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Integrating IVC:;
Combining investment
and operations expertise
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There are significant benefits to having investment
and operations teams working hand-in-hand, say
Partners Group’s Todd Miller and Paul Swaney

In a climate of high valuations, no one ar-
gues with boosting portfolio company
growth as the route to elevated returns. De-
spite continuing scepticism in some corners
of the industry, the emerging consensus is
that operating partners play a key role in the
pursuit of alpha.

The spread of operating teams is evi-
dence of that. All of the top 25 funds have
an internal operating group, according to
a McKinsey survey. However, few firms,
including those with assets under manage-
ment of more than $25 billion, have hired
in-house operations teams of more than 15.
Not so at Partners Group, where the inter-
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nal private equity industry value creation
(IVC) team already exceeds 35 professionals
globally, and is poised for more growth over
the next five years.

Given the firm’s investment in opera-
tional expertise, we asked Todd Miller and
Paul Swaney, respectively managing direc-
tor, private equity, Americas, and senior vice
president and head of industrials, Americas,
to explain how the investment and IVC
teams work together.

October 2019

How has the role of the industry

value creation team evolved
since it was first created?
Paul Swaney: We formed the IVC unit in
2011 and today have an in-house team that
is fully integrated into the investment pro-
cess. Todd and I are linked throughout the
entire investment process: at sourcing, exe-
cution and exit. The IVC team even sits on
the investment committee and has a vote on
the deals that we work on.

We are incentivised with the same com-
pensation structure tied to investment per-
formance. We have an institutionalised ap-
proach. We treat value creation as a science,
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not an art, and build standardised, repeata-
ble processes that we can scale.

Opver the last couple of years, the change
has been in scaling the IVC team at the senior,
mid and junior levels as we grow our direct as-
sets under management. We are also building
out some functional horizontals, including
sales effectiveness, marketing and procure-
ment, and already have environmental, social
and governance expertise. Personally, I cover
lean manufacturing and production globally.

Why do you need an IVC team?

Todd Miller: Our market is largely
mature and we believe fundamentally that
the way to drive superior returns is through
earnings growth and higher valuations. The
only way to do that is to have a very strong
operational philosophy that encompasses the
IVC team of industry experts and operating
directors, who are individuals who have run
companies, sit on our portfolio company
boards, and get their hands dirty alongside
management. We also deploy mid-level and
junior level resources that are all instrumen-
tal in executing on the value creation plan.

What's the difference between

the role of the investment and
IVC teams throughout the investment
lifecycle?
TM: People on the investment team have
generally grown up in the financial commu-
nity, whereas Paul’s team has a more strate-
gic background. The marriage of those two
skillsets is a real differentiator.

In early stage sourcing and origination,
there is a real collaboration between us. Some
of Paul’s team members have research back-
grounds and help us to spot secular trends
and evolving business models and assess spe-
cific assets that will benefit from those trends.
Then we network into those companies and
get to know the management team.

In underwriting, from our side, there is a
long list of things that need to happen that
are not fundamental to the company’s perfor-
mance and driving value but require transac-
tions skills, such as legal documentation, fi-
nancial due diligence, tax work, etc. We don’t
want our IVC team bogged down in that.

At that stage, we spend a lot of time
clarifying our investment hypothesis. The
evolution of a value creation plan is a real
partnership between the IVC and invest-
ment teams, although Paul’s team drafts it
and diligences whether it’s realistic.

Post-acquisition there’s a six-month

Partners Group Five "I"s of value creation

In-house
1 Dedicated, globally deployed team of industry specialists to
assess and control the progress on the operational value creation.

Integrated

Operational value creation approach and organisation is
integrated in the entire investment process from diligence to exit.

Investment committee
Value creation leadership are voting members of the investment
committee and therefore critical to making investment decisions.

Compensation and career paths fully aligned with investment
teams to ensure engagement of best in class industry specialists.

Institutionalised

2
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Standard, tried-and-true processes to identify and monitor
opportunities to move the bottom line.

“We treat value
creation as a science,

not an art”

PAUL SWANEY

process as we work shoulder to shoulder with
the management team to finalise the plan.
The investment team is very involved in any
M&A, but it’s the IVC team’s mandate to
drive many of the other initiatives alongside
management.

PS: As a firm we are not expecting to buy
low and sell high. On all of our deals, we're
underwriting a certain level of multiple con-
traction, which means we’re going to have
to underwrite a certain level of operation-
al improvement. A lot of my job is not just
considering what we could do, but also what
we can scale and diligence and bake into the
underwriting case.

Because of my background, T'll take the
lead during onsite due diligence on a manu-
facturing business. My role includes anything
from cost management to assessing the ca-
pacity of the site. I also deal a lot with ESG
topics. For example, health and safety is par-
ticularly important. I benchmark key data
on environmental compliance, water and air
permits, and safety reporting against a sim-
ilar competitor. We’ll always bring the deal
professionals along with us during diligence
because it’s an opportunity to further build
a relationship with the management team.

One of the most important things after
we close an investment is the onboarding of
a new portfolio company. At the beginning,
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we’re very hands-on as we set up the gov-
ernance structure. A significant part of my
job is spent codifying best practice around
functions, systems and governance.

Governance is key to the value creation
plan, so everyone knows his or her role from
the beginning in supporting the manage-
ment team. Once the governance struc-
ture is in place, we need to ensure that it is
ahered to until we exit.

A sale process or an IPO can be taxing
on a management team so our job is to make
sure that we stick to our standard process-
es. I work hands-on with multiple portfolio
companies at a time offering my specific in-
dustry expertise.

And at exit?

TM: Positioning a company to max-
imise value starts 18 months to two years be-
fore we really want to sell. At this juncture,
Paul’s team gets involved in developing the
marketing materials that explain the core
business model, the industry and the data,
as well as ensuring the underlying business
reality marries up with the key messages we
are promoting to potential buyers. The in-
vestment team will lead a sale process and
negotiate with potential buyers, but posi-
tioning the business properly is a partner-
ship between the investment team and IVC.

How would you describe

the interaction between the
investment and IVC teams?
PS: Todd and T go back and forth all the
time throughout the investment process.
We don’t work on separate work streams
and then meet up at the investment com-
mittee. Our desks are co-located.

Todd and his team could be putting to-
gether a teaser document that proposes we
can get 200bps of margin improvement on
an asset. I might look at it and say that I've
worked with similar companies with a similar
margin profile and we can probably improve
upon that during ownership, and so we will
diligence it a bit more intensively. Todd and
his team are constantly dropping by my desk.
We are in lockstep the whole way.

Is there an example you can
share where you've worked
together to create value?
PS: A few years ago, the management team
of a manufacturing business merged two
factories into one right before we closed the
acquisition of the asset, adding 30 percent

“The evolution of a
value creation plan

is a veal partnership
between the IVC and

investment teams”’

TODD MILLER

demand to a single site. I was deployed on
the ground for several months after clos-
ing. With the help of an external consultant
from my network we were able to smooth
the plant consolidation process greatly.

Meanwhile, as I was buried in the facto-
ry for 30-40 days that year, the investment
team worked on the original value creation
plan and underwriting thesis, and acquired
assets globally to scale the business. We
couldn’t put the brakes on the growth of the
asset while we were working through a plant
consolidation, so the collaboration of both
teams was critical for success.

The level of collaboration is

intense. Are your roles blurring?
TM: ‘Overlapping’ in certain areas might be
a better description. When we’re working
on an opportunity, I need a thought partner
and having one with a different background
to me is very helpful.

Who else contributes to the

success of an investment?
TM: We will typically have three external
operating directors sitting on the board of
a portfolio company. We pick them — board
construction is also a collaboration between
IVC and the investment teams — to comple-
ment our skill sets. These individuals usually
have an industry background.

He or she, for instance, might have been
the CEO of a competitor, or, if there’s a spe-
cific technology strategy at a company, they
might have run a related technology busi-
ness. Each director tends to get mapped to
a specific initiative and spends time working
on that. One of them will act as the lead op-
erating director or chairman. And our capi-
tal markets team assists raising debt financ-
ing or pursuing a public listing. m

What skills make the best IVC team members?

PS: My target profile depends on whether it’s a mid or senior level post, but in
general I look for significant operating experience where the individual has directly
managed people. It’s helpful if hires have a few years of consulting experience as well,
so they can take a top management view.

Investment teams are trained to take an executive perspective but most of my ex-
perience is bottom up on the line. Spending time at a consultancy helped me develop

a board level outlook.

Todd’s team gravitates more to the chief executive and chief financial officer and I
gravitate more to the chief operating officer and senior vice-president of operations.
Interestingly though, when we’re conducting due diligence, particularly at a factory, I
spend a lot of time talking to the production manager. I tend to show up in jeans so I
can really assess the machines and get into the detail.
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