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I. Introduction
Much	has	been	written	recently	about	the	private	equity	“zombie	fund”	phenomenon,	with	financial	journalists	and	research	publications	
making ever-cheekier references to Dr. Kevorkian, old age homes and “pick-your-favorite-zombie-movie” when describing the growing 
ranks of private funds that have struggled to wind down on schedule. Whatever the terminology you prefer, the phenomenon is real 
and	no	doubt	in	its	early	innings.	As	of	the	date	of	this	publication,	Preqin	tracks	1,098	active	private	equity	and	venture	funds	that	
were	raised	prior	to	2006,	together	aggregating	over	$184	billion	in	total	unsold	assets.	What’s	more,	those	figures	should	grow	
rapidly	over	the	coming	years	given	the	colossal	sums	raised	by	fund	managers	in	2005–2008.	Making	matters	more	complicated,	a	
significant	number	of	these	managers	have	struggled	to	raise	new	investment	capital,	creating	concerns	about	team	departures	and	
unhealthy	alignment	of	interest.	Of	the	1,098	funds	referenced	above,	213	are	managed	by	firms	that	haven’t	raised	a	successor	
fund	since	2008.	While	the	fundraising	market	has	strengthened	since	the	crisis,	 limited	partners	have	trended	towards	reducing	
their	manager	relationships,	in	turn	fostering	growing	ranks	of	these	–	for	purposes	of	this	publication	let’s	call	them	“sunset	funds”.

Preqin tracks 1,098 active private equity and venture funds that were raised 
prior to 2006, together aggregating over $184 billion in total unsold assets.

None of this should come as a revelation. Limited partners, general partners and a growing cottage industry of service providers, 
managers-for-hire	and	secondary	funds	have	been	keenly	tuned	into	the	data	of	private	equity’s	aging	population.	Rather	than	merely	
highlight the headline statistics as others have commonly done, our aim for this piece is to go a level deeper and explore the issues 
this trend implies for both limited partners and general partners.  Investors and fund managers in this context are increasingly grappling 
with	legal,	economic	and	even	ethical	questions	involving	fiduciary	duty,	economic	alignment	and	divergent	motivations	for	liquidity.

It’s	not	surprising	that	the	financial	press	on	our	so-called	sunset	fund	managers	has	been	mostly	derogatory	towards	fund	general	
partners. As tail-end fund managers are typically perceived to have the economic and legal leverage in these circumstances, sympathies 
have bent towards the plight of the limited partner. The reality, however, is that most general partners entering extension periods are 
grappling	with	an	array	of	issues	that	they,	and	their	fund	documents,	did	not	adequately	anticipate.	To	that	end	we’ve	divided	our	
analysis	below	into	two	perspectives	–	that	of	the	limited	partner	and	of	the	general	partner.		As	life	on	borrowed	time	becomes	a	
common reality for these two constituencies, there is an array of issues worth considering and hopefully, for many, opportunities for 
resolution.

Most general partners entering extension periods are grappling with an 
array of issues that they, and their fund documents, did not adequately 
anticipate. 

II. Situational Analysis
The	appearance	of	sunset	funds	is	not	merely	an	anecdotal	phenomenon.	Rather,	it’s	now	a	pervasive	element	within	institutional	
private	equity	portfolios,	massive	in	scope,	and	without	question	growing.	To	illustrate	this	we’ve	populated	several	graphs	below	with	
data intended to (a) quantify the size and scope of this phenomenon, (b) underscore the drivers of the trend as we see them and (c) 
project	the	volume	of	this	swelling	wave	over	the	years	to	come.

A. Profile of Today’s Aging Fund Landscape

Quantifying the aggregate volume of private equity tail end exposure, and the number of general partners managing those assets, 
boils	down	to	some	common	sense	definitions	for	what	we	would	consider	a	bona	fide	sunset	fund.	For	sake	of	simplicity,	we’ve	
focused	below	on	LBO	and	venture	capital	funds	raised	before	2006.	As	most	private	equity	and	venture	funds	are	established	with	
a	defined	10-12	year	fund	term,	choosing	funds	raised	through	2005	seemed	a	simple	enough	methodology.

In	Exhibit	1	we’ve	illustrated	the	staggering	aggregate	volume	of	LBO	and	venture	capital	investments	still	unrealized	within	these	
aging	vehicles.	Using	Preqin	data	we	estimate	this	aggregate	exposure	to	be	$184	billion	today,	with	$132	billion	residing	in	LBO	
strategy	funds	and	$52	billion	in	venture	funds.	In	Exhibit	1	we	also	illustrate	the	wide	scope	of	the	phenomenon,	indicating	that	this	
exposure	spans	1,098	total	funds,	split	between	495	LBO	funds	and	603	venture	funds.
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Exhibit 2: Unrealized Value by Current Portfolio Size ($ in millions)
Aggregate Unrealized Value in Pre-2006 Vintage Funds With >$100M Unrealized: $163 billion

# of Funds 734 285 49 15 15

 $20,986  

 $63,480  

 $33,316  

 $20,978  

 $45,231  

 $0

 $14,000

 $28,000

 $42,000

 $56,000

 $70,000

<$100m $100-$500m $500-$1,000m $1,000-$2,000m >$2,000m

Source:	Preqin	Performance	Analyst,	October	2014.

Nevertheless,	 it	 wouldn’t	 be	 unreasonable	 to	 read	 Exhibit	 1	 and	 question	 (as	 we	 did	 ourselves)	 whether	many	 of	 these	 aren’t	
“sunset	funds”	per	se,	but	instead	just	in	the	final	stages	of	liquidating	one	or	two	small	residual	positions.	After	all,	in	any	private	
fund	it’s	reasonable	to	expect	some	marginal	excess	time	to	sell	a	lingering	asset	or	await	the	expiration	of	an	IPO	share	lock-up	
or	escrow	period.	To	control	for	this	we	thought	it	worthwhile	in	Exhibit	2	to	stratify	this	same	universe	of	pre-2006	funds	by	the	
amount of unrealized value per fund. Our logic here is that funds with substantial unrealized value are likely to require some time and 
management	resources	to	wind	up.	As	shown	below,	the	numbers	here	are	still	dramatic	in	both	volume	and	scope,	with	$163	billion	
aggregate	unrealized	assets	among	aging	funds	with	at	least	$100	million	still	unsold,	spanning	364	total	funds.

Exhibit 1: Unrealized Value by Vintage ($ in millions)
Aggregate Unrealized Value: $184 billion

# of Funds 180 263 40 84 44 55 49 43 61 64 121 94
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 $7,038   $8,150   $7,856  
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Source:	Preqin	Performance	Analyst,	October	2014.

So it would appear that sunset funds are indeed among us, in great size and numbers. Still, why is this necessarily an issue worthy of 
concern? Even if a fund has an unexpectedly large residual portfolio after turning age ten, does that mean the fund manager lacks the 
resources,	working	capital	and/or	incentives	to	adequately	wind	up	the	fund	in	due	course?	Certainly	if	a	firm	has	continued	to	raise	
capital	in	successor	fund	vintages,	then	the	potential	issue	is	greatly	diminished	–	as	with	additional	commitments	comes	management	
fees, economies of scale and carry opportunity for the partners and their team. However, if a sunset fund manager has struggled to 
raise	new	capital	the	story	can	be	quite	different.	When	a	general	partner’s	sole	source	of	working	capital	is	derived	from	the	residual	
cost of an aging fund, distorted incentives and team risk (further discussed below) may arise.

When a general partner’s sole source of working capital is derived from the 
residual cost of an aging fund, distorted incentives and team risk may arise.

To	illustrate	this	we’ve	further	refined	our	analysis	in	Exhibits	3	&	4	to	show	unrealized	value	among	aging	funds	with	GPs	that	have	
not	raised	new	capital	since	2008	–	enough	lapsed	time	to	suggest	that	fundraising	efforts	have	been	met	with	real	challenges.	Here	
still,	 the	numbers	are	quite	 large.	Approximately	$29	billion	of	unrealized	value	resides	 in	pre-2006	funds	under	general	partners	
that	have	not	closed	on	new	capital	since	2008,	spanning	221	different	funds.	Of	those	221	funds,	68	have	over	$100	million	still	
unrealized,	aggregating	to	roughly	$25	billion	of	total	unrealized	value.
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B. Key Trend Drivers

So	it’s	clear	from	our	data	that	not	only	does	there	exist	a	large	and	voluminous	population	of	expiring	and	expired	funds,	but	that	
many such vehicles may be rife with organizational issues, potentially in need of solutions (more on those potential solutions below). 
But what led to this situation? A few charts below tell some of this story.

In Exhibit 5 below we show the pace of distributions versus capital calls over the past ten years. In each of the ten years prior to 
2013,	net	cash	flows	to	private	equity	investors	have	been	essentially	flat	or	negative,	a	phenomenon	driven	partly	by	the	ramp	in	new	
capital	raised	in	2005–2008	(see	Exhibits	6	&	7).	Given	that	rapid	growth	it	follows	that	capital	calls	would	outpace	distributions	in	
the	ensuing	years.	Equally	important,	however,	was	the	impact	of	the	financial	crisis.	The	corresponding	collapse	of	the	M&A	and	IPO	
markets created a multi-year chasm in which funds failed to deploy capital and realize returns on schedule for their limited partners.

Exhibit 3: Unrealized Value With Sunset Fund GPs That Have Not Raised Capital Since 2008 ($ in millions)
Aggregate Unrealized Value: $29 billion 

Exhibit 4: Unrealized Value With Sunset Fund GPs That Have Not Raised Capital Since 2008 ($ in millions)
Aggregate Unrealized Value in Funds With >$100M Unrealized: $25 billion 

Exhibit 5: Drawdowns From and Distributions & Net Cash Flow to LPs ($ In billions)

# of Funds 40 57 9 14 8 11 12 8 9 11 23 19
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Source:	Preqin	Performance	Analyst,	October	2014.

Source:	Preqin	Performance	Analyst,	October	2014.

Source:	Preqin;	2013	Private	Equity	Performance	Monitor	Report.

Moreover,	the	private	equity	fundraising	market	has	changed	dramatically	since	2008.	After	hitting	stratospheric	highs	in	2005–2008,	
fundraising virtually ground to a halt and has only now begun to show signs of health. 
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Still,	private	equity	fundraising	today	is	different	from	the	market	of	the	mid-2000s.	While	the	amount	of	capital	being	raised	is	again	
on	the	rise,	the	number	of	firms	successfully	raising	new	capital	is	not	rising	as	quickly.	By	implication,	many	general	partners	that	
had	healthy	and	growing	franchises	5–10	years	ago	are	now	confronting	the	byproducts	of	a	shrinking	capital	base,	and	potential	
franchise instability.

Many general partners that had healthy and growing franchises 5-10 years 
ago are now confronting the byproducts of a shrinking capital base, and 
potential franchise instability.

C. The Setting Sun 

Exhibit 6: Fundraising Volumes – LBO Funds Only ($ in billions)

Exhibit 7: Fundraising Volumes – Venture Capital Funds Only ($ in billions)

# of Funds 121 104 154 221 269 269 245 143 143 137 151 170
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Source:	Preqin	Performance	Analyst,	October	2014.

Source:	Preqin	Performance	Analyst,	October	2014.

What’s	most	interesting	about	Exhibits	6	and	7	is	not	their	illustration	of	our	current	“sunset	fund”	phenomenon,	but	their	foretelling	
of	 its	growth	over	 the	coming	3–5	years.	Recall,	Exhibits	1–4	estimated	 the	size	of	 the	current	 landscape	by	 focusing	on	 funds	
raised	prior	to	2006,	whereas	Exhibit	6	shows	the	dramatic	spike	in	fundraising	in	the	three	years	thereafter.	In	Exhibits	8	and	9,	we	
illustrate the pending growth in sunset funds over the coming three years. Similar to our prior exhibits above, Exhibit 8 simply shows 
the	unrealized	value	in	funds	raised	in	2004–2008,	managed	by	GPs	that	have	not	raised	successor	funds,	while	Exhibit	9	makes	
some basic extrapolative assumptions for the growth in sunset fund volume and scope over the coming three years.
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III. The Limited Powers of the Limited Partner
While	we’re	seeing	an	unprecedented	number	of	new	sunset	fund	managers	every	year,	that’s	not	to	imply	that	every	such	situation	
is dysfunctional or contentious. More often, a manager with tail-end assets is able to communicate a realization strategy and timeline 
that limited partners can accept and endorse.  Unfortunately, this is not always the case. When portfolios have underperformed, fees 
are accruing and/or managers have simply communicated poorly, limited partners may explore actionable alternatives to the status 
quo.

When portfolios have underperformed, fees are accruing and/or managers 
have simply communicated poorly, limited partners may explore actionable 
alternatives to the status quo. 

A. Herding Cats (and Other Practical Considerations for LPs)

Whereas not long ago institutional private equity investors may have paid little attention to tail end exposure in their portfolios, today 
the topic is receiving more regular discussion. Not only are these assets growing in relative size within private equity portfolios, but 
these funds are now calling for hands-on attention from normally-passive limited partners. As consent solicitations appear with 
greater	frequency	–	proposing	fund	life	extensions	and	term	restructurings	(more	on	the	latter	below)	–	limited	partners	are	spending	
disproportionate time focusing on these long-dated investments. 

Many	limited	partners	are	finding	in	this	context	a	troubling	lack	of	good	alternatives,	informational	asymmetries	between	themselves	
and	their	general	partners	and	ambiguity	in	their	funds’	governing	documents.	Moreover,	there	invariably	will	be	diverging	objectives	
within	any	limited	partner	group	upon	a	fund’s	expiration,	with	some	investors	more	eager	for	immediate	liquidity	versus	long-term	
value.

Exhibit 8: Unrealized Value With GPs That Have Not Raised Successor Funds Since 2008 ($ in millions)
Unrealized Value in 2006–2008 Vintage Funds With No Successor Funds Raised: $103 billion 

Exhibit 9: Current and Expected Aggregate Tail-End Market Size
Aggregate Tail-End Exposure Expected to Grow From $184 Billion in 2014 to $337 Billion in 2017
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Source:	Preqin	Performance	Analyst,	October	2014.
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In	light	of	the	above,	action	should	start	with	a	fund’s	limited	partner	advisory	committee	(“LPAC”).	Though	it	can	take	time,	an	LPAC	
can	forge	consensus	and	ultimately	communicate	with	a	general	partner	on	behalf	of	LPs	as	a	unified	voice.	Speaking	as	a	unit,	it’s	
possible	to	compel	a	general	partner	to	consider	compromise,	if	not	yield	to	a	set	of	meaningful	changes.	Regardless	of	the	financial	
incentives at play, most fund managers care deeply about their reputations and are apt to listen when their investors speak in unison.

B. A Problem of Alignment

Complaints from limited partners in expiring funds are many and growing, but virtually all trace back to a perceived misalignment of 
interests between a general partner and its investors. In the most extreme scenarios (recall Exhibit 4 above), a general partner has 
developed a conspicuous incentive to hold investments longer than limited partners would prefer. The recipe for such an unwelcome 
situation typically involves a combination of two ingredients:

 Ɓ Difficulty raising new capital in successor funds. Management fees are like oxygen for a fund manager, and without assets 
on	which	to	charge	those	fees	it’s	difficult	to	hold	a	firm	together.

 Ɓ Fund IRR tracking below a preferred rate of return. If an aging fund is performing below its preferred return, a manager may 
not be motivated to sell assets, but rather hold on and pray for rain. That wait can be costly, as fees continue to erode value for 
limited partners.

C. The (Slow) Rise of the LP Activist

While	the	two	pitfalls	cited	 in	Section	B	above	are	 increasingly	common	among	sunset	funds,	 it’s	actually	quite	rare	that	torches	
and	pitchforks	actually	reach	the	general	partner’s	castle	gates.	Though	limited	partners	have	begun	to	get	tougher	with	these	fund	
managers,	taking	effective	action	is	often	difficult.	For	starters,	it’s	uncommon	that	limited	partners	agree	among	themselves	on	a	
set	of	objectives,	even	when	the	status	quo	poses	obvious	problems.	Moreover,	there	are	real	practical	limitations	on	limited	partners’	
ability to impose change.

Though limited partners have begun to get tougher with sunset fund 
managers, taking action with any material effect is often difficult. 

As we outline below, limited partner legal options in tail-end scenarios are usually limited, if not outright ambiguous. Moreover, the 
most	aggressive	tactics	LPs	could	attempt	–	manager	removal,	mandatory	in-kind	distribution,	forced	liquidation,	fee	reductions	–	are	
rarely the rational path to value recovery. Nevertheless, limited partner activism, previously unheard of in private funds, is becoming 
a more established tactic. The key for limited partners considering such actions is in understanding their governance rights, and 
establishing the consensus and motivation among fellow limited partners needed to take action. Needless to say, all of this is easier 
said than done!

D. Legal Considerations for LPs

As more fund term extension requests are being received by LPs each year, many investors have begun pouring through partnership 
agreements	 that	were	written	 in	 the	 frothier	 times	of	a	decade	ago,	examining	 their	own	 rights	and	 the	general	partners’	actual	
obligations when a fund term ends.

The	end	of	a	fund’s	term	does	not	necessarily	herald	a	dramatic	change	to	the	fund’s	activities.	The	fund	is	typically	not	required	to	
immediately liquidate; instead, the general partner will often manage the portfolio over a period of years as it realizes the remaining 
assets. During this liquidation period, the general partner may continue to manage the portfolio (although it generally should avoid 
pursuing follow-on investments) and, in some cases, will continue to receive management fees.

The end of a fund’s term does not necessarily herald a dramatic change to 
the fund’s activities.

As a result, a key driver determining the leverage between the LPs and the general partner is whether management fees continue 
following	a	fund’s	term	(i.e.	during	the	liquidation	period).	Private	equity	funds	typically	have	a	ten-year	term,	subject	to	extension	
either at the discretion of the general partner or by a vote of the limited partners or the advisory committee. It is rare for a partnership 
agreement to provide for more than three one-year extensions, although the term may be further extended following an LP 
amendment. If management fees continue following the term, the general partner may feel less pressure to obtain consent to term 
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extensions	–	it	can	continue	to	manage	the	fund	in	the	liquidating	period	and	continue	to	receive	management	fees.	On	the	other	
hand, if management fees only continue if the fund term is extended, the general partner may be more willing to make concessions 
to the limited partners to obtain their consent to an extension.

If management fees continue following the term, the general partner may 
feel less pressure to obtain consent to term extensions.

The ability for the LPs to remove the general partner may also provide some leverage to LPs in a sunset fund scenario. However, GP 
removal	is	a	remedy	that	is	generally	reserved	for	extremely	egregious	situations.	As	mentioned	earlier,	it	is	practically	difficult	and	
often economically disruptive for limited partners to take collective action. In most instances, the transaction costs of removing the 
general	partner,	finding	a	replacement	and	dealing	with	the	disruption	at	the	portfolio	level	make	pursuing	this	option	economically	
prohibitive.

IV. The General Partner’s Perspective
As	mentioned	in	our	introduction,	in	spite	of	the	criticism	that	private	equity	fund	managers	have	endured	in	the	financial	press	for	
alleged mismanagement of tail-end portfolios, most general partners have approached these situations honestly and motivated as 
they	should	be:	by	fiduciary	duty.	While	it’s	easy	to	take	a	cynic’s	view,	it’s	rare	(though	of	course	not	unheard	of)	that	a	manager	will	
overtly	risk	its	reputation	to	enrich	themselves	at	the	expense	of	their	limited	partners.	Nevertheless,	the	definition	of	fiduciary	duty	
for	a	general	partner	in	these	scenarios	is	not	always	clear,	especially	when	limited	partners	don’t	agree	even	among	themselves	on	
the best path forward.

While it’s easy to take a cynic’s view, it’s rare that a manager will overtly risk 
its reputation to enrich themselves at the expense of their limited partners.

A. Sunset Funds Rising

The	sunset	funds	we’ve	described	tend	to	have	quite	a	bit	in	common.	Through	a	thriving	pre-2008	market	many	of	these	managers	
raised	large	funds	that	they	in	turn	struggled	to	deploy	post	the	financial	crisis.	Moreover,	existing	portfolio	companies	faced	challenges	
post-Lehman,	forced	to	cut	growth	expenditures,	close	unprofitable	plants	and	restructure	debt.	By	the	time	the	market	regained	its	
health the prospects for a strong overall return was, for many funds, often gloomy at best, with their deployment and realization pace 
far behind schedule.

As this trend has unfolded, institutional private equity programs have consolidated manager relationships, if not exited the asset class 
altogether (as is the case with most US banks, driven by new regulations). Even with strong legacy support, general partners with 
tepid returns are commonly left adrift with dwindling fees to support their infrastructure.

Today these investment teams are often found working intensely with their remaining portfolio companies to restore their pre-crisis 
health. While some companies may be responding well to the medicine, others are still wounded from the downturn, in need of capital 
for restorative cap ex and growth. Needless to say, such efforts often imply bringing a fund well beyond its twelfth year of existence 
–	quite	a	long	duration	for	limited	partners	that	originally	signed	up	for	ten!

For	venture	capital	managers,	the	fundraising	boom	began	even	earlier	in	1999–2001;	for	this	part	of	the	market	the	sun	has	already	
set. With these funds, general partners (and in turn their investors) face an array of unique issues, including lack of control over exits, 
concentrated public exposures and unpredictable IPO and M&A exit markets. Take all of these factors together, and the round trip 
duration	for	many	VC	funds	can	easily	extend	well	beyond	a	10	or	12	year	fund	life.
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B. Call of (Fiduciary) Duty

What’s	missing	from	our	narrative	above,	of	course,	 is	the	nefarious	scheming	that	has	come	to	characterize	general	partners	of	
sunset	funds	in	the	financial	press.	While	a	manager	may	have	underperformed,	and	their	incentives	may	have	become	distorted,	we	
find	that	most	general	partners	in	this	situation	are	credibly	focused	on	maximizing	value.

General Partners face a variety of common issues when in this unfortunate scenario. Team retention, fund extension requests, 
portfolio	cash	needs	and	fund	expense	management	are	all	universal	headaches,	just	to	name	a	few.	Moreover,	end-of-life	situations	
can	be	rife	with	conflicts	of	interest,	not	only	between	the	GP	and	the	LPs	but	among	the	LPs	themselves.	Limited	partners	tend	to	
be	polarized	in	their	patience	for	liquidity,	both	within	and	beyond	a	fund’s	extension	periods.	Thus	the	dilemma:	what	defines	fiduciary	
duty	for	a	general	partner	when	limited	partners	don’t	agree,	and	a	partnership	agreement	offers	little	clarity?

End-of-life situations can be rife with conflicts of interest, not only between 
the GP and the LPs but among the LPs themselves.  

While the GP generally has a duty to act in accordance with the best interests of the fund, when there are so many different 
constituencies	with	varying	interests,	it	is	sometimes	difficult	to	translate	that	duty	into	practice.	In	addition,	the	scope	of	a	general	
partner’s	fiduciary	duty,	and	the	ability	to	modify	that	duty	by	contract,	depends	upon	the	jurisdiction	in	which	the	fund	is	organized.	
In	Delaware,	where	many	US-based	funds	are	organized,	there	is	flexibility	to	modify	many	of	the	background	duties,	whereas	in	the	
Cayman	Islands,	a	popular	jurisdiction	for	non-US	funds,	there	is	less	flexibility	to	do	so.	As	a	result,	even	if	a	GP	wants	to	“do	the	
right	thing”,	it	may	find	an	end-of-life	situation	to	be	very	difficult	to	navigate.

Regardless of the background law or particularities of the partnership agreement, full communication and transparency with investors 
will	help	to	mitigate	potential	legal	exposure.	A	GP	should	be	prepared	to	disclose	and	explain	to	investors	the	potential	benefits	that	
the GP may derive from an end-of-life restructuring or other transaction, including stapled subscriptions to successor funds, carry 
reset	or	other	benefits.	Limited	partners	should	be	provided	the	opportunity	to	ask	questions	and	obtain	additional	relevant	information	
to make an informed decision. If the GP is transparent and forthright in its communications and the limited partner base votes in favor 
of	a	transaction,	it	should	be	difficult	for	a	limited	partner	to	later	claim	the	GP	breached	its	duty	to	the	fund.

V. A Framework of Potential Solutions
While	there	presently	exists	no	well-defined	“playbook”	for	the	resolution	of	the	more	challenging	and	conflict-ridden	end	of	life	situations,	
we’ve	outlined	below	a	framework	of	conceptual	and	practical	recommendations	to	assist	with	complex	tail	end	situations,	including	
a few strategic alternatives that may be employed (and are being employed) in practice. The framework includes recommendations 
starting at a conceptual-level and transitioning to several practical avenues of action for both LPs and general partners. 

	  

	  
Guiding	   Principles	  

Conceptual	  

Practical	  

• Alignment	  of	  Interest	  
• Governance	  
• Transparency	  

• Best	  practices	  for	  the	  resolution	  of	  
tail	  end	  situations	  

• Analysis	  of	  specific	  strategic	  
alternatives	  

Description	  	  
of	  Content	  

Framework	  	  
Element	  

Global	  Recommendations	  

Specific	  Strategic	  Alternatives	  

Framework	  of	  Potential	  Solutions	  
To	  Complex	  Tail	  End	  Situations	  

Nature	  of	  	  
Recommendation	  
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A.  Guiding Principles

The Framework above begins conceptually with three “guiding principles” promulgated in the Institutional Limited Partners Association 
(“ILPA”)’s	published	recommendations	of	General	Partner	best	practices1, namely:

 Ɓ Alignment of Interest:	It	can’t	be	understated	the	extent	to	which	confidence	in	a	general	partner’s	motivations	can	alleviate	
controversy. Claw back obligations, preferred return challenges, and asset-driven management fees all can create perceived 
issues in the minds of LPs as a fund reaches the end of its term.   

 Ɓ Effective Governance: Effective governance in a private equity fund relies on a number of factors, including appropriate 
LPA	provisions,	the	general	partner’s	management	style	and	skill,	 transparency	and	attentive	supervision	by	a	fund’s	advisory	
committee. Tail end circumstances can often put strain on these factors.  

 Ɓ Adequate Transparency: End-of-life extension processes will often be accompanied by a step-up in information requests 
from limited partners, as they attempt to assess the proposed extension plan versus other strategic alternatives. Enhanced 
transparency	can	improve	the	dynamics	of	even	the	most	difficult	end-of-life	extension	processes.

Perhaps	not	surprisingly,	our	survey	findings	(see	appendix)	suggest	that	the	limited	partners	surveyed	believe	alignment	of	interest,	
effective governance and adequate transparency are attributes that, when thought to be present, contribute to the resolution of end 
of life extension approval requests. Conversely, the more challenging tail end circumstances tend to be characterized by a perceived 
absence of one or more of these key attributes.

B. Global Recommendations

With	our	“guiding	principles”	in	mind,	we’ve	outlined	below	a	summary	of	certain	“best	practices”	for	the	resolution	of	tail	end	situations	
that	can	be	applied	to	most	circumstances	regardless	of	the	level	of	stakeholder	conflict	involved.

 Ɓ Understand Governing Agreements: Limited partnership agreement provisions addressing the obligations, rights and remedies 
of stakeholders in end of life situations may, at times, be ambiguous, and often may not have anticipated certain realities facing 
a	fund’s	constituents.	In	this	regard	it’s	often	critical	for	LPs	to	understand	the	material	provisions	in	partnership	agreements	as	
they	relate	to	LP	rights	and	the	general	partner’s	obligations	at	the	end	of	a	fund’s	term.

 Ɓ Engage in Early and Frequent Dialogue with Stakeholders: Fortunately, tail end situations can often be anticipated years 
in	advance	of	the	expiry	of	the	term	of	the	underlying	fund.	Through	proactive	communication	solutions	can	often	be	identified	in	
advance of contractual deadlines.

 Ɓ Utilize Advisory Committee Effectively:	As	a	fund’s	investor	base	can	often	be	fragmented,	the	LP	advisory	committee	LPAC	
is	a	natural	vehicle	for	facilitating	constructive	discussions,	particularly	when	those	members	constitute	a	significant	percentage	
of	the	fund’s	total	commitments.

 Ɓ Evaluate Relevant Strategic Alternatives: Any plan of extension proposed by a GP include should include both a detailed 
realization	plan	and	an	outline	of	other	potential	alternatives.	For	example,	 if	a	general	partner’s	plan	entails	 the	extension	of	
a	fund’s	term	and	the	provision	of	additional	follow-on	capital,	the	GP	should	also	discuss	the	outlook	for	a	more	accelerated	
liquidation.

 Ɓ Establish Measures to Promote Accountability: Even the simplest fund extensions should include some measures to promote 
accountability for the GP. Such accountability measures may include additional reporting requirements, performance and/or 
realization targets. Such plans may include covenants serving as “guardrails”, providing investors additional rights and remedies if 
certain	metrics	aren’t	achieved.

 Ɓ Utilize Professional Advisors:	Professional	advisors	can	be	useful	in	tail	end	situations,	providing	objective	legal,	financial	and	
other advice and assistance to both limited partners and general partners. Such advisors may include:

 – Legal counsel in connection with the evaluation, negotiation, documentation and execution of strategic alternatives;

 – Advice providing independent valuation of the investment portfolio, and/or evaluation of the feasibility of an extension plan 
proposed by the general partner;

 – Advice with respect to liquidity alternatives pertaining to the portfolio, fund LP interests and/or the potential for a 
comprehensive restructuring of the partnership (more on this in Section C below);

 – Performance	of	a	financial	forensic	investigation,	if	warranted	under	extreme	circumstances,	to	assess	the	risk	of	potential	
breaches of the partnership agreement potential recovery actions that may be available to limited partners; and

 – Appointment	of	a	replacement	manager	or	co-manager	to	operate	as	an	independent	fiduciary	in	accordance	with	an	
approved realization plan for the remaining assets

1.	Institutional	Limited	Partners	Association,	Private	Equity	Principles,	2.0,	January	2011
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C. Strategic/Transactional Alternatives

As tail end situations are becoming more prevalent, an array of practical strategic alternatives for both LPs and GPs are growing 
increasingly	common.	Below	we	discuss	just	a	few	such	alternatives,	ranging	from	those	providing	resolution	for	individual	LPs	to	
more systemic solutions targeting resolution for all stakeholders.

An array of practical strategic alternatives for both LPs and GPs are growing 
increasingly common.

Transactional/Strategic Alternatives for Limited Partners

Extension of Partnership Term and/or Restructuring of Key Contractual Provisions

While	some	limited	partners	find	it	objectionable	to	reset	carry	for	a	manager	that	has	underperformed,	the	tactic	can	be	a	rational	
way	to	optimize	value	and,	as	discussed	in	detail	below,	can	be	employed	in	conjunction	with	an	immediate,	market-priced	liquidity	
option for limited partners.

Such	revised	incentive	fee	arrangements	can	be	tiered	to	align	a	general	partner	with	specific	targets	for	exit	timing	and	value,	guided	by	
LP	objectives.	For	example,	carry	can	be	redesigned	with	discrete	incentives	for	different	portfolio	companies,	with	varying	carry	rates	
based	on	exit	timing	or	value	benchmarks,	or	simply	pay	out	a	fixed	percentage	of	future	proceeds	to	compel	an	efficient	liquidation.

It’s	worth	noting	here	that	(1)	depending	upon	the	nature	of	the	restructuring,	revising	the	core	economic	provisions	of	a	fund	may	
require	a	supermajority	(or	even	unanimous)	consent	from	limited	partners,	and	(2)	to	the	extent	there	have	been	prior	carried	interest	
distributions, the possibility of a claw back on such prior distributions should be considered.

Secondary Market Alternatives

Never	before	has	the	secondary	market	for	private	fund	interests	been	as	robust	and	efficient	as	it	is	today.	2011,	2012	and	2013	
are universally believed to have been the three most active years on record for the secondary market, fueled in part by burgeoning 
demand,	and	2014	is	expected	to	set	new	records.	Since	2012,	Preqin	estimates	$71	billion	has	been	raised	by	secondary	funds	to	
acquire	fund	interests,	and	approximately	$50	billion	of	dry	powder	is	currently	available	among	those	groups,	a	figure	which	excludes	
capital from non-traditional buyers such as sovereign wealth funds and pension plans. That said, these secondary buyers target 
private	equity	returns,	and	therefore	typically	require	a	discount	to	NAV	(5–15%	on	average,	and	often	larger	with	tail-end	funds	and	
venture funds).

So	when	is	a	secondary	market	exit	rational?	The	answer	of	course	depends	on	the	circumstances	of	each	limited	partner	–	their	
access	to	higher	yielding	investment	opportunities,	their	portfolio	construction	objectives	and	conviction	in	the	particular	fund’s	upside.	
Also worth noting, intra-quarter spikes in public equity prices can create windows to trade a fund closer to its latest NAV (though that 
stronger	“pricing”	is	merely	optical,	due	to	the	time	lag	of	a	fund’s	quarterly	valuation).

In-kind Distributions

Distributions in-kind are a hot button topic for many limited partners, particularly with venture capital managers. Some venture capital 
firms	have	developed	a	reputation	for	distributing	company	shares	post-IPO	rather	than	selling	and	disbursing	cash,	as	doing	so	can	
enhance	the	fund’s	“realized”	IRR.	Equally	unfortunate	for	limited	partners,	the	reverse	has	also	been	true;	underperforming	managers	
have held on to post-IPO shares too long, hoping a market recovery will swing them back into the black on incentive fees while 
management	fees	continue	to	accrue.	While	it’s	typically	an	option	of	last	resort,	LPs	can	collaborate	to	request	an	in-kind	distribution	
of	a	fund’s	public	stock	exposure,	particularly		if	a	general	partner	refuses	to	sell	the	shares	for	cash.

It’s	important	to	note	in	this	context	that	LPs’	options	are	more	limited	when	the	remaining	portfolio	companies	are	private.	The	last	
thing most LPs want is an in-kind distribution of private securities; and to that end investors should be careful to not overplay their 
hand. If a fund is struggling to monetize assets, it will implicitly be even more challenging for a disparate group of LPs to do so.

Replacement of the General Partner

Although	removal	of	an	incumbent	general	partner	is	an	alternative	that’s	being	considered	by	limited	partners	with	greater	frequency,	
such	actions	are	still	quite	rare.	It’s	notable	that	of	the	450	funds	raised	between	2000	and	2004	in	Debevoise	&	Plimpton	LLP’s	
database,	approximately	45%	have	a	GP	removal	for	cause	provision	and	just	10%	have	a	removal	without	cause	provision.	This	is	in	
sharp	contrast	to	the	current	environment	–	for	private	equity	funds	raised	between	2011	and	2014,	roughly	85%	have	a	GP	removal	
for	cause	provision	and	over	40%	provide	for	removal	without	cause.
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However, even in circumstances where no-fault divorce provisions are present, limited partners will tend to proceed with removal 
actions	only	in	extreme	circumstances	such	as	where	there	is	a	significant	loss	of	confidence	in	the	GP’s	motivation	and	judgment	
as	well	as	a	confluence	of	other	factors,	including	conflicts	of	interest	or	concerns	over	breach	of	fiduciary	duty,	gross	negligence,	
willful	misconduct	or	 fraud.	A	 removal	 action,	even	a	no-fault	 removal,	 can	 result	 in	a	 significant	amount	of	 legal	expenses	and	
other professional fees and may, at times, still require court intervention. Also, limited partners tend to be sensitive to reputational or 
“headline” risk that may result from adverse publicity related to a removal action. Additionally, a protracted removal process can result 
in	instability	at	the	portfolio	level	in	a	fund.	Finally,	it	is	often	difficult	to	satisfy	the	threshold	voting	requirements	for	a	removal	action,	
particularly	in	circumstances	where	the	elements	of	“cause”	are	not	present.	Partnership	agreements	will	typically	define	“cause”	as	
gross negligence, willful misconduct, actual fraud or a material breach of the partnership agreement.

Despite the foregoing challenges, in circumstances where consideration of a removal action is necessary or warranted, proper 
coordination	and	planning	in	conjunction	with	appropriately	qualified	legal	and	other	professional	advisors	can	mitigate	many	of	the	
risks and other impediments that are attendant to a removal process.

General Partner Driven Transactional/Strategic Alternatives

In	particular	when	 limited	partners	have	 voted	down	a	 fund	 life	extension,	 it’s	 common	 that	 some	 investors	will	 advocate	 for	 an	
immediate return of capital, while others are perfectly tolerant of additional time, and even additional follow-on capital. Hence, a 
number	of	transaction	alternatives	are	proliferating	to	address	these	diverging	objectives.

These options can take a variety of forms, but generally can be described as “capitalized fund restructurings”. Though the structure 
can be tailored to the situational needs (as described below), these general partner-led transactions typically solve for two key 
objectives:	(1)	a	market-priced	exit	option	for	limited	partners	and	(2)	a	restructured	fund	to	provide	the	time,	capital	and	incentives	
best suited to maximize value.

Such	transactions	are	on	the	rise.	Credit	Suisse	estimates	that	since	2012	over	30	general	partner-led	restructuring	transactions	
have,	or	shortly	will	be	brought	to	market,	a	dramatic	uptick	in	such	activity	over	the	prior	several	years.	While	it’s	difficult	to	estimate	
exactly how many of those transactions have, or will be completed successfully, Credit Suisse believes that only a small minority have 
failed to close.

Since 2012, over 30 general partner-led restructuring transactions have, or 
shortly will be brought to market, a dramatic uptick in such activity over the 
prior several years.

Below	we’ve	outlined	a	few	templates	for	how	these	capitalized	restructurings	can	work.	Note	that	with	these	transaction	processes	
it’s	of	paramount	importance	that	a	GP	provide	transparency	and	optionality	to	its	LPs.	Such	assurances	can	come	via	an	auction	
process, a third party valuation or fairness opinion and/or provision of a roll-over or re-investment option for LPs. In all of the 
alternatives	outlined	below,	approval	by	a	fund’s	limited	partners	is	typically	required,	either	by	proxy	through	an	LPAC	or	through	a	
direct vote by all investors.

Option 1: LP Share Sale with Potential for a Stapled Annex Fund

In	this	first	transactional	alternative,	through	a	third	party	advisor,	a	GP	solicits	interest	for	up	to	100%	of	a	fund’s	limited	partnership	
interests, potentially with a corresponding staple commitment to an annex fund to support the existing assets or deploy into new 
platform investments.  New investors (i.e., secondary buyers) are selected on the basis of the highest secondary price offered, and 
the ability to adequately support the portfolio with new capital, if needed.   
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This strategic transaction is becoming more commonplace, and is occasionally integrated into a primary fundraising process.

Advantages	of	this	transaction	alternative	versus	others	we’ve	outlined	below	include:	(1)	limited	partners	are	offered	a	pure	status	
quo option, i.e., they can simply choose to sell or hold, and subscribe to the new annex fund if so desired, and (2) it provides the 
manager new capital to support the existing portfolio and/or pursue accretive add-on acquisitions or platform investments.

There	are,	however,	some	drawbacks	to	this	type	of	transaction,	including	(1)	if	some	existing	investors	do	not	participate	in	the	annex	
fund, a procedure is needed for determining pre-money valuations for future follow-on investments, and (2) if few LPs choose to sell, 
the amount of new capital made available for an annex fund may be limited.

Option 2: Comprehensive Fund Restructuring with LP Exit Option

In	this	second	potential	GP-driven	transaction	alternative,	unrealized	portfolio	assets	are	transferred	to	an	affiliated	de	novo	fund;	
this occurs via an asset sale or merger of the existing fund with a newly formed vehicle. Here, secondary buyers subscribe to a new 
fund,	established	to	acquire/absorb	all	of	the	legacy	fund’s	unrealized	assets.	The	new	fund	may	have	a	pre-negotiated	unfunded	
commitment (with a special ear-mark for follow-on investments), and existing limited partners may either accept cash proceeds or 
convert their fund interests into new fund interest.

Advantages	of	this	transaction	alternative	versus	others	include:	(1)	it	provides	for	a	comprehensive	restructuring,	with	flexibility	to	
refresh	and	realign	fund	terms	for	the	benefit	of	the	fund’s	stakeholders,	and	(2)	it	can	establish	new	capital	commitments	for	the	GP	
to support the existing portfolio and/or pursue accretive add-on acquisitions.

As	with	the	LP	share	sale	described	above,	however,	there	are	some	drawbacks	associated	with	this	transaction,	including:	(1)	as	
there	may	not	be	a	status	quo	option,	rigorous	approvals	are	often	required	from	the	fund’s	LPs	or	LPAC,	(2)	a	transfer	of	assets		
may	trigger	re-financing	requirements	at	underlying	companies	and	(3)	special	structuring	may	be	required	to	permit	taxable	investors	
to avoid a taxable gain.

Option 3: Fund Level Financing with LP Exit Option

A third transaction option that a GP may pursue in this context is solicitation of interest from secondary buyers to acquire up to

100%	of	investors’	LP	interests	(as	with	the	LP	share	sale	above)	with	a	corresponding	preferred	security	at	the	fund	level	to	support	
follow on investments. In this transaction, a third party investor (i.e., secondary buyer) acquires LP interests from willing sellers, and 
also provides a shareholder loan to the fund to support existing portfolio investments. This loan is effectively a preferred security held 
as	senior	to	ordinary	limited	partnership	interests.	As	it’s	unusual	for	a	fund	LPA	to	allow	significant	long	term	fund	level	leverage,	
this transaction often requires LP approval, and typically is only pursued when portfolio companies are encountering distress or cash 
shortfalls.

Advantages	of	this	transaction	alternative	versus	others	include:	(1)	a	preferred	security	may	be	necessary	to	attract	interest	from	
secondary buyers in the context of a cash-stressed portfolio and (2) existing investors are given the option either to liquidate or to 
hold and/or participate in the new preferred security. That said, this optionality and new capital often comes at a high price. Terms 
on preferred investments of this nature may be costly and potentially unappealing for non-selling, non-participating limited partners.
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Appendix

VI. Limited Partner Survey Findings1 
In	connection	with	the	development	of	this	article,	we	conducted	a	representative	survey	of	global	institutional	investment	firms	with	
long-standing private equity investment programs to assess their viewpoints on various aspects of the tail end fund phenomenon. The 
following	is	a	summary	of	certain	of	the	key	findings	from	our	survey:

1.	 Respondents	have	meaningful	exposure	to	sunset	funds	today	and	expect	that	exposure	to	grow.

2. A sizeable proportion of fund extension requests pertain to managers who (i) will not receive meaningful carry and (ii) have not 
raised successor funds.

3. LPs and their institutions generally do not have formal established policies to address end of life extension requests.

4.	 Several	respondents	don’t	currently	perceive	tail	end	funds	as	a	“significant	issue”,	but	several	expect	that	to	change	over	the	next	
1–3	years.

5. Although LPs believe that tail end fund stakeholders will be able to agree on an appropriate course of action often but in a 
significant	proportion	of	their	exposures	they	will	not.

6.	 A	significant	portion	of	respondents	did	not believe that when presented with end of life extension requests (i) circumstances had 
enabled them to have a clear understanding of all relevant strategic alternatives to GP presented plans or that (ii) GP reporting 
and transparency was adequate to facilitate decision making.

7.	 LPs	believe	they	would	benefit	from	an	(i)	enhanced	understanding	of	their	rights	and	obligations	under	LPAs	and	(ii)	from	a	
conceptual framework for navigating through end of life extension requests.

Detailed Questions and Findings

The	following	criteria	are	applicable	to	questions	1–2	below:	

A.  The fund has reached or is approaching the expiry of its contractual term

B. The fund still has meaningful unrealized portfolio value

C. The fund is unlikely to result in meaningful carried interest distributions to the general partner

Question 1: Approximately how much of your current portfolio relates to private equity funds 
that	satisfy	criteria	A	and	B	above	and	have	more	than	$25	million	of	unrealized	value?

58% 
23% 

19% 

Less than 5% 

Between 5 - 10% 

Greater than 10% 

1.	Survey	findings	reflect	responses	from	40	institutional	limited	partners	that	have	been	allocating	to	private	equity	long	enough	to	have	exposure	to	end	of	life	funds.

Our respondents experience 
suggests sunset funds make up a 
sizeable portion of overall private 
equity portfolios.

42%	of	respondents	have	tail	end	
exposure	in	excess	of	5%	of	their	
private equity portfolios.
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Question 2: Approximately how much of your current portfolio relates to private equity funds 
that	meet	all	three	of	the	above	criteria	(A,	B	and	C)	and	have	more	than	$25	million	of	
remaining unrealized portfolio value?

Question 3: Of the funds referenced in your response to question #2 above, how many 
relate to managers that have not raised a successor fund?

77% 

10% 

13% 

Less than 5% 

Between 5 - 10% 

Greater than 10% 

77% 

15% 

8% 

Less than 5% 

Between 5 - 10% 

Greater than 10% 

LPs	indicate	a	significant	portion	of	
their sunset funds (i) will not result in 
meaningful carry to their managers 
and (ii) that the managers have been 
unsuccessful in raising a successor 
fund.

Tail end funds which are unlikely to 
result in carried interest distributions 
comprise	greater	than	5%	of	the	
private	equity	portfolios	of	23%	of	
respondents.

Question 6: Of the special end of life extension requests that have been considered for 
approval by your institution, approximately what percentage of these situations involved a 
general partner that was (i) not likely to raise a successor fund AND (ii) was not likely to 
receive meaningful carried interest distributions?

Question 4: How frequently have private equity funds in your portfolio requested a special 
end of life extension approval from limited partners?

46% 

16% 

19% 

19% 
Less than 5% 

Between 5 - 10% 

Between 10 - 20% 

Greater than 20% 

47% 

32% 

16% 

5% 

Less than 10% 

Between 10 - 25% 

Between 25 - 50% 

Greater than 50% 

38%	of	respondents	indicated	
that	greater	than	10%	of	end	of	
life extension requests considered 
relate to situations involving a 
general partner that was unlikely to 
raise a successor fund or receive 
meaningful carried interest.

A	significant	portion	of	funds	are	
requesting fund life extensions.
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Question 8: Please describe your outlook for Tail-End Fund situations in your private equity 
portfolio (Increase, Decrease or No Change):

Question 9: Approximately what portion of your current portfolio do you forecast within 
three years from now will be characterized by the three Tail End Fund criteria cited above?

55% 34% 

11% 

Increase 

No Change 

Decrease 

36% 

50% 

14% 

Less than 5% 

Between 5 - 10% 

Greater than 10% 

It’s	clear	our	respondents	expect	this	
issue to persist or get worse.

 Ɓ Only	11%	of	our	respondents	
expected this exposure to 
decrease in their portfolio with 
nearly	90%	expecting	either	no	
change or an increase in the 
percentage of their portfolio in 
sunset funds.

 Ɓ Notably	over	half	(55%)	of	the	
respondents expect an increase 
in exposure.

Question 7: To what extent do you believe that the relevant stakeholders involved with the 
Tail End Fund situations in your current private equity portfolio will be able to agree on an 
appropriate course of action to resolve such circumstances?

29% 

10% 
32% 

29% Less than 25% 

Between 25 - 50% 

Between 50 - 75% 

Greater than 75% 

Although LPs believe that tail end 
fund stakeholders will generally be 
able to agree on an appropriate 
course	of	action,	in	a	significant	
proportion of their exposures they 
will not.

39%	of	respondents	indicated	a	
belief that the stakeholders involved 
with tail end fund situations in their 
portfolios will not be able to agree on 
an appropriate course of action in at 
least	50%	of	tail	end	situations.

Question 5:	Please	describe	your	institution’s	process	for	reviewing	and	responding	to	
requests for end of life extensions:

38% 

62% 

Have formal 
process 

No formal process.  
Review on case by 
case basis 

Almost two thirds of the LPs do not 
have formal established processes to 
respond to address tail end funds
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LP sentiment towards tail end fund situations and fund end of life extension requests

A.	 Tail	End	Funds	represent	a	significant	issue	for	my	institution

B.	 Perceived	GP	misalignment	of	interest	has	been	a	significant	issue	in	end	of	life	extension	requests

C. Reporting and overall transparency provided by GPs in connection with the plans underlying their end of life extension requests is 
typically adequate to facilitate decision making

D.	 Ineffective	fund	governance	has	been	a	significant	concern	when	evaluating	end	of	life	extension	requests

E.	 Perceived	risk	of	negative	publicity	or	“headline”	risk	has	been	a	significant	concern	for	my	organization	when	evaluating	end	of	
life extension requests

F.	 Difficulty	achieving	consensus	with	other	LPs	has	been	a	significant	issue	in	evaluating	and	responding	to	end	of	life	extension	
requests

G. LP advisory committees have been helpful instruments in navigating through end of life extension requests

H.	 The	“opportunity	cost”	 in	 terms	of	 required	personal	 time	commitment	 for	LPs	has	been	a	significant	 issue	 in	evaluating	and	
responding to end of life extension requests

I. When presented with end of life extension requests, circumstances have been enabled to have a clear understanding of all 
relevant strategic alternatives to the plans that have been proposed by GPs

J.	 I	believe	I	would	benefit	from	an	enhanced	understanding	of	my	rights	and	obligations	under	LPAs	and	applicable	law	in	connection	
with end of life extension requests considered by my institution

K. My organization has an established approach and set of metrics for evaluating end of life extension requests

L.	 I	believe	that	the	development	of	a	conceptual	framework	for	navigating	through	end	of	life	extension	requests	would	benefit	my	
organization
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LP sentiment towards approving/participating in various alternatives for a tail end fund

A. Restructuring of economic terms

B. Sale of LP interest

C. New unfunded commitment to a “Bridge Fund”, possessing a shorter than normal investment period and correspondingly less 
capital

D. Replacement of existing GP

Expectation that tail end fund situations will represent a growing concern for their institution for the next one to three 
years
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VII. About the Authors

The Credit Suisse Private Fund Group

The Private Fund Group (“PFG”) of Credit Suisse is one of the oldest, most experienced private fund placement groups, and is a 
leading,	trusted	advisor	for	secondary	transactions.	Since	being	founded	in	1994,	the	PFG	has	raised	over	$410	billion	for	291	funds,	
including	180	funds	for	63	repeat	clients,	and	facilitated	the	sale	of	$26	billion	of	secondary	transaction	volume,	approximately	36%	
of	which	was	executed	for	repeat	clients.	In	recent	years,	the	PFG’s	Secondary	Advisory	team	has	been	a	pioneer	and	market	leader	
in	GP-sponsored	secondary	transactions,	facilitating	$13.0	billion	of	transaction	volume	in	these	transactions,	including	$7.5	billion	
across	31	transactions	in	the	last	five	years.

Mike Custar is a Managing Director of Credit Suisse in the Private Banking & Wealth Management division, based in New York. He 
is	responsible	for	leading	Credit	Suisse’s	secondary	advisory	business,	where	he	advises	both	hedge	fund	and	private	equity	investors	
in selling limited partnership interests and fund shares in the secondary market. 

Mr.	Custar	joined	Credit	Suisse	in	May	2004	from	PricewaterhouseCoopers	(PwC),	where	he	was	a	Director	in	PwC’s	Transaction	
Services	team,	leading	both	financial	and	operational	due	diligence	for	private	equity	clients.

Mr. Custar holds a BS degree in Accounting from the University of Illinois and is a CPA.

Jeremy Duksin is a Director and senior member of the secondary advisory team within the PFG. His responsibilities include the 
origination,	structuring	and	execution	of	secondary	transactions	in	the	private	equity	and	hedge	fund	markets.	Prior	to	joining	Credit	
Suisse	Jeremy	spent	seven	years	with	Lehman	Brothers	working	 in	the	firm’s	 Investment	Banking,	 Investment	Management	and	
Principal	 Investing	 divisions.	 Jeremy	 received	 his	MBA	 from	New	York	University	with	 a	 concentration	 in	 corporate	 finance	 and	
received his BA from the University of Pennsylvania.

Conway MacKenzie, inc.

Conway	MacKenzie	provides	a	wide	spectrum	of	consulting	and	financial	advisory	services	to	help	its	clients	throughout	the	world	
overcome	their	most	complex	challenges	and	achieve	their	strategic	and	financial	goals.	Through	its	Turnaround	and	Restructuring,	
Private Fund Services, Transaction Services, Litigation Support and Investment Banking practice areas, Conway MacKenzie works 
with its clients to identify issues, develop solutions, and implement action plans to achieve optimal results.

Conway	MacKenzie’s	 Private	 Fund	 Services	 practice	 area	 is	 dedicated	 to	 helping	 the	 stakeholders	 in	 private	 investment	 funds	
navigate	through	challenging	circumstances	through	the	provision	of	financial	advisory,	portfolio	management	and	fiduciary	services.

Kenneth Latz	is	a	Managing	Director	and	leader	of	Conway	MacKenzie’s	Private	Fund	Services	practice	area.	In	this	role,	Mr.	Latz	
oversees	the	deployment	of	the	firm’s	strategy	for	the	provision	of	portfolio	management	and	other	advisory	services	to	private	capital	
fund stakeholders to help maximize the value of investments during periods of fund-level transition, recapitalization, restructuring or 
distress.	Mr.	Latz	is	a	Certified	Public	Accountant	and	a	Certified	Turnaround	Professional.	He	received	a	Bachelor	of	Science	degree	
in Accountancy from the University of Illinois at Urbana-Champaign.

Debevoise & Plimpton LLP

Debevoise	&	Plimpton	LLP	is	a	premier	law	firm		with	market-leading	practices,	a	global	perspective	and	strong	New	York	roots.	The	
firm	has	advised	on	all	types	of	private	equity	secondary	transactions,	including	fund	interest	secondaries,	listed	fund	transactions,	
secondary direct transactions, “GP for hire” arrangements, synthetic secondaries, “stapled” primary and secondary transactions, and 
the establishment of funds investing in secondaries transactions. Debevoise has also been very active in the growing area of “tail-end 
deals”, through fund interest secondaries, secondary directs and unique structured arrangements which give liquidity to investors in 
tail-end funds and provide new capital for tail-end managers.

Our clients look to us to bring a distinctively high degree of quality, intensity and creativity to resolve legal challenges effectively and 
cost-efficiently.

Deep	partner	commitment,	industry	expertise	and	a	strategic	approach	enable	us	to	bring	clear	commercial	judgment	to	every	matter.	
We	draw	on	the	strength	of	our	culture	and	structure	to	deliver	the	best	of	our	firm	to	every	client	through	true	collaboration.

Approximately	650	lawyers	work	in	eight	offices	across	three	continents,	within	integrated	global	practices,	serving	clients	around	
the world.



19

Private Equity’s Long Tail

David Schwartz is a corporate partner at Debevoise, and member of the Investment Management and Private Equity Groups. 
Mr. Schwartz	represents	sponsors	of,	and	institutional	 investors	in,	private	investment	funds,	including	buyout,	emerging	markets,	
funds of funds, infrastructure, real estate and venture capital funds, as well as separate and other managed accounts. He also advises 
sponsors and investors in connection with complex secondary transactions, including direct sales and purchases of fund interests, 
listed fund transactions, secondary direct transactions, “manager for hire” arrangements, synthetic secondaries, stapled primary and 
secondary transactions and tail-end deals.

Andrew Ahern	is	a	corporate	partner	at	Debevoise,	and	a	member	of	the	firm’s	Investment	Management	and	Private	Equity	Groups.	
His practice focuses primarily on advising sponsors of private investment funds, including buyout, energy and infrastructure and credit 
opportunities private equity funds and hedge funds. He also advises sponsors and investors in complex private equity secondary 
transactions.

This	material	has	been	prepared	by	the	Private	Banking	&	Wealth	Management	division	of	Credit	Suisse	(“Credit	Suisse”)	and	not	by	Credit	Suisse’s	Research	De-
partment. It is not investment research or a research recommendation for regulatory purposes as it does not constitute substantive research or analysis. This mate-
rial is provided for informational and illustrative purposes and is intended for your use only. It does not constitute an invitation or an offer to the public to subscribe for 
or purchase any products or services. The information contained in this document has been provided as a general market commentary only and does not constitute 
any	form	of	regulated	financial	advice,	legal,	tax	or	other	regulated	financial	service.	It	does	not	take	into	account	the	financial	objectives,	situation	or	needs	of	
any	persons,	which	are	necessary	considerations	before	making	any	investment	decision.	The	information	provided	is	not	intended	to	provide	a	sufficient	basis	on	
which to make an investment decision and is not a personal recommendation or investment advice. It is intended only to provide observations and views of the said 
individual Asset Management personnel at the date of writing, regardless of the date on which the reader may receive or access the information. Observations and 
views of the individual Asset Management personnel may be different from, or inconsistent with, the observations and views of Credit Suisse analysts or other Credit 
Suisse Asset Management personnel, or the proprietary positions of Credit Suisse, and may change at any time without notice and with no obligation to update. To 
the	extent	that	these	materials	contain	statements	about	future	performance,	such	statements	are	forward	looking	and	subject	to	a	number	of	risks	and	uncertain-
ties. Information and opinions presented in this material have been obtained or derived from sources which in the opinion of Credit Suisse are reliable, but Credit 
Suisse makes no representation as to their accuracy or completeness. Credit Suisse accepts no liability for loss arising from the use of this material. Unless indicated 
to	the	contrary,	all	figures	are	unaudited.	It	should	be	noted	that	historical	returns	and	financial	market	scenarios	are	no	reliable	indicator	of	future	performance.

Every	investment	involves	risk	and	in	volatile	or	uncertain	market	conditions,	significant	fluctuations	in	the	value	or	return	on	that	investment	may	occur.	Investments	
in	foreign	securities	or	currencies	involve	additional	risk	as	the	foreign	security	or	currency	might	lose	value	against	the	investor’s	reference	currency.	Alternative	
investments products and investment strategies (e.g. Hedge Funds or Private Equity) may be complex and may carry a higher degree of risk. Such risks can arise 
from extensive use of short sales, derivatives and leverage. Furthermore, the minimum investment periods for such investments may be longer than traditional 
investment products. Alternative investment strategies (e.g. Hedge Funds) are intended only for investors who understand and accept the risks associated with 
investments in such products.

This	material	is	not	directed	to,	or	intended	for	distribution	to	or	use	by,	any	person	or	entity	who	is	a	citizen	or	resident	of,	or	is	located	in,	any	jurisdiction	where	
such	distribution,	publication,	availability	or	use	would	be	contrary	to	applicable	law	or	regulation,	or	which	would	subject	Credit	Suisse	and/or	its	subsidiaries	or	
affiliates	to	any	registration	or	licensing	requirement	within	such	jurisdiction.	Materials	have	been	furnished	to	the	recipient	and	should	not	be	re-distributed	without	
the express written consent of Credit Suisse.

When distributed or accessed from the EEA, this is distributed by Credit Suisse Asset Management Limited which is authorised and regulated by the Financial 
Conduct	Authority	and/or	its	affiliates.	When	distributed	in	or	accessed	from	Switzerland,	this	is	distributed	by	Credit	Suisse	AG	and/or	its	affiliates.	For	further	
information, please contact your Relationship Manager. When distributed or accessed from Brazil, this is distributed by Banco de Investimentos Credit Suisse (Brasil) 
S.A.	and/or	its	affiliates.	When	distributed	or	accessed	from	Australia,	this	document	is	issued	in	Australia	by	Credit	Suisse	Investment	Services	(Australia)	Limited	
(ABN	26	144	592	183,	AFSL	370450).

Copyright	©	2015.	CREDIT	SUISSE	GROUP	AG	and/or	its	affiliates.	All	rights	reserved.


