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Private equity’s (PE's) advantage over the public markets has
narrowed. For several decades, PE's superior performance attracted
capital—and rewarded investors—so well that the PE industry grew far
faster than the economy. But as relative performance has weakened,
the industry is finding it harder to attract new capital, and some
institutional investors are reducing their holdings.

Even though some firms are struggling, others continue to deliver
outstanding performance. What sets these winners apart? Because
the private equity industry is, well, private, little has been known
about the specific strategies and practices associated with superior
financial performance. Our research, which

identified 57 leading practices, across the various 4
stages of the PE fund life cycle, based on a survey of experienced S
industry executives. . " e
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The rest of this article lays out the practices that scored highest for their
impacts on value creation. In future articles, we will dive deeper into these
practices and how they affect firm and portfolio-company performance.

Companies have to know which best practices make sense for them and where
to invest to improve. Choosing the right practices and investments can help a
firm stand out from the crowd to investors and target companies by virtue of its
performance and differentiated offerings.

How to interpret the scores

The scores are measures of the degree to which survey respondents agreed or strongly agreed a practice is
a leading practice that can produce superior value for investors. Respondents could also choose neutral or
strongly disagree/disagree.
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Industry experts identified five elements of fund development that produce superior value. The five have one thing
in common: As in the creation of any product, understanding customer needs is key. In fund development, customer
focus shows up as anticipating investors’ future needs, tailoring funds that appeal to specific groups of investors,
configuring or reconfiguring funds, and articulating the investment thesis and value proposition. Those abilities
produce benefits in two directions: They attract investors by making it easier for them to find funds that match their
goals, and they can lead to smarter fund development as firms get a better understanding of the needs of their
investor-customers.

Strength of belief that leading practices within Product (fund) development
contribute to superior PE Firm performance

Predicting clients’ directions in the next three to five years as inputs to

. 35% 43% 78%
fund creation
Adjusting a fund based on limited-partner needs for aggregating or
) . 30% 48% 78%
disaggregating funds
Articulating the value creation approach in fund design 76%
Creating subfunds or funds based on risk profiles or investment theses 29% 48% 76%
Creating new funds that meet investors’ specific needs 38% 35% 73%

B Survey responders strongly agree (leading practice) [l Survey responders somewhat agree
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Fundraising
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Customer focus shows up as both a differentiator and a value generator in fundraising as well as in fund development.
Leading firms use data science to seek out customers; they measure and, presumably, work to improve customer
satisfaction scores; and their deal teams are aligned closely with their investor relations teams. Potential investors expect
PE firms to treat them as valuable partners, and leading firms ensure that happens.

Strength of belief that leading practices within Fundraising
contribute to superior PE Firm performance

Close alignment and incentives between deal and investor relations teams 47% 31% 78%
Use of data science to create a sales engine and identify 34% o 78%
untapped customers
Active measurement of Net Promoter Score and customer satisfaction
e 25% 49% 74%
with limited partners
Use of predictive analytics to get early soft commitments [E#AS 46% 68%
Fundraisers trained to act as highly skilled, effective salespeople 34% 32% 66%
Finding new ways for deal teams to interact with investors 28% 38% 66%
Fund and deal-level participation by limited partners [REE3 44% 63%

B Survey responders strongly agree (leading practice) [l Survey responders somewhat agree
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Deal sourcing
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Having generalists who are deeply skilled financial experts but who lack industry knowledge may have worked in the past,
but not nowadays. As rollups become more and more common and attractive targets become harder to find, it pays to field
deal partners who have deep expertise and have developed longtime relationships in an industry. At the same time, leading
firms are using artificial intelligence (Al) to widen the lens through which they look for prospective investments so they can
analyze companies quickly and enable more companies to pass through the funnel.

Strength of belief that leading practices within Deal sourcing
contribute to superior PE Firm performance

Industry experts who build long-term relationships with prospective investors 44% 39% 83%
Removal of silos between deal teams and sharing of data 44% 36% 80%
Use of Al to mine private company data 26% 47% 73%

Use of Al to screen more candidates 26% 44% 70%

B Survey responders strongly agree (leading practice) [l Survey responders somewhat agree
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The AlixPartners Private Equity L eadership Survey has consistently documented the increasing importance of leadership
in value creation. The earlier a firm can assess a potential investment’s management team'’s talent, the better. Having
integrated teams in place as part of the diligence process—across finance, operational, technology, and so on—is also key
and underscores the importance of breaking down both functional and generational silos at the PE firm.

Strength of belief that leading practices within Due diligence
contribute to superior PE Firm performance

Psychographic testing and analytics on target management team 32% 48% 80%
Internal Al or data science capability that supports vetting of _— A6% 79%
prospects/targets
Inter generational teams are giving |nput to decisions of the — 2% 75%
investment committee
Ability to create conviction much earlier in the deal cycle through use of s o

predictive analytics

Integrated team of deal, operations, financial, IT and commercial skillsets 30% 35% 65%

Conducting a cyber security assessment to identify risks and vulnerabilities 37% I 62%

M Survey responders strongly agree (leading practice) [l Survey responders somewhat agree
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Onboarding
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Every leading PE firm has—or should have—a well-developed onboarding playbook. Three of the five leading onboarding
practices call out the importance of (1) integrating finance teams and financial data and (2) moving rapidly to ensure that
portfolio companies (portcos) have the operating data they and their new owners need in order to improve the finance
function and to organize and automate the collection of financial data. Onboarding is also the period during which
leadership changes, if any, should be made and during which assessments should go deeper into the organization.

Strength of belief that leading practices within Onboarding
contribute to superior PE Firm performance

Integration of operational data and financial data for reporting purposes 33% 44% 77%
Transformation of the finance function ofthe. portqo to improve — 0% 77%
financial processes
Use of playbooks to facilitate a rapid onboarding process and to
. ) 25% 51% 76%
implement best practices
Use of advanced talent management strategies during onboarding to
. 36% 33% 69%
assess leadership and below
For automation: Creation of application programming interface and feeds o _— 69%

from investment financial systems back to general partner for reporting

M Survey responders strongly agree (leading practice) [l Survey responders somewhat agree
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Value gets created at every stage of the PE life cycle. However, the number-one practice of all of the 57 practices across
the life cycle is the one that takes a hands-on approach to value creation during the holding period, as cited by 86% of
respondents. That hands-on approach means having operating partners and boards that are closely involved in your
investment and that are continuously working with and supporting portco leadership on strategy and execution rather than
just selecting talent, setting goals, and leaving portcos more or less alone..

A hands-on approach becomes more effective when both management teams and internal general partner (GP) teams
have correct and aligned incentives, a shared view of the value creation plan, and a clear understanding of the market and
the business environment. Together these best practices reduce tensions between investor and asset and help define the
ways each party can help the other achieve the goals both of them seek to achieve.

Strength of belief that leading practices within Value creation

contribute to superior PE Firm performance

A hands-on approach by the general partner to drive the portco’s 86%
management team

Education of portco leadership in the ways value gets created—and further

incentivization management 4% e 83%
Operations team incentives that are explicitly linked to portco performance |4 40% 75%
Collaborative creation of value plan with the management team IS 44% 75%
Use of trend lines to predict where a portco should create more value 73%
Value plan adjustments that are proactive rather than reactive 42% 30% R
Alignment of incentives to what the market thinks a portco should 0% 40% 69%

be able to do

Use of Al to help create the value plan 67%

Active measurement of the performance of external partners (consultants) 61%
for creating value in a portco .

B Survey responders strongly agree (leading practice) [l Survey responders somewhat agree
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A hands-on approach to value creation has to be accompanied by a clear and long-term strategic view to make sure that
operators are not so focused on the trees that they lose sight of the forest—that is, the deal thesis, industry trends, and
macroeconomic trends. That understanding of trends and deal theses should be deployed not just at the portco level but
also across a portfolio so as to identify opportunities and predict stressors. During our interviews with industry experts,
even though there was agreement on the kinds of best practices that could be adopted during this phase, there appeared to
be less agreement that a lot of firms actually are doing those practices. Therefore, implementations of best practices may
be the one area that, across all phases, deserves the most attention to ensure that investments stay on track.

Strength of belief that leading practices within Portfolio monitoring
contribute to superior PE Firm performance

Deal thesis that gets revisited throughout the investment life cycle 52% VI 80%

Use of trend lines to predict where the company’s portfolio should

37% 42% 79%
create more value

Economic indicators that predict what will happen to the portco and

el  39% 47% 76%
the portfolio ’
Portco’s use of Al to predict trends and identify opportunities [EEYAA 43% 75%
Systematic approach to monitoring a portfolio, reporting, and taking action 42% 28% LKA
Use of Al and analytics to predict stress across a portfolio 64%

B Survey responders strongly agree (leading practice) [l Survey responders somewhat agree
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Three practices stand out with regard to maximizing value when portcos get sold and exit the fund. The number-one
practice is to conduct a preexit due diligence through the eyes of a potential buyer. The second practice is recognition that
a firm should begin with the end in mind; that is, the firm should operate throughout the holding period with its exit goals
in mind. The third practice is to design incentives that ensure alignment between limited partners, operating partners, and
portco leadership so that all are working toward the same goal. Those and the other leading practices add up to one thing:
Exiting is not just a transaction; it is a process. And like all processes, exiting should be managed to produce continuous
improvement, which is why conducting a postexit postmortem is an important practice.

Strength of belief that leading practices within Exit
contribute to superior PE Firm performance

Conducting of a preexit due-diligence on an asset 42% 41% 83%

Exit: A rolling process starting in year one, with an exit plan updated

4 25% 57% 82%
gradually through time

Deal and operational teams incentivized on exit valuation 55% 24% 79%

Continuous test to see if asset is differentiated in the market 39% 34% 73%

Systematic approach to a deal ‘postmortem’ and feeding back

35% 36% 71%
lessons learned

Use of Al or predictive analytics to optimize when an asset should be sold JEEERS 40% 58%

Partial exit of an investment 23% 28% 51%

M Survey responders strongly agree (leading practice) [l Survey responders somewhat agree
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PE firm leaders owe it to themselves and to their investors and . " #
portco managers to undertake a candid assessment of their ;
performance in each of those practice areas. Some practices will ; .
be more important to some firms than to others, depending on .
strategy, and no firm will get straight A's on such a report card, but

every firm ought to be able to raise its overall grade point average.

We'll go deeper into each of these areas in subsequent articles.
Before that, however, we'll look at another set of leading practices:
those that connect one stage of the value chain to another. In the
same way that an operating business has to optimize both its
vertical functions and its horizontal processes, so PE firms have
to examine practices that cut across the value chain—things like
talent management, data analytics, and firm integration. We'll
discuss those next time.
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ABOUT US

For more than forty years, AlixPartners has helped businesses around the world respond quickly and decisively to their most critical challenges—
circumstances as diverse as urgent performance improvement, accelerated transformation, complex restructuring and risk mitigation.

These are the moments when everything is on the line—a sudden shift in the market, an unexpected performance decline, a time-sensitive deal, a fork-
in-the-road decision. But it's not what we do that makes a difference, it's how we do it.

Tackling situations when time is of the essence is part of our DNA—so we adopt an action-oriented approach at all times. We work in small, highly
qualified teams with specific industry and functional expertise, and we operate at pace, moving quickly from analysis to implementation. We stand
shoulder to shoulder with our clients until the job is done, and only measure our success in terms of the results we deliver.

Our approach enables us to help our clients confront and overcome truly future-defining challenges. We partner with you to make the right decisions
and take the right actions. And we are right by your side. When it really matters.
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