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Up your IRR by reducing 
CEO turnover

A recent Humatica study looked at the high rate of 
CEO turnover in PE-backed portfolio companies, the 
root causes and its effect. In-depth interviews were 

conducted with over 20 funds to understand the 
issues better and provide pragmatic guidance on 

improvements. 
CEO turnover is high, and on the rise. A recent study 

by Alix Partners indicated that over 70% of CEOs 
don’t make it through the deal from start to finish. 
Humatica found that roughly half of these changes 

were unplanned, and that unplanned changes had a 
particularly negative impact on holding periods and 

IRR. The problems occur when the fund either doesn’t 
anticipate a change, or acts too late.  

Delays of 1-2 years are normal in these cases. So, what 
causes the variance?

In order to understand this, Humatica went deep 
with the interviewed funds to understand their 

investment processes. Surprisingly, there is still a 
very broad variation between funds on how assets 
are managed. The variation was driven by the size 
of the fund and target investment, and the type of 

investment. However, the largest driver of variability 
still appears to be the deal team and how they work 

with management. 
Across the board, there is consensus that deal teams 
don’t spend enough time ensuring that the CEO and 
organisation are set-up for successful execution of 
the value creation plan prior to its implementation. 
The norm is to assume the management is capable 

based on past success. Questions on their ability and 
competence only arise later when the results don’t 

come. 
This is an increasingly risky approach as the 

complexity of deals increases in an attempt to push 
returns in a full-priced market. The assumption that 
because a management team was successful in the 

previous round, that they will be able to implement a 
new and different plan in the next round is shaky.What 

got you there won’t get you there anymore. 
Humatica’s study indicated four up-front steps to 

reduce unplanned turnover and increase IRR. First, an 
open-book, joint development of the value creation 

plan between the management and sponsor. Second 
was to identify and address management capability 

gaps very early in the deal. Third was a focus on 
management process excellence in the specific 

functions driving realisation of the value creation 
plan. In particular, sales, product development and 

international expansion were often sited. Fourth was to 
ensure that the organisational structure and operating 

model was aligned with the value creation plan. 
Taking a bit more time up-front to ensure the 

management and organisation were enabled for the 
task at hand was estimated to reduced unplanned 

turnover by 50%. With normal 4-6 year holding periods, 
this has a big impact on returns. 

Humatica has a portfolio of tool-supported services 
used pre- and post-deal to ensure organisational 

alignment. In over 200 projects these have been shown 
to accelerate PE returns. 

For a copy of Humatica’s study or more information 

HumaticaCorner

Private equity deal activity 
and fundraising drops 
By Sam Birchall

There has been a slowdown in deal and fundraising 
activity during the second quarter of 2019, data provider 
Preqin has revealed in its quarterly update. 

Fundraising has dipped from the record heights reached 
in 2017/18 and there have been fewer transactions and 
lower valuations so far this year. 

Total fundraising for the quarter was $109bn (€96.7m), 
on par with Q1, but only 244 funds globally reached a final 
close. This is significantly fewer than the 399 funds that 
closed in Q2 2018, which itself represents a decline from 
503 funds raised in the year previously. 

The fundraising market remains crowded, with the 
number of funds reaching almost 4,000 at the start of Q3. 
Megafunds are claiming an increasingly larger slice of the 
fundraising market as investors put pressure on firms to 
raise capital sooner rather than later, before the cycle hits a 
downturn. This has led to much greater competition in the 
lower end of the market, Preqin said. 

Investors are growing ever more cautious as the value of 

buyout deals declines. Total deal value for the quarter was 
$75bn, marking a sharp decline from the $102bn recorded 
in Q1. As such, the challenges are greater than ever both for 
allocators and operators.

The exit market has also slowed which Preqin said is 
largely due to a fall in trade sales, with the number of IPOs 
and sales to GPs (secondary buyouts) remaining stable.  

Investors will be looking to make fewer commitments in 
the next twelve months with the proportion of investors 
looking to commit less than $50m rising from 48 per cent 
last June to 55 per cent this year.

With dry powder sitting at a new high of $1.54tn as of 
the end of June, the asset class is faced with the continuous 
challenge of deploying excess capital amid heavy 
competition for assets and higher purchase price multiples.

“For investors and fund managers alike, it will require 
more intensive analysis, more granular insights and more 
sophisticated strategies to succeed in private equity than 
ever before,” Preqin said. 

Family offices plan to increase 
private debt exposure
By Olly Jackson

Family offices are set to increase their 
exposure to private debt over the next two 
years to take advantage of returns in a low 
interest environment and as an alternative to 
depressed bond markets.

Research from Shearwater Aero Capital 
found that 63 per cent of surveyed 
institutions anticipate their sectors will invest 
more in private debt in the next two years. 
Only 13 per cent expect a decline.
The main drivers for this increase are the 
attractive returns offered in a low interest 
environment – 53 per cent said this was the 
main factor.

The anticipated monetary tightening in the 
US could have a bearing on demand for 
private debt funds. However, certainly in the 
UK and possibly Europe, interest rates are 
likely to remain relatively stagnant. This 
would provide comfort to private debt funds.

Of those polled, 27 per cent said the 
anticipated increase is as a result of bonds 
offering meagre returns; 16 per cent because 
stock markets will become more volatile.

“Our research shows family offices are 
placing a greater focus on investing private 
debt, and we are certainly seeing this through 
our fundraising,” Chris Miller, managing 
partner at Shearwater Aero Capital said.
“Family offices currently have around 10.7 per 
cent of their AUM in private debt, but our 
research shows that 32 per cent of family 
offices and wealth managers interviewed 
expect this to be over 12 per cent by 2022.” 


