had a lot of entrepreneurial energy and wanted to build something again.
So, not long after selling my first business, | found a small insurance agency in St. Louis
that | bought self-funded. | got advice from fellow searchers whom | initially worked with:
“Sometimes you get into an industry, and if it’s good, you just keep getting better and
more knowledgeable at that industry.” So, I’'m trying to really get into insurance—I love
learning every single thing | can about the insurance landscape, and my focus is always on
getting better and growing a solid network. Eventually, I'd like to buy other insurance
businesses, but my goal is not necessarily to become a holding company, because | feel
like my best route is to have laser focus on a single insurance business.

I've realized that I’'m not a big deal-making guy. Looking for a business is hard and finding
the right one and getting it at the right price is challenging. There’s a lot of luck to it too!
When | exited my first search, | looked for a business that | could own for the long haul,
and | found a little insurance business that was a perfect fit. It’s just this unsexy, steady,
sleepy, great business! So that was a huge draw. | envision owning this forever and
perhaps having the opportunity to make it a family business one day. | feel strongly that
we can build an exceptional business and team over the next 20-plus years, at least. Now,
at two years in, I’'m only just getting started on this journey, but I'm thrilled about what
will transpire over the long term.
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CEO role: Traditional Operating Executive versus Dealmaker—Capital Allocator

The third choice an aspiring long-term hold entrepreneur must make concerns the CEO role. Will the
entrepreneur play the role of a more traditional, operational CEO who directs the business’s activities or
that of a dealmaker—capital allocator who is significantly less involved in the business’s daily operational
activities? Below are the activities that broadly outline these two roles.

Traditional operating executive or operational CEO

The entrepreneur who identifies with the role of an operating executive (which perhaps aligns better with
owning a single business) may prefer to drive systems and processes, find fulfillment in developing team
members, and enjoy getting their hands dirty. On any given day, the operating executive focuses on a
broad range of tactical activities, which could include the following:

= Setting the overall business strategy

= Dealing with cash flow and making payroll

= Monitoring sales and pursuing business development opportunities

= Signing off on the marketing that supports these endeavors

= Managing key partnerships and stakeholders

= Ensuring a seamless customer experience

=  Managing people: hiring new employees and addressing employee retention challenges
=  Working on the business to drive service and economic performance

‘ Austin Hall (Harvard Business School 2016) grew up in Indianapolis, surrounded by a small
family business in lumber distribution that his grandfather and father ran for nearly 40
years. After a stint on Wall Street at Goldman Sachs and obtaining his MBA, Hall moved to
Chicago with his wife, seeking to acquire a business to operate for long term ownership. In
2018, after a 25-month search, Hall bought Greenwise Organic Lawn Care,, an organic lawn
care, landscape maintenance, and snow removal company with 70 full time and seasonal employees.

Eventually, | hope to shift my time towards capital allocation within our business, but two
years into the CEO role, my day-to-day is focused primarily on building systems,
processes, and culture in the company. From the outset | viewed my first acquisition with
long-term lens, so with that in mind, | am not in a hurry to transition my operational
responsibilities. | love operating and believe | am most effective focusing on one business
at a time.

| think that the shift towards capital allocation will happen somewhat naturally as our
business grows, we recruit great people, and | can delegate responsibilities. This has
already taken place in some ways in my first two years as my role has evolved quite a lot.
Early into my time at Greenwise, | managed our team of eight salespeople. At another
point, | managed our team of operational supervisors. I've transitioned out of those roles
by promoting an exceptional Vice President and bringing in outside talent. Currently, | am
focusing my time on CFO-type responsibilities, recruiting, and process-building.

In a business of our size, a challenge is having the resources to invest in and hire for top
managerial positions, which has led me to promote from within and get comfortable
wearing multiple hats. As a searcher, if you can find a slightly large business—north of a

6 ON THE NATURE OF LONG-TERM HOLDS: HOW ENTREPRENEURS CAN OPERATIONALIZE THIS APPROACH



https://www.iamgreenwise.com/

Yale scHOOL OF MANAGEMENT

million dollars of earnings—you will have more excess cash flow to invest in your team and
build out your leadership more quickly.

Dealmaker—Capital Allocator

An entrepreneur who prefers to play the role of dealmaker or capital allocator enjoys being above the
fray and setting the business’s overall strategic direction, often relying on unit managers to drive daily
operations in subsidiary companies. The dealmaker—capital allocator is skilled in the art of crafting deals
and energized by negotiations that result in value creation. Typical dealmaker or capital allocator activities
include the following:

= Raising capital

= Sourcing deals

=  Making decisions about dividends, cutbacks, and acquisitions
= Holding status meetings with unit managers

=  Selecting CEOs for portfolio companies

In 2010, Mark Anderegg (Kellogg School of Management 2010) launched a search fund and

acquired Little Sprouts, an early education and childcare center operator, in 2012. After

running the company for seven years and making a successful exit, Anderegg became focused

on long-term compounding of equity value. In 2020 Anderegg founded Newbury Franklin, a

vehicle to acquire several businesses for a multi-decade holding period in which he would act

more as an executive chairman than a hands-on CEO. As a leader, Anderegg has become deeply aware of
his unique strengths.

| would prefer to focus on the activities | am good at, perhaps even excellent at, allocating
the majority of my time to them to add the most value. | view myself as a business
builder—capital allocator, and | enjoy managing on a strategic level to help businesses
grow. Is it fair to say that you can get more financial and operating leverage when you are
in a big-picture, capital allocator-type role? In my opinion, you just do not have as many
operational bullets hitting you every day, and—depending on your background, expertise,
and aspirations—you may find the role to be more impactful.

With success in business, there is always an element of luck. When you undertake a long-
term, permanent venture, you cannot afford to get it wrong. If you place a bet on a single
asset, you hope that you can nail it, that you have picked the right industry, and that it is
an A-plus experience—but these things may not happen. So, from a risk mitigation
perspective, | would rather build a structure with moderate diversification.

Capital Source and Formation: Institutional versus Non-institutional and Size of Initial
Capital Raise

A fourth consideration is capital source and formation. Access to capital is a necessary condition of either
buying or starting a company. However, how entrepreneurs choose to raise and deploy capital carries
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some important implications and should be carefully considered. There is no right set of investors or a
right amount of capital to raise; rather, an entrepreneur should reflect on what they want from their
entrepreneurial journey, their risk tolerance, and their growth outlook and try to attract investors who
will buy into and appropriately fund that vision.

Institutional capital

Institutional capital sources are entities that gather funds from numerous investors (private or public) to
invest in a range of financial instruments on behalf of others. With substantial capital, resources, and
reputations from which to draw, institutional investors can often access assets that are not available to
individual private investors. Due to the greater size of their investments, they often receive preferential
treatment (i.e., lower fees or better terms) over smaller investors and have more bargaining power that
can be used to influence and protect their investments (e.g., board seats, protective rights in operating
agreements, etc.).

Typically, these investors have a set fund life (often ten years) and expect a return within that timeframe.
For an entrepreneur with a longer-term view, a five- to ten-year investment window may not be sufficient
to realize their full vision for their business or businesses. This class of investors often does not engage
much in the daily operations of a portfolio company, although they might become intensely active at the
time of the investment or the exit. Institutional investors may have capital deployed in hundreds of
portfolio companies at any given time but have resources that still allow them to add value to each
company through teams of full-time employees, advisors, or their network of professional relationships.

Non-institutional capital

Typically, non-institutional investors, such as high-net-worth individuals, angel investors, and small family
offices manage and allocate their own money. As a result, they have more investment flexibility than their
institutional counterparts.

First, individual investors usually invest in smaller amounts than institutional investors (perhaps less than
S1 million) and might have a greater focus on the multiple of invested capital (MOIC) than the internal
rate of return (IRR). MOIC focuses on nominal wealth creation, whereas IRR factors time into its
calculation of return, focusing on how much and when. The taxable status of most private investors
contributes to this mindset around how best to measure returns. Therefore, entrepreneurs with a long-
term hold strategy in mind might find that they align better with non-institutional investors. Second, non-
institutional investors may be more likely to have direct business operation experience and a desire to
engage in regular, meaningful conversations with the entrepreneur about the full range of details involved
in operating a business. Newly minted CEOs may also find it comforting to have a close relationship with
investors experienced in leading and growing a small enterprise. On the downside, the greater investor
involvement may feel invasive.

Large initial capital raise

When an entrepreneur chooses to raise a relatively large amount of capital at the outset of their endeavor
or early in the company- or portfolio-building process, they are implicitly choosing various trade-offs. On
the one hand, they may need to fundraise only once, thereby saving themselves time and effort in later
years; their pace of acquisitions and growth may also be accelerated compared to those who choose to

" Mutual, hedge, pension, private equity, and venture capital funds; banks; insurance companies; credit unions;
real estate investment trusts (REITs); and university endowments
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raise capital incrementally. On the other hand, the sponsor’s economics and carried interest may be set
at a higher level with preferred interest accruing on a larger base from the start of operations, depending
upon how the equity capital partners structured the deal.

Raising capital incrementally

While an entrepreneur is building experience, developing a track record of sound financial stewardship,
and gaining confidence in capital allocation, they may prefer to raise a more modest amount of capital up
front. This preference could be influenced by a number of factors. They may not know where to deploy
an excess of capital in the near term. They may have a desire to organize their compensation and fee
structure based on each investment’s unique characteristics. They may also be experiencing uncertainty
about their ability to raise a larger sum, especially if they lack prior demonstrated success. Those choosing
to raise smaller initial amounts of capital may find the lack of capital causes a slower pace of growth or
acquisition compared to someone with a larger balance sheet. This might also cause the entrepreneur to
become biased toward seeking to maximize equity returns and, potentially, overleverage their first
investment. Conversely, it might make them feel more aware of their capital and work hard to maximize
the risk-reward trade-off for every dollar invested and spent, given the lack of a cash cushion.

Whatever fundraising approach is chosen, good investment opportunities are rare and it is always possible
to raise more equity capital over time, so the initial decision is probably reversible.

In 2009, Australian native Mark De Ambrosis (Harvard Business School 2008) pursued a
traditional search fund in the United States but did not identify a suitable business to
acquire. In 2011, he returned to Australia to continue his career in investing and founded a
growth equity firm, Armitage Associates, in Melbourne in 2016, in partnership with the
Schwartz family. De Ambrosis describes Armitage as an institutionalized version of a family

office that invests in good businesses, great founders, and fragmented growing markets with a
very long-term holding objective.

When considering capital sources, our focus has been on family offices and high net worth
individuals for two reasons. First, these investors have experience building companies.
We want their experience to act as a reference point in our network as we build our
portfolio of businesses. Second, these investors understand the entrepreneurial
landscape because they’ve been there before—they know that it’s not a straight upward
line: There are ups and downs. And if you're taking a longer-term view, you will often
trade off short-term for long-term performance. As long as there’s a logical reason for
such decisions, our investors understand those ebbs and flows.

During our last raise, we were significantly oversubscribed at more than 200% our target
fund size. A large institutional investor was interested in partnering with us, but we did
not take their capital—we decided to hold our fund at a smaller size and to remain part
of our target market, writing $10-$20 million checks. If we had raised institutional capital
to a fund three times the size, for instance, it would be impossible for us to write those
kinds of checks. It was certainly a difficult conversation to have, particularly when turning
away and scaling back investors as aggressively as we did. But we did it for the right
reasons and to keep our fund small initially.
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Whatever capital source you choose, it is imperative to have alignment. It’s one thing to
say you want to be in it for the long-term, but it’s another thing to have a net asset value
statement that reflects your understanding of asset value fluctuation. Ensure you pick
investing partners who understand how hard it is to build a business.

Growth Strategy: Organic versus Programmatic Acquisition

The final question of importance is how to pursue growth. Growth is key to a company’s wealth creation
strategy, and an entrepreneur can take various approaches to reach their growth goals. In this section, we
differentiate between organic growth and acquisitive growth strategies. For decades, organic and
acquisitive growth strategies were treated dichotomously as opposite ends on a bipolar scale.* However,
the entrepreneur should always consider the individual circumstances of their venture and thoroughly
analyze which strategy—or blended approach—best suits their situation.

Organic growth

Organic growth can be achieved, in broad terms, in the following ways: selling more of the same goods
and services to a company’s current customer base; selling new goods and services to the current
customer base; selling goods and services, whether new or existing, to new customers; expanding
geographically; and raising prices. In 1975, Igor Ansoff first described his two-by-two matrix (see Exhibit
2), now widely known as the Ansoff Matrix, in the Harvard Business Review.®> The matrix has given business
leaders a simple framework that encapsulates the various strategic directions by which a company can
pursue growth. Aspiring entrepreneurs should analyze the merits and shortcomings of each option in the
context of their respective companies and industries.

Some reasons entrepreneurs might focus on an organic growth strategy include a lack of available or easy
acquisition targets; a lack of financial rationale for inorganic growth, given that an organic growth strategy
often results in lower customer acquisition costs; no integration risk, which provides greater control
because the resulting growth tends to be more linear; and a tighter focus on business building and
improving the entrepreneur’s operating skillset.

Programmatic acquisition

Inorganic growth, in this case specifically through a programmatic acquisition strategy (PAS),* is another
approach for diversification and growth.

A firm engages in a PAS when it purchases a series of similar businesses within its industry on a consistent
and serial basis. There are compelling strategic and financial reasons to pursue a PAS (see Exhibit 3), and
it has proven to be a viable strategy for large and small® businesses across a wide range of industries and
geographies. Although neither easy nor a guarantee of success, an inorganic growth strategy may be
preferred for the following reasons: it can be a potent method of creating economic value when well

* For further context and a complete examination of PAS, it might be helpful to read our four-part series:

= Onthe Nature of Programmatic Acquisition Strategies: Why Entrepreneurs Should Consider This Approach
=  Onthe Nature of Programmatic Acquisition Strategies: How to Source Deals

. On the Nature of Programmatic Acquisition Strategies: Their Execution

®  Onthe Nature of Programmatic Acquisition Strategies: How This Strategy Can Go Awry (forthcoming)

10 ON THE NATURE OF LONG-TERM HOLDS: HOW ENTREPRENEURS CAN OPERATIONALIZE THIS APPROACH



https://yale.app.box.com/s/4fh1im4cdycq85rczk159ytgx45zxsev
https://yale.app.box.com/s/1tskqsocftej8d9tagyn4nliqgsutrfq
https://yale.box.com/s/i5ycck3pp53c0hgbeuvjsamu6uyz0d6m

Yale scHOOL OF MANAGEMENT

executed,” especially in contracting or maturing product markets where opportunities to grow organically
may be limited; a multitude of bolt-on or tuck-in acquisition targets are easily accessible and available; a
sound financial justification and healthy balance sheet support the investment strategy; and the
entrepreneur possesses a strategic acquisition skillset or access to experts to help integrate new business
assets and optimize the collective performance of the operations, employees, and customers to drive
economic returns. A strong understanding of the PAS will help entrepreneurs determine whether this
approach is right for them and, if so, to toggle the main levers for maximum effect when it matters most.

Delcie Bean is a serial tech entrepreneur. He founded his current venture, Paragus, in 1999
in Hadley, Massachusetts, and has been running the technology services company for 22
years. Paragus is the premier IT provider for small-to-medium-sized businesses in Western
Massachusetts and beyond, offering both supplemental and outsourced IT options. Bean
always wanted to create a company that would get him excited to come to work every day

and where his co-workers felt more like friends and family. This vision has carried Paragus
through its growth and its transition to employee ownership. Paragus is now the second fastest growing

IT firm in New England.

Organic and programmatic acquisition growth exists on a spectrum. It is important to
discern where on the spectrum you lie and how you envision your business to grow.
Paragus is growing organically at 10-15% per year through traditional sales, marketing
referrals, and inbound leads. We built a stellar sales and marketing team that works
collaboratively, and we are reaping the benefits. Admittedly, we want to grow even faster
and will start making one acquisition every year, adding another 10-15% to that organic
growth figure. Our business is very much tied to a specific geographic area, so for us to
get into more markets, we could buy a small player in that market (a roughly $2 million
company) that has a customer concentration that looks like ours. We would then use the
foothold in that geography to grow that acquisition by three to five times over three to
five years.

Naturally, there are other ways we could expand, such as by adding a product that is not
geography-centric, but we have decided to keep doing what we are doing in new markets
and use our current business model to drive efficiencies and achieve economies of scale.
My viewpoint is that if a company is not growing organically by a double-digit margin,
there is probably something wrong, so | never want to be at a place where the only way
we are growing is through acquisition. | have a bunch of decades to go running this
business, and we will continue to grow in multiple ways.

Long-term Hold Vehicles: Holding and Operating Companies

As presented in our framework, this series of choices will inform how a long-term hold strategy unfolds
and determine what type of vehicle will support this endeavor. The enterprise is likely to feel either like a
holding company (HoldCo) or an operating company (OpCo). These are the two poles that can be staked
out, but a blended approach also exists on the spectrum. We therefore encourage aspiring entrepreneurs
to approach this choice intentionally and identify the vehicle that will best suit their personal and
economic goals.
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Holding companies (HoldCo)

HoldCos are structures built purposely to invest in and own a variety of businesses over the long term,
often several decades or more. In such entities, the entrepreneur’s core roles are to underwrite new
acquisitions and allocate capital generated by existing businesses, with operational oversight entrusted
to business unit leaders. HoldCos benefit from the ability to compound capital over decades without a
prescribed exit date. Furthermore, HoldCos typically comprise a somewhat diverse group of business
assets, which, in aggregate, might produce accelerated (and uncorrelated) returns. A HoldCo strategy is a
wonderful way to build a long-term entrepreneurial venture. It enables the entrepreneur and the investor
to acquire and build multiple assets. It also appeals to many MBA-type entrepreneurs, enabling them to
focus on some of the most appealing components of being an investor and entrepreneur. Deal sourcing,
deal evaluation, deal structuring, capital allocation, and general strategic direction are the activities
occupying a HoldCo entrepreneur’s time.

A potential risk of the HoldCo we that feel compelled to highlight is the possible lack of operating leverage
and domain expertise that might manifest in a portfolio of small businesses. Owning a single business in
a single industry for the long term, with $50 million in revenue and $10 million in EBITDA, will feel very
different from owning a HoldCo with five disparate, distinct $10 million revenue businesses with $2 million
in EBITDA each. In the former scenario, the entrepreneur can burrow into an industry and truly develop
domain expertise. Additionally, operating leverage comes with scale benefits. In the latter scenario, it will
be more difficult for an entrepreneur to become an expert in five industries, and a $10 million revenue
business might not come with scale benefits.

Perhaps the most common public HoldCo model reference is Warren Buffet’s Berkshire Hathaway. Buffet
does not view himself as the CEO of a single operating entity, nor does he have deep domain expertise in
many of the businesses he owns or has invested in—he clearly has not needed it. Furthermore, there
might not even be operating leverage across his multiple businesses; the fact that Buffet owns NetJets
and See’s Candies might not result in synergies or operating leverage because their various business
offerings are too different. Rather, Buffet views himself as someone who finds good businesses, acquires
them at reasonable prices, monitors the cash they generate, and deploys the cash for the benefit of the
entire diverse portfolio—not necessarily for the individual asset that generated it.

In light of Buffet’s achievements, aspiring young entrepreneurs, many of whom have recently graduated
from prestigious business schools, are trying to create something similar. They are raising anywhere from
$10 to $30 million in equity capital, then trying to deploy that capital in a diverse portfolio of good
businesses with very specific characteristics. The only common theme amongst the businesses in the
portfolio is that they will exist for multiple decades, or perhaps forever. A word of caution to
entrepreneurs attempting to mimic Warren Buffet: He is the best of the best and thinking that his success
is easily replicable might be hubristic.

Operating companies (OpCo)

On the most basic level, a HoldCo owns things whereas an OpCo does things. An entrepreneur who decides
to purchase and run a single company down a particular track will likely pick an industry and then build
out within the same industry or close adjacencies. Any business owner who starts a business with an
enduring plan that does not include a near-term exit plan is in some sense building a permanent, long-
term operating company vehicle.
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Typically, an entrepreneur with an OpCo has set their sights on owning a business and being a great
executive—they want to fully immerse themselves in the business and build something excellent and
valuable that reflects their vision and values. They plan to do that through organic growth and, perhaps,
selective acquisition.

An entrepreneur in an OpCo structure will be consumed with the same activities as in a HoldCo, as well as
operations, sales, human capital issues, and the daily rhythm of the business. This is not to say that the
OpCo entrepreneur toils in the business; rather, they work on all elements of the business. An OpCo CEO
benefits from developing deep and wide tentacles in a single industry over many decades.

Lineage Logistics is a Novi, Michigan-based operator of cold storage food facilities. The company provides
supply chain and logistical services related to all aspects of the safe movement and storage of food
products. The now-global business was conceived as a long-term hold strategy by partners Kevin
Marchetti and Adam Forste in 2008, when they acquired a single refrigerated storage business in Seattle,
Washington. Now a real estate investment trust, Lineage operates more than 330 temperature-controlled
warehouses, spanning almost 2 billion cubic feet (57 million cubic meters) of storage capacity across 15
countries. In September 2020, Lineage raised $1.6 billion from investors, including Oxford Properties
Group, BentallGreenOak, and Dan Sundheim’s D1 Capital Partners, in a transaction that values Lineage at
$15.5 billion, including debt.® The company has grown through scores of acquisitions and organic growth,
too.

We highlight Lineage not because of its stupendous growth and success, but because it has built a long-
term hold strategy in a single industry as an OpCo. It has enjoyed the benefits of scale and the operating
leverage of focusing on excelling in a single niche service.

When thinking about OpCos as a reference point, we are also drawn to the Tugboat Institute, a Sun Valley,
Idaho membership organization. This group, founded by former entrepreneur Dave Whorton, embraces
the concept of long-term holds—or Evergreen companies, in Whorton’s words. Evergreen businesses are
led by purpose-driven leaders with the grit and resourcefulness to build and scale private, profitable,
enduring, and market-leading businesses that make a dent in the universe. Owners of these businesses
tend to have a long-term orientation and be fully immersed in their businesses’ leadership and operation.
See Exhibit 5 for the Tugboat Evergreen 7P Principles. We are unabashed fans of the principles.

Monica Weaver (University of Chicago Booth School of Business 2007) started her career as an
IT consultant with Arthur Anderson and PwC. After obtaining her MBA, she spent almost a
decade honing her skills in marketing and business development-type roles and then decided

to start a search fund. When she could not find a company she wanted to acquire under the

traditional model, she adjusted her sails and, after almost three years of searching, came across
the opportunity to purchase TGl Direct, a direct marketing company, in 2020.

Starting out, | wanted to do a traditional search fund model—I knew a lot about operating
a company, but since | did not have a private equity background, | did not know much
about deal making. To help bridge that gap, | thought the search fund model was a perfect
fit. My initial plan was to acquire a company, sell it in five years, and then after that go
into my long-term planning. But when my traditional search failed and the TGI
opportunity eventually crossed my path, | jumped at the opening: It was in an industry
and space that | knew well. | saw its potential, | understood the business, and | knew that
| could accelerate it because | knew the players in the industry and | know they don’t think
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the way | think—there’s a prospect for growth there. I’'m only a year in now, but | view
TGl as a good platform from which to build my portfolio.

| am honestly somewhere between an OpCo and a HoldCo—I’m not a HoldCo quite yet,
as I’'m still involved in operating, running, and building the business. At some point, | want
to be a HoldCo—it might be cool to buy another business. So, when | purchased TGI, | did
it under the umbrella of Carmel Hill Acquisitions. My attorney and | set it up that way so
that | can buy multiple companies under that umbrella in the future if the right
opportunities arise. Aspirationally, | would like to think that at some point, | will have a
small portfolio of companies operating in Carmel Hill.

Conclusion

We believe that entrepreneurs should consider each of the issues outlined in this note when
contemplating the implementation of a long-term hold strategy. The series of choices and approaches we
present do not have correct or incorrect answers—they are just options for building a business. However,
an entrepreneur’s choices will shape the business venture and how the entrepreneur works in a
meaningful way. Approaching these decisions with intention will increase the fit of each aspiring
entrepreneur’s strategy and increase the venture’s probability of success. We encourage aspiring
entrepreneurs to use our framework as they ponder the five crucial points of implementing a long-term
hold strategy:

Industry selection—Will the entrepreneur start the project and make an initial acquisition with a
specific industry focus or an opportunistic mindset?

Industry focus—Will the entrepreneur construct a business focused on a single industry or a
diversified portfolio of businesses?

CEO role—Will the entrepreneur play the role of a traditional CEO with hands-on operational
involvement or that of a deal maker or capital allocator who is significantly less involved in the
business’s daily activities?

Capital source and formation—Will capital come from institutional or non-institutional sources?
Will the entrepreneur raise a small amount of initial capital, seeking to control the project and
tolerating slower growth; raise a larger amount of capital, seeking the ability to grow more quickly
and accepting a smaller ownership percentage; or raise no external capital and bootstrap the
project?

Growth strategy—Will the entrepreneur build a business via organic growth, acquisitions, or a
combination of the two?

We are enthusiastic supporters of long-term hold entrepreneurial ventures. We can think of no greater
way to find personal fulfillment, intellectual challenge, or an opportunity for meaningful wealth creation.

We hope that this note is helpful for aspiring entrepreneurs in their long-term hold journeys.

Good luck!
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Exhibit 1: Industry and Business Economic Characteristics Ranking Grid

Value Weight

High growth rate is present 20% 6 1.20 10 2.00 10 2.00 6 1.20
Barriers to entry are present 20% 8 1.60 10 2.00 10 2.00 6 1.20
Both d net margi

afe higg'ﬁss andnet margins 20% 6 1.20 10 2.00 10 2.00 6 1.20
No obvious dislocation risk 15% 8 1.20 8 1.20 10 1.50 6 0.90
zf::i’r;ael:ty and cyclicality 10% 10 1.00 6 0.60 8 0.80 4 0.40
No technology risk

p;SZEt"O 0By risks are 5% 10 0.50 4 0.20 6 030 10 0.50
Al it path f trategi

bzyz:' isp:res:r:ta strategic 5% 4 0.20 4 0.20 4 0.20 10 0.50
Industry professionalizati

i;‘ k:: Ty protessionalization 5% 10 0.50 6 030 8 0.40 6 0.30
sum 100% 7.40 8.50 9.20 6.20

Rank each toggle on a scale of 1 to 10 with 10 being the best

The highest weighted score would be 10.0

Value Weight
History of profitability and revenue 20% 4 0.80 10 2.00 s 160 10 2.00
growth
'Recumng revenue with low churn 20% g 160 10 2.00 7 140 10 2.00
is present
The business model is simple 20% 5 1.00 10 2.00 10 2.00 7 1.40
A moat surrounds the business 15% 8 1.20 8 1.20 5 0.75 8 1.20
EBITDA to free cash flow 10% 3 0.30 9 0.90 6 0.60 2 0.20
conversion is high
Operating leverage is present 5% 9 0.45 9 0.45 10 0.50 9 0.45
Revenue concentration is low 5% 9 0.45 10 0.50 9 0.45 10 0.50
Multiple growth levers are present 5% 8 0.40 6 0.30 8 0.40 10 0.50
Sum 100% 6.20 9.35 7.70 8.25

Rank each toggle on a scale of 1 to 10 with 10 being the best

The highest weighted score would be 10.0

Source: Created by the case writers
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Exhibit 2: The Ansoff Matrix

Growth Strategies:
a series of choices to pursue organic growth

Products

Existing

Market penetration

Existing

o

Markets

Market development

New

Source: Ansoff (1957)

Exhibit 3: The Strategic and Financial Factors that Drive a PAS

Why Entrepreneurs Should Consider Programmatic Acquisition Strategies

The Financial Why

The Strategic Why

Revenue synergies

Economies of scale
Profit synergies

Economies of scope
Operating leverage on shared services

Knowledge transfer
Increasing FCF conversion with scale

Optimal geographic footprint
Multiple arbitrage

Build brand equity
Acquisitive growth without additional equity

Source: Created by the case writers
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Exhibit 4: Tugboat Institute Evergreen Principles

EVERGREEN 7PS PRINCIPLES

The Evergreen 7Ps™ principles are the defining characteristics of Evergreen. The first three Ps—Purpose, Perseverance, and People First—define
the character of the leaders and team. The last four Ps—Private, Profit, Paced Growth, and Pragmatic Innovation—reflect the long-term strategy

tenets of an Evergreen business.

N Purpose
A Being passionately driven by a compelling vision
“, . and mission.
Perseverance
’ Having the ambition and the resilience to overcome
d obstacles and keep pursuing the mission indefinitely

into the future.

People First

}‘ Engaging a workforce of talented associates who
excel as a team and are motivated by the mission and
the culture, as well as by total compensation, in the
belief that, by taking care of them, they will take care
of the customers, suppliers, partners, communities,
and their families.

Source: Tugboat Institute website

77

Private

Taking advantage of the ability of closely-held
private companies to have a longer-term view,
greater confidentiality around strategies, and more
operating flexibility than public or exit-oriented
businesses.

Profit

Not mistaking profit as the purpose of the business;
but recognizing it is essential to survival and
independence, and the most accurate measure of
customer value delivered.

Paced Growth

Having the discipline to focus on long-term strategy,
balance short-term and long-term performance, and
grow steadily and consistently from year to year.

Pragmatic Innovation

Embracing a continuous-improvement process built
around taking capital-efficient, calculated risks to
innovate creatively within constraints.
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Exhibit 5: Entrepreneur Profiles

Why did you choose the long-term
hold path over the traditional “fix
and flip”?

Trish Higgins

We always wanted to own businesses in different industries so they wouldn’t all move together if something
unpredictable happened. We also knew that we wanted to be able to hold our portfolio indefinitely and reap
its economic benefits. The fundamental underpinning of our thesis is long-term hold. We think the value of
compounding capital for decades, or generations, and getting better and better at operating businesses is so
compelling. Truthfully, we just do not understand why an entrepreneur would do something else.

Mike Boyd

| got involved in Vroom (one of the largest car rental aggregators in the southern hemisphere) when
it was 10 years old. We're now about to celebrate our 20th birthday! | hold the traditional view that
you build businesses to solve problems and create value. If we fast-forward and assume that I've got
some cash in the bank and my freedom, the first thing | would want to do is recreate what | have
now. The emotional investment and the value creation make the long-term approach worth it.

Industry: How did you choose a
specific industry vs a more
opportunistic selection? Thoughts
on single vs diversified portfolio.

We came from a traditional finance background; what informed our thesis was that it would be interesting to
own a portfolio of multiple cash-flowing assets unrelated to one another. If you owned it for the long term,
the generated cash flow would give you the opportunity to continue growing the business and/or portfolio.
We've made acquisitions in landscaping, dough and breadmaking, and a boat tour company: three assets in
entirely different industries, so we’re quite opportunistic.

By the time | joined in 2010, the hotels and flights segment of the market was so competitive, there
was no margin left in it. We decided to double down on what we're great at: the car aggregation
segment. The business’s trajectory would probably have included a liquidity event had it followed
the path of most other online travel agencies in the early 2000s. But it didn’t, so we ended up with a
terrifically profitable, digital cash cow.

CEO role: Why do you think the
capital allocator vs operating
executive role was a good fit for
you?

Initially, we saw ourselves as capital allocators. We soon realized we had to have a more hands-on approach.
When buying a small business and owning all the risk, you can’t check in only quarterly. It was a big learning
curve—we didn't have much of an operational background. Nowadays, we hire people with a management
style similar to ours so we can be more hands-off, which puts us somewhere in the middle. Currently I'm
running one of our companies, creating a financial model, investigating health-care enrollment, and putting
together a webinar. It's different every day, oscillating between more granular management and strategic,
holistic decision-making.

When | first got involved, | was 100% an operating CEO—there was no management team and no
board of directors. It was a flat startup structure, and | stayed in that role for several years. Now, I'm
probably halfway between a capital allocator and operating executive. I've got a great senior team,
so from an operational perspective, my involvement is more strategic, and | provide coaching. I've
freed myself up to do more of what | enjoy, and I'll make the full transition to executive chair over
the next six months or so.

Capital: How did you approach
raising large vs small amounts and
institutional vs non-institutional
capital? Investor selection and
composition?

Starting out, we funded the business ourselves (with help from some friends and family), paying a preferred
interest rate along with a seller note and rollover equity. Since then, we've funded everything either with
additional personal capital or cash flows from the business—Wwe haven’t taken on any institutional investors.
In those first few years, my two co-founders and | were the last to get paid, and, frankly, it was challenging. |
think that’s why a lot of people don’t raise capital this way.

Investor selection is cardinal, and | got lucky in the sense that we have a single, private, largely
silent investor to whom | pay dividends every year. I've got the luxury of a ‘forever’ time frame
because | don't have outside shareholders, especially outside institutional shareholders.

Growth strategy: Do you
pursue organic growth or
acquisitive growth?

Our thesis is to focus on buying companies that fit into a simple search fund model; you need strong general
management skills to run them. When we model out a deal, we typically assume GDP-ish growth, and if the
deal is expected to achieve 3% growth in the long term, that’s perfect, as long as our companies stay steady
and we pay down debt over time. But most of our people want to grow more quickly than that so we've
turned to acquisitions. In our landscape business, acquisition growth is most sensible, with plenty of small
operators to acquire, allowing us to expand geographically. In contrast, our dough company has an organic
growth strategy because we’re one of the only players in that market.

Vroom became something we could have sold, but it quickly matured. It no longer followed the
growth story of a typical Silicon Valley tech startup. We grew in single digits, yearly, consistently,
outlasting most other small competitors and soaking up market share. Organic growth played its
part—we increased prices from a commission perspective. We also keep an eye on market pain
points and have stumbled across other opportunities to expand. If a great business is available to
buy and turn around, I'll happily look at it to expand, become more robust, and build something
new.

What advice would you give to an

If you decide to do something for the long term and run it for the rest of your life, you can’t afford to burn

entrepreneur just about to embark out. To stay professionally engaged, you need to prioritize time off, take mental and physical breaks, and lead

on their long-term hold journey?

a healthy lifestyle. It's not possible to do a long-term sprint, so try to implement a balanced scorecard.
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First, | think it is imperative to align around your core values. Second, do what you need to do to get
in the game. And keep a growth mindset! Taking the car rental aggregator as an example: | initially
had zero interest in it. It wasn't exciting or sexy. But when | became a consultant and peeled back
some layers to solve operational and commercial problems, it became fascinating in ways | hadn’t
seen from the outside. | think just getting in the door somewhere can open your eyes to
opportunities. Stay intellectually curious.
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Exhibit 6: Additional Resources
= Bryant, A. 2017. How to Be a C.E.O., From a Decade’s Worth of Them. New York Times [October
27]. https://www.nytimes.com/2017/10/27/business/how-to-be-a-ceo.html

= Bruck, C. 2021. Master of the Game: Steve Ross and the Creation of Time Warner. New York,
Simon & Schuster Paperback.

= Farmer, R. T., and Holstein, W. J. 2004. Rags to Riches: How Corporate Culture Spawned a Great
Company. Wilmington, OH, Orange Frazer Press.

=  Golisano, T. 2021. Built, Not Born: A Self-Made Billionaire’s No-Nonsense Guide for
Entrepreneurs. New York, Harper Collins Leadership.

* |mmelt, J. 2021. Hot Seat: What | Learned Leading a Great American Company. Avid Reader
Press. ISBN: 1508278296

= Kachaner, N., Stalk, G., and Bloch, A. 2012. What You Can Learn from Family Business. Harvard
Business Review. Article R1211H.

= Schleier, C. 2001. How to Think like the World’s Greatest Masters of M & A: Business Lessons
from Sumner Redstone, Sanford Weill, John Chambers, Michael Armstrong and Other Empire
Builders. McGraw-Hill Companies.

= Schroeder, A. 2008. The Snowball: Warren Buffett and the Business of Life. New York, Bantam
Books.

= Thorndike, W. 2012. The Outsiders: Eight Unconventional CEOs and Their Radically Rational
Blueprint for Success. Boston, Harvard Business Review Press.

= Walton, S., and Huey, J. 2012. Sam Walton, Made in America: My Story. New York, Bantam
Books Trade Paperbacks.

= Zook, C., and Allen, J. 2016. The Founder’s Mentality. Harvard Business Review Press. ISBN:
9781633691162

Websites to visit:

Elmore Companies, Inc.

Boston Omaha

The Heico Companies

Compass Diversified

Madison Industries
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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.
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