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Sitting in the conference room of IT company OnRamp in October 2017 in its Austin
headquarters, Lucas Braun, and Ryan Robinson (both Stanford Graduate School of Business
2007) started to sweat —and not just from the Texas heat. After spending more than two years
looking for a business to buy and almost nine years running OnRamp, they now had to make
their biggest decision yet. The time was right to sell their business, and they were excited to reap
the benefits of all they had built up over the years (growing the business into a Q3 2017 $8.6
million run-rate EBITA company). They knew that selling would be the final step in the growth
arc of a search fund and their last chance to profit from all the hard work they had put in as co-
CEOs. But how should they go about it?

As they stared at their ever-growing list of possible investment banks and lawyers who might
help them through the process, they were aware of their anxiety level rising. The decision of
whom to work with in selling their business could make or break the potential payoff. Who were
the partners who could help them make the sale a success? What should they prioritize when
looking at the different candidates? Robinson described the feeling in the room:

The overwhelming emotion was just nervousness and fear for both of us. It felt as
though after running the business for eight and a half years, our success was now
going to boil down to how this single process went. We had worked hard to set
ourselves up for success, but we didn’t know how it would turn out. We also knew
that if it fell apart now, we were unlikely to be able to do this again for at least
another couple of years. We didn’t want to continue owning and running the
business for another two years; this was our one shot. With so much in the
balance, it felt really daunting.

While Braun and Robinson contemplated investment banker issues, they also thought about
employee communications. They were not yet sure who, if anyone at all, they should tell about a
pending deal or when. The pair knew that controlling information was important and that
rumors of a sale running through a company could have unintended consequences. The two
entrepreneurs were not naturally taciturn, but recognized that the circumstances probably now
demanded it.

As they thought about the looming future, they inevitably looked back on the long and winding
road that had brought them to this point. Having met as roommates at the Stanford Graduate
School of Business (GSB), Braun and Robinson had developed an outstanding working
partnership, each bringing a different skill set to the table. With a degree in government from
Dartmouth, Braun had a management consulting background and excelled at sales. Robinson,
who had a degree in entrepreneurial management from Wharton, had a finance background and

enjoyed deep diving into financial models. Toward the end of their time at GSB, they had decided to
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combine their complementary skills and turn their close friendship into a formal partnership to start a
search fund, which they named Brown Robin as a play on their last names.

Following a two-year search,” they had bought OnRamp, a data center services company in Austin, Texas.
The search had been frustrating, with many promising leads and term sheets that ultimately did not pan
out. Eventually, recognizing the industry’s potential and the promising high-growth location, Braun and
Robinson proactively reached out to OnRamp’s owner. The deal was closed on September 30, 2009, at a
$10.4 million purchase price, including transaction costs. The investor group backing Brown Robin put
up $5.2 million in equity and $5.2 million in subordinated debt and agreed to set aside 35 percent of equity
for current and future management.

The Data Center Services Industry

Data center services have become a key enabler of the rapidly growing digital economy. As companies have
become increasingly reliant on data, information technology, and the internet, it is critically important to
ensure that their computing backbones (the servers that run their applications, store their data, and manage
their connections to the internet) are always running and connected. However, doing this requires a very
specific and expensive environment (including fault-tolerant and redundant sources of power and
bandwidth, environmental control systems and HVAC, advanced fire detection and suppression systems,
etc.). For most companies, building and maintaining these systems in-house does not make financial sense.
Instead, an increasing number of companies outsource their data operations to data centers and cloud-based
solutions.

Three main approaches to data center services exist:

*  Co-location: data centers provide physical space, power, and cooling systems for servers and
connections to local communication networks. While companies pay for the cost of services
required to keep the computing infrastructure online and available, like power, cooling,
communication, fire suppression, physical security, and data center floor space with other
tenants, each customer maintains their own equipment the same way they do when servers
are installed in-house.

*  Cloud computing: on-demand computing services for specific application workloads (e.g., an
ERP software system or a website) delivered either over the internet or via a private internal
network to the required users, either within the company or amongst the company’s
customer base.

* Hybrid: cloud and physical data centers are integrated to accommodate specific
customization required by the customer (e.g., a customers’ desire to operate & maintain
certain equipment while still utilizing cloud computing for other application workloads).

The industry was expanding quickly, with a projected 16% compound annual growth rate (CAGR) at the
time. Concurrently, the industry was facing a rapidly evolving risky landscape. According to a 2016 IBM
report, human error caused 27% of data breaches, with the cost of each data breach averaging $4 million.*
The market was large and fragmented, with the top 10 public cloud providers accounting for less than 30%
of the market in 2016 when Braun and Robinson first started the process of selling OnRamp.

" See Brown Robin Capital Executing a Search Fund Acquisition (2013) for more details about Braun and Robinson’s
search process.
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Multiples for deals in the industry were attractive—in the range of 11-14x annualized trailing quarter
earnings before interest taxes depreciation and amortization (EBITDA)". Strategics (operators already in
the business) were almost the exclusive acquirers, actively gobbling up smaller competitors.

OnRamp’s Growth Trajectory

OnRamp was founded in 1994 by the father-son team of Rick and Chad Kissinger as an internet operations
company, providing internet dial-up, ISDN, and T1 service in Austin, Texas. However, as the company’s
data center, from which it provided internet services, began to fill with customers seeking a safe, reliable
environment in which to house their servers and from which connect more directly to the internet, OnRamp
underwent a business model evolution. In 2003, the company made the strategic decision to focus on co-
location services and moved into a state-of-the-art facility that is still in operation. The company’s products
and services provided its customers with redundant and uniform sources of power, always available
bandwidth capable of handling peak needs, and a secure, protected environment from which to run their
own IT equipment.

Braun and Robinson acquired the company in 2009 for an enterprise valuation of $9.25 million, or
approximately 6.2x on annualized pro forma run-rate EBITDA. The duo invested heavily in infrastructure,
choosing to expand their physical data centers, starting in 2012. In addition to expanding their primary
data center and opening a second in Austin, they acquired a data center in Raleigh in 2013. The team chose
to concentrate on fast-growing markets instead of seeking geographic breadth. Austin was America’s
fastest-growing city at the time, with Raleigh close behind as the ninth fastest-growing city.

From 2014 to 2017, OnRamp experienced rapid growth, and revenue and operating EBITDA increased at
CAGRs of 25% and 47%, respectively. In addition to investment in CapEx, Braun and Robinson focused
on improving sales processes. They employed a “land and expand” sales strategy: their goal was to become
embedded as a trusted advisor in customers’ strategic planning processes.

Nearly 100% of revenue was recurring, with a mix of 56% managed private cloud and hosting and 44%
co-location. Their clients tended to stay as OnRamp focused on hosting application workloads in high-
security verticals for clients that were less likely to migrate to hyper-scale clouds over industry-specific
service and support. With a mix of clients, no single client comprised more than ~6% of monthly recurring
revenue, and monthly churn averaged at 0.8% (below the industry average).

Like many smaller companies, OnRamp had to find its niche to survive against the large competitors. Braun
described OnRamp’s approach as follows: “We did a very good job of carving out a swim lane so that we
could grow to be a nice sized company.”

OnRamp’s competition ranged from large multi-national public players, to smaller local providers, to
national or regional telecom providers, offering the service as a non-core component of their business
model. Given the regional nature of co-location, with local barriers created by the psychology of needing
to be located within a day’s drive of one’s IT equipment and the strength of professional reference points
and word-of-mouth as criteria in the purchase decision, OnRamp considered its primary competitors to
be located within the Austin and Raleigh metropolitan areas.

Austin, the Texas state capital, provided a great base for Braun and Robinson and had an ecosystem of
technology and healthcare entrepreneurship and innovation, fueled by a major research university.

" For example, if the last quarter had EBITDA of $2 million, the annualized EBITA would be $8 million. The
enterprise value would be the product of $8 million and some multiple between 11-14x.
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OnRamp had no material competition as it was the only truly hybrid player, offering both co-location and
cloud storage in the Austin market. It primarily faced competition from pure-play co-location providers
(i.e., Data Foundry, Cyrus One, and vXchnge) and pure-play cloud storage providers (i.e., RAX and
Hostway). With a scaled presence in Austin, OnRamp was confident that greenfield entrants would face
substantial barriers given the competitive dynamics.

Raleigh, where OnRamp later acquired a business, is also a state capital and part of North Carolina’s well-
known Research Triangle, a high-tech, innovative area fostered by the nearby Duke University in Durham
and the University of North Carolina at Chapel Hill. In Raleigh, OnRamp was one of three hybrid players,
with competition from TierPoint and Flexential.

In addition to focusing geographically, OnRamp developed an emphasis on hosting complex workloads for
the healthcare, financial services, and educational services industries, all of which faced high regulatory
burdens.

As the company grew, Braun and Robinson continued to evaluate whether they still wanted to be in the
business for the foreseeable future. Braun explained their thought process:

We wanted to run a business for a long time and build a big business, provided that the
industry could support that. And I think, as we balanced those two statements, as we took
time periodically to reassess and think it through, we would ask ourselves the question, “Is
this an industry we want to be in ten years from now?” Over time, that answer started to
change for us.

Preparing for a Sale

As they thought about selling, Braun and Robinson developed a robust two-year plan to put the business
in a great position to exit. They accelerated hiring for key roles, worked to maximize the EBITDA, which
would be used to market the business, and set ambitious but achievable revenue growth goals. However,
this was hardly the first time they had thought about an exit, as Robinson explained:

Even before the two-year plan, we had been constantly thinking about how best to position
ourselves for an exit, and that was part of our strategy all along because not all EBITDA is
created equally. And so, we wanted to position ourselves well and we constantly reflected
on our story in preparation for a sale and we aligned our strategy to achieve our desired
value. The vast majority of the value we planned to create was going to be at exit.

In addition to their two-year plan for the company, Braun and Robinson focused on building a multitude
of relationships that would help them sell OnRamp. First, they focused on building relationships with the
companies they considered to be the most likely buyers, including TierPoint, Flexential, Databank, and
Zayo. Knowing they wanted to exit to a strategic buyer, and that only a small set of buyers had the potential
to acquire OnRamp, Robinson and Braun knew they needed to be intentional in building relationships
ahead of the sales process:

A full 12 months before we hired a banker, we knew that it would make the most sense to
do a strategic exit. There were seven or eight likely buyers of our size and in our industry,
so it was a known universe. We could meet with them. We felt as though we had a great
story to tell and we could tell it in such a way that we would not be divulging anything
anti-competitive. We took our time and we had two meetings, individually, with all of the
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potential strategic acquirers before we even started our process. After we connected with
each potential acquirer, we stayed in touch by email throughout the year.

Similarly, Braun and Robinson spent time cultivating relationships with investment bankers well before
needing their assistance. They astutely tracked all industry deals and framed their approach around the
data. As Robinson explained:

When we looked at the deals being closed, a small handful of bankers were doing those
deals. And so, every time we saw a new transaction publicized, we reached out and
congratulated the bankers, and then they’d want to schedule a meeting to talk about it
because they were trying to build a relationship. That was one way we stayed on top of
which bankers we wanted to talk to. If our board asked who we should be talking to for
bankers’ options, we could quickly rattle off the top five, and we had an idea of who those
folks were. In some industries, there’s a big debate around, “Do you want the industry
specialist, or do you want a great generalist?” We could see that there were not many
generalists doing deals in our industry.

They knew that connecting with bankers early when planning for an exit had been a helpful strategy for
other entrepreneurs. Like in old-school investment banking, where an entrepreneur actually has a
relationship with their bankers, who give advice through the stages of growth, Braun and Robinson knew
that they could engage with a banker to help them prepare well before a sale. For example, they might pay
a banker a nominal fee and invite them to attend board meetings to give them an inside track to getting the
potential deal. In exchange, the banker might help them figure out the data they needed to collect and the
statistics that might interest different buyers.

For Braun and Robinson, the banker relationship was the most important one in the sales process.
Robinson described their approach as follows:

You're going to be best friends with your banker because they’re going to be the person
you’re going to spend the most time with over the next six to nine months, so make sure
it’s somebody you want to spend time with, and make sure they’re going to want to call
you—because if they’re not calling you, you’re not getting good value. And, if you’re not
calling them, you’re not getting much value. And so, you want that to be a really strong
relationship.

Finally, they knew that they would need a good lawyer to help them through the sales transaction. One
option was to rely on their current trusted legal counsel to see them through the sale process. The other
option was to find a specialized transaction lawyer who focused on corporate acquisitions. Knowing the
second option was on the table, they paid attention to the lawyers they saw doing deals in their industry
and even lawyers on the other side of the negotiating table when negotiating with third parties. They
considered all to be potentially valuable partners.

In addition to tracking down the right partners, Braun and Robinson had to agree on what they thought
OnRamp was worth. Here too, they considered all their options. They could use a free cash flow or net
present value approach or look at industry comparables (what similar companies had previously sold at) to
arrive at an estimate. They did not want to depend solely on investment banks to determine the worth of
their company.
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Working with Investment Banks

In the investment banking world, different kinds of banks are suitable for different kinds of businesses.
Braun and Robinson had many decisions to make. Did they want to be the bank’s biggest client or a smaller
one among many? Did they want a generalist bank with broad relationships or a specialist bank? Did they
want a full-service bank or a strictly sell-side one? Did they want to work with a weak banker at the best
bank or a great banker at a less prestigious bank?

They knew that an entrepreneur spends years (sometimes decades) building value, dollar by dollar, small
decision by small decision, and then often ends up cutting corners on one of the most important decisions
they will ever make — their financial advisor in a sale. The difference between a mediocre sale process and a
wonderful one often translates into millions of dollars. Yet, this decision is often made on the basis of the
gut feelings of people who have never selected an investment bank in their entire lives. While selecting the
right investment bank may seem tedious and time-consuming, it can yield the best, fastest, and largest
return on investment of any decision an entrepreneur can make. In other words, spending money on a good
investment bank should be dollars that an entrepreneur cheerfully spends.

Too often, pitches from investment banks turn into a “beauty contest” rather than a thoughtful evaluation
of each bank’s capabilities. The nod typically goes to the bankers with the slickest presentation and the
smoothest delivery. However, pitching is only a small part of a banker’s job and should not form the basis
of an entrepreneur’s decision. Several other factors should be considered.

Industry experience

Industry specialization could be crucial or not important at all, depending on the industry. Investment
banks tend to stress industry expertise when they have it and devalue it when do not. Both of these positions
can be right, depending upon the circumstances. If the bank is very active in a specific industry and the
potential deal represents a relatively small transaction, the bank may just try to get a quick flip done with
the usual suspects - frequent and active buyers in the industry. Alternatively, the bank’s loyalty may be with
the buyer (rather than the entrepreneur) if they have (and hope to have) continued business with the second

party.

However, industry expertise can come in handy under certain circumstances. Entrepreneurs should have
their finger on the pulse of which banks are doing deals in their industry. As Braun expressed this:

It depends on the kind of exit you’re hoping to do. Several industries may not have specific
bankers. In that case, go find a very good generalist. Suppose you’re looking to do a sale to
a strategic buyer in an industry. In that case, it is worth having a team of investment
bankers who have relationships with those strategic buyers, who know what they like and
don’t like and how you would fit or not fit into their strategic plan, who have executed
transactions with them before, and know how they behave on certain points.

Specialist banks can be particularly helpful in a number of circumstances:

1. If access to buyers is difficult—if the buyer community is closed and introductions
are necessary to get the information memorandum read, an insider bank can help.
However, often, this is not the case: most strategic buyers will look at any interesting

industry deal.
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2. If the business is highly nuanced or technical —there are some businesses where
the nuances are so technical or difficult to understand that industry knowledge is
imperative to field questions, position the company, or even just to get the book written.
Examples of such industries include biotechnology, pharmaceuticals, or companies with
high intellectual property value.

3. If a fast transaction is necessary —an insider can move faster and identify likely
speedy buyers much quicker than someone who needs to be filled in on all the details.

However, industry expertise does not remedy every situation. There are a number of things industry
expertise will not be helpful with:

1. Arm twisting — there is sometimes a belief or hope that if a banker plays golf with
the CFO of a likely buyer, it will have value. First, no buyer is going to overpay because
they are friends with an investment bank; in fact, if anything, it becomes a risk where the
golfing buddy of the banker may get valuation guidance along the way. Second, a typical
auction involves more than 100 prospects; to rely too heavily on one (or even a dozen)
close relationships risks overlooking an auction’s statistical reality.

2. Understanding the business —very few companies are so complex as to baffle any
decent investment banker. The entrepreneur is the industry expert, not the banker. Just as
an attorney brings a certain skill set, so does a banker.

Bank pitch

Braun and Robinson thought of the different bankers’ pitches as a “beauty contest” with slick presentations
but limited substance. They were also aware of their natural tendency to gravitate toward the banker that
presented the highest valuation in their pitch. Of course, selling a company well is more than just a
valuation. Different banks, dealing with the imperfect information surrounding a pitch, often come to
disparate conclusions that are reconcilable in the subsequent due diligence. The goal is to select the banker
that has a feasible strategy to achieve an outcome above fair market value —what ultimately matters at this
stage is the strategy for achieving an outlier (or a stretch to the high side of fair market value), not who has
the largest number or who comes closest to an internal valuation—all of that will get worked out in the
eventual diligence and discussions.

The seller relies on the banker to guide them through a series of important decisions—the sum of which
can make the difference between $50 million and $51 million. In their preparation for the pitch, the exiting
company can pose some questions to potential bankers to think about and discuss. Some potential questions
to think through are in Exhibit 1.

Written communication
The most important sales material is in writing. The banker must write a teaser to get buyers interested, a

book that makes a compelling case for investment, and a slide presentation for management to deliver. Yet
virtually none of these skills are highlighted by the banker in a typical pitch.
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Selling through issues

The bank must perform detailed diligence to identify all the company’s strengths and weaknesses and then
position the company to sell through the issues. This is best evaluated by reviewing recent information
memorandums written by the bank and asking the bankers in advance of the pitch to prepare how they
would “sell through” specific issues identified. The entrepreneur should not focus on hitting them with a
Q&A to stump them. Rather, bankers should have time to prepare in advance, since that is what will happen
in real life. The quiet, thoughtful banker who can nail their response if provided with some time to think is
far more valuable than the one who excels at snappy one-sentence answers.

Buyer list and relationships

Sometimes, entrepreneurs overvalue the buyer list presented in the pitch. However, rolodexes and buyer
lists are outdated criteria. With good diligence, all the obvious potential names will be revealed. What
matters is what the banker thinks about atypical and non-obvious buyers who might pay an extraordinary
price. Instead of asking the prospective bank to regurgitate data on public databases, entrepreneurs can ask
them to come up with two or three categories of non-traditional buyers and then ask how they would
approach those buyers (the entry point, who would make the call, introductions, etc.).

Negotiating the fee

It may seem tempting to play hardball when negotiating fees with an investment bank. However,
entrepreneurs should strive to keep bankers on their side in order to get the best exit price possible.
Demotivating bankers by limiting their upside is not likely to result in the best sale price for the sellers.
Things entrepreneurs should keep in mind when negotiating with bankers include the following:

1. Avoid going too low: If the entrepreneur pushes the fee too low, they run the risk of losing some
of the focus and priority they tried to achieve in the selection of the bank. On a $50 million sale, if
the entrepreneur drives the fee down to $500,000 instead of $750,000, they may have reduced
the work from being desirable and lucrative to being a relatively marginal piece of business. And
so, instead of selling their company for $51 million, it may be sold for $50 million (ultimately
costing them a million dollars less the incremental fees paid to the bank). Lesson: don’t be pound-
wise and penny-foolish — make the sale process a priority for the bank.

2. Keep the hurdles reasonable: There is often an unhealthy tension regarding breakpoints, or the
different sale values at which the bank’s fees increase or decrease. On the front end (at the time of
the pitch), the bank worries that the breakpoints signal value, and the clients want to hear big
numbers (even though the bank has nothing to do with setting the market price). So, the bank feels
pressure to set the hurdles high. Yet, at the same time, the higher the hurdle, the worse the
economics for the bank. The entrepreneur wants high hurdles to push the bank harder and to keep
the overall fee lower. Of course, the danger is that the hurdles may become meaningless: in a short-
sighted effort to save money, the hurdles can become so high that they cease to be of any value. On
a $50 million sell-side assignment, if the fee moves from 1% to 2.5%, the marginal million dollars
only cost the entrepreneur $150,000, but that is a lot of money to the investment bank.
Entrepreneurs should want the bank to be “in the money” to get them chasing the higher fees.
Then, the bank will be more willing to put in longer hours since the payoff is to be higher. Thus,
entrepreneurs should set the hurdle rates slightly lower than the breakpoints of value to ensure that
any marginal dollars coming to them are at the higher (not lower) fee rate.
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3.

Align incentives: if there is no significant compensation for an outlier valuation (or even just for a
stretch into that next 1-2% of enterprise value), the bank has a strong economic incentive to simply
get the deal done as efficiently, economically, and safely as possible —and then to move on to the
next transaction. If, on the other hand, the bank has the potential to make an additional 30% of
their fee for the extra effort, the entrepreneur runs a good chance of benefitting from the bankers’

extra effort, which could make a significant difference.

Making the Selection

Having met with five different bankers, Braun and Robinson were ready to make a decision. But what
qualities should they prioritize? Should they go with the bank that would give them the most attention and
dedicated senior resources? Or what about the bank with the most industry deals? Should they go with a

tull-service bank or a sell-side shop? Or should they simply pick the bankers they liked the most?

OnRamp’s Potential Investment Banks

Bank

Description

Ilustrative Bank

A

A sell-side private investment banking partnership with
expertise in internet infrastructure and telecommunication,
Bank A had significant recent successful transaction experience
with comparable deals. Braun and Robinson got along well
with the team.

Union Square Advisors

A full-service subsidiary of one of the world's largest banks,
Bank B had some successful transaction experience with
comparable deals. The team was well respected in the data
center industry, but had recently lost a team member.

Credit Suisse

An independent full-service financial services bank located in a
smaller U.S. city, Bank C had very limited transaction
experience with comparable deals. The bank was committed to
building a data center practice and putting their best resources
toward the OnRamp transaction.

Harris Williams

An independent advisory firm providing advisory services to
clients in the technology, media, and telecom (TMT) sector,
Bank D had limited transaction experience with comparable
deals. Braun and Robinson would be working with the
founding partner, who is a long-time industry veteran.

Ziegler

Braun explained their thinking:

You’ve got to work back from your assessment of the probability that they will be able to get you
the outcome they say they’re going to get you. You say you have these relationships. When was
the last time you had a conversation with this person? You say you've worked on these other
transactions. Tell me about a moment when you thought that the process wasn’t going the way
it was supposed to go and how did you correct it? There’s a series of different things: Do I like
you? Are we going to go into the trenches together, and will this be a good, symbiotic working
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relationship? Am I going to get you as my banker? How will you deliver this product you're selling
me?

As Braun and Robinson looked through the list of options, they knew that they needed to take a more
quantitative approach, as indeed they had for every other aspect of their business. They started ranking the
different banks based on a matrix that they devised, as shown in Exhibit 2. Looking at the matrix, they felt
overwhelmed by one of the most important decisions that they would make. If they were to get the most
out of OnRamp’s sale, would be the best choice for them, and what should the expected value be?
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Exhibit 1: Questions to ask a potential investment bank

Who will be on the deal team?

What other deals are you working on?

Are these deals buy-side, sell-side, or raising capital?
At what stage is each of these deals?

What is the typical fee for your firm? How does this deal stack up, fee-wise, against the other deals
you are working on?

What is your internal process for writing a book?
How do you differentiate your books from those of other banks?

Can you bring to the pitch the most recent book you wrote (with the confidential
information redacted)?

Review the written material presented in the pitch for organization, visual appeal, accuracy,
etc.

Can you bring a proposed teaser for my company to the pitch?

If you were presented with a pre-emptive offer that was 10% higher than the expected value range,
how would you think about that and what might you do? Would your response change if the value
was 20% higher?

How would you position the purchase and sales (P&S) agreement in the process, and what
role might you play? If one offer came back at $49 million with a well-marked-up P&sS,
and another came back at $51 million with general responses, what might you do? If the
bidder at $51 million refused to spend money on an attorney unless they were selected,
how would you handle that situation?

If you received one bid at $50 million from a fully-financed strategic buyer and another at
$55M from a small private equity firm with little track record, what would you do?

If your company was in litigation for a frivolous claim of $75 million, and the buyer would
not accept that risk (albeit small), and the seller’s ability to indemnify for $75 million
exceeded their resources, how would you handle that situation?
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Exhibit 2: Investment Bank Scorecard

Weight Criteria Sub Criteria
5 Track Record of Successful Deals - Recent successful transaction experience with comparable deals
- Know the nuts and bolts of getting stuff done
-Know the terms that matter and how to structurethings

5 Depth of Relationship with and -Relationships with key people
Knowledge of Potential Buyers -Knowing what they like and what sales pitch is most effective
-Knowingwhat's currently driving them / what’s goingon in their org
-What matters most to them in a deal
-What terms matter most

5 Involvement of Key Resources -What does theteam look like

-How are the top people going to engage with us

-Will the people we want to work with be in all the key conversations
4 Importance of Onramp to Them -Can they currently make this a priority

- Do they have any conflicting engagements we should know about

-Arethere any other deals that might affect their ability to make us a top priority
4 Valuation: Number and Accuracy - Do they have a view on expected valuation that aligns with ours

-Havethe last several deals they've done met the expectations they set out

3 Storytelling and Dealmaking -How well can they tell the Onramp story
-Do they get theright way to pitch thecompany
-Can they work the art of the deal
3 Likability -Do welikethem
-Do wetrust them
- Do wewant to work closely with them

Source: OnRamp materials
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Exhibit 3: OnRamp Timeline
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Source: 2018 Confidential Information Memorandum
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Exhibit 4: OnRamp Organizational Chart
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Source: 2018 Confidential Information Memorandum
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Exhibit 5: OnRamp Customer Demographics

OnRamp Top Customers
Relationship Contract CAGR - Initial % of Total
mmmm
1 Manufacturing Hybrid 5/28/2009 1 0/1 0/2019 $ 126,247 76% 6.1%
2 . L] Financial Services Co-Location 9/26/2008 11/1/2019 9.3 $ 123,849 29% 6.0%
3 . Financial Services Co-Location 9/1/2012 3/30/2021 53 $ 123,051 11% 5.9%
4 . . Healthcare - Saa$, IT & Services  Private Cloud 2/23/2012 6/28/2020 5.9 $ 116,154 84% 5.6%
5 ) Construction & Real Estate Hybrid 2/1/2013 8/31/2020 4.9 $ 91,762 21% 4.4%
6 . . Consumer Products & Retail Hybrid 8/1/2011 12/11/2020 6.4 $ 91,690 75% 4.4%
7 . Healthcare - Providers Hybrid 3/4/2017 3/2/2020 0.8 $ 70,788 6% 34%
8 . IT Services Hybrid 2/6/2016 4/22/2018 1.9 $ 49,585 1163% 2.4%
9 . Education Senvices Hybrid 1/22/2013 3/31/2018 4.9 $ 48,826 2% 2.4%
10 . (] Healthcare - SaaS, IT & Services  Private Cloud 6/13/2008 10/31/2019 9.6 $ 42,000 57% 20%
11 . Education Services Private Cloud 5/17/2010 6/29/2019 7.6 $ 41,545 42% 2.0%
12 . Consumer Products & Retail Co-Location 4/29/2014 11/6/2020 3.7 $ 36,627 21% 1.8%
13 . Security & Compliance Services Co-Location 6/24/2014 5122019 35 $ 36,011 78% 1.7%
14 . Healthcare - Saa$, IT & Services Hybrid 5/28/2004 4/117/2020 13.6 $ 35,965 27% 1.7%
15 . . SaaS/SW Development Co-Location 11/5/2008 3/31/2018 9.2 $ 35,369 40% 1.7%
16 . . Healthcare - Saa$, IT & Services Hybrid 12/20/2010 1/18/2022 7.0 $ 31,000 87% 1.5%
17 . Construction & Real Estate Co-Location 5/4/2009 6/30/2020 8.7 $ 24,945 7% 12%
18 . . Financial Services Hybrid 8/29/2011 1/17/2021 6.3 $ 24444 54% 12%
19 . Security & Compliance Services Co-Location 5/13/2014 4/12/2019 3.6 $ 23,648 37% 1.1%
20 . . Financial Services Private Cloud 4/8/2014 5/25/2019 3.7 $ 23,188 79% 1.1%
Top 20 $ 1,196,694 57.7%
Top 50 $ 1,605,069 77.4%
Top 100 $ 1,830,582 88.2%
Total Customer Base $ 2,074,922 100.0%

(1) CAGR excludes outlier CAGR of customer #8
(2) Many customers have multiple contracts in place. The contract expiration listed is expiration date of the longest standing in force contract.

Source: 2018 Confidential Information Memorandum
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Exhibit 6: OnRamp Historical Financials

(sin 000's) 2014 | 2015 | 2016 | 2017 Q1-2018E
Income Statement : :
i 1
Co-Location 5 7,690 $ 8,895 $ 10,689 5 11,0291 $ 11,065 1
Managed Private Cloud 4,225 7,001 10,440 12,9891 13,954 !
Total Recurring Revenue $ 11,915 § 15,896 §$ 21,129 § 24,019, $ 25,019 |
YoY Growth 33% 33% 14% 1 NA 1
| 1
Non-Recurring Revenue 516 465 243 45 : 282 :
Total Revenue $ 12431 $ 16,361  § 21,3712 §$ 240641 $ 25,301 |
YoY Growth 32% 31% 13% ! na |
i 1
Cost of Revenues 5,082 6,250 7,099 8,031 : 7,931 :
1 ]
Gross Profit $ 7,348 $ 10111 § 14,273  § 16,033 $ 17,370 |
Gross Profit % 59% 62% 67% 67% | 69% :
YoY Growth 38% 41% 12% | NA )
1 1
Salaries and Benefits 3,434 3,519 4,712 4,852 : 4,863 :
Commissions 74 375 779 998 1,066 |
Sales and Marketing 562 557 817 9001 814 |
Professional Services 305 437 554 430 : 250 :
Other 864 1,228 1,492 1,512 1,542
Total SG&A $ 5238 $ 6,116 § 8,354 § 86931 §$ 8,536 :
SG&A % 42% 37% 39% 36%: 34% |
| 1
EBITDA $ 2110 $ 3,996 § 5919 § 7,339 : $ 8,834 :
EBITDA % 17% 24% 28% 30% 35%
YoY Growth 89% 48% 24% | NA |
T 1
1 1
Total Normalization Adjustments - - 262 364 1291
Total Add-backs 530 546 566 656 : 584 :
[ 1
Operating EBITDA $ 2,640 $ 4,542 $ 6,747 $ 8,360 $ 9,547 |
Operating EBITDA % 21% 28% 32% 35% : 38% :
YoY Growth 2% 49% 24% NA
Flow through Margin N/A 48% 44% 60% | NA |
T 1
1) 1 1
BBnB / MQl 1 1,376 1
1 1
Adjusted EBITDA HEE) 10,922
Adjusted EBITDA % 1 43% |
YoY Growth . _... ! na !

(1) Approximately $700K, or 50%, of total BBnB / MQI was sold to a single customer in January, and will bill in mid-March

Source: 2018 Confidential Information Memorandum
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Exhibit 7: OnRamp Financial Projections

(8 in 000's) 2017 . 0Qi2018E | 2018E | 2019E [ _2020E | _ 2021E | 2022 | Model Assumptions

Income Statement Bookings: January bookings were $129K. Excluding

1 1
: : Jan bookings, average monthly bookings in 2018 are

Co-Location $ 11,029 | § 11,065) $ 11,265 §$ 12075 § 12999 § 14021  § 15,133 expected to increase 14% over the 3 year historical
Managed Private Cloud 12,989 | 13,954 | 15,850 19,901 23,991 28,269 32,722 average. BEY?;gethats bunkingrshare E’;PE‘!CtEd to grow
Total Recurring Revenue 24,019 | 25,019 | 27,115 31,976 36,989 42,290 47,855 an average of /7 per annum. The mode assumes
YoY Growth 9 $ 14% 1 $ A 1 $ 13% $ 18% $ 16% $ 14% § 13% bookings are split 75% / 25% between Managed
: : 2 2 2 Private Cloud and Colocation, respectively.

Non-Recurring Revenue 45 : 282 : 136 96 111 127 144 Churn: Historical churn has averaged 0.7_% of _recurring

Total Revenue $ 24,064 1 § 253011 $ 27,251 $ 32072 §$ 37,100 § 42M7 $ 47,999  revenue over the last 24 months. Churn is projected at
YoY Growth 13% 1 N/A ] 13% 18% 16% 14% 13% 0.8% of recurring revenue in 2018, inclusive of all

: : known churn events.

Costof Revenues 8,031 ! 7.931! 8,367 9,732 11,175 12,769 14319  Costof Revenues (ex headcount)

: : - Power is projected to grow as customers expand /
N add colocation deployments (25% of bookings). All

Gross Profit $ 16,033 : $ 17,370 : $ 18,883 $ 22,340 $ 25,925 $ 29,648 $ 33,679 power related assumptions are driven by historical

Gross Profit % 67% 69% 69% 70% 70% 70% 70% averages.
YoY Growth 12% : N/ : 18% 18% 16% 14% 14% - Bandwidth, equipment maintenance, and facility
1 1 maintenance are projected to grow in line with YoY

Salaries and Benefits 4,852 4,863 ) 4,906 5,383 5,730 6,224 6,719 revenue growth

Commissions 998 : 1,066 : 1,038 1,097 1,249 1,354 1475 - Software licenses are projected as a % of MPC

Sales and Marketing 900 I 814 1 908 988 1,065 1,142 1,217 revenue. Historically, software licenses have averaged

Professional Services 430 | 250 365 398 429 460 490 ~10% of revenue. The Company believes this will

Other 1,512 15421 1,634 1,879 2,170 2,543 2892  [ncreasein 2018 to12.5%.

Total SG&A $ 8,693 i $ 8,536 : $ 8,851 $ 9,746 § 10644 § 11,722 $ 12,793 Headcount:

SG&A % 36% | 34%] 32% 30% 29% 28% 27% The Company has provided a detailed hiring plan for
: : 2018. In the subsequent projection periods:

EBITDA $ 7339 § 8,834 § 10,032 § 12,594 § 15,281 § 17926 § 20,886 - Direct operations salary and benefits expense is
EBITDA % 30% ! 359 | 37% 39% 41% 42% 44%, expected to grow in line with YoY revenue growth.
YoY Growth 24% : N/A : 37% 26% 21% 17% 17% Additional direct operations personnel are added based

1 1 on the average fully-loaded salary of equivalent

Total Normalization Adjustments 364 | 129! 01 employees.

' i I 1 - ) ) y -SG&A
personnel are added by department based on

Total Add-backs 656 : 584 : 556 547 547 547 547 ratios specific to each department (e.g. headcount to

$ t revenue, average historical sales rep production,

Operating EBITDA $ 8,360 | $ 9,547 § 10,680 §$ 13,141 $ 15828 § 18,473 § 21,433 managers to direct reports, etc.).

Operating EBITDA % 35% | 38% | 39% 41% 43% 44% 45% - The Executive, Finance, HR, and Marketing functions
YoY Growth 24% : N/A : 28% 23% 20% 17% 16% do not assume additional headcount, but include 3%
Flow through Margin 60% | NA 1 73% 51% 53% 50% 53% annual salary increases
(1) : : Capital Expenditures: CapEx is projected in five
BBnB /MQI 1 1,376 - - - - - buckets: (1) Managed Private Cloud Customer
1 1 Related; (2) Colocation Customer Related:; (3)

Adjusted EBITDA T $ 10,922 T Maintenance; (4) Platform Expansion; (5) Data Center

Adjusted EBITDA % : 43% : Expansion. No major expansion CapEx is required to
Y I 1 support the revenue projections.
YoY Growth N NA__,

Source: 2018 Confidential Information Memorandum
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Exhibit 7a: OnRamp Financial Projections

($ in 000s) Q1-2017 Q2-2017 Q3-2017 Q4-2017E Q1-2018P Q2-2018P Q3-2018P Q4-2018P
Income Statement 1
1
1
Co-Location $ 11,290 $ 11,047 $ 10,864 $ 10,9151 $ 11,065 % 11,133 3 11326 §$ 11,535
Managed Private Cloud 11,775 13,061 13,468 13,653! 13,954 15,548 16,478 17,420
Total Recurring Revenue $ 23,065 $ 24,108 $ 24333 % 245681 $ 25,019 $ 26,681 $ 27804 $ 28,955
YOY Growth 21% 17% 10% 8% I 8% 11% 14% 18%
1
Non-Recurring Revenue (59) (410) 84 566 : 282 87 87 87
Total Revenue $ 23,006 $ 23,699 $ 24416  $ 251341 § 25,301 $ 26,768 $ 27,891 $ 29,042
YOY Growth 18% 12% 10% 11% : 10% 13% 14% 16%
1
Costof Revenues 7,460 8,203 8,501 7,960: 7,931 : 8,233 8,522 8,784
1 1
Gross Profit $ 15,546 $ 15,495 $ 15915 § 17,175i $ 17,370 : $ 18,535 $ 19,369 $ 20,258
Gross Profit % 68% 65% 65% 68% 1 69% | 69% 69% 70%
YoY Growth 21% 10% 8% 12% 3 12% : 20% 22% 18%
1 1
1
Salaries and Benefits 5,264 4,558 4,838 47501 4,863 : 4,814 4,954 4,992
Commissions 930 985 1,040 1,039 : 1,066 : 1,075 1,014 997
Sales and Marketing 540 540 329 3131 250 | 372 472 368
Professional Services 76 72 73 73: 79 : 73 73 73
Other 2,603 2,742 1,991 2,0201 2,278 | 2433 2,544 2613
Total SG&A $ 9,412 $ 8,896 $ 8,270 $ 8,196 : $ 8,536 : $ 8,767 $ 9,057 §$ 9,044
SGEA % 41% 38% 34% 33% : 34% 1 33% 32% 31%
1
[ ] 1
EBITDA $ 6,134 $ 6,600 $ 7645 § 89791 $ 88341 $ 9,768 $ 10,312 $ 11,214
EBITDA % 27% 28% 31% 36% : 35% : 36% 37% 39%
YoY Growth 14% 15% 18% 48% 1 44% 1 48% 35% 25%
] L]
1 1
Total Normalization Adjustments 649 468 295 44: 129 1 137 40 60
Total Add-backs 656 656 656 656 584 : 547 547 547
1 1
Operating EBITDA $ 7,439 $ 7,724  § 8596 §$ 96791 $ 9,547 i $ 10,452 $ 10,899 $ 11,822
Operating EBITDA % 32% 33% 35% 39% 38% : 39% 39% 41%
YoY Growth 21% 19% 20% 34% 28% 35% 27% 22%
]
&)] 1
BBnB /MQl 1,376 |
1
Adjusted EBITDA $ 10,922 |
Adjusted EBITDA % 43% :
YoY Growth 47% 1

18 ONRAMP PREPARES FOR AN EXIT (A)



Yale scHOOL OF MANAGEMENT

Exhibit 8: OnRamp Two Year Pre-Sale Growth Plan (2016)

Product Development: 2 Year Roadima)p

2016 2018

2017
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Hybrid Hosting :
= New Porial Foundation Design & Buid I[
= Private Cloud Orchestration via the Portal ‘
— Backend Automation of VMWare Provisioning I[

— VMWare CRUD operation portal Inlegration |

= Private Cloud Resowrce Reporting, Monitoring & Aleriing via the Portal i
— Backend Automation of COM Utlization :

— Backend Automation of Monitering & Alerting |

— Integration into portal i

= Public Cloud Conneclivity & Self Service via the Porlal E
1
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1

1

1

1
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1
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1
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— Public Cloud Connectivity

— Public Cloud SW Integration

— Gated Community Cloud (for ONR customers)
Secure Computing Operations
= Compliant VDI (Virtual Deskiop Infrastructure)
= Compliant DRaa$S (Disaster Recovery as a Service)
= Mobile Device Management {(MDM)

(G

“Productizing” Compliance
= Pre-Packaged Policies & Precedures for HIPAA, PCI, elc
= Compliance Dashboard via the Porial

= Audit Reparting via the Portal

= HIPAA / Risk Assessment Tool 2.0

= Further enhance existing security products with value
added expertise

Source: June 2016 OnRamp Board Meeting
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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.

Copyright 2021 © Yale University. All rights reserved. To order copies of this material or to receive permission to reprint part or
all of this document, please contact the Yale SOM Case Study Research Team: email case.access @yale.edu.

Endnotes

! Elizabeth Davidson is a case writer and graduated from Yale SOM with an MBA in 2020.

2 David Dodson is a faculty member of the Stanford Graduate School of Business, where he teaches courses on
entrepreneurship.

3 A. J. Wasserstein is the Eugene F. Williams, Jr. Lecturer in the Practice of Management at Yale SOM.

*Ponemon Institute, “2016 Cost of Data Breach Study: Global Analysis,” IBM, June 2016.

20 ONRAMP PREPARES FOR AN EXIT (A)



mailto:case.access@yale.edu

