
	

	

	
CASE	STUDY:	OPERATING	BUSINESS	

Freedom	Powersports	

	
	
	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	
	
	
	
	
	
INITIAL	PROJECT	PLAN	
In	 February	 of	 2013,	 TPEG	 facilitated	 a	 management-led	 buyout	 of	 two	 locations	 from	 a	 six-store	 group	 of	
powersports	dealerships,	which	sell	motorcycles,	ATVs,	UTVs,	boats,	personal	watercraft,	and	other	recreational	
vehicles,	 parts,	 accessories,	 and	 services.	 Kevin	 Lackey	had	been	 the	 general	manager	of	 the	 two	dealerships	
purchased,	which	were	located	outside	of	Fort	Worth,	Texas,	in	Weatherford	and	Hurst.	Mr.	Lackey	became	the	
CEO	and	minority	owner	of	the	newly-formed	Freedom	Powersports,	LLC.	
	
Trinity	Private	Equity	Group	(TPEG)	contributed	$2.5m	in	preferred	equity	and	helped	the	company	secure	$2.55m	
in	senior	debt	and	a	$1.15m	seller	note	with	no	payments	due	for	three	years.	The	remaining	$300k	 in	equity	
came	 from	Mr.	Lackey	and	Sanjay	Chandra,	a	principal	at	TPEG	who	became	chairman	of	Freedom’s	board	of	
directors.	The	total	of	$6.5m	paid	for	the	purchase	of	the	business	including	all	transaction	costs,	the	real	estate	
at	the	company’s	Weatherford	location,	and	about	$1.1m	of	working	capital	for	the	business’	initial	growth	plans.	
The	Weatherford	and	Hurst	stores	had	combined	to	generate	just	over	$15m	of	revenue	in	2012.	The	strategic	
focus	of	this	acquisition	was	to	build	a	5-6	location	powersports	group	in	North	Texas	that	would	generate	over	
$50m	in	annual	revenue.	Mr.	Lackey	had	been	running	the	Weatherford	store	for	a	number	of	years,	and	he	had	
opened	the	Hurst	location	very	efficiently	in	2010,	so	we	had	confidence	in	his	ability	to	grow	the	business	through	
acquisitions	or	by	opening	new	locations.	
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TPEG	investors	would	receive	quarterly	preferred	return	payments	equal	to	10%	(annualized)	of	their	investment	
amount.	They	would	also	be	entitled	to	a	full	return	of	their	 invested	capital	before	any	other	distributions	to	
equity	(except	those	made	to	cover	income	tax	liabilities)	and	receive	45%	ownership	in	the	company.	
	
The	investment	lifecycle	consists	of	three	parts:	
	

1. A	Diligence	Phase	leading	up	to	purchase	of	the	dealerships,	including	negotiation	with	the	senior	lender,	
the	management,	and	the	seller.		
	

2. An	Execution	Phase	of	3-5	years,	commencing	upon	purchase.	The	goal	of	this	phase	is	growth.	We	like	
the	 industry	 and	 are	 confident	 in	management’s	 ability	 to	 produce	organic	 growth.	 This	 investment’s	
results	depend	upon	management’s	ability	to	acquire	or	open	new	locations,	import	Freedom’s	culture,	
and	produce	profits	at	these	new	locations.	
	

3. An	Exit	Phase.	The	initial	plan	is	to	sell	the	company	as	a	whole	in	3-5	years.	It	is	expected	to	be	a	difficult	
business	 to	 exit,	 and	 dealerships	may	 need	 to	 be	 sold	 individually.	 A	 recapitalization	 is	 also	 possible,	
allowing	investors	to	receive	a	full	return	of	capital	and	continue	to	participate	in	the	business’	profits.	

	
	
	

INVESTMENT	THESIS	
TPEG	was	initially	attracted	to	this	opportunity	for	five	main	reasons.	Firstly,	the	industry	was	hit	hard	during	the	
recession	and	had	only	slowly	begun	to	recover.	Not	only	had	consumers	severely	curtailed	their	discretionary	
purchases,	but	those	who	still	desired	to	purchase	a	recreational	vehicle	found	it	difficult	to	obtain	financing.	The	
Motorcycle	Industry	Council	reported	that	more	than	a	third	of	the	country’s	powersports	dealerships	closed	their	
doors	 between	 2007	 and	 2011,	 with	 the	 number	 of	 dealerships	 declining	 from	 7,652	 to	 4,925.	 According	 to	
WebBikeWorld,	U.S.	motorcycle	and	scooter	sales	declined	from	over	1.1	million	units	at	the	industry’s	peak	in	
2005	to	less	than	half	that	number	in	2011.	With	the	economic	recovery	well	underway,	consumer	credit	readily	
available	 again,	 and	 fewer	 competitive	 dealerships,	 we	 thought	 this	 was	 an	 opportune	 time	 to	 enter	 the	
powersports	business.	
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Secondly,	 Texas	 dealership	 laws	 provide	 some	 protection	 against	 competition.	 Potential	 new	 entrants	 to	 the	
industry	must	obtain	state	approval,	and	the	state	takes	into	account	objections	from	existing	dealerships	within	
15	miles	or	within	 the	same	county.	We	were	purchasing	one	dealership	 in	Tarrant	County	and	the	dominant	
dealership	in	Parker	County,	bookending	Fort	Worth.	
	
Thirdly,	 each	 vehicle	 manufacturer	 must	 also	 grant	 a	 dealership	 the	 right	 to	 sell	 its	 products,	 and	 the	
manufacturers	 do	 try	 to	 limit	 the	 outlets	 at	 which	 their	 vehicles	 can	 be	 purchased.	 The	 industry	 is	 highly	
fragmented,	with	thousands	of	“mom	and	pop”	owners.	Manufacturers	prefer	to	do	business	with	professional	
operators	–	those	who	share	knowledge	and	best	practices	across	multiple	dealerships,	who	are	accountable	to	
someone	outside	of	the	dealership,	who	have	a	long-term	incentive	to	provide	superb	customer	service,	who	have	
a	customer/employee-centric	culture,	and	who	systematically	increase	sales.	We	were	impressed	with	Mr.	Lackey	
and	his	management	team	throughout	the	diligence	phase	and	we	felt	like	we	were	buying	the	best	management	
team	in	North	Texas,	one	that	manufacturers	would	encourage	to	expand.	
	
Fourthly,	this	was	a	financeable	business.	The	Weatherford	store,	under	Mr.	Lackey’s	leadership,	made	it	through	
the	recession.	Our	financial	modeling	and	scenario	analysis	supported	the	conclusion	that	this	business	could	grow	
relatively	quickly,	with	moderate	financial	leverage,	and	still	provide	reasonable	protection	of	investor	principal.	
Finally,	Mr.	Lackey	was	well-connected	in	the	industry	and	was	able	to	identify	potential	acquisition	targets	early	
in	the	process.	The	path	to	growth	was	clear,	and	the	company	was	ready	to	hit	the	ground	running.	
	
	
	

THE	DILIGENCE	PHASE	
TPEG	conducted	exhaustive	due	diligence	on	the	management	team,	the	industry,	the	Dallas/Fort	Worth	market,	
competitors	in	the	two	submarkets,	and	the	OEMs.	TPEG	worked	with	the	management	team	to	create	a	detailed	
financial	model	that	allowed	TPEG	to	perform	a	series	of	scenario	analyses	and	estimate	the	proper	amount	of	
working	 capital	 needed	 to	 meet	 the	 company’s	 growth	 goals.	 TPEG	 and	 its	 legal	 counsel	 vetted	 all	 bank	
documents,	 the	purchase	contract	and	seller	note,	 the	operating	agreement,	 the	 subscription	agreement,	 the	
dealership	agreements,	and	other	contracts	and	agreements,	 including	documents	related	to	titling	of	the	real	
estate.	
	
TPEG,	with	Mr.	 Lackey	 and	with	 TPEG	 legal	 counsel,	 structured	 the	 transaction	 in	 such	 a	way	 as	 to	 align	 the	
interests	of	all	stakeholders.	TPEG	created	a	special	purpose	entity	for	investors,	and	TPEG	principals	and	members	
of	Freedom’s	management	 team	made	equity	contributions	under	 the	same	terms	as	TPEG	 investors.	As	with	
most	TPEG	transactions,	TPEG	and	Mr.	Lackey	would	receive	equity	profit	distributions	only	after	TPEG	investors	
had	received	a	full	return	of	the	capital	they	invested	along	with	their	full	preferred	return.	Mr.	Lackey	and	Mr.	
Chandra	also	personally	guaranteed	the	floor	plan	financing,	which	supports	new	and	used	vehicle	inventory.	
	
TPEG	then	prepared	a	full	private	placement	memorandum	(PPM)	for	its	investors,	detailing	all	material	 issues	
and	factors	related	to	the	company	and	to	the	investment.	TPEG	hosted	a	webinar	for	potential	investors	to	hear	
from,	 and	 ask	 questions	 of,	 TPEG	 and	 Freedom’s	management	 team.	 The	webinar	 was	 followed	 by	multiple	
dealership	 visits	 that	 allowed	 potential	 investors	 further	 opportunity	 to	 familiarize	 themselves	 with	 the	
management	team,	the	company,	and	the	local	markets.	TPEG	principals	and	employees	were	available	to	answer	
questions	throughout	the	process.	
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The	base	case	scenario	that	TPEG	detailed	in	the	PPM	showed	Freedom	increasing	revenue	to	$25m	in	the	fifth	
year	after	the	acquisition,	with	a	sale	of	the	company	occurring	at	the	end	of	year	five.	We	projected	that	that	
scenario	would	result	in	TPEG	investors	achieving	a	36%	pre-tax	IRR	and	a	292%	cash-on-cash	return.	Adding	
one	acquisition	in	each	of	the	first	three	years	increased	the	projected	pre-tax	IRR	to	42%	and	increased	the	
projected	cash-on-cash	return	to	469%.	
	
Control	equity	investments	in	operating	businesses	are	always	risky,	as	compared	to	real	estate	investments.	We	
expect	our	 investors	to	be	compensated	for	this	higher	risk	with	higher	potential	returns.	We	do	not	 invest	 in	
early-stage	companies	or	firms	with	little	or	no	cash	flow,	and,	as	with	our	real	estate	investments,	protection	of	
investor	principal	is	paramount.	Each	of	our	operating	business	investments	should:	
	

• Benefit	from	industry	and	macroeconomic	trends	
• Be	led	by	a	strong	management	team	with	a	history	of	outperformance	
• Have	a	strong,	well-defined	culture	
• Generate	annual	revenues	of	at	least	$10	million	
• Produce	cash	flow,	generally	defined	as	EBITDA	less	normalized	CAPEX,	of	between	$2	million	and	$10	

million	
• Have	a	well-defined	path	to	growth	
• Be	thoroughly	vetted	legally	
• Be	thoroughly	modeled	financially,	including	stress	testing	in	scenario	analysis	
• Be	structured	properly,	aligning	the	incentives	of	all	stakeholders	
• Include	outside	oversight	(TPEG)	

	
	
	

THE	EXECUTION	PHASE	
We	strive	 to	close	operating	company	transactions	 in	90	days,	but	 the	nature	of	 this	 industry	necessitated	an	
extended	 timeline.	Mr.	 Lackey	 took	control	of	 the	 two	dealerships	under	a	management	agreement,	which	 is	
typical	for	purchase	transactions	in	the	industry,	in	July	of	2012.	Once	approval	had	been	obtained	from	each	of	
the	new	vehicle	manufacturers	in	February	of	2013,	we	closed	and	funded	the	transaction.	
	
Our	confidence	in	management’s	ability	to	hit	the	ground	running	was	justified.	Freedom,	with	heavy	involvement	
from	Mr.	Chandra	and	the	Trinity	team,	was	able	to	grow	from	two	locations	to	14	in	two	and	a	half	years.	On	the	
following	page	is	a	timeline	of	events.	
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One	of	the	tenets	of	private	equity	is	that	management	teams	who	perform	well	and	exceed	expectations	should	
enjoy	continued	support,	including	access	to	additional	capital.	Subsequent	to	TPEG’s	initial	investment,	TPEG	has	
sourced	 additional	 senior	 debt	 and	 mortgage	 debt,	 supported	 expansion	 of	 floor	 plan	 lines	 of	 credit,	 and	
completed	two	more	rounds	of	equity	funding	from	TPEG	investors.	Each	successive	equity	funding	from	TPEG	
was	marketed	through	a	new,	full	PPM	to	TPEG	investors	who	had	participated	in	the	original	offering.	No	capital	
calls	were	made,	and	each	investor	had	the	option	to	participate	or	decline.	TPEG	investors	have	now	invested	
$6.28m	of	preferred	equity	capital	into	Freedom	Powersports.	
	
	
	
	
THE	OUTLOOK	
As	of	October	of	2015,	Freedom	Powersports	is	still	an	active	TPEG	investment.	The	14	locations	are	producing	
annual	revenue	in	excess	of	$120m	just	30	months	after	our	 initial	 investment,	which	 is	six	times	the	baseline	
projection	we	presented	to	investors.	The	company	has	purchased	a	building	in	Athens,	Georgia,	and	will	open	a	
15th	location	there	in	the	springtime	of	2016.	
	
Freedom	regularly	comes	across	opportunities	to	acquire	additional	dealerships,	and	these	opportunities	have	
become	more	frequent	and	plentiful	as	the	company	has	increased	its	profile	and	enhanced	its	reputation	in	the	
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industry.	 The	 culture,	 personnel,	 systems,	 processes,	 and	 supplier	 relationships	 that	 Freedom	 can	 bring	 to	 a	
dealership	often	make	a	dealership	worth	significantly	more	to	Freedom	than	it	is	to	its	current	owners.	
	
Despite	this	availability	of	potentially	accretive	acquisitions	and	the	fact	that	we	still	feel	that	this	is	a	good	time	
to	 invest	 in	 the	 powersports	 industry,	 Freedom	 intends	 to	 slow	 the	 pace	 at	 which	 it	 opens	 new	 stores.	 The	
company	will	focus	instead	on	continuing	to	make	operational	improvements	and	enhance	profitability.	Freedom	
should	also	be	able	to	increase	sales	organically	and	add	new	vehicle	product	lines	to	its	existing	locations.	Over	
the	next	few	months,	the	company	will	also	be	able	to	train	the	next	wave	of	new	leaders,	cultivating	general	
managers,	sales	managers,	and	other	employees	that	will	be	important	to	the	success	of	future	acquisitions.	
	
The	company	continues	to	pay	TPEG	investors	their	preferred	return	of	10%,	annualized,	each	quarter.	In	addition	
to	these	preferred	return	payments,	TPEG	investors	will	receive	a	full	return	of	their	invested	capital	of	$6.28m	
before	the	company	makes	any	distributions	to	common	equity	investors	(other	than	distributions	made	to	cover	
the	company’s	income	tax	liabilities).	TPEG	investors	will	also	receive	45%	of	all	remaining	equity	distributions,	
including	those	made	following	the	eventual	sale	of	the	company.	
	
	

	
	
	


