	Featured Deal: 
Penn Mezzanine provides growth capital to Ability Prosthetics & Orthotics



	Interview with: Darl Petty, Partner at Penn Mezzanine about the firm’s $3.25 million mezzanine debt investment in Ability Prosthetics & Orthotics.

ACG: Please describe Ability’s business.

Ability is headquartered in Gettysburg and operates as an allied healthcare provider of artificial limbs and orthotic braces to amputees and other patients.  Ability was founded in 2004 with a single location and today operates 11 practices, each of which is overseen by a full-time Certified Prosthetist, Orthotist, or a CPO (both certifications), as granted by The American Board for Certification in Orthotics, Prosthetics & Pedorthics. A 12th location will be opening in North Carolina this summer.

ACG: Was there a private equity sponsor involved in the transaction?

No, Ability is owned by its founding management team.  There are four key shareholders, all of who are full-time at the company. Two of the shareholders are CPO’s and a third is a CO who also has an IT/consulting background.  The fourth executive is an attorney by background who oversees the company’s contracts and other business matters outside of direct patient care.

ACG: Please give us a little background on the genesis of the transaction and the reasons for the capital raise. 

Ability’s management approached Penn Mezz directly, seeking capital to consolidate existing debt and also to provide capital for the company’s continued organic growth.  The company had grown mostly by establishing new greenfield locations around Pennsylvania and Maryland, but also had acquired some small existing practices further south, in Kentucky and the Carolinas, so there was an assortment of various notes in place that were all refinanced with Penn Mezz’s capital.  The company is now very well capitalized with no bank debt and ample cash on hand.

ACG: Briefly describe the transaction process and outcome.

Being a management-owned (non-sponsored) company, we had to perform an extensive amount of due diligence on the company, industry and management team.  Penn Mezz has a history of investing in both sponsored and non-sponsored companies, so we are comfortable being the only institutional capital in a portfolio company.  Earlier in the year, Ability had undergone a merger of its two constituent operating companies (one operating in Pennsylvania and Maryland and the other operating in the southern region), so there was a great deal of analysis undertaken to understand the integration, systems, organizational structure, legal matters, and overall strategy.  The process took longer than usual because of the complexity of that structure and because management was busy opening new locations during the process.  But the process itself was smooth and very positive; we closed the investment in early November 2011 and the company’s attorney has already referred Penn Mezz a new investment opportunity.

ACG: Does Penn Mezzanine have a history of investing in health care companies such as Ability?

Penn Mezz is a generalist investor, making $2-$7 million subordinated debt (and some add-on minority equity) investments across diversified industries.  We do not invest in real estate or oil & gas, and we avoid restaurants and are very cautious in certain sectors such as retail.  Our team has done some healthcare investing in the past in both direct patient treatment businesses and also equipment and ancillary services companies.  So we have great interest and experience in health care but it is only one facet of our diversified strategy.

ACG: How involved are you in the company post-closing?

I am on the board of directors and we are in almost weekly communication with management regarding all sorts of company and industry matters, mostly centered around Ability’s growth.  We always have an equity stake and board observation right in each portfolio company; we sometimes take seat on the board if our equity stake warrants it.  We try to be constructive, value-added partners, bringing a great deal of experience and a wide array of contacts to each portfolio company.  Some companies use our resources more than others and we are conscious to not be too intrusive or distracting to management teams and sponsors who operate without requesting our active involvement.
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