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Introduction from the editor

Just when we thought it would be safe to go back into the water, a sinister new force has 
reared its ugly head!

Back in 2009 when PEI published its last book on private equity fundraising, the prevailing 
wisdom was that the private equity industry was in the midst of a typical cyclical downturn. 
In the dog days after the ‘golden era’ of private equity, general partner fundraising efforts 
were further stymied by more rigorous due diligence from investors, who were shell-
shocked by the global financial crisis. These conditions will pass in time, we thought — 
equity markets will recover, memories will dim and things will eventually return to ‘normal’. 
This, in turn, would re-establish the virtuous circle of private fund investment realisations 
and liquidity would return to our market so new funds could be raised. In short, the good 
old days would return just as they always had before. 

Therefore, the industry’s perception was that all that needed to be done was to buy a little 
time, focus on existing portfolio holdings in order to generate a few more exits and improve 
the investor relations infrastructure and approach. Accordingly, investment period extensions 
were sought (and obtained), portfolios were stabilised and eventually refinancings, dividend 
re-caps and even full realisations followed suit. At the same time, almost every firm invested 
additional resources in the ability to be more transparent and investor-friendly, both during 
the due diligence process and on an ongoing basis. Those firms that did venture out into the 
market to raise new funds offered more attractive terms as an added inducement.

In the meantime, central banks in the US and around the world were at work creating 
unprecedented levels of liquidity in the financial markets, driving interest rates down 
and the stock market up. This had more than a salutary impact on our industry. It made 
possible the aforementioned refinancing of several large buyouts previously thought to be 
unavoidably doomed; at the same time, dozens of healthy investee companies were able 
to refinance their debt on extremely favourable terms, which dramatically improved their 
investment prospects.  In addition, the stock markets’ recovery to new record levels reversed 
the damage the ‘denominator effect’ had brought about during the crisis. Indeed, by 2012, 
the virtuous circle of a rising stock market and improved private equity portfolio realisations 
had substantially increased the amount of capital available for new fund commitments.

Unfortunately, the rest of the script has not played out according to expectations. For the 
vast majority of the almost 2,000 firms currently out in the market trying to raise funds at 
press time, fundraising is a lengthy, discouraging and uncertain process that will, in many 
cases, result in failure.  
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This edition of PEI’s fundraising guide has been completely updated and revised. It explains 
why the current environment is so difficult for most GPs (Chapters 1 and 2). It includes 
several case studies that illustrate what a GP can do if it cannot raise a regular committed 
capital fund, but wish to keep the option open in the future (Chapter 16), or, if it needs to 
take even more drastic action to save the firm (Chapters 17 and 18). As in the past, the 
bulk of the guide focuses on what GPs need to do to maximise their chances of success 
during the fundraising process, from getting ready (Chapters 3 and 4) to managing the 
fundraising process (Chapters 5, 6 and 7), to what to do in-between fundraising campaigns 
(Chapters 8, 9 and 10). 

To reflect the new private equity world, several new topics have been introduced in this 
guide. Private equity firms that want to survive should understand how to raise capital 
in new geographical markets (Chapter 13) and from new sources (Chapter 14). A topic 
that is of growing importance to investors — responsible investing and diversity — is also 
addressed (Chapter 15). Finally, one common dominator in many of the chapters on 
fundraising execution revolves around the need for superior presentation skills to get your 
story across when you are fortunate enough to secure an investor meeting. Therefore, we 
include a piece on this topic, by the man I consider to be the best presentation coach in 
our industry (Appendix).

In my opinion, fundraising success has almost always been predictable. It has always been 
a function of an attractive investment strategy, a team qualified to execute the strategy, 
superior investment results and persistence (even in the good old days it was hard and 
took a long time!). In today’s world, however, those are no longer enough. The bar is set 
higher on the strategy (now a GP must be relatively ‘unique and differentiable’), the team 
needs to be more capable (specifically incorporate more operating capability) and the 
track record stronger (more realisations, and more consistent and controllable sources of 
returns). In addition, mere persistence is no longer enough. GPs now need to focus on this 
aspect of their business with as much time and attention as they do on investing. This task 
is not intermittent, it is perpetual. There is no longer any margin for error; pre-marketing, 
planning and superb execution of the fundraising process is critical. Moreover, the former 
commoditised market of LPs has become a market of individual needs and preferences. 
To be successful, GPs must respond by studying and understanding their clients (desire to 
co-invest, focus on responsible investment, attraction to segregated account formats, etc.) 
and then work with them to satisfy these non-investment needs.   

This is the second book that I have edited for PEI. While at times it has been difficult to fit my 
amateur editing responsibilities into an already very busy day job, I am grateful to have had 
the opportunity to work on this guide. First of all, our industry is changing so rapidly that it 
is easy to get lost in the details. Stepping back and looking at the big picture is absolutely 
important. What better way to do this than by listening to industry colleagues who are the 
world’s greatest fundraising experts? The best part of this project is the opportunity to 
witness up close the dedication and professionalism of my colleagues. There is a saying 
(which I just learned is attributed to Lucille Ball): “If you want something done, ask a busy 
person to do it.” The authors of this guide are some of the busiest people around. At 
the same time they were drafting their chapters, they were closing successful fundraises 
(Advent, Silver Lake, The Carlyle Group), orchestrating annual meetings and advisory board 
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presentations (all of them) or advising clients on these matters (HMC Capital, MVision, 
Proskauer Rose, Sherman & Sterling, TorreyCove). The evidence is that much of this work 
was done during weekends, since I received most of their drafts on Monday mornings. I am 
in awe of their willingness to sacrifice their personal time, and grateful for their willingness 
to share their expert knowledge.

Finally, I would like to make a prediction about the future. I have been helping private 
fund managers raise investment capital since the mid-1980s. Over that period I have seen 
enormous changes in the composition of the investor base that backs private investment 
strategies as well as a half-dozen or so financial crises. Based on this experience and my 
current reading of the ‘tea leaves’, I believe that in another five years, if not sooner, this 
guide will need to be rewritten yet again and the revisions will be even more dramatic. 
I am reasonably certain that we are entering the most interesting era for raising private 
investment funds that we have seen thus far. This will be brought about by trends that are 
currently barely detectible, but which will flourish and overwhelm the traditional funding 
sources. The first of these trends is the creation of platforms which will allow defined 
contribution plans (US 401(k)s and IRAs and their international equivalents) to participate 
in private investment strategies. The second is a revolution in the re-packaging of private 
equity products into more liquid formats (such as open-ended ‘evergreen’ funds and 
listed vehicles), which will expand the target investor base even further. These changes will 
require GPs to further adapt — perhaps a painful process, but it will be well worth it. Just 
imagine the opportunities (and challenges) if the amount of capital that becomes available 
to private fund managers doubles or even triples!

Thank you for reading on.

Kevin K. Albert
Pantheon
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Evolution, not revolution
By Bob Brown and Andy Lund, Advent International

All industries experience the same cycle of events: innovation, growth, maturity and then 
decline.  During the innovation phase, a small number of firms with simple organisational 
structures, often lacking in significant teams or capital, develop a new product or service 
through experimentation. The growth phase is distinguished by the rapid development 
of an established product or service and an influx of new customers, leading in turn to 
increased competition. The maturity phase occurs when product sales reach a steady 
state and competitors begin to leave the market. At this point in the cycle, the remaining 
players must compete to gain market share. Failure to do so effectively will result in margin 
erosion on existing products; protecting or growing margins often entails diversification 
into adjacent or new products. The decline phase is signalled by a reduction in sales as a 
result of the product, service or brand falling out of favour with the customer. 

The private equity buyout industry has followed a similar trajectory. After achieving a 
compound annual growth rate of 33 percent since 1988, inclusive of the 2005 to 2007 
‘golden era’, the private equity industry has now entered its mature phase. The catalyst 
for this transition from growth to maturity was the challenging post-crisis macroeconomic 
environment. Private equity returns have historically been generated from three key 
drivers: (i) leverage, (ii) multiple expansion and (iii) operational improvements. Post-crisis, 
investors are focusing on managers who can demonstrate an ability to drive returns from 
operational improvement without relying on leverage or market expansion. In essence, the 
‘product’ has had to change, albeit subtly, in response to a changed market. 

Amid the change in market conditions, many limited partners have evolved. Certain 
categories of investor, such as banks, insurance companies, fund of funds and endowments, 
have had to reduce allocations. Pension funds, which provide the significant majority of 
private equity funding, have rationalised the relationships they support by making larger 
allocations to fewer managers. In addition, more and more investors are allocating capital 
to the asset class via co-investment or direct investment programmes, or by acquiring 
secondary interests. Although new investors continue to emerge, most notably sovereign 
wealth funds, the net funding situation is negative (see box article titled ’Changing LP 
dynamics’).

The consequence of this activity is Darwinian in nature. As private equity general partners 
consider ways to maintain market share, a significant number of private equity firms that 
raised funds in the good times are no longer in favour with LPs. This comes as a result of 
lacklustre returns or an investment approach in the ‘new normal’ that will cause them lose 
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share; indeed, some firms will cease to exist. Other firms will be able to continue to raise 
capital albeit on less favourable terms, essentially a form of margin compression. Some 
GPs have moved away from a traditional private equity focus and raised funds in new areas 
such as real estate, debt and infrastructure in an attempt to keep growing overall assets 
under management. Finally, a minority of GPs have managed to maintain or increase share 
in the current environment without deviating from strategy or changing terms. These are 
the managers who are demonstrating to LPs that they have the team and approach to 
continue to generate outsize returns despite the challenging market conditions.

While the implications are real for industry participants, we must keep in mind that these 
issues are evolutionary, not revolutionary — some managers will win and others will not. 
We therefore find ourselves at an inflection point where managers will need to make key 
strategic decisions in order to survive.

The earliest organised private equity activity can arguably be traced as far back as the 18th 
century through trading and investment organisations such as the Dutch East India Company. 
However, the asset class we recognise as private equity today is generally believed to have 
started life in the second half of the 20th century through a small number of pioneering 
financiers who developed the leveraged buyout investment model. This approach became 
synonymous with the initial development of private equity in the late 1970s and early 1980s. 
The asset class quickly established itself as a generator of high absolute and relative returns 
that attracted the attention of institutional investors seeking to boost portfolio returns. By the 
end of the 1990s, private equity was an established asset class in its own right.

During the early 2000s, a combination of cheap, abundant debt and a favourable regulatory 
environment set the stage for unprecedented levels of private equity investment activity 
and investor commitments. This period spanning from 2003 to 2007 was the so-called 
‘golden age’ of private equity. During this period, the industry saw major expansion and 
maturation of the leading private equity firms (see Figure 2.1). 

However, the financial crisis that began with the fall of Lehman Brothers in late 2008 ushered 
in a dramatically different and challenging period for private equity. That environment 
has remained to this day. The key aspects of the market dynamics facing private equity 
managers in the current market are outlined below:

•	 Investors have focused on fewer relationships due to a realisation that they ‘over-
diversified’ during boom times. Many LPs have reduced the number of GP relationships 
in their portfolios. 

•	 The crisis has provided a clearer insight into manager performance. LPs are much more 
focused on finding GPs that can deliver ‘alpha’ versus those that rely on leverage for 
investment performance.

•	 The situation has been exacerbated by dramatically reduced levels of capital returned 
to LPs due to a persistently poor M&A environment. As a result, there has been 
significantly less capital for commitments to private equity since the crisis began. These 
reduced levels are not expected to improve for the foreseeable future.

Brief history of 
private equity’s 

evolution
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Using a placement agent
By Erick Bronner and Christine Croissant, The Riverside Company

The decision to use a placement agent to assist in a fundraise is one of the most important 
determinations a private equity firm can make as it gears up to raise its next fund. 
Placement agents offer a variety of services, from a full array of deal management and sales 
functions, to merely serving a specific function such as facilitating investor introductions. 
The selection of the right agent, or the decision not to select an agent at all, can make the 
difference between a smooth and successful fundraising process and one that falls short 
of the fundraising goals. 

For many firms, the right answer is to not select an agent at all. For a firm that has an internal 
investor relations team that can capably deliver the desired results, using an agent may 
not add meaningful value and the cost of an agent may not be consistent with the value 
provided. However, the selection of the right agent can result in the raising of incremental 
capital, a faster and more efficient process, and ultimately meeting or even exceeding the 
fundraising objectives. 

Riverside has brought funds to market in conditions that ranged from fairly easy to the 
double black diamond of the fundraising world. We pride ourselves on our strong internal 
fundraising capability and investor relationships developed over the years. As a result, we 
have for the most part not required a third party to help us raise funds. However, with the 
advent of the Great Financial Crisis and the continuing residual impact on investor balance 
sheets and investment appetites, as well as the increasing power of institutional investors 
to demand more favourable terms, we began to utilise placement agents to capitalise on 
relationships that were new to Riverside or who had access to investors in regions that 
were less familiar to us. We have hired a spectrum of advisors, from agents serving only in 
an advisory capacity, to finders and full-service placement agents. 

There are several broad categories of placement agents. These categories are by no 
means exhaustive and differences in service, sometimes substantial, exist from firm to firm.

Full-service agents offer a full range of services, from deal management to sales. They are 
often affiliated with an investment bank or other financial institution. A key advantage of using 
a full-service agent is access to investor capital globally. Full-service agents often have teams 
of sales professionals ‘on the ground’ in North America, Europe, Asia and increasingly, in the 
Middle East and Latin America. These professionals identify prospective investors, set up 
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and attend meetings with the GP, and assume the primary responsibility for following up with 
investors after initial meetings to arrange subsequent due diligence meetings and ultimately 
obtain commitments. The sales team should have established investor relationships borne 
of previous sales of fund products for which they are responsible. The deal manager typically 
develops the marketing strategy, manages the roadshows and assists in the preparation of 
marketing materials, including the private placement memorandum (PPM), meeting slide 
presentations, due diligence materials and data room.

Due to the volume of transactions these professionals work on, full-service agents are often 
able to provide both strategic and tactical advice throughout the fundraising process. In 
many cases, they actually lead the effort. Occasionally, certain full-service agents will provide 
elements of their offerings, for instance deal management, as an independent service. 
Because they tend to market an average of 8 to 15 funds on their platform at any given time, 
there can be concern on the part of some GPs that their funds will get ‘lost’ in the crowd. 

Need: In 2012, Riverside was planning to raise several funds simultaneously, putting a 
tremendous drain on the firm’s resources. 

Solution: To assist our US-based fundraising team and to broaden our distribution 
capabilities, Riverside decided for the first time ever to hire a full-service placement 
agent. By interviewing a number of firms, we developed a sense that we would be best 
served by a global agent that had local teams in various regions. We also wanted to 
find an organisation that would genuinely value us as a client. We believed this would 
translate into the best effort deployed for our fundraising objectives. 

We chose an agent that thoughtfully assessed our position and presented us with a 
detailed analysis of our prospects. The analysis depicted our existing investor base along 
with the likely universe of investors who would consider investing in our new funds, and a 
clear road map of how to achieve our fundraising goals in a reasonable amount of time. 
The agent had solid relationships across a wide swath of institutional investors around the 
world and a successful track record especially in regions in which we had less experience. 

In working with this group, we have indeed felt that we were a special client. We have 
benefitted from the insights of the sales professionals who are in regular contact 
with institutional LPs, many of whom we also know well. The agent provided us with 
valuable back-channel insights and guidance that have resulted in some very big and 
important wins.

Boutique agents generally have a small team and a defined area of focus, such as a specific 
geography or function. Often, deal management and sales functions may be handled by 
the same individuals, the former of which tends to be limited to organising the sales effort 

Example: Using  
a full-service firm

Boutique 
placement agents
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Fundraising in Latin America
By Ricardo Morales Lazo, HMC Capital Management Group

Over the last three decades, Latin America has become a pioneer in the introduction of 
compulsory pension systems. These pensions, which are based on individual retirement 
accounts known as ‘individual capitalisation’, exist in countries like Chile (1981), which leads 
the process, Peru (1992), Colombia (1993), Uruguay (1996), Mexico and El Salvador (1997), 
Costa Rica and Nicaragua (2000), Ecuador (2001) and the Dominican Republic (2003)1. 
These pension systems have accumulated a large volume of assets and are growing at 
a mid-teen annual rate. Demographics support this trend as most of these economies 
have young populations; for example, the average age of beneficiaries in Chile is only 32 
years old. The main rationale for establishing this type of pension scheme is to support a 
fully funded retirement for beneficiaries. In order to do so, governments have increased 
compulsory contribution rates and length of contribution, and raised the retirement age. 
With this approach, Latin American governments are avoiding underfunded defined 
contribution pension plans and the potential for huge public deficits in the future, as is the 
situation in other developed markets like the US and Europe.

On the finance front, regulators and participants have been consistently improving the 
investment framework and approving reforms to encourage savings by introducing 
a supplemental voluntary scheme. Countries at the forefront of these developments 
are Chile, Colombia, Mexico and Peru. In general, pension fund administrators in these 
countries operate under strong regulatory supervision of, and oversight by, entities such 
as central banks and ministries of public finance.

The biggest market in the region, Brazil, operates with a different pension system which 
uses a combined government and private strategy (notional systems). The system is more 
similar to the US in the sense that it is structured around corporate pension funds, of which 
there are more than 300 separate plans.

In addition to a general improvement in savings, the researchers Vittorio Corbo and Klaus 
Schmidt-Hebbel have found that the individual capitalisation system has boosted financial 
markets, improved productivity, enhanced labour markets and positively impacted long-
term GPD growth in local economies. 

1	 Argentina and Bolivia reformed their pension systems in 1994 and 1998, respectively, but nationalised 
the systems, reverting to a ‘pay-as-you-go’ model, in 2009 and 2011.
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These pension funds are becoming large in terms of assets under management compared 
to the GDPs of the economies in which they are based. For example, the AUM/GDP ratio in 
Chile was 63 percent in December 2012. The entire region has high growth expectations 
for these tremendous pools of savings (see Table 13.1). 

As a result, pensions are influential in local financial markets, both in fixed income and 
equities (see Table 13.2). Because local capital markets are somewhat restricted due to size 
and the lack of initiatives to encourage investment in both financial instruments and new 
companies in order to avoid potential local ‘bubbles’, Latin American governments have 
responded by increasing offshore limits for international investment and diversification. 
This was a gradual process that in most cases began with limits of between 5 percent 
and 10 percent and was restricted to plain vanilla instruments like global equities and 
bonds. Over time, as investment teams and regulators gained knowledge, the limits were 
loosened and investors were allowed to invest higher amounts in more sophisticated 
products abroad.

As a result of these policy changes, Latin America has developed a sophisticated, fully 
funded pension system that is continually growing and accumulating resources from a 
young population. Most countries in the region are now rated investment grade; over the 
last decade, GDP growth and macroeconomic stability reduced both poverty levels and ‘off-
the-books’ employment, bringing more participants into the fold of the pension scheme. 

These developments have resulted in an ideal setting for the introduction of alternative 
investments in the region. Due to the young population, there is no need for liquidity in 
the short term, but beneficiaries require above-market returns to maximise the size of their 
pension. The risk-return characteristics of alternative strategies, particularly private equity, 
make this asset class a good match from the long-term return perspective.

Total AUM  
($ bn)

Total assets 
% of GDP

Max legal 
offshore 
limit

International 
investment 
capacity  
($ bn)

Alternatives 
offshore 
limit 

Alternatives 
investment 
capacity 
($ bn)

Brazil 300 14% 10% 30 10% 30

Mexico 145 12% 20% 29 0% 0

Chile 170 63% 80% 136 20% 34

Colombia 60 16% 40% 24 5% 3

Peru 38 19% 50% 19 15% 5.7

Total 
international 
investments

713 238 72.7

Source: Latin Asset Management, December 2012.

Table 13.1: Latin American pension fund investments in international securities
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17

Introduction

Fund restructuring  
By Edward Keith, Landmark Partners

The rapid growth and equally rapid contraction in private equity fundraising is placing 
the traditional fund model under significant pressure. Buoyed by unprecedented levels of 
limited partner commitments between 2006 and 2008, private equity firms grew rapidly. 
General partners increased headcount, opened offices in new geographies and increased 
employee compensation. The 2008 financial crisis and ensuing recession ended that trend. 
Many GPs that once thrived have experienced failed fundraises or chosen to delay the 
inevitable by not going to market with a successor fund. Of the more than 700 GPs active 
before the crisis, almost 50 percent have not attempted to raise a fund in the four years 
since 2008 (see Figure 17.1).  

To exacerbate the problem, the prospect of earning any carried interest for GPs’ efforts 
is diminishing, as an unforgiving preferred return accumulates on an asset base that is 
still recovering from the financial crisis. Many GPs are now forced to choose between 
continuing to manage existing assets for little to no profit incentive or walking away — 
leaving LPs to sort out the management of the underlying portfolios. LPs are also under 

Figure 17.1: GP fundraising problems

Source: Bain & Company Global Private Equity Report 2013.
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Section V: Case studies

pressure as portfolio company holding periods have increased and zombie managers (that 
is, managers that are unable to raise new capital and have no incentive to liquidate mature 
companies while they are still collecting management fees) have become more common. 

The secondary industry has developed a way to restructure private equity funds by 
providing liquidity to departing investors, while re-aligning the incentives of the GP with 
new long-term investors in the fund. This chapter provides an overview of fund restructuring 
mechanics, discusses which funds are good candidates for restructuring and advises on 
how to increase the chances of success for these complex transaction process.

The primary goal of a secondary-led fund restructuring is to resolve alignment issues between 
a fund’s GP and its LPs (see Table 17.1). Although there are many reasons that this alignment 
can break down (in an end-of-life fund), an internally led restructuring can be very difficult as LPs 
are usually divided between those who want liquidity immediately and those who are willing 
to wait for future appreciation. For a GP stuck in the middle, determining what is in the best 
interest of LPs is no longer a straightforward task because the answer may diverge dramatically 
among various LPs. In these situations, a restructuring led by a third-party secondary manager 
can resolve this conflict by providing LPs the option to sell their exposure in the fund or to 
remain invested on restructured terms designed to maximise value for the assets.  

In a fund restructuring, a secondary fund or another unaffiliated capital provider will make 
a tender offer for the limited partnership interests in a fund. The offer may be at, below 
or above fund NAV.  Existing LPs have the option to take cash for their position or to ‘roll’ 

Fund 
restructuring 

overview and 
rationale

Party Benefits of restructuring

‘Rolling’ LPs •	 GP is incentivised and given flexibility to maximise value 
for remaining companies

•	 Most or all of new incentive fees are paid for by secondary 
buyer

•	 ‘Walk away’ risk of manager strongly reduced
•	 If new unfunded capital is needed, restructuring allows for 

an orderly raising of capital 

Selling LPs •	 Immediate liquidity
•	 Majority of, or the entirety of, LP position sold in one 

transaction  
•	 Eliminates risk of assets being trapped in zombie fund
•	 Premium pricing compared to non-restructuring price

GP •	 Potential for carried interest on new money
•	 Mandate from LPs provides flexibility to maximise value of 

underlying investments
•	 Opportunity to make organisational changes 

Table 17.1: Restructuring benefits




