PA Insights: Private Market Secondaries
The liquidity challenges of private market investments offer compelling
opportunities for secondary managers with strong platforms
While potentially offering lower correlations, less volatility and
attractive risk-adjusted returns over time, the inherent lack of
liquidity that comes with private equity or credit funds elicits
a common refrain when speaking to investors in these asset
classes: How do we manage liquidity on our timetable? While
some advantages can accrue from this inherent illiquidity –
including the ability to invest through bull and bear cycles
and to be patient when it comes to capital allocations – the
long lifespans of most private markets funds means limited
partners (“LPs”) are typically unable to exit ahead of schedule. This facet has always represented one of the largest
challenges of the private markets asset class – and the funds
that invest in it.
The secondary market addresses this challenge. In a
straightforward secondary transaction, an LP in a private
equity or credit fund is able to sell all or part of its interest to
another investor, in a negotiated transaction between seller
and buyer. The original LP may have any one of a number
of reasons for wishing to exit early – among them perhaps
wanting to raise capital, leave a particular manager, pro-actively rebalance allocations or shift investment strategy in
another direction.
(continued on next page)

Key Takeaways
Private market transactions are
inherently illiquid, often constraining
an LP’s flexibility.
The post-crisis environment has
lead to more active management of
portfolios, using secondaries to raise
cash, exit a particular manager, rebalance exposures or shift strategy.
Advantages to a purchaser can include increased diversification, lower
blind pool risk, mitigation of the
J-curve, and attractive pricing.
Robust relationships with private
equity LPs and fund sponsors are
key to knowing what stakes are for
sale and who is looking for replacement LPs.
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For buyers, secondary transactions can offer a
number of compelling advantages over the primary, or direct, private equity fund approach.
For instance:
Added diversification: Secondaries can
allow investors to improve portfolio diversification, spreading risk across multiple fund
sponsors, vintage years, geographies, industries and investment strategies.
●●

Lower blind pool risk: Traditional private
equity funds typically raise capital commitments
from LPs prior to making any investments, so
the portfolio, or pool, of new investments has
not been assembled and LPs have no “visibility” into the portfolio (i.e., it is a “blind pool”). By
contrast, in a secondary transaction, the investments underlying a given fund are often established and can be assessed by the buyer. This
provides a golden opportunity to independently
value and price the assets in question.
●●

J-curve mitigation: Since the underlying
company investments in a secondary transaction have already been made by the fund
manager whose interest is being acquired,
●●

private equity’s infamous j-curve effect – which
describes how a fund’s performance is low or
negative in the early years due to capital drawdowns and an unseasoned portfolio, and then
climbs sharply as liquidity events unfold in the
later years – is reduced because the secondary investor is entering the fund at a later stage
in its life cycle. Investing in secondaries can
also mean quicker capital deployment for buyers, shorter holding periods, and less waiting
time before meaningful distributions occur.
Discounted pricing: As with many assets
in illiquid environments, because private equity
fund interests are not marked to market on a
tradeable public exchange, fund interests in
secondary transactions may be priced at discounts to the fair market value of the portfolio
components they represent. For astute buyers,
this can translate to the ability to acquire valuable assets “on sale” and participate in funds
managed by top-shelf managers who might be
otherwise inaccessible.
●●

Unsurprisingly, the low-return environment
since the 2008 financial crisis has encouraged
more active management of the private equity
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portions in many investor portfolios, with investors keen to rebalance exposures as market
conditions or strategies dictate. Meanwhile,
interest in secondary opportunities to acquire
earlier vintage year funds has risen in recent
years on concerns that many of the more recent private equity funds may be paying heavily inflated prices for assets. The mix has led
to a surge in secondary activity, with records
set last year in number of funds closed, total
capital raised, and dollar volume of secondary
transactions.
Keys to Secondary Success

Because each transaction is a negotiated one,
secondary strategies rely heavily on the network of relationships that can be brought to
bear on this activity. The stronger the relationships with private equity LPs are, the more likely it may be that a secondary fund manager will
be informed of potential stakes for sale. At the
same time, the stronger the relationships with
the general partner fund sponsors with whom
they invest are, the more likely it may be that
the secondary fund manager is approached by
general partners looking for replacement LPs
to step in when one of their existing investors
is planning to sell its position.
Accordingly, investors considering placing capital in a dedicated secondaries strategy should
measure the degree to which the manager is
viewed as a strategic partner by both the universe of LPs in direct private equity funds and
the general partner sponsors of such funds.
Generally speaking, the more robust a secondary fund manager’s network is, the better the
opportunity set will be.
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With some larger firms, this network effect
can have cross-pollination advantages across
different silos of investment. Portfolio Advisors has deep and broad relationships in four
multi-dimensional spheres – private equity,
co-investment, real estate and private credit.
Such a comprehensive network can provide
two additional advantages:
First, it provides the secondary manager
with asymmetrical access to information. For
instance, Portfolio Advisors tracks, analyzes
and reports on the performance of billions of
dollars in private equity commitments across
nearly 2,000 global private equity funds on behalf of its clients. The level of portfolio company
detail and cash flow data that flows from this
informational advantage is very useful when
evaluating and pricing secondary transactions.
●●

Secondly, it provides the secondary manager with asymmetrical access to opportunities. Private equity general partners play a key
role in the secondary process, since they must
approve transfers of interest to new investors;
long-standing relationships with key GPs and
a reputation as a serious, committed buyer
of secondary interests means the secondary
manager may be presented with transactions
that might not be broadcast to the broader
marketplace.
●●

From there, it’s important that the secondary
fund manager bring a degree of focus to bear
on the wide breadth of opportunities that arise.
This can be accomplished in a number of
ways, including segment focus and having a
dedicated secondaries team able to concentrate entirely on a specific niche. Such focus
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may enhance a fund manager’s ability to be
selective, taking transactions that best fit the
mold, which in turn helps avoid compromises
on price or quality.
Conclusion

Private market secondaries are a fast-growing
niche within the alternative investment landscape, and in recent years they have gone
from relatively rare events (historically seen
as a last resort by LPs) to an accepted and
effective mechanism for institutional portfolio

management. Indeed, investors now use the
secondary market as a way to engage with
established private equity funds.. As the size,
scale and sophistication of the secondary
market gains momentum, differentiators such
as platform relationships, niche focus and
informational advantages will play larger roles
in determining a secondary fund manager’s
ability to see and select top-shelf private equity secondary opportunities with mature assets
at attractive prices. n
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Headquartered in Darien, CT and founded in 1994, Portfolio Advisors, LLC is an independent, private markets investment
specialist with more than $23 billion in assets under management. The firm also has offices in Switzerland and Hong Kong.
Portfolio Advisors provides tailored private equity, private real estate and private credit investment solutions through commingled funds and custom advisory solutions via primary partnerships, secondary purchases, co-investments and direct
senior and mezzanine investments. Portfolio Advisors has been an Investment Advisor registered with the U.S. Securities and
Exchange Commission since 1994, and is also a Qualified Professional Asset Manager in the U.S.
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Disclosure Statement
This material does not constitute an offer or solicitation for any fund sponsored by Portfolio Advisors, LLC (“Portfolio Advisors”) or its
affiliates, or any investment services provided by Portfolio Advisors. No offer of investment services or sale will be made in any jurisdiction in which the offer, solicitation, or sale is not authorized or to any person to whom it is unlawful to make the offer, solicitation or sale.
This document includes information obtained from published and non-published sources that Portfolio Advisors believes are reliable.
Such information has not been independently verified by Portfolio Advisors. Unless otherwise specified, all information is current at the
time of issue. Any opinions expressed are those of Portfolio Advisors. The opinions expressed do not constitute investment advice and
are subject to change without notice. Past performance is not a guarantee of future success and there can be no assurance that investors in funds will achieve the returns or investment objectives discussed herein. Investments in private funds involve significant risks,
including the possible loss of the entire investment. The information herein is not intended to provide, and should not be relied upon for,
accounting, legal or tax advice or investment recommendations. You should consult your tax, legal, accounting or other advisors about
the matters discussed herein.
Distribution of this information to any person other than the person to whom this information was originally delivered and to such
person’s advisors is unauthorized and any reproduction of these materials, in whole or in part, or the disclosure of any of the contents,
without the prior consent of Portfolio Advisors, in each such instance is prohibited. Notwithstanding anything to the contrary herein,
each recipient of this summary (and each employee, representative or agent of such recipient) may disclose to any and all persons,
without limitation of any kind, the tax treatment and tax structure of (i) any fund described herein and (ii) any of its transactions, and all
materials of any kind (including opinions or other tax analyses) relating to such tax treatment and tax structure.
Before deciding to invest in a fund, prospective investors should pay particular attention to the risk factors contained in the fund documents. Investors should have the financial ability and willingness to accept the risk characteristics of an investment in a fund. Certain
information contained herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”,
“should”, “expect”, “anticipate”, “project”, “estimate”, “intend”, “continue”, or “believe” or other variations thereof. Due to various risks
and uncertainties, including those discussed above, actual events or results or actual performance may differ materially from those
reflected or contemplated in such forward-looking statements. As a result, investors should not rely on such forward-looking statements
in making an investment decision.
Nothing set forth in this document is intended to constitute a recommendation that any person take or refrain from taking any course
of action within the meaning of U.S. Department of Labor Regulation §2510.3-21(b)(1), including without limitation buying, selling or
continuing to hold any security. No information contained herein should be regarded as a suggestion to engage in or refrain from
any investment-related course of action as none of Portfolio Advisors, LLC or any of its affiliates is undertaking to provide investment
advice, act as an adviser to any plan or entity subject to the Employee Retirement Income Security Act of 1974, as amended, individual
retirement account or individual retirement annuity, or give advice in a fiduciary capacity with respect to the materials presented herein.
You are advised to contact your own financial advisor or other fiduciary unrelated to Portfolio Advisors, LLC about whether any given
course of action may be appropriate for your circumstances.
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