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How to make Express Logistics companies more
valuable?

Today’s Agenda:
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*Define the express logistics business
*Define “value” and how it is created

*Look at real world examples of value creation in
transportation and logistics

*Consider implication for express logistics in the current
environment




MergeGlobal fuses strategy consulting and financial
advisory into an integrated service

Traditional Structure

Capital M&A M&A M&A Transaction

Market Business Investment Target Synergy Transaction Valuation , Structuring Financing
Economics Strategy Decisions Screening Assessment Due-Diligence

Strategy Consulting Firms Investment Banks

MergeGlobal Concept

Market BuSiness Capital M&A M&A Transaction
. Investment Target Synergy Valuation Idea Structuring Financing
Economies Stateny Decisions Screening Assessment Generation

ce Continuum

MERGEGLO/LE
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The Express Logistics business comprises three broadly defined, and
partially overlapping products: ground courier, NFO and special air
package delivery

U.S. Ground and Air Courier Industry Segmentation (< 150 Ibs per piece)

Regional . . International/
(50 - 300 miles) N (D) Intercontinental

Service Type Transit Time Local (< 50 miles)
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Scheduled Same Day

On demand Same Day

Ground NFO
Courier

Overnight: late

Scheduled/On deman( . .
pickup/early delive

Special Air

Package

Scheduled/On deman Overnight

Scheduled 2 Day+




The express logistics industry is fragmented, with heavy product and
geographic overlap between the largest competitors

U.S. Ground and Air Courier Industry Segmentation: Key Competitors

Service Type Transit Time Local (< 50 miles) Regional (50 - 300 miles) National (>300 miles) International/Inter-continental
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Express logistics companies can not afford to ignore the impact of
national and global trends, even if their businesses are predominantly
local

Underlying Traffic Effect Impact on Geographic Market
Traffic Types Demand Drivers on Demand Local Regional | National | International
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« Financial instruments + Shifts in industrial
geography

 High value materials

» Growth in international

* Time sensitive material
trade flows

* Pharmaceuticals/Life

» Supply chain complexit
Sciences PPy P y

+ Custodial control/Regulated _ _
» Business velocity
goods

* Hazardous materials ) o
» Technological substitution

@ ®© 6 o

 Special handling

» Spare parts

« Inter-office deliveries * Declining value of goods
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» Pallet breakdown and last

mile delivery ' High Impact Q Low Impact




Even in slow growing or shrinking domestic markets, outsourcing will
create attractive opportunities for Express Logistics companies

Demand Growth in Different Segments of the Express Logistics Business

Local Regional National International
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» Mature markets with low overall growth i
 Outsourcing opportunities driving growth with :
Scheduled operators who provide a service offering :
advantage :

* Pricing under pressure due to softening :
economic conditions ;

1

1

]

» Higher growth due
to supply chain
| | complexity,
------------------ Fm-===-=-==-------q---------———---———— pusiness velocity,
: : and shifts in
i i industrial

eograph
* Lower demand due to transit time deferral geography

|
On-Demand * Pricing under pressure due to softening |
economic conditions |

1




What is “value,” and how is it created?
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Revenue Growth

Organic
Growth

and/or Margin Expansion Value

Acquisitions
Capital Efficiency




Express Logistics companies can choose to design their business to
maximize value creation

Key Business Decisions
in Express Logistics Value Triggers Value Drivers

» Customer/Industry Selection -
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Market growth Volume —

- Recurring requirements

- P&D density

* Network Scope Price —— Revenue -

- Local
- Regional
- National Business/
- International Product Mix

* Product Features

- Pickup/Delivery times Variable Cost =

- Transit times (Modes)

- Custodial control — Margin
- Hazardous materials

- On demand vs. scheduled Fixed Cost =

» Business scale
- Volume buying power Economies of
- Other economies of scale Scale

» Business Process

Capital

Asset Utilization =———————— E

» Technology
- Booking/Tracking/Billing/
Claims
- Courier Scheduling/Routing Trade Terms




A number of specific decisions underlie each of the broadly defined value
triggers and drivers

ORGANIC GROWTH EXAMPLE
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Business Drivers Linkages Value Triggers
Customer
selection
Number of customers
Industry
selection —3 \/olume =
offering/levels Shipments per N
customer
Price =
Technology
Geographic Market price % Premium Mix ¥ Traffic
scope ﬁ

» Service Levels
» Scale
* Brand

Business scale




A hard-nosed assessment of synergies is critical to acquisition related
value creation

Key Points * Cross selling

» Buying companies solely to generate
revenue growth does not create value

» Deep understanding of
customer needs—
specific industry
expertise
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* Revenue synergies are more difficult to : Revenue Svnerdies
achieve than cost synergies | ynerg

: * Increased share of

| wallet—make the

: combined entity more

|

[

important to customers

» Cost synergies are often not slam dunks—
operational complexities can create
significant challenges

* Acquisitions consume valuable |
management talent that could be well-used

running and improving the existing business « Pick up and delivery

- densi
» Key success factors are careful, realistic ty

valuation and detailed, cautious integration

: * Line-haul density
planning

» Other purchasing savings
Cost Synergies as a result of scale

* Fixed cost absorption
- Operations
- IT infrastructure
- G&A and overhead




Four cases of how MergeGlobal works with companies to create value

* Intensive fact based analysis derived from clients operational and financial data

« Utilization of MergeGlobal’'s extensive industry perspective, knowledge and network of
contacts

* Interactive process that allows management to use our value creation tools to develop strategic
priorities and a decision-making framework

i

» Case #1: Advised multi-line express logistics company on strategy to refocus business on
most promising business opportunities, leading to the sale of the company

» Case #2: Developed and persuasively articulated the value proposition of a start-up cargo
airline to raise mission critical capital

» Case #3: Refocused maintenance facility network operator on an organic growth plan

» Case #4: Developing a credible positioning thesis to sell a small high-growth logistics business

Pa
C
>
N
o
o
63
—
L
-
o
o
c
3




Case # 1 : Advised multi-line express logistics company on strategy to
refocus business on most promising business opportunities, leading to

the sale of the company

Situation

« Domestic express network operator offering
a complex array of asset based and non-
asset based expedited delivery solutions

* Largest customer segment— bank check
transport— in steady decline due to
transition to electronic imaging

* Previous attempt to sell business failed due
to uncertainty of business plan

Critical Issues

» Asset rich business with no debt and
declining profitability

» Lacked a clear roadmap to transition a
multi-line business to focus on businesses
where it enjoyed competitive advantage
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* Provided Company with a concise business

definition of its four network and dedicated </ </ </
services offerings with delineation asset light
and asset intensive units

* Developed detailed product line ‘J
profitability analysis of each business

* Identified core competencies where
Company had real competitive advantage J ‘J

» Assessed market opportunities in major
products and markets serviced to identify J ‘J
best strategic priorities and allocation of
resources

* Created roadmap of near term and longer
term alternatives to move the business ‘J ‘J ‘J

forward

Client Outcome

* Articulated a clear go forward strategy to
key constituencies and investors

« Company sold to new investors at a
substantial premium over market
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Case # 2: Developed and persuasively articulated the value proposition of
a start-up cargo airline to raise mission critical capital

Situation

* International ACMI cargo airline startup with
aircraft and contracts to provide large Asian
cargo airline with low cost, high utilization
trans-pacific service

« Carrier had raised sufficient capital to
position airline for pre-certification start-up
but failed to complete larger capital raise to
meet aircraft lessor and regulatory capital
requirements

Critical Issues

+ Short term liquidity issues and timing of
aircraft delivery, regulatory approvals and
customer contract requirements

* Immediate need to raise at least $18 million
of capital to meeting timing requirements

* Need to validate business plan and
articulate value proposition

MGI Solution
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» Defined business to identify attractive

market opportunities beyond initial contract
services

« Validated business economics of contract
services and key cost elements to prove out

baseline profitability

» Analyzed fixed/variable cost mix to assess
operating leverage potential in growth case

Client Outcome

* Indentified a small group of sophisticated
transportation investors who could quickly
assess investment opportunity

* Obtained commitment for $28 million raise in
less than 45 days

« Completed airline certification, capital raise
and initiation revenue in four months
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Case # 3. Refocused maintenance facility network operator on an organic

growth plan

Situation

« Facility based business providing critical
maintenance, repair and other services to

major logistics providers

» Business experienced very limited growth in
past 3-5 years

» Business owners/management desire to
examine strategic alternatives

Critical Issues

» High customer service and operationally
intensive business lacking focused growth

plan

« Limited articulation of core value proposition

« Tactical (and not strategic) allocation of
scarce management and capital resources
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» Defined array of business offerings
and assessed service line profitability

 Provided direct customer feedback on
Company value proposition through
targeted interview process

* Indentified most attractive market
opportunities to improve business mix

» Developed facility level metrics and
analyzed the relationship between
business mix, customer mix and

profitability

» Assessed core strength and weaknesses

to further define growth opportunities

Client Outcome

» Advised Company that it is not in a
position to sell business or make

acquisitions
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» Providing Company with a framework to
develop a focused growth plan with clear
priorities based on initial assessment

* Providing on-going guidance on strategic
opportunities to leverage growth plan




Case # 4: Developing a credible positioning thesis to sell a small high-
growth logistics business

Growth
Margip,
ExpansiOn
Capita)
EfﬁcienCles

Situation MGI Solution

» Small (less than $5 MM EBITDA) privately
held export logistics business experiencing
high growth serving specific industry
segment

* Defined business and market served to
determined key value drivers of growth ‘J
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» Quantify how much of growth is driven by
currency and commodity price levels to

» Approached by complementary
credibly business sustained growth case

transportation provider to sell business

« Examine adjacent market opportunities
where Company could leverage its
Critical Issues capacity selection capabilities to expand
into other industry verticals ‘%

» Should the Company invest in further sales
and IT infrastructure to grow to the next
level?

« Examine key cost elements required to
enter new industry verticals ‘%

« Should the Company broaden its customer * Examine capital requirements for IT
upgrades v |

base outside its core industry segment?
Client Outcome

* How can the Company leverage its position

with export oriented trade flows? o , ) ,
« Assisting Company in preparing marketing

materials to contact potential investors

 Given the rapid growth, how should the ) i
who value export oriented business flows

Company think about valuation?

* Prepared to enter marketing process but
waiting for market to settle




The financial market turmoil makes it difficult to buy or sell companies in
today’s environment — making it more important than ever to focus on a
disciplined approach to value creation

* Traditional M&A activity is at a standstill with the exception of pipeline transactions

* Most new M&A activity will be driven by restructuring events

AOnly companies selling are those forced to sell
Almportant reminder: cheap price does not guarantee a good acquisition
Alt is critical to focus on value creation to make intelligent acquisition choices

* Everyone, whether a buyer, a seller or fiercely independent, needs to focus relentlessly on

value creation:

ABusiness definition

ACustomer and market selection
AService offering

ANetwork scope

ABusiness scale

ABusiness process
ATechnology

Revenue Growth
Margin Expansion

Capital Efficiency

Value
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