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Thought you might find my observations from this conference worth reading. The audience consists mostly of pension fund and private investors. The speakers are both the Castle Harlan leadership and the chief executives of the companies in which they have invested.

1. Castle Harlan is upbeat about opportunities for investment during 2009.  They believe they will be able to follow their discipline, especially being unwilling to pay more than six times  EBITDA,  to buy strong companies with bad balance sheets, companies orphaned by parents CEOs seeking to increase liquidity, companies who lack the capital to make add-on acquisitions and in some cases companies in greater distress because of pressure throughout their sector. Castle Harlan bought no companies in 2007 because the prices were too high and only one company in 2008.

2. Castle Harlan targets middle market companies, usually does proprietary and friendly deals, avoids traditional large bank cash flow lenders, preferring instead creative financial structures which in the current environment includes  higher equity participation and seller financing.  They forecast sale prices of companies to continue to decline in 2009, never to return to the prices displayed at the peak.  The  The markedly lower prices together with the expectation of some accretion  in the next 18 months is causing some entrepreneurs to dig in and postpone any idea of selling.

3. Notwithstanding a shrinking GDP in the fourth quarter of 2008 and first quarter of 2009 and the expectation of continued shrinkage, the general tone of this conference was positive. Fewer companies this year compared with last spent any time on excuses and instead focused on what they  have done to stabilize the business and to seize opportunities that arose during the course of the year. A surprising number made add-on acquisitions, entered new markets (both geographic and product), expanded capacity or plan to do so during the third and fourth quarters. Most raise prices last year. Many refinance short-term obligations into long-term obligations although at a premium but in some cases with less restrictive or fewer covenants.

4.  Many companies experienced reductions in sales by 10 or 20% but managed  to achieve EBITDA  just short of prior year, or better.   They left no stone unturned  in reducing  and better managing CAPEX,  streamlining operations and overhead  and replacing underperforming people. 

5.  A large number are looking forward  this yearto sales growth of as much as 10% and an improvement of Ebert by a few points. 

6.  Castle Harlan  owns all or most of Burger King of Puerto Rico, Morton’s  Steakhouse  (for the second time), Bravo Brio  and  Perkins Family Restaurants/Marie Calenders.  All but the last one turned in good performances in 2008 and are showing strong performances in 2009. They all believe that restaurants are leading indicators of upturns and economic cycles.   The CEO of Bravo Brio was noteworthy for  his strategic thinking, command of the business and optimism after 20 years in the business. Morton’s was noteworthy for the extensive and successful public relations activities building their brand and maintaining  an extravagant (my view)  average check of $97 as 80% of the business is expense reports driven. 

7.  The energy and industrial sector,  mostly companies with leading shares in niche businesses,  is hunkering down with small decreases  in both sales and  EBITDA,  But optimistic about 2009.  The malting business which supplies the scotch and beer  industries worldwide took a 5% hit in sales but was even in EBITDA. In fact they are gearing up for diversification of the geographic and strategic markets served as well as integrating backward to own crop collection assets in Canada where they have large operations, and plant expansion for Latin America. Though  Somepeople may be drinking  a lot more  or a lot more oftenbecause of the recession, these folks see the GDP and alcohol consumption inversely correlated.

8. Surprisingly, the separate fund for investing in Australian middle market companies has not done as well as a command decision was taken to mark down the  valuations on a par with what has occurred with their public peers.  The fund managers believe the valuations do not reflect the strong EBITDA of the portfolio companies.

I hope these  observations are useful color commentary to your thoughts about the near future.  I might add that Larry Kudlow was the lunch speaker who blamed all of what is happening on W’s  last decisions starting it  and no Obama raising the ante.  He railed against government intervention, wished for a return to free-market capitalism, decried the lack of ethics that has turned TARP and other  government money pools into corruption opportunities and conveniently forgot the contribution to this mess  by the Wall Street people  who fired risk management proponents and walked away with large severance.  He drew no conclusions on the presence of Goldman Sachs everywhere  other than  to attack  people in the news who see no conflict of interest in helping their old firms and helping themselves.

Please do not hesitate to ask questions. 

