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Dear Spotlight reader,
We are very pleased to offer a 10% discount for Spotlight readers for places at the SuperReturn China conference in
Beijing 28 -30 March 2011.
Building on 15 years of success of SuperReturn private equity and venture capital conferences and 5 years of
SuperReturn Asia, there is now the need for a China-focused event of the SuperReturn quality.
Some of the highlights include:
•

80+ LP/GP China-focused speakers will share their insights and experiences into one of the most hard to fathom
markets

•

A whole afternoon on the LP perspective where LPs will share their outlook for China and asset allocation strategies
going forward. Leading LPs such as Future Fund, CPP Investment Board; Mousse Partners; Guardian Life Insurance
Company of America, Squadron Capital will share what is on their minds

•

Industry titan, Guy Hands from Terra Firma will give the Global GP keynote on the latest trends and developments in
the US and European private equity and venture capital industry

•

Sector specific focus - pinpoint the developments and trends for investing in the hottest sectors in China

I’ll be moderating the “LP Perspective & Successful Manager Selection” track at the conference, and hope to see you
there.
Kindest regards

Mark O’Hare
Managing Director, Preqin

For all bookings & enquiries, please contact the SuperReturn China 2011 Team
Quote VIP: FKR3A3TPREM for your 10% discount
Tel: +44 (0) 20 7017 7200
Fax: +44 (0) 20 7017 7807
Email: info@icbi.co.uk
Web: http://www.icbi-events.com/FKR3A3TPREM
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Early Warning System for LPs: Using Year
Four/Six Performance Metrics to Predict Final Outcomes
Tim Friedman examines the relationship between the quartile ranking of funds at both their sixth and forth
investment year compared to their final ranking at maturity.

The Importance of Past Performance

reliability of relative fund returns at various points in the fund life
cycle.

Making a commitment to a private equity fund is an important
decision based on multiple considerations. With over 1,600 funds
currently on the road worldwide seeking institutional backing,
competition amongst fund managers remains fierce as investors
carefully consider the strengths and potential downsides of
potential opportunities. In addition to new relationships, investors
are also faced with the decision of whether or not to re-up with
their existing managers.
Central to all these considerations is past performance, and
whether the fund manager in question has been successful in
achieving top quartile returns for past vehicles. Of course, the
full story regarding past performance is not complete until a fund
reaches liquidation. However, the long-term nature of the asset
class means that such data will not be available until at least 10 to
12 years (and often more) after the fund was initially launched.
Past Performance: The Shortcomings

Is the performance of a 1998 vintage fund really going to be
relevant in the context of today’s market? Certainly it will be
of interest to a prospective LP, but of far more interest is the
performance of more recent vehicles actively participating in an
environment more similar to that of today. Potential investors are
especially keen to assess how 2006-2007 vintage funds have
performed relative to peers.
However, is it fair to examine the performance of a fund less than
half way through its life-cycle? Are the results really reliable?
Using over 12 years’ worth of historic returns, we tracked the
quartile performance of vehicles over time in order to assess the

Fig. 1: Buyout Funds - Relationship between Quartile Ranking at Fourth
Investment Year and at Maturity
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To investigate early fund performance indications, Fig. 1 shows
the proportion of buyout funds that remain in the same quartile
at maturity as they were in as at their fourth year of investment,
alongside the proportion that move to each of the other quartiles.
Fig. 2 shows the same split, but for venture funds.
As Fig. 1 shows, although still relatively early in the fund life,
relative performance in year four does represent a strong
indicator of future performance for buyout funds. In 50% of cases,
funds in the top quartile in year four remained in this quartile at
maturity, 75% of such vehicles beat the median, and only 4%
saw a drop to the bottom quartile. At the other end of the scale,
bottom quartile funds in year four are also unlikely to turn around
their fortunes, with over half remaining in the bottom quartile.
There is a small but significant minority that are able to turn poor
performance around however, with 12% of funds rising from the
bottom to top quartiles.

Fig. 2: Venture Funds - Relationship between Quartile Ranking at
Fourth Investment Year and at Maturity
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industry professionals) shows the benchmark performance for all
different metrics across all different fund types and geographies.
As part of this service, we show median returns alongside the
values for upper and lower quartile boundaries. We use these
quartile rankings to show relative performance for the individual
funds we hold performance data on, assigning quartiles from the
third year of the fund’s life onwards. How good an indicator is
relative performance early on in a fund’s life of the likely eventual
performance of the fund?
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Fig. 3: Buyout Funds - Relationship between Quartile Ranking at Sixth
Investment Year and at Maturity
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Fig. 4: Venture Funds - Relationship between Quartile Ranking at Sixth
Investment Year and at Maturity
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As Fig. 2 shows, quartile rankings for venture funds are especially
relevant, perhaps counter-intuitively more so than buyout
vehicles. In 60% of cases top quartile funds in year four remain in
this grouping at maturity, while none of the bottom quartile venture
funds in our sample were able to turn their performance around
and reach the top quartile, with only 8% managing to beat the
median.
Clearly at this stage of a fund’s development much can change,
and does for a large proportion of funds. However, the data
clearly shows that for the top and bottom performing vehicles,
quartile rankings at this stage do represent a meaningful predictor
for future relative performance.
Reaching Maturity? Examination of Funds in Year Six

Once a fund enters its sixth year, it will have made the bulk, if not
all, of its investments. Following this point, the fund manager will
be looking to develop the investments before exiting and returning
capital back to investors. The performance at this point therefore
represents an assessment of the final portfolio relative to that of
other final portfolios held by other firms.
Such analysis is thus also a good indication of how important
investment decisions are relative to management skill, and
whether it is possible through to initiate significant change in
Fig. 5: Proportion of Funds with Same Quartile Ranking
as at Maturity
90%

performance relative to peers once the final portfolio has been
assembled.
Fig. 3 shows year six performance of buyout funds vs. mature
performance, while Fig. 4 shows the same information but for
venture funds.
Clearly at this point in the fund’s life, relative performance is a
very strong indication for future performance of both buyout and
venture funds – especially once again in the case of the best
and worst performing vehicles. Top quartile buyout funds in year
six maintain their top position at maturity in 67% of cases, with
venture maintaining in 73%. Top quartile funds from year six are
beating the median at maturity in 89% of cases for buyout funds
and 95% of cases for venture funds in our sample.
At the bottom end it is now extremely unlikely that fund managers
are able to turn performance around that is poor relative to peers
in year six, with only 11% and 7% of buyout and venture funds
respectively in the bottom quartile in year six going on to beat the
median at maturity.
For funds in the second and third quartiles, the outlook is less
certain, mostly due to the existence of other quartiles at two rather
than just one end. The evidence does show that buyout funds
have been substantially more likely to beat the median if they are
in the upper quartiles at the end of year six, while the outlook for
venture funds remains rather more uncertain. It could be the case
that the very best and very worst venture funds are already set in
place at this point in many cases, but for second quartile vehicles
with more mixed portfolios there remains significant uncertainty.

83%

Approaching the End: Mature Performance

80%
71%

Proportion of Funds

70%

63%

60%
50%

46%

50%

As a fund nears the end of its life-cycle, fewer investments are
held in the portfolio, much of the overall fund returns have already
been set, and changes in valuation have far less impact on overall
IRRs.

53%

40%
30%
20%
10%
0%
Year 4

Source: Preqin

Year 5

Year 6

Year 7

Fund Investment Year

5 Private Equity Spotlight, February 2011

Year 8

Year 9

Fig. 5 shows the proportion of all private equity funds that
maintain the same fund quartile between the year in question and
the final mature quartile rating. Although there is a clear trend of
funds being ever more likely to maintain their position as they get
closer to maturity, even for funds in year eight and nine, there
is a small but significant proportion which are changing quartiles

© 2011 Preqin Ltd. www.preqin.com

Feature

Download Data

Early Warning System for LPs

– although at this stage it is likely to be a
movement up or down of one quartile.

REGISTER TODAY
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global private equity’s most relevant issues.

Conclusions: Keep An Open Mind?

The overriding message coming from the
analysis is that quartile performance is
important, even at an early stage of a fund’s
life. Such performance is especially important
for funds that feature in the top and bottom
quartiles, and those interested in purchasing
interests on the secondaries market should
pay special attention to relative performance
of vehicles, and show caution when
considering bottom quartile funds. With the
possibility of a ‘home-run’ investment, it is
somewhat surprising that bottom quartile
venture funds are less likely to turn around
their performance than buyout funds, but
the data does show that early relative
performance for the top and bottom quartile
venture vehicles is a very strong indication of
final fund performance.
As ever, it is important to keep an open
mind. The data does show that in some
cases fund managers are able to turn around
initially disappointing returns and achieve top
quartile performance. With 17% of vehicles
even moving quartiles between their ninth
investment year and maturity, there is always
the possibility of relative improvement, and
each fund should also be judged on both the
current strength and the future prospects of
its underlying portfolio.
However, the central message is that
interim performance measures from as
early as the fourth year of a fund’s life give
a strong indication of the fund’s likely fund
performance - and should therefore form
a core part of LPs’ due diligence when
considering both commitments to new funds
and investment in secondary interests.
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The Preqin Performance Benchmarks module offers comprehensive
benchmarking tools for the private equity industry. The benchmarks are
calculated using performance returns for over 5,300 funds from our Performance
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equity and venture capital fund performance. In terms of aggregate value, this
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Fundraising: An Insider’s View
Tripp Brower, Capstone Partners
Interview Conducted by Tim Friedman, Preqin
TF: How do you go about making sure that the funds you work on
are well prepared in the current environment?

TB: The headline issues are setting GP expectations according
to market conditions and thorough preparation – it’s critical we
get these right from the starting point. LPs are generally faced
with significant re-ups in 2011 which will take priority and impede
consideration of new fund relationships. It’s very important
to construct a campaign that is built on careful preparation,
processing and thoughtful phasing – target the right LPs in the
beginning and more will follow as you work into a raise, building
momentum and creating scarcity value. The best agents are
constantly interacting with a broad base of LPs across a range
of mandate types and market conditions, and therefore have
a wealth of knowledge that ultimately directly benefits GPs.
Combining this knowledge in close working partnership with GPs
and careful fundraising execution will produce the best results in a
market that is hugely over-supplied with funds and will continue to
move slowly over the next 12-24 months.
We know that there are lots of funds out there struggling to find
support, but we have also seen some funds executing quick
fundraises and above target too. How willing are LPs to commit in
the current climate?

Fast raises are the exception in a market where the average
raise takes approximately 18 months. LPs are certainly healthier
and more open to investing compared to 2009/2010. The public
markets have recovered some of the lost ground. Investment
professionals and their investment committees are far enough
away from the real low point of the industry and depth of their
portfolio valuations and are in the position now where they
can look up with a clear view and be willing to take on new
relationships. That said, bringing a new LP relationship on board
requires a long list of qualities, time and perseverance – the new
GP is often replacing a legacy GP relationship. Capital has a way
of migrating to the best opportunities, but we remain convinced
fundraising timeframes for most of the GP community will remain
extended this year.
How important are the relationships that placement agents bring?

LP relationships are our primary currency. Coaching, positioning,
writing the materials and guiding a process are all important, but
our LP relationships and reach are critical. You’re only as good
as the quality of the offerings you bring to the LPs time and time
again; the way they’re presented, written up, all the diligence –
it’s all got to stack up or you risk diminishing the access to that
relationship.
I’m still surprised at the number of GPs that will look across the
table at the end of a meeting and say, “That’s great, I enjoyed
learning about your capabilities and mandates, now tell me who
your 20-25 house accounts are that have invested in every fund
that Capstone raised?” The answer is honestly zero. These are
sophisticated investors who do their own work, make their own
decisions and they’re buying the GP not the agent. The agent’s
job is absolutely to be a credible advocate for that GP, to know

7

them inside out and be able to effectively achieve some kind of
prioritization for that GP. If we could look inside the office of any
active LP around the world, what you would see is a fire hazard
of PPMs, way too many for any typically small team of LPs to
process. Part of the value proposition of any professional agent
is to bring additional credibility to a particular offering and to help
an LP understand why they should: a) prioritize consideration; b)
commit to meeting the principals; and c) ultimately invest in it.
Presumably you have to be very selective in terms of the GPs you
represent, otherwise it will ruin your reputation with LPs?

We’ve taken a very disciplined, “less is more” approach in the
last three years, carrying a somewhat lighter mandate load
than in prior years. Good selection is critical to our success and
continuing strong LP relationships. Our GP and fund evaluation
is 90% the same as that which the LP does; the same boxes, set
of reference calls, diligence analysis, and review of prior track
records. The 10% delta relates to commercial considerations,
i.e. universe of targeted LPs, our confidence in reaching target,
timeframe for the raise, and chemistry with the fund management
team to name a few. As a pure play placement firm that takes on
8-10 mandates a year, we’ve got to be very careful in evaluating
the 500-600 funds we consider annually to select the eight we
engage.
With so many funds out there, how important is past performance
as a differentiating factor for potential LPs? How can first-time funds
tackle this issue?

Prior track record is very important; the more cash to cash the
better, the more compelling the IRRs/multiples the better. That
said, we’re in a market where, despite a good dose of realizations
and distributions over the past year, the average LP looking at
the funds coming across in 2011 will have to do a fair amount of
deep diligence on a large, unrealized portfolio in most any vintage
2005-2008 funds returning to market. The LP has to analyze the
unrealized companies in a GP’s portfolio and make judgments
about how they’re marked, what’s the trajectory, and do they
have a few realizations coming over reasonable time frames?
That workload fuels the time drag that will feed into what can
be construed as a very slow fundraising market in spite of some
funds getting raised reasonably quickly.
First-time funds can get raised; there are good examples and they
happen every year. The requirement is that it’s not a first-time
principle investing team. The GP must be a high-quality team with
a successful track record investing in a compelling investment
strategy. We regularly raise first-time funds that possess these
qualities.
What are LPs looking for? Are there any trends, specific types, sizes,
geographies, etc?

The smaller fund theme is still the headline. Different investors will
define them in a variety of ways – sub $2bn or $500mn and below.
Let’s just say that a small fund pursuing less efficient markets
is one that has a better chance of producing outsized returns.
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There is continued interest in the small buyout arena and the
distressed space, more so on the controlled distressed/turnaround
side of the fence than the distressed debt side. Industry-specific
funds in a handful of areas remain topical, particularly with very
seasoned investors that have a lot of their core positions already
established. Typically, they will include specific geographic or
industry concentrations they want a specialist to give them
exposure to, for example energy, infrastructure, consumer goods
and financial services.
Geographically, there are a couple of emerging markets that are
of clear interest, like Brazil. With any emerging market, a big
portion of the LP interest is exploratory, and a part is real and will
migrate into that region. The question becomes do you invest in
Brazil-only funds or do you invest in pan-South America funds,
or employ both tactics? Different LPs will opt for different ways of
getting exposure. China is still in the spotlight, but it is becoming
increasingly difficult to differentiate between the plethora of
China-focused funds that have been cropping up. China is a very
different market, and depending on what statistics you believe,
there are upwards of 500 private equity funds that are Chinacentric. You have to figure out which, other than the obvious brand
names, are the groups to back. It’s an area that will continue to
attract capital, and it’s increasingly hard for LPs from other parts
of the world to try to figure out who the winners are.
Do you think we’ll continue to see a move away from big funds? Or
will they always be ok raising the $10bn-plus funds?

The well-established brands will continue to raise their money. It’s
ironic because the surveys show that very few LPs have interest
in mega funds, but the Blackstones of the world continue to show
an ability, if they stay in market long enough, to raise capital. The
other big brands will have to cast their nets farther geographically
and down market into different channels of investors in order to do
it, but they will get their funds raised.
In summary, although capital allocated to the PE asset class will
likely increase in 2011, there will continue to be a high standard
for past fund performance. The bar is high, and LPs will have
many viable fund choices across sectors, strategies and cap
sizes. Fundraising for most of the GP community will take longer
than in prior vintages, and leak into 2012 in many cases. That
said, most in the PE community will “take” 2011 over 2009 and
2010 any day.

Tripp Brower
Partner, Capstone Partners
www.csplp.com
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Latin American Fund Managers
Over the past couple of years there have been increasing levels of private equity activity in Latin America.
Kamarl Simpson looks at the make-up of private equity firms headquartered in the region.

Latin America has become increasingly popular with investors
over the last 10 years. Preqin’s Fund Manager Profiles database
provides details for 183 private equity firms located across the
globe that will invest in Latin America, with 131 actively managing
at least one fund with a geographic focus that includes Latin
America.

Fig. 1: Latin America-Focused Private Equity Fundraising,
2001 - 2011 YTD
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Fig. 1 shows that Latin America-focused fundraising peaked in
2007 with 28 funds raising $10.1 billion in aggregate capital.
Fundraising decreased in 2008 and again 2009 in terms of
number of funds and aggregate capital raised. However, 2010
was a healthier year for Latin America-focused private equity
fundraising, with 15 funds raising an aggregate $9.4 billion in
commitments.
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Fig. 2: Breakdown of Latin America-Focused Funds by Fund Type
(Based on Fund Size)
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equates to 25% of capital raised by Latin America-focused funds.
They are also prominent in the current Latin America-focused
fundraising market with 12 funds aiming to raise an aggregate
$4.1 billion.
Infrastructure funds are currently seeking the largest proportion of
capital for investment primarily in Latin America, with nine funds
aiming to raise $4.5 billion in aggregate capital, representing
21% of the total capital sought. Infrastructure investment plays a
key role in aiding the development of emerging markets, helping
improve key sectors that catalyze economic development such as
transportation, telecommunications, energy and utilities.

Fig. 3: Breakdown of Latin America-Focused Fund Managers by
Manager Location
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Proportion of Fund Managers
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Historical and Current Latin America-Focused Fundraising

Buyout fund managers have raised the most capital, $20.4 billion
through 53 funds, representing 35% of aggregate capital raised
across all fund types. However, buyout fund managers account for
just 8% of total capital currently being sought by funds focused on
the region. Real estate fund managers have raised the secondlargest amount historically, having closed on an aggregate $14.9
billion in capital commitments across a total of 41 funds. This
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Fig. 2 shows the split of private equity fundraising by fund type for
all funds ever closed focusing on the region, as well as the split
for Latin American funds currently seeking capital from investors.
Funds primarily investing in Latin America have raised an
aggregate $58.8 billion in capital with a total of 229 funds closed
up to February 2011. In addition, there are currently 56 Latin
America-focused funds in market targeting an aggregate $21.1
billion.

No. Funds
Raised

20

80%

46%

50%

70%
Elsewhere

60%
50%

Latin
America

40%
30%

54%

50%

Managers of Funds Closed 2001
- 2011 YTD

Managers of Funds Currently
Raising

20%
10%
0%

Source: Preqin

© 2011 Preqin Ltd. www.preqin.com

Fund Managers

Latin American Fund Managers

Download Data

Fig. 4: Top 10 Private Equity Fund Managers by Aggregate Capital Raised for Latin America-Focused Funds 2001 - 2011 YTD

Manager

Manager
Location

Brookfield Asset Management
Advent International
GP Investments
Southern Cross Group
Gávea Investimentos
CIM Group
Pramerica Real Estate Investors
Angra Partners
Patria Investimentos
Prosperitas Investimentos

Canada Infrastructure, Natural Resources, Real Estate, Timber
US
Buyout
Brazil
Buyout, Venture
Argentina
Buyout
Brazil
Growth
US
Real Estate
US
Real Estate
Brazil
Buyout, Infrastructure, Late Stage
Brazil
Buyout, Real Estate
Brazil
Real Estate

Fund Type(s)

No. Funds
Raised

Aggregate
Commitments ($bn)

7
4
4
3
3
1
4
3
5
3

6.3
3.5
2.7
2.6
2.3
2.0
1.5
1.5
1.4
1.0
Source: Preqin

Fund Manager Locations

Fig. 3 shows that 54% of managers of Latin America-focused
funds raised from 2001 onwards are headquartered in the region.
The firms that have raised funds primarily investing in Latin
America are headquartered in 19 countries around the world.
There are 23 Brazil headquartered fund managers, representing
45% of the Latin America headquartered fund managers and
accounting for $12 billion of the aggregate capital raised by funds
primarily investing in Latin America. Mexico is also prominent,
with 11 firms headquartered in the country raising $1.4 billion in
aggregate capital over the last 10 years.
In terms of fund managers headquartered outside of Latin
America, US-based managers are the most numerous,
accounting for 37 (80%) of the firms located outside the region.
US-based fund managers have raised the largest amount
of aggregate capital for investment in Latin America, with an
aggregate $18.4 billion raised, representing almost 42% of total
capital raised over the last decade. Four Europe-based fund
managers (located in the UK, Spain, and Portugal) have raised
almost $1.2 billion in aggregate capital for Latin America-focused
funds. Latin America-focused funds have also been raised by fund
managers based in India and the United Arab Emirates.
Half of the managers of the 56 Latin America-focused funds
currently seeking capital from investors are headquartered in
the region, and half are based elsewhere. In terms of capital
sought, fund managers headquartered outside of Latin America
are targeting $12.8 billion in commitments, 61% of the total
capital currently targeted by Latin America-focused funds, which
highlights that foreign fund managers are aiming to raise larger
funds, on average, than their domestic counterparts.

focusing on Latin America in the past 10 years. The firm has
invested in the region through a diversified range of fund types
and has raised a total of seven funds, garnering $6.3 billion in
aggregate capital commitments, which equates to a significant
14% of total capital raised by all Latin America-focused funds
over the last 10 years. Brookfield Asset Management’s latest
fund targeting investment in Latin America to close was the $330
million Brookfield Brazil AgriLand Fund. This natural resources
fund focuses on agricultural land investments in Brazil.
Advent International has raised the second-largest amount of
capital for Latin-America focused funds over the last decade. Its
most recent fund, Advent Latin American Fund V, raised $1.65
billion. The buyout fund focuses on control buyouts and expansion
financings of companies across Latin America, investing mainly in
Brazil, Mexico and Argentina across a range of sectors including
aerospace, business services, consumer products and services,
education, and financial services.
Brazil-based GP Investments is the third-largest private
equity firm in terms of Latin America-focused funds raised in
the last 10 years. The firm has raised $2.7 billion in capital
commitments through three buyout funds and one venture fund.
GP Investments’ most recent fund, GP Capital Partners V, raised
$1.1 billion. The fund invests across a range of industries and
has a primary focus on Brazil, also investing in Argentina, Chile,
Colombia, Mexico and Peru.

US firms account for the largest proportion of funds currently
in market focusing on Latin America, with 22 firms targeting an
aggregate $10.2 billion in capital commitments through 24 funds.
This equates to almost 49% of capital currently being raised for
Latin America-focused private equity funds.
10 Brazil-based fund managers are raising 12 Latin Americafocused funds. These funds are aiming to raise $6.8 billion in
aggregate capital, equating to 32% of capital currently being
raised for investment in Latin America.

Data Source:

Fig. 4 shows that Canada-headquartered Brookfield Asset
Management has raised the most capital for funds primarily

www.preqin.com/fmp
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profiles and data on private equity fund managers.
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Funds Achieving Fundraising Target
2006 vs. 2010
Difficult fundraising conditions meant that the final fundraising figures for 2010 were significantly lower than
previous years. Rich Stus looks at how many funds closed in that period reached or exceeded their target.

The difficult fundraising conditions experienced by fund managers
in 2010 is reflected in Fig. 1, which shows 50% of all private
equity funds that reached a final close last year did so below
target. The 2010 figure is up significantly from the 25% of funds
that failed to reach their target during 2006, one of the industry’s
strongest fundraising years. With funds launched after the onset
of the current economic downturn often setting lower targets than
funds raised in earlier times, the results are indicative of just how
challenging conditions have been.
However, although on an overall basis the results are somewhat
concerning, it is interesting to note that 38% of funds still
exceeded their original fundraising target in 2010. The figure
shows that there is still demand from investors for a compelling
fund proposition.
Notable examples of funds closing above their originally targeted
capital amounts include Atlas Capital Resources. The debut
traditional turnaround/distressed debt fund from Greenwich-based
Atlas Holdings closed on $365mn, which was $115mn above its
original fundraising target. Brookfield Asset Management raised
the Brookfield Americas Infrastructure Fund to invest in largescale infrastructure transactions specifically in the energy, utilities
and transportation sectors. The fund had an initial target of $1.5bn
but had gathered a total of $2.7bn by the time it reached its final
close in September 2010. Similarly, Kleiner Perkins Caufield &
Byers achieved $200mn, twice its initial target, for the iFund, a
fund raised in conjunction with Apple supporting Apple application
developers and related digital media companies.

Fig. 1: Final Close Amount as a Percentage of Original Target:
2006 vs. 2010

100%
9%

Proportion of All Funds Clsoed

The ability of a fund manager to achieve its targeted fundraising
level is a key indication of appetite in the market for the manager’s
new vehicle. When multiple funds are viewed together, it can give
an indication of overall market enthusiasm for new private equity
funds. Of course, fund managers will set fund targets according
to market conditions, but by viewing the differences between
the ability of fund managers to achieve targeted levels across
different years some important trends emerge.
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Data Source:
Preqin’s Funds in Market database contains details of over
1,500 private equity funds on the road seeking capital, plus
information on every vehicle that has closed since 2003. For
more information about this product and how it can assist you,
please visit:
www.preqin.com/fim

Achieving success in the fundraising market comes as a result of
a number of factors – correctly positioning the fund, listening to
existing LPs and carefully targeting new investors, ensuring terms
and conditions are properly aligned and adopting a strategy that
is appropriate for current market conditions to name but a few.
The evidence shows that if GPs achieve best practice in all these
areas, then despite a more cautious investor community, it is still
possible to meet and even exceed expectations.
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Buyout Fundraising
Anna Stumillo looks at the state of the buyout fundraising market.

Fig. 1: Buyout Funds on the Road

Fig. 2: Final Close Barometer
Source: Preqin
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Fig. 3: Significant Buyout Funds on the Road

Fund
KKR North American XI Fund
BC European Cap IX
Berkshire Fund VIII
Vestar Capital Partners VI
American Securities Partners VI
Lion Capital Fund III
Montagu IV
Abraaj Buyout Fund IV
Aquiline Financial Services Fund II
Hony Capital RMB Fund II

Manager
Kohlberg Kravis Roberts
BC Partners
Berkshire Partners
Vestar Capital Partners
American Securities
Lion Capital
Montagu Private Equity
Abraaj Capital
Aquiline Capital Partners
Hony Capital

Target Size (mn)
10,000 USD
6,000 EUR
4,000 USD
3,500 USD
3,000 USD
2,000 EUR
2,000 EUR
2,000 USD
2,000 USD
10,000 CNY

Location Focus
North America
Europe
North America
Global
North America
North America, Europe
West Europe
MENA, Africa, South Asia
North America, Europe
China
Source: Preqin

Fig. 4: Recently Closed Buyout Funds
Birch Hill Equity Partners IV

Trident Fund V

Manager: Birch Hill Equity Partners
Target Size (mn): 850 CAD
Closings (mn): First Close: 425 CAD (Nov-2009), Final Close:
1,040 CAD (Jan-2011)
Geographic Focus: Canada
Industry Focus: Diversified
Placement Agent: Shannon Advisors
Sample Investors: California Public Employees' Retirement
System (CalPERS)

Manager: Stone Point Capital
Target Size (mn): 2,250 USD
Closings (mn): First Close: 1,200 USD (Jul-2010), Final Close:
3,500 USD (Dec-2010)
Geographic Focus: North America
Industry Focus: Diversified
Law Firm: Debevoise & Plimpton
Placement Agent: Lazard Private Fund Advisory Group
Sample Investors: ATP Private Equity Partners, Los Angeles Fire
and Police Pension System, Teachers' Retirement System of the
State of Illinois

Snow Phipps Fund II

Manager: Snow Phipps Group
Target Size (mn): 700 USD
Closings (mn): First Close: 308 USD (Mar-2010), Final Close:
613 USD (Jan-2011)
Geographic Focus: North America
Industry Focus: Diversified
Placement Agents: Credit Suisse Private Fund Group,
Guggenheim Private Fund Group, Raymond James
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Venture Fundraising
Anna Stumillo looks at the state of the venture fundraising market.

Fig. 1: Venture Funds on the Road

Fig. 2: Final Close Barometer
Source: Preqin
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Fig. 3: Significant Venture Funds on the Road

Fund
AVIC Fund of China
VantagePoint Venture Partners VI
InSight Venture Partners VII
KIPCO Opportunity Fund
Millennium Private Equity Media &
Telecommunication
Pangaea Two
KKR China Growth Fund
AIF Capital Asia IV
Ares Corporate Opportunities Fund Asia
Kleiner Perkins Caufield & Byers Digital Growth
Fund

Jan-10

Manager
Target Size (mn)
Yufeng Fund Management
20,000.0 CNY
VantagePoint Venture Partners
1,500.0 USD
InSight Venture Partners
1,400.0 USD
Kuwait Projects Co.
1,000.0 USD
Millennium Private Equity
1,000.0 USD
Cartesian Capital Group
Kohlberg Kravis Roberts
AIF Capital
Ares Management
Kleiner Perkins Caufield &
Byers

1,000.0 USD
800.0 USD
750.0 USD
750.0 USD
750.0 USD

Jan-11

Location Focus
China
North America
US
MENA
Africa, Global, Middle East
Brazil, China, India, Asia and Rest Of World
China, Hong Kong, Taiwan, Greater China
Asia
Asia
US
Source: Preqin

Fig. 4: Recently Closed Venture Funds
Asean China Investment Fund II

Manager: UOB Venture Management
Target Size (mn): 250 USD
Closings (mn): First Close: 46 USD (Dec-2009), Second Close:
75 USD (Apr-2010), Final Close: 150 USD (Dec-2010)
Geographic Focus: Greater China, China, ASEAN, Indonesia,
Malaysia, Philippines, Singapore, Thailand, Vietnam, Cambodia,
Laos
Industry Focus: Aerospace, Agriculture, Beverages, Biomedical,
Biotechnology, Chemicals, Clean Technology, Computer
Services, Construction, Consumer Products, Consumer
Services, Distribution, Education / Training, Electronics, Energy,
Environmental Services, Healthcare, Industrial, Information
Services, IT, Life Sciences, Manufacturing, Materials, Media,
Medical Devices, Medical Instruments, Mining, Natural
Resources, Oil & Gas, Pharmaceuticals, Predictive Medicine,
Publishing, Renewable Energy, Retail, Semiconductors, Shipping,
Telecoms, Transportation
Fund Administrator: Schroders Private Equity Services
Sample Investors: Asian Development Bank, China
Development Bank, IDFC Capital (Singapore), Proparco, United
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Overseas Bank
Clairvest Equity Partners IV

Manager: Clairvest Group
Target Size (mn): 400 CAD
Hard Cap (mn): 500 CAD
Closings (mn): First Close: 200 CAD, Second Close: 228 CAD
(Nov-2009), Third Close: 275 CAD (Dec-2009), Fourth Close: 312
CAD (Mar-2010), Final Close: 467 CAD (Jan-2011)
Geographic Focus: North America
Industry Focus: Business Services, Diversified, Environmental
Services, Gaming, IT Infrastructure
Placement Agent: NovaFund Advisors
Kaibo Yinke Investment Enterprise

Manager: KTB Investment & Securities
Closings (mn): Final Close: 500 CNY (Jan-2011)
Geographic Focus: China
Industry Focus: Business Agriculture, Healthcare, High-Tech,
Industrial, Manufacturing
Sample Investors: Korea Development Bank

© 2011 Preqin Ltd. www.preqin.com
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Deals Spotlight
IPO Exits
2011 is set to be a much stronger year for private equity IPOs, Kouji Sonobe looks at this area of the market.

Each month Preqin examines an aspect of the private equity
buyout market to gain some insights into the trends and
developments within the industry. This month we examine some
of the characteristics of buyout IPO and private placement exits.

Fig. 1: Semi-Annual Number and Aggregate Value of PE BuyoutBacked IPOs/Private Placements, 2006 - 2011 YTD
30

100

The returning appetite of investors has fuelled several notable
PE-backed IPOs/private placements since the start of 2010.
Notable examples can be seen in Fig. 4 and include the floatation
of TDC A/S, a Danish telecommunications company backed by
Apax Partners, Blackstone, KKR, Permira and Providence Equity
Partners. The firm was purchased back in 2006 for DKK 76 billion,
one of the largest buyout deals in Europe at the time. The firm’s
offering was fully subscribed in December 2010, raising DKK
12.3 billion. Another company acquired during the buyout boom
that recently refloated on the public markets is Kinder Morgan,
which raised $2.865 billion in February 2011, pricing its shares
above the expected range due to strong demand. As the economy
continues to recover from the financial crisis, we expect to see
more PE firms exiting their investments, either through trade
sales, secondary transactions or IPOs.
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Fig. 2 Breakdown of PE Buyout-Backed Exits by Type,
2006 - 2011 YTD
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Following the downturn caused by the global financial crisis in
mid-2008, market conditions have started to improve, allowing
private equity firms to exit some of the investments made during
the boom era. As shown in Fig. 1, during 2010, 145 IPOs and
share sales occurred with an aggregate value of $38.7 billion,
twice the aggregate value seen in 2009, and a twelve-fold
increase in comparison to 2008, the lowest point for IPO activity
in recent years. As Fig. 2 shows, 17% of PE-backed exits in 2010
came from IPOs and share sales, a significant increase from
2008, when only 5% of exits were made via IPOs.
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Fig. 3: Notable Forthcoming Proposed PE Buyout-Backed IPOs

Name

Deal Size
Date
(mn)
Reported

Type

Planned
Offering (mn)

Industry

Location

Dec-10

IPO

4,600

Healthcare

US

1,700

Feb-11

IPO

1,000

US

GBP
USD

835
125

Feb-11
Sep-10

IPO
IPO

341
300

Consumer
Products
Leisure
Transportation

US
US

USD

1,650

Sep-10

IPO

350

Retail

US

Deal Date

Buyers

Currency

HCA, Inc.

Jul-06

USD

33,000

Samsonite
Corporation
Fitness First
Spirit Airlines

Jul-07

Bain Capital, Citigroup, Kohlberg
Kravis Roberts, Merrill Lynch Global
Private Equity, Ridgemont Equity
Partners
CVC Capital Partners

USD

Sep-05
Feb-04

GNC

Feb-07

BC Partners
Oaktree Capital Management, Indigo
Capital
Ares Management, Ontario Teachers'
Pension Plan Board

Source: Preqin
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Fig. 4: 10 Notable PE Buyout-Backed IPOs/Private Placements, 2010 - 2011 YTD

Deal Date

Buyers

Currency

Kinder Morgan

May-07

USD

TDC A/S

Oct-05

DKK

76,000

The Nielsen
Company

Mar-06

USD

Pandora

Mar-08

Carlyle Group, GS
Capital Partners,
Riverstone Holdings,
AIG
Apax Partners,
Blackstone Group,
Kohlberg Kravis
Roberts, Permira,
Providence Equity
Partners
AlpInvest Partners,
Blackstone Group,
Carlyle Group, Hellman
& Friedman, Kohlberg
Kravis Roberts, Thomas
H Lee Partners
Axcel

Deal
Size
Exit Date
(mn)
22,400 Feb-11

China Pacific Life
Insurance
Amadeus

Dec-05
Jul-05

Ping An Insurance
Group
Brenntag

May-10

Chr. Hansen
Sihuan
Pharmaceutical

Apr-05
Aug-09

Name

Jan-04

Exit Type

Exit Size (mn)

Industry

Location

IPO

2,865

Energy

US

Dec-10

Private
Placement

12,300

Telecoms

Denmark

12,034

Jan-11

IPO

1,890

Information
Services

US

DKK

1,100

Oct-10

IPO

9,737

Denmark

Carlyle Group

USD

410

Jan-11

1,790

BC Partners, Cinven,
Air France, Deutsche
Lufthansa, Iberia
TPG

EUR

4,340

Apr-10

Private
Placement
IPO

Consumer
Products
Insurance

1,320

IT

Spain

USD

-

May-10

1,250

Insurance

China

EUR

1,400

Mar-10

Private
Placement
IPO

748

Chemicals

Germany

DKK
USD

8,200
318

Jun-10
Oct-10

IPO
IPO

5,520
852

Chemicals
Pharmaceuticals

Denmark
China

Bain Capital, BC
Partners
PAI Partner
China Pharma, Morgan
Stanley Private Equity
Asia

Data Source:
Included as part of Preqin’s integrated
360° online private equity database, or
available as a separate module, Deals
Analyst provides detailed and extensive
information on private equity backed
buyout deals globally. The product has
in-depth data for over 20,000 buyout
deals and 7,500 exits across the globe,
including information on 1,000 IPOs
and private placements, containing
information on deal and exit value,
buyers, sellers, debt financing providers,
financial and legal advisors, and more.
www.preqin.com/deals
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The Latest Developments in the Private Equity Secondaries Market
for Buyers, Sellers, Intermediaries & Advisers

This seminar will help you achieve your strategic goals by providing
you with a solid understanding current thinking and strategy within
the secondary market.
Programme coverage includes:

• Introduction and analysis of the secondary market
• The sales process and role of the financial adviser
• Secondaries direct
• Deal structuring & alternative structures
• Legal considerations to secondary sales
• Valuing & pricing secondary deals
Plus!

• Practical Case Study Recent Secondary Transaction
• Interactive Session Challenges for the Secondaries Market
Organised by:

15th March 2011, etc Venues, Bonhill House, London

an Informa business

Speaker Faculty:
Mark Burch, Managing Partner
ARCIS CAPITAL
Andrew Hawkins, Managing Partner
VISION CAPITAL
Joe Topley, Managing Director
PARISH CAPITAL
Sebastian Junoy, Partner
HEADWAY CAPITAL
Andrew Sealey, Managing Partner
CAMPBELL LUTYENS
Patrick Knechtli, Investment Director
SL CAPITAL PARTNERS
Tom Anthoffer, Partner
CIPIO PARTNERS
Adrian Maguire, Partner
FRESHFIELDS BRUCKHAUS DERINGER LLP
Thomas Liaudet, Principal
CAMPBELL LUTYENS
David Waxman, Managing Director
AZLA ADVISORS
Victoria Sigeti, Senior Associate
FRESHFIELDS BRUCKHAUS DERINGER LLP

REGISTER TODAY!Call +44 (0) 20 7017 7790 • Fax: +44 (0) 20 7017 7824
email: kmregistration@informa.com
For the latest programme and to register, please visit: www.iir-events.com/secondaries
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Investor Spotlight
Funds of Funds: Evolution of the Market
The private equity market has changed dramatically since the global financial crisis, Joe Childs looks at what
this means for private equity funds of funds.

Fundraising Market

The fundraising environment for all private equity vehicles
remains tough, with difficult conditions seen in 2009 persisting
throughout 2010. Managers are bringing fewer vehicles to market
and targeting less capital than during the industry’s peak years
of 2006-08, while the number of funds closing and the amount of
capital secured have also declined in the past couple of years.
A drop in the market share of funds of funds in 2010 indicates that
it has been a particularly difficult year of fundraising for managers
of these vehicles (see Fig. 1). The capital raised by funds of funds
represented just 6% of the 2010 market total, compared to an
average of almost 11% over the previous five years and 12% in
2009.
Changes in Investor Motivation

In the current market, some of the key reasons for investors
participating in funds of funds are less compelling than they have
been in the past. The attraction of fund of funds managers as
providers of exposure to top-tier and difficult-to-access funds, for
example, is no longer as relevant. The oversubscription of private
equity funds that was seen in the asset class a few years ago is
rare in today’s market, making it easier for investors to participate
directly in their chosen funds without the need to invest via fund of
funds vehicles. Some managers are also dropping the minimum
commitment levels, allowing smaller investors to adequately
diversify their portfolio without using funds of funds.
The pool of new fund of funds investors is also smaller than in
recent years. Some LPs that invested in funds of funds in the past
to gain experience of the asset class now feel that they
have the necessary knowledge to commit to private equity funds
directly, avoiding the additional fees attached to fund of funds
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Fig. 1: Fundraising for Funds of Funds as a Proportion of Overall Private
Equity Fundraising, 2005-2010
Funds of Funds as a % of All Fundraising

Funds of funds have long acted as an important conduit for
the flow of capital into the private equity industry. They provide
a means of accessing the asset class for investors that lack
the finance, knowledge or experience required to select and
participate in funds directly. They also represent a key and
significant source of capital for private equity fund managers,
often making repeat investments with the same firm. This duality
has meant that in the wake of the financial crisis and a slump in
overall private equity fundraising, the importance of funds of funds
has grown while the managers of such vehicles have themselves
faced difficulties in raising capital.
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investments. At the same time, fewer new investors, which have
historically represented a strong source of capital for fund of
funds, are entering the asset class for the first time as a result of
market uncertainty. Conditions are therefore very challenging, and
firms are having to work harder than ever in order to identify and
attract new limited partners.
Performance of Funds of Funds

The performance of funds of funds has improved recently –
the one-year horizon IRR to June 2010 was 11.6% compared
to 0.2% and -12.0% to December 2009 and December 2008
respectively – but the long-term returns offered by these vehicles
are considerably less attractive compared to those of direct
investment funds: as at June 2010, the five-year horizon return
for funds of funds was 6.9%, while the average across all private
equity fund types was 15.7%.
It is interesting to note, however, that there is a significant gap
between the best and worst fund of funds performers, and there is
strong evidence that the top performing managers are successful
across multiple funds. Analysis in this year’s Private Equity Fund
of Funds Review (which presents fund-level performance data for
over 600 fund of funds vehicles) shows that 39% of managers of
top quartile funds of funds go on to manage a top quartile followon vehicle, while 66% of top quartile managers outperform the
median benchmark with their next offering. Conversely, 64% of
bottom quartile managers fail to beat the median benchmark with
their next fund of funds.
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Investor Appetite – Existing Investors

The 17th Annual Columbia Business School
Private Equity & Venture Capital Conference

Preqin’s October 2010 survey of 148 fund of funds
investors indicates that half intend to make new
commitments to funds of funds in the next three years,
while an additional quarter will consider making new
commitments in this period. As evidenced by the
current fundraising market, however, investors are
generally being more cautious than ever when making
new commitments.
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Stephen Murray ‘89 President and Chief Executive Oﬃcer of CCMP Capital

Investing in a Greening Marketplace

AFTERNOON KEYNOTE ADDRESS
Stuart Ellman Co-Founder & Managing Partner of RRE Ventures

Venture Capital in New York: Investing in Silicon Alley

Private Equity in the Emerging Markets: Charting the Course
The LP/GP Relationship: Where Does it Stand and Where is it Going?
Private Equity Panel: The Leveraged Buyout in 2011
Real Estate Private Equity: Investing in the Wake of the Storm

One-third of survey respondents that plan to commit
to a fund of funds in the next three years expect
to do so in 2011, but 51% are yet to decide on the
timing of any new activity (see Fig. 3). Firms that
are seeking to raise new funds, therefore, will need
to persuade investors of their attributes and to
differentiate themselves in a market that offers plenty
of alternatives. Given that the past performance of
fund of funds managers has traditionally been a strong
indicator of future performance, limited partners are
also reviewing track records extensively, adding to the
challenge faced by firms looking to secure capital.

Even for those fund of funds managers that do not
have a new fund in the market, the indication is that
Register now at
they will need to carefully consider investor relations
www.cbspevcconference.com
in order to secure re-up commitments in the future.
Although investors commonly have long-established
relationships with fund of funds managers, our survey
also
shows
that just over half of respondents will remain open
This demonstrates that there is a considerable degree of skill
to investing with teams they have not made allocations to in the
among the most successful managers. It also suggests that
past.
funds of funds are a compelling investment solution for investors
if they can establish relationships with the right managers. This
With so much variation in the performance of fund of funds
is supported by Fig. 2, which shows that 55% of the vehicles
managers, and with a large number of firms offering strategically
that fund of funds firms invest in are ranked in the top two
similar vehicles, investors are going to have to make their
performance quartiles.
investment decisions carefully to ensure they make the right
choice. As fund of funds managers work harder to identify the

Fig. 2: Breakdown of Underlying Fund Investments Made by Fund of
Funds Managers by Quartile Ranking

Fig. 3: Investors’ Expected Timeframe for Next Commitment to a Fund
of Funds

Source: Preqin

Source: Preqin
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Fig. 4: Ten Examples of Consolidation and Spin-Out Transactions in the Private Equity Fund of Funds Market in 2010

Fund of Funds Managers
AIG Investments
- now known as PineBridge
Investments
Gartmore Private Equity,
Hermes Private Equity
Sal. Oppenheim Private
Equity Partners, RREEF
Private Equity, DB Private
Equity
AGF Private Equity
- now known as Idinvest
Partners
LODH Private Equity
- now know as Akina
Citi Private Equity,
StepStone Group
GKM Newport, Macquarie
Funds Group
PCGI
- now known as
57 Stars
Piper Jaffray Private
Capital Group
- now known as North Sky
Capital
Pohjola Private Equity
Funds, Access Capital
Partners

Transaction Summary
The purchase of PineBridge Investments was completed in March 2010 by Hong Kong-based Pacific Century Group. The
fund of funds unit was previously part of AIG Investments, the investment advisory and asset management business of
American International Group (AIG).
Hermes GPE was established as an independent private equity fund of funds manager and advisor in April 2010 following
the merger of Hermes Private Equity and Gartmore Private Equity, the respective fund of funds arms of London-based
firms Hermes and Gartmore.
DB Private Equity was established in April 2010 when the operations of RREEF Private Equity, Sal. Oppenheim Private
Equity Partners (SOPEP) and Deutsche Bank’s private equity division of its wealth management business were brought
together. The bank had completed the €1 billion purchase of Sal. Oppenheim Group, a European private bank, in March
2010.
France-based private equity firm Groupe IDI completed the purchase of Idinvest Partners from the Allianz France group
in May 2010. The management team of the fund of funds business, which had been known as AGF Private Equity, retains
a 49% stake in the firm.
A management buyout of Zurich-based LODH Private Equity was concluded in May 2010. The fund of funds manager
had been a member of the Lombard Odier private banking group and is now known as Akina.
US-based StepStone Group assumed the management of Citi Private Equity’s $4 billion fund of funds operations in
October 2010. As part of the deal that was first announced in July 2010, secondary fund manager Lexington Partners
bought a portion of the proprietary interests Citigroup previously held in the funds now managed by StepStone.
Australia-based Macquarie Funds Group (MFG) completed a takeover of fund of funds manager GKM Newport in
October 2010. Several members of the California-based firm subsequently moved to MFG.
The managers of PCGI bought out Pacific Corporate Group’s (PCG) shareholding in the fund of funds firm in October
2010. The management team, which had been known as Aviva Capital, established the firm as a joint venture with PCG
in 2005. It is now known as 57 Stars
US investment bank Piper Jaffray announced in October 2010 that its private capital group would become an
independent entity following a management buyout. Piper Jaffray Private Capital Group was expected to assume its new
identity, North Sky Capital, in December 2010.
Paris-based fund of funds manager Access Capital Partners (ACP) acquired Finnish counterpart Pohjola Private Equity
Funds (PPEF) in November 2010, increasing its assets under management to €4.5 billion. As part of the transaction,
alternative investment firm Capman sold the majority of its 35% stake in ACP to Pohjola Bank.
Source: Preqin

best prospects, managers of direct investment funds may
also find that automatic re-ups are no longer guaranteed.

Book before
21st Jan and
save up to £390

Fund of Funds Managers: Changes in the Market

LPs attend for free!
Hear from

Richard Laing
CEO
CDC

Luc Rigouzzo
CEO
Proparco

Proﬁtable
Alternatives

Connecting European institutional investors with the African opportunity
Learn from the key European LPs already investing in Africa
Discover what African exposure has worked for top European pension funds, including, Royal County of Berkshire
Pension Fund, British Steel Pension Fund, Commonwealth Education Trust, Hermes Pension Management and Hewitt.
Nagi Adel
Hamiyeh
Managing
Director of
Investments
Temasek
Holdings

Liliang Teng
Chief
Representative
China-Africa
Development
Fund

Navigate the challenges surrounding the deployment of European private equity to
secure signiﬁcant returns
Gain the insights of the organizations that know what’s happening ‘on the ground’: hear from the CEOs of the CDC,
Aureos, Proparco and the African Development Corporation as well as the Commonwealth Secretariat, China-Africa
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Investigate how to overcome the illiquidity concerns that face investors in Africa
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Gain the insights into investment in Africa that you need when planning your portfolio strategy for the next decade.

3 content packed days
Dirke Hoke
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CEO
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Analysing the African Opportunity
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Mergers, acquisitions and spin-outs of management teams
are themes that are not unfamiliar in the private equity fund
of funds market (a number of the currently active firms were
formed following such transactions), but 2010 witnessed
more activity than usual, with several prominent players
involved. Consolidation was inevitable given the market
contraction that has followed several years of considerable
growth. The tough fundraising environment of the last two
years has intensified competition for investor commitments,
with the number of fund of funds previously coming to the
market now unsustainable (196 vehicles targeting $67
billion were on the road in Q4 2008, compared to 146
vehicles targeting $45 billion in November 2010).
Changes in the ownership of some fund of funds units have
also occurred as a result of financial groups increasingly
seeking to focus on core operations. New regulations, such
as the Dodd-Frank Act in the US, that place constraints on
alternative investment activities of banks were introduced
in 2010. Although regulations have proved less severe than
many expected, some banks have sought to dispose of
private equity fund of funds arms.

BOOK NOW! online www.terrapinn.com/2011/africainvest | email bianca.geldenhuys@terrapinn.com | phone +44 (0)20 7242 2324 | fax +44 (0)20 7242 1508
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18 Private Equity Spotlight, February 2011

© 2011 Preqin Ltd. www.preqin.com

Investors

Funds of Funds: Evolution of the Market

As the fundraising climate remains uncertain, further
consolidation is likely to occur in 2011. Similarly,
as financial institutions continue to restructure and
adapt to new legislation, further sales of fund of
funds units to management teams and external
parties could be seen. Fig. 4 provides a sample of
the consolidation, spin-out and buyout activity that
occurred in 2010.
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Private Wealth Management Summit
Over three days, service providers will meet and interact with
senior executives from both single and multi-family offices
through a number of one-on-one business meetings and many
networking activities. In addition, service providers will attend
strategic conference sessions and keynote presentations
delivered by leaders in private wealth investing.

June 5-7, 2011
The Westin Diplomat Resort
Hollywood, FL

www.privatewealthsummit.com/Preqin_ad

The Road Ahead

Other benefits that derive from participating in funds
of funds, including diversification and superior fund
selection, are difficult for investors to successfully
replicate when acting alone and are particularly
important amid continuing financial and economic
uncertainty.
The ability of top managers to provide exposure
to niche and emerging markets is also something
that continues to be valued by investors. Funds
of funds are likely to place greater emphasis on
regions outside of North America and Europe in
the next few years as they seek to expand their
client base while benefiting from the attractive
long-term growth rates anticipated in some
markets, such as China and India.

I rarely have the
chance to network
nowadays
Eric Johnson, Chief Investment Officer
(would benefit from attending this Summit)

The intelligence behind the
world’s leading business events
www.marcusevans.com

5

Analysts’ and Fund Managers’ Forum
and Financial Reporting Awards
in association with

CONFIDENT ABOUT THE CONTINENT

24 March 2011, Thomson Reuters, South Colonnade,
Canary Wharf, London, United Kingdom

2011

Despite recent changes in the market, funds of
funds continue to play an important role in the
private equity industry. The best managers of these
vehicles will continue to attract capital in future and
we expect the market to improve over the coming
years. As in the past, the structure and inherent
advantages of funds of funds mean that they will
attract investors entering the asset class for the first
time, as well as small investors that start to think
about returning to the market after first participating
during the boom years.

$IULFDLQYHVWRU $IULFDҋVOHDGLQJEHQFKPDUNDQGLQGH[SURYLGHU LQFROODERUDWLRQ
ZLWK7KRPVRQ5HXWHUVLVSOHDVHGWRSUHVHQWWKH$QDO\VWVҋ )XQG
0DQDJHUVҋ)RUXPDQLQWHJUDOSDUWRIRXUVHULHVRIURDGVKRZHYHQWVSURÀOLQJ
$IULFDQFDSLWDOPDUNHWVWRWKHLQWHUQDWLRQDOLQYHVWPHQWFRPPXQLW\
7KLV)RUXPLVDXQLTXHKLJKOHYHOQHWZRUNLQJSODWIRUPIRUDQDO\VWVIXQG
PDQDJHUVSHQVLRQIXQGVVRYHUHLJQZHDOWKIXQGVSULYDWHHTXLW\IXQGVLQYHVWRU
UHODWLRQVRIÀFHUVDQGWKHÀQDQFLDOPHGLDWRHQJDJHLQYDOXDEOHDQGVWLPXODWLQJ
GLVFXVVLRQVWRJHWKHUZLWK&(2VIURP$IULFDҋVOHDGLQJOLVWHGFRPSDQLHVDQG
VWRFNH[FKDQJHV

FACILITATING CAPITAL RAISING
 ,WLVDXQLTXHSODWIRUPIRUEX\DQG
VHOOVLGHDQDO\VWVFRYHULQJ$IULFDQ
PDUNHWV

Data Source:
The 2011 Preqin Private Equity Fund
of Funds Review includes data, listings,
profiles and analysis on every aspect of
the private equity fund of funds industry
worldwide.
www.preqin.com/fof
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Secondaries Spotlight
Antonia Lee examines the latest activity on the secondaries market.

Fig. 1: Potential Secondary Market Sellers as a Percentage of
Each Type of Investor Interviewed

Fig. 2: Potential Secondary Market Sellers as a Percentage of
Investors Interviewed in Each Region
Source: Preqin

Source: Preqin
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As the discounts to NAV of secondary fund interests have
decreased over the past year, investors have been more
willing to part with their private equity fund stakes on the
secondary market. Fig. 1 shows the proportion of various
investor types interviewed that are potential secondary
market sellers (showing the seven investor types with the
largest proportions of potential sellers). The investor type
with the highest proportion looking to sell is listed fund of
funds managers; 75% state that they may possibly sell
private equity fund stakes over the next 24 months.

0%
North America

Europe

Asia and Rest of World

Fig. 2 shows potential secondary market sellers by region.
Europe has the highest proportion of investors looking to
exit fund investments through a secondary market sale; 17%
of investors interviewed in this region state that they would
consider selling private equity fund stakes on the secondary
within the next 24 months.

According to Preqin’s unique pricing model, a $10,000,000 commitment to the median 2009 venture fund, which would have called
$2,030,000 and has a reported net asset value (NAV) of $1,891,960, would today fetch $1,887,740 on the secondary market, or
approximately 99% of its NAV.

Secondaries News
New Mexico State Investment Council (SIC) is considering making a
secondary market sale.

SIC may sell a portion of its private equity fund stakes on the
secondary market. This would enable it to manage its portfolio,
which consists of 150 funds from 80 managers, more effectively.
The firm has decided to delay the potential secondary market sale
until it hires a new external private equity investment consultant that
can advise on the sale. SIC expects to select the new investment
consultant in February 2011 with the contract commencing in
March 2011. SIC is reported to have used the secondary market to
exit some of its private equity fund investments in the past.
Amanda Capital is actively seeking secondary market opportunities.

The Finnish fund of funds manager is still looking to purchase
private equity fund stakes on the secondary market. This will be
done through Amanda III Eastern Private Equity, which can allocate
up to 20% of its capital to secondary market investments and is
focused on making commitments to expansion capital and midmarket buyout funds that primarily invest in Russia and Eastern
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Europe. The firm is also in the early stages of raising its latest fund
of funds vehicle, Amanda V East, which will have the capacity to
make secondary market investments to both reduce the average
holding period of the portfolio and to allow for early cash flows to
LPs, thus mitigating the J-curve effect.

Data Source:
Secondary Market Monitor (SMM) is a service available
free of charge to accredited LPs. The service enables LPs
to obtain indicative pricing indications on all or part of their
private equity and private equity real estate portfolios.
www.preqin.com/smm
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Conference

Dates

Location

Organizer

23 February 2011

London

IIR

Institutional Investors' Congress

24 - 25 February 2011

Vienna

Opal Financial Group

Private Equity Summit

24 - 25 February 2011

New York

American Conference
Institute

25 February 2011

New York

Columbia Business School

African Investment Summit 2011

28 February - 2 March 2011

London

Terrapinn

Active-Passive Investor Summit

28 February 2011

New York

IMN

SuperReturn International 2011

1 - 3 March 2011

Berlin

ICBI

4th Annual Women’s Private Equity Summit (WPES)

3 - 4 March 2011

Half Moon Bay

Falk Marques Group

Investment Consultants Forum

07 March 2011

New York

Opal Financial Group

Distressed Investment Summit

14 - 15 March 2011

Huntington Beach

IMN

15 March 2011

Moscow

C5

15 - 16 March 2011

New York

PEI Media

15 March 2011

London

IIR

Modern Wealth Management Forum

22 - 23 March 2011

Moscow

LBS International
Conferences

Analysts and Fund Managers Forum

24 March 2011

London

Africa-Investor

29 - 30 March 2011

Beijing

ICBI

29 March 2011

Taipei

AsianInvestor

30 - 31 March 2011

London

Infoline

Regulation of Alternative Investment Fund Managers

Columbia Business School Private Equity & Venture Capital
Conference

CIS Private Equity and Venture Capital
Emerging Markets Investors Forum 2011
Private Equity Secondaries

SuperReturn China 2011
5th Annual Taiwan Institutional Investment Forum
Fund Management Regulation 2011

Africa investor Analysts’ and Fund Managers’ Forum, in association with Thomson Reuters
Date: 24 March 2011
Location: Thomson Reuters Headquarters, Canary Wharf, London, UK
Organiser: Africa investor, to be co-hosted with Thomson Reuters

Investors in Africa are going beyond emerging markets and blazing new trails. Independent research is in a difficult spot, but
some players still have a shot at success. Discussions among experts find consensus on major trends shaping the investment
industry. Africa investor, together with Thomson Reuters, will convene panels of practitioners from diverse industry specialties to
elicit opinions about the trends that are shaping the investment industry.
Africa investor specialises in facilitating capital introduction: pension funds and sovereign wealth funds will meet one-on-one with
A
fund managers at the event.
Information: www.africa-investor.com/event.asp?id=246
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Private Equity Secondaries Seminar

Date: 15 March 2011
Location: etc Venues, Bonhill House, London
Organiser: IIR

This seminar will help you achieve your strategic goals
by providing you with a solid understanding current
thinking and strategy within the secondary market. The
programme includes an introduction and analysis of the
Secondary market, the sales process and role of the
financial adviser, deal structuring and much more.
All PREQIN Subscribers get 10% discount off
A
registration. Simply Quote VIP Code: KM2315PREQWL
Information:

www.informaglobalevents.com/KM2315PREQWL
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Columbia Business School Private Equity &
Venture Capital Conference
Date: 25 February 2011
Location: Alfred Lerner Hall
Organiser: Columbia Business School, 2920 Broadway at

115th Street
“MORNING KEYNOTE ADDRESS
Russell Carson ‘67 Co-Founder of Welsh, Carson,
A
Anderson
& Stowe
LUNCHEON KEYNOTE DIALOGUE
John Howard, Chief Executive Officer of Irving Place
Capital and Stephen Murray ‘89, President and Chief
Executive Officer of CCMP Capital
A
AFTERNOON
KEYNOTE ADDRESS
Stuart Ellman, Co-Founder & Managing Partner of RRE
Ventures”
Information: www.cbspevcconference.com

Africa Investment Summit 2011

Thunderbird 7th Annual PE Conference

Date: 28 Feb - 2 March 2011

Date: 7 - 8 April 2011

Location: Royal Garden Hotel, London

Location: Glendale, Arizona, U.S.A.

Organiser: Terrapinn

Organiser: Thunderbird School of Global Management

The African Investment Summit 2011 is the only
conference that brings together European Investors,
Asset
Managers and African businesses to help promote
A
this exciting frontier market. With over 3 days of expert
case studies from top speakers and over 14 hours of
dedicated networking time.
Information:

The Thunderbird 7th Annual PE Conference will
welcome over 200 LPs, GPs, and related service
providers to discuss: Trends in LP Allocations, LP
Perspective Moving Forward, LPs Going Direct:
Partner or Competitor, Evolving Partnership Structures,
Taxes and Regulation, Alternative Investment Pools,
Developing Trends in New Frontiers, Russia/Skolkova,
Africa,
Clean tech, and Impact Investing.
A

http://www.terrapinn.com/2011/african-investmentsummit/

Information: www.thunderbird.edu/TPEC
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Investor News
Emma Dineen takes a look at the latest private equity investor news.

Scottish Widows Investment Partnership
(SWIP) plans to launch a new fund of funds
this year.

SWIP, which manages approximately
GBP 1 billion of private equity assets,
anticipates gaining cornerstone
investments from internal clients before
fundraising is opened up to third parties. It
expects to eventually establish a GBP 300
million vehicle that will pursue its strategy
of targeting European buyout funds of all
sizes. The timing and structure of the new
fund of funds is yet to be fully determined.
Pacific Life Insurance Company feels
mezzanine and secondaries funds are
currently presenting good opportunities.

The USD 100 billion insurance company
plans to commit to six to eight new private
equity funds over the next 12 months,
allocating between USD 15 million and
USD 75 million to each vehicle. Pacific Life
currently has 1% of total assets allocated
to private equity and holds a diverse
portfolio of funds. It invests globally and
views secondaries funds and mezzanine
funds as particularly appealing at present.
African Development Bank (ADB) will
continue to target African vehicles.

The USD 26.9 billion African Development
Bank expects to commit between USD
150 million and USD 200 million across
six to eight new vehicles over the next
12 months. The bank prefers to invest in
Africa-focused funds managed by local
GPs, or by international managers with a
local office. It may however also consider
investing with international managers
without a local office. ADB has been
investing in Africa-focused private equity
since 1995 and sees several advantages
of such investments including the potential
to achieve strong financial returns whilst
making a positive impact on development.
University of Notre Dame Endowment plans
to invest globally over the next 12 months.

The endowment fund is an experienced
investor, having been investing in private
equity for the last 30 years, and targets
a 22.5% allocation to the asset class. It
typically invests in buyout, growth and
venture capital funds in the US, and
buyout and growth funds in Europe and
Asia. Over the next 12 months it expects
to be active, maintaining this strategy. Its
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investments are likely to be a mix of re-ups
with existing managers and commitments
to managers it has not previously worked
with that it considers to be offering
attractive investment opportunities. The
endowment will typically commit between
USD 10 million and USD 15 million to
venture funds, and between USD 40
million and USD 50 million to buyout funds.
Cottonwood Capital Partners plans to invest
in US venture funds in 2011.

The firm has launched a new USD
40 million fund of funds to invest in
venture capital opportunities in the US.
Cottonwood Fund of Funds is aiming to
allocate 70-80% of its capital to primary
commitments, with the remainder going
towards direct investments and coinvestments. The vehicle is expected
to make up to three fund commitments
during 2011 and the firm anticipates that
its fund of funds will participate in four to
eight funds in total, committing up to USD
5 million to each. Cottonwood Capital
Partners also manages a direct investment
fund, Cottonwood Technology Fund,
targeting early stage technology firms in
New Mexico and El Paso, Texas.

in 2009 and seeks exposure to clean
technology opportunities at various
venture stages. It primarily looks to invest
in funds targeting the US but is also open
to opportunities in Europe and may gain
indirect exposure to Asia via commitments
to US-based vehicles. Approximately half
of the USD 40 million raised by the fund of
funds has been committed and BPE Fund
Investors plans to commit the remaining
capital to four or five funds over the next
12-18 months, allocating around USD 5
million to each opportunity.

Data Source:
More news and updates are
available online for Investor
Intelligence subscribers.
In the last month, Preqin analysts
have added 26 new investors
and updated 680 existing investor
profiles.
www.preqin.com/ii

Case Western Reserve University
Endowment is set to make at least four new
commitments to private equity funds over
the next 12 months.

The endowment plan, which has total
assets under management of USD 1.6
billion, typically commits between USD
5 million and USD 15 million per private
equity fund and plans to make between
four and eight new fund commitments
over the next 12 months. Case Western
Reserve University Endowment is at its
target allocation to private equity, with 17%
of assets currently allocated to the asset
class. The endowment recently increased
its target allocation from 14% to 17% of
total assets. It invests globally in a variety
of fund types; it also invests in first-time
funds.
BPE Fund Investors is targeting cleantech
opportunities.

The Hamburg-based fund of funds
manager recently closed its third vehicle,
its first to focus solely on cleantech
investments. BPE Fund Investors III
Cleantech made its first commitments
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