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Despite the best efforts of the industry to define managers and
categorize strategies into neat, edifying labels, the distinction
between value and growth in private equity is more nuanced than
most assume. In a way, too, the blurring of this line in PE reflects the
evolution of the asset class and the managers within it, who have
developed a bias for what works and where the most consistent
returns can be found.

For instance, conventional wisdom suggests that when investors pay
less up front, it’s easier to achieve multiple expansion upon exit.
However, this perspective overlooks how hard it is to improve or
even maintain the trajectory of a company’s revenue and earnings
when pursuing growth from a standing start. In an increasingly
efficient market, purchase multiples often reflect the quality of the
target and its inherent risk profile. As a result, what traditionally has
been seen as a “value” multiple often isn’t a good value at all. 

Make no mistake, no investor wants to overpay for assets. And most
financial sponsors would prefer to “win” a deal based on factors
other than a willingness to pay more than the next highest bidder.
But it’s been our experience that it’s generally a better proposition
to invest in healthy and growing businesses -- paying higher but fair
prices to do so -- than to roll the dice on mediocre or unfit
companies in the belief that lower entry values equate to less risk or
higher potential upside. 

Clearview Capital’s evolution debunks many of the prevailing “truths” about value, 
while underscoring the advantages of a growth lens to invest in any market.
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Clearview's Evolution

1010 Washington Blvd.,  11th Floor,  Stamford, CT 06901
203.698.2777  |   www.ClearviewCap.com

 

Parsing the 'Value Vs. Growth' Debate in PE Page 2

An orientation toward growth can also shape our approach to ownership and value creation. Most
notably, our investment case is never premised on cutting costs. A growth philosophy will generally
entail investing in the infrastructure of acquired companies to accelerate growth, driving value over
medium- and long-term time horizons and instilling stability over the short term. 

We do this by building out the C-Suite and filling key roles that facilitate expansion activity; making
investments in technology and system upgrades to optimize and improve sales efforts; or through
the pursuit of strategic add-ons that either enhance market share or diversify revenue streams. The
ability to pursue these kinds of initiatives does indeed factor into the valuation calculus. Deals that
are priced to perfection, and assume 25% annual growth into perpetuity, leave little if any cushion
to make the necessary investments that promote long-term stability.

A fair value exists for every company and many acquirers will indeed overpay for assets in a frothy
environment. But while we may be paying more upfront for exceptional assets, we’re also acquiring
better companies that won’t buckle under the weight of our ambitions. 

Managing Risk
Through 
Momentum

At Clearview, when we launched as an unfunded sponsor 22 years ago, our early deals generally had
to tilt toward value. Markets were less efficient, and mispriced opportunities tended to be more
available in asset-heavy segments of the economy, within businesses that had significant flaws we
could rectify. 

Moreover, without a blind pool of capital, our ability to make follow-on investments to accelerate
growth once we stabilized a business was limited. Given the nature of the assets that filled our funnel,
value creation also entailed more remedial work at the onset of our holding periods, which delayed
the implementation of growth initiatives. Over our typical three- to five-year holding periods, there
was often little time remaining to grow through acquisition or to pursue more ambitious organic
growth once we established a solid foundation.

However, as Clearview developed a track record and raised dedicated funds, we also had the latitude
to refine our approach incrementally. We did this in several ways, over decades and over multiple
funds. But the shift to become a capital “G,” growth investor – if it could be characterized as a shift at
all – was far more subtle than the traditional dialogue around value versus growth might imply. 

'Buying Right' for Growth

“Buying right” should not presuppose the best deals will necessarily have the lowest multiples or
that lower premiums automatically equate to a wider margin of safety. It has been our experience, in
fact, that the opposite is true. 

Depressed valuations at entry, for instance, won’t help a company keep up with its debt payments
when the economy slows or liquidity dries up, and usually reflect risk in the company’s business
model. A better proxy for de-risking an investment can be found in excess cash flow and dependable
near-term growth. For us, this has proven to be true in both good economies and bad.

The most important lever to drive equity appreciation, by far, is profitable revenue growth. If we can
grow sales and double or triple earnings over a five-year timeframe – our goal and base-case going
into any deal – we’re confident in our ability to produce returns in any market, even when M&A
multiples trend lower. In this sense, “buying right” speaks to our conviction in being able to
accelerate top- and bottom-line expansion more than anything else. 



Debunking the 
Conventional 
Wisdom

...We've actually
enhanced the average

rate of multiple
expansion across our
realized investments
after our emphasis

shifted from value to
growth. 

Our evolution over the past two decades, however subtle, has proven to us that returns are
generally more attainable and consistent through a growth lens. Moreover, amid the firm’s
evolution, we’ve found that much of the prevailing sentiment across the industry doesn’t always
stand up to scrutiny.

Due in part to rising valuations across the market but also reflecting our willingness to pay up for
better growth potential, our entry multiples are substantially higher than they might have been 10
or 20 years ago. Our returns, however, have not suffered. Another unexpected outcome is that the
deals we’ve procured through more formal processes, while generally more efficient, have
somewhat outperformed investments secured outside of a formal auction.

And digging deeper into our performance attribution analysis, paying more hasn’t come at the
expense of multiple expansion as a lever supporting returns. We've actually enhanced the average
rate of multiple expansion across our realized investments after our emphasis shifted from value to
growth. This, again, may contradict the orthodoxy of dyed-in-the-wool value investors.
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Controlled Products Case Study

On the surface, the difference between growth and value philosophies isn’t always obvious.
Synthetic turf manufacturer Controlled Products, LLC, for instance, wouldn’t necessarily stand out
as a prototypical growth investment. Said another way, it’s not a pre-IPO SaaS startup most
associated with traditional growth equity strategies.

We acquired the company in March 2016 as part of an auction process. Controlled Products resides
in an attractive industry that enjoys recession-resistant attributes, compelling tailwinds fueling the
company’s end markets, and represents a fertile landscape favorable to both organic expansion and
acquisitions. The company also benefits from a highly capital-efficient business model and was
consistently producing a solid rate of growth prior to the investment. During our hold period,
Controlled Products ramped up its growth rate by investing heavily in sales and marketing to drive
an expanded distribution footprint, improved its digital marketing capabilities, completed two
acquisitions that enhanced geographic coverage and access to new customers, and created a
franchise model to reach underserved markets more quickly.

We paid an aggressive multiple at entry, but over the course of the investment, we increased
EBITDA more than 2.5x and positioned the company for continued rapid growth.  

Contrast this with an earlier Clearview Capital investment, American Furniture Manufacturing. While the effort achieved a successful outcome
for LPs, the deal today would be unlikely to make it out of our investment committee. Going in, there was significant “key man” risk due to a very
thin management team; we couldn’t grow market share without significant investments in fixed assets, such as a new warehouse; and the
company’s systems and processes precluded us from pursuing (and integrating) any add-ons without a significant IT upgrade. The company’s
end markets were also very much exposed to the economy and the consumer, making the business susceptible to cyclicality.

The entry valuation – at approximately 3x EBITDA – was certainly appealing on paper. At the same time, given our posture today, the upside
would not be attractive enough to absorb the operational and market risks or endure the longer runway to prepare the company to grow.



"Specializing" 
 in Growth

To be sure, the value-versus-growth debate tends to be more nuanced in private equity than
perhaps other areas in the financial markets. It’s also driven by perceived axioms that don’t always
hold up to scrutiny. 

Witness, for instance, the massive flows of capital currently gravitating toward the sector
specialists due to the belief that deep industry expertise automatically translates into better
investment decisions. But even the concept of “specialization” is rarely so black and white. At
Clearview, for instance, we don’t specialize in any one sector, per se, but our unique expertise lies in
professionalizing lower middle market companies to position these businesses for a rapid
acceleration of growth. This gives us the flexibility to pursue growth in any economic environment
and across different sectors as the backdrop changes.

Whatever the case, a myopic fixation on entry prices -- which many believe to be a proxy for
discipline in private equity – misses the truth that profitable growth is the surest way to both
manage risk and build value and is thus the best method today for generating risk-adjusted returns
on behalf of LPs.  
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