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Credit markets are
frozen. Venture capital
isin hibernation.
The overall M&A
market is falling off a
cliff. Yet, in the worst
economic quarterin
decades, two midsize
Microsoft partner
firms in the Twin Cities
area consummated
adeal. How did
it happen?
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December 2008, Tech-ProInc., aRoseville,
Minn.-based Gold Certified Partner with about 200
employees, bought Quantum Consulting &
Placement, an 80-person Registered Member based in
nearby Eden Prairie, Minn. Terms of the deal weren’t disclosed.
Redmond Channel Partner magazine Editor in Chief Scott Bekker
spoke with the principals abouthowthe deal came together, howit’s

working outand howthe deal relates to the overall merger and acquisi-
tion (M&A) environment. Participating in the February conversation
were Jim Erickson, president of Tech-Pro; Bill Lloyd, presidentand CEO
of Quantum; Mike Harvath, who coordinated the deal as CEO of
Bloomington, Minn.-based Revenue Rocket Consulting Group; and Jerry
Sevier, Tech-Pro’s Microsoft practice director.

Scott Beklker: Jim, how long has Tech-Pro been around, and what does
thecompanydo?

JimErickson: Tech-Prohasbeenin existence since 1989, so
we’re coming up on our 20th anniversary. The founder of Tech-
ProisDaveVadis, and he’s currently the chairman. We really
founded the organization on just-in-time recruiting projects
revolving around the system-developmentlifecycle, witha
focus on Microsoft technologiesin thelater years.

SB: When did you start to get into Microsoft technologies?

JE: Wereally started getting intoit six to seven years ago. With
thebringing onboard of Jerry [Sevier], we really started ramping
itup. We have about 200 consultants. We're headquartered in
Minneapoliswith virtual officesin San Francisco and Chicago.

SB:Isyourbusiness nationwide?

JE: Itis. Several of our clientslook for us to help them outin
staffing and projectsin alot of their areas. We have feet on the
streetinalot of different areas—primarily Minneapolis, buta
lotofdifferentareas.

SB: Bill, what’s the history of Quantum Consulting & Placement?
Bill Lloyd: We started in’92. There were four owners
back then. We started outinitially [offering good deals for
consultants]. We transformed over the years to being more of a
full-service, staff-augmentation kind of company. Doing mostly
consulting, we were able to getin and provide services for some
verylarge, national organizations, and we were able to service
theirneedsinavariety of ways. We actually expanded from
beingjustalocal contributor to having a nationwide presence
while still justhaving a local office.
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SB: How did this deal come together?

BL: About the middle of last year, I
looked atwhere the company was, where
the market was and myself personally, and
said, ‘Youreallyneed to be abig playerin
thisbusiness. Youneed to have practice
directors, youneed to be able to build
these siloswithin practice areas.’Tlooked
atthe five-year time span and [saw that]
we dohave aneed to gain capital to make
thathappen. [justdidn’thave the time left
inmywork career, soIsaid, ‘There’s other
ways to make thathappen.’ The way, I
thought, was to find another company
thathad the ability to take the things that
we had and really do something with
them. Istarted the processinJune, and it
wentfrom there.

SB: What was the process when you started
lookingaround in June?

BL: There
wereacouple
companies that
had expressed an
interest,sol
talked with them.
Butnothingseri-
ousreallyhap-
pened untilI
talked with Mike Harvath atRevenue
Rocket. I've known Mike for four or five
yearsnow, and always had good luckwith
him and good results with him and always
gothelpwhenIneededhelp. Solcalled
Mike in August and said, T'mlooking to find
away tomake thishappen for the company,
whatcanyoudotohelp,’ and basicallywent
fromthere. Hehad alotof good ideas.

JE: Shortly after that, amutual friend
of both Mike’s and mine got us together
over abottle of wine. We started talking
about this company. Mike actually didn’t
know me personally, but definitely knew
Tech-Pro. He thought this opportunity
would be a unique one for Tech-Proand he
broughtitto us. I'll tell you something that
Mike’s not going to tell you. The key here
wasthat he knew, deeply, the culture of
Quantum Consulting & Placementand
Tech-Pro. He could see that therewasa
real unique match there and brought two
companies together thathad an awful lot
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incommon and alot of the same types of
culture, ethics and—in some cases—
clientsaswell. Once the non-disclosures
were signed, we started getting into the
nutsand bolts, and it became very clear
thatthiswasa good match for bothsides.

SB: Jim, tellme alittle bit about your
mindset. Were you looking to expand
by acquisition?

JE: Tech-Prohasin the past. About six
tosevenyearsago, theyacquired asmall
Microsoft project company named Odyssey
Business Solutions and rolled that group
into the fold. Ispecificallywaslooking at
acquiringa companyoutinthe San
Franciscoareato help bolster ourvirtual
office outthere. What came of thatwasa
unique opportunity. My first glimpse
wasn’tgoing to be into the Minneapolis
market, where we’re very strong. This

Jerry Sevier, Microsoft Practice Director, Tech-Pro Inc.

opportunity was so unique and so strategic
for usthatwe jumped onit pretty quickly.
From the veryfirst conversation over that
bottle of wine in August, we concluded the
transaction by the end of November.

SB: Did you guys getjittery at all because the
markets weretanking atthe sametimeyou
were makingthedeal?

JE: The market obviously affects
everybody. We’re no different from any-
bodyelse.Ithink one ofthe things thatsep-
arated us from everybody else was our cash
position. Being a privately held firm, a
tightly held firm, we were in an excellent
cash position. We don’thave debtand we
haven’teverhad debt. We’re a cash-flow
organization and we run a pretty tight ship.
We were able to perform thiswith cashon
handwithouthaving to gointo the credit
market. Sothattookabig question mark
outofit. Again, the strategicside greatly
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outweighed the current economiccrisis. It
allowed usto getdeeper and broaderina
couple of clients that we shared. And it
opened usto other clientsin a tier-one ven-
dorrelationship. The word we used
around here was, thiswasano-brainer.

SB: Mike, | was wondering if you could fit the
experience here of Tech-Pro and Quantum
intothebroadertrendsthatyou’re seeingin
termsof MEA.

Mike Harvath: We're seeing a dramatic
increasein M&A activityrightnow.
Clearlythere’sastrongbusiness case for
consolidationin amarket downturn. It’s
been shown that companies thatdo that
proactively on the buy side benefit
dramaticallywhen the market turns
around. Sowe’re seeing that type of activi-
ty goonrightnow. Ifyoulook at the macro
market, I’'d say that this deal is consistent

“We've been here foralmost 20 years, and [the acquisition] shows our clients that we're
going to continue to be here and that we're operating strong and healthy.”

with many of the deals that

we're seeing. Firms need to get

larger to compete; theyrealize
thattheyneed abigger footprint. Asa
result, it’sdriving consolidation. We
believe that the rank-order priorities that
firms should look atin acquisitions are:
strategic fit, then cultural fitand, third,
financial fit. Clearly, in this case there was
apretty [great] strategicfit,aswellasa
great cultural fit. Once you find those two
things, then making a financial fitand
making the transaction happenis easier.

SB: HowimportantwastheTech-Procash
positionforthisdeal,and howdoes thatcom-
paretootherdealsthatrelymoreondebt?
MH:Ithinkit sure helps. Inatight
market, it’s an easier decision to make if
you have cash flowing. Whatwe seeis, as
muchasthere’sbeen freezing in the credit
markets, we do still see availability of credit




fortransactions thathave merit. The
banksarelooking for newwaysand new
opportunitiestolend money. Aslong as
there’sagood business case around the
combined financialsand areasonableinter-
nalrate of return that’s projected by the
combination, then there’smoney available.
Althoughit’snotaseasyasitwasayearago
ortwoyearsago to get money, fromadebt-
financing perspective, it’s still available.

SB: As faras M&A activity goes, howdid
2008 go compared to 2007, and what do you
expect for2009?

MH: There seems to be adramatic
uptick, atleastin the firms we work with.
We typically work with firms thatare
under-$50 million services firms. We've
seenadramaticuptickin M&A activityin
2008 and we expect to see even stronger
uptickin2009. Now, the rest of the market
seems to have just the opposite occurring. I
thinkit’s somewhat sector-specific. If you
lookatoverall M&A activity, almostaall
majorindicators show that M&A activity

Jerry Sevier: As partof thismerger, one
ofthebenefitsisthatin thiseconomy, what
our clients are mostly concerned aboutisthe
long-termsstability of the company. Tobe
quite honest, one of the best sales pitches we
have atthis pointistodemonstrate that
we’reacquiring acompanyin thistype ofan
economy. We’ve been here foralmost 20
years,and itshowsour clientsthatwe’re
goingto continue tobe here and thatwe’re
operating strongand healthy.

Onthe Microsoftside, this definitely
hasincreased our capabilities. Since esca-
lating to Gold Certified Partner status,
around the same time of this acquisition,
the extra consultants helped that out. We
havealot furtherreachand alotmore
credibility, and those are things thatare
reallyresulting in better sales.

JE:Now, with ouradded depth and
breadth and our new Gold partner status,
we have some of ourlong-term clients
that, instead of sending out opportunities
for multiple firms tobid on, are just calling
usdirectly and asking us to take care of the

“Being a privately held firm, a tightly held firm, we were in an excellent cash
position. We were able to perform this with cash on hand without having to

gointothecreditmarket.” jim Erickson, President, Tech-Pro Inc.

hasfallen off dramatically and completely
stalled. Accesstoventure fundsand other
merger-related activity seemstonotbe
occurring; even in other product-type
technology sectors, there’snotalot of
activity right now. If youlook at services,
however—particularly small services
firms—my guessisthisisindicative of the
general economic downturn and the con-
solidation moves thathappen during that
downturn. CouldIarticulate aspecific per-
centage increase? Not off the top of my
head, butIwill tellyou thatitfeelslike the
demand for these types of transactionsin
2009 willbe 20to 30 percent over whatit
wasin 2008, and in 2008 itwas pretty good.

SB: What have been some of the benefits to
the business of the merger?

projectortake care of the staffingneed on
a1-1basis. Inany market, especially this
one, itdoesn’t get much better than that.

SB: What's the breakdown between your
project business and yourstaffingbusiness?

JE: It’sevolving. In the past, I'd say
Tech-Prowas 99 percent staffingand 1
percent projects. Today, we’re probably 15
to 20 percent projects and the rest of it
staffing. Withouta doubt, staffingisthe
partner thatbroughtus to the dance and
we’re not going to walk away from that. I
don’tthink that thisbusinesslandscape
desires anything different. There’ssuch a
strong need for just-in-time recruiting,
whichlendsitself to staffing.

MH: Having worked with about 150
Microsoft partnersin North America, the

fastest-growth partnersreallyhave abouta
50 percent mix of staffing to projects.
Companiesare on either side of that mix
and are striving tobecome a 50-50 firm.
thinkthe oneswe see thatare the healthiest
and consistently perform are onesthatare
ataboutthatmix. Everyone’sonalittle dif-
ferentjourney. They comeintoit, many of
them from the project side of the business,
and then theywant to mitigate some of the
benchriskbyhaving more leave-behinds of
folks after projects, and move more of their
worktostaffing. Others come more from
thestaffing side. Atthe end of the day, the
onesthatreallywintheracearetheones
thatmix up their business about 50-50.

SB: Where was Quantum in terms of that
project-to-staffing mix?

BL: We were virtually 100 percent
staffing. Like Jerrysaid, there were times
when we would have a project manager
and we would have avery, very close rela-
tionship with amanager. The key to our
businesswashaving close, personalrela-
tionshipswith the hiringmanager.
We could meet with them and find
outtheirneeds, and, ifitwas
project-based, we would almost
staffan entire project. Soitwas
kind of ahybrid.

JS:Right now, with alot of
companies letting people go,
they’relooking to bring some-
bodyinwho can do more work than the
standard person, wanting a team to come
intodothework of 10 or 15 people.
They’re turning alot more to the subject-
matter experts who come in and make the
plans and are helping them figure outhow
tobecome more efficient. Efficiency,
regardless of the technology, isreally the
key term right nowwith our clients.

SB: How has the mergerworked out?

JE: We are 100 percentintegrated.
Contracts come and go alittle bit, but
other than that, we’ve lost nobody.

The culture hasbeen soideal. People
aresigning our contracts right away,
including non-competes thatwe believed
would be a prettybig hurdle thatturned
outnottobeahurdleatall.
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Quantum Consulting had a culture where they didn’t have non-competes.
Tech-Prohasa culture where we do sign non-competes, to protect the company
and to protectour clients. We were concerned that rolling this over and having
tosignlong-term consultants and having to come in and do non-competes
with anew company, that that would be a majorissue. After avery short
period of time—getting people to know who Tech-Prois, what they do, what
their ethics are—we had everybody sign up with non-competes and keep
workingat their current assignment. It’s been very, very smooth.

SB: Bill, what are some of the things you’re going todo now?

BL: (Laughs.) That’sagood question. There are several things. First,Idoa
lotof photography. I've been doing it for 35 years. 'm going to expand on that.
My wife and Ido bodywork—on people, not cars. We're going to continue with
that; we’re going to continue to take classes. It’s very therapeutic and helps
people and that’s a good feeling. I'm definitely going to keep my fingersin [the
IT] business.Ilove thisbusiness.I've been doingitsince 1980.Icut my teethin
the mainframe world. In my own humble opinion, Iwas one of the top system
designersin the Twin Cities for several years. I love doing that kind of work, and
ifthere’sachance for somethinglike that to happen, Idon’t mind getting into
that. Consultingis perfectbecause youcandoitforaperiod of time and do
something else if you wish without becoming a full-time employee somewhere.

SB: Based on this experience, doyou have any advice for other partnerswho are
thinking along theselines?

BL: Oneisto startearly. Make a decision based on where you want to go
withit. It’s going to take time and it’s going to take longer than you think. It’s
the old rule of doing household chores. It takes five times as long, and it’s five
times as hard and five times as expensive as you ever imagined. It’skind of the
same with this. Startearly.

The other thingIlearned out of thisis get a neutral, competent third
party involved tofacilitate the communication, come upwithideas and put
structure around the transaction. I can’t speak highly enough of what Mike has
done formein the past. But certainlywith this transaction, he wasinvaluable.
Lookingattrying to do thison my own wasabit foolhardy. Hereally helped. He
knows the business, and allowed us to do this—in, whatI hear, isrecord time—
withanother company thatIfoundIcould talk to and trust and work with. In
theend, any deal has to be fair to both parties involved.

JE: Imirror everything that Bill just said about the quality of the third
party putting the deal together. Maybe lessonslearned going forward
would be, if possible, to getit done before the year-end. I'm speaking for my
comptroller now. He’s playing a little catch-up with year-end books right now.
Bill’sabsolutely right. If it doesn’tfit, it doesn’t go together. If the fitis right,
the transition will be smooth.

SB: Is Tech-Pro looking for future M&A activity?

JE: Yes, we are. We're looking strategically in the San Francisco area as
well as the Baltimore area. This economy, again, provides really unique
opportunitiesif you’re positioned well, whether that’s by design or by luck.
We're going to try to take advantage of that and grow our market share. o

Scott Bekker (sbekker@1105media.com) is editor in chief of
Redmond Channel Partner magazine.



