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The Compounders
From Small Acquisitions to Giant 
Shareholder Returns

More information about the book at www.req.no/thecompounders

http://www.req.no/thecompounders
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Company Total Return CAGR IPO Year

Bergman & Beving 
share price return (+ spin-offs)

7,500× 20% 1976

Addtech 210× 26% 2001

Lagercrantz 120× 23% 2001

Lifco 21× 33% 2014

Indutrade 50× 22% 2005

Constellation Software 375× 37% 2006

Ametek 175× 16% 1990

Heico 1,100× 22% 1990

Judges Scientific 115× 24% 2003
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Introduction to Investment Strategy and REQ

Home outline

Introduction to REQ Capital and Investment Strategy
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REQ Group Structure
Company structure

REQ AS

Real estate Listed equities
Middle Office
άCŀƭƪέ

Commercial real estateinvestments Asset management company Operations & Compliance

75% 25%

*Rest ownedby employees

Founders External ownersÁ REQ Capital: Boutique asset management firm

Á Based in Oslo and Stockholm

Á Structure: UCITS Long Only

Á Single strategy: Listed Acquisition-driven 
Compounders

Á Two funds, one strategy: 

REQ Global Compounders and REQ Nordic 
Compounders

Home outline

Introduction to REQ Capital and Investment Strategy
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REQ Investment Approach

REQ manages two equity funds: REQ Global Compounders and REQ Nordic Compounders.

At REQ, our investment philosophy is ultra-long-term, focused on publicly traded companies with 
strong free cash flow, outstanding capital allocation, and a proven track record of shareholder value 
creation. Our portfolios are built around acquisition-driven compounders ς companies that have 
the acquisition of smaller private firms at the heart of their strategy.
 
These companies have two common core characteristics: High performing decentralized cultures 
and durable reinvestment engines.
 
They generate strong free cash flow and reinvest it at high returns for decadesτacross industries 
and geographies, free from legacy constraints.
 
Our primary objective is to deliver best-in-class long- term performance for our investors.  We 
combine deep fundamental analysis with qualitative insights to identify exceptional people, 
ownership structures, and cultures. 
 
As a partner-owned firm, we're fully aligned with our investors ς enabling us to design strategies 
optimized for long-term, best-in-class performance.
 

Home outline

Introduction to REQ Capital and Investment Strategy

REQ Global 
Compounders

Two funds ςone strategy

REQ Nordic 
Compounders
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Strategyin Brief

Á We invest in high-performing acquisition-driven compounders

Á These companies are excellent at sourcing and closing acquisitions in the private market at highly attractive multiples

Á Strong cash flow generation, which in turn is reinvested at high returns on capital

Á Management teams are excellent capital allocators and often own a significant part of these companies

Á We invest in decentralized business models

Á Exposure to a diverse array of small private companies spanning multiple end-markets

Á Dual engines of profitable growth (organic and through acquisitions)

Home outline

Introduction to REQ Capital and Investment Strategy
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Investment Experience
Lessonslearned

PeopleFinancials

Structuredidea
generation

Qualitativeidea
generation

Finding rockets Avoidingmeltdowns

Home outline

Introduction to REQ Capital and Investment Strategy
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The Best of TwoWorlds

High reinvestment rate

High return on capital

Dual engines of growth

Diversified cash flow streams

Low debt levels

High insider ownership

LowriskStrongreturns

Home outline

Introduction to REQ Capital and Investment Strategy
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The Two Core Engines of Outperformance

HIGH-PERFORMING 
DECENTRALIZED 
CULTURES
ÇEmpowering local leaders

ÇLean HQs

ÇChampion meritocracy and saying no to 
mediocrity

ÇSkin in the game (insider ownership & cash-
based incentives)

ÇStrong alignment between management 
and shareholders

ÇLong-term mindset reinforced by autonomy 
and accountability

DURABLE 
REINVESTMENT ENGINES 
Ç Investor-mindset management

ÇCapital allocation free from legacy or geographic 
constraints

ÇHigh-return reinvestments: organic + bolt-on 
acquisitions

ÇBias toward acquiring founder-led niche 
businesses

ÇRelentless discipline and repeatability in 
deploying capital

These two principlesτdecentralized excellence + 
reinvestment disciplineτallow compounders to:
Ç Sustain high ROIC
Ç Deliver consistent earnings growth
Ç Generate multi-decade, multi-bagger returns
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The 7 Pillars of Acquisition-Driven Compounding

1

2

3

4

5

6

7

Built to 
last

Seven principles behind 
exceptional 

compounders

The beauty of small markets
.

Leadership brewed from 
within
.

Roots of resilience

The dual engines of growth

Above-average 
entrepreneurship 

The best of two worlds

Growing big by staying small
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1) The Dual Engines Of Growth

15

3

1

2

Organic Growth
Á Focused innovation within niche markets

Á Strong customer intimacy

Á Incremental product improvements

Á Decentralized autonomy = faster decisions Programmatic M&A
Á Small, frequent, low-risk acquisitions

Á Targets: founder-led, niche businesses with 

20Ɖ30% margins

Á Highly disciplinedƊrarely pay more than 8× 

EBIT

Á Æ­ T żM z MJ«zŽ TXJӃ´

Á Retain founders as minority owners to keep 

entrepreneurial spirit aliveThe Power of Dual Engines
Á Organic + Acquired growth = compounding at scale

Á More stable than single-exposure companies

Á Extend runway through continuous reinvestment

Á Optionality: allocate capital where returns are 

highest
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2) Roots of Resilience

The Ficus Abutilifolia:  Roots Before Branches
ÇDeep roots = resilience

ÇAntifragile business models

ÇGrowth is fragile without foundation

ÇCompounding needs durability

Lifco: A Living Example
Ç 200+ companies = wide root system

Ç Diversified across niches & markets

Ç Decentralized, low-risk structure

Ç Built to endure and grow

Photo credits: tampa-tree.com
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3) The Best Of Two Worlds

Capital Allocation Flexibility 
ς Sustainable Upside

ÇDecentralized operations with centralized 
capital allocation

ÇHolding company = rational allocator (e.g., 
.ǳŦŦŜǘǘΩǎ .ŜǊƪǎƘƛǊŜύ

Ç Industry-agnostic approach enables 
opportunity-driven investments

ÇAcquisitions = evaluated like internal 
reinvestments (cash ROI focus)

Diversified Foundation ς 
Downside Protection
Ç Internal diversification: many subsidiaries 

across sectors & geographies

ÇNo reliance on a single product, customer, 
or market

ÇPortfolio resilience: mitigates shocks and 
downturns
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4) Above-average Entrepreneurship 

Owner Mentality
ÇFounders often stay post-acquisition

ÇOperate like ƛǘΩǎ their own money

Çά¸ƻǳ treat your own car better than a ǊŜƴǘŀƭέ

ÇHigh insider ownership = long-term alignment Strong Cash Culture
ÇObsession with cash flow over revenue

Ç Investments must pay back quickly

Ç Internal capital market = business units 
compete for funding

Ç9ȄŀƳǇƭŜΥ !ŘŘǘŜŎƘΩǎ ƛƴǘŜǊƴŀƭ ŎŀǇƛǘŀƭ ŀƭƭƻŎŀǘƛƻƴ 
discipline
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5) The Beauty Of Small Markets

Why small markets?

ÇThese companies ŘƻƴΩǘ chase massive markets. They dominate narrow, 

overlooked niches.

ÇOperating in the hinterland of the value-chain.

ÇCompetition is limited ς big PE firms usually skip smaller markets.

ÇAs market leaders, they set prices rather than take them.

ÇProducts are mission-critical and recurring, driving sticky customer ties.

ÇBusinesses are asset-light, low capex, and need little working capital.

Ç Global leader in demolition robots. 

Ç Grown sales 30x in 30 years ς earnings even more.

Ç 70% market share in a ~$300m market

Ç 30%+ operating margins

Ç Strong lock-in from mission-critical performance

Ç Operates in niche markets ~$200ς300m each

Ç 25ς30% market share in every segment

Ç B2B, engineered components with pricing power

Ç Aggregation of niches builds resilience + scale
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6) Growing Big By Staying Small

Decentralization as a Growth Strategy

ÇDecentralization is essential, not optional.

ÇEach business retains autonomy and entrepreneurial spirit.

ÇAvoids integration bottlenecks at group level.

ÇEncourages faster decisions, closer customer relationships.

ÇEnables high acquisition pace without complexity.

ÇPreserves small-business culture inside a large group.

Ç Over 100 acquisitions annually. 

Ç  6 independent operating groups. 

Ç No central integration ς decisions made locally. 

Ç Scaling enabled by structured decentralization.

Ç HQ runs with ~15 people
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7) Leadership Brewed From Within

Priotization of long-term 
value creation

Succession planning and
internal candidates

Leadership foster 
entrepreneurial spirit

Leadership demonstrate 
investment accument

Demonstrate a frugal ethosFounder mentality 
and long tenures
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Introduction to Acquisition-driven Compounders 

Home outline
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Analyzing Business Models

-Free cash flow to fund acquisitions

-Strong incremental return on capital

-No synergies expected

-No guidance to the market

-Buys demonstrated track records

-Prefers to buy private companies

-Small, frequent tactical acquisitions

-Inhouse M&A team

-Founder operators or family owned

-Heavy use of equity to fund acquisitions

-Weak incremental return on capital

-Expects synergies

-Short term guidance

-Buys turnarounds

-Buys listed companies

-Few, large deals

-Use of M&A consultants

-Purely institutionally owned

Home outline

Introduction to Acquisition-Driven Compounders
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A Private Strategyfor Public Markets

5-7 years

Use of debt

Long process

Operational 
involvement

Change

Permanent home

Free cash flow

Internal DD

Board member

Autonomy & reporting

FEATURES Private equity

Investment horizon

Financing

Due diligence

Governance

Post transaction

Acquisition-driven 
compounders

?No changeContinuity of culture

Home outline

Introduction to Acquisition-Driven Compounders
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Characteristics of an Acquisition-driven Compounder

Acquisition-driven compounders, often also called programmatic acquirers, are companies with private market 
acquisitions as an integrated part of their strategy for securing long-term growth and increased shareholder value.

Acquisition-driven compounders acquire small private niched businesses, frequently family-owned, with a solid financial 
record and organic growth, that often lack sufficient organic reinvestment opportunities to substantially absorb the cash 
flow they produce. Upon entering a permanent capital home, these small niched business continue to produce strong 
cash flow and acquisition-driven compounders can reinvest this pool of capital, generating higher returns on capital than 
their cost of capital for an extended period.

Many successful acquisition-driven compounders operate with a decentralized organizational setup and retain customer 
relationships and daily business decisions at the subsidiary level, letting acquired companies preserve their 
entrepreneurial independence. 

Common for the best acquisition-driven compounders is that they have slim HQs, whose focus primarily is dedicated to 
capital allocation and close follow-up of financial performance.

Home outline

Introduction to Acquisition-Driven Compounders

Source: REQ definition
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Total shareholder return ς 20 years*

Á Out of the best 30 stocks in the 
Nordics over the last 20 years -
acquisition driven compounders 
constitute 13 names = 43%

Å Out of the best 30 stocks in the 
Nordics over the last 10 years ς
acquisition driven compounders 
constitute 10 names = 33%

Best performing in Nordics TSR 20y

1 Fortnox 43032%

2 Vitec Softw are Group B 33494%

3 Lagercrantz Group B 19060%

4 Revenio Group Oyj 14591%

5 Protector Forsikring ASA 11779%

6 Addtech B 11460%

7 Kongsberg Gruppen ASA 10536%

8 Hexatronic Group 9852%

9 Vitrolife 8416%

10 Beijer Ref B 7932%

11 BioGaia B 7799%

12 Avanza Bank 6875%

13 Micro Systemation B 6347%

14 Bouvet ASA 6054%

15 Indutrade 5773%

16 Novo Nordisk A/S Class B 5681%

17 G5 Entertainment 5316%

18 OEM International B 5073%

19 Betsson B 5066%

20 Evolution 4962%

21 Addnode Group B 4558%

22 Bure Equity 4511%

23 AQ Group 4087%

24 Sw eco B 3884%

25 Atlas Copco B 3795%

26 AF Gruppen ASA Class A 3634%

27 DSV A/S 3564%

28 Hexagon B 3553%

29 Ambu A/S Class B 3383%

30 HMS Netw orks 3368%

Best performing in Nordics TSR 10y

1 Fortnox 6806%

2 Evolution 4962%

3 ChemoMetec A/S 4909%

4 Kitron ASA 2810%

5 EQL Pharma 2784%

6 INVISIO 2484%

7 Incap Oyj 2365%

8 Note 2029%

9 Vitec Softw are Group B 1949%

10 Qt Group Plc 1877%

11 MedCap 1682%

12 Kongsberg Gruppen ASA 1475%

13 Lagercrantz Group B 1462%

14 Lifco B 1433%

15 Bouvet ASA 1347%

16 Addtech B 1339%

17 Beijer Ref B 1294%

18 Mycronic 1199%

19 Harvia Oyj 1105%

20 Xvivo Perfusion 1085%

21 Hexatronic Group 1045%

22 Lundin Gold 1034%

23 Sectra B 1010%

24 HMS Netw orks 989%

25 BONESUPPORT 977%

26 Mips 975%

27 Wirtek A/S 971%

28 Aker BP ASA 967%

29 2020 Bulkers Ltd. 956%

30 Bufab 952%

Source: Factset per 2025-02-24
* For the period or as long as they have been listed

Total shareholder return ς 10 years*
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Superior Long-Term Share Price Performance ς Nordic 10Y
10-year indexed share price performance 

Nordic acquisition-driven compounders up 8x

Source: Factset as of 2014-01-01 to 2025-06-30
Note: Average for companies by REQ identified as acquisition-driven compounders listed during the full period. We have not adjusted for spin-offs of Addlife, Momentum Group and Epiroc, 
which would increase the overall performance.
Assa Abloy, Addtech, Beijer Ref, Lagerecrantz, Addnode, Bergman&Beving, Ependion, Indutrade, OEM, Xano, Beijer Alma, Hexagon, Atlas Copco, Nibe, AQ Group, Vitec

Home outline

Introduction to REQ Capital and Investment Strategy

CAGR 20.6%

CAGR 7.4%

CAGR 8.8%

CAGR 13.1%

227
263

862

413

50

500

OMX Allshare Sweden MSCI World Acquisition-driven compounders Berkshire Hathaway
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Superior Long-Term Share Price Performance ς Nordic 20 years
20-year indexed share price performance 

Nordic acquisition-driven compounders up 40x, Berkshire Hathaway up 8.3x

28

Source: Factset as of 2005-01-01 to 2025-03-31
Note: Average for companies by REQ identified as acquisition-driven compounders listed during the full period. We have not adjusted for spin-offs of Hexpol, Addlife, Momentum Group and 
Epiroc, which would increase the overall performance. Assa Abloy, Addtech, Beijer Ref, Lagerecrantz, Addnode, Bergman&Beving, Ependion, OEM, Xano, Beijer Alma, Hexagon, Atlas Copco, 
Nibe, AQ Group

CAGR 17.9%

CAGR 10.9%

CAGR 7.3%

CAGR 6.5%

2,929

410

363

827

50

5,000

Acquisition-driven compounders OMX Allshare Sweden MSCI World Berkshire Hathaway
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Superior Long-Term Share Price Performance ς Global 10Y
10-year indexed share price performance  

Global acquisition-driven compounders up 5x, Berkshire Hathaway up 3x

Home outline

Source: Factset as of 2015-01-01 to 2025-06-30
Note: Average for companies by REQ identified as acquisition-driven compounders listed during the full period:
Heico, Diploma, Halma, Judges Scientific, Roper Technologies, Illinois Tool Works, Dassault Systems, Brown&Brown, DCC, Ametek, Nordson, Teledyne, Constellation Software 

Introduction to REQ Capital and Investment Strategy

CAGR 14.9%

CAGR 11.8%

CAGR 11.2%

CAGR 8.8%

526

300

236

325

0

100

200

300

400

500

600

Acquisition-driven compounders S&P 500 MSCI World Berkshire Hathaway
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Superior Long-Term Share Price Performance ς Global 20 years
20-year indexed share price performance 

Global acquisition-driven compounders up 23x, Berkshire Hathaway up 8.3x

30

Source: Factset as of 2005-01-01 to 2025-06-30
Note: Average for companies by REQ identified as acquisition-driven compounders listed during the full period:
Heico, Diploma, Halma, Judges Scientific, Roper Technologies, Illinois Tool Works, Dassault Systems, Brown&Brown, DCC, Ametek, Nordson, Teledyne 

CAGR 16.6%

CAGR 10.9%

CAGR 8.3%

CAGR 6.5%

2,319

492

353

826

50

500

5,000

Acquisition-driven compounders S&P 500 MSCI World Berkshire Hathaway
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Programmatic Acquirers Outperform Other Acquirers*
A 2022 study on 993 acquirers show that programmatic acquirers outperform other acquirers

Home outline

*The Performance of Acquiring Firms in the Nordic Market - Return Characteristics of Single, Traditional, and Programmatic Acquirers
Thomas Lie and Markus Martinsen, Norwegian School of Economics, 2022

Introduction to REQ Capital and Investment Strategy
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Segmentation of Acquirers

Home outline
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Segmentation of Acquisition-driven Compounders
Twotypes of strategies

Specialists Generalists

Niche players: Focusing on a single vertical 360 degree opportunity set for growth

Size of vertical? 

Growth drivers?

Market penetration? Scalability?

Group structure? Integration? 

Regulatory risk? Cyclicality?

Internal M&A capacity?

Divisional CEOs? Spin offs? Group 

structure? 

Market penetration less relevant

Less regulatory risk?

Investment analysis considerations: Investment analysis considerations:

Home outline

Segmentation of Acquirers
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Specialists & Generalists
Perspectiveson Acquisition-driven Compounders

Acquisition-driven compounders can be analytically confusing at first glance. From a 
30,000-foot view, what you see might look like a mess. The logical conclusion may be to 
embark on integration efforts as these businesses seem ripe for serious cost and sales 
synergies. A closer look at the highest-performing companies in the universe reveals a 
collection of decentralized and autonomous business units, each protecting its 
entrepreneurial independence. Many of these businesses have distinct cultures, but they 
all thrive on ownership and autonomy enabled by decentralization. Therefore, finding 
the right balance between decentralization and integration represents an ongoing battle 
with temptations and difficult tradeoffs. 

The book "Billion Dollar Lessons1ά has a chapter on deflated rollups, companies rolling up 
a single vertical of companies. The author provides numerous case studies that resonate 
with our own experiences, documenting instances when these rollups faced failure. One 
lesson that characterized many failed rollup attempts stood out: "Buying a string of rock 
bands to form an orchestra." The architects of these rollups assumed they could benefit 
from both decentralization and integration. In his study, the author concluded that the 
rollups could choose either decentralization or integration but not both. Herein lies one 
of our takeaways from spending time in the field: forced synergies rarely unfold as 
modeled in Excel. The sacred multiplier in these organizations ς a vibrant entrepreneurial 
culture ς must be nurtured, regardless of the sacrifice.

Furthermore, the author also outlined three additional failures commonly associated 
with rollups that strongly resonated with our own observations:

ω Rollups required an unsustainably fast rate of acquisitions.

ω wƻƭƭǳǇǎ ǿŜƴǘ ŦƻǊ ǎŎŀƭŜ ǘƘŀǘ ǿƻǳƭŘƴΩǘ ǇǊƻŘǳŎŜ ŜŎƻƴƻƳƛŜǎΦ {ƻƳŜǘƛƳŜǎΣ ǊƻƭƭǳǇǎ ǿƻǳƴŘ ǳǇ 
with diseconomies of scale.

ω /ƻƳǇŀƴƛŜǎ ŘƛŘƴΩǘ ŀƭƭƻǿ ŦƻǊ ǘƘŜ ǘƻǳƎƘ ǘƛƳŜǎτand it seems every rollup runs into tough 
times at some point.

Brent Beshore, CEO of Permanent Equity, once shared a fascinating glimpse into the ups 
and downs of integrating small businesses. It speaks to the metaphor of buying a string of 
rock bands to form an orchestra. It might look good in Microsoft Excel; however, it's hard 
to model real-life interactions with human beings carrying different personalities in a 
complex system we call organizations.

In 2006, B&B Tools ς a company with a 100-year heritage successfully executing the 
decentralization playbook ς pursued the "One Company"  approach, representing a 
decade-long centralization plan. The aim was to centralize everything, hoping to extract 
synergies from integrating product companies with wholesale and the many reseller 
companies in the group. The efficiency gains looked great on paper, but they never 
materialized. The company ς now back to its original name, Bergman & Beving, after 
spinning off assets ς has been on a cleanup mission ever since (continued).

All businesses internally is a disaster . . . Almost every operator I know is just trying to go 
as hard as they can, and you're putting your finger in the leaks and working your tail off 

all day long . . . If you're putting your head down and you're a founder dominant 
organization with very little scale, with very little structure, how in the heck do you slam 
together two, three, four, five of these things and somehow standardize... I mean, it is 
like the most mindbogglingly difficult thing. You can produce a lot of EBITDA for a short 

period of time and then the wheels come off.

Home outline

Segmentation of Acquirers
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Specialists& Generalists
Perspectiveson Acquisition-driven Compounders

For classification purposes, plenty of excellent and detailed frameworks exist2. 
To keep it simple, we find it helpful to split acquisition-driven compounders 
into two broad buckets: specialists and generalists. 

The Specialists

One frequently comes across centralized specialists exposed to narrow verticals 
in the specialist category. The failed rollups mentioned earlier are usually found 
within this group. These setups prioritize comprehensive operational 
integration, often pursuing cost synergies and economies of scale. Furthermore, 
there is a tendency to adopt a hasty approach to growth characterized by an 
unsustainably rapid pace of acquisitions, aggressive guidance, and high leverage. 
Our observations indicate that this rushed approach, often involving financial 
engineering, is a response to the inherent size constraints of the narrow 
verticals they target.

In the specialist category, we prefer global specialists with decentralized decision-making and a 
focus on customer intimacy, particularly those operating in large and fragmented markets. 
Synergies are welcomed but not forced. Moreover, we favor vehicles that embrace an industrial 
mindset and pursue a self-financed route to value creation. In our experience, these traits help 
mitigate some of the drawbacks commonly associated with centralized specialists exposed to 
narrow verticals.

Fredrik Karlsson, former CEO of Lifco (now CEO of Röko) 

The Generalists

The generalist bucket allows for more flexibility. They often hone in on multiple verticals, either 
with recurring characteristics or unrelated themes. Multiple verticals expand the growth 
runway while allowing for domain expertise like a specialist. Among those we like best, 
synergies are often welcome but not forced. Viewed from the outside, they seem to focus on 
specific niches; in practice, however, they are often not limited by any particular sector. They 
learn as they move from one domain to a new one. To flesh this out a little bit more: a 
generalist acquirer like Lifco has three segments; one of them is called ά{ȅǎǘŜƳ Solutions," with 
its subset of themes, where they put anything that does not belong in the other two boxes 
(Dental and Demolition & Tools). Similarly, with Lagercrantz and their άbƛŎƘŜϦ and 
άLƴǘŜǊƴŀǘƛƻƴŀƭϦ segment which serves the same purpose (continued).

Home outline

It's really difficult for some people to understand what decentralization is because they've never 
experienced that, so they ask about synergies all the time. And it's very difficult to tell them we 
don't care about synergies. If they come, they come, but it's not why we invest in the company. 

We buy good businesses.

Segmentation of Acquirers
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Specialists& Generalists
Perspectiveson Acquisition-driven Compounders

In effect, the segment's name doesn't carry much significance internally as they are ς 
first and foremost ς investors hunting for great businesses at compelling forward 
returns. 

Yearly gatherings and academies sharing best practices on pricing, working capital, and 
numerous other things help generate organic uplift ς an essential contributor to overall 
growth. Simple profit goals related to cashflow conversion and predictability teach 
everyone that sales growth has to be calibrated with the cost of deploying capital. 

Furthermore, among the best, we often see a well-developed pricing culture and a keen 
awareness of what contributes to cash flow growth and what does not (e.g., discounts). 
Hence, one typically finds value-based pricing replacing the legacy of cost-plus pricing 
after onboarding new companies. Moreover, testing and failing are also allowed, helped 
by the confidence boost you get when part of a larger unit. The aim is to maintain 
entrepreneurial drive while prioritizing cash flow and a self-funded cadence to growth; 
striking the correct balance is paramount and a key differentiator.

The level of decentralization among specialists and generalists varies. Some companies 
practice a decentralized model on the platform level while extracting synergies within 
the platform, adapting to the business dynamics of each particular platform. Moreover, 
cooperation within and between the various business units also occurs. However, the 
most successful practitioners let the decision originate from the individual level and not 
through a top-down approach.

Niklas Stenberg, CEO of Addtech3:

A Negative Flywheel of Incentives

A common thread among deflated rollups is a financial engineering mindset underlying a 
rushed approach to value creation, chasing "deals" not through the lens of great investments 
and often with aggressive guidance incorporating future acquired sales and synergies. The 
result is often added fragility throughout the ecosystem of stakeholders. Hence, we often 
observe a negative flywheel of incentives rooted in the structural size constraints of rolling 
up a narrow vertical.

The framework and labels presented here should come with a caveat, however. Companies 
are organisms in a dynamic environment. Some companies start with a single product niche 
and gradually expand into other verticals and, eventually, become more of a generalist as 
they go along. Case in point; in the 1990s, Diploma experienced that their traditional core 
businesses matured into cyclical, lower-margin companies. As a result, they launched a new 
acquisition program to diversify into new, more attractive sectors.

(continued)

We don't push synergies; if you ask me, the decentralized responsibility is more important 
than anything else. If we start taking too many decisions top down, then we will ruin the 
whole culture. So that will never happen as long as I'm here. But, of course, we urge for 
cooperation within the units since they are working on similar fields, like the battery group 
with 14 battery companies. They have similar suppliers, similar production needs, with 
similar R&D. Of course, they cooperate quite a lot. And, also between the companiesΧ.We 
gather once a year where all the MDs are meeting andΧthey sit down with gin and tonic or 
water, whatever, and you can really hear how they are discussing business opportunities 
and that is because they are driving their own business and are responsible for their own 
P&L.

Home outline
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Specialists& Generalists
Perspectiveson Acquisition-driven Compounders

There was no master plan from the start; it was all layers of iterations as they learned 
along the way. A similar story with Lagercrantz when Jörgen Wigh joined as CEO in 
2006; he approached the situation with a fresh perspective and promptly addressed 
the competitive challenges and margin erosion within the distribution of electrical 
components and telecom. Armed with this insight, Lagercrantz expanded into more 
expansive product niches, diversifying across higher-margin companies with longer 
product life cycles, owning the IP outright. 

Zooming out, despite our efforts in categorizing these types of companies, one 
realizes that the labels thrown at the best-performing ones are somewhat limited in 
portraying what happens behind the curtains. The focus tends to be fully anchored on 
the acquisition engine, while the second engine of growth ς the organic growth 
unleashed by entrepreneurial energy ς goes unnoticed by most observers. In effect, 
we don't fully acknowledge the reasons behind these companies' long-term 
fundamental track records. The business-building mentality ς in addition to a 
successful acquisition engine ς is something we find particularly interesting.

Ulf Lilius, CEO of Momentum Group

Structure, Cooperation, and Entrepreneurial Energy

Jörgen Wigh, the CEO of Lagercrantz, once emphasized a perspective on synergies that 
we are particularly fond of, synergies in the form of injecting energy and structure.4

Organizational psychology has a term called "crowding out," which may explain why a 
singular focus on external rewards for completing an activity might lower the intrinsic 
desire to perform that task. The crowding out phenomenon underscores the importance 
of decentralization and a better understanding of incentive structures that work with 
carrots, not sticks. In the book "The Evolution of Cooperation," Robert Axelrod also 
shares many of the same lessons regarding human motivation that echo this sentiment: 
"You provide freedom from the top and get rewarded from underlying companies that 
feel the freedom." (continued).

Underperforming companies are mostly worse than they look, and good 
companies are mostly better than they look. We don't have the management 
time to buy underperforming companies and are not superheroes to change 
them. We are not a PE turn around company. We are in the technical trade. We 
love people. We love customers. We like to build.

Home outline

What we bring to the table is really two things: it's a structure and its energy. You need to 
realize that it's usually in sort of a succession sort of phase that we come in as new 

owners. And we find that sometimes we find companies that have been sort of 
complacent a bit and they need new energy. There might be some discussions between 

the older generation and the younger generation and when we come in you loosen things 
up, you get new energy, you get some professionalism in, so we add energy, we add 

structure. We have a lot of things going on with the companies but it's not about finding 
new synergies between the companies, that should come from the companies themselves.

Segmentation of Acquirers
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Specialists& Generalists
Perspectiveson Acquisition-driven Compounders

Summary

In the specialist category, we exercise caution when dealing with centralized rollups 
exposed to narrow verticals. Instead, our focus centers on global specialists with 
decentralized decision-making processes, operating in large and fragmented markets. In 
the generalist category, we favor decentralized generalists with domain expertise across 
specific themes or those adopting a more sector-agnostic approach. Furthermore, we 
favor vehicles with an industrial mindset and a self-funded path to value creation. 

Moreover, capital allocation is typically centralized, while operations are fully 
decentralized, albeit with lead generation ς and sometimes small bolt-on acquisitions ς 
initiated from the business units. Synergies are welcomed but not forced. 

In effect, this is the laissez-faire approach to efficiency gains where the entrepreneurial 
spirit is the forcing function; cost efficiencies are sacrificed in the belief that the 
cumulative impact of ownership, autonomy, and entrepreneurial spirit will offset them. 

We believe the best generalists and specialists operate with the same ethos as great 
long-term investors. They provide click-and-buy public investors with intrinsically 
diversified operations across private markets and long runways for growth. 

Sources and further reading: 

1. Billion Dollar Lessons

2. Scott Management / Demesne Investments / Canuck Analysts / Redeye

3. Carnegie Trading Companies Seminar 2022 

4. Acquisition-driven compounders Event March 8, 2023
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One, you have to believe it because you have to pass up at times apparent cost savings 
on the belief that the loss of entrepreneurial spirit and ownership will more than 
overcome what you might save by having a common account receivable department or 
something like that, or a common sales force. You just have to believe that. ¸ƻǳΩƭƭ do a 
lot better if you lived it for a while and had to deal in a corporate environment, where it 
just stifled people like that.

Nick Howley, CEO Transdigm,  50X Podcast July 2022

Segmentation of Acquirers

https://www.amazon.com/Billion-Dollar-Lessons-Inexcusable-Business/dp/1591842891
http://www.scottlp.com/letters.html
https://exploringcontext.substack.com/p/studying-serial-acquirers?s=r
https://www.redeye.se/api/articles/download-file/110d0591-5f3f-36d8-a265-5be99f84b862
https://www.redeye.se/video/event-presentation/888854/lagercrantz-ceo-jorgen-wigh-presents-at-redeye-serial-acquirers-event-march-8-2023
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Examples from the Nordic Universe
Segmentationof Acquisition-driven Compounders*

Specialists Generalists

Addtech

Addlife

Bergman & Beving

Christian Berner

Idun Industrier

Seafire

Teqnion

Medcap

Momentum Group

Volati

Xano Industrier

OEM International

AQ Group

Addvise

Atlas Copco

Beijer Alma

Boreo

Indutrade

Humble Group

Lagercrantz

Lifco

Storskogen
Vitec

Sdiptech

Addnode
Afry

Beijer Ref
Bufab

Hexatronic
Hexpol

Karnov Group
NCAB
Nibe
Omda

Schibstedt
Swedencare

Sweco
Systemair

Vimian

Bravida

Exsitec

Fasadgruppen

Green Landscaping

Instalco
ISS

Knowit

Lindab

Norconsult

Nordic Waterproofing

Norva 24
Rejlers

Wall to Wall Group
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*The universe of acquisition-driven compounders comprises around 300 companies worldwide; however, not every company aligns with our preferred criteria for consideration.
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Examples from the Global Universe
Segmentationof Acquisition-driven Compounders*

Diploma

Halma

Ansys

Heico Corporation

Atkore 

SDI Group

Constellation Software

DCC
Pluribus Technologies

Epsilon Net

Nordson

Software Circle

Tyler Technologies

TerraVest Industries

Perimeter Solutions

IDEX

Wolters Kluwer

Ametek

Fastenal

Interpump

Chapters Group

TransDigm

Judges Scientific

Roper Technologies
Converge Technology Solutions

IMCD
Zigexn
Topicus

CSW Industrials
Danaher

Sygnity

Amphenol

DisocverIE

SeSa

Reply 

Bunzl

Lumine Group

Dassault Systemès

Eurofins Scientific
AutoNation
Berry Global

Dentalcorp

HireQuest 

Waste Management

SiteOne Landscape Supply

Watsco

Novanta

Comfort Systems

Alimentation Couche-Tard

TopBuild

Brown & Brown

Kelly Partners

Boyd Group

Ferguson

Ashtead

Rollins

POOLCORP

Keywords Studios

CDW Corp

Thermo Fisher

Nemetschek

OneWater Marine

LVMH

Home outline
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*The universe of acquisition-driven compounders comprises around 300 companies worldwide; however, not every company aligns with our preferred criteria for consideration.

Specialists Generalists
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Lth ƻŦ ά!Ŏǉǳƛǎƛǘƛƻƴ-ŘǊƛǾŜƴ /ƻƳǇƻǳƴŘŜǊǎέ ƛƴ {ǿŜŘŜƴ
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Source: Company websites/reports as of June 2025.

We have in Sweden in recent years seen many acquisitive 
companies IPO. 

The most recent IPO of an acquisitive company in Sweden 
was in March 2025 (Asker Healthcare). We have not 
counted spin-offs as IPOs.

The companies that we own in the REQ Nordic 
Compounders portfolio have on average been listed for 
18 years (median company has as well been listed for 18 
years). 
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Characteristics of Programmatic Acquirers 



43

IdentifyingAcquirerCharacteristics*
Programmatic acquirers are often categorized as companies completing small deals with a frequency

*McKinsey  - How lots of small M&A deals add up to big value ς Definition of programmatic is when a 
company makes two or more small or mid-sized deals p.a.
** McKinsey  - How lots of small M&A deals add up to big value

Large deals

Tactical

Programmatic

Selective

Organic

EV 
acquired

# of deals p.a. High

High

Low

Type of acquirers according to McKinsey
Programmatic acquirers achieved excess total returns to shareholders that were 
higher than the median**

2

1

0

-1

-2

-3

-4

-5

Programmatic M&A      Selective M&A      Large-deal M&A      Organic M&A

Upper 90% confidence interval

Median excess TRS

Lower 90 confidence intervall

TRS = total returns to shareholders. Global 1,000 comprises companies that are 
among top 1,000 by market capitalization; excludes companies headquartered 
in Africa and Latin America.
Source: Global 1,000, 2017; Thomson Reuters; Corporate Performance Analytics 
by McKinsey

Median excess TRS for companies that remained in the Global 1,000 from Dec 2007 to Dec 2017,1 %

Home outline
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WhatProgrammaticAcquirersDo Differently*

*McKinsey study  - Practice makes perfect: What sets programmatic acquirers apart.
Programmatic acquirers n = 321, For all other companies n = 961

In M&A strategy and sourcing, respondents at programmatic acquirers are more 
likely than others to strongly agree that their companies take measures to align 
M&A strategy with corporate strategy.

Companies with a programmatic approach to M&A set go/no-go criteria for each stage 
of a deal.

Home outline

26

15

All programmatic
acquirers

At all other
companies

46

31

All programmatic
acquirers

At all other
companies

Company regularly reallocates M&A 
capital to  business units that align 
most with its overall strategy

Executives understand which assets 
they may need to buy and sell to 
ǊŜŀƭƛȊŜ ŎƻƳǇŀƴȅΩǎ ŀǎǇƛǊŀǘƛƻƴǎ

Share of respondents who strongly agree with a given statement (%)
Share of respondents who strongly agree that their companies 
have go/no-go criteira for a given M&A-stage (%)

44

37

40

30

49

35

51

41

Signing a nondisclosure 
agreement

Making a nonbinding 
offer

Making a binding offer Finalizing negotiations

Characteristics of Programmatic Acquirers
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WhatProgrammaticAcquirersDo Differently*

Programmatic acquirers are more likely than other companies to have clear owners for 
each phase of the M&A process.

In each phase of the M&A process, programmatic acquirers are likelier than other 
companies to use playbooks.

Home outline

Share of respondents who strongly agree that there is a clear owner for a given 
M&A phase (%)

Share of respondents who say their companies have a playbook 
or how-to-guide for a given M&A-phase (%)

*McKinsey study  - Practice makes perfect: What sets programmatic acquirers apart.
Programmatic acquirers n = 321, For all other companies n = 961

37

26

52

36

36

24

35

24

52

42

Market scan Valuation of 
targets

Due diligence Integration 
planning

Integration 
execution
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23

62

39

62

39

51

30

36

23

Market scan Valuation of 
targets

Due diligence Integration 
planning

Integration 
execution

Characteristics of Programmatic Acquirers
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WhatProgrammaticAcquirersDo Differently

In order to achieve a high number of acquisition candidates and be able to process in a diligent manner, we have established an M&A process 
that is easy to follow and is sufficient. It starts with a growth screening where we identify companies based on the criteria, as mentioned 
before, but where we also have the parameters of transaction feasibility based on ownership structure and at least soft values. Do we think 
that the company and its entrepreneur will fit  in our group and also add to the further development of us as a company.

We work our way through the process, through meetings and further analysis, which we summarize in a short form, which also must include a 
value creation plan. We run our acquisitions with our own personnel, a team comprises normally one commercially responsible and one to two 
process-oriented people. These are the same people that will follow and support the company also after an acquisition. As of today, we have 10 
people being involved in the screening, execution and M&A support in the group, including group management, business area management 
and CFOs.

We seldom participate in structured processes and if we do, we must have some form of exclusivity down the road as we invest a lot of time 
and effort in these processes. We think it is important to have a clear communication and easy access throughout this process as these things 
always materialize. That needs to be solved. This also builds trust for the continued journey.

The acquisition process is just not a process for closing of the transaction. It is also a basis for getting to know the company we are acquiring 
and its people. That is one important reason why we staff these processes with our own people. This is established through a common view on 
key issues, culture, business acumen, organization, etcetera. Further, we developed a joint strategic plan linked to a model of increased value 
creation and often with joint ownership over a defined period through our option model.

Niklas Enmark, CFO Momentum Group, 2022 Q2 Conference Call 
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Characteristics of Programmatic Acquirers



47

WhatProgrammaticAcquirersDo Differently

The academic literature on M&A consistently shows that acquisitions are an expensive growth path for buyers.  Studies point to 
overreliance on synergies and management teams that engage in acquisitions to build empires rather than create shareholder 
value. 

However, most of the literature on M&A focuses on large M&A deals in public markets. Acquisition-driven compounders, on the 
other hand, do small and often private deals. Acquisitions of small private companies tend to be priced more favorably than 
public companies. 

Acquisition-driven compounders are a different breed of companies than companies that make large "transformative" deals. 
Instead, they differ in the frequency of deals (many) and the size of deals (small). These programmatic acquirers generate much 
better returns than any other deal type. Small acquisitions also tend to imply lower risk for the acquirer. In addition, it is 
reasonable to assume that a repetitive process in acquisitions also builds capabilities in terms of acquisitions. 

When it comes to great small businesses: Why not own a bunch of them through a holding company? 

Mark Leonard, CEO Constellation Software

Home outline
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Programmatic Acquirers Outperform Other Acquirers* (1/2)
A 2022 study on 993 acquirers show that programmatic acquirers outperform other acquirers

Home outline

*The Performance of Acquiring Firms in the Nordic Market - Return Characteristics of Single, Traditional, and Programmatic Acquirers
Thomas Lie and Markus Martinsen, Norwegian School of Economics, 2022

Continued on the next slide

Characteristics of Programmatic Acquirers
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Programmatic Acquirers Outperform Other Acquirers* (2/2)
A 2022 study on 993 Nordic acquirers show that programmatic acquirers outperform other acquirers

Home outline

*The Performance of Acquiring Firms in the Nordic Market - Return Characteristics of Single, Traditional, and Programmatic Acquirers
Thomas Lie and Markus Martinsen, Norwegian School of Economics, 2022

A study conducted in 2022 shows that, based on 993 acquirers and 5473 deals from 
2006-2021, Programmatic acquirers display superior returns compared to Single 
and Traditional acquirers. 

The authors state that current academic literature has made adverse findings 
regarding the long-term performance of acquiring firms relative to the market. They 
state that Programmatic M&A is not only a volume play but a strategy consisting of 
choreographed acquisition programs.

In their  study of Nordic acquirers, they created equally weighted portfolios to 
investigate long-term performance. One portfolio was designed for each sub-
sample: single, traditional, and programmatic acquirers. The portfolios were 
rebalanced monthly to include and exclude companies based on deal flow over the 
past 12 months. To determine whether any excess returns are generated, the 
portfolios were regressed based on CAPM, the Fama French three factor model, 
and the Carhart four factor model.

They concluded from the study that the portfolio containing programmatic 
acquirers outperforms the market by 0.88 to 1.32 percentage points monthly, 
depending on the model. In contrast, the portfolios containing single and 
traditional acquirers show insignificant excess returns. The results are in line 
with the findings of some practitioners approach that M&A does create excess 
returns for the acquiring firms' shareholders.

Following the evidence of the programmatic acquirers' performance, they 
found quantitative differences among the acquirer types. By analyzing data on 
all 997 firms in the sample, the study found that the programmatic acquirers 
have a significantly higher average revenue growth and ROIC than other 
acquiring firms. The table on the bottom left show that their yearly revenue 
growth is about 9.5 percentage points higher than their peers. Similarly, their 
median ROIC is almost 10%, twice as high as the other acquirers. 

Further, high insider ownership typically signals confidence in a company's 
prospects. Therefore, they wanted to determine whether programmatic 
acquirers have a higher degree of insider ownership and found that insiders 
own 9.94% of programmatic acquirers' stocks. For single and traditional 
acquirers, the ownership % is 5.05% and 5.14%.

Characteristics of Programmatic Acquirers
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The Story of Financial Targets
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Financial Targets
Sales target Sales growth Profit target Profit growth Margins Return on WC Equity ratio RoE ROCE NIBD/EBITDA NIBD/Equity Cash flow Dividend

Addlife EBITA >15% p.a. >45% 30-50% (net profit)

Addnode >10% >10% EBITA > 50% (net profit)

Addtech 15% p.a. >45% >30% (net profit)

Addvise SEK 1.7 bn (2023) >30% org + acq EBITA 500m (2023) EBITDA >28% <3.0x 25% (EBIT excl EO)

Alcadon 2.6bn (2025) >20% EBITA 280m (2025) >10% EBITA 2-3x

Alligo >5% organic >10% EBITA <3.0x 30-50% (net profit)

AQ Group EBT >8% >40%

Atlas Copco 8% Sustained 50% (net profit)

Beijer Alma

Beijer Electronics >10%* EBIT >15%

Beijer Ref 10-15% EBITA 10-12% >30% >12%* <3.0x >30% (net profit)

Bergman & Beving 15% p.a. >45%

BHG Group Sales SEK 20bn Adj EBIT >7% 1.5-2.5x

Bravida >5% EBITA >7% <2.5x Cash Conversion >100% 50% (net profit)

Bufab >10% >15% p.a.* EBITA >14% 2 - 3x 30-60% (net profit)

Byggfakta >10% org + 5-15% acq EBITDA >40% <3.0x

Cary Group >15% (half org.) Adj EBITDA >20% <2.5x 20% (net profit)

Christian Berner >10% EBITA >9% >35% >25% 30-50% (net profit)

Embracer

Fasadgruppen >15% EBITA >10% <2.5x Cash Conversion >100% 30% (net profit)

Green Landscaping >10% EBITA >8% <2.5x 40% (net profit)

Hexatronic >20% p.a. EBITA >15-17%

Humble Group Sales SEK 16bn* EBITA SEK 1.9bn* <2.5x

Idun Industrier EBITA >15% p.a.* <3.5x <10%*

Indutrade >10% EBITA >12% >20% * <1.0x 30-50% (net profit)

Infrea >20% EBITA >8% 12-15% 30% (net profit)

Instalco >10% EBITA >8% <2.5x Cash Conversion >100% 30% (net profit)

Inwido Sales SEK 20bn >15% <2.5x 50% (net profit)

Karnov Group Org. Growth 3-5% Increase margins <3.0x 30-50% (net profit)

Lagercrantz 15% p.a. >45% (internally) >25% 30-50% (net profit)

Lifco EBITDA >GDP g. >50%* 2-3x 30-50% (net profit)

Lindab 10% 10% <3.0x

MedCap Sales SEK 1.5bn* EBITDA >15% <3.0x

Momentum Group EBITA 15% p.a. >45% 30% (net profit)

NCAB SEK 8bn EBITA SEK 1bn <2.0x 50% (net profit)

Netel 10% EBITA >7% <2,5x

Nordic Waterproofing > Market growth >13% <3.0x >50% (net profit)

Norva24 NOK 4.5bn* EBITDA 14-15% <2.5x

OEM >10% EBITDA >10% >35% >20%

Proact Group >10% EBITA >8% >25% <2.0x 25-35% (net profit)

Sdiptech Acq. EBITA SEK 120-150m p.a. EBITA 5-10% p.a.* >15% <2.5x

Seafire

Soltech* Sales SEK 4.7bn EBIT 8-10%

Stillfront Sales SEK 10bn* adj EBIT >35% <1.5x

Stockwik > Market growth >25%

Storskogen EBITA + >1-2% real GDP-g* EBITA >10% <3-3.5x Cash Conversion >70%

Swedencare Sales SEK 4bn* EBITDA 30%

TCECUR >10%* EBITDA >10% <2.5x

Teqnion Grow EPS 100% every 5y EBITA >9% >20% <2.5x

Thinc Jetty Collective SEK 600m >50% SaaS growth EBITDA >10%

Vestum EBITA/share >15% p.a. EBITA >12% <2.5x

Vimian >30% (organic 15%) EBITA EUR 200m EBITA >35% <3.0x

Vitec EBIT >20% >33% (net profit)

Volati EBITA/share >15% p.a. >20%* 2-3x (max 3.5x)

Vo2 Cap Sales > SEK1bn >8% EBITDA >40%

Xano Industrier Org growth>market EBT >11% >30%

Home outline

The Story of Financial Targets

Source: Company websites/reports
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Financial Targets

We deliberately chose to develop a group which would be completely self-financing but which 
would also be able to sustain a growth in EPS in the range of 20%-30% compound per annum or, as 
we later defined it, 15% plus inflation. This latter target was our overriding corporate objective.

We determined that in order to achieve this in that very inflationary climate, we needed to be 
achieving an average Return on Capital Employed of 40%. Was it a good idea at the time? Without 
doubt the establishment of these very demanding targets was a key driver in achieving the results 
we did. 

I can tell you that once you have created and find yourself running a group with such a high rate 
return on capital, it is a position you will relinquish only with extreme reluctance!

If the targets are too complex, then this quick mental reference can be very difficult to achieve. The 
salient points arising from it must be simple and easily understood. There is a virtue in having 
relatively simple, relatively understandable key targets. 

The route we adopted at Halma as long-term operators was to focus on mix. In broad terms, simply 
doing less of anything that gave returns below the target level and doing more of what gave returns 
above this level. It sounds simplistic but given time, the cumulative effect of chis can be massive, 
even in a large group. 

Home outline

The Story of Financial Targets

David Barber, former CEO and Chairman of the Board  Halma, October 1997 Strategy Speech   

Tom Wachtmeister, former CEO Atlas Copco, Annual Report 1980
 

Risk-taking requires good profitability. We have previously 
stated that minimum good profitability can be defined as a 
return on capital employed that exceeds the inflation factor 

by 5 percent. 
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Financial Targets
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ÅWe believe that one of the main responsibilities for /9hΩǎ is to articulate financial 
goals as a tangible focus for its business mission and strategy.

ÅFinancial targets should be aligned with ŎƻƳǇŀƴƛŜǎΩ capital allocation priorities.

Å It should also reflect the ŎƻƳǇŀƴƛŜǎΩ overall equity story.

ÅFinancial targets should also be understandable and applicable within the organization 
(Bergman & Beving-sphere examples with P/NWC pushed down in the organization).

ÅWe believe it is also essential to have financial targets and goals that can be used 
through business cycles and in changing business environments. Simultaneously, 
financial targets should also be dynamic and reflect the current state.

ÅFinancial targets should also be realistically set. Companies that do not achieve their 
targets will most likely be punished by the market.

ÅFinancial targets can also create internal dissatisfaction and undermine management 
and ƛǘǎΩ goals and strategies if they are perceived not achievable. 

ÅGenerally, companies should not only target sales/profits in absolute numbers if 
coupled with dilution or too high operational and financial risk.

 

How to think about financial targets?Our findings from studying financial targets

ÅNo correlation between how companies use financial targets.

ÅCompanies with a longer track record on the stock market include dividends in 
their financial targets.

Å Leverage is predominately communicated as a financial target.

ÅOnly two companies in our sample measure sales and profit growth in terms of 
άǇŜǊ ǎƘŀǊŜέ ς Volati & Vestum. 

ÅCompanies like Addtech, Lagercrantz, Lifco, Indutrade and Bergman&Beving do 
not communicate financial targets as άǇŜǊ ǎƘŀǊŜέΣ but they do not issue any 
shares.

ÅVery few companies have (at least externally communicated) financial goals on 
capital or equity return targets. 

ÅWe see that relatively newly listed roll-ups apply financial targets in absolute 
numbers; Addvise, Norva 24, BHG Group, Humble Group, Soltech, Stillfront, 
Sdiptech, Swedencare and Vo2 Cap etc.

ÅBergman & .ŜǾƛƴƎΩǎ spin-offs Addtech & Lagercrantz and Addlife (spin-off from 
Addtech), Momentum Group measures return on working capital - measured 
from top management down to lower business levels. 
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The Story of Financial Targets
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Financial Targets
bƛōŜΩǎ ŦƛƴŀƴŎƛŀƭ ǘŀǊƎŜǘǎ ŦǊƻƳ мффф ǎŜǊǾŜ ŀǎ ŀ ŎƻƳǇŜƭƭƛƴƎ ŜȄŀƳǇƭŜ ƻƴ ǎƘŀǊŜƘƻƭŘŜǊ-friendly financial targets that are further 

clarified by clear strategic targets

From Nibe 1999 Annual Report
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The Story of Financial Targets

Nibe LƴŘǳǎǘǊƛŜǊΩǎ main objective is to combine powerful and 
sustainable growth with healthy profitability, so creating value for 
shareholders, providing an interesting and stimulating workplace 
for employees, and attracting satisfied long-term customers who 
value the peace of mind that the NIBE Group can offer. The Group 
also has four overall financial targets: 

Å  to achieve average year-on-year growth of 20%, half of which is 
to be organic 

Å  to report average annual operating profit for each of the three 
business areas of at least 10% of turnover over a business cycle 

Å  to achieve an average annual return on equity over a business 
cycle of at least 20% after standard deductions for tax 

Å  to ensure that the equity/assets ratio does not fall below 30%.
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How Big Canan Acquisition-Driven CompounderBecome? «7-7-7 structure»
An interview with Kristina Willgård, ex CFO of Addtech / ex CEO of Addlife.

Kristina Willgård, former Addlife CEO in Affärsvärlden article, 2021-05-30:

ά¢ƘŜ group now consists of more than 70 companies. How many could it  be in the future?
Johan Sjö and I, the then CEO of Addtech, did a calculation a few years ago. We asked ourselves 
how big Addtech could really become and how many companies we could manage. We arrived 
at 343.

What were you thinking?
ά²Ŝ were both economists, so we thought purely mathematically like this: A management team 
of seven people is enough. There are seven business areas that you can keep. Each business 
area can then have seven business units. It will be quite reasonable because then they can have 
their management teams, and each unit can have seven companies.  This makes a total of 343. 

I ŘƻƴΩǘ know if that reasoning works in reality. But ƛǘΩǎ the best answer I have. When you buy 
companies on an ongoing basis, as we do, ƛǘΩǎ incredibly important to have the capacity to take 
care of everyone. You ŎŀƴΩǘ just buy companies and let them go. ¢ƘŀǘΩǎ not the idea. Instead, 
you have to work closely and develop together. It is important to have both human and financial 
capacity.  

Many people think that 70 companies is a lot. But when I started at Addtech in 2010, we had 70 
companies with a turnover of around 3.5 billion. When we spun off AddLife in 2016, Addtech 
had twice as many companies ς 160 or so. And it was really built with this 7-7-7 structure. 
Although at the time, we were five at the top and seven below.έ

Home outline

Scaling M&A and Long-term Opportunities



57

Lifco: ScalingM&A

Source: Lifcoannualreport
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We are slowly developing and gradually developing our acquisition capacity, which has led to this effect that we are 
now able to do a little bit more acquisitions that we were maybe able to do 4 or 5 years ago. And this is a continuous 
development of organically developing our own resources and being active in finding companies, but also being able 
to take care of new acquisitions. 

That is equally important that we make sure we set the foundation to continue organic development of these 
acquired entities. And we take a big emphasis on having the right people involved in steering that development from 
a Lifco perspective. 

Per Waldemarsson, CEO Lifco, 2021 Q4 Conference Call

Scaling M&A and Long-term Opportunities
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How Big Canan Acquisition-Driven CompounderBecome?
A snapshot of Constellation Software businessesin 2022
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Source: MCJCCapitalPartners.com

The picture represents Constellation Software organizational chart with 
different levels, illustrating how an Acquisition-driven compounder can 
organize itself as it becomes larger.
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How Big Canan Acquisition-Driven CompounderBecome?
A snapshot of Constellation Software businessesin 2022
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Mark Leonard, CEO Constellation Software, 2012 President Letter

One of the issues that the CSI Board, in particular, worries about as CSI gets larger, is the complexity created by our continued growth. We totted up the numbers this 
quarter, and we had approximately 125 business units which were competing in approximately 50 verticals. We tend to add 10-15 business units and 3-5 verticals each 

year. The Board rightly asks how they (and CSI management) can expect to understand and manage an ever larger number of business units and verticals. 

Lƴ ǊŜǎǇƻƴǎŜ ǘƻ ǘƘŜ .ƻŀǊŘΩǎ ŎƻƴŎŜǊƴΣ LϥǾŜ ŀǎƪŜŘ ŜŀŎƘ ƻŦ ƻǳǊ hǇŜǊŀǘƛƴƎ DǊƻǳǇ DŜƴŜǊŀƭ aŀƴŀƎŜǊǎ ǘƻ ƭŜŀŘ ǘƘŜ ōƻŀǊŘ ǘƘǊƻǳƎƘ ŀƴ ŀƴŀƭysis of how their Operating Group has 
evolved during the last decade: how they are structured now, what has changed over time, where the business unit, divisional and Operating Group managers have 
come from, how big the business units are and how big they are likely to become, from whom they were acquired, what their subsequent performance has been, etc.

 
One early observation is that our business units rarely get large. The biggest is 307 employees, and the average business unit currently has 44 employees. Two thirds of 
our employees are working in business units with less than 100 employees. When we did a linear regression analysis of performance against business unit size for Q1 

2013, we found less than a .001R2. This suggests that the size and performance of our business units are almost totally unrelated. I believe that these business units are 
ǎƳŀƭƭ ŦƻǊ ŀ ǊŜŀǎƻƴΧǘƘŀǘ ǘƘŜ ŀŘǾŀƴǘŀƎŜǎ ƻŦ ōŜƛƴƎ ŀƎƛƭŜ ŀƴŘ ǘƛƎƘǘ ŦŀǊ ƻǳǘǿŜƛƎƘ ŜŎƻƴƻƳƛŜǎ ƻŦ ǎŎŀƭŜΦ LΩƳ ƴƻǘ ŀ ǇǊƻǇƻƴŜƴǘ ƻŦ ƘŀƴŘƭing ƻǳǊ άŎƻƳǇƭŜȄƛǘȅ ǇǊƻōƭŜƳέ ōȅ ŎǊŜŀǘƛƴƎ 

ŀ ōǳƴŎƘ ƻŦ плл ŜƳǇƭƻȅŜŜ ōǳǎƛƴŜǎǎ ǳƴƛǘǎ ǘƻ ǊŜǇƭŀŎŜ ƻǳǊ пл ŜƳǇƭƻȅŜŜ ǳƴƛǘǎΦ LΩƳ ƭƻƻƪƛƴƎ ŦƻǊ ǿŀȅǎ ƻŦ ŀŎƘƛŜǾƛƴƎ ǎŎŀƭŜ ŜƭǎŜǿƘŜǊŜΦ

LΩƳ ƴƻǘ ǎǳǊŜ ƛŦ ǘƘŜǊŜΩǎ ŀƴ ƻǇǘƛƳŀƭ ǎǘǊǳŎǘǳǊŜ ŀƴŘ ǎƛȊŜ ŦƻǊ ŀƴ hǇŜǊŀǘƛƴƎ DǊƻǳǇΦ !ǘ ǘƘŜ ƻƴŜ ŜȄǘǊŜƳŜΣ L Řƻ ǿƻǊǊȅ ŀōƻǳǘ ǘƘŜ hǇŜǊŀǘing Group managers becoming 
ƻǾŜǊǿƘŜƭƳŜŘ ōŜŎŀǳǎŜ ƻŦ ŎƻƴǎǘǊŀƛƴŜŘ ǊŜǎƻǳǊŎŜǎ ŀǘ ǘƘŜ DǊƻǳǇ ƭŜǾŜƭΦ !ǘ ǘƘŜ ƻǘƘŜǊ ŜȄǘǊŜƳŜΣ LΩƳ ŎƻƴŎŜǊƴŜŘ ǘƘŀǘ ǘƘŜȅ Ƴŀȅ ƘƛǊŜ ǘƻƻ Ƴany staff at the Group level and take on 
ǘƻƻ ƳǳŎƘ ƻŦ ǘƘŜ ōǳǎƛƴŜǎǎ ǳƴƛǘǎΩ ŀŎǘƛǾƛǘƛŜǎΦ ¢Ƙƛǎ ƛǎ ƻƴŜ ƻŦ ǘƘƻǎŜ ŘŜōŀǘŜǎ ǿƘŜǊŜ ǘƘŜǊŜ ŀǊŜ ƭƛƪŜƭȅ ƴƻ Ŝŀǎȅ ŀƴǎǿŜǊǎΣ ōǳǘ ƛǘ ƘŜƭǇǎ to have a regular dialog and some crisp data.
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WhenAre TheyRunningOut of Companies to Buy?
Somethoughtson European marketopportunities

ά²ƘŜƴ are they running out of companies to ōǳȅΚά

We often receive a common question regarding the length of the growth runway for 
acquisition-driven compounders and the number of companies they can find and 
acquire. 

Generally speaking, when studying acquirers with a sector-agnostic/generalist 
approach, their strength lies in the decentralized model where the acquired 
companies continue to operate according to their way of doing business, 
complemented by best practices and intelligent incentive structures.

Having that sector-agnostic approach means that these companies have a large pool 
of companies within many different industries to fish from. Still, questions arise about 
how many companies there are to buy and how to scale M&A properly to other 
geographies. We believe that the "duration" aspect of many of these companies is 
underestimated by the market because the pool of future acquisitions is large. So, 
what does the "pool of ŎƻƳǇŀƴƛŜǎέ look like?

 

On the next slide we show the larger Swedish generalist acquisition-driven compounders 
Lifco, Indutrade, Addtech and Lagercrantz, which together for the last ten years have 
made around 175 acquisitions outside the Nordics, more or less a drop in the ocean 
compared to the total potential acquisition targets. While Lagercrantz is the smallest 
among these companies and is going through similar phases as the larger ones, it has 
more recently placed more emphasis on scaling M&A outside the Nordics.

Establishing a stable foundation in their core market (the Nordics) has allowed these 
companies to gradually expand geographically while maintaining their disciplined 
approach and applying their best practices to M&A.

Moreover, companies already successful in M&A within their home markets can reduce 
risks and increase optionality compared to companies in the early phases of geographic 
expansion. However, it's crucial to note that this trial-and-error approach needs to be 
monitored more closely by shareholders.
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WhenAre TheyRunningOut of Companies to Buy?
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Source: Company reports
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WhenAre TheyRunningOut of Companies to Buy?
# acquisitionscompletedin the Nordics vs. total
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Source: Company reports
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European Market Opportunities
Somethoughtson European marketopportunities

Our investment philosophy is to own companies with a persistently high return on capital 
against a long growth runway.

Many publicly listed acquisition-driven compounders share these characteristics. We 
believe the market underestimates our investments' "duration" aspect because the 
opportunity set of future acquisition targets is so large. We believe the best acquisition-
driven compounders are attractive investments as they reinvest a high proportion of 
their free cash flow in a disciplined manner (high ROCE acquisitions) over time and 
repeatedly acquire new companies. 

The publicly traded acquisition-driven compounders we invest in benefit from several 
advantageous features of the private SME market (Small and Medium-sized Enterprises). 
When looking for new acquisitions, these companies are not constrained by the size of 
an end market, particular sector, or geography. For most of our companies, the global 
SME market is their target.

The backbone of the economy
Small private businesses are the backbone of the economy. In Europe, 99.8% of all 
companies1 are small and medium-sized enterprises with fewer than 250 employees. 
This group of companies comprises a total of 23.5 million companies. 94% of these 
companies are "independent," meaning large corporations do not control them. Families 
and founders own these companies. In Europe, about 15,000 companies are sold each 
year2. Some are acquired by large corporations or strategic buyers, some by private 
equity firms, and some by acquisition-driven compounders. The country distribution of 
SMEs in Europe is as follows (in millions of companies):
(continued)
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Italy
  3.7 

France
  2.9 

Spain
  2.5 

Germany
  2.4 

Others
  4.9 

UK
  1.9 

Poland
  1.6 

Scandinavia
  1.5 

Netherlands
  1.1 

Czeck Republic
  1.0 

Distribution of European small private companies (in millions)
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European Market Opportunities
Somethoughtson European marketopportunities

Italy
Italy is one of the largest manufacturing countries in Europe. Many family businesses 
were established in the 1950s and 1960s4 when Italy experienced a significant economic 
boom. Many of Italy's regulations favor small businesses. Transitioning from one 
generation of entrepreneurs to the next brings challenges and opportunities. Family 
goals may differ from business rationale and threaten a company's competitiveness, 
which can lead to a transaction. Given the cultural importance of close personal business 
relationships, acquirers must have a local presence in Italy. Given the size of the private 
business landscape in Italy, it is unsurprising that one of our portfolio companies, Lifco of 
Sweden, made five of its 20 acquisitions in Italy in 2021. In May of this year, the most 
recent was Trevi Benne S.p.A. - a manufacturer of excavator tools and attachments for 
demolition, scrap handling, earthmoving, and forestry. Founded in 1992, Trevi Benne 
employs 105 people and has chosen Lifco as its permanent home.

Germany
There are 2.4 million small and medium-sized enterprises in Germany. There is a strong 
family influence for larger listed companies and SMEs. A study by the "Institut für 
Mittelstandsforschung"5 shows that around 95% of all companies in Germany are family-
owned. The shareholder structure is often more broadly distributed among family 
members than in other countries, such as the United Kingdom. This characteristic 
represents both a challenge and an opportunity for potential acquisition-driven 
compounders. Since January 1st of this year, our portfolio companies have acquired 
eight German companies. On March 31st, Addtech acquired 90% of Fey Elektronik 
GmbH, a German battery manufacturer. Fey has 160 employees, and the CEO remains a 
minority shareholder with 10% of the shares.
 

UK
The UK is one of the most active M&A markets in Europe. Private equity buyers continue 
to drive the deal activity, but the UK  is also becoming an increasingly attractive market 
for acquisition-driven compounders. Despite economic and political challenges, the UK 
mergers and acquisitions market remains exceptionally active. The smaller company 
segment, defined as transactions of up to £10 million, grew by 21%6 last year. We are 
seeing increasing private acquisitions by our businesses in the UK. In June alone, four 
transactions were completed by our companies in the UK. The Canadian company 
Constellation Software was particularly active, acquiring two software companies, 
including Alemba, with 109 employees. On July 25th, Swedish Lagercrantz acquired Door 
and Joinery, a UK supplier of customized fire doors with sales of GBP 4.5 million.

Summary
Acquisition-driven compounders take advantage of the highly attractive features of the 
SME market. With local representatives in each market, our companies find, negotiate, 
and close attractive acquisitions. 

In summary, investing in companies with long-term growth opportunities and high 
returns on capital is necessary to achieve high long-term stock returns. An extensive pool 
of acquisition opportunities is a perfect starting point for our acquisition-oriented 
compounders. 

We observe that our companies remain disciplined in finding and closing attractive 
acquisitions at attractive multiples, which keeps returns on capital high. As long-term 
shareholders, we enjoy substantial value creation in this process.

Sources:
"Statistics on small and medium-sized enterprises" by George Papadopoulos, Samuli Rikama, Pekka Alajääskö, Ziade Salah-Eddine (Eurostat, Structural business statistics), Aarno Airaksinen, 
Henri Luomaranta (Statistics Finland)
Thomson Reuters, based on the three-year average for 2019-2021
"Made in Italy" How culture and history have shaped the modern Italian business environment, political landscape, and professional organizations. (Susan Global and Kayla Gibson)
"The Environment for Business in Germany" (CVJ Simpson Associates)https://www.cbw.co.uk/2022/01/ma-activity-in-the-uk-sets-new-records-in-2021/

Home outline

Scaling M&A and Long-term Opportunities



65

Lifco: Ownershipof Private Companies Globally

> 200 businesses

30 countries

Asia

Source: Lifco annual report
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Risk ReductionThroughExpandingRootSystems
Somethoughtson risk and return

In the plant world, the roots of the African rock tree, Ficus abutilifolia, can split huge 
open rocks and penetrate up to 60 meters deep in search of water. Plant roots perform 
several important tasks: They resist the effects of wind, water, and dirt, among other 
things1. In addition, some trees can stand upright for hundreds of years because their 
roots grow deep and wide into the ground, surviving even when large sections are cut 
off2. Therefore, a robust root system is a prerequisite for a tree to grow for decades 
because all growth becomes fragile without it.

 Photo credits: tampa-tree.com

 

Most people focus on what's visible and measurable: a growing tree with its 
corresponding branches and leaves in full glory. Or, in a corporate context, a company 
experiencing high growth and seemingly firing on all cylinders. But a closer look may 
reveal a growth profile based on a concentrated product line sold to a single customer in 
a narrow end-market with favorable macroeconomic tailwinds. Each of these risks may 
look low-risk, but it's bound to happen if you keep running the clock on a low-probability 
event. After all, compounding works both ways. Hence, we stay away from companies 
that are too dependent on any one of those factors because we know that any one of 
these risks will eventually play out in the fullness of time.

Avoiding blowups
Most investors' fascination with acquisition-driven compounders often stems from a 
return perspective. This group of companies can systematically deploy large amounts of 
capital at high returns over a long time. To return to the analogy between a plant and a 
tree: the tree's growth with all its branches and leaves represents reinvestment 
opportunities harvested in due course. 

To reach the "second half of the chessboard3", i.e., where an exponentially growing 
factor gets going, one mustn't aim for the highest reward but avoid blowups at all costs. 
That's why we shun single-exposure risk. Most other outcomes are good if we don't 
make big losses at the fundamental level. For this reason, we don't try to find rockets but 
to avoid meltdowns.

(continued)
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Risk ReductionThroughExpandingRootSystems
Somethoughtson risk and return

Therefore, we approach these compounders from two different angles, which are 
ultimately joined at the hip in the context of compounding: 

Fundamental downside protection: internal diversification that ultimately reduces the 
risk of a blowup. We like deep and expansive root systems. From a return perspective, 
the ability to deploy capital with high returns through multiple small acquisitions of 
private companies ς a growing tree with corresponding branches and leaves in full glory.

Teledyne
Teledyne's Henry Singleton, an early pioneer of the decentralized model and widely 
celebrated for his capital allocation skills over nearly three decades, may have shared a 
similar interest in plants and trees. In a 1978 Forbes interview, he said he saw 
diversification as insurance against disaster:

ά

Henry Singleton, former founder & CEO of Teledyne

Indeed, Teledyne designed a decentralized system of autonomy and ownership that 
collectively smoothed out peaks and troughs as well as any individual single exposure 
risk lurking around. It's fascinating to see how many lessons from Singleton and Teledyne 
shared across high-performing conglomerates. Those investors who invested in Teledyne 
stock in 1966 earned an annualized return of 17.9% over 25 years, or 53 times the 
invested capital, versus 6.7 times for the S&P5004. We share more about Teledyne in a 
below chapter.

The following organizational chart illustrates the extensive root system of Lifco, one of 
many acquisition-driven compounders from Sweden, with more than 200 companies 
across multiple niches and geographies:

We, therefore, prefer growing trees with ever-expanding root systems. These structures 
should be celebrated for their compounding superpowers, but equally important is their 
ability to reduce idiosyncratic risk at a fundamental level.
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Sources:
1. Myths and Misconceptions About Tree Roots Explained (treehugger.com)
2. The metaphor of root systems was inspired by a blog post (LibertyRPF) related to portfolio construction
3. A concept laid out by Ray Kurzweil
4. Distant Force: A Memoir of the Teledyne Corporation and the Man Who Created It (by George A. Roberts)

Teledyne is like a living plant, with our companies the different branches and each putting 
out new branches and growing so that no one business is too significant.

https://www.libertyrpf.com/p/22-my-thoughts-on-internal-diversification
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Great Risk-MitigatingCharacteristics
Constellation Software and Lifco

Source: Constellation Software & Lifco Annualreports
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Source: Factset 2025-07-01
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Source: Factset 2025-07-01
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Decentralization
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Trust-BasedBusiness Models
Reflectionson Decentralization

The cornerstones of our investment philosophy are "capital allocation", 
"decentralization" and "people". Finding outstanding capital allocators who decentralize 
their business and act like true owners is critical to achieving exceptional long-term 
returns as investors. 

Decentralization is an organizational structure where management delegates 
responsibility down in the organization. This organizational structure is based on the 
belief that top management does not have all the correct answers about how underlying 
departments and subsidiaries should deal with customers, suppliers, and competitors. 
With responsibility comes the power of increased motivation, knowledge sharing, and 
better customer relations because the decision-makers are close to customers. It is a 
management philosophy of using the carrot rather than the stick. Our companies 
operate without the anchor of bureaucracy. Our decentralized businesses have lean 
corporate headquarters by nature. 

A complex undertaking
In our experience as investors, some unique business models are based on an 
extraordinary level of trust. Decentralization is at the core of these businesses. These 
decentralized businesses, where management is willing and able to provide significant 
autonomy to the underlying subsidiaries, create solid returns for shareholders over 
decades. We invest in many of these decentralized businesses because we firmly believe 
that these companies have an entrepreneurial energy from which we, as shareholders, 
benefit significantly from.

To practice simplicity in business is a very complex task. Our investment philosophy is 
based on the belief that a decentralized - non-bureaucratic - and independent 
management model is the best way to promote entrepreneurship and performance. It is 
the belief that individuals can influence the company and should be entrusted with 
responsibility for decision-making. The decentralized businesses we invest in represent 
independence, accountability, and rapid decision-making. Entrepreneurship should be 
actively encouraged and protected to create extraordinary business performance.

                              

Being a successful investor is all about picking the right guy or gal. Because as an 
ƻǳǘǎƛŘŜǊ ȅƻǳ ŎŀƴΩǘ ŜǾŜƴ ƪƴƻǿ ŜƴƻǳƎƘ ǘƻ ǊŜŀƭƭȅ ƳŀƪŜ ŀƴ ƛƴŦƻǊƳŜŘ ŘŜŎƛǎƛƻƴΦ ¸ƻǳ ŀǊŜ 
almost entirely dependent on the abilities of the people you invested behind. It is easy to teach quantitative analysis and business valuation methods. 

Unfortunately, it is not so easy to teach qualitative methods. These can be taught, 
but learning from experience is often the best way.
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Barry McCarthy reproduced by Sidecar Capital @sidecarcap

Charlie Munger
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Trust-BasedBusiness Models
Reflectionson Decentralization

Does cooperation pay off?
We believe the simple answer is "yes!" In the book, "The Evolution of Cooperation" by 
Robert Axelrod, the author explores the long-term rational approach to solving situations 
where two ǇŀǊǘƛŜǎΩ benefit from cooperation in the long run, but where the short-term 
rational approach is to maximize their own gain. We know this from business school as 
"The Prisoner's Dilemma." 

The ōƻƻƪΩǎ main conclusion is that a so-called "tit -for-tat" strategy is highly beneficial in 
all types of relationships. This is an optimistic view of cooperation. It is about starting 
with a friendly invitation and hoping the other party will respond kindly. What does this 
have to do with business and, ultimately, investments?

In a business context, "tit -for-tat" means that the head office offers a lot of autonomy 
and trust from the start, helping subsidiaries to develop. The subsidiaries, in turn, sense 
this freedom from above and respond by cooperating and ultimately making business 
decisions that benefit headquarters, themselves, and shareholders. When this long-term, 
two-way cooperation develops in these decentralized business models, all parties benefit 
ς not least the shareholders. 

To say that the concept of decentralization works well is an understatement when 
you look at the results of our portfolio companies. The headquarters does not 
micromanage the acquired companies. However, the acquired companies are 
offered support and assistance in their development and growth. Trusting 
cooperation with the headquarters is the hallmark of the decentralized business. 

The powerful concept of decentralization is of great benefit to us as investors. It is an 
investment concept that stands the test of time. We have invested in many 
decentralized models that will continue to create high shareholder value in the 
future. 

Home outline

The pull integration has been really key to our sucess- We never say subsidiaries. We 
say sister companies. We never look at the cost synergies. We always look at the 
growth synergies. We never improve the top-down type of integration. We aim for 
the pull integration. New sisters use Bufab best practice where it helps the most, not 
just because they have to. As a result, this has given us borth opportunities to acquire 
and has given us a favourable pricing and a good development of the acquired 
companies. I also lowers the risk, I would say.

Urban Bulow, Group Director North America, Bufab, Capital Markets Day 2021

Decentralization

One of the key things is that we do not control how our companies do business; we help 
and support them. Teqnion has board representation in all subsidiaries where we try to 
push positive energy onto the CEO.

If something out of the ordinary happens , someone from the Teqnion management can be 
landed in the company and help them sort things out.   ²Ŝ ŜƴŎƻǳǊŀƎŜ /9hǎ ǘƻ ōŜŎƻƳŜ 
friends amongst themselves and exchange ideas and beers. We try to meet up a couple of 
times per year to build strong relationships, learn new things and inspire each other to 
greatness.

Johan Steene, CEO Teqnion, acquirers.com interview
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A DecentralizedCollection of NicheBusinesses

Hermann Simon's insightful book, "Hidden Champions of the Twenty-First Century," 
first published in 2007, highlights lesser-known niche companies that excel in 
specialized sectors. These businesses operate in the "hinterland" of the value chain, 
frequently engaging in business-to-business (B2B) transactions by supplying machinery, 
components, or processes integrated into the final product or service. As a result, they 
often go unnoticed by consumers.

These hidden champions, commonly family-owned, achieve market dominance by 
emphasizing focus, global reach, dedication to premium products, and robust customer 
relationships. To be classified as a hidden champion, a business must meet specific 
criteria, including market position, revenue generation, and limited public exposure. 
Examples from the book ς some of which have since emerged from obscurity ς include 
Rud, a leading player in industrial chains; Amorim from Portugal, a world leader in cork 
products and cork flooring; and Jungbunzlauer, a global leader that supplies citric acid 
for every Coca-Cola produced and sold.

Hidden Champions
Investing in private niche companies within a decentralized structure presents several 
advantages. Firstly, their essential offerings grant them resilience against economic 
fluctuations, allowing them to maintain pricing power and high gross margins. Focusing 
on a narrow niche can often create an oligopolistic structure that protects incumbents, 
preserves pricing power, and deters newcomers. These markets are typically too small 
to attract significant interest from potential competitors.

Secondly, niche companies often exhibit adaptability and responsiveness to market 
changes, fostering a dynamic entrepreneurial culture through decentralization.

The most successful acquisition-driven compounders collect these specialized companies, 
building a diverse portfolio that spans products, customers, suppliers, and regions. This 
combination of different earnings streams provides stability and resilience.  Many of the 
companies targeted by our portfolio companies share several key traits with hidden 
champions, which include the following:

ω Engaging primarily in business-to-business (B2B) transactions for their products and 
services. 

ω Providing mission-critical and often customized offerings at relatively low cost. This 
approach can generate a lock-in effect, leading to high customer retention and pricing 
power. To attain the latter, the best-performing organizations frequently employ value-
based pricing strategies that underscore their offerings' unique value proposition to 
customers.

ω Focusing on flow products, or consumables, linked to customers' operating expenses 
rather than capital expenditures. This connection enhances predictability and diminishes 
reliance on cyclical spending fluctuations. 

ω Benefiting from a favorable working capital mix and typically limited in-house production 
results in low capital requirements. This aspect is often further optimized following an 
acquisition.

(continued)

Home outline

Decentralization
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A DecentralizedCollection of NicheBusinesses

The culmination of these factors often results in recurring revenue streams with high 
gross margins and attractive cash conversion. The allure of these core characteristics is 
far from random. Maintaining a consistent acquisition pace necessitates both 
predictability and high cash flow conversion. 

Additionally, steady revenue streams and strong cash conversion rates are vital for a self-
financing acquisition strategy, allowing the organization to maintain financial stability 
without relying on external funding sources. Consequently, once the onboarding process 
concludes, cash flow and other return-on-capital metrics become the shared language 
among these companies.

Consider Heico Corp, a Florida-based enterprise founded in 1957. As a leading 
technology-driven aerospace, industrial, defense, and electronics firm, Heico is 
recognized as one of the world's largest independent providers of FAA-approved engine 
and component parts. These mission-critical parts are vital for their customers, primarily 
airlines, as they ensure their fleets' operational efficiency, safety, and reliability.

In one of our conversations, Larry Mendelson and his son Eric shared the essential 
factors contributing to Heico's success since they took over in 1990. Despite its size, 
which now boasts 6,400 team members and 88 acquisitions of niche businesses, Heico 
has maintained its agility and responsiveness. With his background as an accountant at 
Arthur Andersen, Larry Mendelson emphasized the importance of cash flow in Heico's 
success, which shaped his perspective. His former boss's mantra, "GAAP is crap" and "the 
key is cash Ŧƭƻǿέ.

Consequently, Heico's focus on cash flow and decentralization has produced 
remarkable results. Since 1990, when the Mendelsons took over the business, Heico 
stock has delivered 21% annual returns, amounting to a staggering total return of 
67,900%.

Home outline

We are not merely an aerospace company, but rather a vehicle that generates strong cash 
flow through aerospace parts and technology.

Larry Mendelson, Heico CEO

Decentralization

The basic culture of Heico is one of a decentralized organization, where we give 
tremendous authority to the operating level. As you know, we have no mid-level 
vice presidents that filer everything that comes from the operating group up to the 
corporate and to myself, Eric, Victor and Carlos. 

So, the first thing we do in acquisition, the most important is really scrutinize, 
analyze, get to know the person who is selling the company to us and how he 
manages. And if he treats his people well, this is very important.

As an example, if he goes through the factory and he sees somebody and he tells us 
άhƘΣ ǘƘŀǘΩǎ ŀ ƳŀŎƘƛƴŜ ƻǇŜǊŀǘƻǊΣ ǘƘŀǘΩǎ ǘƘƛǎ ŀƴŘ ǘƘŀǘΩǎ ǘƘŀǘΦέ ¢Ƙŀǘ ƛǎ ƴƻǘ ǾŜǊȅ 
impressive. But some of those people go through the factory and they stop at a 
ƳŀŎƘƛƴŜ ŀƴŘ ǎŀȅ ά/ƘŀǊƭƛŜ ƘŜǊŜΣ ǘƘƛǎ ƛǎ aŜƴŘŜƭǎƻƴΣ ΩIƻǿΩǎ !ƴƴŜΚΩΣ ƳŜŀƴƛƴƎ Ƙƛǎ ǿƛŦŜΣ 
Ψƛǎ ǘƘŜ ŦŀƳƛƭȅ ƻƪŀȅΚΩΦ Ψ/ƘŀǊƭƛŜΣ Ƙƻǿ ƭƻƴƎ ƘŀǾŜ ȅƻǳ ōŜŜƴ ǿƻǊƪƛƴƎ ƘŜǊŜ ŦƻǊ Σнн ȅŜŀǊǎΚΩ 

This means an awful lot. We understand the relationship between the owner of the 
company and his workforce, his team members. That goes a long way, and we 
ǳƴŘŜǊǎǘŀƴŘ Ƙƻǿ ǘƘŀǘ ŀƭƭ ǿƻǊƪǎΦ ¢ƘŀǘΩǎ ǘƘŜ Heico culture.

Larry Mendelson, Heico CEO, 2022 Q4 Conference Call
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Decentralization and Customer Focus

Another essential lesson focuses on organizational structure, with decentralization 
being vital for two reasons. First, agile, entrepreneurial companies collaborate 
closely with customers to create tailored solutions. 

Therefore, decentralization is essential for these businesses to continue thriving 
after being acquired as part of a larger structure. This structure encourages 
entrepreneurial flexibility, enabling companies to excel in their specialty and remain 
close to their customers. 

Second, a decentralized system is critical for maintaining the acquisition engine's 
pace of multiple small private transactions. Without decentralization and autonomy 
within each business unit, the M&A engine falters. 

It's nearly impossible to sustain an acquisition cadence of 5-10 new companies, if not 
100, per year if integration efforts and micromanaging consume management 
resources. In the long run, this isn't feasible. Thus, the organizational design for 
these acquisitive companies is a feature, not a bug. We tend to grow skeptical if we 
observe overly optimistic growth targets with acquisitions factored in, but without a 
decentralized mindset, in place.

(continued)

Home outline

Decentralization

But decentralized responsibility is very easy to say. But how do we do it? 
Decentralization for me is very easy. It's like jeopardy. You ask the question, but 
they have the answers. That's how you lead. You lead by questions, not lead by, 
if I were you, maybe I would do like this. That's not decentralization. That's 
centralization. 

Ulf Lililus, CEO Momentum Group, ABG Investor Day March 2023
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The Ideal Combination

While some niche businesses may not be as glamorous as some SaaS enterprises 
boasting high growth prospects, their true potential emerges when integrated into a 
decentralized structure. Limited growth prospects in niche markets can lead to these 
businesses being less sought after in auctions. However, acquisition-driven compounders 
remain undeterred, as they offer a reinvestment engine to redirect cash flow into other 
exceptional niche companies. Therefore, limited reinvestment opportunities and size 
thresholds that disqualify specific buyers don't hinder them. These factors can be 
advantageous, as they often deter other investors, reducing competition and, ultimately, 
prices paid for these businesses. 

Home outline

If you fill a room with our subsidiary CEOs, really soon when they look around and 
they get inspired by all their co-workers or colleagues in that group, they start to 
fantasize about how they should build a big company, not 25 small autonomous 
companies, because ǘƘŀǘΩǎ what people do. They tend to build a clan. They want to 
stick together. So, if you would ask that question to that group, they would say, yeah, 
we should ask you one on Teqnion and the head office on how we should build a 
good culture.

And then we should make a Teqnion culture with all these 24 companies, as we have 
today. And then I have to step in between and say, no, no, no. We demand from you 
that you create a good culture, your culture at your workplace.

LǘΩǎ not a Teqnion culture. LǘΩǎ your responsibility as a leader to make sure that people 
enjoy being with you. ¢ƘŀǘΩǎ your culture. LǘΩǎ not a Teqnion formula.

Johan Steene, CEO Teqnion,  Redeye Serial Acquirer Event March 2023

Decentralization

In Conclusion

The achievements of hidden champions, as discussed in Hermann Simon's book, 
emphasize the importance of focusing on niche markets, decentralization, and fostering 
close customer relationships. Investing in specific niche enterprises may entail risk; 
however, the portfolio strategy employed by acquisition-driven compounders offers 
diversification and an efficient reinvestment mechanism. With predictable cash flow 
streams, these vehicles can succeed without rapid growth, resulting in resilience, 
adaptability, and market dominance. 
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The beauty of Small Niches: «Customer Intimacy» 
And customer intimacy requires decentralized operations

We operate a portfolio of 27 companies. While the end markets are very different, the business models of 
each of the 27 are remarkably similar. They're all leaders in very small markets. We like small markets 
because they're protected from competition. We like them even more because the basis of competition is 
customer intimacy. So, we're the leaders in these small markets, and everything all of our 27 businesses do 
is deeply verticalized or application-specific. Because of this customer intimacy, we operate a highly 
decentralized operating structureτa high trust autonomy structure.

Home outline

Neil Hunn, CEO of Roper Technologies, Goldman Sachs Conference September 2023

Decentralization
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Swedish Legacy of Decentralization

We often encounter the question, "Why does Sweden have a significant number of 

acquisition-driven companies?" 

There isn't a single answer but rather several factors that collectively weave a history 

explaining why Sweden has successfully fostered numerous companies, many of which 

have thrived on acquisitions spanning decades.

To begin with, Sweden boasts a rich industrial heritage dating back to the 19th century, 

with companies like Sandvik, Atlas, and Trelleborg being industrial pioneers. As a small 

and geographically isolated nation, Sweden promptly embraced trends in innovation and 

globalization. Many industrial firms initiated their international journeys through 

acquisitions in the mid-20th century. Companies such as Bergman & Beving (with its first 

acquisition being Lagercrantz in 1967) and Atlas Copco, backed by financially robust 

families (like the Wallenberg family in Atlas Copco), embarked on acquiring companies to 

grow their operations.

The 1970s witnessed the rise of a decentralized governance model influenced by Jan 

Wallander, the former CEO of Handelsbanken. This decentralized corporate governance 

model found widespread adoption, becoming deeply ingrained in Swedish business 

practices. Inspired by models such as Atlas /ƻǇŎƻΩǎ & Bergman & Beving's, companies like 

Indutrade emerged in 1978, founded on similar decentralized principles. The success of 

these ventures inspired other Swedish companies to adopt similar models, creating a 

model that proved to be scalable globally.

Decentralization

The role of Atlas Copco AB as a parent company of the Atlas Copco Group was 
more closely identified in 1976. As a result of a reorganization which was made in 
the course of the year, the responsibility for a number of operative functions has 
been transferred to other companies in the group. /.../ 

!ǎ ŀ ŎƻƴǎŜǉǳŜƴŎŜ ƻŦ ǘƘƛǎ ǊŜƻǊƎŀƴƛȊŀǘƛƻƴ κΧκΣ ǘƘŜ ƴǳƳōŜǊ ƻŦ ŜƳǇƭƻȅŜŜǎ ƛƴ ƎǊƻǳǇ 
management functions has been reduced to about 200. 

The decentralization has meant that several service functions have been moved 
closer to the actual users, cost accountability has been linked directly to needs, and 
the central corporate management has been relieved of several routine matters in 
order to allow more time for strategic management questions.

5ƛǊŜŎǘƻǊǎΩ wŜǇƻǊǘ ¢ƻ ǘƘŜ {ƘŀǊŜƘƻƭŘŜǊǎΣ Atlas Copco Annual Report 1976
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Swedish Legacy of Decentralization

Source: European SocialSurvey Round8 Data (2016)

Moreover, Sweden consists of many small and medium-sized businesses, often family-

owned, which makes fertile hunting grounds for acquirers or small private companies. 

Also, Sweden is known for its open societies and data accessibility, which contributes to 

high transparency. 

Annual reports for all companies are open to the public in Sweden, adopting trust and 

reliability in the ŎƻƳǇŀƴƛŜǎΩ financials and decreasing unpleasant surprises post-

acquisition.

As these companies demonstrated the practical value of their models and maintained an 

entrepreneurial spirit within the acquired entities, trust between sellers and buyers 

flourished over the years. Today, Sweden boasts one of the highest levels of 

interpersonal trust globally. 

The country also ranks favorably on international indices measuring parameters such as 

ease of doing business, global innovation, corruption perceptions, and human 

development.

Another crucial factor is that successful acquisition-driven with small private transactions 

at the heart of the strategy have established a simple, efficient and standardized way of 

conducting business, employing simplified, short, and concise deal making and deal 

documentation over time.

Decentralization
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Becoming the Preferred Buyer

Often, by being the ōǳȅŜǊΩǎ choice, the highest price will not be the determinant 

factor when selling a ƭƛŦŜΩǎ work ς it will be many supporting factors like keeping the 

employees and offering them a development plan. An important factor is providing 

the acquired companies with a financially stable home with a multi-decade view on 

growth and value creation. 

Entrepreneurs selling their ƭƛŦŜΩǎ work will, in many cases, favor those with a long 

track record of acquiring family-owned businesses, often referenced by other sellers 

who have been through the selling process. 

So, if they find themselves in a competitive process, they generally won't win, 
right? But unfortunately, a lot of the time, they can pick these off before getting 
into a competitive bidding process. And there was one instance at Constellation  
where I saw a company sell to Constellation , it was to Vela, despite coming in at a 
lower price, and it was purely because they like Constellation. They knew 
Constellation  were the company that knew all about vertical market software, and 
they wanted their company to go into the kind of safe house.

Former Director at Constellation Software, Tegus interview 2022

Patrik Wahlén, Chairman of Volati, Twitter post 2021-10-05

One of the most critical questions for a buyer ƛǎΣέ How do I become the preferred 

choice to sell ǘƻΚέ Only paying a higher price than everyone else will sooner or later 

provide low returns on capital and hence be value-destructive.

For acquisition-driven compounders with a long track record, being the έ.ǳȅŜǊǎΩ 

/ƘƻƛŎŜέ is one of the strongest moats on why sellers will choose to sell to them.  

Over decades, they have built trust among potential sellers as a company that takes 

care of the companies acquired, providing a έƘƻƳŜέ for the selling entities, often 

family-owned niched companies. 

They will offer selling entrepreneurs, frequently family-owned, a permanent home 

for their companies. The companies being acquired will continue to operate 

according to their way of doing business, keeping their core values, business 

acumen, and culture. The έ.ǳȅŜǊǎ of /ƘƻƛŎŜέ will not provide the most significant 

and juiciest offers. On the contrary, they are very disciplined with multiples paid and 

instead share a vision with the companies acquired, coupled with the right type of 

incentive structures based on carrots rather than sticks.

We have since the beginning in 2003 strived to become a preferred buyer. I think you 
can reach that position in many ways. Ultimately, it is about understanding the seller 
and the brokers needs. Some examples of sellers needs beyond price is: easy and 
smooth process, straight purchase setup, simplified agreements, the possibility to 
ǊŜƳŀƛƴ ƛƴ ǘƘŜ ŎƻƳǇŀƴȅΣ ǘƘŜ ŀŎǉǳƛǊŜŘ ŎƻƳǇŀƴȅΩǎ Ǉƻǎǎƛōƛƭƛǘȅ ǘƻ ǊŜƳŀƛƴ ƛƴ ƛǘǎ ǘƻǿƴΣ 
keep the name, future strategy and access to capital.

Home outline

Decentralization
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These acquisition-driven compounders with no exit horizon, offering a permanent 

άƘƻƳŜΣέ have a significant advantage compared to private equity buyers, who 

often seek to integrate and search cost synergies, which acquisition-driven 

compounders generally do not.

Also, acquisition-driven compounders already owning companies in similar 

industries or sectors will have an advantage over acquirers with no insights into 

the specific industry. However, if that acquirer seeks to cut costs or tries to change 

the business in other ways, it could mean that the advantage will play a less 

critical role. 

Even though many acquisition-driven compounders with a long track record 

source many deals internally, which sometimes can take many years to complete, 

it is also essential to maintain relationships with corporate brokers to maintain a 

healthy pipeline. When entering new markets or geographies, using brokers is a 

quick way of getting to know the acquisition market, and for that reason, 

developing and maintaining a preferred buyer status among those is also essential. 

Johan Andersson, CEO Addnode, Redeye Serial Acquirer event 2023-03-08

I think, for us, is making sure that, I think ς and everybody comes back to making sure 
that entrepreneurs see a future being part of Addnode Group. Meaning that we need to 
make sure that we are professional, we can provide opportunities, and it makes sense to 
work with us, because normally, we talk with entrepreneurs who are thinking they have 
been probably ς they've been running their company for, like, 20 years.

And it's time to, sort of, decide, do you want to go another five year, is it time to do 
something else, and they, sort of, want to make sure that their baby is taken well care 
of. And then we want to make sure that we are that preferred home, and we can make 
that happen, because we do like to grow, but I come in ς because they are probably 
made the first sale, sent the first invoice, hired the first guy. 

So, they feel really for the company, and then we want to create that environment. And 
our best salespeople is actually the guys who we acquired before them because we can 
always say that, okay, you can listen to us and you can hear all of the sweet sales talk 
but, if you want to know how it is, please call these five guys, they were our five recent 
acquisitions, and they will tell you, hopefully, the same story.

Since I started, we put more effort around acquisitions, but it takes time to build and 
work through the pipeline. You can have a first contact two years ago when it's not 
for sale, then the situation can change two to four years later, and owners are 
suddenly interested in discussing a sale. It's about drinking coffee together and 
establishing a relationship so you can be the preferred buyer when the moment 
arises.

Magnus Söderlind, CEO Bergman&Beving, InPractise interview, 2022-12-14

Home outline

Decentralization
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Becoming the Preferred Buyer

Former Manager of Corporate Development at Constellation Software, Tegus interview 2022

But it's a lot of relationship building. It's a lot of long-term thinking. I think the #1 
pieces or value prop that resonates with a lot of the companies that engage with 
Constellation is the fact that it's a permanent home for a company that they have 

built. And then most entrepreneurs, for them, it's their baby. It's something to have 
nurtured for 30 years.

These companies are typically are interested in being acquired by Constellation 
because their owners are not just looking to get the biggest kind of like a greatest exit 

of all-time and just bounce or like I don't care anymore. It's more so they're 
emotionally invested and they want to see their company thrive.

The other value proposition that really works well with the target companies is the fact 
that the companies are run autonomously, which is massively important to those 

people, the founders of the company, because they've built a certain culture over the 
years. And they want to maintain that. They've built a certain brand over the years, 

and we want to maintain that. So instead of kind of getting lost in an SAP like 
company or Oracle or IBM like company. They maintain their characteristic, they 

maintain their brand, which is, believe it or not, is massively important.We feel that also the sellers, that they want someone that is very, very long term, 
that they know what they're selling their company to, and that wewill be a long ς 
that will be around for a very long time. And that's usually good arguments for us 

being, yeah, being in a favorable spot and apreferred buyer.

Jörgen Wigh, CEO Largercantz, 22/23 Q3 Conference Call

Halma had a good history and had done a great job in messaging Mr Owens about 
keeping the people intact within the business. They were a good decentralized holding 

company and Mr Owens wanted a business future for all his staff. He was very 
employee centric and spent a lot of money on his employees. He had developed a 
strong culture and wanted that to continue, and Halma had messaged it was their 

ŎǳƭǘǳǊŜ ŀƴŘ ǘƘŜȅ ǿƻǳƭŘ ǎǳǇǇƻǊǘ ǘƘŀǘ ŜǾŜƴ Ǉŀǎǘ ǘƘŜ ŀŎǉǳƛǎƛǘƛƻƴΦέ

Some people can strip the business, show off the profits and look to sell it. Halma 
typically hold businesses longer term and invest in them. At that time, they were very 
decentralized which allowed the business to be successful and continue to flourish.

Fromer VP Global at Kirk Key, a Halma company, InPractise interview 2022

Home outline
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LǘΩǎ ŀ DŀƳŜ of Durable (EPS) Growth
An empirical approach to long term growth
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Boston Consulting Group and Morgan Stanley Research have researched what 

drives long-term stock performance for top-performing companies. The study 

was conducted on companies on S&P500 between 1990-2009.

What it concludes is that in the short term (1 year), multiple expansion (46%) is 

the primary driver of stock performance, followed by sales development (29%). 

In the mid-term (3-5 years), sales and margin expansion are the primary 

shareholder return drivers, while multiple expansion decreases in importance. 

In the long term (10 years), growth in sales is by far the most critical driver for 

EPS and hence stock performance. Together with margin expansion, it explains 

90% of the stock performance. 

Sales 
and 

profit

* Total shareholder return = Total price return incl. reinvested dividends

Sales growth is the key driver EPS and long-term stock performance
Sources of total shareholderreturn for top-quartile performers
S&P 500 (1990-2009)
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WhatDrives Long-Term Investment Results?

Source: IMC (International Management Corporation)
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What drives investment results?

At REQ, we put much effort into understanding a ŎƻƳǇŀƴȅΩǎ long-term prospects by 

focusing on People, Decentralisation, and Capital allocation.

We believe we can generate superior long-term results by understanding these three 

pillars.

The chart to the left displays what drives investment results over different time 

horizons. From this, we can learn that long-term performance is heavily influenced by 

the people and cultures within these companies.

Looking at the best Nordic Acquisition-driven Compounders like Addtech, Lagercrantz, 

Lifco, Indutrade, Addnode, and others, we can see that they have some things in 

common.

Firstly, they all have very long-term owners who do not change strategy often (or at 

all). When finding a durable strategy, they do not change it. Having long-term owners 

also provides management with a level of confidence and an entrepreneurial spirit. 

Secondly, many of these companies have internal succession planning set in place. 

When CEOs leave, the owners ensure that the set strategies are not changed.

Examples of internal CEO successions:
- Per Waldemarson, Lifco 
- Niklas Stenberg, Addtech
- Johan Andersson, Addnode
- Magnus Söderlind, Bergman&Beving (from Lagercrantz)
- Jörgen Wigh, Lagercrantz (returning to Lagercrantz from B&B).
  

Home outline
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All About (EPS) Growth

We find a strong correlation between Total shareholder return 
2007-2023 November and EPS CAGR 2007-2023 Q3 YTD; 
profitable EPS growth over time will drive the share price.

Even though EPS is the primary driver of long-term share price 
performance, it is essential that EPS reflects FCF per share as much 
as possible. 

Home outline

LǘΩǎ !ƭƭ !ōƻǳǘ 5ǳǊŀōƭŜ DǊƻǿǘƘ

Source: Factset 2023-12-01
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EPS and Free-Cash Flow Growth*
EPS vs FCF per share 2007-2023 Q3

We find a strong correlation between EPS and FCF per share CAGR 
2007-2023Q3 YTD; profitable EPS growth over time will drive the 
share price.

Even though EPS is the primary driver of long-term share price 
performance, it is essential that EPS reflects FCF per share as much 
as possible, which our data shows it does.
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All About Durable Growth ς Assa Abloy
EPS growth main driver of long-term shareholder creation 

This chart illustrates that in the short term there is no 
relationship between EPS growth and total return investors 
get, but in the long-term real return CAGR reflects the EPS 
CAGR.

For Assa Abloy, the EPS and TSR (total shareholder return) 
CAGR started to merge around 2003 (9 years after the IPO in 
1994). 
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LǘΩǎ !ƭƭ !ōƻǳǘ 5ǳǊŀōƭŜ DǊƻǿǘƘ

Using EPS as a measure of company performance has its critics. 
Certainly no single measure of this kind is perfect. But EPS is still 
a pretty good indicator, over a sufficiently long period of time, of 
ŀ ƎǊƻǳǇǎΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƛƴ ŘŜƭƛǾŜǊƛƴƎ ǎƘŀǊŜƘƻƭŘŜǊ ǾŀƭǳŜΣ 

David Barber, former founder and CEO of Halma, 1997 speech 

Source: Factset 2023-12-01
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Durable Growth premiered by the market
Main drivers of long-term shareholder value creation

Indutrade

From the charts to the left, we can observe that EPS is the main 

long-term growth driver of shareholder return (in this case, share 

price).

Over time, the share price tends to follow the EPS growth but 

can, in shorter periods, deviate due to multiple expansions or 

contractions.

As we can see from the charts, these companies have 

experienced multiple expansions starting around 2018 ς 

rewarded by the long ability to generate earnings growth with 

high returns on capital and a maintained sound financial position.

The charts show that sales growth is a significant driver of EPS 

growth, but margin expansion also plays a role.
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Lifco

Source: Factset 2025-06-30
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Durable Growth premiered by the market
Main drivers of long-term shareholder value creation

Addtech

Lagercrantz

From the charts to the left, we can observe that EPS is the main 

long-term growth driver of shareholder return (in this case, share 

price).

Over time, the share price tends to follow the EPS growth but 

can, in shorter periods, deviate due to multiple expansions or 

contractions.

As we can see from the charts, these companies have 

experienced multiple expansions starting around 2018 ς 

rewarded by the long ability to generate earnings growth with 

high returns on capital and a maintained sound financial position.

The charts show that sales growth is a significant driver of EPS 

growth, but margin expansion also plays a role.
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Durable Growth premiered by the market

Danaher

Constellation Software

Home outline

LǘΩǎ !ƭƭ !ōƻǳǘ 5ǳǊŀōƭŜ DǊƻǿǘƘ

Roper Technologies

Heico

Source: Factset 2025-06-30
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Ownership Structures and Succession Planning 

Home outline
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The Value of SuccessionPlanning
Somethoughtsaroundsuccessionplanning

An important part of our investment philosophy is άǇŜƻǇƭŜέ ς the analysis of a 
ŎƻƳǇŀƴȅΩǎ management team and corporate culture. The CEO role is crucial in every 
company. The CEO is the ά/ǳƭǘǳǊŀƭ Executive hŦŦƛŎŜǊέ. We want to invest in companies 
led by άƻǳǘǎƛŘŜǊ /9hǎέ who dare to deviate from traditional ways of allocating capital, 
organizing and creating cultures. We like to invest in companies that have systematic 
CEO succession planning. When analyzing our portfolio companies, we see three 
common roadmaps in succession planning.  

We invest in companies where the CEO treats the company as their own. We prefer 
companies where the CEO has a long tenure with the company, either as a founder or 
with years of experience with the company before being appointed CEO. CEOs who share 
the ŎƻƳǇŀƴȅΩǎ beliefs and strategic DNA create more value for shareholders than CEOs 
who view the position as the next career move or a high-paying job.    

The άCƻǊŜǾŜǊ-/9hέ 
Some CEOs are the DNA of the company. These CEOs are often founders or co-founders 
of the company and have been with the company since the beginning. Think of Steve 
Jobs at Apple or Warren Buffett at Berkshire Hathaway. The board of these companies 
gives the CEO full autonomy, and the CEO runs the company the way he or she wants. 
These CEOs treat the company as their own, and often hold large ownership stakes. 
When investing in such companies, the CEO is an important part of the investment 
analysis. These CEOs often have a very distinctive leadership style. We own several 
companies with άŦƻǊŜǾŜǊ-/9hǎέ. Examples from our funds include Mark Leonard at 
Constellation Software and Gerteric Lindquist at Nibe.
 

The downside to investing in these companies is that much of the company's 

perceived value creation is tied to the CEO. If the CEO suddenly quits or otherwise 

leaves the company, it will be difficult to replace them immediately in many cases. It 

is essential to assess succession risk in these companies and whether the corporate 

culture might change under a new CEO.  

The internal candidate

Some companies always recruit internally for the CEO position. The board of these 

companies has a detailed succession plan for the CEO position that includes several 

internal candidates. This recruitment strategy enables the board to recruit a CEO who 

understands a company's existing corporate culture, norms, and strategy. It de-risks 

the process of changing the CEO, and gives shareholders more of what has been.

Typically, these companies will not change their strategic direction or undergo 

significant changes in execution after the new CEO is in place. In these companies, 

the CEO is simply an excellent enforcer of the company's strategic DNA, which is set 

by the board and maintained over time. When a CEO in such a company decides to 

leave, the board has several excellent internal candidates to succeed them, and 

shareholders know what to expect. Most companies in our fund follow the internal 

candidate strategy. Examples from our funds are Niklas Stenberg at Addtech and Per 

Waldermarsson at Lifco.  (continued)
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The Value of SuccessionPlanning
Somethoughtsaroundsuccessionplanning

External recruitments

Some companies recruit externally when they hire a new CEO. An external candidate 

brings something new, as they have limited knowledge of the ŎƻƳǇŀƴȅΩǎ existing 

organizational culture and internal company DNA. An external candidate also has limited 

ownership of executing the ŎƻƳǇŀƴȅΩǎ strategy. In most cases, external CEOs will carve 

out a new strategic business direction when joining a new company, reflecting their 

leadership skills and strengths. External recruitment thus ensures that the ŎƻƳǇŀƴȅΩǎ 

strategy and business development are reviewed with new perspectives and constantly 

challenged over time. 

The downside of such a strategy is that the company risks changing its strategic direction 

too often. We generally do not observe external recruitments for the CEO position in our 

portfolios.

If you take the time to study a ŎƻƳǇŀƴȅΩǎ CEO history, you will often see a distinct 

pattern in how the board does its succession planning. Very few companies tend to 

alternate between external recruitment, internal recruitment, or having multiple 

dominant άŦƻǊŜǾŜǊ /9hǎέ. 

The companies in our funds have often been successful for decades by pursuing the 

άŦƻǊŜǾŜǊ-/9hέ and internal candidate recruitment strategies. These are CEOs who 

properly understand the corporate cultures and mindsets of the companies and create 

long-term value for shareholders.

 

Overview of CEO succession planning since 1990 (company names not disclosed)
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OwershipStructuresas a CompetitiveAdvantage

We believe it is vital to consider the ownership structure of a company before making 

an investment decision. In most cases, companies with a high degree of insider 

ownership are better managed than purely institutionally owned companies. Insiders 

have a longer-term view of a ŎƻƳǇŀƴȅΩǎ performance and implement that long-term 

view through board representation, management composition, and strategic 

direction. We believe that the ownership structures of our companies provide a 

significant competitive advantage by enabling companies to act in the best interests 

of long-term shareholders.    

We define insider ownership as shares owned by executives, board members, and 

large private owners (often families), as these are all stakeholders that can 

significantly impact a ŎƻƳǇŀƴȅΩǎ performance. In our portfolios, you will typically find 

ownership structures where the family behind the company controls the votes but 

not necessarily the capital. Examples of such companies are Vitec in Sweden and 

Heico in the US.

When management owns a significant stake in a company, they treat the company as 

their own. You treat your car differently than a rental car. Management with 

ownership tends to avoid poor decisions that increase short-term profitability goals at 

the expense of longer-term value creation. This requires that ownership stakes are 

not given away for free through warrants or options but through investment 

requirements or long-term incentive plans with appropriate vesting periods.

 

It is a paradox that, from a governance point of view, high institutional ownership is 

perceived by many to be better than one or a few large private owners. The argument is 

that institutional investors are often professional and have experience implementing 

appropriate governance measures. However, institutional investors often have a short-

term view of their investments, trusting that management will maximize shareholder 

value. This gives management much freedom without, in many cases, properly aligned 

incentives. In addition, institutional investors rarely take seats on the board, as this limits 

their ability to trade shares. On the other hand, a private owner often has a generational 

perspective on his or her ownership stake and wants to take a seat on the board. This 

ensures a long-term perspective in the board room, which we prefer. 

Some will argue that insider ownership does not matter in a well-governed company as 

control mechanisms will ensure that the company is well-managed. We believe that stock 

ownership incentives work better than formal control mechanisms. Management and 

directors rarely implement a long-term perspective if incentive structures are not 

correctly aligned. We favor both management and directors owning a significant amount 

of stock, increasing accountability and forcing them to have a longer-term perspective. 

The total value of the stock ownership should significantly exceed annual compensation.

There are instances when insider ownership can be a significant negative factor for 

companies. This is especially the case in conjunction with poor governance, where 

insiders act irrationally to maximize their value at the expense of other stakeholders.

(continued)
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OwershipStructuresas a CompetitiveAdvantage

One such example may be when a company is heavily indebted and enters a downturn. 

Instead of raising equity to repair the balance sheet, a majority owner who holds most of 

their personal wealth in the company may postpone a capital increase to avoid dilution. 

This is suboptimal for the company because management may spend more time worrying 

about the capital structure than focusing on operations during a difficult downturn. 

Therefore, it is important to consider whether a company has the right governance 

mechanisms when investing in companies with high insider ownership. Much of the risk 

of insider ownership can be mitigated by examining a ŎƻƳǇŀƴȅΩǎ governance 

mechanisms, in addition to its business model, organizational structure, and 

management profile.

We believe that high insider ownership creates long-term value because insiders often 

have a long-term view of the company and want to maximize long-term shareholder 

value. This means that management does not focus on empire-building or make 

suboptimal short-term strategic or financial decisions. We have high insider ownership in 

our portfolio holdings and believe this is a crucial investment criterion to ensure long-

term value creation.
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Insider Ownership ςREQ Nordic Compounders

Insider ownership (% of capital)

104x
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0x
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CEO ownership - times annual fixed salary

Average Median

CEO insider ownership (% of capital)
We define insider ownership as shares held by 

senior management, board members, and large 

private owners (often families) since these are all 

stakeholders that can significantly impact a 

ŎƻƳǇŀƴȅΩǎ long-term performance.

In the companieswe own in the Nordic fund,

managementand Board of Directors hold, on

average, 3% and 20% of the share of capital,

respectively.

CEOsof our holdings, on average, have insider

ownership 104 times their annual base salary

(and10x on median).

Home outline
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Management % of capital Board of Directors / Family and other
large private owners

Median Average

Ownership structures and succession planning

Source: Company websites, company reports, Factset
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Insider Ownership ςREQ Global Compounders

Insider ownership (% of capital) CEO insider ownership (% of capital)
We define insider ownership as shares held by 

senior management, board members, and large 

private owners (often families) since these are all 

stakeholders that can significantly impact a 

ŎƻƳǇŀƴȅΩǎ long-term performance.

In the companieswe own in the Global fund,

managementand Board of Directors hold, on

average, 2% and 16% of the share of capital,

respectively.

CEOsof our holdings, on average, have insider

ownership 219 times their annual base salary

(and10x on median).
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Ownership structures and succession planning

Source: Company websites, company reports, Factset
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Does Organic Growth Matter?

Organic growth ς selected companies*

* Addtech, Addnode, Beijer Alma, Beijer Ref, Indutrade, Lagercrantz, Lifco, OEM, Xano
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2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Average Median Average

Why is organic growth important for an Acquisition-driven Compounder?

Maintaining organic growth over time is crucial as it demonstrates Acquisition-

driven /ƻƳǇƻǳƴŘŜǊǎΩ ability to develop acquired companies. 

For Acquisition-driven Compounders it is essential as it shows that the acquired 

companies continue to develop positively under the new ownership.  A strength 

in a decentralized organization is pushing down the responsibility close to the 

customers, enriching an empowering environment that leads to continuous 

growth in the acquired companies.

We believe that overall success is dependent on total growth over the long term. 

However, organic growth is essential as it demonstrates the strength of many of 

these ŎƻƳǇŀƴƛŜǎΩ decentralized business models, leading to a valuation 

premium. 

Niklas Stenberg, Addtech CEO  
Stora Aktiedagen Stockholm 29th November 2021

Home outline

Does Organic Growth Matter?

Looking at our historical development, the thing that I am most proud of is that we 
have succeeded in generating organic growth. Doing acquisitions is something that 
many can do, but achieving organic growth is a proof that you do something that 
develops companies. Over time I think this is an important way to evaluate if the 
model is successful.

Source: Company reports
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Does Organic Growth Matter?
Overall stronglevelof organicgrowth
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Organicgrowthof selectedcompanies
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Source: XANOIndustri, Vitec Software,Teqnion, AddLife, Addtech, AtlasCopco, BeijerRef, ConstellationSoftware,Diploma,Indutrade, Brown and Brown Inc,
IMCD,Heico, Halma,IdexCorporation,Lagercrantz,Lifco, LimeTechnologies,Sdiptech, AddNode, BoydGroupServices,HMSNetworks,JudgesScientific,, NCAB,
NIBEIndustrier,Roper
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Does Organic Growth Matter?

Bo Annvik, Indutrade CEO ς Indutrade Capital Markets Day November 2022

An interesting perspective on the importance of organic growth

Home outline

Does Organic Growth Matter?

So why is organic growth important for Indutrade? We have been quite successful in the last years in terms of acquisition growth. Well, as an 
ƛƴŘƛǾƛŘǳŀƭ ŎƻƳǇŀƴȅΣ L ǘƘƛƴƪ ƻǊƎŀƴƛŎ ƎǊƻǿǘƘ ƛǎ ŀ ǊŜŎŜƛǇǘ ƛƴ ǘŜǊƳǎ ƻŦ ǘƘŀǘ ȅƻǳ ŀǊŜ ŎǊŜŘƛōƭŜ ŀƴŘ ȅƻǳΩǊŜ ŎƻƳǇŜǘƛǘƛǾŜ ŀƴŘ ȅƻǳ ŀŎǘǳally deliver value to your 

ŎǳǎǘƻƳŜǊΧ

ΦΦΣŀƴŘ ƛŦ ȅƻǳ ŘƻƴΩǘ ƎǊƻǿΣ ǘƘŜǊŜ ƛǎ ŀ Ǌƛǎƪ ǘƘŀǘ ȅƻǳ ǎǘŀƎƴŀǘŜ ŀǎ ŀ ŎƻƳǇŀƴȅ ŀƴŘ ȅƻǳΩǊŜ ƻƴ ǘƘŜ ǎŀƳŜ ƭŜǾŜƭ ȅŜŀǊ ŀŦǘŜǊ ȅŜŀǊΦ !ƴŘ ƛŦ yoǳ ŘƻƴΩǘ ƎǊƻǿΣ ȅƻǳ ŎŀƴΩǘ 
really recruit new talent and mix your sort of employee group with older experienced and younger energetic persons with different sort of talent so you 

might become a little bit stale and stagnant. So, I think the growth aspect makes us more attractive also in talent management perspective.

LǘΩǎ ƻōǾƛƻǳǎƭȅ ŀŎŎǊŜǘƛǾŜ ƛƴ ǘŜǊƳǎ ƻŦ ǇǊƻŦƛǘ ŀƴŘ ǾŀƭǳŜ ǘƻ ǇǊƻǾƛŘŜ ƻǊƎŀƴƛŎ ƎǊƻǿǘƘΦ LŦ ȅƻǳ ŎƻƴǘƛƴǳŜ Ƨǳǎǘ ǘƻ ōǳȅ ŎƻƳǇŀƴƛŜǎ ǿƛǘƘ ƭow organic growth, it 
becomes quite a lot of acquisitions you have to do. And I think the organic growth part is also de-risking the strategic perspective of Indutrade as a 

group. Not being so reliant on the acquisition side, but actually having a professional growth based on innovation and being competitive and balancing 
ǘƘŀǘΣ L ǘƘƛƴƪ ƛǘΩǎ ƳŀƪƛƴƎ ŀ ƭƻǘ ƻŦ ǎŜƴǎŜ ŦƻǊ ǳǎ ǘƻ ƛƴǾŜǎǘ ǘƛƳŜ ŀƴŘ ǊŜǎƻǳǊŎŜ ƛƴ ōŜŎƻƳƛƴƎ ōŜǘǘŜǊ ŀƴŘ ōŜǘǘŜǊ ƛƴ ǘŜǊƳǎ ƻŦ ƻǊƎŀƴƛŎ growth.
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All About (Organic) Growth
Does organic growth matter?

Nico Delvaux, CEO Assa Abloy  
Capital Markets Day, November 2022

An interesting perspective on the importance of organic growth

Home outline

Does Organic Growth Matter?

From previous CMDs, previous discussions that we said we had the ambition to accelerate our organic growth. We said we grow 3% and 
how can we now grow 4%? If we have a vertical where we grow 7%, how can we grow 8%, because we said 1% more organic growth in a 

ǎǳǎǘŀƛƴŀōƭŜ ǿŀȅΦ LǘΩǎ ǘƘŜ ŘƛŦŦŜǊŜƴŎŜ ōŜǘǿŜŜƴ ŀ ƎƻƻŘ ŎƻƳǇŀƴȅ ŀƴŘ ŀ ƎǊŜŀǘ ŎƻƳǇŀƴȅΦ  κΧκ

We believe or we are convinced that continued profitable growth starts with understanding our customers. Product leadership to 
innovation, where we see innovation as an enabler for everything we do, and also the most important driver for our organic growtƘέ

We focus on organic growth because it creates more value.
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Remuneration and Targets of Organic Growth
Examples of CEOs remunerated on organic growth 

ά¢ƘŜ Group and all ǎǳōǎƛŘƛŀǊƛŜǎΩ goal is to ensure that organic 
EBITA growth exceeds GDP growth in the relevant geographic
markets over the course of a business cycle. Additional growth 
should be achieved through ŀŎǉǳƛǎƛǘƛƻƴǎέ

Lifco Annual Report 2022

Lifco

ά¢ƘŜ variable cash remuneration shall be linked to predetermined and 
measurable financial targets, such as earnings per share (EPS), 
earnings before interest and taxes (EBIT),
cash flow and organic growth and can also be linked to strategical 
and/or functional targets individually adjusted on the basis of 
responsibility and function. ά

Assa Abloy Annual Report 2022

ά²Ŝ believe shareholder value is created by managing two 
financial components over long  term: profitability and growth. As 
such, our corporate bonus plan, which compensates employees at 
all levels of our organization, is based upon ROIC and net revenue 
growth (in the case of Daan Dijkhuizen, organic revenue growth)

Topicus Annual Report 2021 

Assa Abloy

Topicus

ά.ƻƴǳǎ is based 80% on earnings targets and 20% on return on 
equity target (P/WC). During the year, the outcome was 81% 
(78%).

Also includes organic growth bonus up to 10% of other ōƻƴǳǎέ

Lagercrantz Annual Report 2022

Lagercrantz
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Case Study: Organic Growth & Capital Allocation
Case study of Lagercrantz & OEM

As we have stated, organic growth is important for an acquisition-driven compounder, but how 
important is organic growth to acquired/total growth?

We will on the coming slides compare two companies with the same starting point (in terms of 
sales/EBIT) in 2022; Lagercrantz & OEM International.

In this case study we will look at some of the success factors behind both companies.

Looking at 2002 financials, we can see that both Lagercrantz and OEM were similar in both size 
and market cap.

Since 2002, Lagercrantz has grown sales with a CAGR of 8.6% and EBIT with 20.3%.
The same for OEM is sales CAGR of 6.0% and EBIT CAGR of 15.7%.

2002 figures Lagercrantz OEM
Sales 1463 1534
EBIT 27 40
Margin 2% 3%
ND/EBITDA -0.4x 0.6x
Market Cap (year-end) 620 510
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Case Study: Organic Growth & Capital Allocation
Case study of Lagercrantz & OEM

If we look at the margin development of Lagercrantz and OEM, we can see that margins have 
developed in a similar way from 2002 ς 2023 Q3 (trailing twelve months). 

However, underneath the surface lies two somewhat different strategies for growth and 
increasing margins. 

While OEM has had a larger focus on organic growth, Lagercrantz has historically put emphasize 
on inorganic growth. As of 2017, we have however noticed a larger focus from Lagercrantz on 
organic growth as well. The conviction in driving organic growth is visible through the /9hΩǎ and 
business areas ƳŀƴŀƎŜǊǎΩ compensation scheme as they are compensated on organic growth.

h9aΩǎ and [ŀƎŜǊŎǊŀƴǘȊΩǎ organic growth on average since 2005 is 5% and 2%, respectively. We 
estimate that c. 60% of h9aΩǎ growth during this period is organic, compared to 25% for 
Lagercrantz.
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Case Study: Organic Growth & Capital Allocation
Case study of Lagercrantz & OEM

The difference in focus on organic and acquisitive growth is also visible through their capital 
allocation strategies during this time.

Comparing the capital allocation of OEM and Lagercrantz from 2002 ς 2023, we can see that 
Lagercrantz has spent around 76% of FFO (funds from operations) on acquisitions, while OEM 
only has spent 11%. 

However, OEM has spent 18% of its operating cash flow on NWC, compared to 4% for 
Lagercrantz, emphasizing the difference in growth priorities. 

We also see differences in how capital to shareholders is distributed; OEM has through 
dividends and share buy-backs distributed c. 50% of its operating cash flow to shareholders 
while Lagercrantz has distributed c. 33%.

Even though Lagercrantz spent 76% of its cash flow on acquisitions and distributed 30% to 
shareholders, the leverage is still within levels we deem sound. OEM has mostly operated with 
very low leverage /  net cash position.

 

100%

-18%

-15%

6%

-11%

2%

-4%

-41%

-10%

-10%

FFO
NWC

Capex
Divestments

M&A
Equity

Net debt
Dividends

SBB
Other

-20%

0%

20%

40%

60%

80%

100%

OEM Capital allocation 2002-2023

100%

-4%

-18%

4%

-76%

30%
0%

-30% -3%
2%

FFO
NWC

Capex
Divestments

M&A
Net debt

Equity
Dividends

SBB
Other

0%

20%

40%

60%

80%

100%

120%

Lagercrantz Capital allocation 2002-2023

-2.0

-1.0

0.0

1.0

2.0

3.0

2002200320042005200620072008200920102011201220132014201520162017201820192020202120222023
Q3

TTM

ND/EBITDA

Lagercrantz - ND/EBITDA OEM - ND/EBITDA

Home outline

Does Organic Growth Matter?

Source: company reports



109

Case Study: Organic Growth & Capital Allocation
Case study of Lagercrantz & OEM

As we displayed on the previous slide, Lagercrantz has spent more on acquisitions 
than OEM, which is also visible on an annual basis.

Charts to the left show annual spend on acquisition in percent of operating cash flow 
as well as annual no. of acquisitions completed. 

Up until 2015, Lagercrantz and OEM completed the same no. of acquisitions.
We estimate the average deal size to be around SEK 10-20m for OEM and SEK 50m 
for Lagercrantz, hence Lagercrantz conducting somewhat larger (still small) 
acquisitions compared to OEM.

As from 2016, the different strategies became more apparent as Lagercrantz 
continued to acquire companies (and increased the pace somewhat) while OEM 
decreased focus on acquisitions. 

So, why does this matter?
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Case Study: Organic Growth & Capital Allocation
Case study of Lagercrantz & OEM

It matters because the market started to change the perception of Lagercrantz 
in 2015 compared to OEM. 

The chart displays EV/EBIT for these two companies over 20 years - and 
Lagercrantz was valued on par with OEM up until 2015.

This has led to a total TSR-outperformance (reinvested) from Lagercrantz 
compared to OEM. and it mainly started as from 2014/2015. 

From the end of 2002 up until yesterday - Lagercrantz has produced a TSR of 
10,000%, compared to 5,000% for OEM, if all dividends were reinvested. 

OMXSALLS (OMX Stockholm Allshare, not reinvested) has during the same 
period produced a return of 400%, which means that both companies have far 
outperformed the broad stock market.
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Case Study: Organic Growth & Capital Allocation
Case study of Lagercrantz & OEM

What conclusions to draw from this case study?

As previously emphasized, organic is important for the overall equity story. OEM serves as a compelling illustration, demonstrating its 

organic tool kit being powerful for delivering shareholder returns when coupled with the expansion of profit margins while maintaining a 

prudent approach to risk.

However, achieving superior returns as an acquisition-driven compounder necessitates a sustained focus on acquisitions. The combined 

impact of these dual growth engines can be powerful, given that the execution is thoughtful and has a balanced view on risk.  

In the preceding slides, we presented the margin expansion, noting their similar development ς some through acquisitions and others 

through organic growth. Reflecting on this, it becomes apparent that market perceptions of margins may not always differentiate between 

organic and acquired. 

Nevertheless, suppose a company displays zero or negative organic growth while its peers can drive organic growth. In that case, the 

market may question the organization's internal dynamics, potentially leading to distinct differences in valuation. 

In conclusion, organic growth is essential, especially when compared to peers. However, to excel as a successful acquirer, maintaining a 

consistently effective M&A engine and a prudent approach to capital allocation and risk management is essential. 

It is crucial to clarify that a prudent view of risk does not imply avoiding leverage altogether; at times, the opposite may be true to 

maximize returns. Examining the practices of successful acquisition-driven compounders reveals a consistent adherence to leverage levels, 

typically ranging between 1-2x and never exceeding 2.5x EBITDA.

A company aligning with these criteria stands to be rewarded over time with higher multiples, mirroring the success of Lagercrantz and 

other similar companies, leading to outstanding shareholder returns in the long term. 
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All About (Organic) Growth - A Snapshot of Lifco 
Organic EBIT-growth for companies acquired 1998 / 2000

ÅThe charts to the left display the organic EBIT growth for acquired 
companies in 1997 (Dental companies) and 2000 (Brokk AB). By 
displaying this Lifco want to show how they have grown some of the 
portfolio organically with a long-term focus on improvements in acquired 
companies.

ÅFollowing from [ƛŦŎƻΩǎ 2021 Q4 Conference call:
Dental: άΧwe had very strong development through the first 15 years up 
until 2013. Basically, doing a lot of operational improvements in the 
subsets of the portfolio..έ

Å

Brokk: άIŜǊŜ you can also see that this is one example of very long-term 
focus on gradually developing business from organic improvements, both 
improving margins and salesΧέ. 

ÅDespite its strongly decentralized organization Lifco still focuses on 
improving the acquired companies over time. On this matter they say 
that ά²Ŝ try to follow these examples from very, very long time 
perspectiveΧέ
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Brokk** - EBIT & organic EBIT growth

+8%

+19%

+7%

+9%

CAGR
+10%

* Companies included: Nordenta, DAB Dental, Dansk Nordenta, LIC Scadenta and Directa.
5ƛǊŜŎǘŀΩǎ ǎŀƭŜǎ ƘŀǾŜ ōŜŜƴ ŀŘƧǳǎǘŜŘ ŦƻǊ ǘƘŜ ŜŦŦŜŎǘ ƻŦ ŀǎǎŜǘ ŀƴŘ ƭƛŀōƛƭƛǘƛŜǎ ŀŎǉǳƛǎƛǘƛƻƴǎΦ
** Refers to Brokk AB.
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Does Organic Growth Matter?

Source: Lifco 2021 Q4 deck
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Stable and Increasing Margins Rewarded by the Market
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ÅCompanies with stable or increasing margins have on 
a general level higher valuation (EV/EBIT) than 
companies with more volatile margin profiles.

ÅMargins as such do not play a role in terms of 
valuation between companies (as long as they are not 
too low), but rather the stability provides valuation 
resistance.

ÅOur experience is that it does not always matter if the 
margin delta is acquired or organic, what matters is 
that it is stable/increasing. 

ÅWe also see that the stock market rewards 
sustainable margins. 
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Does Organic Growth Matter?

Source: Company reports & Factset 2023-12-01
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The Superinvestors of Bergman & Bevingsville

"The Superinvestors of Graham-and-Doddsville" originated as an article by Warren 
Buffett in the fall 1984 issue of Hermes, Columbia Business School magazine*. In this 
piece, Buffett highlighted a group of investors whose guiding principles were deeply 
embedded in the traditions of Graham and Dodd. Despite pursuing diverse paths and 
selecting different stocks, all these investors adhered to the fundamental principles of 
value investing. The outcome was a series of investing track records that defied 
randomness.

In drawing a comparison, the ecosystem associated with the Bergman & Beving sphere in 
Sweden, encompassing its various spun-out companies, adheres to a common set of 
principles crucial for their success as independent entities. Much like the investors in 
Buffett's narrative, these companies operate with a shared ethos, marked by two 
notable characteristics: a dedication to decentralization and a dedication to self-financed 
growth through simple profit goals, allowing each individual within the system to make a 
meaningful impact. Numerous successful acquisition-driven compounders find 
inspiration in the notable influence of the Superinvestors of Bergman & Bevingsville.

Founded in 1906 by Arvid Bergman and Fritz Beving, Bergman & Beving prioritized 
decentralization and simplicity. Initially operating as a technical trading company in 
Sweden, the company implemented a decentralized structure, distributing 
responsibilities among the original shareholders. The acquisition journey began in 1967 
with Lagercrantz, leading to nearly 200 acquisitions by the year 2000, primarily in the 
1980s and 1990s. 

According to Ronald Fagerfjäll, the author of a book chronicling the Börjesson family**, 

the Bergman & Beving story starts with Arvid Bergman, a Swedish student from 

Norrköping who studied electrical engineering in Germany. There, he crossed paths with 

his German peer, Fritz Beving, in the 1890s. Their collaboration strengthened during pre-

World War I European trade, shaped by the industrially expansive German Empire. In 

October of 1906, after engagements at Brown Boveri, a Swiss group of electrical 

engineering companies, they moved back to Sweden and founded a trading company. 

This marked the inception of Bergman & Beving, a trading company focusing on 

importing technological products for the industrial sector in Sweden. The company 

thrived despite war challenges and the founders' demise in the 1950s. 
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                                                             Copyright: Momentum Group AB
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The Superinvestors of Bergman & Bevingsville

In the 1960s, amid family business pessimism where many small and medium-sized 
businesses were for sale at attractive prices, Bergman & Beving pursued acquisitions. 
Notably, the first subsidiary and the first foothold in the electronics technology field was 
Johan Lagercrantz in 1967. The trading firm established by Johan Lagercrantz in 1938 was 
dedicated to dealing with components and equipment right from its inception. The 
company was a trading firm with notable brands like General Radio and Du Mont, which 
were renowned for their oscilloscopes during that era. 

Moreover, in the early 1940s, Bergman & Beving also took a significant step into the life 
science sector by signing an agreement with Radiometer, which laid the foundation for 
many more companies to come within the Lab and Diagnostics market areas, and 
ultimately Meditech, which was formed in 1997 as one of four divisions within Bergman 
& Beving. In 2005, Addtech acquired parts of the MediTech business area from B&B 
Tools (formerly Bergman & Beving) and formed the life science business area. In June 
2015, Medtech was acquired, and in connection with this, the AddLife Group was formed 
and subsequently listed in 2016. 

At the time of the public listing in 1976, Bergman & Beving only had sales of 167 million 
SEK and a pre-tax margin of 5%. During the 1980s, the group had distribution rights for 
over 300 companies and had over 50 subsidiaries. By the year 2000, the group had done 
nearly 200 acquisitions, primarily in the 1980s and 1990s. Many of these acquisitions 
involved family-owned trading companies that continued to operate under their existing 
names. However, intensified competition emerged with the expansion of the European 
Union, which allowed for parallel imports. The evolution of the market landscape, 
coupled with the growing commoditization of some distributed products, significantly 
impacted trading companies like Bergman & Beving. The ensuing challenges prompted a 
shift towards niche-oriented companies and emphasizing value-add beyond mere 
distribution.

Significant changes took place in the 1980s and 1990s when Tom Hedelius, the CEO of 
Svenska Handelsbanken, became chairman in 1982. In 1990, Anders Börjesson from 
Tisenhult-gruppen became the first external CEO. Börjesson, who had been part of the 
management team since 1979, had a deep understanding of the organization. This move 
marked a shift in Bergman & Beving's management strategy since the company had only 
had four CEOs over the past 84 years, all of whom had been significant shareholders. 
Börjesson together with Torsten Fardell launched the profit over working capital metric 
(P/WC), became CEO in 1990 and stayed with the company until 2001. Metrics like P/WC 
has stood the test of time for over 40 years. It continues to serve as a foundational 
guiding tool within the entire ecosystem of spun-out companies, influencing all aspects 
of business operations and acquisitions. 

According to an interview with Pär Stenberg, the CEO preceding Anders Börjesson, 
internal academies and tools like P/WC, played a significant role in άǘǊŀƴǎŦƻǊƳƛƴƎ 
engineers and individuals from non-sales backgrounds into proficient sales 
ǇǊƻŦŜǎǎƛƻƴŀƭǎέΣ ultimately shaping a company to become the ά.ŜǊƎƳŀƴ LŘŜŀƭέϝϝ. 

In 2001, Anders Börjesson and Tom Hedelius divided Bergman & Beving into three 
separate companies. The aim was to highlight the company's underlying values and 
enable each entity to focus on growth as individual units. (Continued)
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The Superinvestors of Bergman & Bevingsville

The Industry business area was formed into a new entity called Addtech, while the 
Electronics business area formed the Lagercrantz Group. The remaining companies 
evolved into the legacy Bergman & Beving. Since 2001 to today, both Lagercrantz and 
Addtech has generated more than 20% TSR CAGR. Subsequently, Bergman & Beving 
adopts the name B&B Tools, refocusing its operations to specialize in the sale of 
industrial consumables, including tools, machinery, protective and safety equipment, as 
well as various industrial components such as ball bearings, seals, transmissions, and 
automation.

The Centralization Experiment
After spinning off Lagercrantz and Addtech in 2001, B&B Tools deviated from its 
established DNA of decentralization. In pursuit of efficiency gains and economies of 
scale, the company aimed to transition into one company, despite a century-long track 
record of successfully implementing decentralization. This marked the beginning of a 
decade-long experiment with centralization, hoping to extract synergies by integrating 
product companies with wholesale and the many reseller entities they bought and 
integrated. 

While the anticipated efficiency gains appeared promising on paper, they failed to 
materialize in practice. In 2017, B&B Tools underwent a significant restructuring, 
resulting in the spin-off of Momentum Group. Consequently, B&B Tools reverted to its 
original name, Bergman & Beving.

This restructuring involved separating the value chain, with B&B Tools retaining 
wholesale operations and product companies, while Momentum Group took charge of 
the technical trade businesses (serving machines) as well as industrial supplies, tools, and 
workwear (serving humans).

In 2021, Alligo emerged as the "old" Momentum Group, offering products and services in 
tools, supplies, workwear, personal protective equipment, workplace equipment, and 
product media. Subsequently, in 2022, a new spin-off occurred, establishing the "new" 
Momentum Group, representing the former Components & Services business areas 
(primarily through Momentum Industrial AB). An alternative perspective on these 
changes is that the initial spin-off from B&B Tools involved the restructuring of the value 
chain, while the subsequent spin-off in 2022 focused on dimensions within the product 
portfolio.
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                                                             Source: B&B Tools 2002 Annual report

*https://www8.gsb.columbia.edu/sites/valueinvesting/files/files/Buffett1984.pdf
 ** Tisenhult ςGrundaren, familjen och foretagen (Ronald Fagerfjäll)
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Profit Over Working Capital
Case Study

Even in its nascent stages, the Bergman & Beving Group had a distinct focus on 
profitability. The organization pursued ambitious growth targets while adopting a 
profitability benchmark, which involved maintaining profits divided by working capital 
(P/WC) at levels exceeding 45%. Put simply, every dollar allocated to net working 
capital must produce a return surpassing 45%, akin to the mindset behind Buffett's $1 
Test, if you will. As we will illustrate, this target has not only generated a self-
sustaining business model but has also provided steadfast resilience to navigate the 
vicissitudes of the business landscape since it was introduced.

The aƻƴŜȅΩǎ-Not-Free-Approach to Value Creation
The Profit/WC metric was introduced in 1981 when Anders Börjesson joined the 
management team of Bergman & Beving. Börjesson's exploration of business 
strategies and industry trends influenced the concept of an asset-light focus, which 
serves as the foundation for the return on working capital metric. During his studies, 
Börjesson discovered the benefits of an asset-light approach commonly used by 
successful entrepreneurs. This approach became particularly relevant for privately 
held firms facing a wealth tax on their net assets. Börjesson drew inspiration from 
entrepreneurs like Ingvar Kamprad (founder of IKEA) and Erling Persson (founder of 
H&M), who had successfully navigated similar challenges by adopting an asset-light 
strategy*. Motivated by their experiences, Börjesson together with Torsten Fardell, 
further explored and implemented the asset-light focus, leading to the development 
and utilization of the P/WC ratio.

Addtech, along with Lagercrantz, was spun out from Bergman & Beving in 2001. They 
have their own internal book called "The Mind and the Soul" (translated as "Tanken 
och själen" in Swedish), which outlines the company's fundamental business 
principles. This book is distributed to all employees and is relatively short, consisting 
of approximately 80 pages. Its purpose is to explain the company's culture, strategy, 
and how value creation is implemented at Addtech. The book is written in a way that 
every employee can understand, providing practical examples to illustrate the 
fundamental principles. One key focus is the P/WC metric, which demonstrates how 
every Addtech employee can contribute to returns.

Similarly, Momentum Group has its own book called "Entrepreneurship to Achieve 
Increased Profitability - Objectives and Tools to Achieve P/WC > 45%" (translated from 
Swedish to English). This book is an easy read of 45 pages.

According to the Superinvestors of Bergman & Bevingsville, a business is considered 
self-financing when the return on working capital (EBITA/WC) is higher than 45%. By 
achieving an EBITA/WC > 45%, the business can generate the necessary cash to cover 
taxes and make required investments in its existing business through capital 
expenditures, growth, and dividends. The goal of being self-financed means that 
growth, whether organic or through acquisitions, will not dilute current shareholders 
through equity raises or rely heavily on debt financing. This highlights the importance 
of capital efficiency in generating cash. (Continued)
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Profit Over Working Capital
Case Study

Originally, the goal of exceeding the 45% target was set during a period when tax rates 
were higher. It was meant to cover one third tax, one third dividends, and one third 
growth (15% yearly growth measured over a business cycle, split between organic 
growth and acquisitions). 

To analyze whether aiming for a target of 45% or more results in a self-sustaining 
business model, let's consider a scenario with no debt, a 20% tax rate, a payout ratio of 
30%, and a 15% growth target. Half of the growth is acquisitive, requiring a 5x EBIT 
multiple paid, while the rest is organic. It is important to note that this analysis assumes 
no maintenance capex, only investments in working capital for growth. This exercise 
supports the idea that a 45% investment in working capital can indeed create a self-
sustaining business.

Why use working capital instead of invested capital in the denominator? A trading or 
value-add distribution company, like those under B&B, primarily relies on working capital 
rather than fixed assets, which are often outsourced. This is why Profit over working 
capital serves as a suitable proxy for trading companies and an effective measure of 
overall capital return.

The P/WC ratio can be divided into 2 main parts, which can be further broken down into 
6 distinct metrics: 3 metrics related to the profit (numerator) - sales, price, and cost 
base, and 3 metrics tied to the denominator (WC) - inventories, receivables, and 
payables. Profit can be calculated by dividing EBITA (Earnings Before Interest, Taxes, and 
Amortization) by Sales and then dividing that result by Net Working Capital. This 
simplification occurs because the "Sales" term cancels out when multiplying the two 
fractions together.

Profit is determined by the formula:
Profit = (EBITA /  Sales) x (Sales /  Net Working Capital)

This can be further broken down to: 
Profit = (Sales x Margin) - Cost x Inventory + Receivables - Accounts payable 

(Continued)
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Profit Over Working Capital
Case Study

Let's apply this with another example. Suppose we have Company A generating 9% 
operating margins, which is typical for a trading business, offering value-added 
services to customers. Additionally, the business maintains a net working capital of 20, 
resulting in a P/WC ratio of 45%. To boost the profit ratio, there are six levers to 
consider. You can either increase sales, raise prices, or reduce costs. Each lever affects 
working capital differently, and the same applies to the working capital, which is the 
denominator in the P/WC KPI. 

The easiest way to decrease working capital is by reducing inventory, speeding up 
customer payments, and extending supplier payment terms. These are aspects that 
every senior management team in large corporations focuses on. Employees in the 
group companies are encouraged to foster strong relationships with the right 
customers and suppliers and to have a solid grasp of inventory levels. Essentially, this 
framework both educates and heightens awareness about excelling in sales. It imparts 
valuable lessons on prioritizing customers, nurturing relationships following the 80/20 
rule, adopting value-based pricing, and comprehending the consequences of providing 
discounts. These last two choices can result in significantly divergent cash flow 
outcomes.

Let`s focus on the working capital lever and more specifically receivables. Suppose a 
new company becomes part of the group, Company B, which historically hasn't been 
mindful of receivable days. After joining the group, they discover that similar 
companies in the group typically have receivable days of only 50, not 73. By reducing 
their receivable days, P/WC increases to 65%, resulting in a favorable impact on 
cashflow when growing and hence the ability to be self-funded**.

Home outline

Small adjustments like these, continuously improved upon, create a positive feedback 
loop that enhances cash conversion, strengthens resilience, and increases the company's 
self-sufficiency for growth, ultimately leading to long-term value creation for 
shareholders. The best-in-class companies excel in sharing best practices across multiple 
levers simultaneously. They successfully boost cash flow and achieve substantial organic 
growth without resorting to coercive measures that could stifle the entrepreneurial spirit 
within their operating companies. This balance is a delicate equilibrium that can only be 
created through experience. 

The Focus Model
Aiming for a P/WC ratio of 45% or higher is one aspect, and the companies emerging 
from Bergman & Beving, including Bergman & Beving itself, adhere to an internal 
benchmark known as the "Focus Model." This model essentially serves as a prioritization 
tool applied to all operating companies within the group, and their performance is 
evaluated accordingly. (Continued)
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Profit Over Working Capital
Case Study

The Focus Model***  for Different EBITA/WC levels is as follows:

ωAbove 45%: Increase profits through revenue increases (organic and acquisitions)
ωBelow 25%: Increase margins!
ω25-45%: Increase margins and working capital turnover for άǇǊƻƻŦ of concept.έ

The P/WC ratio serves various purposes, such as assessing operating units, evaluating 
product performance, analyzing markets and customers, and even as a tool for assessing 
acquisitions, whether they are substantial or smaller bolt-on additions. Moreover, it is 
aggregated and measured at the group level. Ultimately, all employees receive incentives 
based on this profit ratio.

The overarching goal is for all employees to easily grasp and see the measurable impact on 
financial performance, which is quite different from aggregated accounting metrics that 
aren't as relatable. This theme is prevalent among the best-in-class companies, emphasizing 
straightforward profit objectives that genuinely make a difference, often tied to smart 
incentives. The recurring lesson from these top performers is to avoid unnecessary 
complexity. It's about establishing an internal language that resonates, especially with small 
business owners who may have engineering backgrounds and might not be well-versed in 
financial or sales terminology.

*Bergman & Beving to Addtech, a best-in-class serial acquirer and Tisenhult ςGrundaren, familjen och foretagen (Ronald Fagerfjäll)
**It's worth noting that while both margins and turnover have a similar impact on the profit-to-net working capital ratio, increased margins have a more significant effect on cumulative 
cash flow compared to equivalent increases in capital turnover.
***From presentation material by Momentum Group AB 
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Theleft-handchart illustratesdifferent Profit/NWCindifferencecurves.

P/NWC>45% representsa self-financedmodel i.e. companiescan financeboth
organicgrowth,acquisitionsanddividendswith internallygeneratedcashflows.

Thechart displaysthat different marginslevelsand capital turnover canprovide
the samecashreturns.

Thecalculationsalsorevealthat marginimprovementscontributemore to higher
P/NWCthan capitalturnover.

Our exampleshowsthat for a companyto increaseP/WCfrom 45% to 60% - it
caneither raisemarginsby 3.0 percentagepoints,from 10%to 13%, or decrease
NWCto saleswith 4.5 percentagepoints,from 21.5%to 17%.

Acquisition-drivencompounders,acquiringcompanieswith potential to increase
margins,will enjoya substantialimprovementin P/NWC,all elseequal.

* All positionson a linegivethe sameProfit/NWC.

Source: REQcalculationsfor illustrativepurposes

45%
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Danaher Business System
The KaizenApproach: ContinuousImprovement

         

             

Lessons from the Titans: What Companies in the New Economy Can Learn from the 
Great Industrial Giant
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Bruno Meinhardt, Former Director at Danaher, InPractise interview 2020

Every department, every OpCo, every site, every platform is running to around seven 
different key performance indicators and it is really broken down from the strategy to the 

policy deployment to the daily management. Everybody sticks to this, every single day. 
Certainly, one part of the DBS culture is also to make things transparent and to make things 

ugly. For example, we always said that red is the new green.

 We put some targets out and if you have reached the targets and you become green in all of 
them, we skip the targets, go to the next level so that, more or less, everything is red again. 
¢Ƙƛǎ ōǊƛƴƎǎ ŀ ƭƻǘ ƻŦ ǇǊŜǎǎǳǊŜ ǘƻ ǘƘŜ ǇŜƻǇƭŜ ŀƴŘ ŀ ƭƻǘ ƻŦ Ŧƻƭƪǎ ŎŀƴΩǘ ǊŜŀƭƭȅ ŘŜŀƭ ǿƛǘƘ this.But I 
ŘƻƴΩǘ ǘƘƛƴƪ ƛǘΩǎ ǎƻ ōŀŘ ōŜŎŀǳǎŜ ȅƻǳ ƘŀǾŜ Ŏƻƴǎǘŀƴǘ ƛƳǇǊƻǾŜƳŜƴǘΦ Lǘ ƛǎ ŀƭǎƻ ǾŜǊȅ ŘŜǇŜƴŘŜƴǘ ƻƴ 

the site leader or OpCo leader as to how you really deal with these things. They need to 
explain to the people that red is nothing bad, but it is a chance, an opportunity. Therefore, 
they really have to embrace the culture because, as they were brought together, they bring 

in their old culture and, in the old culture, red was something negative
Culp came to understand that DBS worked better with businesses with a high gross 
margin, especially those with a big spread between gross and operating margins. 

The wider the spread, the more opportunity for Danaher to take costs out with DBS. 
Culp had learned through operating experience that it was easier to improve the 

gross margin of a high-margin company versus a low-margin one. 

[ƻǿ ƳŀǊƎƛƴǎ ǳǎǳŀƭƭȅ ƳŜŀƴǘ ǘƘŀǘ ŎǳǎǘƻƳŜǊǎ ǎŀǿ ǘƘŜ ǇǊƻŘǳŎǘ ŀǎ ƭƻǿ ǾŀƭǳŜΦ /ǳƭǇΩǎ 
judgment ran against the consensus view, as M&A bankers and business schools 

often presented low-margin businesses as opportunities, particularly for those good 
at taking out costs.
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Roper: Cash Return on Investment
«CRI»

         

             

Tracy Marks, president of TransCore (a company divested by Roper in 2021)

Tracy Marks, president of TransCore (a company divested by Roper in 2021)Zero-cost budgeting and smart profit goals rooted in cash flow
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What's different under the Roper model versus prior to Roper, it's really that CRI 
model is very simple. Whenever you look at it from prior years, before 12 years ago, 

before part of the Roper company, we were working of annual budgets, annual 
forecasts. And as long as you were meeting that forecast, you were okay. We didn't 
look at it from a CRI model. We had a lot of investment in products. We would go 

chasing down rat holes that, at the end of the day were not -- didn't return the cash 
to us that we would like to see.

You want to grow at a higher percentage than you did the year before. Now we're all 
incentivized around that. That's -- we -- again, we get up in the morning, we go to bed at 
night thinking about how can we grow better this year than we grew last year. So I think 

just the passion and the energy and looking at the business from 10 different ways also just 
really drives execution. We can have a great quarter, as we have had several great quarters 

over the last few years, we can have great years. 

I can tell you, Brian will find a way to look at that business, to where it doesn't look so 
great. Every quarter, we think we have it nailed. We have records in every category, maybe 
except one, and we will spin that entire operating review talking about how we can get that 

one to be better
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Capital Allocation and Cash flows
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Capital Allocation
The CEO as an investor

Great capital allocation is broadly speaking the use of cash that generate a return higher than its cost of capital. It stands as a fundamental responsibility for 
the management of a public company. The proper goal of capital allocation is to build long-term value per share and the emphasis is on building value and 
letting the stock market reflect that value. Being a great capital allocator can be compared to being a great investor; it is all about making the decisions that 
maximizes shareholder value.

Intelligent capital allocation means understanding the long-term value of the opportunities and spending money wisely and accordingly. It also includes 
knowing the value of a ŦƛǊƳΩǎ individual assets. 

Why is capital allocation so important? The first is that companies must compete and a company that is allocating its resources wisely will ultimately prevail 
over a competitor that is allocating its capital and resources poorly. The second is the opportunity cost; unless capital is going to its best and highest use, it 
will underperform relative to its opportunity cost.

In William ¢ƘƻǊƴŘƛƪŜΩǎ book The Outsiders, he studied eight /9hΩǎ that were great capital allocators and on average outperformed S&P 500 by 20 times and 
their peers by seven times. One thing all the CEOs had in common was their focus on cash flow generation.

A proper capital allocation strategy allows CEOs to act opportunistically when the opportunity is given. But like managing a portfolio of stocks, managers 
should have low tolerance for business areas or subsidiaries with bad growth, hence being able to take decisions to divest such operations. 

Academic research also shows that rapid asset growth is associated with poor total shareholder returns** . It is the focus on long-term value creation that 
matters and will increase ROIC levels and drive shareholder value over time. 

ϝ/ƘŀǊǘ ŦǊƻƳ ǘƘŜ ōƻƻƪ ά¢ƘŜ hǳǘǎƛŘŜǊǎέ ōȅ ²ƛƭƭƛŀƳ ¢ƘƻǊƴŘƛƪŜ
** Capital allocation: Evidence, Analytical Methods, and assessment guidance; Michael J Mauboussin et al

What is capital allocation and how to think about it?
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Capital Allocation
The CEO as an investor

ϝ/ƘŀǊǘ ŦǊƻƳ ǘƘŜ ōƻƻƪ ά¢ƘŜ hǳǘǎƛŘŜǊǎέ ōȅ ²ƛƭƭƛŀƳ ¢ƘƻǊƴŘƛƪŜ
** Capital allocation: Evidence, Analytical Methods, and assessment guidance; Michael J Mauboussin et al

Internally
 generated cash

Access to
external cash

Sources and uses of financial capital*

- Operational cash flow
- Asset sales

- Equity issuance
- Debt issuance

Business

Return cash to 
stakeholders

Capex

Working capital
Mergers & Acquisitions

R&D

Dividends

Share buybacks

Debt repayment

Capital sources Capital allocation

When deciding on how to spend capital, whether on M&A, organic growth, dividends 
or debt repayment, management should always focus on what creates the most long-
term value per share.

Every situation is different and what is a good decision at one price may not be on 
another, thus capital allocation should be a dynamic process. For example; issuing 
equity for opportunistic reasons (like M&A) when stock is overvalued - or buying back 
shares when the company's stock is undervalued - is value creating. On the contrary, 
issuing new equity when the stock is undervalued or buying back shares when the 
stock is overvalued is value destroying. 

We believe that managers (CEOs and CFOs) along with the board, ought to have a 
view on its ŎƻƳǇŀƴȅΩǎ intrinsic value as well as its own structured capital allocation 
process, hence not imitating what others are doing but rather following their own 
framework. Some companies have predetermined levels when they assess their stock 
being undervalued and thus buy back shares (eg. a certain free cash flow yield). 

Companies with excess cash flow can also effectively create value by buying back 
shares (e.g. Apple, Swedish Match), thus decreasing the share count and increasing 
the value per share.

We recommend reading Mark [ŜƻƴŀǊŘΩǎ letters to shareholders as inspiration for 
capital allocation strategy, thinking and ideas. 
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How do companies think about capital allocation and value creation?

άhƴŜ central success factor is our focus on striving to attain strong cash flows in our 
companies. The money earned is invested in expansion of existing operations and in 
acquisitions of new complementary companies, which in turn contribute to future 
profit and cash flow and dividends to shareholders.έ
Addtech Annual Report 2014/2015

άhǳǊ strategy of acquiring cash flow is a successful one, made possible by our stable 
balance sheet and our focus on cash flow throughout the organization.έ
 Addtech Annual Report 2020/2021

ά[ƛŦŎƻΩǎ business concept is to acquire and develop market-leading sustainable, niche 
businesses with the potential to deliver sustainable earnings growth and robust cash 
flows.έ

ά! constant focus area for us is the DǊƻǳǇΩǎ cash flow and changes in capital employed in 
our businesses.έ
 Lifco Annual Report 2020

άhǳǊ strategy is based on generating profitable growth through acquisitions and 
development of stable and profitable companies in selected niches. LƴŘǳǘǊŀŘŜΩǎ strategy 
remains firm, and we have a solid foundation for continued long-term and competitive 
value ŎǊŜŀǘƛƻƴέ

ά²Ŝ have an opportunistic acquisition strategy that allows us to pick from the cream of 
the crop, and I feel that we have good prospects to continue acquiring the right 
companies at the right price.έ
 Indutrade Annual Report 2019

άhǳǊ acquisition work is governed by specific criteriaΧ a criterion is that the 
acquisitions must directly contribute to an increase in the DǊƻǳǇΩǎ earnings per 
share. Consequently, it is vital that the company demonstrates solid profitability 
and positive cash flows at the acquisition date.
 Vitec Annual Report 2020

Addtech

Lifco

Indutrade
Vitec

Volati
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Swedish Capital Allocation Examples

άVolati creates long-term value by reinvesting the cash flows generated in the 
business units. We do this in two ways. First, we invest in existing business units 
to realize the potential for growth that exists in the companies. Second, we invest 
in the acquisition of new companies, which represents the largest part of our 
total reinvestments. Cash conversion from our activities gives us a sound and 
sustainable basis to conduct reinvestments.                          c     
Volati Annual Report 2020

άVolati is growing fast but with a focus on long-term value creation. We have 
been able to maintain this high rate of growth without diluting existing 
shareholders or compromising our required rate of return. Our goal is sustained 
earnings growth per share, which means, for example, that we have never paid 
for acquisitions with our own shares and over the years we have only made one 
new issue, in connection with our IPO. We believe that growth is only value-
creating if the return on equity is sufficiently high. A high return on adjusted 
equity is a prerequisite for sustainable self-financed growth.
Volati 2021 Q3 Report
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Why is ROIC so Important?
A simplistic view on how ROIC impacts the value of a business

Value of 4 businesses - each with the same earnings but different ROIC

A

B

C

D

E

F

G
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The LargerYouGet, the More Difficult it is MaintaininghigHROIC
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Source: Data from own researchdatabase, inspiredby: https://exploringcontext.substack.com/p/studying-serial-acquirers?s=r
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The Value of Great Capital Allocation

Investing in a company requires trust in its management's ability to create value. 
Therefore, it is crucial to identify and invest in management teams that excel in capital 
allocation, effectively utilizing the company's resources to maximize returns on 
investment.

The significance of CEOs with strong capabilities in human and cultural aspects, 
combined with adept capital allocation skills, cannot be overstated. While many CEOs 
may ascend the corporate ladder based on their excellence in production, sales, or 
political acumen, the role of capital allocation becomes a critical responsibility when 
leading a company. It's essential to recognize that two companies, even if they have 
similar earnings but different approaches to capital allocation, can yield vastly different 
long-term results for shareholders.

Consider this scenario: imagine we have two companies, Company A and Company B, 
both generating hundred dollars of earnings. These earnings are converted fully into cash 
flow. Let's assume that the management team at Company A can reinvest their capital at 
a rate of 10%, which coincidentally matches their cost of capital. Moreover, they can 
reinvest 100% of their earnings every year over a 20-year period. In this case, a 
reasonable Price-to-Earnings (P/E) ratio to consider would be 10 (continued).
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The Value of Great Capital Allocation

However, now put yourself in the shoes of an investor tasked with evaluating the 
management team at Company B. This team not only excels in day-to-day operations but 
also possesses good investment skills. They manage to reinvest 100% of their capital at 
returns of 14% over a span of 20 years. 

Given these circumstances, you could justify paying a price-to-earnings (P/E) ratio of 20 
and still achieve a return comparable to the market over the entire holding period. 
Thanks to their shrewd capital allocation abilities, Company B's value surges by 100% 
compared to company A, all attributable to the astute investment acumen of its 
management team.

Now, let's shift our focus and analyze two other companies, still generating 100 dollars of 
earnings, that achieve identical incremental returns on their capital investments. 
However, they diverge significantly in terms of their reinvestment opportunities.

Company A can generate an impressive incremental return of 20% on invested capital. 
However, it operates within a niche market, selling a single product with restricted 
distribution potential. Another scenario is that it could be a company that already 
commands a substantial market share in a market characterized by slow growth. 
Consequently, it can only reinvest 35% of its capital at this attractive 20% rate. The 
remaining 65% is distributed to its shareholders, who must diligently seek comparable 
returns in the broader public markets. Because there is a άƭŜŀƪέ of 65%, a fair P/E ratio to 
pay for Company A is 15.*

In contrast, Company B operates across diverse end-markets globally and consistently 

acquires small private companies of which there are many. The company has a long 

runway of growth opportunities. This strategy enables them to reinvest a substantial 

75% of their cash flow each year at the same incremental return of 20% as Company A. 

Company B not only maintains an extensive list of potential acquisition targets but also 

benefits from the illiquidity of private markets, the relatively small size of transactions, 

and limited competition for these targets. This favorable landscape allows them to 

secure acquisitions at highly advantageous multiples. If Company B can sustain this 

compounding rate for 20 years, you might find it justifiable to pay a multiple of 30 times 

earnings and still achieve a market return throughout the entire holding period.

Despite both companies achieving a similar incremental return on capital of 20%, 

Company B experiences minimal leakage compared to Company A. Consequently, the 

reinvestment trajectory for Company B, in comparison to Company A, is worth double as 

much. To put it differently, public shareholders of Company B can effectively leverage 

the exceptional capital allocation expertise in the private market. As long as they remain 

invested, they can enjoy compounded returns** that are typically elusive for most fund 

managers when investing in publicly traded equities over extended multi-decade 

periods.

(continued)

*Computed through a 20-year discounted cash flow (DCF) analysis, where the terminal value is determined using the Gordon growth model without assuming constant growth. 

Subsequently, the Price-to-Earnings (P/E) ratio is derived by dividing the DCF value by the earnings of $100.

**Assuming the market values the company based on a theoretical DCF framework.
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WhatAboutDividends?

A frequently asked question centers around why acquisition-driven compounders opt 

to distribute dividends instead of fully reinvesting their cash flow.

In a broader context, our preference lies with companies capable of sustaining a high 

reinvestment rate over an extended period, coupled with superior returns on capital. 

This sets the stage for decades of profitable growth. One argument is that these 

companies, by acquiring privately owned companies at mid-single digit multiples, 

easier can find ways to reinvest their cash flow, achieving attractive returns beyond 

what investors can expect.

A common characteristic among many Acquisition-driven Compounders with a solid 

track records of creating shareholder value is that they have owners with a long-term 

perspective on value creation, company development, and ownership. Given many of 

these ŎƻƳǇŀƴƛŜǎΩ capital-light nature and a cautious approach to risk and capital 

allocation, their owners can, by receiving dividends realize a pay-off on their 

investments without selling shares. Owners with a multi-decade mindset prefer 

gradually building companies while maintaining a strong financial position, creating the 

ability to pay dividends from a position of strength. A modestly increasing dividend 

payout as the company expands is seen as a testament to strong cash flow generation.

Our general belief is that boards should adopt a flexible stance on dividends and 

investments. When highly attractive investment opportunities with high returns on 

capital are available, and the financial and operational risk is manageable, boards 

should permit CEOs to pursue such opportunities.

Per Waldemarsson, CEO Lifco, 2021 Q4 Conference Call

Home outline

Additionally, paying dividends to shareholders introduces scarcity of capital, requiring 

managements to be selective in their investment choices. This limitation prompts 

managers to invest where the returns on capital are highest, acknowledging the concept of 

opportunity costs. Having access to a more limited pool of cash can prevent pressure on 

managers to deploy capital at lower incremental returns, potentially resulting in overall 

lower hurdle rates.

A critical consideration as the investable pool of cash grows is the need for companies to 

scale their operational capabilities in M&A. As Acquisition-driven Compounders grow, 

scaling M&A can become challenging, requiring companies to do more or larger 

acquisitions. Successful M&A scaling involves not just deploying a larger capital pool but 

also developing the organizational capabilities to do so.

While the theoretical preference is for companies to maximize reinvestment rates, the best 

Acquisition-driven Compounders have demonstrated in practice the possibility of achieving 

multi-decade profitable growth at 15-20% annually while distributing dividends. Also, 

companies that reinvest 100% of profits are more vulnerable if not delivering on growth 

expectations.

Distributing about 20-нр҈ ƳŀȄƛƳǳƳ ƻŦ ƻǳǊ ƛƴŎƻƳŜΦ Lǘ ƘŀǎƴΩǘ ǊŜŀƭƭȅ 

interfered or consumed our deal equity to an extent it has prevented us 

from growing.¢Ƙƛǎ ƛǎ ƴƻǘ ŀ ǎǇǊƛƴǘΦ LǘΩǎ ŀ ƳŀǊŀǘƘƻƴ ǘƻ ŘŜǾŜƭƻǇ ŀ ŎƻƳǇŀƴȅ ƭƛƪŜ Lifco. 

Capital Allocation and Cash Flows

David Cicurel, CEO Judges Scientific, Tu Dinero e n Accion podcast, 2023-12-01

We think it is important with dividends. Many of our owners have been invested in us for a 

long time and many has it as a private placement and they want a small dividend so we have 

always been persistent on keeping it.

Jörgen Wigh, CEO Lagercrantz, Penserpodden 2023-09-07
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Teledyne: A Great Studyin Capital Allocation
SomethoughtsaroundCapital allocation, Decentralizationand People at Teledyne

It is very interesting to study lesser known but highly successful companies whose 
success is based on proven principles rather than a single product, customer or market. 
Investing is about recognizing patterns. If we can decode certain principles and lessons 
behind past successes, we can apply those same insights in our search for investments. 

Teledyne is one such example. An investor who invested in Teledyne in 1966 achieved an 
annual return of 17.9%, or 53 times invested capital, over 25 years, compared to 6.7 
times for the S&P500. Henry Singleton was co-founder and CEO over that same period. 
Teledyne was an industrial conglomerate with exposure to areas such as specialty 
metals, aerospace electronics and insurance. According to Warren Buffett, Henry 
Singleton at Teledyne had "the best operating and capital deployment record in 
American business." What were the key ingredients behind this success and how can we 
apply these lessons as investors? 

Capital allocation 
Henry Singleton was not only a strong business operator but also a unique allocator of 
capital, actively using Teledyne stock as a source of funds. In the 1960s and 1970s, he 
made 130 acquisitions that were financed by both equity and strong free cash flow. In 
the 1970s, Teledyne used a significantly undervalued stock to buy back and retire 85% of 
its shares outstanding at prices far below what Singleton believed was the intrinsic value 
of the company. These were not regular share repurchases. On several occasions, 
Teledyne made tender offers to buy five percent of its stock, which instantly increased 
per-share value for the remaining shareholders. 

In addition to acquisitions, Singleton had a firm grip on the organic engine of the 
business. In the 1970s, organic net income grew 19% annually, compared to 12% for the 
S&P500. Return on equity was over 25% during this period. The secret behind the strong 
organic growth was a business model based on decentralization. 

Decentralization 
Diversification was an insurance against catastrophe, according to Singleton. At its 
peak, Teledyne consisted of more than 130 individual profit centers that were 
managed in a highly decentralized manner. 

According to Teledyne: 
"We had no intention of managing these businesses from the corporate level. We 
did, however, establish our own unique financial and operations reporting system 
which enabled us to monitor their performance closely, on a monthly basis, and see 
any trouble spots before they became serious.άϝ 

There was no intention of micro-managing these companies remotely because the 
managers of these companies knew much more than head office about their 
products, markets, competition, and so forth. The corporate-wide financial reporting 
system ensured that all companies spoke the same language. The fiscal month 
always ended on a Friday, and by the following Tuesday morning, reports from all 
130 reporting units were collected at headquarters. That was in the 1960s, and even 
today, that would be an accomplishment. 
(continued)
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Teledyne: A Great Studyin Capital Allocation
SomethoughtsaroundCapital allocation, Decentralizationand People at Teledyne

Because the company was always aware of each company's performance, "we were able 
to establish an incentive system for honoring those companies that performed 
exceptionally well.*"  The company called it "The Triple Crown Awards" and honored 
companies that set all-time records in three categories: Sales, Net Income and Cash Flow. 
The group wide overview and awards were sent monthly to executives at all companies. 
The top-performing managers were rewarded accordingly. The policy of keeping 
operating units small, each responsible for its own success, was followed throughout the 
company. 

According to Singleton, "We depend on them. We have to trust them. Our success or 
failure depends on what they do.*"  People are the most important factor in a company. 
"Why bother them if they are doing their job" was Singleton's mantra.

People 
Henry Singleton was the company's largest shareholder with a 7.8% stake. Promoting the 
right people was on the top of the agenda. The result was a high-performance culture. 
According to Singleton: άǿŜ work our heads off to increase our own capability at 
collecting and promoting the right people. We increase our bets on the men who seem 
to be performers.*"  Similarly, the company tried to avoid having people compete within 
Teledyne but looked outward to its real competitors. "Our objective is to increase our 
rate of earnings faster than they do. It is a lot of fun. As a result, we visualize it as a 
competitive game.*"  In 1989, Henry Singleton retires after 29 years of brilliant leadership 
and outstanding value creation. 
 

Summing up 
Our investment philosophy is based on three fundamental principles that we believe 
stand the test of time: Capital allocation, decentralization, and people. We want to 
invest in management teams that are excellent investors, who understand the 
power of decentralization and entrepreneurship, and own part of the business 
themselves. Teledyne is a good example of the extraordinary long-term results that 
come from combining these principles. We believe we have found and invested in a 
special group of companies that have the right ingredients to become the 
"Teledynes of tomorrow."

*Distant Foce: A Memoir of the Teledyne Corporation and the Man Who Created It 
(2007)
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Capital Allocation Snapshots - Addnode
Addnode capital allocation 2008-2022
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Cash flow 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

FFO 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

NWC -9% 44% 0% 13% -20% 5% 3% -9% -8% -26% 17% 18% 40% -2% 5%

Capex -13% -13% -16% -26% -22% -27% -34% -39% -40% -33% -29% -23% -26% -23% -10%

Divestments 35% 11% 4% 18% 1% 2% -3% -1% 0% 1% 0% 2% 0% -1% 0%

M&A -68% -56% -62% -10% -30% -87% -38% -34% -40% -189% -40% -71% -65% -65% -62%

Net debt -15% -4% -4% -2% 0% 50% -14% 46% 29% 212% -39% -34% 47% -35% 8%

Equity 0% 0% 0% 6% 0% 0% 0% 0% 0% 0% 106% 0% 0% 0% 0%

Dividends -23% -78% -51% -33% -43% -57% -45% -42% -40% -34% -28% -24% 0% -19% -15%

SBB -15% 0% -4% -6% 0% 0% 0% 0% 0% 0% 0% 0% 0% -16% -3%

Other 1% 2% -4% 0% -1% -4% 1% -3% 3% 1% 0% 5% -11% 8% 5%
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Capital Allocation Snapshots - Addlife
Addlife capital allocation 2016-2022
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Operating cash flow 100% 100% 100% 100% 100% 100% 200%

NWC -15% 7% -3% 8% 15% -11% -14%

Capex -15% -22% -27% -23% -12% -14% -32%

Divestments 1% 1% 1% 1% 1% 1% 2%

M&A -108% -153% -182% -88% -46% -283% -93%

Net debt -158% 102% 170% -69% -34% 250% 82%

Equity 216% 2% 0% 136% 0% 0% 4%

Dividends 0% -19% -29% -17% -8% -18% -28%

SBB -24% -19% -19% -12% -3% 0% -7%

Other 4% 0% 16% -25% 3% -11% -18%
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Capital Allocation Snapshots - Addtech
Addtech capital allocation 2001-2022
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Cash flow 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

FFO 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

NWC 21% 67% 27% 17% 3% -28% -12% 3% 49% -10% -5% -1% 3% 3% -7% -7% -18% -39% -6% 34% -35% -16%

Capex -62% -30% -15% -15% -14% -14% -12% -20% -15% -12% -9% -12% -13% -11% -15% -12% -8% -11% -9% -9% -9% -10%

Divestments 74% 30% 6% 2% 0% 6% 5% 27% 4% 4% 0% 1% 1% 1% 69% 2% 6% 3% 0% -1% 2% 1%

M&A -38% -41% -16% -61% -34% -55% -45% -35% -11% -82% -59% -91% -44% -50% -124% -57% -78% -77% -36% -123% -70% -60%

Net debt -24% -71% -12% 10% 6% 34% 12% -11% -88% 35% 26% 58% -13% -6% 33% 22% 36% 68% -11% 31% 48% 23%

Equity 0% 0% 0% 2% 1% 1% 1% 2% 8% 0% 0% 6% 6% 7% 11% 2% 5% 3% 3% 4% 1% 0%

Dividends 0% -32% -31% -29% -26% -32% -36% -52% -57% -33% -36% -51% -38% -37% -43% -37% -36% -31% -28% -28% -24% -26%

SBB -135% -21% -38% -5% -55% -26% -10% -11% -7% -1% -16% 0% -3% -6% -9% -7% -5% -4% -4% 0% 0% -2%

Other -106% 2% -1% 2% 0% 0% 0% -1% -1% 0% -1% -4% 0% 2% -6% -1% -1% -1% -3% -3% 0% -1%
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Capital Allocation Snapshots ς Beijer Ref
Beijer Ref capital allocation 2008-2023
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Cash flow 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Operating cash flow 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

NWC -66% 78% -44% -69% -58% 16% -38% 1% -86% -22% -27% -2% 20% -122% -118% -225%

Capex -29% -25% -13% -21% -18% -19% -15% -12% -20% -14% -17% -13% -17% -18% -13% -11%

Divestments 45% 5% 15% 97% 18% 3% 2% -1% 5% -1% 15% 3% 1% 3% 2% 0%

M&A -20% -5% -1% -238% -4% -3% -8% -35% -2% -1% -112% 0% -16% -51% -69% -811%

Net debt 15% -22% -61% 190% 8% -19% 44% 18% 45% 7% 111% -67% -30% 111% 152% -451%

Equity 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 1% 0% 0% 4% 0% 1477%

Dividends -38% -31% -53% -44% -57% -78% -52% -43% -47% -36% -26% -30% -20% -33% -26% -27%

SBB 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% -10% 0% 0% 0% -1% 0%

Other 5% -2% -5% 1% -4% -2% -19% -5% 4% 0% 1% 0% -6% -8% 4% 6%
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Capital Allocation Snapshots - Lagercrantz
Lagercrantz capital allocation 2001-2022
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Operating cash flow 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

NWC 316% 204% 106% 414% 65% -18% 18% 44% 55% -20% -5% 1% 7% 3% -11% 2% -13% 5% -19% 24% -38% -6%

Capex -45% -78% -23% -129% -35% -37% -25% -24% -30% -13% -11% -17% -22% -15% -25% -15% -19% -18% -19% -16% -16% -18%

Divestments 13% 13% 23% 257% 2% 26% 68% 1% 2% 0% 1% 1% 1% 0% 13% 2% 4% 2% 1% 0% 1% 1%

M&A 0% -39% -94% -214% -54% -172% -26% -60% -4% -188% -26% -114% -60% -49% -111% -56% -161% -32% -51% -58% -84% -85%

Net debt -392% -183% 106% -957% -71% 170% -82% -34% -118% 155% -40% 58% 15% 13% 71% 16% 143% -24% 21% -17% 77% 36%

Equity 0% 0% 0% 0% 0% 0% 0% 0% 0% 7% 4% 6% 2% 2% 0% 0% 1% 0% 1% 2% -8% -1%

Dividends 0% -104% -66% -314% -35% -26% -29% -36% -59% -22% -27% -35% -34% -35% -35% -32% -42% -31% -33% -24% -28% -29%

SBB -55% -148% -66% 0% -19% 0% -36% -12% 0% 0% -6% 0% -5% 0% -3% 0% -10% 0% 0% 0% 0% 0%

Other 0% -35% -6% -14% 2% -1% -1% -2% -2% 0% 1% 0% -3% -3% -2% -2% -1% -1% -6% -4% 2% 17%
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Capital Allocation Snapshots - Lifco
Lifco capital allocation 2015 - 2023

Cash flow 2015 2016 2017 2018 2019 2020 2021 2022 2023

FFO 100% 100% 100% 100% 100% 100% 100% 100% 100%

NWC -5% -4% -7% -14% -7% 20% -13% -27% -14%

Capex -11% -11% -11% -10% -16% -12% -10% -9% -10%

Divestments 2% 1% 0% 1% 1% 1% 0% 1% 0%

M&A -57% -142% -97% -28% -93% -49% -97% -64% -69%

Net debt -9% 64% 39% -23% 56% -9% 48% 22% 16%

Equity 0% 0% 0% 0% 0% 0% 0% 0% 0%

Dividends -25% -25% -24% -22% -26% -24% -21% -22% -30%

SBB 0% 0% 0% 0% 0% 0% 0% 0% 0%

Other -2% 2% -1% 1% 2% -6% 1% 1% 0%
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Capital Allocation Snapshots - Indutrade
Indutrade capital allocation 2005-2022

Cash flow 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

FFO 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

NWC 6% -28% -24% -21% 27% 6% -7% -28% 9% -7% -18% -8% 3% -25% -18% 9% -12% -44%

Capex -18% -19% -16% -24% -24% -21% -21% -20% -29% -15% -18% -25% -17% -18% -22% -19% -12% -16%

Divestments 2% 4% 3% 3% 3% 3% 5% 5% 6% 2% 1% 2% 1% 5% 3% 4% 1% 2%

M&A -49% -42% -58% -45% -43% -111% -61% -82% -59% -60% -67% -88% -67% -36% -78% -46% -58% -80%

Net debt 63% 18% 39% 21% -3% 52% 18% 61% 11% 17% 23% 47% 8% 12% 46% -47% 27% 63%

Equity 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 6% 0% 0% 4% 2% 0%

Dividends -17% -30% -29% -34% -58% -28% -27% -38% -36% -29% -24% -27% -25% -25% -28% 0% -23% -24%

SBB 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%

Other -83% 0% 1% 2% -1% -3% 0% -1% 0% 2% 1% 0% 0% -1% -1% -2% 2% 0%
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Capital Allocation ς M&A Focus

Similarities between Addtech, Lagercrantz & Indutrade in terms of continiously high reinvestment rates
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Capital Allocation ς M&A Focus

Similarities between Addtech, Lagercrantz & Indutrade in terms of continiously high reinvestment rates
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ÅThis chart illustrates the 10-year reinvestment rates as % of FCF (lease-
adjusted operating cash flow less capex).

ÅAs lowest, these companies have spent a minimum of 40% of their FCF on 
acquisition, favourably supported by strong balance sheets and prudent 
approach to risk and capital allocation, enabling themselves to pursue 
M&A opportunities even when economic conditions are less favourable.

Å Illustrated by the chart, we can see that these companies with a longer 
track record embrace the durability of growth (always able to do M&A) 
instead of speed of growth, where they do not spend more on M&A than 
they produce in FCF (Lagercrantz outlier due to NWC-build up in 
2021/2022 that lowers the FCF).
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Cash Flow Bridge: REQ Global Compounders
M&A reinvestment: Predominantly self-financed; dividends excluded.
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Cash FlowBridge: REQ Nordic Compounders
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M&A reinvestment: Predominantly self-financed; dividends excluded.
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How do companies allocate their capital in different economic cycles?

Companies included;
Addtech, Addnode, AQ Group, Beijer Alma, Beijer Electronic, Beijer Ref, Bergman & Beving, Bufab, Indutrade, Lagercrantz, OEM,Vitec, Xano

How was capital deployed during the GFC (2008-2010)? ÅDuring the Great Financial Crisis (2008-2010) we can see that companies 
allocated 55% of their operating cash flow to M&A (measured as 
operating cash flow before change in NWC) and 37% to dividends. 

ÅWhat is interesting is that quite many companies in the economic 
downturn had a net working capital release when sales fell, improving 
their cash flow and enabling to continue its dividend or M&A story. 

ÅWe believe that maintaining dividends in economic downturns can have 
strong signalling effects, hence companies do not want to withdraw or 
decrease dividends and indicate a άŎǊƛǎƛǎ ƳƻŘŜέ.
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2008-2010 Addnode Addtech AQ Group Beijer Alma Beijer Electronics Beijer Ref Bergman & Beving Indutrade Lagercrantz OEM Vitec Xano Industrier

Operating cash flow 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

NWC 3% 7% -5% -12% 17% -9% 9% 2% 14% 18% 47% 11%

Capex -14% -16% -43% -21% -35% -21% -16% -23% -20% -37% -58% -37%

Divestments 22% 12% 5% 2% 3% 20% 9% 3% 1% 16% -8% 24%

M&A -64% -34% -15% -10% -127% -8% -113% -69% -113% -23% -76% -14%

Equity 0% 3% 0% 0% 1% 0% 2% 0% 3% 0% 15% 1%

Dividends -41% -46% -18% -46% -24% -41% -32% -38% -33% -58% -15% -14%

SBB -9% -9% 0% 0% 0% 0% -2% 0% -4% 0% 0% 0%

Other 0% 0% -2% 2% -2% -1% 1% -1% -1% 0% -5% -3%

Net debt -10% -19% -30% -7% 77% -26% 46% 26% 44% -2% 29% -66%
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Capital Allocation Through GFC
How was capital deployed during the GFC (2008-2010)?

2008

2009

2010

100%

68%

-32%

5%

-22%

2%

-56% -1% -2%

-46%

Op. CF NWC Capex Divestments M&A Equity Dividends SBB Other Net debt

0%

20%

40%

60%

80%

100%

120%

140%

160%

180%

100%

-1%

-19%

8%

-64%

1%

-31% -1%

1%
8%

Op. CF NWC Capex Divestments M&A Equity Dividends SBB Other Net debt

-20%

0%

20%

40%

60%

80%

100%

120%

100%

-18%

-17%

7%

-59%

1%

-31% 0% -2%

11%

Op. CF NWC Capex Divestments M&A Equity Dividends SBB Other Net debt

-40%

-20%

0%

20%

40%

60%

80%

100%

120%

ÅWe observe differences both between companies, but also between 
the years. 

Å During 2008, our selection of companies spent 64% of their 
operating cash flow on M&A, compared to just 22% 2009 and 59% in 
2010. 

Å In 2009 many companies had a large net working capital release 
(68% for our selection of companies). 

Å In economic downturns the companies are focused maintaining 
dividends and reducing their debt levels.

ÅWe believe that a company should find the right balance and trade-
off between accelerating growth through more debt and keeping 
sound over-the-cycle leverage levels.

Home outline

Capital Allocation and Cash Flows

Source: Company reports



149

Capital Allocation Through GFC
How much was spent on M&A during GFC (in % of operating cash flow)?
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ÅThis slide also displays the difference between the companies 
and years during the GFC in terms of M&A spending and net 
debt.

ÅWe see that companies that entered the GCF with low 
leverage levels spent more on M&A (in relative terms) than 
those with higher leverage.

ÅBergman & Beving is an outlier with high M&A spending as % 
of CFO, but their cash flow was boosted with a large net 
working capital release.
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Cash Flow in a Downturn Scenario
Lessons from the Great Financial Crisis in 2008/2009

The left-side chart illustrates the Net Working Capital (NWC) 
movements as a percentage of Funds From Operations (FFO) for 
the years 2007, 2008, and 2009.

Studying the chart reveals that during 2007 and 2008, most of 
our selected companies experienced predominantly negative 
NWC movements.

However, in 2009, all companies demonstrated positive NWC 
movements, providing essential support to overall operating 
cash flows at a time when profits, and consequently FFO, 
declined amid the economic downturn.

During periods of slowed growth or negative growth driven by 
unfavorable economic conditions, businesses tend to tie up less 
capital and, in many cases, release capital as a consequence.

For our portfolio of companies, where acquisitions are central to 
the strategy, this becomes particularly significant. Strong cash 
flows during downturns, facilitated by the release of net working 
capital, enable these companies to consistently pursue M&A-
driven growth when organic growth decelerates, thereby 
sustaining overall growth.
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In 2009, NWC Release Held up Overall Cash Flow
On average, NWC releases compensated for 78% of the fall in FFO

The chart on the left illustrates the extent to which Net Working Capital (NWC) 
movements in 2009 compensated for the decline in operating cash flow before NWC 
(FFO).

The interpretation of the chart is as follows:

If the figure is 100%, the NWC release fully offset the decrease in FFO.
If >100%, NWC contributed to a higher operating cash flow in 2009 compared to 2008.

As evident from the chart, companies on a general were able to maintain robust cash 
flows in 2009, providing the means to sustain M&A activities.

In periods of slowed or negative organic growth, operating cash flow reductions are 
typically mitigated through NWC reductions. This allows them to continue their M&A 
initiatives, capitalizing on the strengths of having dual growth engines, even in 
economic downturns.

By adopting a prudent risk approach alongside a strong balance sheet and high cash 
flow generation, these companies not only endure challenging economic conditions but 
also thrive, propelled by the possibilities offered by their dual growth engines that keep 
up the overall growth.
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Potential NWC Release in a Slower Growth Environment
If history from GFC repeats, we could expect NWC relase when growth slows

Conducting an analysis of the cash flows of 60 Nordic acquisition-driven compounders, 
the upper chart reveals that the average NWC tie-up as a percentage of FFO.

In essence, over the last twelve months, companies, on average, have experienced a 
negative NWC movement of 8%, a significant improvement from the negative 34% 
observed in 2022.

Throughout 2021 and 2022, many companies struggled with component shortages, 
supply chain issues, and extended lead times, resulting in capital being tied up in both 
inventory and receivables.

The bottom chart indicates a trend where an increasing number of companies are now 
releasing capital. In 2022, only 10% of companies achieved NWC release, primarily 
observed among software companies.

Analyzing the cash flow for the last twelve months, it is evident that the proportion of 
companies demonstrating positive net working capital movements has risen to 34%. 
This signifies a positive shift in operating cash flow, which will reduce debt levels and 
provide further room for inorganic growth initiatives. 
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The Value of a Strong Balance Sheet
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Net Debt to EBITDA-levels
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Å What we see from the best Acquisition-driven 
Compounders like Addtech, Lifco, Lagercrantz and 
Indutrade is that they exceed 2.5x in Net debt to 
EBITDA. 

Å They always operate and think άǘƘǊƻǳƎƘ the ŎȅŎƭŜέ 
with a long-term mindset.
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