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Seven LP opinions that matter Private Equity
International’s LP Perspectives 2021 Study takes the
temperature of the investor community

2

020 has been an
unusual year, to put it
mildly, writes Isobel
Markham. What
started off ordinarily
enough turned
on a dime when the coronavirus
pandemic swept across the globe at
the end of the first quarter, causing
not only a global public health
emergency but severe economic
hardship for many.
And it’s showing no signs of letting
up. At the time of writing, case
numbers were beginning to spike
again in both the US and Europe,
with new lockdowns coming into
effect and causing renewed fears for
economies.
Private equity has not escaped
unscathed. While fundraising
numbers remain robust, it’s been
tough for all but the most familiar
household names to raise capital.
Some portfolio companies have
been boosted by a “covid bump”
while others – such as those in the
travel and hospitality industries –
have been devastated. All have
been forced to grapple with new

2
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Seeking a step-up on
climate change
Just over 40 percent say
GPs are taking the risks of
climate change seriously
enough in their own
investment policies and
practices, while 22 percent
indicate they are not doing
so. Climate change has
become an increasingly
hot-button issue among the
LP community, particularly
in the last year, and we
anticipate investors
keeping up the pressure on
their managers throughout
2021.

To what extent do you agree that GPs are
taking the risks of climate change seriously
enough in their own investment policies and
practices? (%)
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Somewhat disagree
Neither agree
nor disagree
Somewhat agree

40
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0

Source: Private Equity International’s LP Perspectives 2021 Study
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Strongly disagree

Strongly agree

“ The only certain

Recession becomes a reality
Top of mind for LPs right now when it comes to what could impact
performance in the next 12 months is recession in core markets, which
should come as little surprise given the volatility of public markets and
the increasing certainty that the effects of the pandemic will be felt
well into next year. Next in line is the covid-19 outbreak, followed by
extreme market valuations. Concern around the US-China trade war has
dropped this year, likely as a result of coronavirus worries taking over.

thing about the
outlook for 2021
right now is
uncertainty ”

Thinking of your private markets portfolio, which three factors will have the greatest
impact on performance over the next 12 months? (%)
0
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Recession in core markets
Covid-19 outbreak
Extreme market valuations
US/China trade war
Availability of leverage in
alternative investment markets
Social unrest
Cybersecurity threat
Impact of the UK’s exit from the
European Union
Threat of higher inflation
Natural disasters

Enthusiasm cools on
emerging markets
Investors are showing increased
appetite toward the more
established private equity
markets of North America,
Western Europe and Asia-Pacific
over emerging markets. The
enthusiasm for Asia-Pacific in
particular is perhaps a reflection
of that region’s economies
being further along in their
recoveries, and thus far not
facing widespread second waves
of the covid-19 pandemic. On
KKR’s third-quarter earnings call,
for instance, the firm credited
its relative weighting to Asia as
benefiting its performance.

ways of working. And that’s not all.
The industry – and the world at large
– has also been wrestling with an
increasingly acute climate crisis and
escalating geopolitical tensions. The
only certain thing about the outlook
for 2021 right now is uncertainty.
That’s where Private Equity
International’s LP Perspectives
2021 Study, one of the most
comprehensive of the private
equity investor universe, comes in.
For this year’s study, PEI’s Research
& Analytics team surveyed 100
institutional investors to find out
what’s driving them, what’s worrying
them and how they see the future of
the asset class. n

How will your interest in the following regions change over the next 12 months? (%)
Greater interest
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A tale of two 2020s

How do you feel private equity will perform against benchmarks in the next 12 months? (%)

As unintuitive as it may seem
in a downturn, investors have
more confidence that private
equity will exceed its benchmark
next year than they did at the
end of 2019: 39 percent expect
outperformance in the next 12
months, up from 23 percent
last year. However, there has
also been an increase in those
that expect it to fall below
its benchmark – 16 percent
compared with 11 percent
the year prior. Consequently,
those indicating it will meet its
benchmark has shrunk by 17
percentage points. This may be
a reflection of the very different
experiences investors have had
this year depending on the makeup of their portfolios: those with
high levels of tech exposure have
likely seen an uptick in value,
while those with high exposure
to retail, leisure and energy have
had a much tougher ride.

LPs have second thoughts
There’s been a slight uptick in
the percentage of respondents
planning to buy or sell fund
stakes on the secondaries market
in the next 12 months: 20 percent
intend to both buy and sell,
while 22 percent plan to just buy.
Despite the expectation of an
increase in forced sellers caused
by a downturn, the proportion
looking just to sell – 7 percent – is
down from 12 percent last year.
Those looking to buy could be
seeking to increase exposure to
managers that are benefiting in
today’s environment, while taking
advantage of potentially softer
pricing.
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Do you plan to buy or sell fund stakes on the secondaries market in the next 12 months? (%)
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ESG is non-negotiable

In light of covid-19, will your institution: (%)

Just 12 percent of LPs are willing
to relax their ESG policies as it
relates to private markets fund
investments in light of covid-19.
In fact, from our conversations
with the market over the past
few months, ESG considerations
are more important than ever
as GPs and LPs seek to ensure
their portfolios are as financially
sustainable and future-proof as
possible.
Another finding we’ve seen
playing out in the data: just over
half are less likely to invest with
new GPs. This is likely down to a
desire to stick with the tried-andtested during times of distress, as
well as the practical difficulties of
conducting due diligence on new
managers remotely.
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Have greater appetite for distressed
debt or special situations investment
strategies?

Be less likely to invest with new GPs?

Be more flexible with GPs to invest
beyond their investment mandate?

Be more active on the secondaries
market as a seller?

Relax your ESG policy as it relates to
private markets fund investments?

Built to last
asset classes surveyed as part of the study. This may
be driven by how well private equity portfolios have
held up thus far, aided by government interventions,
persistently low interest rates and a rapidly recovering
(although still volatile) public market.

Private equity investors are pretty happy with how
their GPs have been structuring their deals: 72 percent
indicated they were at least somewhat confident deals
had been structured sensibly enough to withstand the
downturn. This compares favourably with the other

How confident are you that your GPs’ deals have been structured sensibly enough to withstand the downturn? (%)
Very confident
0

Somewhat confident
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Private equity

Infrastructure

Private debt
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Private real estate

Source: Private Equity International’s LP Perspectives 2021 Study
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Editor’s letter

Private equity’s resilience
offers comfort
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A

t a Private Equity International conference in November, I asked an
investor panel what had surprised them the most in the way private
markets had reacted to the coronavirus pandemic and subsequent
lockdowns. The one thing all the panellists mentioned: the resilience of private
equity portfolios in the face of such a turbulent year.
That resilience is likely to be what has led to LPs’ positive evaluation of the
private equity market in this year’s LP Perspectives 2021 Study. Just 8 percent are
looking to invest less capital in the asset class over the next 12 months, while
a healthy 45 percent are looking to
shift more capital into private equity –
Investors are
considerably higher than we found for
other alternative asset classes.
putting their trust in
This does not mean smooth sailing,
the asset class as a
for investors or for fund managers.
Unsurprisingly, more LPs this year
steady pair of
indicated their PE investments have
hands
fallen short of benchmarks in the
last 12 months. While fundraising
numbers for the year look robust thus far, that capital is mainly concentrated
in the hands of the largest managers – in fact, PEI data show only 3 percent of
capital raised across private equity, real estate and infrastructure in the first half
of the year went to first- or second-time funds.
But despite the challenges, one thing is clear: investors are putting their trust
in the asset class as a steady pair of hands when all else is uncertain.

“
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The sustainability shift

The current environment may produce opportunities for ESG-oriented private
markets investors, says Ken Pontarelli, who recently returned to Goldman Sachs to
lead a new sustainable investing group in the firm’s Alternatives business
Environmental, social and governance
investing has been top of mind for
many investors over the last few years,
but the events of 2020 are likely to give
this theme – and its more focused cousin, impact investing – additional momentum. The visible effects of climate
change, a pandemic and social unrest
have created a renewed focus on sustainability from both the business community and broader public alike.
This trend is likely to have knockon effects for private investments. We
caught up with industry veteran Ken
Pontarelli, who recently re-joined
Goldman Sachs as a partner to lead a
new group focused on sustainable investing in the firm’s Alternatives business, to get his views on ESG trends
and opportunities in private markets.
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GOLDMAN SACHS

Q

You have been
investing in ESG-related
opportunities for many years
now. Why did you become
interested in this area?

I started to focus on impact investing
through a combination of deeply personal views and the commercial benefits of investing according to ESG
principles.
We have a climate crisis looming
large and there are many pressing social issues that need to be addressed. It
is evident that these challenges will not
be solved by government action and
philanthropy alone. It will take massive

December 2020/January 2021

amounts of capital for us to stay on the
right side of the climate ledger, for example.
On the commercial side, we now
see compelling tailwinds driving ESG
investment. Even if you do not have a
personal interest in ESG, it is hard to
ignore the financial case today for investing according to these principles.

Q

After leaving Goldman
Sachs in 2017, you
established your own firm,
Mission Driven Capital Partners.
What was behind that move?

I saw a gap in the market. I care deeply
about social and environmental issues,
and there was a scarcity of classically
trained private equity investors sourcing ESG opportunities, so it seemed

Analysis

Q

Has the argument around returns and
sustainability now been won?

I still see some degree of scepticism. Some people still
believe ESG investments must translate to concessionary
returns, particularly in private markets. I can understand
why; there were a few waves of “green tech” investments
that did not pan out as expected.
However, the landscape is fundamentally different
today. In renewable energy, for example, some companies
made promises around energy transition in the past, but
they weren’t on firm footing – many were funded too
early or perhaps should never have received funding.
Today, the cost of energy from renewable sources has
fallen and renewables are often more cost-effective than
fossil fuels. The kind of progress made in power and
renewables 15 to 20 years ago is starting to play out in
other areas, such as plastic alternatives and water usage.
Companies targeting these spaces now make strong
economic propositions, as well as sustainable ones.
We believe that we are on the verge of a highly
attractive ESG-oriented investing environment, and
consequently, we think that the amount of capital lining
up behind ESG in private markets is poised to grow.

like a natural move. The firm was
intended to fill the gap between early-stage venture capital and infrastructure, which is later stage and lower
risk. Our aim was to provide growth
capital that generated a positive and
measurable impact alongside financial
returns.

Q

Now that you are back at
Goldman Sachs, where
will your focus lie?

I had previously worked at Goldman
Sachs for 25 years, so I knew that the
firm’s commitment to sustainability
was a priority for our Executive Office. I could see that I would have a far
greater impact if I re-joined a firm with
significant investors and corporate relationships than I could in a third-party
firm.
In our new group, we plan to provide growth capital to businesses with
products and services that help companies operate sustainably in a cost-effective way. You need to be able to satisfy

“On the commercial
side, we now see
compelling tailwinds
driving ESG
investment”

both the chief sustainability officer and
the CFO, who cares mostly about the
bottom line.
The sectors we plan to target are
fairly broad but they are all connected by an environmentally and socially
conscious approach – clean energy, sustainable transport, sustainable food and
agriculture, waste and materials and
ecosystem services. For example, we
might finance a company that produces
cost-effective substitutes for plastics in
packaging – that kind of product would
be at the top of the list for every major
consumer goods company to help them
meet their sustainability objectives.

Q

What have been the
most important recent
developments in ESG
investing?

ESG investing has gained an enormous
amount of traction in a relatively short
period of time. This year, in particular,
has raised awareness about the gravity of the problems we are facing on a

December 2020/January 2021
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global scale. The wildfires in Australia
and California, for example, have really personalised the impact of climate
change as we see the results unfolding
in more extreme ways than had previously been predicted. On the “S”
– social side – we have seen systemic
injustice highlighted this year, while
employees, customers, suppliers and
investors have been demanding that
companies operate with a higher standard of care than ever before.
Ten years ago, only a relatively small
amount of capital was directed towards
opportunities that had an ESG angle;
today, almost a third of public market
capital is being invested in ESG-related
strategies. Almost every Fortune 500
company now produces a sustainability report. We are starting to see similar developments in private markets,
where currently only a small fraction
of the capital is committed to ESG and
impact investments – but that is changing, and I think the shift will happen
quickly.

“Many business
leaders see covid-19 as
an issue for the next
18 months or so, but
they recognise that
climate change will be
an issue for the next
several decades”

Q

How much of an effect has
the pandemic had on ESG
investing?

In the early stages, there were concerns
that ESG and sustainability would take
a back seat – that they were only issues
to be addressed when times were good.
If anything, the pandemic has only
reaffirmed the business community’s
commitment to operating sustainably.
Many business leaders see covid-19 as
an issue for the next 18 months or so,
but they recognise that climate change
will be an issue for the next several decades.
People now also recognise how
rapidly things can change, and that
businesses need to have the agility to
pivot and the resilience to bounce back
quickly from challenges. Increasingly, people are starting to realise that
sustainability plays an important role
in this. Building strong and positive
relationships with employees, suppliers, customers and investors promotes
resilience – corporations today can no

12
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longer afford to have a singular focus
on the bottom line.

Q

What are the most
challenging aspects of
ESG investing?

There is a lot of focus on measurement of ESG metrics, and the practice is evolving. It takes a significant
amount of work and close partnership
with portfolio companies to aggregate
ESG information and report on an
entire portfolio of investments. It can
also be difficult to measure both direct
and ancillary ESG impact. That can
lead some investors to throw up their
hands in frustration because they want
a path to standardised information, approaches and measures. The industry
will eventually find an approach that
works well for all stakeholders, but it
will take time.
In the meantime, we can customise
metrics that are most relevant to each
company and the impact they are intended to produce. The benefits of renewable energy, for example, are very
different from those of substitutes for
plastic packaging, and the metrics that
measure their success should be tailored accordingly.

Q

How do you see ESG and
impact investing evolving
over the coming years?

“There is a scarcity of
capital right now but
plenty of opportunity,
and that has the
potential to produce a
strong return profile”

December 2020/January 2021

I hope that in five years’ time we can
look back and say that this was a great
time for ESG and sustainable investing.
There is a scarcity of capital right now
but plenty of opportunity, and that has
the potential to produce a strong return
profile. This is what I was hoping to do
when I returned to Goldman Sachs –
make impact-oriented investments that
generate the returns of traditional private equity. And if that prediction holds
true, it may drive other firms to integrate ESG into their processes. Over
the medium term, I see the majority of
private equity firms integrating ESG
until it simply becomes part of a daily
routine, and expect a lot of opportunity
in this space going forward. n

Analysis

Q&A
Aware Super’s senior portfolio manager, Jenny Newmarch, explains how
the Australian super fund is engaging with managers on climate change

Q

Aware Super is a founding
member of the Climate
League 2030 initiative to reduce
emissions in Australia; how do
climate considerations play into
PE investments at Aware Super?
Aware Super has long held the
belief that material unmitigated
climate impacts will be value destructive to our private equity investments.
When we invest with PE managers, we
take a close look at their ESG policies,
and more importantly, practices, with
a keen focus on how much attention is
paid to identifying climate risks in due
diligence of target companies, as well
as how companies are managed to minimise or mitigate their exposure either
directly to climate change or indirectly
through shifting climate-related policies or carbon prices.
We recently committed as a cornerstone investor to Australian mid-market PE fund Adamantem Capital Partners Fund II, which has committed
to net-zero emissions targets for all
its portfolio companies. We will be a
member of the fund’s Emissions Reduction Committee, where best practices will be shared amongst members.
Aware Super is also developing a
methodology to measure the emissions
of the PE portfolio to drive initiatives
that support our portfolio-wide emission reduction targets.

infrastructure. We recently committed
to two grid-connected battery storage investments in the US which we
believe will be well positioned as the
political tide changes and states have
increasing confidence in long-term national climate policy.

A

Q

According to Private
Equity International’s LP
Perspectives 2021 Study, 12
percent of LPs would relax their

Q
A
ESG policy for fund investments
due to covid-19; do you feel
this year’s events have changed
perceptions around ESG?
Aware Super has not relaxed its
ESG policies as a result of covid-19. We have continued to increase
our focus on engaging with managers
to establish value-creative policies and
practices in their portfolio management.
Whilst we believe there could be potential for acceleration of sustainable practices as a result of covid-19 if companies
choose to extend remote working and
reduced international travel, our concern is companies and consumers may
believe the pressure to reduce emissions
has abated and take it less seriously.
We are hopeful a change in US
government will see the US rejoin the
Paris Agreement, encouraging other
countries to do the same. We have also
seen governments take climate considerations into account in their covid recovery plans, such as prioritising green

A

What are Aware Super’s
aspirations for its private
markets portfolio in 2021?
With markets continuing to remain buoyant and, in particular,
venture capital markets showing no
sign of slowing down, our primary focus for 2021 is to ensure we are finding
the most inefficient parts of the private
equity markets that can sustainably outperform the public markets. We envisage continuing to focus on mid-market
buyout funds, early- to mid-stage venture and small market growth funds
around the world.
We remain cautious as to how the
pandemic will affect different regions’
ability to resume steady economic
growth, and how continued shutdowns
can slow dealflow. Therefore, we are
increasingly cautious about dry powder and increased J-curves. We are also
monitoring our existing portfolio more
regularly and are cautious to see what
happens to those companies that have
been propped up by stimulus when that
rolls off. Overall, however, our private
markets portfolios have been well positioned throughout the pandemic and
those companies that were affected by
shutdowns saw a quick bounce back
where those shutdowns were lifted. n
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Covid-19 upends the
fundraising process
Investors appear to have adapted quickly to virtual processes.
Amy Carroll considers whether some of these changes are here to stay

O

ver 90 percent of
LPs are prepared
to conduct initial
meetings
with
GPs virtually in
the wake of the
onset of covid-19, according to Private
Equity International’s LP Perspectives
2021 Study. Meanwhile, two-thirds of
investors will conduct fund due diligence on an entirely virtual basis and
just over half – 52 percent – would be
receptive to investing in fund managers having never met face to face. This
marks a radical departure from traditional fundraising protocol, and while
a narrow majority of LPs may theoretically be willing to take the leap, in reality their steps may be more tentative.
“After an initial freeze in March and
April as people recalibrated, we have
seen very little change or challenge
and our programme has continued unaffected,” says Peter Linthwaite, head
of private equity at Royal London Asset Management. “That said, targeted
funds had already been identified and
preliminary meetings held. I think a

14
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“The sequencing has
all changed and we
need to establish what
the new order of things
will be”
JAMES WARDLAW
Campbell Lutyens

December 2020/January 2021

completely virtual due diligence process with a manager with whom there
had been no previous contact would be
a challenge.”
“A very small number of LPs are
willing to invest with people that they
have never met at all,” adds James
Coleman, founder of Quest Fund
Placement. “The majority are willing
to invest with those where they have to
complete the fundraising process virtually. Obviously, this dramatically works
in favour of established groups or those
that have built out significant LP relationships in recent years.”
Remote working has also changed
the natural course of the fundraising
journey. When international travel was
the norm, investors may put aside half
a day to meet all the right people and
conduct onsite due diligence.
That meeting would prove critical, according to James Wardlaw,
vice-chairman at Campbell Lutyens.
“If that meeting went well, you would
come out at least two-thirds convinced
you were going to get their money,” he says. “That has now changed

Analysis

In light of covid-19, will your institution: (%)
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Have greater appetite for
distressed debt or special
situations investment
strategies?
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completely. Investors are no longer
making that significant commitment of
time and travel. If all it costs is a twohour Zoom call, they have nothing to
lose. What’s the next step? Is it another Zoom call? The sequencing has all
changed and we need to establish what
the new order of things will be.”

Finding the balance

1 (not very concerned)

Source: Private Equity International’s LP Perspectives 2021 Study

5 (very concerned)

The big question is: will the fundraising process revert entirely once meeting and travel restrictions are lifted?
The general consensus is that some
changes, at least, are here to stay. “A
lot of LPs are increasingly comfortable
with having initial interactions remotely,” says Gabrielle Joseph, head of due
diligence and client development at
Rede Partners. “And a lot of GPs have
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Source: Private Equity International’s LP Perspectives 2021 Study

become very skilled at pitching remotely. They will continue to use those
skills to avoid unnecessary travel in the
early stages of fundraising.”
Joseph also believes annual meetings
will remain at least hybrids, comprising
both in-person formats and live stream.
But she adds that a question mark remains over the critical conference season. “Conferences are an extremely
efficient way for us to help our clients
build LP relationships,” she says. “The
question is whether people will feel safe
attending large-scale events where delegates have travelled from all over the
world.”
Certainly, LPs seem to have moved
more quickly up the comfort curve than
we might have expected at the onset of
covid-19, according to Jennifer Choi,
managing director of industry affairs at
the Institutional Limited Partners Association. “While there are serious drawbacks to an all-virtual process, such as
the inability to read the body language
in the room during an onsite among a
GP’s team, virtual diligence does allow
more members of an LP’s team to take
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part in the process,” she adds. “Some
LPs also note that eliminating the travel
requirement has allowed them to meet
with a greater volume of managers than
during normal times.”
Other key findings related to the LP

“Virtual diligence does
allow more members of
the LP’s team to take
part in the process”
JENNIFER CHOI
ILPA

December 2020/January 2021

response to covid-19 include a lack of
willingness to contemplate increased
latitude when it comes to GP investment strategy. Only 36 percent of investors say they would be more flexible
with their GPs when it comes to their
investment mandate. “We have been
very focused on identifying any strategy drift amongst GPs,” says Mikael
Huldt, head of alternative investments
at AFA Insurance.
LPs have nonetheless been keen
to tap into sectors and strategies benefiting from covid-19, ranging from
healthcare and technology, to special
situations. But primarily, investors are
contemplating the longer-term implications of the pandemic.
“The most simple and apparent lesson so far, as we see it, is that diversification is still extremely important to be
able to withstand any black swan events
such as this,” Huldt says.
“Therefore, I would guess that very
niche and narrow strategies in certain
sectors and geographies may have a
harder time attracting capital going
forward.” n
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Asia’s consumers look
forward

The pandemic has done little to dent demand in the region, where fast-changing
customer habits are offering up opportunities for investors, say L Catterton Asia
managing partners Chinta Bhagat and Scott Chen

Q

How has covid-19
impacted consumer
demand and behaviours in Asia?

Scott Chen: In Asia, we have for the
most part seen a return to pre-pandemic levels of activity and behaviour. China saw nearly 5 percent GDP growth
in the third quarter of 2020, which
followed a strong Q2. Meanwhile, our
exclusive partner, luxury goods retailer
LVMH, achieved triple-digit growth in
China in Q3 – its online China store
has become the largest store for the
company globally, which is significant
given its large physical presence in
Paris, New York, Hong Kong and elsewhere. We expect the rapid growth in

SPONSOR

L CATTERTON
consumption by the Asian consumer
to continue to drive future growth in
global GDP.
In terms of the pandemic’s impact
on the Asian consumer, the key takeaway we are seeing is an acceleration
of trends that were already underway.
We have been tracking many of those
trends through our primary and secondary research on consumer behaviour and categories that are best positioned to benefit from these trends.
But this is not to say that covid-19

hasn’t had an impact. We are focusing on three areas where covid-19 has
caused shifts, with the first and largest
being remote consumption. Whether that is remote learning, telehealth
or entertainment and fitness at home,
this is a big area of opportunity. Second is an amplified focus on health and
wellness, which includes both physical
and mental health. That covers nutrition and diet – we see big shifts in
Asia towards replacing beef with more
chicken and pork, for example. From
a mental health perspective, there is a
growing focus around companionship
in the form of pet ownership, and this
has been an area of strength for our
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firm – we now have 10 pet-related investments in our portfolio globally. All
of these trends are areas where we have
investment experience.
Third is the evolution of retail. Offline retail is clearly more challenged
and how that develops going forward,
once covid-19 is behind us, is a question that everyone is asking. But new,
entirely online forms of retail, like China’s social commerce, are starting to
take off and are now spreading globally.
China is arguably more advanced than
the West in direct-to-consumer and social consumer marketing, with the Chinese version of TikTok several years
ahead of the international version, for
example. In such channels, there are
influencers who wear branded products
that you can click on and buy immediately, closing the loop of that e-commerce experience on your phone.
Chinta Bhagat: To round off where
we see opportunities, we have also been
looking at what happens to traditional
business models, as well as out of favour
sectors, asking whether there are counter-cyclical opportunities. Earlier in
the year, our firm made an investment
in Norwegian Cruise Lines, for example, and our thesis has held up well.
We regularly come across traditional
consumer businesses under temporary
pressures, or with challenged balance
sheets and ask ourselves if any of these
businesses are worth investing behind.
Conversely, if some of the trends occurring now under covid-19 become more
structural and permanent, then there
may be entire categories that come into
question. We are studying these closely
to assess when and how we might step
in with an investment.

Q

What opportunities are
emerging for investing in
consumer brands in the region
because of these shifts?

CB: Let me answer that by telling you
about two of our recent investments,
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each at a different end of the spectrum,
which play into these changing trends.
In June, we invested $250 million
in Indian telecoms operator Reliance
Jio Platforms. Reliance began its efforts to build a digital technology infrastructure platform in India over
four years ago, and earlier this year it
decided to sell around a third of the
company in an effort to deleverage its
balance sheet. Besides L Catterton,
the business has sold stakes to Facebook, Google, Silver Lake, Vista Equity Partners, General Atlantic, KKR,
Mubadala, Abu Dhabi Investment Authority, and TPG, among other similar
notable investors.
We decided to get involved midway
through this process, although Reliance decidedly did not need our capital.
But after discussions with the company’s senior team, they invited us to participate given our experience in building digitally native consumer brands.
Our experience with companies like
connected fitness company Peloton
and online used car retailer Vroom
were important proof points, and the
company wanted first-hand access to
this expertise. Jio Platforms has made
over a dozen acquisitions in different
online consumer verticals and it now
needs to scale each vertical and make
them individually successful. Given our
experience here, we believe we can be
very helpful.
Jio is a great example of the evolution of retail where technology is impacting which brands will win. We’re
very happy with our involvement there
and consider it a great addition to our
portfolio during covid-19.
Another relatively recent addition to
our portfolio is Owndays, an innovative
eyewear company that delivers affordable, high-quality prescription glasses
in around 20 minutes. It is an essential
service, with all the elements of a 21st
century branded consumer product.
Globally, our firm has similar investments in this category. Owndays is a
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“Entirely online forms
of retail, like China’s
social commerce, are
starting to take off
and are now spreading
globally”
SCOTT CHEN
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Q

How has the pandemic impacted opportunities for
brand globalisation out of Asia?

CB: When we think about global consumption trends, we see three major
themes: regionalisation; globalisation involving Western brands coming
to Asia; and globalisation involving Asian brands going out of Asia. The
latter is indeed slower, but most of our focus remains on domestic brands
targeting domestic consumption, so much of our portfolio is China for
China, India for India, and so on. Where we have an opportunity to
help create regional and then global leaders, we do take it, after carefully
assessing what it will take to make this a reality.
SC: The globalisation trend for brands is indeed a little bit slower now in
terms of Asian brands going outbound. However, we are seeing very strong
regionalisation of brands, such as how portfolio company Owndays has
expanded from Japan across Asia and then into China.
Given the relatively rapid recovery of the Chinese market, we are also
currently helping four of our global portfolio companies enter China,
ranging from apparel to cosmetics to restaurants. The opportunity in China
is large and our team has built the capability to help these companies. Every
category, every channel and every brand are different, but we are trying
to set up a playbook to speed that process up from months to weeks. That
means that despite all the challenges impacting their businesses at home,
Western and Asian companies can grow in China.

Japanese brand that has now traversed
most of Asia with today over 250 stores
in 11 countries. L Catterton has a controlling stake in the business.

Q

Which sectors and
geographies are most
interesting you in the region?

CB: We are a pan-Asia focused consumer fund that covers all the major
economies in Asia. When we look at
GDP globally, two of the top three
economies are in Asia – China and Japan, as well as two of the fastest-growing economies – India and Indonesia.
There is a lot of consumer activity in
the region supported by very strong
demand tailwinds. In India, for example, the middle class is forecast to grow
by 500 million people in the next 10
years. So we’re spoilt for choice when
it comes to opportunity, and what we
do is prioritise the most attractive investments in consumer categories of
interest across these countries, which
offer the most compelling risk/return.

SC: Three countries make up about
two-thirds of Asia’s consumer GDP –
Japan, China and India – and, not surprisingly, they are our primary markets.
We will, on the other hand, maintain
our opportunistic posture in South-East
Asia, Korea, Australia and New Zealand.
We see consumption growth in Asia
divided into three stages of evolution.
First, unit growth, where the massive
growth in the middle class generates
more spending by those who can afford it, as exemplified and led by India.
The second is spending growth, where
people are just spending more money
per capita, as seen in China and Korea.
The third is wealthy lifestyle growth,
as we see in Japan, where there is the
emergence of the lifestyle-orientated
consumer and brands. That consumer
is not necessarily only buying luxury
products, but they are improving their
lifestyle on a daily basis. While geographies are important, so too are the categories we are investing behind and the
stage of consumer evolution.

Q

How has investor appetite
for consumer brands in
Asia changed in 2020, and
what is the fundraising outlook
going forward?

SC: We are seeing the shoots of economic recovery across Asia, with
Asia-Pacific deal numbers tracking
consistently. There were more deals
in Asia-Pacific since April than in either the US or EMEA; that is not surprising given where those economies
are but it has never happened before
in the history of doing deals. Since
April, China deals have also grown to
be about half the total for Asia-Pacific,
illustrating the power of the Chinese
economy, which accounted for around
40 percent of the total six months
pre-covid.
Furthermore, since April, deals in
the region are up in size by about 11
percent, suggesting that it is not just
small companies looking to raise capital but larger businesses too. Almost a
third of that deal volume is going into
consumer tech. That is an interesting
development, because in the last few
years it was fintech and healthcare that
were leading the way, and now it is all
about consumer tech.
CB: To build on that, while we are well
set up to cover the region across all of
these categories, we are focused on delivering the best risk-adjusted returns
on our capital. Our investors believe
our team and the Asia funds are uniquely positioned to take advantage of consumer tailwinds in both current and
emerging categories across the region.
We have mentioned a number of them,
including consumer healthcare and
technology or, more specifically, Chinese social commerce, among others.
With strong teams across offices in
Tokyo, Shanghai, Hong Kong, Beijing, Mumbai, Singapore and Sydney,
we are very excited about the opportunities in the consumer sector across
the region. n
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LPs remain bullish on
private equity
Appetite for the asset class is going strong, despite a concerning combination of high
valuations and a faltering economic environment, writes Amy Carroll

T

he overwhelming majority of LPs expect to
maintain or increase
their exposure to private
equity over the next 12
months, despite global
shockwaves from the pandemic, according to Private Equity International’s
LP Perspectives 2021 Study. Indeed, 45
percent plan to pump more money into
the asset class.
This bullishness reflects solid performance. More than two-thirds of
investors found their private equity investments have met or exceeded benchmarks in the last 12 months. However,
returns have fallen short for more than
one in five LPs, up from 8 percent a year
ago. The proportion of investors to have
experienced outperformance has also
declined from 47 percent to 34 percent.
In a protracted low interest rate
environment with limited alternatives
for alpha, however, appetite for private equity remains voracious. The fact
36 percent of LPs find themselves underweight to private equity will only
exacerbate this trend.
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Investors in the asset class remain
confident about its ability to navigate
a turbulent short-term future – 39 percent believe their portfolios will exceed
benchmarks in the next 12 months.
Only 16 percent fear the worst. Meanwhile, 72 percent of LPs are either
confident or very confident that private equity deals have been structured
sensibly enough to withstand the
downturn.
“Perhaps the most striking feature
of private equity’s handling of the covid
downturn, compared to previous economic crises since 1990, has been the
speed and hands-on approach adopted
by GPs to position portfolio companies
for a sustained downturn,” says Peter
Linthwaite, head of private equity at
Royal London Asset Management.
“The drive for liquidity; renegotiating banking facilities; taking advantage
of government packages and rapidly
repositioning strategic plans, have all
contributed to maintaining the integrity and sustainability of portfolio companies. Overall, I believe private equity
will continue to generate alpha over the

December 2020/January 2021

medium term and remain a highly attractive asset class.”
Merrick McKay, head of European
private equity at Aberdeen Standard
Investments, is also positive. “Private
equity firms today are far removed
from the passive backers of good management teams they were in the distant
past,” he says. “Today, the private equity model is ideally suited to driving
business growth in benign environments, but also to making the changes
that need to be made when the going
gets tough.”

Favoured strategies
Buyout, growth capital and distressed
strategies are deemed the most attractive segments right now. LP appetite varies significantly, however, by
region. While over 30 percent of investors expect to boost their exposure
to Asia-Pacific, Western Europe and
North America, interest in emerging
and frontier markets has slumped.
LPs are watching closely to see how
GPs pivot their investment strategies to
respond to the current situation. While
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half of investors believe their managers are remaining disciplined and are
sticking to their investment thesis, 47
percent have experienced occasional
examples of style drift.
There are also some investors – albeit a minority – that still believe they
do not have sufficient information with
which to assess performance.
“There is no question that investor reporting on performance has
improved significantly in the past 10
years. But comparative data remains

2021

patchy and perhaps the greatest weakness in making the case for private
equity in any asset allocation decision
is the lack of regularly produced and
consistent PME [public market equivalent],” says Linthwaite.
“The covid crisis has highlighted
the weakness of current valuation and
reporting practices at times of market
turbulence. At a very minimum, quarterly valuations should be required,
reversing the trend towards semi-annual valuations. The issue of the lag of
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Perspectives 2021 Study
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7.3%

Percentage by which investors
anticipate the share of their portfolio
dedicated to alternatives
will increase, on average,
in five years’ time

two months-plus between quarter ends
and the production of GP reports also
needs addressing.”
Of course, the macro environment
is presenting plenty of cause for concern. While the US/China trade war
may have slipped down the list of
challenges keeping investors awake at
night – from 61 percent last year to
33 percent this year – unsurprisingly,
the covid-19 outbreak and anticipated
recession in core markets have many
LPs rattled. Interestingly, however, as
we teeter on the brink economically,
extreme market valuations are also perceived as among the biggest risks facing
the asset class.
“Valuations would be my biggest
concern,” says Paul Newsome, a partner and head of investment solutions in
Unigestion’s private equity team. “Private equity can invest in sectors that
will grow irrespective of covid. The
problem is everyone will have the same
idea and will end up chasing the same
companies.”
“There is a lot of pent up demand
and so we have been expecting private
equity returns to slip from their heady
heights for some time,” adds McKay.
“Everything suggests they should continue to significantly outperform the
public markets but the sheer amount
of money out there in what may be a
moribund economic climate could lead
to a dip in performance.”
Others, meanwhile, believe the industry is at a critical juncture when it
comes to maintaining its fragile reputation. “My main concern is that a few
failed private equity-owned businesses
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How much capital do you plan to invest
in private equity in the next 12 months
compared with the previous 12? (%)

What is your current allocation position for
private equity? (%)
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Which of the following best describes your assessment of GP investment behaviour in the last 12
months? (%)

To what extent do you agree that you have
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the performance of your private markets
investments? (%)
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will stir up a wave of public dismay and
thereby bring the threat of increased
regulation as well as general negative
sentiment towards the asset class,” says
Mikael Huldt, head of alternative investments at AFA Insurance.
“My hope is that with the current
pandemic and following economic
challenges, the private equity industry
can prove to everyone that responsible,
active ownership and asset management will be an essential part of the
economic recovery as well as sustainable innovation and economic growth
going forward.” n
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Standing out
from the crowd

Responsiveness and flexibility are increasingly advantageous traits
for co-investors seeking access to the best deals in the new covid-19 environment,
says Adams Street Partners’ David Brett
Co-investment activity has grown in
popularity over the past few years as
LPs have become more sophisticated in their approach to constructing
private equity exposure and GPs have
sought to strengthen relationships with
current and potential fund investors.
This has led to a more competitive
market for the best deals, so how can
LPs ensure they are getting access to
the companies with the strongest potential? And how is the market adapting to the pandemic? We spoke to
David Brett, partner and head of co-investment at Adams Street Partners, to
explore these issues and discuss how
the co-investment market is evolving.

SPONSOR

ADAMS STREET PARTNERS

Q

How has co-investment
activity held up through
the pandemic?

While the year started busy, the arrival of covid-19 had a significant impact
when in its early stages. Co-investment
activity always tracks that of the broader private equity deal market, and from
March through May lead GPs were
deep in existing investment triage work
and were communicating with their
co-investors. For us, existing portfolio
company evaluation and stabilisation

was the primary focus and any new
investment decisions were tied to supporting those companies that needed
capital to help ensure the right capital
structures were in place for what was
set to be a challenging period for some
businesses.
By June it was clear that people
had started to get their arms around
the pandemic’s effects and the credit
markets stabilised. Those without a
lot of portfolio issues could start turning their attention to new deals. That
meant picking up where they left off
with some transactions and working
through their pipeline, particularly where GPs had already conducted
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face-to-face meetings with management. We saw a pick-up in co-investment activity in July and August and
there were some interesting opportunities – GPs already knew the businesses
from pre-pandemic times, but they had
to reassess them through a medium to
long-term covid-19 lens, conduct stress
tests to get comfortable and cut new
deals where necessary. There was caution, but it was clear private equity and
co-investment were back in business.

Q

How has this shaped up
since the summer?

Activity really picked up in September
and October, although a clear picture
has emerged of haves and have-nots. It
has become obvious which businesses
have remained resilient through the
pandemic, with technology and healthcare among the better performers.
Those two sectors in particular have
been priority exposures for us given
our conviction around their resiliency, and it’s nice to see that proving itself out. Given the prevalence of those
deals over the past several months in
the market overall, we’ve been keeping
very busy.
The past few months have demonstrated the need to be responsive as a
co-investor. That has always been the
case, but it is particularly important
now. If we have had any concerns, for
example, about a company’s resilience
to another wave of covid-19 restrictions, we’ve quickly decided not to do
the deal – we never want to be a drag
on GP decision-making.

teams, and they see this is providing a
marginal advantage when it comes to
auction situations. Others are managing to make virtual meetings work.
Ways of achieving this have evolved,
however, so that they are not hosting
five-hour question and answer sessions.
They have found ways of being creative
and sophisticated with virtual meetings,
ensuring they are more interactive by

Q

How have you seen GPs
respond to restrictions
when it comes to deal-making?

We have seen different approaches from GPs as to how they can get
the same level of conviction during a
pandemic. For some, this has meant
finding ways of meeting teams in a
covid-secure way. For these GPs, it is
so engrained that they have to be face
to face to understand the nuances and
relationships between management
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“To be effective, you
have to be proactive
with GPs”
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using break-out rooms and so on. It’s
probably safe to say the level of on-site
diligence required by a lead GP also
varies by sector – in some industries,
such as industrials, the GP still wants
to walk the factory floor while in others, such as software businesses, it just
might not be as critical.

Q

Co-investments have
increased in popularity
among LPs. Is this driven purely
by a desire to reduce fee drag?

The ability to lower fees through
co-investments has always been a key
focus for LPs and this remains important, particularly in this low interest
rate environment.
We have been co-investing since
1989 and we have seen the longer-term
evolution of the market. For our clients, co-investing is also an important
way of getting money in the ground
across vintages – investors can be more
tactical in co-investments than in fund
investments. It helps them build out
diversified portfolios and invest capital
tactically over a three to four-year period. They can tilt their co-investment
portfolio towards particular areas,
for example. As a co-investor, we also

Analysis

Q

For what types of deal are
GPs currently seeking coinvestment partners?

Q

The co-investment market has become increasingly
competitive in recent years. How can co-investors gain
access to the best deals?

When we first started co-investing, there were usually up to three co-investors
around the table, but it has become a more crowded field over time. Co-investors are often now competing for the allocations they want, so they must find
ways of differentiating themselves. Access is one of the most important factors
here because you need a big funnel of opportunities to select from. We see
most deal flow in co-investments from GPs we have already backed, so there is
a high conviction already about the deals we are shown – but you still need to
be highly selective. Our hit rate is about 10 percent of the deals we are shown,
for example. That means we can build a portfolio that provides the exposure
we are seeking on behalf of our clients.
Maintaining a full funnel relies on us having a broad range of strong relationships with GPs through our fund, secondary and credit practices. It is also
about being responsive to GPs and offering solutions that help them win deals.
We are on a lot of advisory boards, so we hear about deals early on and can
approach GPs with ideas and offer flexibility around the size of cheque we can
offer. That provides them with certainty at an early stage of the deal.

avoid specific restrictions placed on
traditional lead GPs such as sector or
geography limitations; we’ve actually
got more flexibility to be tactical.
While the all-in cost of co-investments may be lower, it is worth stressing that there are additional costs involved. You need to be good at it, so
you must invest in the right people and
systems to make it work successfully.

Q

You mention
diversification, what
does that look like in coinvestments?

At a high level, there are three main
buckets – vintage year, industry and
geography, and I would put them in
that order for importance. It is critical
investors have a good spread of co-investments across three to five years
so that they are not concentrated in
particular years. Industry and then geography come in second and third as,
while helpful for investors, they are not
as crucial as diversification across time.
That said, diversification across
industries is less important for some
of our clients because they have a diversified portfolio elsewhere and
want to target specific areas through

co-investment. We are seeing more
direction from our clients outside commingled co-investment funds about
where they want to invest.
We like to include different value
creation strategies within our portfolio. For example, we’d like a portfolio
to include deals where follow-on investments in fragmented industries is
key, just as adding assets where the GP
believes it can provide operational improvements might be a nice diversifier.
Most important, of course, is that the
value creation strategy fits well with the
lead GP.

Q

One common concern
around co-investments is
the risk of adverse selection.
How do you avoid this?

I do not deny it could be out there,
but it is hard to see what the incentive
would be for a GP to show us a lower
quality deal. We are alert to the possibility, and we look for red flags. If we
are not comfortable, then we will move
on. But it all comes down to relationships, the additional due diligence you
can carry out, and alignment – all these
give us confidence to make an investment.

One of the most prominent is sector-focused funds where GPs see a wide range
of deal sizes. Some of these deals will
just be too big for a fund and that is
often where they see significant value
in bringing in co-investors as it means
they do not need to work with other
sponsors to get the deal done. We also
see a lot of co-investment opportunities
in buy and build strategies as this takes
the risk out of raising capital over the
following years as acquisitions are targeted. Here, GPs are asking for a proportion of capital upfront to fund the
platform purchase, with further capital
requests down the line. This helps GPs
plan for and meet their capital needs.
Finally, we see continuation fund
deals, in which a GP seeks co-investment from select LPs to offer liquidity
options to investors while holding on
to a portfolio company with further upside potential. I expect these will be increasingly popular over the coming period as GPs choose to hold investments
in which they know the management
team, company, risks, and opportunities. They are good for our clients because funds are not suited to long holds
and it is hard to find good assets and
teams, so it does not always make sense
to sell after just five years when there is
still value to be had.

Q

How do you see the
co-investment market
developing over the coming
period?

I see a slow evolution. The market
will continue to be crowded. To be effective, you have to be proactive with
GPs, find ways of being helpful to them
and be a reliable partner so that you are
high up the list of calls they make when
seeking co-investors.
Some co-investors and GPs may
be firefighting currently, but we are
focused on the recovery market – and
here, we believe we will see some very
attractive opportunities. n
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An enduring taste for
co-investments
LPs look to double up with familiar managers as forging new
relationships proves tough, writes Amy Carroll

L

imited partner appetite for
co-investment opportunities continues unabated.
According to Private Equity
International’s LP Perspectives 2021 Study, 71 percent
of LPs plan to participate directly in
deals alongside managers over the next
12 months. The reasons for co-investment’s popularity are clear – LPs can
achieve substantial fee savings, as well
as doubling up on their favoured sectors, geographies or managers. California State Teachers’ Retirement System
chief investment officer Christopher
Ailman, for example, revealed in July
this year that the $246 billion pension’s
plans to build up a co-investment team
remain critical, and would continue despite covid-19.
“LP appetite for co-investments
continues to be strong,” says Andrew
Beaton, senior managing director on
the co-investment team at Capital
Dynamics. “Some private equity investors paused their programmes to
evaluate the impact of covid-19 on
their portfolios. As many management
teams in private equity portfolio companies have been able to successfully
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re-engineer their businesses to take
account of the pandemic – and as it
became clear there were good opportunities out there – we have seen many
investors quickly resume their co-investment programmes.”
But co-investment can fall into the
category of easier said than done. The
most commonly cited inhibitors to
co-investment include a lack of available opportunities, insufficient staffing
and challenges in reaching the required
transaction speed. “Competition for
the best opportunities and the ability to
execute in a reasonable timeframe continue to be the major obstacles,” says
Beaton. “Some investors also lack the
investment experience and expertise to
tackle co-investment.”
Meanwhile, co-investment can also
lead to potentially troublesome concentration issues. “Co-investments

37%

Cite lack of available opportunities as
a hurdle to co-investing

December 2020/January 2021

are, by nature, concentrated bets into
single companies,” says Mikael Huldt,
head of alternative investments at AFA
Insurance. “The advantages are obvious if you can get access to the right
deals, but you need to bear in mind
your total portfolio exposures and risks
so that you don’t end up with unwanted overweights in certain areas. Also, as
an LP, you need to be comfortable that
you have the resources and processes,
as well as the additional capital available for additional support, to effectively
deal with any such opportunities.”

Concentration crisis?
There were initial concerns that reduced diversification as a result of
co-investment programmes could have
hurt some LPs when covid-19 struck.
“The last few years have seen record
highs when it comes to LP enthusiasm
for co-investment,” says Gabrielle Joseph, head of due diligence and client
development at Rede Partners.
“Because of the reduced diversification that co-investment means for
the portfolio, LPs can end up exposed
to large swathes of individual companies – potentially individual companies

Analysis
Which factors hinder your participation in co-investing opportunities? (Multiple responses allowed, %)
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negatively affected by covid. We were
initially concerned that could lead to
some LPs performing so poorly that
they would substantially scale down
their co-investment programmes.
Thankfully, we haven’t seen that to the
extent that we feared. Indeed, we are
continuing to see a lot of enthusiasm.”
Furthermore, James Coleman,
founder of Quest Fund Placement, believes GPs will increasingly be looking
for LPs to co-invest alongside them
in the months ahead. “The impact of
covid and government restrictions has
given rise to a significant increase in
GPs’ focus on gaining co-investors –
due to delays in fundraising or the need
to build or strengthen a broader base of
relationships,” he says.
Beaton agrees that one of the consequences of covid-19 will potentially be
an elongating of the fundraising process, as it remains tough to meet investors face to face. “This has meant some
firms husbanding their capital and offering a higher proportion of deals as
co-investments if only to avoid running out of capital in a somewhat more
precarious fundraising environment.
Meanwhile, it has also led to some LPs

Do you plan to participate in co-investment opportunities in private equity over the next 12
months?

Yes

71%

No

29%
Source: Private Equity International’s LP Perspectives 2021 Study

focusing on existing managers, avoiding new relationships.”
Indeed, the opportunity to co-invest is likely to exacerbate a flight to
quality – or at least a flight to familiarity – that tends to result from nearly
all negative structural shocks. “The
vast majority of LPs will continue to
focus on supporting their existing GP
relationships with co-investment, leading to a further barrier to entry for less

well-established firms,” says Coleman.
“The pandemic has made it harder,
if not impossible, to meet new managers in person,” adds Beaton. “This has
meant that many private equity investors are looking at existing managers,
including looking at new products
from these existing managers. Given
that co-investment opportunities typically come from existing managers, we
are seeing increased demand.” n
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Strength in numbers

By investing against multiple underlying assets, portfolio finance can offer an
attractive alternative to fund defensive and offensive strategies, says 17Capital
managing partner Pierre-Antoine de Selancy

Q

What is portfolio finance
and how does it work?

Portfolio finance is a form of asset-based financing. An owner of a
portfolio of private investments – either a GP with a portfolio of companies or an LP with a portfolio of fund
commitments – raises capital based on
the expected future cashflows to be
generated by that portfolio, from realisations or from dividends. 17Capital is
a provider of this type of financing, in
the forms of preferred equity and net
asset value-based credit.

Q

What situations is portfolio
finance typically used in?

Portfolio financing is used for a wide
range of purposes, including raising
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17CAPITAL
capital for further investment in portfolio companies or in the management
company itself; distribution of capital
back to investors and accelerating liquidity. When we started the business,
in 2008, the majority of the transactions we led involved solving problems
associated with access to cash – helping
with liquidity.
By around 2012, more of the financing we provided was used to fund
growth, such as bolt-on acquisitions
or to help GPs themselves expand into
new products or geographies. The
current environment is likely to create
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further challenges for underlying portfolio companies and we are likely to
help shareholders address this by providing capital to support those companies. We are just as likely to be helping
those portfolio companies to grow.
For example, if a manager owns 10
companies and their fund is fully drawn
down but one of those companies has
the opportunity to do a transformative
acquisition, the manager will need outside capital to finance that value-enhancing move. We can provide the
necessary capital to the fund, which
will in turn provide it to the company.
If that company is already highly levered, raising money at the level of the
shareholder will often be the only viable option.

Analysis

Q

How is covid-19 impacting
demand for portfolio
finance and the typical use
cases?

We are seeing increasing demand for
portfolio finance to support both offensive and defensive strategies. There
are GPs that may be looking to raise
capital to pay down debt, or to put
more cash into the businesses they own
to ensure they are able to continue to
meet their commitments. Yet there are
also GPs who are actively pursuing
growth opportunities. These are managers that believe now is a good time
to invest, to develop new business lines
or enter new geographies. We have
been providing capital to funds in both
situations since the covid-19 outbreak
began.

Q

What are the alternatives
for GPs in these scenarios
and why is portfolio finance
preferable?

Supporting LPs in their hour of need
17Capital’s Pierre-Antoine de Selancy on the portfolio
finance use case for LPs:
Portfolio finance can be provided to LPs in much the same way that it is
provided to GPs – but instead of a portfolio of companies, the money is
raised against a portfolio of commitments to funds.
Some investors employed this form of finance back in 2009 and 2010
when stock markets went into decline. Absolute allocations to private
equity were reduced and that created the need for cash. We have not yet
seen that level of pressure on LPs this time around, but we believe it may
be just around the corner. It is difficult to see how public markets can
continue in the direction they have been headed for much longer. If there is
a sustained fall, that may precipitate the need for capital.
After all, as we head into 2021, managers will continue to make
investments and to draw down LP commitments, but distributions
will be slow, as exits remain few and far between. There will be a pincer
movement which will create a demand for liquidity to enable LPs to
meet capital calls. We will be there to assist investors if and when that
happens.

The alternative is a secondary market
sale or to sell or raise capital at the
company level, which is typically more
expensive. Because we provide financing across an entire portfolio, we are
taking less risk than an investor in a
single entity and so our cost of capital is different. It is also worth noting
that we can execute deals quickly – in
a matter of just a few months. Investment at a company level typically takes
longer.

Q

How does your
proposition differ to the
fund finance solutions provided
by banks?

We operate in a different space. Most
banks offer LP subscription lines,
which we do not – we provide strategic finance solutions later in the fund
life. We are a dedicated provider offering portfolio finance in the form of
preferred equity or NAV finance and
we only work with investors in private
equity.
In most transactions we can offer
more flexibility, have a different risk

appetite, and often can offer larger
amounts and high LTVs.

Q

What types of GPs are
using portfolio finance and
is that changing?

High-quality managers that can afford
the cost of capital. That means they
will tend to be strong performers, often top-tier larger GPs. We work most
frequently with firms in the US and Europe. It also tends to be those managers
that use leverage prudently. They will
probably use our form of finance at the
portfolio level, rather than maximising
the debt raised against each individual
portfolio company.

“We are seeing an
increasing trend of

Q

How are LP perceptions
changing around the way
in which GPs are using this form
of financing?

managers raising
capital at the
management company
level to invest in and
grow their own firms”

The best way to answer that is to look
at the evolution of the GP-led secondaries market, as the evolution is
broadly the same. Today, GP-led secondaries are a totally accepted facet of
the industry but that wasn’t always the
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Financing the private equity industry across the capital structure
Portfolio financing is used by high-quality private equity management companies, funds and institutional investors for a wide range of purposes
Portfolio financing
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Source: 17Capital

case. LPs have come to appreciate that
it is healthy to be able to close a fund
while also providing the opportunity
for those investors that want continued exposure to be able to roll over
those assets. Initially there was scepticism, followed by curiosity, and now
we see genuine enthusiasm. Portfolio
financing is following the same path.
We have carried out 1,600 dealflow
meetings over the past 12 months. We
do a great deal of education, meeting
with fund managers in Europe and
the US. We have deployed several
billion into this space and completed
60 transactions of which we have
successfully exited 27. I would say,
therefore, that we have now reached
a point where portfolio finance is met
with enthusiasm. It is seen as a useful
tool.

Q

money raised from us is not going to
generate more than we cost, then obviously, the deal should not happen.
Internal rate of return is one way to
look at our cost, but I would argue that
money multiples are even more relevant. If a manager is targeting two to
three times their money and we cost
less than that, then everything above is
additive for investors.

years. We are seeing an increasing
trend of managers raising capital at
the management company level to invest in and grow their own firms. We
are also seeing GPs committing larger
amounts to their own funds. Instead of
committing 1 or 2 percent, they may
be committing 5, 10 or even 20 percent. Portfolio finance can also provide
solutions for these scenarios.

Q

Q

Does portfolio finance
negatively impact the
level of alignment between GP
and LP?

Not at all. If anything, it puts the GP
in a more committed position. The GP
is not exiting. The manager must work
hard to continue to create value in the
portfolio. There is no misalignment and
no conflict of interest – quite the opposite.

What sorts of questions
should LPs be asking of
their GPs if they are looking to
make a move in this direction?

Q

What is the money going to be used
for? Where is it going to go? If the

The private equity industry has become more capital intensive in recent
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What innovation are
you seeing in the use of
portfolio finance?
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How do you expect the
fund finance market to
develop going forward?

We have been doing this for 13 years,
but I still think we are just at the beginning. I am not saying every GP will use
us, but in many cases, we are going to
become extremely relevant.
Funds raised between 2010 and
2016 have over $600 billion in their
portfolios. A number of these funds
will need additional capital to support
them. That is creating a huge addressable market. And that is why investors
have trusted us with their money – because they see the scale of the potential
opportunity. n

Analysis

Q&A
DEG’s Carola Bose shares her 2021 outlook for private equity in Africa, where the
German development finance institution has been active for almost 60 years

Q

Over half of respondents
to Private Equity
International’s LP Perspectives
2021 Study are less interested
in north and sub-Saharan African
investments over the next 12
months; what opportunities does
DEG see in Africa in the year
ahead?
Medically, Africa is not hit as hard
by the pandemic. However, despite positive underlying fundamentals
in many companies, we see that global
lockdowns, commodity price volatility
and political uncertainty cause elevated macroeconomic and FX risks. All of
this reduces investor appetite, which in
turn makes fundraising a big challenge
with a clear advantage for experienced
teams with a solid track record and
tested strategies. Private credit and
digital infrastructure are two interesting spaces to watch in 2021. In general,
for those with dry powder and a stringent risk management system in place,
we expect good vintage years ahead.

cial capital on the back of a credible
strategy and we assist their institutionalisation. For the industry to thrive,
policymakers need to make efforts
to mobilise local institutional capital
which can become the driving force
behind Africa’s PE industry. Lastly,
Africa does and will play an important role in the impact investing space,
where we expect institutional investors
to increase their exposures, and where
DFIs play a leading role.

A

Q

How has DEG been
responding to covid-19
challenges in Africa?
In a first step we encouraged all our
GPs to immediately engage in business continuity planning and liquidity
scenario analysis. But providing GPs
with fund-level “emergency lines” for
their portfolio companies was a challenge, mainly due to diverging interests
at the LP level, and we ended up selectively providing direct company-level
financing and allowing flexible terms

A

to support GPs during the crisis. DEG
also offers fast-track support with our
covid-19 rapid-response programme,
which provides technical assistance
for digitalisation and immediate covid
measures to our GPs and their portfolio
companies. Plus, we continue investing
through the crisis, both portfolio topups and – despite due diligence challenges – new business.

Q

How would you like to see
PE in Africa develop over
the longer term? What role can
DFIs play in this?
Despite a good number of internationally competitive fund
managers, the elephant in the room is
performance. Given the mixed picture
of performance in a still young African
PE industry with heavy FX risks and
slow exits, we expect GP consolidation
to take place. Today, DFIs still play a
crucial role in anchoring those managers that will be able to attract commer-

A

Q

Co-investment
opportunities are on
the agenda for 71 percent of
study respondents; from a
DFI perspective, what makes
for successful co-investment
conditions?
Good question! I would say that
all LPs love co-investment in theory but much fewer are able to execute
successfully because of lengthy processes, for example. Co-investments
need to be led by senior professionals
on both sides who are on top of transactions and their own processes. With
regards to minority protection rights,
I would say the more alignment there
is with the lead investor, the less complicated the co-investor agreements.
In terms of conditions, I’d rather only
share that we believe ‘no fee, no carry’
is still a standard for LPs. n

A

Carola Bose is director and head of DEG’s
Africa team for funds, direct equity and
mezzanine. With her team, she is responsible
for a portfolio of $900 million in African
private equity.
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Big secondaries fundraising
today, big deal volumes
tomorrow
Pent up demand among secondaries buyers
and LPs’ desire to manage their portfolios in the wake of covid-19
points to healthy transaction volumes in the year ahead, writes Rod James

S

econdaries
transaction
volumes dropped dramatically in the first half of
2020 as the coronavirus
hit. According to advisor
Greenhill, around $18
billion of dealflow took place in the six
months to June, a 57 percent year-onyear decline. A flurry of GP-led deals
hit the market in the months after lockdown, though how many will get done
before year-end is unclear.
While dealmaking was a struggle,
fundraising soared. Secondaries funds
that held final closes during the first
three quarters of the year raised $59.7
billion, exceeding all full-year tallies
on record, according to PEI data. The
average fund to close was $1.7 billion
in size, the first time this figure has exceeded $1 billion.
Ardian and Lexington Partners tied
the record for largest dedicated secondaries fund, both raising $14 billion.
Blackstone Strategic Partners closed a
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$3.75 billion infrastructure vehicle and
Goldman Sachs Asset Management a
$2.75 billion real estate fund – the largest and third-largest secondaries funds
raised in those asset classes.
With HarbourVest Partners’ Dover Street X closing early in the fourth
quarter on $8.1 billion and expected
closes for funds such as Goldman’s
Vintage VIII and Coller Capital’s International Partners VIII, fundraising
should increase by at least $20 billion
before the year is out.
Investors have clearly been piling
in, though Private Equity International’s LP Perspectives 2021 Study suggests
that some appetite remains. A full 48

20%

Plan to both buy and sell fund stakes
on the secondaries market over the
next 12 months

December 2020/January 2021

percent of LPs plan to commit capital
to a private equity secondaries fund
over the next 12 months, compared
with 44 percent in last year’s study.
The figures are more muted when it
comes to other secondaries strategies.
Only 10 percent of respondents are
planning to commit to a real estate secondaries fund over the next 12 months.
Interest in private debt and infrastructure is in the low double digits at 12
percent and 17 percent, respectively.
The proportion of private equity
LPs that plan to buy, sell or buy and
sell on the secondaries market is also
higher this year at 49 percent. In the
other asset classes surveyed for this
study, around 80 percent have no plans
to do any of the above.
Secondaries fundraising has always
been lumpy, dominated by the largest
names. This year’s results suggest that
could be changing. Huge amounts have
been raised for secondaries in 2020,
but there are big names in market that

Analysis
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could make 2021 – though not a record
year – at least a very good one.
AlpInvest Partners is approaching
the $8 billion target of its seventh secondaries programme, while LGT Capital, Morgan Stanley, Hamilton Lane
and Neuberger Berman are raising
funds with a combined target of $13.3
billion that are likely to close in 2021.
New, large entrants, such as TPG,
Brookfield and Manulife, are expected
to start raising their debut funds.
“What [institutional investors]
need now is sometimes they want to
reshuffle their portfolio… As a result
of that, a whole business has emerged
of secondaries and trading the LP
commitments that are in funds,” says
Brookfield’s chief executive Bruce Flatt
about the opportunity represented by
secondaries, adding that it could be a
“$25 billion to $50 billion business for
us”.
The increase in investors planning
to buy and sell on the market over the
next 12 months is driven by several factors. The secondaries market was effectively closed between late March and
August due to the difficulty of valuing
assets during a time of economic volatility. Now the market is stabilising,
LPs are looking at the impact of coronavirus on their portfolios and considering rebalancing their exposure.
At the same time, there are a number of secondaries buyers who are behind on their commitment pace due to
the virus and are keen to put money to
work. In the past 18 months, more LPs
have become regular buyers of secondaries stakes and are becoming increasingly sophisticated in the kinds of deal
they will back.
“Given our cheque size – staff can
commit up to $130 million without
board approval – we would like to have
the ability to influence terms when appropriate and perform proper due diligence [on GP-led secondaries deals],”
Christopher Wagner, principal investment officer, alternative assets at Los
Angeles County Employees Retirement Association, tells PEI. n
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Seizing opportunities in
secondaries

Falling distributions and increased capital calls are catalysing sellers, serving up some
interesting prospects for discerning buyers, says Pomona Capital’s Michael Granoff

Private equity secondaries firm Pomona Capital has adapted and navigated through the uncertainty of the
2020 landscape shaped by the global
covid-19 pandemic. As we head into
2021, Pomona’s founder and chief executive, Michael Granoff, outlines his
expectations for the secondaries market
moving forward, and explains how his
team has been able to journey through
the crisis and leverage its longstanding
relationships and execution experience
to find attractive buying opportunities.

Q

How has Pomona Capital
handled the transition to
the covid-19 environment?
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POMONA CAPITAL
If you had asked me a couple of
years ago whether Pomona Capital,
across our offices in New York, London and Hong Kong, could operate
100 percent remotely for an extended
period of time and achieve everything
we need to, I do not know whether that
answer would have been yes. However,
we have been able to do just that. During this time, we have exercised every
aspect of the business, from sourcing
deals and conducting due diligence to
closing transactions.

December 2020/January 2021

Throughout this period of unprecedented uncertainty, we have been able
to execute on the things we need to
do to operate effectively and efficiently as an organisation. I think that has
been a function of two things: first, our
team quickly understood the challenge,
adapted and stepped up to it; and second, we leveraged the powerful tool of
technology to stay connected with our
people, third-party service providers
and investors on a daily basis.
While we have a responsibility to
navigate the crisis and demonstrate
our resiliency, our job is not just limited to weathering the storm. Our job
is to identify opportunities. We are not

Analysis
simply a victim of dislocation, particularly in the secondaries corner of the
private equity industry – we are also
a beneficiary. A significant part of our
role is to identify where the opportunities are arising out of this situation.
How do we get comfortable? How do
we execute? What does that look like
going forward? These are the questions
that we needed to consider, but our responsibilities encompass all of those
elements, not just one.

Q

How can secondaries
managers navigate market
uncertainty effectively?

At Pomona Capital, while we did not
predict a crisis of this kind, we also did
not wake up in March of this year and
discover risk. We had already anticipated that the next few years would not
be a linear extrapolation of the last few
years. Our decision-making, therefore,
needed to take that expectation into
account. We think of ourselves as very
granular and bottom up. But, of course,
we are not operating alone on an island. We need to respond to the world
around us and make decisions that have
a macro aspect to them as well. Many
of the decisions that we made over the
last few years have put us in a position
to be able to navigate current market
uncertainty.
One of the things that private equity
research tells you is that the dispersion
of returns between funds widens in
times of dislocation. What that means
for us as investors is that it puts even
more emphasis on the quality of assets.
Pomona’s focus on quality includes not
just the calibre of the underlying portfolio companies and the GPs who are
managing the funds that we buy interests in, but also the types of transactions
that we choose to do or not do. Not all
secondaries transactions have the same
risk/reward characteristics.
Of course, none of us know how the
crisis is going to continue to unfold in
terms of duration and depth. My guess
is that there will be several more turns
of the wheel; it seems unlikely it will

Q

What factors are currently motivating limited
partners to sell?

We have observed a dynamic where investors tend to sell due to some
combination of what is happening to the overall assets they own (eg, their
current financial circumstances), which is usually the dominant reason,
and what is happening with respect to their forward obligations (eg, capital
calls). Particularly this year, distributions had fallen and capital calls were
increasing. Investors either could not or did not want to fund all those
capital calls.
It is an interesting scenario in the sense that if an investor had a private
equity programme that was fairly mature, over the last few years it would
have been largely self-funding. Distributions could pay for all the capital
calls, so the investor never really needed to fund anything out-of-pocket. It
was sort of a perpetual motion machine, which led limited partners to make
larger and larger forward commitments. But, if there is a dislocation where
the distribution side goes down and yet the capital call side goes up, pretty
soon it is not a self-funding programme anymore. That was the catalyst for
selling in a recent transaction our team executed this year. We will see if
that trend continues or accelerates in the future.
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move in a linear path. At Pomona,
we are well positioned to weather this
evolving landscape. Since the firm’s
inception in 1994, we have made cash
distributions to investors every quarter;
in fact, we have continued to make cash
distributions in the first, second and
third quarter of this year.

“The potential
opportunity set for
secondaries managers
is quite large”

Q

What has the opportunity
set been like since the
start of the crisis?

From a macro perspective, the opportunity set for us is a function of two
variables: how much money goes into
private equity and how much of that ultimately turns over. If you compare the
current covid-19 situation with that of
the global financial crisis, there is about
2.5 times as much money in private
equity today as there was back then.
The turnover of private equity assets is
much bigger today than it was during
the financial crisis, and the potential
opportunity set for secondaries managers is quite large.
However, in our world, things do
not unfold as quickly as they do in the
credit market or the stock market, for
example. I would expect opportunities
in private equity to unfold over the next
couple of years. At Pomona, we apply a
disciplined approach to secondaries investing and we are not going to bet the
farm based on an array of unknowns;
we are not a macro hedge fund. It is not
our business to make a bet like that.

Q

As 2020 draws to
an end, what are
your expectations for
secondaries dealflow going
forward?

“We are not simply a

Q

victim of dislocation,

We are aggressively looking for opportunities and seeing how we can
take advantage. Since March, we have
been able to purchase pieces of very
high-quality funds at discounts between 40 and 50 percent. In the last
few years, pre-pandemic, we have
been buying at an average discount of
16 percent. These are LP transactions

secondaries corner

How active has Pomona
Capital been on the buy
side since March?
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with upper quartile to decile performers. We are laser focused on quality of
assets. Further, our modest fund sizes
afford us the ability to only deploy capital when an opportunity is truly compelling.
It is important to note that we do
not get to discounted prices due to
tough negotiations with sellers. Rather,
we seek to make sure we are adequately protected or compensated across a
wide range of potential outcomes. During the underwriting and due diligence
process, the team at Pomona makes
generally conservative projections
about underlying portfolio companies
in funds, and identifies an appropriate
price that Pomona is willing to pay.
Pomona has closed several transactions in the last few quarters and
is building a robust pipeline of deals
heading into 2021. We have bids outstanding on some interesting transactions that were referred to us by the
GPs. The recently executed transactions were proprietary and not competitive. Some were small, targeted
portfolios and others were single-line
transactions.

particularly in the
of the private equity
industry – we are also
a beneficiary”

December 2020/January 2021

Last year was a record year for the
secondaries market with $85 billion
in transactions. It is clear that 2020 is
going to close with significantly lower
secondaries volumes than 2019, even
with a good fourth quarter. Part of
that is because the world was essentially closed for a considerable amount of
time this year. Looking ahead, we do
see dealflow ramping back up. Our
pipeline today is significantly larger
than it was 90 days ago. However, I
believe it may take a little while to get
back to the same level as 2019’s $85 billion record. n

Analysis

Q&A
As well as targeting larger markets in Latin America, the International Finance
Corporation is seeking out smaller markets in the region where its investments can
have a big impact, says senior investment officer Jennifer McLeod Petrini

Q

According to the LP
Perspectives 2021 Study,
4 percent and 51 percent of
investors expect their interest
in Latin America to increase or
remain the same over the next
12 months, respectively; what
opportunities does IFC see in
the region over the year ahead?

returns. An area we are spending a lot
of time working with these partners at
the moment is through co-investments,
and we recently co-invested with L
Catterton in Despegar.com, one of the
leading online travel agencies serving
Latin America. As tech investing and
VC have grown in Latin America in
the last few years, we have also been
actively building up our VC funds exposure, and while we have been highly
selective, we are building some excellent partnerships in this space.

A

As the largest global development
finance institution and as a member of the World Bank Group, IFC is
investing with a focus on both financial
returns and development impact. We
are a long-term investor and in these unprecedented times our equity capital is
more needed than ever. IFC has proven
the case for staying the course through
crises, and we set a recent record for
commitments to funds, co-investments
and portfolio company financings in
the last 12 months with commitments
over $100 million to Latin America. In
the year ahead, we are expecting a decline in overall fundraising, but for our
programme, we think venture capital
has been a more resilient sector where
we see a steadier investment pace and
fundraising activity.

Q
A

Are there any markets
or sectors of particular
interest in Latin America?
IFC invests across Latin America. While larger markets such as
Mexico, Brazil and Colombia often do
present more opportunities, we actively
seek out those in smaller markets, for
example in Central America and the

Caribbean. There, our investment can
have the most impact to boost private
sector growth and lead to our ultimate
goal of alleviating poverty. These proposals come with less frequency, but as
a matter of fact, we are in the process
of committing to a Central American
fund managed by CASEIF. At the same
time, we are working through direct investments to take some businesses (with
additional capital) from one country to
regional, for example with bike-sharing
company Tembici in Brazil.

Q
A

What does IFC look for
when committing to Latin
America-focused funds?
The fund managers we like to
work with in Latin America are
local teams that provide businesses not
just with capital, but also with strategic
and operational know-how. Our primary strategy is on mid-market growth
funds, which is where we see the highest development impact and the best

Q

Over half of study
respondents are more or
just as likely to invest in firsttime fund managers in the
next year; what are the key
considerations for IFC when
investing in first-time funds?

A

Over the past four years, around
25 percent of our fund investments have been with first-time fund
managers. IFC has been investing in
funds since the 1990s and we have incorporated many of the early lessons
learned in our decision-making process. Our experience has shown that
some of the best opportunities come
from motivated teams who are spinning out or have a blend of team experience ranging from PE investing to
operational backgrounds. Much of our
focus during due diligence with firsttime funds will be focused on if there is
a clear investment strategy, good team
dynamics, fund management experience and alignment of interest. n
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First time blues?
Half of LPs are eyeing an increase in fund manager relationships, yet
covid-19 restrictions could put a damper on these plans, with first-time
managers hardest hit. Amy Carroll reports

E

ight in 10 LPs responding to Private Equity International’s LP Perspectives 2021 Study say they
plan to either maintain
or increase their number
of GP relationships over the next 12
months. However, fresh waves of covid-19 restrictions may make this hard
to achieve and niche players, particularly new managers, may lose out while
mega franchises and brand names benefit.
“Those LPs that have been on the
brink of moving away from the large,
diversified players are likely to retrench
and essentially household names will
raise an even greater proportion of the
total pie than before,” says James Coleman, founder of Quest Fund Placement.
“LPs will further consolidate their
capital and smaller managers will
struggle on a comparative basis.”
While 38 percent of investors say
they are just as likely to invest in firsttime managers than in the previous
year, and 13 percent are more likely to
do so, there is no denying that emerging manager fundraising has been
challenging in 2020. There may be
further tough times ahead. Indeed, 20
percent of LPs are less likely to back

40

Private Equity International

•

first-time managers over the next 12
months.
“On a relative basis, appetite for
emerging managers has been small
for some time and disproportionately
focused on spin-out groups where an
individual team already has a track record and established relationships with
LPs,” says Coleman. “Physical barriers
to meetings either with GPs or with
other market counterparties as part of
the due diligence exercise has further

“A lot of investors
have been relying on
muscle memory when
it comes to reupping in
existing funds”
MERRICK MCKAY
Aberdeen Standard Investments

December 2020/January 2021

reduced the ability to assess first-time
teams.”
Merrick McKay, head of European
private equity at Aberdeen Standard
Investments, agrees that the practical
obstacles to first-time fundraising are
significant. “A lot of investors have
been relying on muscle memory when
it comes to reupping in existing funds.
For first-time managers, the lack of opportunity to meet with prospective LPs
has been challenging.”
However, McKay adds that Aberdeen has invested in a manager that
none of the team had met personally
for the first time ever this year. “It is
possible,” he says. “But let’s not pretend it is the optimal situation. It is a
tough proposition and first-time funds
will take longer to get there.”
Yet Gabrielle Joseph, head of due
diligence and client development at
Rede Partners, believes investors are
starting to open up to the possibility of
truly remote fund commitments. “We
know there are challenges in closing
blind pools of capital at the moment,
where investors have never met the
managers in person, which is why some
emerging managers are having success
in getting their initial deals backed by
co-investment instead,” Joseph says.
“But we are starting to see a growing

Analysis
Thinking of your current fund manager relationships, would you like to increase, decrease or
keep the number of relationships the same? (%)
100

number of LPs that are willing to consider making new GP relationships
without prior in-person interactions,
although of course, the bar is very
high.”
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Meanwhile, around a third of investors
say they have either already invested in
a GP stakes fund or would like to do so.
Aberdeen has its own vehicle specialising in just this trend. “We see fewer
opportunities in Europe, because so
many European funds were established
as partnerships from the get-go, and so
already have mechanisms in place for
transferring value. But, in the US, there
are many firms that were set up by just
one or two people,” says McKay. “We
see that as an exciting opportunity.”
However, the sale of GP stakes can
be problematic for some LPs, who
question whether selling an interest in
the firm impacts GP motivations and
LP-GP alignment. For example, GPs
may be rewarded for results that do
not necessarily benefit the underlying
investor, such as launching ancillary
products to drive new fee streams, says
Jennifer Choi, managing director of industry affairs at the Institutional Limited Partners Association.
“LPs have also lamented inconsistencies in notifications to LPs when
a sale is taking place, or disclosures
around who has an economic interest in
the GP,” adds Choi. “For some LPs, this
has become a feature of their diligence,
where they may have a slight preference
for GPs that have not yet sold a piece of
the firm to a third party.” n

With regard to GP stakes funds, which of the following apply?
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We have no plans to invest
in GP stakes funds

Source: Private Equity International’s LP Perspectives 2021 Study
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Subscription lines’ ESG
evolution

While covid-19 has shone a spotlight on liquidity,
ESG-linked innovation is continuing to emerge in the fund finance market,
say Debevoise & Plimpton partners Thomas Smith and Pierre Maugüé

Q

What trends are you
seeing in the subscription
line facilities market for funds?

Thomas Smith: Some trends are driven by the circumstances around covid-19 and funds looking for sources
of liquidity. Pre-covid, the market for
subscription lines was buoyant, with an
increasing number of sponsors putting
in place sub lines, and more and more
lenders entering the market.
When covid-19 hit, sponsors’ immediate reaction was to look for pockets of liquidity, both through sub lines
and other types of fund-level financing,
such as net asset value facilities. The
question for sponsors around sub lines
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DEBEVOISE & PLIMPTON
was, would the banks still be there to
lend and would the market hold up?
The question for banks was whether
LPs would continue to fund capital
calls.
Thankfully, we saw no defaults by
LPs into funds, lenders remained open
to the fund finance market and raising
of sub lines remained robust through
the pandemic. Although some lenders
retrenched a little, others stepped up
to take market share, so growth in the
fund finance market has continued.

December 2020/January 2021

Pierre Maugüé: We spent part of the
spring reviewing subscription line facilities to analyse the risks that would
result from defaults by LPs in the event
of capital calls, summarising the default
triggers and looking at what would
happen if more than a certain percentage of LPs failed to fund a capital call.
However, those concerns did not
materialise. As a result, there has just
been a minor change in the perception
of the risk, which has meant pricing has
increased slightly but remains low. Pricing adjusts to market conditions quickly,
so if there is a large second wave there
is going to be pressure on pricing again
but that will pass as things stabilise.

Analysis
For a while we were also concerned
that it would become difficult to extend
facilities at the end of their term, but
sponsors have been able to do that,
sometimes with a small price increase
but not always.

Q

How has the pandemic
impacted that market?

TS: The only real change of substance
of capital call facilities was an impact
on the pricing; pricing jumped a little
because of lenders’ additional costs of
capital. We are already seeing pricing
coming down and, subject to ongoing
covid-19 impacts, we expect that to
continue, so we do not see that jump in
pricing as permanent.
Another significant change is the
growth in NAV facilities, where sponsors have been looking for additional
liquidity and lenders have stepped up.
This is a trend that we expect to continue as the private equity NAV lending market and structures have evolved
through the last six months.

Q

What environmental, social
and governance-related
developments are occurring in
fund finance?

TS: Around a year ago, ESG had not
yet reached capital call facilities. The
big bang in ESG financing was a deal
we advised on in June. We acted for
a private equity fund in a new €2 billion-plus subscription line facility that
incorporated ESG mechanics, and
which was signed up to by a large club
of lenders. If the sponsor successfully
improves certain ESG metrics of its
portfolio companies, the margin on the
facility will go down, and if certain metrics are not met, the margin will go up.
The deal was among the first of
its type and remains the largest of its
kind. There have been a couple of
other similar deals done since, and we
see that market growing because LPs
are very focused on encouraging GPs
to do more and sponsors are themselves looking to improve their ESG
approaches.

“The real advantage
of putting in

the sponsor improves ESG metrics
post-investment, which means these
deals are very bespoke.
TS: This is clearly a mechanism that is
conducive to private equity, but it could
potentially even work for a credit fund
that does not have control over the underlying asset. We are exploring ways
to do that, and we see this expanding
through the whole sponsor market.
The subject of ESG is broad and the
sponsors can choose what makes sense
in terms of ESG metrics. On some
deals we have seen the sponsor focusing
on one issue to do with the environment, one social, and one governance.
The metrics have the potential to be
very complex, so it is better to look to
narrow the focus of the ESG tests.

place a capital call
facility with ESG
mechanics is that it
institutionalises the
focus on ESG for
a sponsor”
THOMAS SMITH

The real advantage of putting in
place a capital call facility with ESG
mechanics is that it institutionalises the
focus on ESG for a sponsor. The benefit from the margin adjustment encourages the deal teams to improve ESG
metrics in the portfolio companies so
everyone in the firm becomes focused
around that objective.
It is also interesting to see banks’
views on ESG-focused facilities changing. You could argue this could be of less
interest to banks than it is to sponsors
and LPs, but a lot of lenders are seeing
the benefits as well. Everyone is aligned
and we are being inundated with enquiries about these kinds of deals.

Q

What are the attractions of
ESG mechanics, and how
do you expect them to evolve?

PM: For sponsors that are serious about
ESG, adding ESG mechanics to a subscription line facility is a tool that allows
them to demonstrate that commitment.
The purpose is not to limit the type
of investment the fund can make. The
fund is meant to invest in private equity
assets and make money. ESG provisions
in a subscription line facility are not
intended to require a fund to pass up
investment opportunities. Rather, they
are designed with a focus on ensuring

PM: While the tests can be complicated, if the sponsor is already advanced in
its thinking about ESG and has developed guidelines and metrics, creating
the facility is simply a matter of adapting what already exists.

Q

How has the pandemic
affected GP and LP
perspectives on fund finance?

TS: Pre-covid, many LPs were very
positive about sub lines and some not so
much. The trend seems to be towards
LPs becoming more positive about
their use. We have not come across any
recent material misalignment between
GPs and LPs when looking to provide
for flexibility in fund documents for
a sponsor to raise a capital call facility. One thing the covid-19 crisis has
shown LPs is that there are benefits
of having some form of capacity for liquidity at the fund level.
PM: The focus has shifted to whether
limited recourse fund-level financing
should be allowed. That will be the
next discussion, alongside whether
sponsors will start asking for longer
maturities on subscription facilities and
will be prepared to pay a bit more in
exchange for a longer maturity. n
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Fund finance
in high demand...
... but investors express concern over shifting terms, with
a significant minority worried about the extent to which
GPs are using credit lines, writes Amy Carroll

J

ust over half of investors
expect to see an increase
in the use of subscription lines over the next 12
months, according to Private Equity International’s
LP Perspectives 2021 Study.
Matt Hansford, head of origination
and NAV financing at Investec Fund
Solutions, agrees that appetite is high.
“We have seen absolutely no damping
in demand for subscription facilities
whatsoever,” he says.
Indeed, there is heightened interest in using subscription finance to
bridge through fund closes, given the

challenging fundraising environment.
“We hear great reports about large
funds closing incredibly quickly, but
for the majority, fundraising will take
longer because LPs want to meet face
to face,” Hansford says. “Furthermore,
some investors are now looking to make
commitments out of Q1 allocations, so
managers are using bridging facilities to
ensure they are not leaning too hard on
those supportive, initial investors.”
Subscription facilities are also being
used to support investment activity, in
particular by bridging the debt portion
of a deal. There are companies in the
market at the moment that represent

good value because although trading performance has been impacted
by covid-19, the underlying business
model remains strong.
“Firms are looking to all-equitise
deals, without the cost of all-equitising,” explains Hansford. “It may be
that now is not the optimal time to go
to the lending market. By bridging, the
manager can hold off for 12 months
in order to make improvements to the
business and let it ride out some of the
covid crisis whilst also giving some
room for lending appetite to return for
out of favour sectors.”
Meanwhile, managers are also

How do you expect GPs to use subscription lines of credit in the next 12 months compared with the previous 12?
0
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Source: Private Equity International’s LP Perspectives 2021 Study
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Analysis
looking to make use of fund finance
facilities at the back end of the investment period, by converting subscription facilities into hybrid facilities that
also take net asset value into account,
says Hansford.

Mixed feelings
Perhaps surprisingly, however, given
the extent to which subscription facilities have become an established part
of the asset class in recent years, LP
opinion on the subject remains divided. Over half of investors – 58 percent
– are not concerned with the extent to
which their GPs are using credit lines
to fund portfolio investments, but 42
percent still need convincing.
In particular, there were concerns
early in the covid-19 crisis that subscription lines could precipitate challenges to manager performance, says
Gabrielle Joseph, head of due diligence
and client development at Rede Partners. “Although that hasn’t played out
as many initially feared.”
“As an LP that needs to put money
to work rather than having significant
contingent liabilities, I have mixed feelings on this topic,” adds Peter Linthwaite, head of private equity at Royal
London Asset Management. “There is
a clear advantage in short-term lines of
perhaps three months to smooth fund
operations, but long-term facilities are
unhelpful to us.”
Hansford believes GP transparency
regarding the use of subscription lines
has advanced dramatically, allaying

Are you concerned with the extent to which
your GPs are using credit lines to fund
portfolio investments?

Yes

42%

No

58%
many of LPs’ initial fears. But it is
clear there are still points of contention emerging as the product develops.
In particular, as Linthwaite infers, LPs
are concerned about borrowing periods
being extended.
Tense talks are also taking place
around the size of facilities. Norms of

60

20 to 25 percent of committed capital are increasing to 25 to 30 percent
on occasion, says Hansford. Here, the
drivers are typically the need to bridge
co-investment, which has become increasingly prevalent in recent years.
While LPs certainly appear to be becoming more pragmatic about the use
of subscription lines, it is clear they are
not giving managers carte blanche to
employ fund finance strategies at will.
“LPs seem to have become more
comfortable with the widespread use
of subscription lines, provided they’re
used as a cash management tool and
not just to juice returns,” says Jennifer
Choi, managing director of industry affairs at the Institutional Limited Partners Association.
“LPs are requesting more information from GPs, specifically around the
impact of such facilities on IRR and exposure to these facilities as a portion of
uncalled capital. This isn’t surprising,
as LPs have become both savvier and
more engaged around liquidity management, particularly when you compare the current moment to what we
experienced during the financial crisis
a decade ago.
“The frontier for fund finance
seems to be in the rise of NAV-based
and hybrid facilities. LPs are still getting comfortable with how NAV-based
facilities are structured and any implications for the fund, particularly in a
more volatile economic environment
where you may see covenants triggered
at the underlying asset level.” n
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How will Brexit shape
private equity in Europe?

Negotiations drag on but private equity managers are making a pre-emptive strike,
says LIS | Sanne managing director Pierre Weimerskirch

Q

How do you expect Brexit
to impact Europe’s private
equity industry and how are
managers responding?

SANNE

The European private equity market
has been extremely well integrated
for the past 10 years, particularly with
the publication of the Alternative Investment Fund Managers Directive in
2013. London has really been the hub
of the European private equity industry. Brexit, however, has put that situation in jeopardy.
On the one hand, I do not believe
investment will be greatly impacted. Firms will continue to pursue the
most attractive opportunities wherever they may be. I expect we will see
major changes when it comes to the

management of funds. Significant
changes have already taken place with
some of the larger UK managers raising parallel structures in onshore EU
jurisdictions, alongside their UK, Scottish or Channel Islands structures, in
order to be able to raise capital from
European LPs.
The other big question, of course,
relates to management services. Currently, even funds that are domiciled in
Luxembourg may be managed out of
London offices. This is done under the
passporting rights afforded by AIFMD.
As we know, those rights will end on 31
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December, 2020 and the UK will then
be considered a third-party country by
European regulators, in the same way
as the US or Singapore are.
As a third-party country, UK managers will no longer automatically be
able to provide their portfolio management services to EU onshore private
equity funds. To do so, they will need
to be recognised as an equivalent jurisdiction by Europe’s regulators.
That could become a thorny political issue because the minute the EU
recognises the UK as an equivalent
jurisdiction, then other jurisdictions
will come knocking on the door. It is a
potentially contentious issue, which is
exactly why we are seeing so many UK
managers reorganise their operating

Analysis
models and setting up shop on the continent.

Q

Luxembourg has been
a big beneficiary of this
trend. Why do you think that is?

To be honest, it has been something of a
surprise. When the Brexit vote initially
took place in 2016, we would have expected a large proportion of UK managers to relocate to Dublin, given the
advantages of a common language. But
that has not been the case. The majority of firms have chosen Luxembourg as
a domicile for their fund structures and
to open an office.
The key reason for this appears to
be the Luxembourg partnership regime. The regime was modernised in
2013 and is very similar to the Cayman
partnership or Scottish partnership
that Anglo Saxon managers are so familiar with. No other European jurisdiction has that type of partnership,
including Ireland. Furthermore, continental European institutional investors
are very comfortable with Luxembourg
as a jurisdiction as they have historically invested significantly in Luxembourg-based vehicles. Combined, I
think these are the two main drivers
behind the region’s success.

Q

How has covid-19
impacted the private
equity industry in Europe? In
particular, how well has the
asset class fared when it comes
to remote operations?

I do not think that covid-19 has had a
particularly significant impact on private equity operations. We are lucky,
as an industry, that we deal in bits and
bytes. We deal with information and
that information can be shared very
easily through electronic means. It took
most managers a couple of days, or perhaps a week, to switch to home-office
mode and today things are pretty much
working as smoothly as they did before
coronavirus struck.
Of course, there was an initial slowdown in dealflow, but now most due

“I expect we will
see major changes
when it comes to the
management of funds”

diligence is being conducted remotely
with the myriad tools that are available.
There tends to be a lot more reference
taking involved and there is still some
work that needs to be done physically
on site, but that is limited to a minority
of tasks. Overall, the industry has been
quick to adapt and disruption has been
minimal.

Q

How does the current
crisis differ to the global
financial crisis? What lessons
have been learnt?

Things certainly seem to be playing out
differently this time around. We have
not seen the same sharp drop in asset
prices. It was the banks, of course, that
triggered the financial crisis, and so
there was less liquidity in the market.
Private equity houses had challenges in
accessing credit to finance deals. With
covid-19, there is a huge amount of liquidity in the market and so prices have
not adjusted nearly so much.
Certain sectors have been hit hard,
such as entertainment, travel and hospitality. But, at the same time, sectors
such as healthcare and IT are booming.
That was not the case in the financial
crisis when every industry was impacted. Furthermore, a lot of lessons have

been learnt in the past decade. This
time private equity managers were better prepared, reacted more quickly and
had more firepower at their disposal to
respond to both the threat and the opportunity.

Q

How do you expect LP
appetite for the asset class
to hold up overall?

UK and US institutional investors have
been making substantial allocations to
private equity for a long time. But continental European institutional investors have only really started stepping
up their target exposure to the asset
class for the past five years. They are
moving from low single-digit allocations of perhaps 3-5 percent, to midteen allocations of between 12 and
even 20 percent. That is a substantial
amount of additional capital flowing
into private equity.
The reason, of course, is that these
investors are having to manage their
assets and liabilities and right now,
returns from other investment opportunities are limited. Historically, most
European pension funds would have
focused their attention on fixed income. With interest rates at zero, or
even negative, there are no returns to
be generated there. The obvious place
to look, then, is private equity. I am
confident, therefore, that LP appetite
for private equity will grow over the
next three to five years.

Q

Do you anticipate
this money flowing
predominantly into the big
brand mega funds? Or is
there also room for emerging
managers to make an
appearance?

We are seeing more teams leaving larger managers to set up shop on their
own. So, on the one hand, there will be
the large, global houses, raising tens of
billions. But on the other hand, we will
see more niche houses being launched.
That is an exciting evolution for the
industry. n
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Succession planning
comes under scrutiny
Talent retention and succession strategies are gaining greater weight in due diligence
processes as gripes over key person clauses grow. Amy Carroll reports

T

rack record and a GP’s
team size and investment
capacity continue to represent the most significant
areas of due diligence.
However, Private Equity
International’s LP Perspectives 2021 Study
indicates ESG considerations are becoming an increasing priority. Close to
40 percent of investors state that ESG
now forms a major part of their due diligence process, and evidence of diversity and inclusion at the GP level now
forms either a minor or major part of
the process for 80 percent of LPs.
“More LPs are asking questions
about a manager’s ESG policies and
posing questions about not only the
diversity of the team, but also the steps
that a GP is taking to enhance diversity
within their organisations,” says Jennifer Choi, managing director of industry affairs at the Institutional Limited
Partners Association.
“These are not gating questions, per
se. Rather, LPs are trying to establish a
baseline against which they can measure progress over the life of the partnership, and as a way to probe on questions of culture and values. With ESG,
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“Senior retirements
are not a new
phenomenon in times
such as this. We have
seen it before in 2001
and 2008”
PETER LINTHWAITE
Royal London Asset Management

December 2020/January 2021

it can also be a matter of judging a GP’s
foresight – the ability to look around
the corner and anticipate the range of
issues that can impact the performance
of the underlying portfolio.”
Gabrielle Joseph, head of due diligence and client development at Rede
Partners, adds: “It is quite clear that
many GPs did not take gender diversity seriously before they started being
asked questions by LPs. Now there are
enough questions that GPs are starting
to consider whether they have a problem before they even go fundraising.
That is a positive development for the
industry and, in particular, we are seeing
emerging managers deliberately seeking
to build in diversity from the start.”

An orderly transition
The study also reveals a heightened
focus on succession issues and retention plans in due diligence. This may
be compounded by concerns around
a possible surge in retirements in the
wake of the coronavirus pandemic.
“I think periods of uncertainty often
lead to people revaluating life’s priorities and whether they wish to roll the
dice again for a new fund,” says Peter

Analysis
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0

20

40

60

80

Fund due diligence

Portfolio monitoring

Managing existing GP
relationships

Researching new GPs

Direct/co-investments

Policy development towards
considerations such as ESG

Administrative/compliance

How significant a part do the following play in due diligence? (%)
Forms a major part of the process
Forms a minor part of the process
Not covered in due diligence
0

20

40

GP performance track record

GP team size and investment
capacity

Terms and fees benchmark

60

80

100

Linthwaite, head of private equity at
Royal London Asset Management.
“Senior retirements are not a new
phenomenon in times such as this. We
have seen it before in 2001 and 2008.”
In light of this wave of potential
people moves, inadequate key person
clauses were cited as one of the most
contentious areas of fund documentation, with half of investors saying this
leads to the most disagreement with
GPs during due diligence.
But Choi points out that the trend
is towards increasingly broadly drafted key person provisions that name
groups of individuals, such that as long
as someone fills the title, the key person
provision will not be triggered. “LPs
have to balance the need that GPs have
for flexibility in managing these leadership transitions with the governance
risks posed by material turnover within
the firm’s leadership,” she says.
Merrick McKay, head of European private equity at Aberdeen Standard Investments, adds that an overly
restrictive key person clause can have
unintended consequences. “It can give
certain individuals too much power and
that can work against you,” he says.
“Key man clauses are by nature
very case specific and there needs to
be a balance between giving the LPs
comfort that talent will remain versus
giving certain individuals too much
leverage internally within the GP,” says
Mikael Huldt, head of alternative investments at AFA Insurance.

Fees and expenses
Succession planning and
retention plans at the GP level

GP balance sheet/financial
strength

Evidence and consideration
of ESG

Evidence of diversity and
inclusion at the GP level

Source: Private Equity International’s LP Perspectives 2021 Study

Management fees also continue to be
a source of friction, with 47 percent of
LPs sharing this sentiment. “Generally, management fees have stayed fairly
stable as a percentage, but funds have
generally increased in size more than
management teams have grown their
headcount and there has been a growing trend to allocate costs and expenses
away from being borne by management fees and instead to being included in the fund expenses borne by LPs,”
says Huldt. “You just have to make sure
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Which three LPA terms cause the most disagreement with GPs when conducting fund due
diligence? (%)
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that you have the full picture and then
decide whether or not the economics
are fair.”
Linthwaite adds: “It has always been
a source of some amazement to me
how little change there has been in basic pricing and terms in private equity,
and GPs continue to do a fine job in dividing and ruling their investor base at
the time of fundraising. But then they
would argue that the results justify it.”
However, as the fundraising market
becomes increasingly bifurcated in the
covid-19 environment, some GPs are
lowering management fees in order to
get their fund over the line. Paul Newsome, a partner and head of investment
solutions in Unigestion’s private equity
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team, says GPs are also making concessions in other areas, including offering
guaranteed co-invest and tiered carried
interest models. “Where managers are
having difficulties, they are coming under pressure to offer more LP-friendly
terms,” he says.
LPs have other bones of contention, meanwhile. Linthwaite would
like to see more frequent and timely
portfolio valuations and greater detail
and transparency in how valuations are
derived, as he believes institutional investors will come under greater regulatory pressure to show they have fully
reviewed and challenged the valuations
they receive and use in their reporting.
“I also think the legal profession

December 2020/January 2021

needs to get a grip on documentation.
I am currently reading a 100-page LPA
and a 50-page subscription agreement.
Perhaps a radical review of precedent
documents is needed to avoid the
temptation to just keep adding to an
old document,” Linthwaite adds.
“The same radical overhaul of KYC
reviews could assist,” he says. “In the
modern age it seems crazy for an LP to
go through the same laborious process
and after the usual pushbacks supply
the same documents one gave to another administrator in the same jurisdiction only last month. There should
be some form of passport for large, regulated entities like banks and insurers
to avoid this KYC dance.” n

Analysis

Q&A
From GP best practice sharing to university outreach, AP6 sustainability
manager Anna Follér outlines the Swedish pension fund’s multi-pronged
approach to diversity and inclusion

Q

According to Private
Equity International’s LP
Perspectives 2021 Study, 80
percent of respondents consider
diversity and inclusion at the GP
level during due diligence; how
does AP6 engage with managers
on D&I?
D&I is a standard item in due diligence and a separate module in
AP6’s annual ESG assessment, where
both the GP team and the portfolio
company perspective are addressed.
We want to understand how GPs are
securing the best talent and avoiding
group think in their organisations as
well as in portfolio companies. D&I
is also a topic which is raised by the
investment team in the ongoing dialogue with GPs, for example, through
interactions in the LP advisory board,
the annual investor meeting or more
informally. AP6 has also organised several diversity and inclusion roundtable
events where GPs have been invited to
share and learn from each other in an
intimate roundtable format.

universities to showcase female careers
in private equity, for example.

Q
A

A

Q

What steps are being taken
to improve diversity at AP6?
Over the years we have worked
hard to deliver on the long-term
ambition to increase diversity and inclusion at AP6. We have looked carefully at our teams and how we assess
talent and experience, how we formu-

A

How does AP6 address D&I
at the portfolio company
level?
AP6 invests indirectly through
private equity funds and directly
in minority, mainly through co-investments. Therefore, D&I is best
addressed in dialogue with the GPs,
as outlined above. In cases where AP6
has a more significant minority investment, with a board seat, there are
means to address diversity and inclusion more directly on the portfolio
company level.

“We want to
understand how GPs
are securing the best
talent and avoiding
group think”

late job postings and what we require
from recruitment firms. On an annual basis, the board of directors adopts
sustainability-related targets, where
increased gender diversity and diversity in a broader sense have been key for
several years. Considering that diversity and inclusion is an industry issue,
we also collaborate selectively with

Q

How does D&I tie in with
AP6’s approach to ESG?
ESG is an important part of creating long-term high returns for
the pension system as the integration
of ESG provides an additional lens
when diligencing and monitoring investments. This helps us uncover risks
and opportunities that may not have
been identified without ESG integration. One of the social issues in ESG
that spans across AP6 as an organisation and AP6’s investment portfolio
is diversity and inclusion. Increasing
diversity and inclusion has the potential to improve team culture and decision-making in AP6, as well as in fund
teams and portfolio companies. n

A
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Checks and balances

The drive for transparency is heightening private equity’s interest
in outsourcing, but collaboration is key when it comes to governance,
say Vistra’s Onno Bouwmeister and Malcolm Pobjoy

Q

What are the current
trends around outsourcing
for private equity managers?
Where are you seeing the
greatest growth in demand?

Onno Bouwmeister: Outsourcing
was already of growing interest to private equity and, as in so many areas, the
pandemic has accelerated that trend.
Managers are looking at their operating models and seeking efficiencies. We
have seen an increased number of outsourcing projects and those projects are
greater in scale.
From a US perspective, we see operating platforms where managers used to
do a lot in house now starting to move to
outsourcing. There is also more consolidation around greater use of outsourcing in Europe, while in Asia managers
launching new funds move straight
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VISTRA
into an outsourcing model. Managers
are very focused on their target operating models, sometimes with a need for
greater automation. Transparency and
control are big drivers of outsourcing.
Malcolm Pobjoy: We look to the client and ask about these drivers, whether they are efficiency savings, new
technology capabilities, or the need for
more expertise and resource to support
the launch of new funds. Most new
managers that are launching new funds
go straight for an outsourcing model.
The
increased
focus
on
Know-Your-Customer and anti-money
laundering requirements in the US and
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Europe, along with the growing focus
around compliance with the Alternative Investment Fund Managers Directive in Luxembourg and the fast pace
of AIFMD II and other changes, make
regulation a big issue. For outsourcing,
that means greater demand for knowledge and expertise on the regulations
and how they are applied; the need for
more data to respond to regulatory demands; and more control and oversight
for management. Investors want these
in the hands of experts.
Finally, as businesses move towards
a distributed workforce model, outsourcing just makes more sense.

Q

When GPs look to
outsource functions
to a third-party service
provider, what governance

Analysis
considerations do they need to
focus on?

discussed, and how can those
concerns be addressed?

MP: Those who approach outsourcing
with the view that they will no longer
need to be involved are mistaken; managers still need oversight. The best
outsourcing relationships work where
there is an oversight collaboration,
which must be metrics-driven. You
need alignment around what you are
trying to achieve and transparency on
how it is done. The governance model
should focus on both sides working to
achieve the same objectives.

OB: This links to good governance,
because investors are really focused
on the checks and balances that are in
place. LPs are looking at compliance,
access to data and transparency, all of
which come back to technology.

OB: It comes down to how you set up
your operating model, because governance needs to support the control and
workflow. You need to understand the
objectives of management so that you
can work collaboratively, including on
governance and oversight. Technology
nowadays is very helpful in this context.
MP: One element of governance that
is overlooked is change control. Requirements are going to evolve, and
processes are going to change, so you
must make sure you can flex your operating model in a timely manner. The
two main issues that managers worry
about going into outsourcing are lack
of control and lack of flexibility, so your
change control procedures should allow
for governance around that flexibility.

Q

What are LPs most
concerned about when
outsourcing arrangements are

“LPs are looking at
compliance, access to
data and transparency,
all of which come back
to technology”
ONNO BOUWMEISTER

MP: LPs are generally very receptive to outsourcing because they like
the concept of independence and that
various elements of the process are being overseen. Their questions tend to
be around fees, and who is paying for
what. We spend time talking to managers about creating limited partnership agreements that make that clear,
because transparency is critical. Sometimes the responsibility for costs shifts
from the manager to the fund, and varies component by component, so how
you manage that process is important.

Q

What questions need
to be answered from a
business case perspective
when considering outsourcing?

MP: I once had a client say they wanted
to outsource their administration, they
wanted to use their staff and systems,
they did not want to change any processes, and they wanted a 30 percent cost
saving. That is not a good starting point.
You need to accept that things are going
to change and embrace that change as
you embark on the relationship.
The question that needs to be answered is: what is the saving you are
looking for? Is it efficiencies, scalability,
or is it access to technology or expertise? We also advise clients not to underestimate the cultural piece, because
you have got to work with these people
not just on day one but going forward.
OB: We aim to be an extension of the
client’s team, a business partner and a
trusted advisor. Through that, we can
keep management accountable. You
want to get the right cultural fit and we
have a pool of talented people at Vistra,
so we try to bring the right people to

“The best outsourcing
relationships
work where there
is an oversight
collaboration”
MALCOLM POBJOY

the table to fit the client’s needs. A lot
of clients base decisions on a lengthy
RFP, which is not necessarily the optimal way of getting to understand the
outsourcing relationship. Even in the
current environment, you can hold
workshops and video calls to try to really get to know each other.

Q

What kind of talent
challenges face managers
on the fund administration side,
and how can outsourcing help?

MP: You can get access to additional
talent via outsourcing. We see managers that want to be nimble and launch
funds in credit, for example. They do
not want to waste time hiring people to
understand loan administration. Outsourcing provides speed to market and
means managers do not need to worry
about talent.
OB: Talent in a fund is expensive and
you do not want to drown those people
in administration when they can add
much more value on deals. Fund administration is our business – many of
us have been on the other side working
with investment managers, law firms or
accountancy firms and we now all work
together at Vistra and are passionate
about adding value by setting up efficient back-office or middle-office offerings. n
Based in Luxembourg, Onno Bouwmeister is
global sector head of private equity at Vistra,
and US-based Malcolm Pobjoy is group
commercial director at Vistra
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GPs’ ESG approaches go
under the microscope
Managers have a big role to play in ensuring the resiliency and long-term
value of investors’ portfolios, writes Carmela Mendoza

C

ovid-19 has accelerated the trend to a more
sustainable approach
to investing. Findings
from Private Equity International’s LP
Perspectives 2021 Study show a greater
proportion of investors factoring in
environmental, social and governance
considerations as part of their due diligence process. Almost nine in 10 (88
percent) respondents say ESG forms a
part of evaluating managers, versus 81
percent last year.
Covid-19 has shown investors need
to continue their preparation around
climate change and make their portfolios resilient and operational in the long
term, Diandra Soobiah, head of responsible investment at Nest, a UK defined
contribution pension scheme, said at
PEI’s Responsible Investment Forum:
Europe in November. “What covid has
shown is that if you are unprepared for
something, then everyone’s going to
be scrambling around and then things
might be too late.”
In March, three of the world’s biggest institutional investors – California
State Teachers’ Retirement System, Japan’s Government Pension Investment
Fund and Universities Superannuation
Scheme Investment Management –
issued a joint statement warning that
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To what extent do you agree that GPs are
taking the risks of climate change seriously
enough in their own investment policies and
practices? (%)
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Perspectives 2021 Study
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focusing solely on short-term returns
without considering other stakeholders would be to ignore “potentially
catastrophic systemic risks”. Speaking
in October at PEI’s virtual Responsible Investment Forum: Tokyo, GPIF
managing director Yoshitaka Todoroki
noted that the statement has attracted
“far more investors who agree on that
concept”.
As such, asset owners that have in
recent years refocused and calibrated
their asset allocation to drive environmental change expect their managers
to play their part too. According to the
study, 41 percent of respondents agree
GPs are taking climate change risks seriously enough in their own investment
practices, while just under a quarter
disagree.
Speaking at the forum in November, Soobiah shared that managers are
an important way for Nest to achieve
its climate change policy. “We are
working very closely with our fund
managers in setting out targets and expectations on how we expect them to
evolve over time,” Soobiah added. “We
are asking them to think about how to
evolve their strategies.”
Nest developed a climate change investment policy early this year, setting
out its goal to become net zero by 2050
at the latest, with a view to halving

Analysis
Has your institution ever refused an opportunity based on a lack of diversity and inclusion at the
GP level?
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carbon emissions by 2030. That goal
has come into force this year with the
pension’s strategic asset allocation, in
which it increased its exposure to companies involved in the production of renewable energy and green technology.
It has also started divesting from carbon-intensive sectors across its portfolio, including thermal coal and Arctic
drilling.
The Office of New York City Comptroller, which manages $229 billion of
assets across five public pension funds,
may be at an earlier stage in its move to

2021

“We are asking [our
fund managers] to
think about how to
evolve their strategies”
DIANDRA SOOBIAH
Nest

sustainable investing, but it has already
been actively exploring commitments
to buyout and growth fund managers
whose “investment strategies are related to climate change or usually back
companies within the energy transition
trend”, said Cristian Norambuena, a
senior investment officer at the pension system, who was also speaking at
the November event.
New York City pension system’s two
main climate change initiatives include
doubling its investment in climate
change solutions from around $2 billion to $4 billion across public and private assets, and evaluating divestments
in fossil fuel-related investments, Norambuena added.
Despite moves by both asset owners and managers to address climate
change risk in recent years, some investors think private markets are still
lagging public markets when it comes
to climate data access and reporting to
LPs.
“The climate initiatives I see in private markets tend to be about sharing
good practice rather than systemic assessments across private equity that allow us to make relevant useful comparisons between a private portfolio with
lots of GPs and underlying companies
and our public portfolio,” said Stephen
Barrie, a deputy director of ethics and
engagement at the Church of England
Pensions Board, during the November
forum.
He added that the pension is having
to rely heavily on its GPs to get the
kind of data it needs because “the ESG
plumbing that enables us to sit above
detailed disclosures isn’t there”.
Barrie noted the “information
asymmetry” that exists, whereby GPs
tend to expect “unlimited data access
to their portfolio companies and at an
early stage” but LPs don’t get systemic data. “I expect that asymmetry to be
addressed because as LPs we want to
be able to say at the portfolio level –
covering both private and listed assets
– that we are, for example, net-zero
aligned.” n
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Changing of the guard

With $30 trillion due to be inherited by mission-driven millennials,
smart organisations are prioritising ESG, says Anthony DeCandido,
partner and financial services senior analyst at RSM

Q

How have attitudes
towards environmental,
governance and social issues
evolved in recent years?

There has been a growing recognition
that ESG provides an opportunity for
organisations to connect with their
stakeholders. It enables them to showcase a commitment to organisational
values at a time when investors, employees and consumers are increasingly
concerned with a company’s mission
and purpose – the reasons why it does
what it does.
The second important point to
make regarding the evolution of ESG
is transparency. The idea of a justified
level of transparency began with the
Dodd-Frank Act in 2012. Today, stakeholders and investors expect to be able
to look at the mechanics of a business,
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What are the underlying
drivers behind ESG’s rise
to prominence?

the spread between millennials and
boomers is only going to grow over
the next few years. That is important
because millennials are far more mission-focused than their predecessors.
They are also likely to inherit approximately $30 trillion over the coming
decades.
Those in c-suite positions need to
be cognisant of the fact that these individuals will be the ones driving corporate change going forward. They will
be your employees, they will be your
customers, and they will be your investors. All these things combined are
creating real momentum behind the
demand to see good done in the world,
and not just financial returns.

First and foremost, it is about demographics. In 2019, millennials overtook
older populations in the workforce and

Q

SPONSOR

RSM
to understand its “why”, and to get a
sense of its corporate culture.
Finally, while opinion remains divided, a growing proportion of the
business world does now believe that
adopting ESG behaviours drives superior financial results. The empirical
data is there, and although some are
still unconvinced, this is an area where
we are seeing real progress.

Q

December 2020/January 2021

What impact has covid-19
had on the ESG narrative?

Analysis

ESG was already becoming an important agenda item before the virus, but
covid-19 has certainly enhanced the
investment case for addressing non-financial risk. There is more emphasis
on elements of ESG, such as disaster
preparedness, continuity planning and
the treatment of employees, in particular. Companies today should expect to be asked more questions about
resilience and contingency planning as
a way of assessing long-term performance.

“[Millennials] will be
your employees, they
will be your customers,
and they will be your
investors”

Q

Why was the US election
result so critical for the
future direction of ESG?

A Biden victory will clearly accelerate
enthusiasm for ESG. Unlike his predecessor in the White House, the US
president-elect is highly focused on
mitigating climate change and has stated his desire to see the United States
shift away from fossil fuels to green energy. We have also seen a lot of discussion around economic inequality from
the Democrats. I think those issues are
set to gain traction in the political and
corporate world.

Q

Does climate change
remain the number one
focus given today’s other social
challenges?

Biden has been vocal in saying he views
climate change as the greatest threat
to US national security today, so while
there has been a lot of focus on social
challenges in the news, climate remains
the more pervasive of the two.
I also think Biden’s national plan
around the environment is a bit more
robust. There are concrete plans
around reducing emissions and investment in clean energy technologies and
infrastructure.
Granted, in some areas, that will
play into advancing social justice – the
two are not mutually exclusive – but I
do think the emphasis remains on climate-related issues.

Q

What about recent events
highlighting racial and
gender equality? Are those
shaping perceptions within
private equity?

Private equity is a vertical where the
representation of women and people
of colour in senior roles is pretty dire.
The asset class is a long way behind in
that regard. Work from home mandates following the covid-19 outbreak
may play into caretaker skillsets, and
we may see some increase in female
leadership as a result.
However, the problem is that private
equity is a scaled business – by which I
mean you could be managing over $1
billion but still only have a team of 25
professionals or fewer. It can be challenging to solicit the right talents you
need as a firm and to address diversity
when you are working with organisations of that size. Larger corporations
have far more infrastructure around
marketing, communications, and HR
with which to attract diverse talent and
then to ensure all individuals are empowered to be successful.

Q

What role will the
availability of data play in
the future of ESG?

Groups that have done the best with
ESG have been those that have been

able to assemble, organise and then
evaluate data. But it is not straightforward. We see a constant struggle
between data abundance and a lack
of data availability. We also see issues
around data type and data quality.
For example, should an organisation
self-report, or leverage external data?
Should it use publicly available data or
private data?
Covid-19 has highlighted just how
critical the answers to these questions
can be. For example, World Health
Organization reports on disease spread
are likely to be outdated by the time
they are produced, when compared
to what subway travel or OpenTable
reservations can tell us about socially
distanced consumer behaviour almost
immediately. This emphasis on data
will be important for the future of ESG
because, ultimately, what the market
wants is to be able to trust what it is
told. In that way it is no different to financial performance.

Q

Is the mid-market lagging
behind when it comes to
ESG?

ESG is still underdeveloped in the
mid-market. Education is very important. Clients want to understand what
frameworks they should be using and
what key performance indicators they
should be evaluating. But, more than
anything, what our mid-market clients
want is some form of radical simplicity.
There is so much information out
there that it can be challenging to
assess what is right for you. What I
would like to see is more companies
adopting enhanced risk management
practices and then implement ESG
into corporate strategy as a way to
achieve better financial and non-financial performance. They can then move
on to absorb these practices as part of
their mission – to appreciate that we
are all better served when companies
align their goals with the goals of society. n
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Q&A
Consistent data capture and reporting will help advance progress on
diversity and inclusion in private equity, says Jennifer Choi of the
Institutional Limited Partners Association

A

In February, ILPA launched a Diversity
and Inclusion Roadmap for the private
equity industry, providing access to
online resources and best practices for
LPs and GPs. Jennifer Choi, managing
director of industry affairs, details how
the association plans to build on the initiative and explains why data collection
is key to driving improvements.

Q

What has been the
industry’s reaction to
the Diversity and Inclusion
Roadmap?

A

A

We have received a very positive
response to our D&I Roadmap.
When we initially launched, we were
pleased that the roadmap attracted so
much interest from a variety of industry stakeholders, including LPs, GPs
and service providers. Since then we
have heard from stakeholders across
our industry who are hoping to improve and refine their D&I practices, and they have signalled that the
roadmap is an excellent starting point
for information. We remain interested
in submissions to the roadmap and in
hearing from those who have found a
resource in the roadmap helpful as we
look to continue increasing its effectiveness.

Q

How do you expect
the roadmap to evolve
moving forward?
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We expect that as time passes, industry stakeholders will continue
to submit resources that will build on
the roadmap, increasing its utility and
its scope. ILPA will continue to convene the industry and develop resources for the industry in D&I, and with
each new initiative ILPA will continue
to provide a connection to the roadmap so that it remains a living resource
that evolves as the industry evolves.
ILPA has also recently made its ESG
Roadmap public (which was previously
exclusive to ILPA members), as part of
an effort to align interested participants
who are searching for resources in both
spaces.

Q

According to PEI’s LP
Perspectives 2021 Study,
13 percent of respondents have
refused an opportunity due to
poor D&I at the GP-level; are
you seeing LPs taking a more
stringent approach to D&I?

December 2020/January 2021

We have heard from a group of
members (LPs) that they have
begun taking a more direct approach
to D&I. The focus for our members
seems to be around transparency and
ensuring they have access to information they deem important to their organisation, such as specific metrics on
gender and ethnicity at the manager,
and how recruitment and retention
efforts support broader D&I goals.
Members have shared that there is an
expectation GPs will improve their
D&I efforts over time, with the understanding that, at the time of investment, diversity metrics may fall short
or D&I practices may be more nascent.

Q
A

What progress would you
like to see the industry
make on D&I in the year ahead?
We would like to see more consistent reporting on D&I metrics.
If information is not available, we cannot identify areas where improvement
is needed. We hear from stakeholders
across the industry that we do not yet
have supportive or concrete data on
D&I. We should be focusing our attention on collecting information that
will lead us to a better understanding
of what the industry looks like and how
we can improve. This is an area of focus
for ILPA as we continue to build out
the roadmap and build additional D&I
resources. n

Analysis

On the minds of investors
What’s in store for private equity in 2021 and beyond? A selection of PEI’s Future
40 investors share their perspectives on the issues impacting the industry

Panel
Pierre Abrial,
partner, buyout
fund selection
– primary and
secondary at
Access Capital
Partners

Mat Powley, director
– private capital at
Stonehage Fleming

T

he LP Perspectives Study is conducted annually by Private Equity International to both gauge
investors’ experience over the previous 12 months and to drill into their
expectations for the year ahead. And
when it comes to the future of the asset
class, who better to give their take than
PEI’s 40 under 40: Future Leaders of
Private Equity? We asked a selection
of our 2019 and 2020 Future 40 investors to share their outlook on the key
trends shaping the industry, from more
immediate concerns like adapting to
covid-19-related challenges and virtual
communications, to long-term themes
such as environmental, social and governance considerations, and diversity
and inclusion.

Q

According to PEI’s LP
Perspectives 2021 Study,
ESG forms a major part of

Abraham
Tiamiyu, principal,
portfolio manager
(secondaries) in the
global private equity
group at APG Asset
Management

the due diligence process for
38 percent of respondents;
looking forward, how do you
expect investors’ focus on ESG
to progress?

“Investors are able
to drive change by
allocating capital to
managers making
progress on equality,
diversity and
inclusion”
ABRAHAM TIAMIYU
APG

Mat Powley: I expect it to increase
dramatically over the coming years. I
think initially following covid-19, some
investors expected ESG to take a back
seat to more traditional areas of due
diligence. However, what we have seen
is the opposite. 2020 has continued to
remind us why it is so important to
place an increased emphasis on ESG.
Whether it’s wildfires, grave social injustices or corporate fraud, environmental, social and governance issues
will be much more than a tick-box exercise going forward.
Abraham Tiamiyu: ESG considerations will continue to play an important
role in the PE industry. At APG, ESG
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is embedded across our three PE strategies: primary fund investments, secondaries and co-investments. Pre-investment, our global private equity
investment process involves a comprehensive ESG due diligence process
with a collaborative approach between
our investment teams and our dedicated global responsible investment
group. Post-investment, we also monitor our portfolio to track ESG progress
as well as sustainable development investments, which we define as investment solutions that contribute to the
UN Sustainable Development Goals
(ie, by addressing urgent global issues
such as water scarcity, healthcare access
and protecting the environment).
Finally, in July 2020, APG and other
global investors representing $1 trillion
of assets under management publicly
announced the establishment of the
Sustainable Development Investments
Asset Owner Platform demonstrating
the increased focus on ESG across the
industry.
Pierre Abrial: LPs’ ESG focus has
become an essential criteria in evaluating GPs and funds. Since 2008, Access
Capital Partners has systematically required target GPs to formally commit
to integrate ESG factors into the whole
investment process from initial due diligence to monitoring and reporting.
Access rigorously tracks more than 30
qualitative and quantitative ESG key
performance indicators and reports annually to its own investors.

Q

More than two-thirds of
respondents list covid-19
as one of the greatest risk
factors for private market
portfolio performance over
the next 12 months; how do
you see the industry adapting
to ongoing pandemic-related
uncertainties?

AT: Despite the uncertainties, the private equity industry is well-positioned
to adapt to the changes caused by the
covid-19 pandemic. In our portfolio,
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“ESG issues will be
much more than a
tick-box exercise going
forward”
MAT POWLEY
Stonehage Fleming

the initial actions we observed from
GPs after covid-19 involved active
portfolio management, including ensuring ample liquidity for portfolio
companies. Subsequently, given the
significant amount of dry powder in the
PE industry, our GPs (across buyout,
growth equity and distressed-for-control strategies) have continued to deploy capital in attractive investment
opportunities across resilient sectors
and defensive growth companies (including add-on acquisitions). We expect our top-performing private equity
managers to continue delivering outperformance relative to public equity
and other asset classes.
PA: Regarding portfolio management,
most GPs have prepared their portfolio
companies for a new lockdown, already
asking the banks for some additional
flexibility, adjusting the cost structure
and making sure activity can continue
with employees working from home,
diversifying suppliers and finding new
innovative sales channels. In terms of
dealmaking, GPs are likely to focus
on the most resilient sectors (ie, mission-critical B2B services, softwareas-a-service businesses, healthcare services, e-commerce, long shelf life food
production).
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Q

Do you think the shift to
remote working due to
covid-19 will result in a more
virtual approach to LP-GP
communications in the long
term?

MP: I do – but there are pros and cons.
On the one hand, GPs are able to organise virtual meetings and updates to
a large audience of LPs relatively easily, frequently and with minimal cost,
which can be a highly efficient means
of communication and far superior to
a more traditional investor conference
call. However, private equity is a relationship-driven business and I value
the face-to-face, in-person interaction
I have with our managers, whether that
be at AGMs or just regular catch up
meetings. And as for diligence, while
virtual sessions can be effective, nothing beats a physical onsite meeting.
AT: Yes, we have observed an accelerated digital transformation in communication. Managers have been proactive
in updating investors on the financial
and operational impact of the pandemic on their portfolio with many firms
leveraging a colour-coded summary
dashboard (green, yellow, red). In lieu
of in-person meetings, we have seen
a transition to video calls and webinars for due diligence sessions, annual
meetings, and limited partner advisory
committee sessions. We expect the increased efficiency provided by technology will help supplement and improve
future LP-GP interaction.
PA: Frequency and volume of information flowing from portfolio companies to GPs and from GPs to LPs
have noticeably increased during the
pandemic. Access believes that digitalisation has and will continue to play a
major role in providing transparency
across the spectrum and help further
strengthen LP-GP relationships.

Q

Recent events have
highlighted the
importance of ensuring

Analysis
equality, diversity and inclusion
are on private equity’s agenda;
how can LPs and the wider
industry help drive change?
MP: Investors should hold managers
to account both on how they manage
their portfolio companies with these
factors in mind, as well as their own
firms and hiring practices. Some managers are becoming increasingly forthcoming with this data, and while there
is much still do to, it is a step in the
right direction.
Investors should also practise what
they preach and adopt initiatives within their own practices that encourage
equality, diversity and inclusion in what
is a comparatively very non-diverse industry. #100blackinterns is a great example of one such initiative and one we
are very proud to be supporting.
AT: As allocators of capital, investors
are able to drive change by allocating
capital to managers making progress on
equality, diversity and inclusion. Given
the scale of APG’s platform (AUM of
over €500 billion managed on behalf
of 4.6 million pension participants), we
can help advance these important issues
in the private equity industry. For example, prior to each private equity fund
investment, we require external managers to complete a due diligence questionnaire (this includes equality and diversity questions) and we score each PE
manager, rank them against peers and
track their progress over time (including leading up to each manager’s future
fundraise engagement with APG).

Q

What are the main
challenges and
opportunities for private equity
in 2021?

MP: The main challenges will be similar to recent years, ie, high valuations
for the best assets driven by record
amounts of capital being raised. However, this will now be overlaid with
the amplified uncertainties brought
about by covid-19, which makes for
a generally increasingly competitive

environment for investors. We expect
to see opportunities within distressed
debt and special situations driven by
covid-related disruptions, as well as
technology/software driven by the rapid advancement of digitisation of the
economy and society as a whole.
AT: Given the active ownership and
control-oriented nature of the asset

“Digitalisation has
and will continue
to play a major
role in providing
transparency across the
spectrum”
PIERRE ABRIAL
Access Capital Partners

class, the PE industry is well-positioned
to help drive progress on important
issues such as diversity and climate
change in 2021 and beyond. On diversity, the world’s largest dedicated alternative asset manager, Blackstone, recently
committed in October 2020 to a target
of one-third diverse representation on
its portfolio companies’ boards.
Similarly, on climate change, the
largest Dutch pension fund, ABP, publicly announced in 2020 plans for its investment portfolio to be carbon neutral
by 2050 as well as plans to invest €15
billion in clean affordable energy over
the next five years. I am excited to see
the PE industry and capital allocators
make progress on these important initiatives in 2021 and beyond.
PA: For portfolio management, the key
challenge is adjusting the cost structure
without compromising on the company’s ability to grow again when the
situation improves. For dealmaking,
the challenge is that intense competition for resilient assets is likely to drive
prices up.
In terms of key opportunities, GPs
will try to benefit from the European
stimulus packages and political willingness to relocate strategic activities from
Asia back to Europe. n
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I N T E R V I E W

Bridging public and
private markets

Growing convergence between public and private markets is pushing
cross-asset class analytics up investors’ agendas, says Melissa Ferraz,
managing director and global head of eFront Insight

Q

Now part of BlackRock,
eFront provides software
solutions at the crossroads of
public and private markets.
What are the most striking
differences between the
requirements of the two
worlds?

The obvious difference between public
and private markets is the transparency
of data available. Private markets are
far behind on this front, yet in many
ways this lack of data is the fibre of the
industry and as new investors enter the
market, they will need to understand
that. However, in the last 10 years,
service providers have put a focus on
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EFRONT INSIGHT
giving investors greater access to data
around their investments.
What seems relatively simple in
public markets, like ESG for example,
is a much greater challenge in private
markets and it requires creative solutions to be able to give investors the
ability to understand the risks within
their holdings.
There is also a lack of standardisation. If two asset owners are invested in
the same fund, they could be subject to
different data rights depending on their

December 2020/January 2021

limited partnership agreement. That
is clearly different in public markets.
Limited or incomplete data that is not
normalised leads to a lack of meaningful analytics.
All this creates limitations on the
ability of investors to aggregate data at
scale, which is currently a very labour
and time intensive process and does not
necessarily deliver the level of quality
an investor would legitimately expect.

Q

What is driving
convergence between
the two?

There are some broad trends driving
convergence, including pressure on

Analysis
performance, allocations to alternatives
increasing, broader asset class exposure,
sustainability, and market volatility, particularly in 2020. As we see large allocations to private markets by investors
that are highly regulated and are also
heavily invested in public markets, such
as pension plans and insurers, there is a
push from regulators and investors for
convergence in order to compare performance. Private markets are trending
towards a larger proportion of insurance asset allocations, which means regulators are going to take more interest
in private equity transparency.
Public and private markets should,
and likely will always be viewed differently. Each have their own lenses and
audiences and, as a result, the requirements to manage the asset classes are
different. However, it is vital from a
risk and portfolio construction perspective that investors can build common dimensions on exposures across
their portfolios.
The same applies within asset classes within private markets – typically investment teams will focus on different
assets (private equity and real estate,
for example) and while there are very
different ways to assess performance in
each – there is enough commonality to
create a consolidated view. We are seeing ever increasing demand for highly
specific point requirements within a
specific asset class, combined with a
more generalist lens that can be applied
to all asset classes. The ability to compare private equity to real estate or private debt is going to be something that
investors are increasingly focused on.

Q

How is technology
supporting and enabling
this convergence?

It is a challenge, but also an opportunity. The acquisition of eFront by
BlackRock brought together two of
the world’s leading technology service
providers in public and private markets
– we have been getting specific on key
asset classes as well as providing a holistic view across private markets, as we

have done for years in public markets.
We are now able to support investors
with a whole portfolio offering and
sophisticated risk analytics through
the integration of private market data
platform eFront Insight and Aladdin,
BlackRock’s investment management
and operations platform.
Ultimately, great analytics will fall
apart if they are not leveraging great
data. In private markets we are still living in the world of the PDF, so we are
investing heavily in automation to support the availability of data for our clients, just like we did years ago in public
markets. The challenge is that there is
over 40 years of data currently in hard
copy in private markets that needs to be
digitised to be usable.
Rather than trying to make the industry change overnight, we are focusing on what firms have in common,
which is access to the documents they
need to digitise. As you get greater access to more and more data, putting
robust analytics on top of that becomes
critical. Firms and service providers
will stand apart in their ability to capture and digitise this data and then harness the power of the data.

Q

their portfolio of assets in the best interest of their investors.
In terms of what it is going to take
to stand out in this space, it is breadth
of private market expertise as well as
availability of public markets expertise,
aligned to create a strong client network and critical mass.

Q

What should fund
managers expect from
providers?

GPs should expect an opening up of
the market, which will create more data
flows, but also an expectation of more
transparency, better systems and enhanced data management. In the last
10 years, we have seen a significant shift
and a greater willingness among GPs
to understand that more transparency
means more investors get comfortable
with the asset class and more money
flows in, which is good for everyone.
Furthermore, alternative data is opening
the door to a digitised world for private
companies. Such data, in combination
with machine learning, can be used in
real time to further exploit dislocations
and identify growth equity opportunities missed by traditional models, which
in turn could drive superior returns.

How do software
providers need to adapt if
they are to stand out in the face
of this market evolution?

Q

This is becoming an issue for all market participants, who need to come together and leverage the power of the
network and use service providers as a
facilitator of operating at scale.
We see a lot of firms going down
the template route, for example, which
is great for an LP as long as all its GPs
are using the same template, but that
is unheard of. Not every GP is going
to be willing, or operating at sufficient
scale, to complete bespoke templates
for all investors. That is where technology and software providers need to
adapt to understand that templates are
great, but we need to move past that
because it is taking GP time away from
value-added activities such as managing

No, and in fact, making private markets
more accessible and less alternative will
highlight the quality of the asset class,
which will result in increased allocations and competition. The knock-on
effect will bring greater demand for
standards and governance, which will
enable technology providers who are
ready for these changes to provide
more capable solutions. Private markets are likely to remain more relationship-driven but will need to evolve to
be able to accommodate more diverse
investments while also putting their
capital to work in order to maintain a
return advantage. Private markets will
continue to provide alpha generation
opportunities and diversification. n

Do you see private
markets losing their magic
as a result of these trends?
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Methodology
How we conducted Private Equity International’s
annual LP Perspectives Study

P

erspectives is Private Equity International’s ninth annual study of
institutional investors’ approach
to alternative asset classes.
More specifically, PEI’s LP Perspectives Study aims to provide a granular
view of the alternatives market, both
current and future, by gathering insight on investors’ asset allocation,
propensity to invest, and performance
predictions. It is a global study, reflected in the question set and the respondents, which allows for meaningful
global views and cross-regional comparisons across alternative asset classes.
The question set is reviewed annually,
with the objective of reflecting market
developments and shifts in sentiment.
For the 2021 study, PEI’s Research
& Analytics team surveyed 100 institutional investors. Fieldwork was carried
out from August to September 2020.
Participation in the LP Perspectives
Study is always anonymous. n
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Guide to
Family Offices
Fifth Edition

Access the world’s
leading family offices
Guide to Family Offices is an essential resource for in-depth and
proprietary information about the world’s leading family offices that invest
in alternative assets. Now shipping!

Family office profiles include:
•

Key personnel with contact information

•

Description and investment objectives

•

Assets under management

•

Fund opportunities sought by strategy,
size, geography, requirements on
terms and conditions

•

Direct and co-investment
opportunities sought by strategy, size,
industry

This guide is the key to locating new investors quick and easy!
Included with the family office guide is an exclusive database of more than 2,600 family
office and wealth manager executives (with 2,000+ hard-to-find e-mail addresses).

Buyouts subscribers receive 10% off the guide online at pehub.com/shop.
Enter promo code GFO20BO at checkout to redeem.

Insight
we look harder,
so you can see further.
Sanne is a specialist alternative asset fund
administrator and AIFM with an established
presence in Luxembourg and globally.
We stand for professionalism, innovation
and quality, and work in partnership with
our clients to make every day count.

Let’s talk...

sannegroup.com
Information on Sanne and details of its regulators can be accessed via sannegroup.com

