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Seven standout findings Private Funds CFO Insights
Survey 2021 reveals the growing list of demands vying
for CFOs’ and back office teams’ time and attention

I

t’s been a challenging year,
to say the least. The covid-19
pandemic has triggered
a flurry of countervailing
pressures, as well as revealed
potential opportunities, that
have pushed and pulled at the
industry, writes Victoria Robson.
The back office has had to be
nimble, responding to changes in
the operating environment with
speed and flexibility. In addition to
serving internal demands – crucially,
managing the transition to remote
working – teams have had to
respond to an increasing number
of LP inquiries that broadened in
scope as investors sought clarity on
portfolio performance.
Mapping these developments, we
have identified seven charts from the
Private Funds CFO Insights Survey
2021, conducted in partnership with
Sanne, that most clearly demonstrate
the impact of the pandemic on the
back office. Together they form a
picture of resilient teams pivoting
in real time to meet short-term tests
and trials, while keeping their eye
on the long-term investment span of
the asset class. ■
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Outsourcing during covid-19
Alongside accounting and tax, IT has consistently featured as an area
where CFOs are planning to rely more on outsourcing. It is no surprise
then that during the pandemic, when everyone has been reliant on
online tools, more than half of survey respondents report they will
increase investment in digital technology. And while only 12 percent of
respondents to this year’s survey indicate the pandemic has prompted
them to increase the number of third-party providers they work with,
almost half report that relationships with existing providers have
strengthened over the past months.
How has the covid-19 pandemic impacted your approach to outsourcing? (%)
Agree
0

20

Encouraged us to increase
investment in digital
technologies
Strengthened relationships
with existing external
service providers
Considered outsourcing
different/additional
functions than in the past
Increased appetite for
outsourcing
Led us to increase the
number of external
providers we work with
Source: Private Funds CFO Insights Survey 2021
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Neither agree nor disagree
40

60

80

Disagree
100

When does your firm plan to launch a new fund?*

New fund launches
When do managers plan to launch a new vehicle? For most,
the answer is soon. Around three in four GPs are either raising
capital now or expect to later this year or next. After a temporary
pause around March, when both GPs and LPs took a breath to
recalibrate as lockdowns came into force, marketing continued,
and LPs resumed putting capital to work. Private equity’s longterm investment horizon has meant the asset class has remained
attractive, and, for some sector-specific GPs, become even more
so. “We have had an overwhelming demand in our current
fundraise,” says a healthcare-focused venture capital firm CFO.

Marketing remotely
An overriding feature of fundraising in the current
environment is that managers have not been able to
meet existing and potential investors in person. For
an industry based on relationships, this might have
put the brakes on capital collecting plans. Not so. Our

2022 or
later

We are
raising a
fund now

27%

30%

2021

Later in 2020

23%

19%

*Figures have been rounded

respondents report that although lack of face-to-face
contact posed a challenge, it was not overwhelmingly
difficult. Virtual meetings have become the norm.
Some even say this new way of working has its
advantages, such as giving LPs greater access to
more team members during due diligence.

How challenging are the following factors to raising a larger fund? (1 = not very challenging, 5 = extremely challenging)*
0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

Trying to raise capital from investors with no/limited faceto-face contact
Finding new investors to back the fund
Fundraising at a time of political uncertainty (eg, potential
change of US president)
Finding enough good opportunities to invest in
Maintaining performance levels
Coping with more investor requests/reporting
Resourcing the investment/operational team to fulfill the
needs of the larger fund
Supplying current investors with adequate liquidity from
predecessor fund to entice them to commit to next fund
Building internal structures and processes (eg, analytics
tools, risk management)

Cybersecurity awareness
The pandemic has triggered an uptick in phishing attempts as
hackers seek to exploit the transition to remote working. Back office
teams are on high alert. A whopping 83 percent of CFOs report
they are more conscious of their cybersecurity and that of their
third-party providers. Now systems are in place, the risk is that teams
become complacent. “Security training is key to ensuring people
working from home are not too relaxed and let their guard down,”
says Fred Steinberg, managing director for North America at Sanne
Group.

*Weighted
average

Has the shift to remote working made you more
conscious of cybersecurity in your firm or any of
the firms you outsource to?

Yes
83%
No
17%
December 2020/January 2021
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Returning to work

LP scrutiny

Our survey responses were
gathered in Q3 2020, six
months into the pandemic
and at a time when some back
and middle office teams were
beginning to return to work
in their physical office space,
with covid-19 precautions in
place. The extended period of
remote working the industry
has experienced across the
board is expected to have
a lasting impact on how
teams operate. Half of CFOs
expect more flexible working
arrangements going forward.
One in 10 respondents are
even considering downsizing
their office footprint in light of
a shift to working from home.

Over the past three years LPs have become more demanding with their
information requests, placing an ever-increasing data burden on the
back office. Our chart shows this clearly. More than two-thirds of CFOs
report that LP interest in back office functions has increased, albeit at a
slightly slower pace than in previous years. The pandemic has amplified
this trend. What information are they asking for? CFOs have received
inquiries about everything from business continuity planning and
portfolio company performance, to credit lines and cybersecurity.

How differently do you think your office
will operate when states allow a return
to work? (%)

How has LP interest in back-office functions changed over the past three years? (%)

0

10

20

30

2019

2020

2021

40

50

60

Large increase

Small increase

Stayed the same

Small decrease

Large decrease
We expect to allow more flexible
working arrangements going forward
We expect to return in phases over
time. It won’t be immediate
We are considering downsizing
space due to more work-from-home
arrangements
100

80

AI adoption
When will artificial intelligence hit the industry? At some point in the
future remains the answer. While the back office has got quickly up
to speed with the technical demands of remote working, adapting
to video meetings, digital signatures, cloud hosting and more, and is
increasingly receptive to automating some portfolio data collection
tasks, teams are still hesitant about adopting AI. One reason is a gap
in understanding of what exactly advanced technologies are and how
they can meet specific business needs.

60
When do you believe the greatest
impact of artificial intelligence on
private equity firms will be felt?

Now

2%

40

20
In 10 years

31%

0
Source: Private Funds CFO Insights Survey 2021
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In five years

67%
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T

he Private Funds CFO Insights Survey, conducted in partnership with
Sanne, aims to drill down into the challenges facing chief financial
officers and their counterparts at US private funds. Over the last couple
of years, as fund sizes have grown, respondents have consistently reported that
the most challenging aspect of raising a larger fund is finding new investors
to back it. This remains a significant hurdle among respondents to the 2021
survey, conducted in August and September 2020, but it has been trumped by an
obstacle that would have crossed few minds 12 months ago: raising capital with
limited or no face-to-face contact.
While this challenge is particularly
The pandemic has
acute when it comes to establishing
new LP-GP relationships, it has not
forced the industry to
put a halt to fundraising. After a short
pick up the pace on
period of readjustment, managers
pivoted relatively smoothly to virtual
tech adoption
communications and the remote
ways of working necessitated by the
covid-19 pandemic. Indeed, 30 percent of respondents are currently fundraising,
and more than 40 percent expect to launch a new fund later this year or next.
In many ways, the pandemic has forced the industry to pick up the pace on
tech adoption – 53 percent have increased investment in digital technologies due
to covid-19 – and to shift to new ways of working. Almost half of respondents
expect to allow more flexible working arrangements moving forward, and one in
10 are considering downsizing workspaces as more staff work from home.
Whether it be the way private funds utilize technology, communicate with
investors, or enable their employees to work, it seems unlikely the industry will
be willing or able to completely revert to all pre-pandemic practices any time
soon.

“

”

Printed by Hobbs the Printers Ltd
hobbs.uk.com

Louise Fordham
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I N T E R V I E W

Coping with covid-19

Fred Steinberg, Sanne Group’s managing director for North America,
discusses the industry’s response to the pandemic and the remote
working demands it has imposed

Q

Most GPs have adjusted
well to working from
home and embraced the
technology that entails, yet
the Private Funds CFO Insights
Survey 2021 indicates interest
in emerging tech like artificial
intelligence remains muted.
Why?

This level of working remotely is a
reaction to the pandemic and a requirement to continue operating as a
business. Few had a choice. In many
cases, given the round-the-clock nature of our industry, firms already had
remote or hybrid work-at-home setups
and adapted quickly to roll this out to
all staff.
New technology such as AI warrants consideration, but addresses a
different question. Asset managers are

6
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not resistant to new technology – the
survey shows they haven’t dismissed AI
and think it is coming – but they need
to be convinced that it addresses specific needs and helps them to operate
more effectively.
This sort of technology will benefit
certain managers. For instance, all asset
managers need to monitor their underlying portfolio companies and want to
be able to access and compare information. For fund of funds or secondaries
GPs with the need to monitor multiple
underlying managers, AI and machine
learning may help sort through hundreds of capital call or distribution notifications. Smaller, direct investors are
not necessarily convinced such sophisticated technology is a necessity and
thus not worth the investment, time,
and effort.

December 2020/January 2021

Q

Are firms recognizing
a need for a chief
technology officer to steer their
approach to tech?

It usually depends on the size of the
firm. We certainly see more CTOs
hired for fund administration platforms given the complexities. From
our perspective, we need to have a
good technological answer for our clients now in addition to a vision for how
we will improve in the future. Then it
is a decision about whether managers
use that tech directly or we utilize it on
their behalf. We use our general ledger
and database for our clients – it is the
backbone of what we do – and it should
be invisible. We try to be a transparent extension of the CFO team to limit
their in-house needs and provide them
with a platform.

Analysis

“Managers require

Q

How are digital tools
impacting data collection
and reporting?

Some very small managers still send
encrypted emails, but virtually every
GP uses a portal to communicate with
limited partners. LPs expect managers
to continually improve, and portals signal GPs are up to speed with the available tools. Yet despite the talk of making
dynamic data available to clients and
their investors, few LP portals include
it. For those that do, most LPs only
access a portion of that dynamic data,
at best. Ultimately, many investors are
focused on basic information that they
can extract from static reports like a
capital call notice or financial statements. Larger and more sophisticated
LPs want more granular data, but typically will receive it directly from the
manager in the format they require.
Although the focus is on tech-enabled reporting to LPs, the real impact
of data digitization will be on GPs.
Managers require more information
at their fingertips to help back offices
operate more efficiently and streamline
internal front office operations. For our
part, Sanne has established strategic
partnerships with technology vendors
that specialize in this area.

Q

We are now several
months into a global shift
to remote working with little
sign of an end in sight. How can
firms continue to operate this
way?

For Sanne, it is about transparency and
communication across the organization. We always held weekly meetings
with senior managers, monthly calls
with staff and regular townhall meetings. With covid-19, the frequency of
those interactions increased to ensure
we maintain, if not enhance, that connection to our team. As a plus, video conferencing capabilities allowed

more information at

of operating from home, the impact
on back office operations, and whether they were sufficiently prepared to
handle everything that they needed to
address. We received questions about
additional services we could provide
should they need it and were ready
to deliver. However, in the end, our
clients got up to speed as needed and
were operating efficiently, quicker than
they expected.

their fingertips to help
back offices operate
more efficiently”

Q

Has your relationship with
clients changed through
the crisis?

people to see each other more than
before the pandemic, particularly colleagues in other countries.
People, however, still desire human
interaction and eventually will return
to the office. Staff have proven that
they can work from home effectively
and I expect more will request to work
from home in the future, but it will not
be for everyone or all of the time. It is
one thing to work remotely for three
or six months, or even a year, but you
need to recognize the impact. It can affect camaraderie and an organization’s
cultural identity. When we do return
to the office however, people will have
to be comfortable with being back, and
that should not be rushed.

Q

How have your clients
coped?

Sizeable firms with in-house back office operations simply were too large
and sophisticated not to be ready. We
heard some concerns early on from
first-time managers and firms with
a relatively young back office. Some
were concerned about the practicalities

It hasn’t changed; it’s been reinforced.
The relationship has grown closer. As a
firm, we were prepared to navigate this
crisis and we already had the experience
of transitioning to working remotely
that we could share. We did not miss
any deadlines, our service levels did not
diminish, and our clients were pleased
that we were well ahead of the curve.

Q

Do you expect more
GPs to adopt third-party
service providers to complete
back office functions because
of the pandemic?

One area that clearly is on the rise is
outsourced CFO services. As the survey shows, managers recognize that a
CFO is integral to the firm. Smaller
firms or those launching a fund for the
first time may need temporary support as they develop their back office
or to cover their management teams
at the portfolio company level. Larger
firms only might need this service for
a short while when restructuring the
team. Typically, then, firms may use
this resource to bring in someone a level below the CFO to free the CFO up
to focus on their core tasks, including
interacting with the investment team
and LPs. CFOs are busier than ever,
and they need that infrastructure supporting them to be effective. n
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The pandemic dials up
the pressure
As the challenges facing the back office grow, relationships with third-party
providers become stronger, writes Victoria Robson

C

ovid-19 has highlighted how integral the
role of chief financial
officer is within the
structure of a private
equity organization.
It is now so embedded that three-quarters of respondents to the Private Funds
CFO Insights Survey 2021 believe having a permanent CFO is a clear investor
“must-have.” Only 4 percent disagree.
Across fund size and strategy, CFOs
report that during the pandemic their
workload has become even weightier. “We do less finance and more firm
strategy, fundraising and people issues,” says a CFO at a growth investor.
“Covid-19 gave us additional responsibilities like bringing portfolio company
CFOs together to brainstorm, as well
as working with talent on return-to-office [plans].”
And while the CFO of a venture
capital firm doesn’t “think that the fundamental role of the CFO has changed
significantly as a result of the pandemic,” they admit that “we are now faced
with new challenges, including managing technology and personnel in a remote work environment.”
To cope with the workload, CFOs

8
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How has LP interest in back-office functions changed over the past three years? (%)
2019
0

10

20

Large increase

Small increase

Stayed the same

Small decrease

Large decrease

Source: Private Funds CFO Insights Survey 2021
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How has the covid-19 pandemic impacted your approach to outsourcing? (%)
Agree
0

20

40

Neither agree nor disagree
60

Disagree

80

100

Encouraged us to increase investment in
digital technologies

Strengthened relationships with existing
external service providers

Considered outsourcing different/additional
functions than in the past

Increased appetite for outsourcing

Led us to increase the number of external
providers we work with

are leaning more on third-party providers to assume some of the burden.
Fund accounting, tax and IT rank
highest as areas where CFOs plan to
increase outsourcing. Almost a quarter
of respondents are considering outsourcing different or additional functions in light of covid-19.

How quickly did your administrator adapt
its technology to work remotely due to
covid-19?*

Not successful

1%

Not applicable

30%

Moving closer
For just under half of respondents
(46 percent), the covid-19 crisis has
strengthened their relationships with
existing external service providers. Of
those using third-party fund administrators, an overwhelming majority
agree that their providers successfully
adapted their technology to work remotely during the pandemic.
Cloverlay CFO Omar Hassan notes
that while the nature of the firm’s relationship with its administrator did not
necessarily change over the course of
the pandemic – “We’ve always worked
closely with our administrator and their
team. They are hands-on and we have
built a strong relationship” – remote
working has blurred the lines between
internal and external staff.
“There is less of a difference between strong outsourced partners and

Successful, but it
took time

9%
*Figures have been rounded

Successful
right away

59%

some of your co-workers,” he explains.
For firms managing in this current
environment without an external fund
administrator to assist them, “there
could be heightened LP concern about
the quality of their books, records and
security,” says Joshua Cherry-Seto,
managing director, CFO and chief
compliance officer at Blue Wolf Capital Partners. “I think the industry is
moving toward an environment where
LPs require a third-party administrator. New funds raising capital now are
going out to market with an administrator attached.”
Two dynamics are responsible for
pushing the industry in this direction,
says Cherry-Seto. The first is the difficulty for small organizations, like
mid-market GPs, to attract and retain
talent in a competitive space, given the
limited prospects for promotion.
The second is the evolution of the
advisory role into a strategic partner.
“In the mid-market, firms don’t have a
head of IR or an internal tax manager,
so we look to our vendors to be partners
to help us think through the business
issues and not simply process transactions. In the administration space
there are more niche vendors offering

December 2020/January 2021
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a white glove service. That makes it
easier to outsource,” says Cherry-Seto.
At Cloverlay, the firm is looking to
potentially outsource two data-related
functions. The first is a portfolio-monitoring tool that assists with data cleansing and integration, including applying
quality controls. The second is working on building a data warehouse where
the team can “grab information from
multiple sources and implement some
analytical metrics.”
These are “all tech-driven processes,” says Hassan. “We want to harness
the data we have.”
One function Cloverlay would not
outsource is investment analyst. “It’s a
foundational basis of what we do. Instead, we’ve invested in young talent,”
he says.
When it comes to recruitment,
plans to grow operations, back and
middle office teams have slowed over
the last year. While a third of survey
respondents intend to increase their
team by one staff member over the next
12 months, the share planning to grow
team sizes by more than one has fallen
from 29 percent to 18 percent.
A minority (4 percent) of respondents expect to reduce headcount over
the year ahead. This is unsurprising
given the demands placed on teams
in the wake of the pandemic, as well
as the ongoing attention investors are
paying to back office functions. Indeed,
more than two-thirds of respondents
have seen an increase in LP interest in

Do you plan to increase the outsourcing of these functions? (%)
Yes
0

20

40

60

80

Tax
IT
Compliance
Investment accounting
HR
Portfolio monitoring
Investor relations
Corporate accounting

Has the shift to remote working made you more conscious of cybersecurity in your firm or any of
the firms you outsource to?

Yes

83%
No

17%
20

40

49%

We expect to allow more
flexible working arrangements
going forward

Source: Private Funds CFO Insights Survey 2021

10

Private Funds CFO

•

100

Fund accounting

How differently do you think your office will operate when states allow a return to work?
0

No
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How do you plan to change the numbers of your operations, back office and middle office teams over the next 12 months? (%)
2019
0

10

20

30
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2021

40

50

Increase by more than one

Increase by one

Stay the same

Decrease by one

Decrease by more than one

Have you reassessed your business continuity plan because of the pandemic?
No, and we have no plans to do so

Yes

34%

53%

53%

Have increased investment in digital
technologies due to the pandemic

37%

Not yet, but we plan to do so

13%

Plan to increase outsourcing for fund
accounting

60

80

41%

We expect to return
in phases over time.
It won’t be immediate

100

10%

We are considering
downsizing space due to
more work-from-home
arrangements
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How detailed are LPs’ questions on the following back office functions during due diligence? (%)
100

80

60

40

20

0

Valuation

Compliance

Cybersecurity

Business continuity/
Disaster recovery

Accounting procedures

IT systems

To what extent are the following back office functions considered ‘must-haves’ by investors? (%)
To a great extent
0
A permanent CFO

Strong cybersecurity protocols

Reporting (investor, regulatory, tax)

Policies on allocation of expenses between the
advisors and funds or across funds managed by
the advisor

Proficiency in waterfall calculations

Strong cash management to ensure solvency

Proficiency in operating documents

An AML compliance program

A robust KYC policy
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80
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Analysis

Not very detailed
A little detailed
Very detailed

Investor services

Data and data
management

Legal

KYC/AML

Insurance

Over the last three years, to what extent have the following investors conducted greater due diligence, thus increasing demand on the back office?
(%)
To a great extent
To some extent
To a little extent
To no extent
0

20

40

60

80

100

US institutional investors

Foreign investors

Tax-exempt investors

Family offices

High-net-worth individuals

Source: Private Funds CFO Insights Survey 2021

back office functions over the last three
years, with just 1 percent reporting a
decrease.
Survey respondents report that LPs’
questions about back office functions
during due diligence are particularly
detailed around valuations (69 percent)
and compliance (58 percent). These are
followed by cybersecurity and business
continuity/disaster recovery, with 52

69%

Say that LPs’ questions around
valuations during due diligence are
very detailed

percent and 42 percent of respondents
reporting that LPs’ questions on these
issues are very detailed, respectively.
Business continuity planning has, of
course, become a much more pressing
issue this year. Indeed, more than half
of respondents have reassessed their
business continuity plans in light of the
pandemic and a further 13 percent intend to do so. n
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Sanne

A strong backbone
Covid-19 has prompted digital acceleration – and an intensified
workload for CFOs and COOs. Private Funds CFO brought together
a panel of industry experts to explore how the back office has adapted to
this year’s unprecedented challenges. Victoria Robson reports

I

t is a familiar picture. One by one,
the screen populates with faces,
some in their home office, a couple
in their dining and living rooms,
the edge of a mattress pokes into
one frame. Then another head appears, the background is somewhere
lush and bright, far away from a world
of covid-19.
This year’s Private Funds CFO Insights roundtable was held, like so many
meetings these days, on Zoom. The
topic: the findings of this year’s Insights
survey. Based on chief financial officer
and chief operating officer responses gathered in August and September
2020, it is a snapshot of a resilient industry adapting in real time to a fluid
operating environment that provides
few clues as to when it will settle.
“No one knows what the future
looks like, so we’ve stopped saying
‘back to normal’ and are saying instead,
‘forward to new,’” says Karin Lagerlund, CFO at HarbourVest.
“The experience of working remotely changes the workforce and
where people want to be; how clients

14
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want to invest; and the investment cycle too.”
That said, fundraising has not
slowed. The survey reveals around
three out of four firms are looking to
market a new vehicle either this year
or next and fund sizes are still rising.
However, scratch the surface and the
situation is more nuanced depending
on fund size and brand reputation, as
the discussion among our panel reveals.
From an administrator’s perspective, success has been mixed. “Our clients range from small start-ups to large
and established, and we’ve seen a variety of impacts,” says Fred Steinberg,
managing director for North America
at Sanne Group. “We have clients that
a year ago thought they would launch
their next fund by Q4 2020. Now that’s
moved out by six months to a year in
certain cases.”
One reason for the pause has been
disruption to the investment cycle.
“We’re not actually fundraising now,”
says Saw Mill Capital CFO Blinn Cirella. “We needed to complete one more
investment in order to launch and that’s

December 2020/January 2021

been impacted by covid. Everything
came to a screeching halt.
“It will be interesting to see if funds
that are in their investment phase decide to extend the investment period
to make up for the fact that the market
has lost the better part of the year. Covid-19 has pushed out our fundraising
plans a bit.”
Saw Mill is not alone. “We’ve seen
challenges with asset managers making
new investments,” says Steinberg. “It’s
still happening, but at a slower pace
than 2019. There’s a lot of dry powder
chasing fewer deals. We have clients
that are six to 12 months behind schedule depending on their asset class.”
“We’ve had several GPs ask to increase the ability to reinvest proceeds
or extend the investment period, and
we’ve been open to working with
them,” adds Lagerlund, who notes
HarbourVest was able to close its latest secondaries vehicle on its $8.1 billion hard-cap in October because of a
rise in LP interest when the covid-19
crisis hit. The new environment has
triggered “a shift in what LPs want to

Analysis

“We’ve seen challenges with asset
managers making new investments.
It’s still happening, but at a slower
pace than 2019”
“We’ve stopped

FRED STEINBERG
Sanne

saying ‘back to
normal’ and are
saying instead,
‘forward to new’”
KARIN LAGERLUND
HarbourVest

invest in while they continue to put
money to work.”
And as they do, LP scrutiny of
back office functions continues to rise
(more than two-thirds of the survey’s
respondents report an increase in LP
interest over the last three years) placing more demands on stretched CFOs.
How have they managed?
For Kohlberg & Company, during
its latest fundraise, putting in place a
“robust data room with internal control
flow charts and updated compliance
manuals” helped the firm pre-empt
many LP questions, says the firm’s
COO, Shant Mardirossian. Investors
“got a good sense that we had a solid
operations group. Meeting over Zoom
provided the opportunity to showcase
the depth of the team. We included
everyone from IT to general counsel to
finance and operations teams on those

calls. A couple of LPs made suggestions and we took them seriously, made
changes and reported back. Zoom has
turned out to be something valuable
and useful. It allows more people to
participate. It’s very efficient.”
In future, conducting due diligence
remotely, at least in part, may well become standard practice. “I think LPs
will split into three different groups,”
says Béla Schwartz, CFO of The Riverside Company. “There will be those
that as soon as they can travel, will want
to come to meet you in person and kick
the tires. And there will be others who
use Zoom. It saves money and is more
time efficient. And of course, there will
be a hybrid approach among investors
as well.”

Digital acceleration
Transitioning to working remotely appears to have been a relatively smooth
process for all our panelists, partly because the digitization of key processes
was already underway.
“We had a digital acceleration plan
in place before the pandemic,” says
Lagerlund. “Before the crisis, the implementation team was pushing for
user adoption, going slowly and deliberately. When covid happened, it was

definitely a digital acceleration catalyst.”
Sandra Kim-Suk, CFO at Norwest
Equity Partners, echoes the point. “We
moved our legacy systems to the cloud
at the end of 2018. People were slow
to embrace it until covid and then they
totally embraced it.”
However, the process has not been
without its challenges. “We’re still getting used to the technology. There’s a
lot that it offers and sometimes it feels
almost too much. At the end of 2019,
right before covid hit, we upgraded our
AV system to include Cisco Webex. We
had some initial issues but by the time
we had to work remotely they were
hammered out. Everyone feels connected using Webex.”
Such tools have proved crucial.
“Seeing someone’s face on the screen
is different from hearing a voice on a
phone,” says Cirella. “When you can’t
meet in person with your group, having
those online connection points is really
helpful. It’s the way to build resilience.”
Mardirossian adds: “We were not
a Zoom user until covid hit and within days we became huge adopters, to
the point that if someone sends me a
conference call number I request they
switch to Zoom, as it seems so old
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Béla Schwartz
Chief financial officer, The Riverside Company

With more than 30 years in private equity, Schwartz
has been the chief financial officer at Riverside
since 1998. Schwartz holds an MBA in finance from
the University of Michigan; a masters in music from
Northwestern University and bachelor degrees in
music and psychobiology from Oberlin College.

Karin Lagerlund
Managing director and chief financial officer,
HarbourVest

Lagerlund is a managing director and
HarbourVest’s chief financial officer. She oversees
the finance team and is responsible for the firm’s
global treasury, trading and accounting operations.

Sandra Kim-Suk
Chief financial officer, Norwest Equity Partners

Kim-Suk is the CFO of Norwest Equity Partners | Norwest
Mezzanine Partners and is responsible for financial
accounting, operations and reporting – including
performance analytics – as well as overseeing the
technology group and sharing compliance responsibility.
She is a senior financial executive with over 25 years of
experience in banking and private equity.
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Blinn Cirella
Chief financial officer, Saw Mill Capital

Cirella joined Saw Mill Capital in 2006 and
manages all financial and administrative aspects
at the firm. Previously she was a director at an
administrator, the controller at Commonfund
Capital and director of finance and administration
at Orien Ventures.

Shant Mardirossian
Partner and chief operating officer,
Kohlberg & Company

Mardirossian is a member of Kohlberg’s investment
committee, overseeing investor relations and the
firm’s financial, compliance and administrative
functions. Mardirossian joined Kohlberg in 1996,
was named chief financial officer in 1999, a partner
in 2005 and chief operating officer in 2013.
Mardirossian is on the board of directors of Alacrity
Solutions.

Fred Steinberg
Managing director for North America, Sanne

Steinberg is regional head of North America at Sanne,
a company offering fund administration, corporate
administration, investor relations, treasury and portfolio
monitoring services. He joined Sanne in 2017 from Morgan
Stanley, where he held the position of executive director
in finance, overseeing and supporting closed-ended
alternative asset funds.
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school.” However, there is a caveat.
“With an existing relationship, we’re
all comfortable doing everything by
Zoom,” says Mardirossian. “But if you
have someone new, whether it’s a new
hire or new management team or investor, at some point you’re going to have
to meet in person.”
Post-covid-19, Cirella anticipates
that “some portion [of this new way of
working] will stick and some [old ways]
will come back. We are doing a lot
more on Zoom, but on deals there will
come a point when you need to sit in
the room with the management team
and get the feel for the group. But it
will likely happen later in the process
than it used to.”

Remote AGMs
GPs have also taken the shift to online
annual investor meetings in their stride.
The benefit is that investors “can attend
as they please,” says Schwartz, noting
that Riverside has historically made its
annual investor conference available on
a conference call to accommodate staff
that could not fit into the venue and investors in other time zones.
“We have multiple funds. An online
meeting means LPs don’t then have
to sit through presentations for funds
they’re not invested in. On the other
hand, we’ve also heard this year that
many LPs miss time spent with the investment teams and other members of
the firm.”
Looking forward, “I wouldn’t be
surprised if the AGM evolved into
a hybrid meeting in which parts are
live-streamed in addition to in-person meetings,” says Kim-Suk. “There
could be a scenario where you give
people the option of both. From an
LP perspective, you may not want to
send out an entire team. If you’re the
CIO maybe you would attend and take
two of your team members and let your
junior team members join the conversation online.”
Cirella expects that elements of the
AGM will return as “LPs also find value in networking with each other there.
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Feeling secure
The pandemic has amplified concerns around cybersecurity,
with 83 percent of survey respondents reporting that
working remotely has made them more conscious of it. No
wonder – all our panelists can describe scam attempts, which
have increased in volume and sophistication.
“Cybersecurity is always top of mind,” says HarbourVest’s Karin
Lagerlund. “I’m happy to see people are using virtual signing platforms
that emphasize security. The environment has accelerated the adoption of
those types of technologies.”
“We’ve changed some of our security protocols,” says Norwest Equity
Partners’ Sandra Kim-Suk. “Some of our investors have asked us why, but
given the increase of cybersecurity fraud, I say that we’d rather be safe than
sorry and they see that makes sense, although it’s a bit more painful for
them.”
Going forward, “the risk is that we get used to this environment and
that we might let our guard down,” says Saw Mill Capital’s Blinn Cirella.
“We’ve all got to stay vigilant.”
Sanne’s Fred Steinberg agrees: “The key to success is the engagement
with your team, staff and clients. Everyone has the right technology and
security in place. The issue is human error. Phishing has become more
sophisticated and that is how a hacker bypasses your controls. Someone
opens an email and thoughtlessly clicks on a link. People need to be
sensitive and vigilant. Security training is key to ensuring people working
from home are not too relaxed and let their guard down.”

It’s really important for them to stay
connected to their peers.”
This year, rather than host a live
meeting, Saw Mill is broadcasting its
November meeting from a local TV
studio. The meeting will follow a similar format with portfolio company
presentations, market overview, and a
question and answer session. “We’ll see
how well this works and assess what we
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might be doing in the future,” Cirella
says.

Work-life balance
Now, more than ever, the role of the
CFO is critical. It is top of the survey’s
list of back office must-haves – only
4 percent of respondents say it is not
a must-have. While our panel reports
that during the pandemic the content
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“Communications to LPs have never
been as frequent or detailed as they were
during the first four months of covid”
BÉLA SCHWARTZ
The Riverside Company

“Zoom has turned out to be
something valuable and useful. It
allows more people to participate”
SHANT MARDIROSSIAN
Kohlberg & Company

“When you can’t meet
in person with your
group, having those
online connection
points is really
helpful”
BLINN CIRELLA
Saw Mill Capital

of their role hasn’t changed, “there is
more work; I am working more than
I have in the past – and then I worked
all the time,” says Kim-Suk. “There is
no separation between work life and
personal life; there is no more going
into the office and coming home.” The
heads on the screen nod in agreement.
“We’re all working around the
clock; long term, it’s not sustainable,”
says Mardirossian. As the “central
gatekeeper” providing access to data
and company information, it falls
to the CFO or COO to accelerate
communications with investors, he
says. At the beginning of the crisis,
“we got flooded with investor requests
for information on liquidity, runway

and other KPIs that we normally don’t
provide.”
Over the past six months, among
its LP requests, Riverside has received
queries about how the portfolio was
performing during the crisis, remaining unfunded capital commitments,
recycling of capital, and fund governance, as well as lines of credit. “Communications to LPs have never been as
frequent or detailed as they were during the first four months of covid,” says
Schwartz. “LPs wanted to know what
was going on in our funds with specific
investments and the potential impact
on valuations.”
And the queries were not just from
investors. “It’s about being proactive and
not waiting for a fund manager to ask
how much capital is left. It’s about anticipating communications with your deal
teams. We have 20-plus funds and every
waterfall is nuanced, so we are using this
time to create efficiencies, standardize
processes and implement technology
while maintaining accuracy.”
Lagerlund notes that her team has
received new requests for data like
uncalled capital, credit capacity and
fund liquidity. “We’ve also become
more focused on risk management and
identifying risks that we may not have
thought about before.”
Cirella foresees that the spread and
detail of tasks is pushing the evolution
of the CFO role toward something
“completely different, and at some
point it’s going to be about being a
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Spotlight on valuations
According to the Insights survey, when it comes to LPs’
questions on back office functions during due diligence,
those pertaining to valuations are the most detailed. During
the pandemic, how easy has it been to manage detailed LP
scrutiny around valuations?

“There is no
separation between
work life and personal
life; there is no more
going into the office
and coming home”
SANDRA KIM-SUK
Norwest Equity Partners

really strong project manager responsible for co-ordinating different people –
consultants, lawyers, tax advisors, fund
administrators, HR, 401K consultants
– to provide services you need in a way
that’s fast, efficient and accurate and at
a great price. The role is so deep and so
wide and so technical that no one person can do all this.”
This realization also applies to
smaller firms where “they have a lot on
their plate and are looking to expand
their teams to include a VP of finance
and a CCO. It can be overwhelming,
with too many things happening at
once,” says Steinberg.
Saw Mill, which put its recruitment
plans on hold when covid hit, “will
be hiring hopefully in the next couple
of months,” Cirella adds. For others,
the pandemic has proved to be an opportunity to bring people on board.
Schwartz, Steinberg, Mardirossian and

20

Private Funds CFO

•

“There are more questions around the process itself rather than LPs
challenging valuations,” says Fred Steinberg at Sanne, who sits as an
observer on valuation committees. “LPs want to know that GPs are being
thoughtful about their inputs – there’s subjectivity here, and it can be an
iterative process – and what’s going on in the market to help validate their
thought process.”
As to whether current valuations will impact exit timing, Steinberg says:
“The assets here are not short-term, so it depends on how you are marking
your assets over a multi-year horizon. In the future, this period will be a
blip in a fund’s lifecycle.”
“Valuation is an art, not a science,” says Riverside’s Béla Schwartz.
“We all learned a lot in March and June when we tested our processes
and methodologies to see if they could assess what a willing buyer would
agree to pay a willing seller for a business. This was not a fire sale valuation
exercise. We use a third-party valuation firm to value the portfolio
companies, which includes input from the deal teams. Their work product
results in a valuation range recommendation from which the value is
generally selected. Maintaining consistency and adhering to the valuation
methodology is critical during these uncertain times.”
At Kohlberg & Company, Shant Mardirossian conducts valuations
in-house. “There is no precedent,” he notes. “We had to think creatively.
In consultation with our auditors, other valuation professionals and by
talking to peers, we try to approach it from a reasonableness standpoint,
recognising that covid is not a permanent change to the fundamental
demand drivers of one particular business, but might be for others. We’ve
made some modifications to our approach, which when explained to
our auditors and LPs, backed by analytical support, is understood and
accepted.”

Kim-Suk have all recruited. And HarbourVest has scooped up a number of
new hires in the past six months, including 10 additions to Lagerlund’s
team. “The number of available candidates has been great. I was able to fill
my open positions easily,” she says.
How best to integrate new team
members who have never worked in
the physical office has been a consideration. For Kim-Suk it has meant “tons
of calls. We talk every morning as a
team on a half-hour check-in. Our new
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hire joined in May and has been instrumental to the team, but the last time I
saw him in person was in March. Part
of our culture is to take the new person
out to lunch, show them around, and
we haven’t been able to do any of that
right now.”
For all our panelists, and the industry as whole, life will continue to be very
different for an unknowable amount of
time to come. In the meantime, as our
panel reports, the back office continues
to adapt and evolve. n
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The slow road
to advanced tech
While firms have digitized apace during the pandemic, the implementation of
more advanced technologies remains some way off, writes Victoria Robson

A

silver lining to the
covid-19
pandemic
has been the acceleration of firms’ digitization plans as they
adapted to working
remotely. And in large part, that shift
appears to have been smooth.
A chief financial officer whose firm’s
primary strategy is natural resources
explains that investments in this area
had already been made prior to the
pandemic. “Everybody was already on
a laptop and we converted to Zoom
over a year ago, so the transition to
working remotely was very seamless.”
Such is the necessity for the back office to get up to speed, the CFO adds

When do you believe the greatest impact of
artificial intelligence on private equity firms
will be felt?
Now

2%

In 10 years

31%

In five years

67%

a warning: “People who are not very
fluent in technology will definitely get
left behind.”
“We have always had a workforce
that traveled extensively and therefore
rely on cloud-based technologies,” says
the CFO at a venture capital firm. “We
had rolled out Zoom to our workforce
about two years ago and I would say
we are now power users. That said, we
have not increased our investment in
digital technologies as a result of the
pandemic, although the general market
has trended in this way.”
However, despite the increased attention paid to technology that enables
remote working, such as video meetings and digital signatures, engagement

Over the last 12 months, how important has data analytics become…
0
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28%
Much more important
to your business

40
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A little more important
to your business

80

100

30%
No more important
to your business

Source: Private Funds CFO Insights Survey 2021
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does not stretch as far as investing in
innovative technologies, such as artificial intelligence, robotic process automation and machine learning. According to the Private Funds CFO Insights
Survey 2021, adoption of these three
technologies remains stubbornly low,
languishing in the single digits.
Although still minimal, interest in
waterfall automators has ticked up over
the last year, with adoption levels rising
from 6 to 12 percent. For 45 percent
of non-adopters, a preference for Excel
outweighs the potential benefits of automating waterfall calculations.

If you are currently adopting technology (AI, machine learning, etc) in the following areas, how
effective is it so far? (%)
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AI ambivalence
For the vast majority of respondents,
the convergence of AI and private equity is still a future event. More than
two-thirds of respondents expect the
greatest impact of AI to be felt in five
years, and almost a third in a decade.
Among financial services sectors,
private equity is not unusual in its slow
conversion to the benefits of advanced
technologies. Across the industry as
a whole, the deployment of AI in the
Do you access a GP portal for fund/portfolio
level information from your administrator?
Yes

We are
investigating

31%

6%

To enable remote
communications

Returns

Investor relations

Deal due diligence

Sourcing investment
targets

How close are you to adopting the following technologies? (%)
Yet to review
0
Robotic process
automation

Machine learning tools

Artificial intelligence
No

55%

Not yet, but we are
planning to inquire

8%

Cloud computing

Source: Private Funds CFO Insights Survey 2021
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For what purpose do you use an investor portal?
(Respondents could select multiple answers, %)
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Does your firm use a waterfall calculator? (%)
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back office is minimal, says the natural resources-focused firm’s CFO, and
in future, although the automation of
processes will happen, it is likely to be
slow.
One reason is that “PE is a people
business at its core and AI solutions
don’t solve these types of problems,”
says the CFO of a growth capital firm.
When it comes to being convinced of
AI’s usefulness, the CFO is not alone.
Joshua Cherry-Seto, managing
director, CFO and chief compliance
officer at Blue Wolf Capital Partners,
notes: “For a mid-market GP like us
that manages 10-15 or 20 portfolio
companies, there is interest in automation for portfolio monitoring. Track
record isn’t enough for LPs interested
in the portfolio. But there’s not enough
[perceived value] to think through AI.”
However, Omar Hassan, CFO at
Cloverlay, which has automated invoicing across the business, believes AI and
automation should be embraced more.
“There’s a misinterpretation of what
those terms mean. It’s not replacement
of humans, but instead working smarter and more efficiently,” he says, adding
that even small organizations hold a lot
of data.
In the future, Hassan says Cloverlay
plans to “further automate the reconciliation process between our shadow
books and our fund administrator and
tax provider. We’re seeing some great
technologies such as lifting data off of
PDFs to help digitize financial statements and capital notices. That’s just
the beginning.”
The gap in awareness is “primarily because there don’t seem to be any
service providers focused on educating
alternative asset managers on the application and potential benefits of adopting these technologies,” says a CFO
at a direct lending firm. “While I am
familiar with robotic process automation and conceptually think it could be
helpful, I have not had the opportunity
to explore it further and have not come
across anyone doing sector-specific
outreach.” n
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E X P E R T

C O M M E N T A R Y

LPs are fine-tuning their approaches in the wake of covid-19
but their appetite for alternatives shows no sign of abating over the long term,
writes Jason Bingham, chief strategy officer at Sanne

The next normal
The private equity industry has
demonstrated its adaptability through
the ongoing pandemic, supporting existing portfolio companies as and when
needed, while continuing to invest in
new businesses that require capital and
operational expertise to grow.
Although the outlook remains uncertain as governments tighten restrictions on people and businesses, private
equity is well placed to help weather the tough conditions and emerge
stronger. There is a continued focus
from managers in providing scaled,
flexible solutions to private companies,
particularly in global direct lending,
special opportunities, and alternative
credit strategies.
The case for investing in alternatives continues to be very compelling.
Investors remain frustrated with low
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interest rates and the dual challenges
of high valuations and volatility in the
traded markets. In addition, the longterm trend of investors consolidating
their relationships among fewer trusted
managers with a broad product offering is ongoing. From my perspective,
there is a long runway for growth for
our clients as their investor base looks
to increase both their allocations to alternatives and LP fund commitments
across their platforms.

Impact of the pandemic and
cascading effects
As we navigate through a crisis of this
depth and magnitude, there is always
likely to be a market share consolidation for managers. There is an overarching secular trend in alternatives
for the larger platforms getting larger.
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Unlike liquid markets where size can
sometimes hurt performance, in alternatives, we have seen that the larger
managers get, the more they can invest
in competitive advantages and the better their performance is. We hear anecdotally that the smaller single asset
managers are having a very challenging
time raising capital in the work-fromhome environment, whereas their larger peers appear to be enjoying significant success across multiple products.
Dealing with existing LPs is easier
than trying to meet new LPs and new
investment committees over video
technology. In certain asset classes, like
credit where you can take advantage
of dislocation, LPs are showing a real
appetite. For the most part, the largest
LPs are very sophisticated. They have
a plan, and they are fine-tuning it, but

Analysis

Valuations, fundraising and deal activity on the rebound
We have seen real strength in companies focused in areas
that have been given tailwinds from covid-19. Sectors
such as e-commerce, gaming, mobile gaming, software,
housing-related themes, healthcare and wellness are
doing very well, whereas others, such as the retail and
hospitality markets, are struggling. At no point did we
see any of the panic reaction we saw during the global

we are not experiencing or seeing any
dramatic changes in their appetite or
their desire to keep allocating and keep
investing.
Overall, covid-19 has not had a significant negative impact on private equity operations. It took most managers a
couple of days, perhaps a week, to switch
to home-office mode and today things
are very much working as smoothly as
they did before coronavirus struck. Of
course, there was an initial slowdown in
dealflow, but now most due diligence is
conducted remotely with the host of online tools that are available. Overall, the
industry has been quick to adapt, and
disruption has been minimal.

ESG factor
As we see new environmental and social
themes developing, it is important to

financial crisis. By and large, investors have maintained
and more often increased their allocations and have
continued investing across all strategies. We have seen
a small shift favoring growth-oriented investments in
some areas of the credit market, but not any significant
changes in how investors are approaching the private
markets.

“There is a continued
focus from managers
in providing scaled,
flexible solutions to
private companies”

understand many managers have been
focused on ESG considerations for
quite some time, particularly following
the global financial crisis. So, at this
point, they have over a decade of experience in driving and protecting value
through ESG management. Firms like
these have ESG considerations integrated within their decision making,
which is taking place every day within
their deal teams and investment committees on a global basis. It is part of the
mindset of their teams as they evaluate
opportunities through ESG criteria and
look to execute and create value.
Many managers are finding good investment opportunities to generate private equity-like returns while driving a
positive impact at the same time. That
will be the big opportunity as we navigate our way out of this pandemic. n
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Fundraising gets back
on track
Capital raising is resuming after a temporary pause, and it is
doing so with a virtual twist, writes Victoria Robson

W

hile the covid-19
pandemic has put
the brakes on
business activity around the
world, in contrast, after a temporary
pause and swift readjustment to the
new normal, private capital fundraising has continued apace. Neither has
the pandemic reversed the trend for
ever-larger vehicles.
Almost half of respondents to the
Private Funds CFO Insights Survey 2021
report they are currently fundraising
or plan to do so later this year, slightly
up on those who marketed new vehicles last year. A further 23 percent are
preparing to fundraise in 2021. Almost
two-thirds expect their next fund to be
bigger than their current fund (for 47

When did your firm close its most recent flagship fund? (%)
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When does your firm plan to launch a new fund?*
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Source: Private Funds CFO Insights Survey 2021
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If your firm plans to launch a fund with a different strategy to your firm’s heritage, which strategy
will it be? (%)
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Real estate

percent of respondents, their most recently closed flagship funds are in the
$100 million-$500 million space).
“Anyone trying to raise capital now
is trying to take advantage of some
dislocation,” says Cloverlay chief financial officer Omar Hassan. “This is
the time when private equity tends to
outperform over a long period of time
... LPs that pressed pause at the beginning of this crisis are right back in the
saddle. There is a more opportunistic
outlook.”
“LPs are in it for the long term,”
notes another CFO, whose firm invests
in natural resources. “They understand
cycles and just look at the core value of
the investments … and how it will surf
on downward cycles.”

Bumps in the road
What is the size of your firm’s most recently closed flagship fund? (%)
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However, collecting capital has not
been totally smooth sailing. Some GPs
have had to extend their existing fund’s
investment period to deal with liquidity issues at the portfolio company level;
the challenging investment environment has prevented some managers
from meeting the deployment threshold in their current vehicle necessary
to launch a new one; and they have
needed to address sector-specific issues
triggered by the pandemic.
There has also been hesitation about
making commitments among some LPs.
“For the average manager, I think it’s
much harder to raise a fund during covid-19,” says a CFO at a growth investor.
“Some LPs are pulling back because of
liquidity issues; some are generally more
cautious; some won’t back a new manager without a face-to-face meeting.” The
manager’s solution: “Zoom calls galore”

80

100

27%
2022 or later

*Figures have been rounded
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Analysis
How large will your firm’s next fund be in
relation to the current?
100

Looking ahead to the next fundraise, how do you expect the proportion of your investor
base to change by location? (%)
Increase

4%

0

Smaller

20

40

Stay the same
60

Decrease
80

100

4

5

North America

80

34%
Same size

Western Europe

Asia-Pacific

Latin America

Central/Eastern Europe
60
Middle East/Africa

If you plan to launch a new fund with a different strategy, how important are the
following factors to your decision? (1 = not important, 5 = crucial)*
*Weighted average
40

62%
Larger

0
Market opportunities

Seizing upon specific
opportunities in the current
market environment

Investor demand
20
Firm diversification

Decision to pursue sector
specialization

Need to grow firm AUM
0
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Analysis
How challenging are the following factors to raising a larger fund? (1 = not very challenging, 5 = extremely challenging)*
*Weighted average
0
0.5

1.0

1.5

2.0

2.5

3.0

3.5

Trying to raise capital from investors with no/
limited face-to-face contact

Finding new investors to back the fund

Fundraising at a time of political uncertainty
(eg, potential change of US president)

Finding enough good opportunities to invest in

Maintaining performance levels

Coping with more investor requests/reporting

Resourcing the investment/operational team to
fulfill the needs of the larger fund

Supplying current investors with adequate
liquidity from predecessor fund to entice them to
commit to next fund
Building internal structures and processes
(eg, analytics tools, risk management)
Source: Private Funds CFO Insights Survey 2021

and the provision of a “higher quality
data room”.
When the pandemic arrived, “GPs
needed to take a pause to review their
portfolio and re-evaluate their pipeline,”
notes Joshua Cherry-Seto, managing
director, CFO and chief compliance officer at Blue Wolf Capital Partners.
“On the LP side, there was also an
initial pause, but very quickly they continued to deploy assets.”
“Investors still needed to put money
to work,” says a CFO at a direct lending
firm. But there are conditions. “[LPs]
seem to prefer to go with fund managers that they are familiar with rather
than attempting to vet new relationships under the current circumstances.
This led to continued fundraising but

skewed the allocations towards established fund managers.”
The direct lending firm’s CFO says
that they managed to meet most investors in their firm’s latest fundraise
face-to-face at least once before lockdown, with subsequent meetings held
virtually. “We did not feel that this
created any issues for either side,” they
add.
Looking forward, the CFO notes
that as the current remote-working situation continues, “it will be interesting
to see how interaction with new investors, which we have never had a chance
to meet in person, will work. But as
people adapt to the new normal, we believe we can continue successfully fundraising with virtual-only meetings.”

For other GPs collecting capital to
invest in specific sectors, online meetings have not proved an obstacle. In
fact, the virus has been a catalyst, with
the CFO of a healthcare-focused venture capital firm pointing to the high
demand they are experiencing in their
current fundraise. This CFO’s firm is
fundraising primarily from overseas
investors and communicating by video
and phone.
“I think there are certainly some
challenges to doing so, specifically
with certain cultures,” says the CFO.
“However, it is clear that our investors and prospective investors are
all facing the same challenges we are
and adapting similarly to how we have
adapted.” n
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Analysis

Investor interests thrown
into focus
The pandemic has been a catalyst for further LP scrutiny, with
business continuity planning, online access and cybersecurity rising up
the agenda. Victoria Robson reports

I

t is no surprise to anyone who has
spent any time in the back office of
a private equity firm over the past
few years that investors are absorbing team bandwidth by requesting
more information about managers
and portfolio companies. The pandemic has sharpened that scrutiny as LPs
seek additional clarity on how managers are negotiating the crisis.
Chief financial officers report they
have received investor requests for information on everything from business
continuity planning (as one might expect given the events of 2020), to portfolio performance, cybersecurity readiness, lines of credit, unfunded capital
commitments and capital recycling.
The picture is reflected across strategies. A CFO at a growth investor says:
“Most [LPs] want to know how the
portfolio companies were impacted
during covid-19 and how dealflow is.”
While the CFO at a firm investing
in natural resources comments that at
the beginning of the crisis “LPs asked a
lot of questions about our BCP and our
ability to work remotely.”
The pandemic has emphasized areas of existing LP interest, including
business continuity plans, anti-money
laundering and know your customer
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What specific benchmarks do you use to show performance to LPs?
(Respondents could select multiple answers, %)
0

20

40

60

80

100

Internal rate of return
Total value to paid-in
Distributions to paid-in
Residual value/paid-in capital
Paid-in capital
Public market equivalent
Other

When asked, how do you justify your level of management fees to investors?
(Respondents could select multiple answers, %)
0
Our fees are the market rate
Dialogue around supporting
business infrastructure
Historical performance
supports fees
We have a unique strategy
Concessions on other fund
fees
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Analysis
To what extent do LPs ask the following questions during due diligence? (%)
Always
0

20

40

Sometimes

Never

80

100

60

To what extent do LPs demand to see CFOs
personally during the due diligence process
(in person or via videoconference)?
Always

Never

14%

16%

Do you have an online
portal/data room?
Do you have suitable KYC
and AML measures in place?
Do you have a suitable BCP?
Is there someone positioned
in the treasury to oversee
overall cash management?
Do you have a readiness for
a cyberattack policy?

Sometimes

70%

Do you have an ESG
consultant in place to advise
on responsible investing
across your portfolio?

“As everyone is working remotely,
GPs have put in place additional systems including using more cloud services,” says Cloverlay CFO Omar Hassan. For firms taking care of IT security
in-house and not relying on a provider,
LPs like to see that a third party is at
least reviewing their approach, he adds.

Do you have an external
advisor to address the 2017
tax reform act?
Are you currently using ILPA’s
best practices template?
Are you planning to adopt
the new ILPA fee reporting
template?

Comfort in consistency?
Are more LPs requesting data either in due diligence or for ongoing reporting that follow
prescribed or standardized LP formats?

Yes

55%

No

45%
Source: Private Funds CFO Insights Survey 2021

measures, as well as online portals/data
rooms. Around half of respondents to
the Private Funds CFO Insights Survey
2021 report that LPs always ask about
these three areas during due diligence,
and a further third or more say LPs
sometimes ask. Only slightly fewer say
LPs always ask about cash management
oversight (44 percent of respondents)

and readiness for a cyberattack (41 percent, up from 30 percent last year).
The proportion of respondents who
say that LPs never ask about cyberattack readiness policies during due diligence has fallen to single digits this
year, as the shift to remote working has
put the spotlight on cybersecurity and
robust, efficient technologies.

Some aspects of LP scrutiny remain
resolutely constant – GP use of internal rate of return to demonstrate performance to investors is a clear one
(100 percent of respondents use it as a
benchmark), despite industry-wide acknowledgement it has its limitations as
a metric.
It seems some responses to LPs’
questions change little too – 78 percent
of respondents say their management
fees are the market rate when asked to
justify them by investors. This was also
the most-commonly cited response in
last year’s survey, when 77 percent said
they used market rate to justify fees.
Meanwhile, historical performance
has become a more frequently used
justification for fees, rising to 45 percent from 38 percent last year. As the
CFO of the natural resources-focused
firm notes: “Management fees are
not difficult to justify if you return
performance.” n
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Leverage concerns
subside
GPs appear relaxed about the growth of the leveraged loan market,
while possible covid-related covenant issues sit more front-of-mind.
Victoria Robson reports

W

hile the coronavirus pandemic continues to upend
norms across
the industry,
CFOs appear quite comfortable about
one private equity fundamental: leverage. Nearly two-thirds of respondents
to the Private Funds CFO Insights Survey 2021 report their funds use it. But
when asked if growth of the leveraged
loan market is cause for alarm, most
seem to answer with a shrug (56 percent neither agree nor disagree). Last
year, 44 percent displayed this ambivalence, while almost half agreed it was a
concern. This year, only a fifth voiced
any clear unease.
This may seem nonchalant, given the specter of the 2008-09 financial crisis still hangs over the industry.
However, GPs appear to have learned
significant lessons from that event. “In
the US, we’ve had a decade during
which there has been little stress on the
lending market, except for oil and gas,”
says Joshua Cherry-Seto, managing director, chief financial officer and chief
compliance officer at Blue Wolf Capital
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Partners. And GPs are confident they
can manage any bumps. “Much of GP
expertise pre-dates the turbulent credit markets of 2008. Managers have experience of navigating through [those
challenging conditions] and identifying
opportunities.”
According to Cherry-Seto, most
GPs have been “fairly conservative
over the past few years as they expected the [credit] market to turn.” Blue
Wolf does not highly leverage its investments, he notes, which is in tune
with much of the mid-market that focuses not on financial engineering but
on making operational improvements.
“Leverage is more of a concern for LPs
invested in large-levered buyout shops
where debt multiples run high. Middle
market firms often leverage below 50
percent at acquisition,” Cherry-Seto
says.
More firms are dipping their toes in
the leverage loan market, but “the important difference from the past is that
you won’t see funds leveraging up multiple times to equity,” says Fred Steinberg, managing director for North
America at Sanne Group. “It’ll be less
than 1:1. People are borrowing where

December 2020/January 2021

it makes sense and in more digestible
levels than in the past to better manage
the risk.
“You won’t see the same leverage
among emerging managers investing
in venture capital where there already
is enough risk in the assets. You’ll see
leverage in investments with more stable fundamentals.”
The survey bears this out. An overwhelming majority (87 percent) are
not considering revising the terms of
their equity fund to employ greater
leverage. Furthermore, two-thirds of
CFOs have no plans to increase leverage to finance new dealmaking, more
than three-quarters are not planning
to deploy greater leverage to support
existing portfolio companies, and only
16 percent will use increased leverage
to fund the GP commitment.

Reviewing covenants
In the meantime, as back office leaders
grapple with the impact of the pandemic, their attention has turned to their
existing financing arrangements. They
report that banks have been receptive
to requests to renegotiate terms to head
off potential covenant breaches.

Analysis
To what extent do you agree with the statement: ‘The growth of the leveraged loan market is a
cause for alarm’ (%)
0

10

20

30

40

50

60

Are you considering revising the terms of your
purely equity fund in order to employ greater
leverage?*
100

Strongly agree

9%

We have already done so

Agree
80
Neither agree nor disagree

Disagree
60
Strongly disagree

Do you plan to use greater leverage in your current or next fund for the following? (%)
Yes
0

20

40

60

80

87%
No

No
100

40

To finance new dealmaking

20

To support existing portfolio
companies

To fund the GP commitment
0

5%

Yes

*Figures have been rounded
Do you use leverage in your fund?

Yes

63%
No
Source: Private Funds CFO Insights Survey 2021

37%

“We worked closely with our banking relationships to ensure our portfolio
companies had adequate liquidity and
covenant flexibility to navigate through
the covid period,” says Shant Mardirossian, partner and chief operating officer
at Kohlberg & Company. In this regard, “relationships matter a great deal.
We’ve also financed three new deals
during this time, an indication that the
capital markets are still strong.”
Another CFO puts it bluntly: during the pandemic, “the banks have been
good to us.” n
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Analysis

P

EI’s Research & Analytics team
surveyed 100 US private fund
CFOs in August and September
2020. We wanted to know how the role
of chief financial officer is changing
and how firms are responding to covid-19-related challenges. The survey is
US-centered, and so we surveyed firms
from every region across the country.
We targeted CFOs, but if they were
unavailable we asked for responses
from other professionals, including
COOs and controllers, provided they
were aware of their firm’s practices.
Emails were sent to the most appropriate professionals at all the leading
US private fund management firms.
We asked respondents to fill out a short
questionnaire, the results of which were
collated and analyzed by PEI’s team of
research analysts.
The survey is entirely confidential.
No names of the individuals or firms
that responded are revealed.
While the emphasis is on private
equity, firms managing mezzanine
debt, real estate and infrastructure
funds have been included too. Many
of the challenges facing private equity
firms are just as relevant to managers
of other closed-ended alternative asset
classes funds. The survey reflects the
full perspective of the US private fund
management community. n

Methodology
How we conducted the Private Funds CFO Insights
Survey 2021
What is your firm’s primary strategy? (%)
0

10

20

30

Buyouts

Venture capital

Real estate

Growth capital

Direct lending

Natural resources

Fund of funds

What is the size of your firm in AUM? (%)

What is your primary job title?*

80

Tax director

1%

70
Other

16%

60
50
40
30
20

COO

CFO

6%

76%

*Figures have been rounded
Source: Private Funds CFO Insights Survey 2021
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0
Less than $100m Between $100m
and $500m
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Between $500m
and $5bn

Between $5bn
and $10bn

More than
$10bn
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