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– Lending to Franchise Industry since 1986 

 
– 2010 joined U.S. Bank’s SBA Division 

 
– 2nd Largest Dollar Volume SBA Lender in 2012  

 
– 5th Largest Commercial Bank in the Nation 

 
– 2013 Combined Small Business Strategic Alliances with SBA Division 

 
 

 

Julie Huston – U.S. Bank  
President - Small Business Specialty Finance 
 



U.S. BANK - FRANCHISE (SBA) TRENDS 



LENDER FRANCHISE INTELLIGENCE 
• SBA Data Tracking launched September 2011 

 
• 2012 Applications 

– 84 concepts 
– 156 Requests 
– $139MM 

 
• Fundings 

– 37 Concepts 
– 64 Transactions 
– $51MM  

 
• Portfolio Performance leads to better strategy 

 
 

• Enterprise-wide initiative started January 2013 
 

 
 
 



PROGRESS OF THE PARADIGM SHIFT 
 AN OPPORTUNITY FOR RE-INVENTION FOR ALL 

Encourage 
– Franchisors - Diversify Your Lender Options 
– Franchisees – Know that this is still “Your” business, “Your” numbers”, 

“Your” location, “Your” team 
– Lenders - Industry Intelligence; grow ability to make assumptions 

• Talent 
• Data 

– Associations - Be a consolidator of franchise data (“Franchise 
Index”) and voice on The Hill 

 
Demonstrate 

– Franchisors - Disciplined growth (# and geographically) 
– Franchisees – Disciplined growth 

• Development Agreements 
• Discounts or Incentives 
• Site Selection 

– Lenders – Disciplined Growth 
• Diversification (Concepts and Borrowers 

– Associations - All concepts are perhaps not created equal 
• New 
• Mature 
• Reinventing 
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THE RIVERSIDE COMPANY: AT A GLANCE 
 
 25 years focused on small 

company control buyouts 

 $2.9 billion in assets under 
management(1) 

 20 offices in 14 countries on 4 
continents 

 200+ people organized by 
function 
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 312 acquisitions  

o 159 platforms, 153 add-ons 

 82 exits  

o 82 platforms and their 
corresponding 95 add-ons 

 Realized 44% net IRR and 2.7x 
net cash-on-cash return and 
51% gross IRR and 3.2x gross 
cash-on-cash return 
 

The only global private equity firm focused  
exclusively on the small market 

Note: As of December 31, 2012 unless otherwise noted. Past performance is not necessarily indicative of future 
results. (1) As of September 30, 2012. 



GLOBAL FOOTPRINT 
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Riverside Capital Appreciation Fund 
(“RCAF”) 

• Founded 1988 

• 4 offices / 41 professionals 

• $5mm - $25mm LTM EBITDA companies 

• Fund V - $1.17bn 2008 vintage 

 Riverside Micro-Cap Fund (“RMCF”) 

• Founded 2005 

• 3 offices / 27 professionals 

• Sub $5mm LTM EBITDA companies 

• Fund II - $137mm Private Capital + 
$150mm SBA Capital 

Riverside Europe Fund (“REF”) 

• Founded 1997 

• 8 offices / 28 professionals  

• €3mm - €20mm LTM EBITDA 
companies 

• Fund IV - €420mm 2009 vintage 

 

Riverside Asia-Pacific Fund (“RAF”) 

• Founded 2007 

• 4 offices / 10 professionals 

• $4mm - $15mm LTM EBITDA 
companies 

• Fund I - $31mm 2008 vintage ($74mm 
equity invested through fund capital 
and co-invest) 

 

Europe 
North 

America Asia –  
Pacific  



THE RIVERSIDE COMPANY IN FRANCHISING 
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Franchising Portfolio: Past & Present Franchise Investment Experience 

 Since founding, we have invested in 13 
different franchise concepts on 4 
continents 
 
 

 Acquire small, industry-leading 
companies 
 
 

 Partner with strong management teams 
to provide liquidity and growth capital 
to entrepreneurs looking to expand their 
business 
 
 
 

 Currently own 6 different franchise 
concepts 

Contact Information 
Jeremy Holland 
Regional Director, Origination 
Los Angeles, CA 
+1 310 499 5084 
jholland@riversidecompany.com 

mailto:jholland@riversidecompany.com


WHY PRIVATE CAPITAL LIKES THE FRANCHISING MODEL 
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What Qualities does Private  
Equity Value in a Franchisor 
 First and foremost, successful 

franchisees 
 

 Strong management partner 
 

 Low franchisee churn rate 
 

 Minimal history of litigation, and 
quality legal counsel 
 

 Strong IT and investment in 
internal systems 
 

 Growth, growth, growth! 
 

Why Private Equity is  
Attracted to Franchising 
 High levels of recurring 

revenue 
 

 Limited customer 
concentration 
 

 Proven and consistent business 
model 
 

 Highly scalable platforms 
 

 Ability to grow by targeting 
new geographies 
 

 Empowering entrepreneurs 



RICH GREENSTEIN 
PARTNER 
DLA PIPER 
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FRANCHISING TRENDS 
 
• Franchising is expected to show modest 

growth in 2013, similar to what was 
predicted for—and came true—in 2012 

• Despite economic and business 
uncertainty in recent years, franchising 
has enjoyed several notable trends: 
– Approximately 6,500 franchise systems have 

seen annual growth for the past three years, 
with an average annual growth of over two 
dozen units 

– Fast food, health and fitness, sit-down 
restaurants, and lodging sectors have fared 
the best in franchising 

Sources:  FRANdata, Perkins Law 
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FRANCHISING TRENDS 
 

• In 2013, franchisors will focus on 
recruiting multi‐unit operators who 
have an easier time obtaining 
financing for new units 

• Social media will continue to expand 
and increase its impact on franchise 
businesses 

Sources:  FRANdata, Perkins Law 
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OVERVIEW OF CAPITAL SOURCES 
• Public Markets (IPO) 

– Consistent liquidity source for upper middle 
market (above $350mm) companies 

– Challenging for franchisors to grow revenue 
stream large enough for public markets 

– Requires increased transparency of financial and 
operational performance 

• Private Equity 
– Must be the right stage of growth (minimum 

$3mm EBITDA, above $5mm best) 
– Allows owners to bring on a value-added 

partner, to take some chips off of the table and 
to roll equity with PE firm 

– Downside is company must give up equity and 
some degree of control 
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OVERVIEW OF CAPITAL SOURCES 
• Private Placement 

– Typical size between $10-$300mm 
– Allows for direct investment in companies by 

institutional investors such as insurance 
companies, pension funds, etc. 

– Not prevalent in franchising 
• Debt 

– Allows company to maintain ownership and 
control of company 

– Best when good financing terms are available 
and there are no better uses of capital 

– Downside is that banks don’t offer the same 
value-add as a PE firm 

– Ties up cash flow to service debt and risks over-
levering the company 
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INITIAL PUBLIC OFFERINGS 
• US IPO activity improved marginally in an 

up-and-down 2012 that started off strong 
but ended slow. 
– The number of U.S. IPOs remained flat at 

128 during 2012 compared to 125 in 2011 
– The average return on U.S. IPOs was 20.5% 

in 2012, up significantly compared to 2011 
(9.8%) 

– 15 consumer IPOs raised $2.3 billion in 
2012 

• In August 2012, CKE Inc. (Hardee's and Carl's 
Junior) postponed its IPO due to 
unfavorable market conditions. 

Sources:  CapitallQ, Renaissance Capital, FRANdata, Blue Maumau 
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INITIAL PUBLIC OFFERINGS 
• Burger King, which was taken private in 

2010, became publicly traded in June 2012 
through a series of transactions that 
bypassed the typical going public path. 

• Bloomin’ Brands has posted outstanding 
performance in the public markets since 
debuting in August 2012. 

• Overall, the 45 stocks included in the 
FRANdex, FRANdata’s index of publicly-
traded franchise companies, gained 23.3% 
in 2012, outperforming both the S&P (13.4%) 
and Russell (14.6%) indexes 

Sources:  CapitallQ, Renaissance Capital, FRANdata, Blue Maumau 
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PUBLIC COMPANY PERFORMANCE 

2012 
Sales 

 
P/E 

 
EV/EBITDA 

52-Week 
Return 

$2,231 13.9x 7.3x 8.1% 

7,299 14.2 15.1 50.6 

3,985 32.7 9.1 47.3 

1,031 26.2 8.6 15.0 

1,937 0.7 13.8 18.4 

1,671 26.0 13.8 18.4 

2,504 29.6 12.8 9.3 

13,591 19.0 11.1 4.8 

Average $4,4225 20.3x 11.5x 26.1% 
Sources:  CapitallQ 
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PRIVATE EQUITY FUNDING OF FRANCHISORS 

• PE firms focused on franchisors because 
lower capital costs, stable revenue streams, 
and higher cash flow margins allow buyers 
to put more debt on a company 

• Transaction multiples for franchisors with 
strong brands tend to be in the 8-10x EBITDA 
range 

• 2012 was a record year for restaurant 
franchise mergers, with many smaller 
franchisees selling units to larger franchisees 
– Trend is expected to continue through 

2013, with larger, multi-unit franchisees 
continuing to grow in size 

Sources:  CapitallQ, Nation’s Restaurant News, Franchise Times 
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PRIVATE EQUITY FUNDING OF FRANCHISORS 

• Recent Private Equity Investments in 
Franchisors 
– Express Oil, LLC (Carousel Capital 
– Jewelry Repair Enterprises (Pine Tree 

Equity) 
– Massage Envy (Roark Capital) 
– Benihana Inc. (Angelo, Gordon & Co.) 
– Edible Arrangements (Catterton Partners) 
– Pure Barre (WJ Partners) 
– Planet Fitness (TSG Capital) 

Sources:  CapitallQ, Nation’s Restaurant News, Franchise Times 



23 

PRIVATE PLACEMENTS 
• Unregistered debt or equity 

securities negotiated 
between an issuer and a 
limited number of investors, 
private placements often 
provide capital for a 
company’s strategic plans 
and commonly take the 
form of long-term, fixed-rate 
debt 

• 2012 private placement 
volume increased to a 
record $54 billion, a 15% 
increase from 2011 

• Average private placement 
deal size increased to 
$284.8 million in 2012 from 
$234.8 million in 2011 

 

Sources:  Prudential, Wells Fargo Securities 

Issuance Volume and # of Deals 

Issuance by Industry 
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PRIVATE PLACEMENTS 
• By all estimates, 2013 should 

be another robust year of 
issuance in the private 
market partly because 
approximately $15.6 billion 
of 2013 maturities are 
available for refinance from 
176 tranches vs. $12 billion in 
2012 

• The bank loan market and 
US IG bond market could 
impact private placement 
flow if private markets are 
unable to “chase” public 
spreads tighter 

 

Sources:  Prudential, Wells Fargo Securities 

Issuance Volume and # of Deals 

Issuance by Industry 
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LEVERAGED FINANCE 
• Overall financial market performance continues to 

improve (not economic performance, but 
performance of key indexes and the S&P 500) 

• 2012 was a high volume year for new loan 
origination (Banks are back in the lending business 
and at lending levels equal to or greater than prior 
to the downturn) 

• Loan proceed trends 2011-2012: Refinancing grew 
from 24% of all loans to 47% of all loans.  Acquisition 
loans decreased as a percentage of all loans from 
26% to 22% of all loans. Refinancing is becoming 
more prevalent because more banks are 
lending…more banks lending creates more 
competition for lenders amongst borrower.   When 
there is more competition, borrowers can demand 
better pricing and more favorable terms…thus they 
pursue a refinancing to improve pricing and terms. 

Sources:  Nation’s Restaurant News, Franchise Times 
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LEVERAGED FINANCE 
• Bottom line, banks are back to lending at pre-downturn levels, 

flooding the market with access to debt capital at low interest 
rates and borrow friendly terms…for the first time in 4 years. 

• Regardless of a company’s credit quality…borrowers across 
the board are enjoying a lower cost of capital than the 
average. 

• Much of the financing in the large borrower market has 
focused on refinancing existing debt and acquisition 
financing. 
– The Briad Group, a large New Jersey based operator of TGI 

Friday’s and Wendy’s, secured $195 million in credit to 
refinance its debt. 

– Large number of PE debt recapitalizations in December 
2012. 

• Some emerging brands in hot categories, such as Five Guys, 
Zaxby’s, Buffalo Wild Wings and Noodles & Company, have 
been able to secure financing for new development. 

Sources:  Nation’s Restaurant News, Franchise Times 
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JUMPSTART OUR BUSINESS STARTUPS ACT (“JOBS 
ACT”) 

• Title I – Reopening American Capital 
Markets to Emerging Growth Companies 

• Title II – Access to Capital for Job 
Creators 

• Title III –  Crowdfunding 
• Title IV – Small Company Formation 
• Title V – Private Company Flexibility and 

Growth 
• Title VI – Capital Expansion 
• Title VII – Outreach on Changes to the 

Law 
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TITLE III – CROWDFUNDING 
• “Crowdfunding” generally involves 

raising funds from large numbers of 
people, typically in small amounts, 
often using social networks 
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TITLE III – CROWDFUNDING 
• New exemption for crowdfunding transactions where: 

– Aggregate amount of offering <$1M in any 12-month period 
(rolling) 

– Limits on amount sold to any one investor 
• Investor’s annual income or net worth <$100,000: 

– greater of $2,000 or 5% of annual income or net worth  
• Investor’s annual income or net worth ≥$100,000:   

– 10% of annual income or net worth, capped at $100,000 
– Transaction conducted through registered broker or a “funding 

portal” required to take various precautionary measures 
– Issuer complies with several precautionary measures 
– Investors have rescission rights for material misstatements or 

omissions  
– Securities are “restricted”  
– Several ineligible issuers 
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