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G IVEN THE IMPERATIVE FOR value
creation in today’s private equity
marketplace, no PE firm can afford to
neglect deploying digitization in its
portfolio companies. This is especially
true since—as BCG’s research and analy-
sis have found—PE-owned companies, on
the whole, tend to lag behind their
non-PE-owned peers in digital maturity,
possessing fewer digital strengths and
less-developed digital capabilities and
efforts.

Yet the fact that PE-owned companies are
generally not found in the ranks of digital
champions—that is, best-in-class digital
leaders--—comes with some good news:
PE firms have the opportunity to unlock a
great deal of unrealized value in their
portfolio companies by joining those
ranks.

How DIGITAL CHAMPIONS

CREATE VALUE

A study BCG conducted last year showed
that digital champions outperformed peers
across several dimensions:

e Executives from 78% of digital champi-
ons surveyed by BCG said that their
companies enjoy a competitive advan-
tage over peers, benefiting from
offerings such as new digital services
and products.

e 62% of digital champions achieved
faster time to market than their
industry peers—by using, for example,
digital marketing, sales, and personal-
ization.

e 60% realized a superior cost position,
often by deploying future-ready tech
functions, digital platforms, and DevOps
approaches.

Using a survey with more than 100 data
points, BCG has conducted outside-in as-
sessments of the digital maturity of PE
portfolio companies. Using 8 key criteria
from BCG’s Digital Acceleration Index
(DAI), BCG’s analysis then compared the
results with the averages from their respec-
tive industries. (See the sidebar, BCG’s Digi-
tal Acceleration Index.)


https://bcg-com-stg.bcg.com/publications/2018/digital-maturity-is-paying-off.aspx
https://bcg-com-stg.bcg.com/digital-bcg/agile/devops/default.aspx

BCG'S DIGITAL ACCELERATION INDEX

Using BCG’s Digital Acceleration Index
(DAI) enables a company’s leaders to
identify opportunities for accelerating
the digital transformation journey. An
organization can determine its starting
point by first discovering its digital
strengths and weaknesses. Next,
comparisons made by benchmarking
against direct peers, the industry
average, or best-in-class digital leaders
help executives define an achievable
ambition level for their company,
develop an integrated roadmap for
reaching the targeted digital state, and
initiate their digital transformation.

What Is the Digital Acceleration Index?

BCG’s Digital Acceleration Index helps
organizations assess their digital
maturity—that is, uncover their digital
strengths and weaknesses, determine
whether their digital capabilities are
lacking or imbalanced, and evaluate how
well they perform against peers in digital
efforts.

The DAl enables comparisons with more
than 2,500 participating companies
across 37 business dimensions in the
four critical areas of digital maturity:

e Digitally driven business strategy,
e Digitalizing the core,

e New digital growth, and

e Digital enablers.

Responses to the DAI questionnaire
help determine which of the four stages
of digital maturity a company has
achieved for each of the dimensions and
activities:

e Stage 1. Digital Passive: At this
stage of digital maturity, business
functions and IT sometimes collabo-
rate on digital topics based on ad hoc

demands, but they do not align
unless those projects are executed
jointly. The company has not yet
defined a targeted state for digital
technologies and the organization.

e Stage 2. Digital Literate: At this
stage, the need for digital investment
is recognized and a roadmap to close
existing gaps is defined. Processes
are beginning to be digitized. Busi-
ness units, functions, and regions
execute digital initiatives, but they do
so in functional silos rather than in
conjunction.

e Stage 3. Digital Performer: The
business functions and IT jointly
build capabilities across all areas,
manage digital in an integrated way,
and build and commercialize digital
initiatives with success. Some
disruptive businesses are launched.

e Stage 4. Digital Leader: Digital is
embedded throughout the entire
company, including in its innovation,
value proposition, technology, and
operations. The organization outper-
forms its peers in key digital metrics,
and digital is seen as the key driver of
the company’s value. Digital strategy
and a roadmap are defined. Digital
initiatives contribute to strategy and
clear value is added.

The findings from the completed
assessment highlight the key areas in
which significant improvement is
required and capabilities are imbal-
anced. (See the exhibit.) The assessment
includes optional deep dives that
companies can undertake to target
specific, particularly critical dimensions.

Who Should Participate?
The DAI has already been proven to be a

valuable tool among top-level executives
and digital experts from more than 200
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BCG'S DIGITAL ACCELERATION INDEX (continued)

companies covering all industries and
geographies. Within some individual
clients, more than 1,000 surveys were

conducted across all business units and
functions to fully assess the corporate
group as a whole.

DAI Identifies Required Capabilities for Development and Areas for

Improvement

Your Maturity Assessment Review

Source: BCG.

In rating PE-owned companies against
their non-PE-owned peers, the assessment
criteria were:

e Having a digital-driven business strategy

e Digitizing the customer offering and
go-to-market approach

e Optimizing operations with digital
technologies and analytics

e Digitizing support functions

e Changing ways of working to focus on
business value, such as agile

e Drawing on data and technology
e Achieving new digital growth from new
digital products and services or from

incubating startups

e Integrating ecosystems

PE-OWNED FIRMS LAG IN

DIGITAL MATURITY

BCG has identified several PE-owned com-
panies—in the consumer fashion industry,
for example—that have achieved new digital
growth by using omnichannel capabilities to
address customer needs. But BCG’s findings
in its assessment suggest that, on the whole,
PE portfolio companies lag behind their in-
dustry averages on all 8 DAI criteria. (See the
exhibit, PE-Owned Companies Lag Behind in
Digital Maturity in Key Criteria.)

The assessments also revealed that:

e Company size does not drive the
differences between PE portfolio
companies and non-PE-owned firms.

e There is no clear difference in digital
maturity between US and European PE-

owned firms.

e Differences in digital maturity between
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EXHIBIT 1 | PE-Owned Companies Lag Behind in Digital Maturity in Key Criteria
SCORE ALONG 8 KEY DIMENSIONS
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Source: BCG Digital Acceleration Index survey.
Note: Sample size is 108 PE portfolio companies and 2,058 non-PE companies.

PE- and non-PE-owned firms vary across
industries. The gap is smallest in the
consumer goods and the technology,
media, and telecommunications
industries. These industries are more
focused than others on digital business
models, go-to-market strategies, and
product offerings. The difference is
somewhat larger in health care and
particularly large in industrial goods.

Another key finding is that PE-owned firms
that lag farthest behind in vision—that is,
that score lowest for having a business strat-
egy driven by digital—are also laggards
along every other criterion from the DAI
(See the exhibit, Where Do PE-Owned Firms
Fall the Furthest Behind Their Peers?)

STEPS TO TAKE NOW TO

CLOSE THE GAP

Responding to the following three impera-
tives helps PE firms maximize the return
from their investments in digital and
boost revenue growth, improve profitabili-
ty, and increase multiples at their portfo-
lio companies.

Start with the equity story and the role
digital will play. Before identifying which
digital value levers you want to pull, clarify
the role of digital in your company’s
overall value-creation and equity story.

Such clarification must include a thorough
assessment of industry-specific digital
trends, including the risk of digital disrup-
tion your company is facing. It should also
identify your digital opportunities as well as
the starting point of the portfolio company.

At BCG, we typically see two primary vec-
tors of digital value-creation as part of the
equity story: increasing a company’s effi-
ciency through digitizing core processes,
and finding new growth by building new
businesses.

Prioritize and sequence the use of digital
value-creation levers. After devising the
overall value-creation plan, you must
choose which digital levers to pull, and in
what sequence, by using three criteria:

e Return on investment
e Time to impact
e Fit with overall equity story

Quick wins, such as those achieved from
digitizing back-office support functions and
getting bottom-line increases, will be
achievable within 6 months. But it will like-
ly take 2 to 3 years before business-build-
ing digital initiatives yield measurable top-
line growth and other positive outcomes.
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EXHIBIT 2 | Where Do PE-Owned Firms Fall the Furthest Behind Their Peers?
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Source: BCG Digital Acceleration Index survey.
Note: Sample size is 108 PE portfolio companies and 2,058 non-PE companies.

Consequently, it is imperative that your
deal team find the right mixture of digital
initiatives—both short-term and long-
term—as part of your portfolio company’s
overall value creation agenda.

Define the role digital value creation will
play in your operating model. To define
value-creation plans that will maximize
returns and offer the most effective gover-
nance support to portfolio companies, PE
firms must also be clear about the role that
digital will play in their own operating
models. This role can typically be under-
stood by asking three questions:

e What digital resources do I need at the
fund level?

e How can I ensure that digital assess-
ment becomes part of every due
diligence effort and every value-cre-
ation plan?

e How can I offer the most up-to-date and
effective support to my portfolio
companies across industry sectors?

HEATH CARE
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Business strategy
driven by digital
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INDUSTRIAL GOODS

e Way of working
© support functions

Business strategy
driven by digital

New digital growth

ONGOING STEPS FOR PE FIRMS

When planning for the implementation pe-
riod, it is important to note that the digital
transformation of processes and entire
businesses takes time. While some results
can be realized quickly, a full digital trans-
formation may take several years, depend-
ing on the company’s starting point.

However the always-changing digital land-
scape takes shape down the road, PE firms
can be sure that digital tools and technolo-
gy will remain essential to competitive ad-
vantage and to optimizing top-and bot-
tom-line performance for the companies in
which they invest.

Meanwhile, the untapped value in today’s
PE-owned firms presents opportunities
right now for PE investors to create signifi-
cant value for their portfolio companies,
their own investors, and themselves. BCG’s
tools for digital value creation can help PE
firms start taking advantage of these op-
portunities immediately.
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