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SUMMARY

The wRatings Corporation and LeadFirst  

Learning Systems, LLC are top-tier research 

boutiques specializing in customer & employee 

engagement, respectively.  We have combined 

forces to help companies turnaround their 

financial performance using an outside-in / 

inside-out approach.

Customer Engagement Experts

 Operating since 1998 with a 17-year track 

record of success

 Founder: Research published in Harvard 

Business Review as the May 2002 cover 

article

 US Patent 6,658,39 for research method 

(December 1999) with 2 patents pending

 Continuously track how well 3,200+ 

companies on NYSE, NASDAQ and TSE are 

able to meet customer expectations

 Proprietary database started in 2001 to track 

competitive strength of companies based on 

customer expectations

 Work with hedge funds, private equity groups 

& corporations

Employee Engagement Experts

 Operating since 1982 with a 33-year track 

record of success

 Founder: Previously Senior Vice President of 

Customer Value Analytics for Bank of 

America

 32,000 senior leaders selected and 

developed through LeadFirst executive 

coaching and development programs 

 550+ Organizational Cultures Measured 

and Improved

 TalentFORCE™ Analytics primary and 

secondary research

 Proprietary: Diialog™ Organizational Culture 

Measurement & Management System

 Private Equity Firm Operating Partner
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PE Challenges & Value Creation

Competition within PE is growing rapidly 

due to a variety of factors: 

 Low Interest Rates

 Stocks at historic highs

 Paucity of companies willing to sell

 Margin of error is growing thinner, 

requiring near-perfect execution

 Velocity of market changes today 

means turnaround speed is critical

 High multiples environment is 

catalyzing efforts for performance 

improvement

Value creation is becoming increasingly 

more critical to deal success.  Kaplan and 

Stromberg (2009) identify three levers of 

value creation by PE firms: 1) Governance 

Engineering, or better aligning managers 

and shareholders, 2) Financial 

Engineering, or valuing companies and 

their capital structures, and 3) Operational 

Engineering, or thinking about value 

creation both pre- and post-deal.

While PE firms mostly rely on 

operational and financial engineering 

to create value, a new & highly 

efficient value lever can be pulled by 

PE firms: Demand Engineering.

Sources: Kaplan and Stromberg (2009: Journal of Economic Perspectives), Gompers, Kaplan  & Mukharlyamov (2015, Harvard Business Press)

All importance data based on median values

54.3%36.2%9.5%

• Improve corporate 

governance

• Improve incentives

• Follow-on acquisitions

• Facilitate a high-value exit

• Strategic investor

• Increase revenue 

• Change senior management team 

other than CEO or CFO

• Redefine the current business model 

or strategy

• Reduce costs in general

• Change CEO or CFO

• Improve IT / Information Systems

• Introduce shared services

Governance

Engineering

Finance

Engineering

Operational

Engineering

Weight of  Value Creation Sources

Decreasing order 

of importance
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How Much Gain is Possible?

What is the impact on revenue growth 

when companies improve Customer and 

Employee Engagement?  For those 

companies that are able to achieve a high 

Demand Engineering Metric (DEM*), the 

financial rewards are substantial. Across 

the DEM levels, researchers found wide 

variations in financial performance.

Using revenue-growth data and the 

standard deviation across business units, 

the research team applied utility analysis 

to estimate the gain per business unit in 

moving across levels of the DEM 

distribution. In the current database, only 

a small percentage of business units have 

reached DEM Level 6. 

The results are clear:  To achieve peak 

performance levels, business units 

must engage BOTH employees and 

customers.  Those who engage only 

one are at severe risk of much poorer 

financial performance.

DEM 

Level

Relative

Financial 

Performance

1 1.0

2 1.8

3 2.5

4 3.8

5 4.5

6 5.2

*Demand Engineering Metric

Source:  Gallup organization study

3.4X

1.6X

1.7X

1.0

Employee Engagement

LOW HIGH

LOW

HIGH

Customer 

Engagement

Currently, only a small percentage of 

Business Units have achieved DEM* Level 6.  
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A New Lever:  Demand Engineering

Our Demand Engineering system 

differs from traditional methods 

because our starting point for 

improvement is based on a clear 

definition of what success looks like:  

the Customer & Employee IDEAL.

With customers, we ask them to describe 

their ideal and what is most important to 

them. We also ask customers to describe 

competitors as well as companies in other

industries that approach this ideal. 

Knowing the customer ideal, we can 

“surgically” close gaps between current-

actual and the ideal.  As the gap is closed, 

companies are able to charge more or 

receive preferred status with those 

customers.

With employees, we simultaneously 

measure the senior team’s preferred 

culture – the one it knows it needs to 

achieve the strategic ambition – versus 

the current-actual culture. Causal Factor 

Analysis pinpoints those initiatives that 

will promote the preferred culture, one 

that shapes and more fully engages the 

talentforce and delivers superior business 

outcomes.

Perform-

ance

&

Price

Profits

Functional

Needs

Emotional

Needs

X

Pricing

Power

Customer

Ideal

Costs

Revenues

Earnings

Organ-

izational

Design &

Processes

Leadership

Competency

X

Preferred

Culture

Static

Culture

Profits

Structures,

Systems &

Policies

OUTSIDE-IN INSIDE-OUT

Using metrics based on Customer & Executive input,

we find out how high up “up” really is for a company.

Dynamic

Organizational 

Culture

3,200+ Companies 

database

550+  Cultures 

database
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Demand Engineering in the PE Lifecycle

Demand Engineering plays a role in each 

stage of the private equity life cycle, with 

its most critical benefits coming in the 

Onboarding and Monitoring phases. 

Monitoring continually measures progress 

toward the exit sale by furnishing 

management with an early-warning 

detection system that reveals whether the 

company will be on plan & on budget.

Value Creation is extremely difficult as 

competitors respond to a company’s 

moves in the market. Assessment of 

customer value delivery and 

organizational culture shifts help ensure 

the company tracks to plan and, when it is 

not, has the intel required to take decisive 

remedial action.
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DILIGENCE ONBOARDING MONITORING SALE

SCOPE

“Quick-Start” customer 

analysis of competitive 

strengths and limitations 

vs. rivals. High-level 

cultural assessment vs. 

needed and high-

performance. 

BENEFIT

Critical intangible asset 

evaluation of brand, 

customer expectations and 

organizational culture. 

Informs acquisition 

decision and pricing 

negotiations.

TIMING

2 to 3 Weeks

SCOPE

In-depth assessment of 

customer ideal with value 

drivers, opportunities and 

strengths. In-depth, 

segmented culture 

assessment including 

causal factors, leadership 

proxy measures, and 

priority issues. 

BENEFIT

Comprehensive customer 

value & organizational 

culture plans identify cost 

reductions in company 

programs, initiatives & 

employee groups. Demand 

Engineering Plan drives 

revenue growth.

TIMING

4 to 12 Weeks

SCOPE

Quarterly monitoring of 

Demand Engineering Plan: 

customer value and 

organizational culture 

initiative tracking. Assess 

new customer groups, 

offerings and 

organizational units 

acquired.

BENEFIT

Efficiently promote 

customer demand, 

employee activation and 

revenue growth. 

Accelerate acquisition 

integration.

TIMING

Quarterly updates 

to monitor if “On Plan” 

and “On Budget”

SCOPE

Prepare value achieved 

along with next value 

opportunities to capture 

for buyer. Demand 

Engineering plan & reports 

as exhibits of extremely 

well-managed company.

BENEFIT

Include critical intangible 

asset report in sales 

prospectus. Justify price & 

sale.

TIMING

4 to 5 Years 

(or pre-Exit Plan)
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Demand Engineering Playbook

Leverage Fixed

Investments to 

build Baseline
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3,200+

Company

Database

550+

Cultures

Database

Define the 

Organizational Culture 

Needed to Deliver on 

Customer Demand vs. 

the Current Culture

Find Pricing Power, 

Build Customer 

Demand Drivers & 

Competitive X-Ray

Hold Executives 

Accountable, Anchor 

Improvements in the 

Culture and Accelerate 

Improvements 

Track Capital Spent 

on Initiatives to Real 

Customer Growth, 

Margins & Profit

Show NPS® & 

Competitive Strength 

Growth to Prove 

Company is on Track

We instill confidence in the Management Team 

to ensure the company stays on plan & on budget

We often use sports analogies in our 

work, so we have a playbook to create 

superior financial results for a company.  

We’ve built this knowledge over the past 

15+ years through our work with 100s of 

companies.

We start by leveraging the knowledge 

gained from our proprietary databases on 

how well companies meet BOTH customer 

expectations AND how well executives 

develop their organization’s culture to 

consistently do so. Combined with our 

field work, we then establish a baseline of 

how much opportunity exists as well as 

how much effort will be required to 

achieve those financial goals.

The assessment of customer demand and 

competitive position informs the game 

plan, including the employee culture, 

personnel and level of engagement 

required to succeed. Longitudinally 

tracking the customer and culture metrics 

creates visibility to which funded 

initiatives are successful, which need to 

be fortified, or which need to be retired.  

This continual monitoring promotes 

managerial foresight, and instills 

confidence in the management team to 

stay on plan & on budget.

Multiple

Achieved

Isolate the 

Initiatives that will 

Promote the 

Needed Culture
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With the customer clearly in control, 

improvement requires us to build a unique 

view of customer expectations. At wRatings, we 

use a highly refined process that creates fully 

customized data for each company we help 

grow revenues & profits.

Our patented Customer Demand Profiles 

start with a true white-board approach, where 

customers and employees provide insight on 

customer needs, desires and  future 

competitive requirements. This new customer 

ideal leads to a wealth of potential value that 

companies can deliver to stimulate new 

demand most profitably. 

In today’s highly competitive market, returns 

are driven down as rivals imitate any new 

advantage. To achieve a durable advantage, 

companies must defy this very powerful force 

of competition.

Based on our 5-year, 2,600+ company  study 

of 130,000+ customer interviews, we 

discovered how companies generating the 

highest returns on capital were best meeting 

customer expectations. These 9 moat 

barriers enable us to map the new sources of 

customer demand to create durable 

competitive strength.  

This is how our companies are able to defy and 

resist the financial degradation often seen in 

the Competitive Life Cycle.

Appendix. Customer Demand & Competitive Strength

Customer Demand Profile

Precise

5 Driver 5 Routine Variety

4 Driver 4 Flexible

3 Driver 3 Detach Connect

Stable

2 Driver 2 Question Trust

1 Driver 1 Anxious

DEMAND DRIVERS EMOTIONAL INTENSITY

9 MOAT BARRIERS

SUPPLY 
CHAIN

PRODUCTS

Economies of Scale

Economies of Skill

Cost Containment

Design Dominance

Brand Perception

Routine Reliance

Channel Lock-Out

Switching Lock-In

Network Effect

DELIVERY 
CHAIN

DRIVER 4

DRIVER 5

DRIVER 1

DRIVER 2

DRIVER 3

DEMAND DRIVERS

Reinvest

Rate

INVESTMENT PERIOD
COMPETITIVE ADVANTAGE

PERIOD (CAP)*

PRICE EFFICIENCY

PERIOD

High Investment

& Limited or No Returns

Sustainable Returns

& Decreasing Investment

Below Average Returns &

Limited Investment

WACC
(Weighted Average

Cost of Capital)

ROIC
(Return On Invested Capital)

Competitive Life Cycle

* The concept of CAP was formalized by Miller & Modigliani in 1961.  The competitive life cycle is a generic concept proven useful by several Wall Street firms, 

including CSFB HOLT (CFROI) and Collins Stewart (CFROC).

US Patent

6,658,931
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CHART KEY

Customer Ideal

Company

Rival 1

Rival 2
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Net income and market value can be regarded 

as functions of the return on either capital or 

talent. Although the two metrics produce 

similar results, return on talent represents an 

increasingly attractive model in a competitive 

environment where the intangible assets that 

talented employees create comprise a greater 

share of newly created wealth. However, PE 

firm and portfolio company managers rarely 

have deep experience or training in talent 

capital management or the analytical tools and 

lexicon of intangible asset valuation and 

management and, therefore, tend to under-

invest this driver of wealth creation.

Measuring and managing talent capital, a 

critical causal factor of EBITA, is often 

overlooked. Systems that take sufficient notice 

of the real engine of wealth creation today: the 

leadership capability, organizational cultures, 

knowledge, relationships, reputations, and 

other intangibles created or expressed by 

talented people and represented by 

investments in such activities as leader, team 

and culture development, and change 

execution, are critical to promoting customer 

engagement.

Thinking-intensive talent, and the culture that 

encourages or restrains it, not capital, now 

drives the creation of wealth and thus 

deserves to be measured more rigorously and 

managed more intentionally by strategically 

minded portfolio managers. Demand 

Engineering enables this focus.

Organizational Culture & Employee Activation

1

2

3

Macroscopic to 

Microscopic 

Insights

Constructive benchmarking vs. KNOWN high-performing organizational cultures
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Who We’ve Worked With (Partial List)

Since the early 1990s, the wRatings and 

LeadFirst research teams have 

continuously studied the causal and 

correlative relationships of customer 

value, employee engagement and 

financial performance.

We own a substantial body of evidence 

that attests to the practical value of the 

combined relationship (linear combination 

and interaction) between and among 

customer engagement, organizational 

culture, and financial outcomes, 

particularly revenue growth.

One of our seminal research reports was 

published as the May 2002 cover article 

for Harvard Business Review.

May 2002
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PRIVATE EQUITY FIRMS

PORTFOLIO OF COMPANIES
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Next Steps / Contact Info

wRatings Corporation
Companies Worth Buying From™

wRatings.com

Gary A. Williams

gawilliams@wratings.com

+1.703.581.8208

LeadFirst Learning 

Systems, LLC
Culture – Leadership – Team 

LeadFirst.com

Gerard F. McDonough

gerry@leadfirst.com

+1.704.968.8918
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