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As technology continues to upend market after market, private equity has shifted its focus from the bottom line
to the top line. The onus to create value, in other words, relies more on revenue growth today than it has in the
past. High doses of leverage combined with cost-cuts are no longer a reliable playbook. Focusing on efficiency
measures in a sector like retail, for example, is like catching a falling knife. Technology is doing a fine job of
that already.

Growing is tougher than cutting, and it’s even tougher to grow meaningfully in five years compared to plucking
low-hanging fruit via cost cuts. To generate sufficient revenues in today’s market—and, when it comes time to
sell, in tomorrow’s market—more deliberation is necessary in the due diligence phase. We’ve discussed in the
past that PE sponsors are identifying add-on targets ahead of closing their platform acquisitions. Add-ons are an
easily tracked datapoint, but there’s a similar trend that often flies under the radar: PE firms are getting much
better at due diligence, particularly using predictive data analytics. A fancy term, predictive analytics in PE
context boils down to analyzing how specific clients or users interact with a target company’s product or service.

Age, income and location are all helpful datapoints, but perhaps most insightful of all is a customer’s buying
history. Which customers buy more or more often, and which customers are a bit less active? Which clients or
client-types come with higher margins, and which are costlier to serve? Most important, how are company
resources being allocated to those specific products, services or clients? This isn’t quite the same as identifying a
factory to close or a business line to shut down. Those were blunt instruments that worked effectively when
those situations were more common. But private equity has been active for almost forty years, and we shouldn’t
be surprised to see fewer “easy” cases after such a long and profitable run. The opportunities today are less
obvious, and more likely to hinge on boosting specific revenues or margins by 10%, 20%, or 30%. That might
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not seem like much, but knowing that certain resources can be allocated differently can make the difference
between bidding confidently for a target versus passing on it altogether. Or even worse, winning the bid and
figuring things out as you go.
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