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DEFINITIONS: 
•	 SME – small, medium enterprise

•	 PE – private equity

•	 MOIC – multiple of invested capital

•	 DPI – distributions to paid-in capital

•	 MM to MM PE is the strategy of acquiring mid-market 
size companies (EBITDA ~>$20M) and through roll-up or 
growth exiting when the company is still mid-market size 
(EBITDA ~>$50M). 

•	 SME to Lower MM PE is the strategy of rolling up small 
& medium sized companies (EBITDA ~<$10M) to create 
lower-mid market sized companies (EBITDA ~$20M) for 
exit.

INTRODUCTION:  
Distributions to Paid-In Capital (“DPI”) measures the cash 
returns to investors relative to their initial capital.  DPI offers 
a picture of liquidity and mark-to-market returns and is set 
apart from IRR reporting which of necessity can only be 
derived from comparables before the portfolio disposition 
at the end of a fund’s hold period.  The essence of DPI is its 
measurement of a fund manager’s success in growing and realizing value throughout the investment term in the form 
of ongoing distributions and exits. It provides a direct link to what investors ultimately seek: liquidity via regular cash 
distributions. Additionally, DPI’s simplicity makes it a useful tool for benchmarking and guiding allocation decisions.

This report considers how different private equity strategies may have different intrinsic DPI generating qualities – in 
particular, we evaluate how a SME to Lower Mid-market roll-up (“SME Buyout”) strategy in an open-ended structure 
with non-discretionary cashflow sweeps (ongoing and on exits) can generate superior run rate DPIs compared to 
traditional private equity approaches such as MM to MM PE (“MM Buyout”).

DISCUSSION:  
Private equity funds are typically structured as closed-ended vehicles, with limited interim distributions. In addition, 
the PE market is concentrated on businesses in the mid-market and larger (EBITDA ~>$20M), transactions that are 
characterized by acquisition multiples that can be significantly greater than 10 times. Such strategies tend to reinvest 
free cash flow into growth CAPEX to drive returns and rely heavily on leverage to augment these returns.  

In contrast, SME Buyout represents a less competitive segment within the PE sector, as evidenced by the significantly 
lower acquisition multiples.  SME Buyout tends to have the ability to generate higher operating and exit cash flows 
per dollar invested, thanks to these lower acquisition multiples (less than 7x) and higher relative multiple expansion 
upon exit. This, in turn, reduces the reliance on growth or leverage as a critical driver of returns.  The resulting higher 
distributable cash per dollar invested increases SME Buyout’s potential to produce DPI. 
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The following factors are a quick summary of what we believe are the key differences that drive SME Buyout’s ability to 
produce DPI.

SME Buyout (SME to Lower MM PE) MM Buyout (MM to MM PE)

1 Acquisition & Exit Multiples Lower Higher

2 Relative Multiple Expansion Higher Lower

3 Speed to Complete Roll-ups Quicker Slower

4 Speed to Exit Roll-ups Quicker Slower

5 Need for Growth Lower Higher

6 Need for Leverage Lower Higher

7 Distributable Cash Generation Higher Lower

8 Exit Distributions Frequent, Continuous Infrequent, Terminal

Let’s expand on these parameters in turn as expressed in an open-ended investment vehicle:

1)	 Acquisition Multiples:  Less than 7 times which, in businesses with good cashflow conversion, leads to superior run 
rate distributable cash flow (1/7 = 14%) and a larger percent of total returns being cash distributed on an annual, 
run rate basis.  7 times or less acquisition model is DPI maximizing.

2)	 Relative Multiple Expansion: Despite lower exit multiples, SME Buyout strategies experience higher relative multiple 
expansion.  Therefore, such strategies tend to generate underlying terminal IRRs which are higher than traditional 
MM PE and consequently lower the need to invest cashflow into growth as a return driver which in turn is DPI 
maximizing.

3)	 Speed to Complete Roll-ups:  We believe the capture of the multiple expansion from the rapid consolidation of low-
cost SME earnings streams into single lower MM earnings streams (do not pay for growth - acquire at less than 7 
times) is a superior return driver. However, consolidating SMEs, while accretive, requires a high level of integration 
and operational excellence due to smaller deal size and relative lack of technology, monitoring, reporting, and 
forecasting sophistication in SME businesses.  Fund managers must have the systems and technology to 
manage this complexity.  Acquisitions must be reliably integrated into sub-verticals which in turn act as single, 
consolidated operating entities for exit purposes.  Integration must be rapid and accurate to reduce investment life 
cycle time which is critical to IRRs.  A sub 48-month investment life-cycle timeline is DPI maximizing.

Integration Technology
Speed of Roll-ups

Consolidation and Exit Focus
Assembly Line of Roll-ups

Distributing Structure
Enhancements on Traditional PE

CCoonnssoolliiddaattiinngg  SSMMEEss  rreeqquuiirreess  aa  hhiigghh  lleevveell  ooff  iinntteeggrraattiioonn  
aanndd  ooppeerraattiioonnaall  eexxcceelllleennccee  dduuee  ttoo  ssmmaalllleerr  ddeeaall  ssiizzee  aanndd  
rreellaattiivvee  llaacckk  ooff  tteecchhnnoollooggyy,,  mmoonniittoorriinngg,,  rreeppoorrttiinngg,,  
ffoorreeccaassttiinngg  eettcc  ssoopphhiissttiiccaattiioonn  iinn  SSMMEE  bbuussiinneesssseess..    
MMaannaaggeerrss  mmuusstt  hhaavvee  aapppprrooaacchheess,,  ssyysstteemmss,,  aanndd  
tteecchhnnoollooggyy  ttoo  mmaannaaggee  tthhiiss  ccoommpplleexxiittyy..  

SSeerriiaall  ccoonnssoolliiddaattiioonnss  iinn  ssuubb--vveerrttiiccaallss  ccrreeaatteess  aann  
““aasssseemmbbllyy  lliinnee””  ooff  rroollll--uuppss

SSppeecciiaall  DDiissttrriibbuuttiioonnss  ––  eexxiitt  ssuubb--vveerrttiiccaallss  oonn  rreegguullaarr  ccyyccllee  
ttoo  ggeenneerraattee  ccoonnttiinnuuoouuss  eeqquuiittyy  rreettuurrnnss  ffoorr  iinnvveessttoorrss

FFooccuuss  oonn  aaccccrreettiivvee  mmuullttiippllee  eexxppaannssiioonn  ddrriivveerr::

§ AAvveerraaggee  aaccqquuiissiittiioonnss    55--77XX

§ AAvveerraaggee  eexxiittss    99--1111XX

DDoo  nnoott  ppaayy  ffoorr  ggrroowwtthh  --  aaccqquuiirree  @@  <<77  ttiimmeess

§ EEvveerrggrreeeenn//ooppeenn--eennddeedd  vveehhiiccllee

§ NNoorrmmaall  aanndd  SSppeecciiaall  DDiissttrriibbuuttiioonnss  ––  aallll  
ddiissttrriibbuuttaabbllee  ooppeerraattiinngg  ccaasshh  aanndd  ggaaiinnss  oonn  ssuubb--
vveerrttiiccaall  eexxiittss  sswweepptt  ttoo  uunniitthhoollddeerrss  oonn  nnoonn--
ddiissccrreettiioonnaarryy  bbaassiiss

§ SSppeecciiaall  DDiissttrriibbuuttiioonnss  ccaann  hhaappppeenn  wwiitthhiinn  hhoolldd  
ppeerriiooddss  ((ii..ee..  eeaarrllyy  rreettuurrnn  ooff  ccaappiittaall))

§ RReettuurrnn  hhaarrmmoonniizzaattiioonn  eennssuurreess  aallll  rreecceeiivvee  ssaammee  
IIRRRR  rreeggaarrddlleessss  ooff  ssuubbssccrriippttiioonn  ttiimmiinngg

CCaappttuurree  multiple expansion from the integration of very 
low-cost SME  market earnings iinn  sseerriiaall  rroollll--uuppss  ttoo  
ccrreeaattee  MMMM  ccoommppaanniieess

AAccqquuiirree  iinn  target sub-verticals ttoo  rreeaacchh  
ttrraannssaaccttaabbllee  ssccaallee  rraappiiddllyy  iinn  lleessss  tthhaann  4488  mmoonntthhss

SSttrruuccttuurraall  ffeeaattuurreess  ttoo  ffaacciilliittaattee  DDPPII  mmaaxxiimmiizzaattiioonn

CORE Returns INCREMENTAL Returns



COPYRIGHT 2024 4

4)	 Speed to Exit Roll-ups:  SME Buyout can have shorter timelines to go full lifecycle and allow earnings growth to 
be an ancillary return driver rather than a core requirement.  An assembly line of shorter life-cycle roll-ups is 
DPI maximizing.  The following is a simplified analysis of the return potential of SME Buyout versus MM Buyout 
accounting for the need to obtain higher exit multiples in MM Buyout and consequently having “smaller exit 
windows”:
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AAccccoouunntt  ffoorr  tthhee  lliinnkkaaggee  bbeettwweeeenn  SS&&PP  eeaarrnniinnggss  mmuullttiipplleess  aanndd  pprriivvaattee  mmaarrkkeett  mmuullttiipplleess  bbyy  aaddjjuussttiinngg  aann  aannnnuuaall  SS&&PP  PP//EE  sseerriieess  ddaattiinngg  bbaacckk  ttoo  11997711  ((aaddjjuussttmmeenntt  
wwaass  ttoo  rreedduuccee  ppuubblliicc  PP//EE  mmuullttiipplleess  ffoorr  aa  33%%  iilllliiqquuiiddiittyy  rreettuurrnn  pprreemmiiuumm  ttoo  ddeerriivvee  aann  iimmpplliieedd  ttiimmee  sseerriieess  ooff  pprriivvaattee  aasssseett  mmuullttiipplleess))..    Step 1:

LLiiqquuiiddiittyy  pprreemmiiuumm  aaddjjuusstteedd  PP//EE  sseerriieess  uusseedd  ttoo  eessttiimmaattee  ttiimmee  tthhee  pprriivvaattee  mmaarrkkeett  iiss  ttrraannssaaccttaabbllee  aatt  aannyy  ttaarrggeett  mmuullttiippllee  ((%%  ooff  yyeeaarrss))::Step 2:

AAddjjuusstt  rreeaalliizzaabbllee  eexxiitt  ttiimmiinngg  bbaasseedd  oonn  ttaarrggeett  mmuullttiippllee  ((mmuullttiippllee  ooff  bbaassee  eexxiitt  yyeeaarrss))::Step 3:

 Market “open” continuously Market “open” infrequently

5)	 Need for Growth:  SME Buyout larger relative multiple expansion and larger exit window translates into a shorter, 
more accretive time to go full life cycle – buy, integrate then exit – so it requires less growth than MM Buyout to 
generate the same returns as the simple example below demonstrates:

Results:

1

Assumptions:

SME MM

TTaarrggeett  aaccqquuiissiittiioonn  mmuullttiippllee 66 1100

TTaarrggeett  eexxiitt  mmuullttiippllee 99 1133

EEaarrnniinnggss  ssiizzee 55 2255

AAnnnnuuaall  EEBBIITTDDAA  ggrroowwtthh  rraattee 22..00%% 1177..44%%

UUnnaaddjjuusstteedd  eexxiitt  ttiimmiinngg  ((yyeeaarrss)) 11 11

EExxiitt  ppeerriioodd  aaddjjuussttmmeenntt  bbaasseedd  oonn  ttaarrggeett  eexxiitt  mmuullttiippllee 7766%% 4466%%

GGrroosssseedd  uupp  eexxiitt  ttiimmiinngg  ((bbaasseedd  oonn  ttaarrggeett  mmuullttiippllee)) 11..33 22..22

TToottaall  yyeeaarrss  ttoo  eexxiitt  @@  ttaarrggeett  mmuullttiippllee 33..88 44..77

SME Roll-up Period Exit Period
YYeeaarr  11 11..55 22 22..55 33 33..55 44
CCuummuullaattiivvee  EEaarrnniinnggss 55..00 1100..11 1155..33 2200..66 2266..00 2266..55
IInnvveessttmmeenntt  FFlloowwss --3300..00 --3300..00 --3300..00 --3300..00 --3300..00 223388..99
DDiissttrriibbuuttiioonnss 11..33 22..55 33..88 55..22 66..55 66..66
IIRRRR 13.6%

MM Roll-up Period Exit Period
YYeeaarr  11 11..55 22 22..55 33 33..55 44 44..55 55
CCuummuullaattiivvee  EEaarrnniinnggss 2255..00 5544..77 8899..88 113311..55 118811..00 220077..55 224433..66 228866..00 00..00
IInnvveessttmmeenntt  FFlloowwss --225500..00 --225500..00 --225500..00 --225500..00 --225500..00 22,,557744..00
DDiissttrriibbuuttiioonnss 66..33 1133..77 2222..55 3322..99 4455..22 5511..99 6600..99 7711..55 00..00
IIRRRR 13.6%

SSMMEE  ssttrraatteeggyy  ddooeessnn’’tt  rreeqquuiirree  aa  bbeett  oonn  outsized growth 
((wwhhiicchh  MMMM  ddooeess  aass  eevviiddeenncceedd  bbyy  tthhiiss  eexxeerrcciissee))  

SSMMEE  ssttrraatteeggyy  ggeenneerraatteess  ii))  hhiigghheerr  ddiissttrriibbuuttiioonnss  ppeerr  ddoollllaarr  iinnvveesstteedd  ++  ssiiggnniiffiiccaanntt  iinntteeggrraattiioonn  aanndd  ssyynneerrggiissttiicc  bbeenneeffiittss  ooff  ttaarrggeetteedd  
ssttrraatteeggyy,,  aanndd  iiii))  sshhoorrtteerr  hhoolldd  dduurraattiioonn

Conclusions:

6)	 Need for Leverage:  SME Buyout has less need for leverage to drive returns as high run rate distributable cash 
generated from low acquisition multiples and shorter times to exits coupled with greater relative multiple 
expansion are sufficient to generate 15%+ annualized returns with material annual DPI components on an 
unlevered basis. Compare this to the more typical 5-6 turns for MM Buyout strategies (JP Morgan Asset 
Management). The addition of debt consumes distributable cashflow until the debt can generate incremental 
growth and clearly adds investment risk – in a higher rate environment lower leverage tends to be DPI 
maximizing. 
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7)	 Distributable Cash Generation: Assets in an SME Buyout can be acquired at less than 7 times.  All things being 
equal, this approach should generate inherently higher levels of run rate distributable cash flow per dollar 
invested which is DPI maximizing.

8)	 Exit Distributions: Evergreen vehicles with non-discretionary ongoing and exit proceed sweeps are DPI 
maximizing. What is created is an “assembly line of roll-ups” in various stages of maturity and therefore an 
investor could expect a regular, frequent flow of special distributions from exits, rather than a single delayed 
terminal wind-up.

CONCLUSION:  
Analysis supports the conclusion that the SME Buyout space in a suitably structured open-ended vehicle can provide 
compelling DPI.  

SOURCES:  
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DISCLAIMER
Our reports, including this paper, express our opinions which have been based, in part, upon generally available public 
information and research as well as upon inferences and deductions made through our due diligence, research and 
analytical process. The information contained in this paper includes information from, or data derived from, public third-
party sources including industry publications, reports and research papers. Although this third-party information and 
data is believed to be reliable, neither Omnigence Asset Management nor its agents (collectively “Omnigence”) have 
independently verified the accuracy, currency or completeness of any of the information and data contained in this paper 
which is derived from such third party sources and, therefore, there is no assurance or guarantee as to the accuracy or 
completeness of such included information and data. Omnigence and its agents hereby disclaim any liability whatsoever 
in respect of any third-party information or data, and the results derived from our utilization of that data in our analysis. 
While we have a good-faith belief in the accuracy of what we write, all such information is presented “as is,” without 
warranty of any kind, whether express or implied. The use made of the information and conclusions set forth in this 
paper is solely at the risk of the user of this information. This paper is intended only as general information presented 
for the convenience of the reader and should not in any way be construed as investment or other advice whatsoever. 
Omnigence is not registered as an investment dealer or advisor in any jurisdiction and this report does not represent 
investment advice of any kind. The reader should seek the advice of relevant professionals (including a registered invest-
ment professional) before making any investment decisions. The opinions and views expressed in this paper are subject 
to change or modification without notice, and Omnigence does not undertake to update or supplement this or any other 
of its reports or papers as a result of a change in opinion stated herein or otherwise.


