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Fall 2016

Summer is over and we’re heading for Fall.  Like most years the summer is typically a slower season for deal making 
and IPOs, with folks on vacation things stretch out and that work that was supposed to take a week or two, takes three 
or four.  Now that we’re into Q4 things will inevitably speed up to meet annual goals by December 31st  This 
quarterly report , Radical’s first, is titled Balancing Act, and comes out of the work and conversations we have had 

with our clients over the past several months.  Market uncertainty due to oil price fluctuations, brexit, international politics etc. 
combined with recent success has led a flight to quality with investment dollars pouring into the largest and historically most 
successful of firms.  The best GPs are also flying to acquire quality assets, which is driving up pricing and when coupled with 
more stringent debt financing requires GPs to invest more of their capital into fewer companies.  The counterweight to all of this 
is a drought in the IPO market. With market conditions likely to remain the same the result will be longer holding periods and the 
potential for decreased returns.  Funds need to not only 
acquire quality assets but they need minimize bad deals, 
improve portfolio company performance and make them 
acquisition targets. 

Too much money chasing too few deals 
combined with a lengthening investment      
horizon will drive down returns.

“
”

CLOSING THOUGHTS ON 2016 

A look back on the topics, challenges and 

successes of 2016. 

  

HITTING THE GROUND RUNNING IN 2017 
A focus on the future, how to build, improve, 

adapt and out-pace your competitors in 

2017.

NEXT ISSUE:Opinion 
Which way is up? 

I read a note the other day that the current election feels like the “upside down.” A sly 
reference to Netflix’s hit ‘Stranger Things” about a dark depressing and scary parallel 
reality a couple of kids bump into.  It was spot on. 

No one knows where this election is headed as we go into fall but it’s likely to be a dark 
place and everyone is watching.  American politics have unfortunately become a 
charade with one party’s candidate chosen it seems because of his “firstest with the 
mostest” mud slinging strategy.  Though it could frankly be said for either. Politics and 
moralizing aside the international community, finance and trading partners are watching 
and either way this goes there will be disappointment and opportunity, if you’re 
prepared. 

Pick 4-6 of your best people, divide them into two teams (red & blue) and lock them in 
a room for two days to figure out: 1. What impact will this candidate winning have on 
our business? 2. What opportunities might follow in January with the change of the 
guard? 3. How well prepared are we - or what do we need to do to meet it?  It will be 70 
hours a lot better spent then quibbling over which is the least worst option.
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It is said that often you create your own 
problems, it’s also true that you create your 
own success.  Private Equity firms are now 
reaping the rewards and the resulting 
challenges of their success.  The tremendous 
gains and distributions of the last several 
years have increased demand and capital 
flowing into Private Equity firms.  Limited 
partners are clamoring for increased gains 
and are increasing their PE allocations, 
moving away from underperforming 
alternative investments. 

Yet with $1 Trillion dollars in dry powder, 
high acquisition multiples, decreases in debt 
funding are making acquisitions more expensive then ever.  Syndicate deals have gone away and have been replaced - to some 
extent - with co-invement deals with the largest LPs and increases in GP equity commitments.  Putting more money to work in 
fewer deals with the backdrop of a lackluster IPO market and holding periods are extending.  Cheap debt and the ease of 
restructuring has disguised the problem but soon IRRs will begin to drop.  Firms therefore need to generate larger returns on their 
larger investments in an ever-more competitive market.  That is what we call the “Balancing Act,” attempting to meet the 
demands of the LPs, the GPs, banks, the market and portfolio companies all at once is onerous and it is only getting more 
challenging.   

How do you know which of your deals to fight for, which businesses to double down on, which and when to cut and run?  Every 
situation is different and open to a myriad of possibilities but we’ve distilled some guidance and as always happy to have a 
conversation on how we can help. 

With prices and multiples up and an unsure IPO market you need to buy quality assets and you need 
to pay sums that are manageable.  De-risk your acquisitions and deal pipeline by performing more 
than the routine (cursory) due-diligence, don’t guess at “synergies” or sales multiples, know what you 
are getting into before you’re into it.  

Cash is still king.  Debt will remain cheap over the short to medium term.  Invest and prioritize your 
cash to the quickest growing and highest margin sectors of your portfolio.  Those are the assets that 
will lead the out-sized gains and generate the cash needed when rates to go up and returns required 
when you sell. 
  
  
 With so few IPOs and so many more (as a %) corp acquisitions and PE bolt ons and trade-ups, you 
need to make your portfolio companies as attractive and efficient as possible.  Plan for the divestiture 
now, make the entity as easily acquirable as possible.  Think through the businesses next round of 
growth and the investment required. 

Balancing 
Act

Challenges

Solutions: Helping our cl ients to solve problems and drive 
improvement

Balancing speed with thoughtfulness. We once had a client that had just recently been acquired 
and were tasked with boosting margins 20% immediately.  Backs against the wall they tried to 
quickly push 30% of their work offshore in an effort to drastically reduce costs, and boost margins.  
Unfortunately their speed of action quickly led to more problems.  The cost reduction didn’t take 
effect, staff was frustrated having to re-do the offshore teams work and worst clients were 

threatening to leave.  It had completely backfired. Eight weeks after calling us we had diagnosed the problem and 
had put a new process in place that saved them $5 Million a year and turned around employee and client 
satisfaction.  Do not trade planning for speed.  In a follow-on engagement with that client we found we were able to 
modify and increase pricing, improving the top line as well. 

Balancing client demand and risk. Another client had the opposite problem, they rolled out a number of new, 
complex products which clients were clamoring for more quickly then the organization could deliver.  This was 
leading their newly won as well as their top long term clients to wait or potentially look elsewhere.  Talking to 
senior executives and clients we quickly found a solution that decreased client on-boarding times from six weeks to 
less than two days by consolidating and simplifying processes and working with the internal risk team that was 
previously seen as the bottle neck.  While the front office had pivoted to a new product, the risk and compliance 
teams had been left out of the conversation and had to adapt.  If the old way doesn’t work, or stops working, fix it 
and stop complaining. 

Balancing divestment and investment. We’ve supported multiple clients through their divestment process for one 
client we developed the strategy and planning for standing up the infrastructure required for the entity to exist on 
their own.  This enabled another PE firm to quickly acquire the firm with substantially reduced integration costs.  
One item that gets forgotten in the divestment process is investing in the business for the future, converting to 
upfront multi-year sales versus annual sales to pump up revenue may be typical, but it is not an investment.  We 
have often developed strategies for the divestCo to continue to improve upon the revenue, market, cost, etc. in the 
future with the new owner, or if the divestment process drags out. 

A c q u i s i t i o n  

H o l d i n g  P h a s e

D i v e s t m e n t  P h a s e

EBITDA multiples 
remain high 

 Debt-to-equity 
decreases as 
banks try to 
hold to 
guidance
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