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Executive Summary 
In an environment where economic growth remains at historic lows, corporate 
executives face added challenges in creating shareholder value within their 
organization. However, we identifed several organizations that have managed 
to overcome this hurdle and create signifcant shareholder value. These include 
Constellation Software, Birch Hill Equity Partners, GoodLife Fitness Clubs and 
Cineplex Inc. 

Through interviews with executives at these organizations and a review of 
publicly available information, we discovered that they shared a few things in 
common. Specifcally, each of these organizations was able to create an entre
preneurial environment that comprises: 

-

• a strong management team who espouse open and frequent 
communication 

• an organizational culture grounded by employees who are passionate 
about their job 

• attentiveness to customer needs 
• a progressive approach to risk management 
• moderate use of debt in their capital structure 
• a long-term perspective to shareholder value creation. 

An entrepreneurial environment fosters a setting that increases the likelihood 
that specifc initiatives will be successful at creating shareholder value. The pri
mary initiatives undertaken by the four surveyed organizations include: acquisi
tions, capital discipline, operational excellence and innovation. These initiatives
are not mutually exclusive, but rather complementary. For example:  

-
-
 

• Constellation Software has been very successful at acquisitions. In par
ticular, Constellation focuses on acquiring smaller companies in comple
mentary software industry verticals where it can grow the revenues and 
proftability of those acquired companies by introducing best practices and 
operational excellence. 

-
-

• Birch Hill Equity Partners has been successful due to its focus on capital 
discipline when acquiring companies. Specifcally, the private equity frm 
looks to acquire companies that do not require signifcant amounts of 
working capital or capital spending in order to generate a higher cash 
return on invested capital. 

• GoodLife Fitness Clubs has emphasized operational excellence and put into 
place various initiatives to grow proftability. The company has introduced 
innovative programs by staying attuned to customer needs. GoodLife has 
also brought operational excellence to the acquisitions it has undertaken. 
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• Cineplex Inc. focuses on identifying its core competencies and fnding 
innovative ways to leverage those capabilities. This has resulted in Cineplex 
introducing new products and fnding new ways to leverage its theatre 
infrastructure and customer base. Cineplex has also used acquisitions as a 
means of expanding its scope for innovation. 

The fndings of this paper are intended to provide guidance to help other orga
nizations improve their own operations, and to assist corporate fnance prac
titioners and advisors in providing insight to their clients, with a view toward 
creating shareholder value in a low-growth environment. 

-
-
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Introduction 
Canadian companies, as well as those based in, or doing business in, the  
United States and Western Europe, have been challenged by low rates of eco
nomic growth in recent years (Exhibit 1). These low-growth rates are expected  
to continue for the foreseeable future. Even developing economies such as the  
BRIC countries (Brazil, Russia, India and China) are experiencing a slowdown in  
growth. This is placing downward pressure on exporting opportunities for busi
nesses located in Western economies.  

-

-

Exhibit 1. Real GDP1 Annual Growth Rate 

Real GDP Annual Growth Rate (%) – 2003A to 2015F 
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Source: S&P Capital IQ and Trading Economics 

Low rates of economic growth present an additional hurdle to creating share
holder value. Companies are facing challenges such as price pressure to main
tain market share. In addition, a low-growth environment makes it difcult to  
pass cost increases onto customers. 

-
-

Yet some organizations have overcome these challenges and have prospered. 
These organizations include Constellation Software, Birch Hill Equity Partners, 
GoodLife Fitness Clubs and Cineplex Inc. While these companies operate in 
very diferent industries and are facing diferent industry growth dynamics, 
each has managed to outperform its peers. 

1 Gross Domestic Product. 
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There is no single answer as to how these organizations were able to break 
away from the competition. However, they share certain common philosophies 
that help them to establish an entrepreneurial environment. These philosophies 
include: 
• a strong management team that encourages open and frequent 

communication 
• an organizational culture grounded by employees who are passionate 

about their jobs 
• staying attentive to customer needs 
• moderate use of debt in their capital structure 
• a progressive approach to risk management 
• a long-term perspective to shareholder value creation. 

Having an entrepreneurial environment enables these organizations to bet
ter execute on their core business strategies of acquisitions, capital discipline, 
operational excellence and innovation. Ultimately, the initiatives undertaken by 
these organizations have resulted in their ability to generate superior returns 
on invested capital, which is the essence of shareholder value creation. 

-

The relationship between the entrepreneurial environment and core business 
strategies is graphically depicted in Exhibit 2. 
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Exhibit 2. Framework for Shareholder Value Creation 
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This paper begins by describing the components that comprise an entrepre
neurial environment. It then examines how each of these four organizations 
achieved shareholder value in a low-growth environment through strategies 
such as acquisitions, capital discipline, operational excellence and innova
tion. As discussed, these strategies are not mutually exclusive, but rather 
complementary. 

-

-

The paper’s fndings are summarized in an efort to assist other organizations 
to achieve the same. The commentary and fndings are based on interviews 
with senior executives of these organizations and a review of publicly available 
information. 
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Creating an Entrepreneurial Environment 
Having the right environment signifcantly improves the efectiveness of share
holder value initiatives that are undertaken. As noted in the previous section, 
the organizations that were interviewed nurtured an entrepreneurial environ
ment in terms of: 

-

-

• a strong management team that encourages open and frequent 
communication 

• an organizational culture grounded by employees who are passionate 
about their jobs 

• staying attentive to customer needs 
• moderate use of debt in their capital structure 
• a progressive approach to risk management 
• a long-term perspective to shareholder value creation. 

These elements are inextricably entwined. 

Not surprisingly, a high-quality management team is viewed as being essential 
to creating shareholder value. The characteristics that comprise a strong man
agement team can be difcult to defne. However, the commonality amongst  
the organizations surveyed is the emphasis and importance of communication 
by the management teams. 

-

Open and frequent communication facilitates employee engagement, which  
serves to create a culture where employees are passionate about their jobs  
and, therefore, reduces staf turnover. Passionate employees are driven to cre
ate a better experience for their customers. 

-

In addition, these successful organizations remain attentive to changing cus
tomer needs by engaging front-line management. In efect, these organizations  
have inverted the traditional organizational chart. Senior management’s role is  
to provide a strong foundation to support a culture of customer attentiveness  
and innovation. 

-
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Exhibit 3. Organizational Charts 

Traditional Customer Focused 

Customers 

Mid-Level 
Management 

Mid-Level 
Management 

Senior 
Management 

Senior 
Management 

Front-Line Management 

Front-Line Management 

An entrepreneurial environment is also defned by its approach to risk manage
ment. Specifcally, the organizations surveyed did not view risk management as  
a means of creating shareholder value, per se. This is not to suggest that the  
boards and management of these organizations are not fulflling their duties  
insofar as risk management is concerned. Rather, they take a more progressive  
approach to risk management so it does not detract from their entrepreneur
ial culture. Employees are encouraged to be innovative and take manageable  
risks. 

-

-

The approach to capital structure among the surveyed organizations was also  
noteworthy. They all employed relatively conservative capital structures in  
terms of debt utilization. The moderate use of fnancial leverage helps organi
zations to foster an entrepreneurial environment of managed risk-taking, given  
that there is less concern with breaching banking covenants in the event that  
certain initiatives do not turn out as planned or take longer than expected to  
foster results. 

-

Finally, all of the respondents indicated they had a long-term view to share
holder value creation. While this tends to be easier for privately held organiza
tions, such as GoodLife, the view was shared by both public companies – Cine
plex and Constellation – whose management looks at a three- to fve-year time  
horizon. Birch Hill indicated that the average holding period for its portfolio  
companies is approximately seven and a half years, which is at the higher end  
for private equity frms. 

-
-
-
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Constellation Software 
Many companies have undertaken or are consid
ering corporate acquisitions in order to achieve  
growth, particularly in an environment where  
opportunities for organic growth may be limited.  
However, acquisitions frequently fail to meet the  
buyer’s objective of creating shareholder value, or worse, can erode share
holder value. 

-

-

Ultimately, shareholder value is created through the buyer’s ability to imple
ment planned actions, integrate the acquired business successfully and realize  
on initiatives (e.g., implementation of best practices) that generate measurable  
results. This is the foundation underlying the success of Constellation Software  
Inc. (TSX:CSU). 

-

Constellation is a global provider of enterprise software solutions serving a 
variety of distinct vertical markets. The company is organized around two 
reportable segments: (1) the public sector segment, which primarily includes 
businesses focused on government and government-related customers; and 
(2) the private sector segment, which primarily includes businesses focused on 
commercial customers. Constellation is well diversifed and currently competes 
in 58 verticals, including 27 within the public sector and 31 within the private 
sector. 

Through acquisition, Constellation has seen signifcant revenue growth, while 
maintaining strong proft margins (see Exhibit 4). Specifcally, Constellation 
has been able to signifcantly increase both its revenues and its proftability 
through the use of acquisitions, and it has consummated those acquisitions 
without the need for excessive amounts of leverage (see Exhibit 5). 



Exhibit 4. Constellation Software Revenue and EBITA2 2009-2013 

Revenue and Adjusted EBITA – 2009 to 2013 
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Exhibit 5. Constellation Software Financial Summary 2009-2013 
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FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 CAGR 

Expressed in $USD millions except per share/ unit 

Total Revenue 438  634  773  891  1,211 22.6%

Adjusted EBITA 84 154  161  178 234 22.6%

Operating Income 24 52 84 93 115 37.0%

Net Book Value Per Share  5.1  6.8  12.1  12.2 12.6 19.7%

Earnings Per Share $ 0.48 $ 1.42 $ 7.42 $ 4.37 $ 4.39 55.5%

Dividend Per Share $ 0.22 $ 0.26 $ 2.00 $ 4.00 $ 4.00 79.3%

Total Debt to EBITDA  0.5x  0.6x -  0.4x  0.6x 

Net Cash Flows from Operations 83 105 138 145 220 21.6% 

Return on Invested Capital (ROIC) 24% 26% 36% 35% 35%

Average Share Price  $ 32.02 $ 42.73 $ 66.52 $ 98.00 48.4% 

Source: S&P Capital IQ, Shareholder Reports & Annual President’s Letter 

2  Earnings before Interest, Taxes and Amortization. 
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As a result, Constellation’s stock price has surged more than 380% over the 
2009-2013 time frame, dramatically outpacing both the TSX Composite Index 
(on which the company trades) and the Nasdaq Composite Index, a highly 
concentrated technology industry index (see Exhibit 6). 

Exhibit 6. Constellation Software Stock Price 2009 - 2013 
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Source: S&P Capital IQ 
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However, stock price is only one component that management views as an 
important gauge when measuring shareholder value. Constellation also focuses 
on generating an after-tax internal rate of return (IRR) as a hurdle rate for all 
new initiatives and acquisitions. The targeted IRR is set periodically by the 
board of directors and fuctuates with changes in the environment and the 
amount of capital available. Once the targeted IRR is established, the hurdle 
rate remains the same for all business segments. Constellation monitors and 
analyzes performance at both the operating group level and at the vertical 
market software (VMS) business level, and then uses that analysis as a basis 
to make decisions about how best to deploy its capital in order to generate 
the highest IRR. Essentially, capital is allocated based on projected IRR which 
is infuenced by the relative attractiveness of the market sector, the strategic 
position of the VMS business and management’s performance. 



Constellation also adopts the MECE (Mutually Exclusive, Completely Exhaus
tive) system when evaluating acquisitions. Similar to a Monte-Carlo approach, 
MECE looks at various scenarios and assigns probabilities to each. Constel
lation has been utilizing this approach for the past 15 years, and it has been 
proven to be an important key to their success. 

-

-

Business Strategy 
Constellation’s principal strategy is to Acquire, Manage and Build vertical 
market software (VMS) businesses. The company uses a set of operating ratios 
and metrics to monitor the performance of each of their VMS businesses and 
to determine how to allocate capital amongst them. 

Exhibit 7. Constellation Software Business Strategy Chart 
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Source: CONSTELLATION Software Inc. Annual Information Form – March 28th, 2013 
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(1) Acquire 
The company is well positioned to identify and acquire attractive VMS busi
nesses with growth potential in new markets. It has developed a disciplined 
approach to seek acquisition targets that provides software solutions and 

-
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primarily generates software licence fees, maintenance and other recurring 
fees, and professional service fees with as many of the following characteristics 
as possible: 
• diversifed customer base 
• mission critical enterprise software solutions 
• low customer attrition 
• leading or increasing market share 
• fragmented competition 
• potential to grow through geographic expansion, product expansion and/ 

or acquisition. 

According to Mark Leonard, the founder, chairman and president of Constella
tion, the company’s maintenance revenue provides an important cross check 
for intrinsic value. Recurring maintenance revenue consists primarily of fees 
charged for customer support on Constellation’s software products post-
delivery and recurring fees derived from software as a service, subscriptions, 
combined software/support contracts, transaction-related revenues and hosted 
products. Over the past several years, acquisitions have been a major source of 
maintenance revenue growth as illustrated in Exhibit 8. 

-

Exhibit 8. Constellation Software Maintenance Revenue Growth Breakdown 

2009 2010 2011 2012 2013 

Maintenance Revenue ($ millions) 252 337 417 510 725 

Growth from: 

Acquisitions 27% 26% 15% 15% 34% 

Organic sources 

a) New maintenance 
7% 8% 8% 8% 10% 

b) Price increases 
3% 6% 6% 5% 5% 

c) Attrition - lost modules -3% -3% -2% -2% -2% 

d) Attrition - lost customers -4% -4% -3% -4% -5% 

Total organic growth 3% 7% 9% 7% 8% 

Total maintenance growth 30% 33% 24% 22% 42% 

Source: President’s Letters, Mark Leonard 

Constellation seeks potential acquisition targets on an ongoing basis. Its web
site,  

-
www.csisoftware.com, goes so far as to include a dedicated section on 

“Being Acquired” that highlights, for interested business owners, the compa
ny’s acquisition criteria which includes VMS companies that have a minimum of 
$1 million of earnings before interest and taxes (EBIT), consistent earnings and 
growth, experienced management, and a predetermined ofering price. 

-

http://www.Constellationsoftware.com
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Constellation maintains a database of more than 10,000 acquisition prospects 
and reaches out to them at least once every two years to build relationships 
with owners and managers and to stay top of mind should that owner be con
sidering their succession plan. 

-

Constellation focuses on acquiring smaller technology companies, typically 
with less than $25 million in revenues, in diferent verticals. According to Mark 
Leonard, “the Company often buys lifestyle businesses where the owners 
are more focused on continuity and familiarity than change and proftability.” 
Other targets include divisions of large multinational corporations (corporate 
spin-ofs) that don’t operate in the core software space, and underperform 
without the dedicated resources and capital. These smaller companies and 
out-of-favour divisions allow Constellation to consummate acquisitions at lower 
valuation multiples by avoiding highly competitive auction, and to avoid the 
common trap of overpaying for acquisition targets. 

Exhibit 9 highlights Constellation’s entrance into new vertical markets. 

Exhibit 9. Constellation Software’s Entrance into New Vertical Markets 

2009 2010 2011 2012 2013 
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Source: Annual Information Forms 

Deal Structure 
The terms of a deal are just as important as the stated purchase price. The 
terms of the deal dictate when, how and under what conditions the purchase 
price is (or is not) paid. Creative deal structuring can often serve to reduce the 
price expectation gap between the buyer and the seller. Private company take
overs, as well as the takeover of a subsidiary or division of a public company,  
aford the parties signifcant fexibility in terms of transaction structuring.  

-

Efective deal structuring can help to mitigate transition risk for the buyer, 
which, in efect, is the risk that a signifcant portion of the intangible value 
paid for disappears shortly after the transaction (e.g., due to the loss of key 
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management or customers). An analysis of Constellation’s acquisitions from 
2009 through 2013 reveals that the company has used deal structuring to 
achieve this goal (Exhibit 10): 

Exhibit 10. Constellation Software Acquisitions3 

Acquisitions FY2011 FY2012 FY2013 

Number of Acquisitions 22 35 30 

Total Aggregate Consideration ($ millions)  $ 62  $ 180  $ 589 

Cash Consideration ($ millions)  $  47  $ 141  $ 558

Cash Holdbacks ($ millions)  $ 10  $ 29  $  27

Estimated Fair Value Contingent Consideration ($ millions)  $ 5 $ 10  $ 4 

Source: Annual Reports 

By employing a risk-based deal structure that provides for a percentage of 
consideration being held back in escrow (16% on average), Constellation is 
protected against “balance sheet risk,” that is, the risk that the assets of the 
target company will not be realized (e.g., inventory write-ofs) or that hidden 
liabilities will arise. Further, having a percentage of proceeds being contingency 
based also helps ensure a smooth transition and helps to protect Constella
tion against value erosion by incentivizing the seller to achieve sales and proft 
targets post-closing. 

-

Understanding the Value Proposition 
A fundamental trait of any business being acquired that makes it an attrac
tive acquisition target is a competent management team. The company often  
buys lifestyle businesses where the owners are more focused on continuity  
and familiarity than change and proftability. According to Mark Leonard, “the  
company focuses on introducing best practices to help the target achieve  
top and bottom line growth over time, rather than trying to realize immediate  
synergies through cost cutting or other measures.” Essentially, the value of the  
target company is determined on a cash-equivalent stand-alone basis, absent  
consideration of post-acquisition synergies (i.e., intrinsic value). The most  
commonly cited reasons for deal failure are the result of the buyer’s inability  
to realize synergies and/or overestimation of potential cost savings. Constella
tion’s approach alleviates the efects of these challenges.  

-

-

In addition, Constellation’s shareholders beneft as a result of the company 
paying a lower multiple for smaller private companies, as compared with the 
multiple applied to its own shares (i.e., private to public arbitrage). 

3 The fair value of contingent consideration represents the current cash-equivalent amount of future 
purchase price payments that are subject to meeting agreed performance criteria. 
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(2) Manage  
Once Constellation acquires a VMS business, it focuses on managing the 
acquired entity with the intent to improve operations and performance (i.e., 
operational excellence). The company uses a set of operating ratios and met
rics that allows it to appropriately match costs (such as sales and marketing, 
research and development, and general and administrative) with revenues, a 
best practices standard that has proven successful. Constellation works under 
a decentralized management structure that allows the management of VMS 
businesses to operate independently while leveraging infrastructure and best 
practices at the operating group level and at the corporate head ofce, which 
provides fnancial and strategic expertise with respect to capital allocation, 
acquisitions, fnance, tax, compensation policy and recruitment. 

-

(3) Build  
Once an acquired VMS business begins to achieve targeted proftability, Con
stellation focuses on building the business through both organic and acquired  
growth initiatives.  

-

With respect to organic initiatives, Constellation looks to grow both its market 
share and customer share (i.e., its share of the customers’ information technol
ogy spending). Constellation’s ultimate goal is to become the number one or  
number two market-share holder in a niche vertical market through investment.  
This includes investment in the add-on modules to existing software solu
tions and marketing these product enhancements to both existing and new  
customers.  

-

-

With respect to add-on acquisitions, Constellation is a believer that it can be 
more economical to acquire market share and additional products or tech
nology and/or complementary VMS businesses, rather than to build them.  
According to Mark Leonard, “given our track record of success as a result of  
our ability to implement best practices and improve operational performance,  
acquisitions are viewed as a less risky endeavour when compared to internal  
growth initiatives. In fact, of the approximately 200 acquisitions the company  
has undertaken, only about a half dozen have performed poorly.”  

-

Summary of Key Findings 
The Constellation experience is an excellent example of how a comprehen
sive acquisition framework can lead to the creation of shareholder value. The  
company has developed a disciplined approach to corporate acquisitions  
by concentrating on smaller acquisition targets, which can beneft from the  
implementation of operational excellence and best practices rather than focus
ing on cost saving synergies that can be difcult to achieve. This has allowed  

-

-
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Constellation to successfully execute on its overall business strategy of: (1) 
acquiring VMS businesses with growth potential; (2) managing the acquired 
businesses well; and (3) building the acquired businesses through organic ini
tiatives and tuck-in acquisitions. Constellation’s use of metrics, such as IRR and 
MECE as well as risk-based deal structuring, helps the company to ensure that 
it’s making sound acquisition decisions with a disciplined approach to capi
tal spending. Constellation’s process has been refned and repeated through 
numerous platform acquisitions into new vertical markets, which has led to 
incremental growth and long-term shareholder value creation. 

-

-
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Birch Hill Equity Partners 
Executives tend to focus on increasing revenues 
and proftability within their organization. For 
public companies, these measures are often 
viewed as key drivers toward achieving a higher 
stock price. However, there is an important dis
tinction between generating higher revenues and  
proftability, and creating shareholder value. The  
essence of shareholder value creation lies in maximizing cash fow against  
invested equity. Therefore, managing the amount of capital employed in an  
organization (i.e., capital discipline) can be just as efective in creating share
holder value as increasing proftability. 

-

-

An excellent example of capital discipline can be found by examining the 
philosophy of Birch Hill Equity Partners. Birch Hill is a Canadian-based private 
equity frm established in 1994. It currently has about $2 billion in capital under 
management. Birch Hill focuses on acquiring growth-oriented businesses val
ued in the $30 million to $600 million range. 

-

Birch Hill acquired Softchoice Corporation [TSX: SO] in April 2013 for $412 mil
lion, or $20.00 per share, representing a 27% premium over market. 4 

-

Many observers found it surprising that a private equity frm with no comple
mentary portfolio companies with which it could achieve synergies could  
aford to pay a premium over market to acquire Softchoice. Stephen Dent,  
managing director of Birch Hill stated that the premium was not on account of  
gaining control of Softchoice per se, but rather because of Birch Hill’s view that  
the public equity market had mispriced the shares of Softchoice. Specifcally,  
the public equity market was focusing on earnings per share rather than on the  
cash return on equity that Softchoice was able to generate.  

-

The Softchoice Transaction 
An analysis of the Softchoice transaction provides insight into Birch Hill’s 
line of thinking. Softchoice provides information technology (IT) infrastruc
ture solutions to enterprise, government and small business customers in the  
United States and Canada. It primarily ofers enterprise class hardware and  
software solutions for the assessment, design and solution architecture, pro
curement, project management, implementation, ongoing asset management  
and disposal, management, and monitoring of IT infrastructure. Softchoice also  

-

-

4  Measured against the volume-weighted average price of the company’s shares over the last 30 trading days  
prior to the acquisition, calculated on a cash-adjusted basis (i.e. excluding cash in the purchase price and  
the market capitalization). 
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markets hardware products, including notebooks, desktops, monitors, network
ing, servers, printing and imaging products; and software products, such as  
licensing, networking, security, business, creativity, education and operating  
system products. In addition, Softchoice provides various solutions comprising  
client computing, data center, networking, security, storage and data manage
ment, and unifed communications solutions; and services consisting of assess
ment and advisory, productivity and collaboration, infrastructure, and managed  
services. Softchoice was founded in 1989 and is headquartered in Toronto. 

-

-
-

Softchoice had traditionally experienced relatively low valuation multiples in 
the public equity market because it was primarily viewed as a value added 
reseller (VAR) in the technology space, even in comparison to its peers (see 
Exhibit 11). 

Exhibit 11. Average EV/EBITDA 

Average EV/EBITDA 2008 to 2012 
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However, Birch Hill looked beyond Softchoice’s income statement and exam
ined its balance sheet and cash fow statement. From a cash fow perspective,  
Softchoice’s ongoing capital expenditure requirements were relatively minor,  
given the nature of its business. 

-



Exhibit 12. Depreciation & Amortization vs. Capex for Softchoice 2008-2012 

Depreciation & Amortization vs. Capex – 2008 to 2012 
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Therefore, while the public equity markets focused to a large extent on earn
ings per share, Softchoice’s cash fow per share showed a more favourable 
result. 

-

Another attractive feature about Softchoice was the state of its balance sheet 
at December 31, 2012 (just prior to its acquisition by Birch Hill), which is sum
marized as follows: 

-
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Exhibit 13. Softchoice Corporation Balance Sheet 

Softchoice Corporation - Balance Sheet 

(In thousands of U.S. dollars) As at December 31, 2012

Assets 

Current assets 

Cash  67,875 

Trade and other receivables  280,241 

Other current assets  14,115 

Total current assets 362,231 

Property and equipment  5,478 

Goodwill  16,696 

Other long-term assets  61,176 

Total assets  445,581 

Liabilities and shareholders' equity 

Current liabilities 

Trade and other payables  263,813 

Other current liabilities  12,376 

Total current liabilities  276,189 

Long-term liabilities  4,489 

Total Shareholders' equity  164,903 

Total liabilities and shareholders' equity  445,581 

Source: Annual Report 

The frst observation is that Softchoice had no debt. The absence of debt in a 
public company can cause it to be a takeover target, as was the case here. The 
ability to use some debt fnancing to acquire Softchoice is facilitated when one 
considers that the company benefts from a diverse base of repeat customers, 
which provides some degree of stability in terms of revenue and cash fow. 
Birch Hill did not disclose the level of debt it utilized to afect the takeover of 
Softchoice. However, Stephen Dent indicated that Birch Hill typically relies less 
on debt fnancing than most of its private equity peers. 

The other important observation is working capital. Specifcally, Softchoice 
has been able to operate with a minimal level of non-cash working capital of 
approximately $18 million, representing 1.7% of revenues. This is partly due to 
the fact that Softchoice often receives payment from its customers prior to 
providing the related goods or services. This deferred revenue is a key source 



of fnancing for Softchoice. Importantly, Softchoice’s minimal working capital 
requirements mean it will experience less of a drain on cash fow as revenues 
grow. It also means that the cash on the company’s balance sheet is not 
required to operate the business and can be returned to shareholders. 

Exhibit 14. Non-Cash Working Capital for Softchoice 2008-2012 

Non-Cash Working Capital – 2008 to 2012 
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The combination of minimal working capital and modest capital expendi
ture requirements means Softchoice can generate an attractive cash return  
on equity. Birch Hill identifed Softchoice’s strong cash return on equity as a  
means of shareholder value creation, and seized the opportunity to acquire the  
company and take it private. 

-
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While Birch Hill does not publicly disclose the magnitude to which it used debt 
to fnance the acquisition, we have estimated the pro forma cash return on 
equity as follows ($000): 

Operating cash flow for the fiscal year ended December 31, 2012 $44,102 

Less: capital spending ($4,909) 

Less: estimated interest expense, net of tax5 ($7,140) 

Net cash flow $32,053 

Purchase price of the shares $412,500 

Less: cash on hand ($64,950) 

Less: estimated debt financing ($170,000) 

Equity invested $177,550 

Pro forma cash return on equity 18% 

The pro forma cash return on invested equity of 18% represents an attractive 
return in a low-growth environment. In addition, the privatization of Softchoice 
will eliminate public company costs, thereby further enhancing the company’s 
cash fow and proftability. 

Birch Hill intends to focus on generating further top-line and bottom-line 
growth for Softchoice, both organically, through initiatives such as innova
tion and operational excellence; and through complementary acquisitions. 
Ultimately the path is to create something distinctive, which will fetch a  
higher valuation multiple to a buyer who views Softchoice as having strategic  
importance. 

-

Summary of Key Findings 
The lessons from Birch Hill’s acquisition of Softchoice are clear. Companies can 
generate shareholder value by managing their balance sheet (as well as the 
income statement) and by taking a disciplined approach to how they employ 
capital. In particular, to the extent that a company can manage its working 
capital, and ideally have its customers prepay for products and services, which 
will lead to a higher cash return on equity. 

Importantly, measures such as cash return on equity should be embedded in  
the remuneration schemes of key executives. This will incentivize those individ
uals to focus on this performance measure when making decisions and reward  
them for creating shareholder value. 

-

5  For the purpose of our analysis, we have assumed that the $170 million purchase price was fnanced by  
debt at a rate of 6%. This amount represents approximately 50% of the purchase price, net of cash on hand.  
We have further assumed a blended income tax rate of 30%. 
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GoodLife Fitness Clubs 
Driving results through operational excellence can 
be a major diferentiator for businesses, especially 
in a low-growth environment. 

Since its founding in 1979, GoodLife has grown 
to become the fourth largest ftness club chain 
in the world with over 932,000 members, 13,000 
employees, over 2600 corporate partners and over 310 clubs across Canada. 

This is not an easy feat considering Canada’s $2.6 billion revenue ftness club 
industry is very competitive and highly fragmented. There are over 6,000 clubs 
in the country, with GoodLife being the largest chain and the only national 
private brand with clubs across Canada. 

Culture of Excellence 
Underlying the successful implementation of operational excellence initiatives 
is GoodLife’s ability to build a strong organizational culture for its employees, 
which is guided by its corporate purpose: to give every Canadian the opportu
nity to live a ft and healthy good life. This purpose is deeply ingrained in the 
company’s employees, from the upper levels of management through to the 
employees who work on the front lines. For GoodLife, its people and culture 
drive results and are the fundamental diferentiating factors that separate 
GoodLife from its competitors. The company’s Founder & CEO, David Patchell-
Evans, believes that the heart of any organization is its culture. 

-

In 2012, Jane Riddell, the Chief Operations Ofcer of GoodLife Fitness, partici
pated in the frst season of the television show Undercover Boss Canada by 
going undercover in the clubs to discover opportunities and challenges frst
hand from the front lines, as an entry-level employee. Riddell assumed the alias 
of Donna and, over the course of a week, visited GoodLife Fitness Clubs across 
Canada and worked as a Zumba instructor, a personal trainer, a club services 
technician, a child minding team member and a ftness advisor. 

-

-

Riddell’s goal was to fnd out if the company’s culture is what she thinks it 
should be and how to better recruit and retain talented employees. This infor
mation is invaluable for GoodLife, as the right culture and a talented workforce 
are fundamental for the company’s continued success. According to Riddell, 
one of the key takeaways through this experience was that “[the] senior man
agement team doesn’t have to have all the answers…in fact, most of the time, 
it is our employees who have the answers that we are searching for – we just 

-

-
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have to ask them and then listen.” This philosophy is fundamental to GoodLife’s 
ability to engage its employees, implement operational excellence and stay 
attuned to members’ needs. 

Recognition 
GoodLife has received numerous awards for its eforts toward operational  
excellence and corporate culture throughout its history. In 2012, it was awarded  
the Achievers 50 Most Engaged WorkplacesTM in Canada, which recognizes top  
employers that display leadership and innovation in engaging their workplaces.  
Employee engagement, or the willingness of employees to go above and  
beyond basic job requirements to reach excellence, is an important element in  
the success of an organization. The Eight Elements of Employee Engagement™,  
the criteria used to evaluate companies for the award are: 
1. Leadership: leaders that inspire top performance; strong relationship 

between employees, managers and senior leaders 
2. Communication: open, honest and timely communications that are fre

quent and multi-directional throughout the organization; accessible man
agement team to employees for questions, support and encouragement 

-
-

3. Culture: deeply engrained corporate culture and values that employees 
closely identify with and promote 

4. Rewards and recognition: recognition and rewards that are available and 
used by managers and peers on a daily basis as warranted; well-defned 
recognition and reward system 

5. Professional and personal growth: opportunity for employees to learn and 
develop new skills and capabilities 

6. Accountability and performance: results-driven organization that recruits 
top talent, recognizes hard work and coaches its employees to achieve 
higher levels of performance 

7. Vision and values: clearly communicated vision and statement of core 
values 

8. Corporate social responsibility: deeply engaged in the community and 
committed to social eforts, such as charities, social causes and the 
environment. 

These criteria are consistent with the creation of an entrepreneurial environ
ment. GoodLife also received special recognition for their vision and values. 

-

In 2011, the company was awarded Platinum Level of Canada’s 10 Most 
Admired Corporate Cultures award, which distinguishes best-in-class Canadian 
organizations for having a culture that helps them enhance performance and 
sustain a competitive advantage. 
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In the same year, GoodLife earned Platinum Club Member Status of the 
Canada’s Best Managed Companies award for the second year in a row. This 
is Canada’s leading business awards program, recognizing locally owned and 
managed companies that are focused on their core vision, creating shareholder 
value and excelling in the global economy. 

These awards highlight how successful GoodLife has been at achieving opera
tional excellence through building a strong organizational culture and driving 
employee engagement. 

-

Innovation 
By staying attuned to its members, GoodLife has introduced innovative ofer
ings. For example, to better serve a client base who have increasingly busy 
schedules, GoodLife ofers a variety of programs, such as the 20 minute Fit Fix 
workout which ofers members the ability to get a full body strength training 
workout in less time. GoodLife also ofers the JUMP! Program which ofers 
parents a child minding program for their children while they complete their 
workout. GoodLife stays actively engaged with its members through in-person 
contact at clubs, virtual interaction on a variety of social media platforms and 
through a dedicated Member Experience Department. GoodLife is able to 
react quickly to any feedback from its members and modify existing proce
dures and/or service oferings or implement new ones to adapt to changing 
customer needs and preferences. 

In an efort to create an education and certifcation body that would refect 
the industry-leading practices of GoodLife, David Patchell-Evans launched a 
company called Canadian Fitness Professionals Inc. (canftpro). It has quickly 
become the leading ftness professional education and certifcation company in 
Canada. Canftpro is the largest provider of education in the Canadian ftness 
industry. Founded in 1993, canftpro delivers accessible, quality education, 
certifcation, conferences, trade shows and membership services. Canftpro’s 
thousands of members include some of the world’s fnest ftness profession
als, health club operators, industry suppliers and ftness consumers. Canftpro’s 
multiple events include the canftpro International Fitness Conference and 
Trade Show in Toronto, the biggest and best of its kind in the world, hosting 
over 12,000 delegates and visitors annually. Specifcally, canftpro ofers the 
most comprehensive national certifcation programs in Canada, providing spe
cialist certifcations for ftness instructors, personal trainers, program directors, 
and in a variety of areas such as nutrition and ftness, pre and postnatal ftness, 
mind/body ftness and sports conditioning. Canftpro not only facilitates learn
ing and idea exchange among ftness professionals (and hence the ability to 

-

-

-
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implement operational excellence), but also provides a platform for mutual col
laboration and motivation (and by extension, passionate employees). Ultimately, 
it provides ftness professionals with the confdence, skills and passion to help 
transform the health and well-being of Canadians. 

-

Social Media 
GoodLife has also done an excellent job at leveraging social media to remain 
close to its members’ needs and to ensure continued operational excellence. 
Patchell-Evans believes that social media is, “one of the best things that has 
ever happened” and uses it to learn about customer experience and satisfac
tion. According to Patchell-Evans, “if you’re doing a good job, word spreads 
quickly and everyone hears about it. However, if you’re doing a bad job, word 
can spread just as quickly, but you’re able to fx it immediately because you 
can see what the customers are saying.” 

-

Social media has become increasingly important in business marketing as user 
participation has grown. GoodLife is able to use social media platforms to 
actively attend to its customers’ perceptions and insights allowing the com
pany to monitor any issues at its clubs that need to be addressed quickly while 
strengthening areas that customers enjoy and appreciate. Through active mar
keting via social media, GoodLife can also attract a network of potential clients 
through word-of-mouth referrals online, enlarging its client base and enhancing 
brand awareness. 

-

-

As of the date of writing this paper, the company’s Facebook page boasts over 
86,000 ‘likes’ and more than 417,000 check-ins. The page shares upcoming 
member appreciation events, which are hosted by the company every quarter 
and ofers complimentary snacks, beverages, a personal workout planner and 
prizes to its members. It posts pictures from important events, ranging from 
new club openings to sponsored races. GoodLife also uses the platform to 
share inspirational personal stories about its members and staf. A recent post 
on its Facebook page featured a story about a GoodLife employee who had 
just beaten cancer. The Group Exercise Instructor maintained a peak attitude, 
which is one of the GoodLife core values, and stayed strong and active by con
tinuing to participate in the exercise programs ofered by the company. This 
story garnered more than 150 ‘likes’ in less than two weeks, along with many 
comments of motivation and support from Facebook users around the world. 

-

Acquisitions 
In addition to organic growth, the company has been actively involved in 
acquisitions, including Extreme Fitness in 2013. 
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One of the major challenges in acquisition transactions is the integration of 
two diferent organizational cultures. In the case of the Extreme Fitness acqui
sition, for example, ensuring a smooth transition throughout the transaction 
was critical to retaining Extreme’s existing employees and customers. The 
majority of Extreme’s existing employees were also hired in similar positions 
at GoodLife, preserving business continuity and maintaining employee morale. 
The core focus remains on providing an exceptional experience for members 
and delivering on the company’s purpose. “We’re going to assimilate these 
clubs and change their culture to a GoodLife culture. No one does everything 
perfect, but our underlying assumption is that we’re here to look after people,” 
Patchell-Evans says. 

-

The company’s ability to convert its acquired clubs to the GoodLife culture was 
fundamental to ensuring efective integration. It also helped increase proftabil
ity among these acquired clubs, as a shared culture facilitated the implementa
tion of operational excellence initiatives. 

-
-

Summary of Key Findings 
GoodLife’s efort in achieving shareholder value through operational excellence  
has propelled the company to be the largest ftness company in Canada and  
the fourth largest in the world. The company has also relied on innovation, a  
culture of employee engagement, strategic acquisitions and capital discipline  
to create shareholder value. GoodLife has created a strong organizational cul
ture guided by its shared organizational purpose. The company drives strong  
employee engagement and motivates its employees to constantly strive for  
excellence in their respective positions. GoodLife employs a focused approach  
to operations to stay closely attuned to member concerns through the use of  
social media platforms and a dedicated Member Experience Department, so  
that issues can be remedied as quickly as possible. GoodLife’s focus on the  
well-being of its employees and members has led to a strong brand image  
and large member and potential member base, creating long-term shareholder 
value. 

-
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Cineplex Inc. 
Cineplex Inc. (Cineplex) (TSX: CGX) is one of  
Canada’s leading entertainment companies and 
operates one of the most modern and fully digi
tized motion picture theatre circuits in the world  
with 161 theatre locations and 1,630 screens across  
Canada. The company has demonstrated strong growth in its operating results  
from 2009 to 2013, as shown in Exhibit 17: 

-

Exhibit 15. Cineplex Financial Summary 

FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 CAGR
Softchoice Corporation - Balance Sheet 

Expressed in $CAD millions except per share/ unit, per patron and location data 

Total Revenue 964   1,006 998   1,092  1,171 4.0%

Operating Income 82 91  102 138  124 8.6%

Net Income  53 50  49 120 84 9.3%

Net Book Value  612  612 622  747  748 4.1%

Earnings Per Share  $ 0.96  $ 0.89  $ 0.86 $ 1.98 $ 1.33 6.8%

Dividend Per Share $ 1.26 $ 1.26 $ 1.28 $ 1.33 $ 1.41 2.3% 

Debt to Total Capital  0.38  0.40 0.31  0.19  0.31 -4.1%

Average Share Price  $ 15.46  $ 20.17 

 

 $ 24.71  $ 29.14  $ 36.94 19.0%

Number of patrons  69,997  68,989  66,059  71,198  72,703 0.8% 

Box o�ce revenue per patron  $ 8.30  $ 8.67 $ 8.74  $ 8.97 $ 9.15 2.0% 

Concession revenue per patron $ 4.12  $ 4.27 $ 4.41  $ 4.63  $ 4.82 3.2% 

Other revenue per patron $ 1.36 $ 1.65 $ 1.96 $ 1.74 $ 2.14 9.5% 

Theater screens at year end 1,329 1,362  1,352  1,449  1,630 2.2% 

Source: S&P Capital IQ and Annual Reports 

While revenues have shown a relatively modest increase, Cineplex has created  
shareholder value through increasing income, which it achieved by implement
ing innovative programs. Also noteworthy is the company’s modest use of debt  
fnancing in its capital structure. 

-

Over the period from December 31, 2009 to December 31, 2013, Cineplex’s 
share price increased over 240% from $18.33/share to $44.06/share. This is 
more than double the growth experienced by the S&P/TSX Composite index, 
which saw a 116% increase over the same period (Exhibit 16). 



Exhibit 16. Cineplex Stock Price 2009-2013 
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The Cineplex story is even more remarkable considering the challenges that  
the company has faced in the form of growing home entertainment options  
and online viewing. Many industry observers had predicted the demise of tradi
tional theatres in light of these trends.  

-

However, Cineplex was able to overcome these challenges through innovation.  
Specifcally, Cineplex focuses on identifying its core competencies and fnding  
innovative ways to leverage those capabilities. This has resulted in Cineplex  
introducing new products and fnding new ways to use its theatre infrastruc
ture and customer base. 

-

New Product Oferings 
Through instilling an environment that includes being attentive to its custom
ers, Cineplex recognized that individuals were looking for an experience that  
was diferent and better than what they could get at home, in order to compel  
them to visit the theatre. In light of this realization, Cineplex introduced Ultra-
AVX, a Cineplex-branded ofering which features reserved seating, imposing  
wall-to-wall screens, digital projection, state-of-the-art sound and comfortable  

-
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seating. Cineplex also introduced VIP Cinemas, an adult-only experience that 
includes a licensed lounge, licensed auditoriums, in-seat service and reserved 
seating. These initiatives represent premium oferings that customers have 
embraced because they perceive the unique experience is worth the cost. 

According to Ellis Jacob, president and CEO of Cineplex, “the key to success  
is to be relevant and innovative, especially in a low-growth environment. For  
example, understanding the change in how movies are being consumed led us  
to establish CineplexStore.com, an online digital download service for home  
entertainment content.” Cineplex recently launched Super Ticket, an innova
tive bundled ofering which allows customers to purchase a movie ticket and  
pre-order the UltraViolet digital download of a movie at the same time. The  
Cineplex online store also ofers additional movie content for rent or sale. 

-

Cineplex has a history of embracing new technology, including digital 3D and 
IMAX flm formats and even less conventional ideas such as D-Box simulators, 
which incorporate motion seating into the movie-going experience. Recently, 
the company launched its own mobile app, which has been downloaded 
over 9.0 million times and reaches more than 15% of all Canadian mobile 
subscribers. 

Recognizing its strength in concession sales, Cineplex has managed to expand 
its product oferings by turning its concession business into a shopping mall 
while at the same time promoting Poptopia and Outtakes Backstage Bistro, 
both company-owned brands. The concession area represents Cineplex’s 
second most proftable business segment (after its media business), and this 
innovation has generated signifcant proft gains. As evidenced in Exhibit 15, 
concession revenues have increased more rapidly than the number of patrons, 
which has increased proftability. 

Leveraging Infrastructure 
Cineplex has created shareholder value through innovation, both within the 
theatre and through outside initiatives. For example, the company expanded 
its core theatre oferings to not only include theatre exhibition, food services, 
party rooms and gaming, but alternative programming or what Cineplex refers 
to as “Front Row Centre Events.” These events allow guests to take in national 
theatrical stage productions, opera, music concerts and sports entertainment 
programs, all on the big screen. 

In efect, Cineplex recognized that one of its major strengths was its vast infra
structure of theatres. The company also realized its infrastructure was suited 
to more than just movies. By attracting more customers to its theatres more 

-
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often, Cineplex was able to leverage its fxed costs and generate incremental 
revenues on high-margin product oferings, such as concession sales. In addi
tion, Cineplex exercised capital discipline by leveraging its existing infrastruc
ture rather than building new theatres, thereby generating incremental proft 
without signifcant investment, which in turn served to create shareholder 
value. 

-
-

Customer Base 
Another one of Cineplex’s major strengths is its commanding share of the 
movie-going public. The company serves approximately 77 million guests each 
year. Retaining the loyalty and interest of the movie-going public is essential to 
the company’s continued success. In this regard, Cineplex introduced SCENE, 
Canada’s only entertainment loyalty program. SCENE is a highly successful 
joint venture initiative between Scotiabank and Cineplex. Membership in the 
SCENE loyalty program surpassed 5.6 million members by Q1 2014 and ran 
programs with various other partners, including Adidas, Cara Foods, Rogers 
Communications and Virgin Mobile. The SCENE program has helped Cineplex 
to secure the continued loyalty of its customer base. 

In addition to movie-goers, Cineplex also enjoys a strong base of corporate 
clients. Today, Cineplex Media ofers corporate clients advertising opportunities 
throughout the cinema, including on-screen, digital lobby signage, Cineplex 
magazine as well as digital signage in malls and ofce towers, mobile apps 
and online sales at www.cineplex.com. The notable increase in “other revenue” 
(Exhibit 15) is a testament to the success of this initiative, which has resulted in 
signifcantly higher operating proft. 

Acquisitions 

(1) Opportunistic Acquisitions  
In October of 2013, Cineplex acquired 24 theatres located in Atlantic Canada  
from Empire Theatres Limited, further consolidating the market after Empire  
decided to narrow its focus on its grocery business. The acquisition provided  
Cineplex with a national coast-to-coast presence with theatres in all 10 prov
inces. As result of this transaction, management expects to generate incremen
tal cash fows through the growth of sales and improved operations resulting  
from its operating and programming expertise, combined with its merchandis
ing, media, marketing and interactive SCENE loyalty programs, which will now  
be available on a national platform.  

-
-

-

http://www.cineplex.com
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(2)  Strategic Acquisitions 
Building on its capabilities in media, in 2013 Cineplex acquired EK3 to expand 
its customer base in the emerging digital signage industry. EK3 (subsequently 
renamed “Cineplex Digital Networks”) is an out of home (OOH) digital media 
company with operations in 32 United States states as well as Canada, and 
sells to clients such as Tim Hortons, McDonald’s, Walmart, and Target. EK3 has 
no movie industry presence and complements Cineplex’s own digital signage 
business while providing a platform for growth, both in Canada and the United 
States. 

Cineplex Digital Solutions was a natural extension of the Cineplex Media busi
ness and provides clients with a full service ofering of digital media solutions,  
including project management, creative services, network operations, systems  
design, and strategy and media sales. Cineplex designs, installs, maintains and  
operates digital signage networks for a variety of industries, including retail,  
fnancial and hospitality. The company leverages its extensive expertise in  
media sales combined with its existing entertainment assets and diferenti
ated product ofering to tailor to specifc clients. Prior to its acquisition of EK3,  
revenues in Cineplex’s digital media business grew signifcantly in fscal 2012,  
increasing by 28% from the prior year. 

-

-

Culture of Innovation 
Innovation doesn’t just happen – it needs to be nurtured in the right environ
ment. Cineplex takes a progressive approach to risk management, where  
employees are encouraged not to be afraid to take risks, and where making  
mistakes and learning from them is better than not making a decision at all. It  
is this entrepreneurial environment that creates a climate for innovation. From  
a high-level perspective, Cineplex considers shareholder value not only from  
its fnancial results, but also from the satisfaction of its employees and guests.  
Over-communication is also engrained in the company’s operating philosophy. 

-

Fundamental to creating this culture of innovation is the importance of ongo
ing two-way communication between senior management, who have a vision  
for the company, and front-line management, who are close to the customer. 

-

Two-Way Communication 

Senior Management 

Front Line Management 

Customers 
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In this regard, Cineplex hosts an annual event where general managers are  
encouraged to share their ideas in an open forum on how to make the com
pany better, by striving for both innovation and operational excellence. “This  
year’s forum generated 40 actionable ideas; managers are at the front lines  
and have a better feel for what the organization really needs; bottom up idea  
generation is supported and encouraged,” says Pat Marshall, the vice president  
of Communications and Investor Relations of Cineplex.  

-

In efect, Cineplex recognized that its best ideas for innovation and operational  
excellence are generated from front line employees who deal with customers  
every day. The company has learned that the ability to implement ideas rela
tively quickly is also a critical component to making innovation efective. 

-

Summary of Key Findings 
The Cineplex experience is an excellent example of how the complemen
tary initiatives of innovation, employee engagement, operational excellence,  
opportunistic and strategic acquisitions, and capital discipline can lead to  
shareholder value. The company did not fundamentally change what it does.  
Rather, Cineplex focused on creating a culture that fosters innovation and  
explored how it could leverage its core strengths – such as its customer base  
and theatre infrastructure – to introduce complementary products and services  
to its existing oferings. This requires the engagement of front-line manage
ment, who are attuned to trends and changes in customer needs, interests and  
desires. Because of the company’s high fxed cost structure, the incremental  
revenue, particularly from the company’s media business (which includes Cin
eplex Media and Cineplex Digital Media) and concession sales, leads to signif
cantly higher profts without the need to deploy signifcant additional capital.  
This, in turn, leads to shareholder value creation. 

-

-

-
-
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Conclusions 
Executives can expect to face several years of low economic growth and the 
associated challenges with that environment. They will have to determine 
which initiatives will be most efective for creating shareholder value within 
their own organizations. However, they may fnd some guidance by observ
ing how companies such as Constellation Software, Birch Hill Equity Partners, 
GoodLife Fitness Clubs and Cineplex Inc. have been successful. This includes: 

-

• taking a disciplined approach to acquisitions, with a focus on bringing best 
practices to smaller acquired companies, rather than attempting to con
summate large, high-priced acquisitions 

-

• instilling capital discipline and, in particular, managing the working capital 
and capital expenditure requirements within their business 

• striving for operational excellence, both in their existing operations and in 
any acquisitions that are undertaken 

• understanding the key strengths within their organization and looking for 
innovative ways to leverage their existing infrastructure. 

In order to increase the likelihood of success, these initiatives should be 
grounded in an entrepreneurial environment that includes: 
• a strong management team that encourages open and frequent 

communication 
• an organizational culture grounded by employees who are passionate 

about their jobs 
• staying attentive to customer needs 
• moderate use of debt in their capital structure 
• a progressive approach to risk management 
• a long-term perspective to shareholder value creation. 
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