A FOCUS ON DEFENSIVE GROWTH

DEFENSIVE GROWTH COMPANIES BENEFIT FROM
LONG-TERM TRENDS THAT MAKE THEM LESS
SENSITIVE TO THE BROADER ECONOMIC CYCLE

There are many defensive growth themes
in our portfolio. Two examples include:

TECHNOLOGICAL ADVANCEMENTS

We target businesses that benefit from long-term structural trends rather than relying on cyclical
economic growth. Our aim is to build a portfolio that will be more resilient in an economic downturn
than the overall market. We are able to do this, in particular, in our high conviction investments by
selecting co-investments and secondaries that exhibit defensive growth characteristics. We also
tend to back private equity managers that share our investment philosophy, therefore the defensive
growth theme is also prevalent in our funds portfolio.
HOW DO WE ASSESS DEFENSIVE GROWTH?

We have a bottom-up approach, looking for
key business model characteristics that we
believe will ensure a company is resilient
through the cycle, rather than top-down
through sector or geographical allocations.
Examples of characteristics we look for include:
►►strong competitive position in a structural

growth market
►►high level of recurring revenues
►►high margins
►►strong cash flow
►►low customer concentration

Our focus on well-established businesses,
rather than early stage companies, enables us
to analyse performance through the last
downturn. This forms a key part of our due
diligence on co-investments, enabling us to
form a view on how resilient the business
would likely be in a recession.

In addition to the business characteristics
we also analyse the private equity manager’s
experience with similar businesses. Having
the right manager for a given asset forms
an important part of our investment thesis.
Similarly, our assessment of the portfolio
company management team is an essential
element of our due diligence process.
The valuation and capital structure of an
investment is also an important component of
our assessment of defensiveness. We look at
the debt terms and covenants to ensure that
the company can maintain flexibility through
the cycle. Most of the investments managed
directly by ICG include an element of structural
downside protection which also contributes
to the defensiveness of the portfolio.

COVID-19
There remains a huge amount of
uncertainty about how the COVID-19
outbreak, and its economic fallout,
will impact companies across the world.
The situation is rapidly evolving, and we
expect macro-economic pressure across
geographies for the foreseeable future.
While our underlying portfolio companies
are not immune to the impact of a global
pandemic, or a period of prolonged global
economic disruption, we believe private
equity’s active ownership model and
our focus on companies with defensive
growth characteristics will be resilient
in the long term.

►►Businesses embedding technology into work processes

to drive efficiencies
►►Shift towards cloud-based applications and software-as-a-service

(‘SaaS’)
►►Technology has enabled the collection and analysis of huge data sets

GROWTH DRIVERS
Businesses of all sizes are using
technology to standardise and
simplify everyday processes.

Demand for high-quality data
and analytics to guide strategy
and decisions.

Cloud-based software providing
more flexible, secure and
cost-effective alternatives.

Rise in e-commerce sites and
businesses supporting
e-commerce.

SECTORS IMPACTED
►►Business services

►►Consumer

►►Technology

NAVIGATING REGULATORY COMPLEXITY
►►Rising burden of regulatory compliance in many sectors
►►Greater focus on health and safety, safeguarding, environmental

issues and financial services regulation
►►Geographical variations in regulations, including at local level

GROWTH DRIVERS

CO-INVESTMENT DUE DILIGENCE PROCESS
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Analyse competitive position,
cash flow dynamics, margin
sustainability, recurring
revenues, customer
concentration and churn.

Assess the sensitivity
of the market niche to
GDP growth; analyse
company performance
in previous cycles; run
downside scenarios.

Consider the overall track
record including win and
loss ratios; investigate
relevant sector performance
and operational capabilities.

Evaluate the experience,
tenure and track record
of management, the
completeness of the team
and appropriateness
of incentives.

VALUATION
AND CAPITAL
STRUCTURE

Compare the valuation
to market multiples,
both current and through
cycles; assess the
appropriateness of financing
including covenants.

Adoption of technological
solutions to ensure and demonstrate
compliance with regulations.

Increasingly stringent fire protection
regulations across a range of
industrial and public space settings.

Smaller operators unable to bear
high compliance costs benefiting
scale players and creating
consolidation opportunities.

Businesses need specialist
consultants to help navigate
ESG reporting requirements.

SECTORS IMPACTED
►►Business services

►►Healthcare & education

►►Technology

►►Industrial

