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Secondary Market Overview

















Continuation Funds 
(aka GP-Led Secondaries or 

Adviser-Led Secondaries)



REASON FOR INITIATING A CONTINUATION FUND

Means to transfer un-matured investments out of a 
Fund’s portfolio when the Fund is near end of term
 Gives the sponsor more time to develop investments
 Provide liquidity for investors
 Gives the sponsor an influx of new capital for follow-

on investments



TRANSACTION OVERVIEW:  GENERAL

GP transfers one or more investments from its existing Fund to a new 
vehicle managed by the GP (the “Continuation Fund”) and gives each 
existing LP the option to: 

a) Convert or exchange the ratable portion of its Fund interest for 
an interest of the Continuation Fund (of equal value)

b) Receive a cash distribution in respect of the ratable portion of 
its Fund interest (funded by new investors’ cash contributions 
to the Continuation Fund); or

c) Hybrid where a portion is converted into an interest in the 
Continuation Fund and portion is distributed as cash 

***Often there is a new commitment associated with option (a)
***Often there is a discount associated with option (b)



SUCH TRANSACTIONS MAY INCLUDE:

 Single asset transactions – such as the Fund selling a 
single asset to a new vehicle managed by the adviser

 Strip sale transactions – such as the Fund selling a 
portion of multiple assets to a new vehicle managed by 
the adviser

 Full fund restructurings – such as the fund selling all of 
its assets to a new vehicle managed by the adviser

 Tender offer – such as an adviser arranging for new 
investors to purchase Fund interests directly from 
existing LPs



CONFLICTS
 The sponsor generally has a conflict of interest 

in setting and negotiating the transaction terms
 This is because the sponsor may have the 

opportunity to earn economic and other benefits 
conditioned upon the closing of the secondary 
transaction



CONFLICTS (CONTINUED)

 Additional management fees – possibly from 
both new and rolling investors

 Crystallization of carry at the Fund level –
possibly for both selling and rolling investors

 Additional carry at the Continuation Fund level –
possibly from both new and rolling investors

 Sponsor may provide services and/or receive 
compensation from the portfolio companies, 
which will not offset the management fee



CONFLICTS (CONTINUED)

 To entice new investors to participate in a 
Continuation Fund:
 New investors may participate in a Continuation Fund 

on terms that are more favorable than those offered to 
rolling investors, which could result in dilution of such 
rolling investors’ interests in the underlying 
investments.  

 Returns to the new investors may be paid in priority to 
returns to the rolling investors



BEST OUTCOME FOR EXISTING INVESTORS
 Rolling investors not subject to management fees in 

Continuation Fund
 For a rolling investor, no crystallization of carry until it exits the 

Continuation Fund – or – no carry at Continuation Fund level
 Sponsor rolls capital and crystallized carry into the 

Continuation Fund 
 Pricing should be timely, supported either by fairness opinion 

or auction process and subject to subject to objection by 
LPAC

 Existing side letter applies to Continuation Fund
 No taxable event for rolling investors (in-kind 

contribution/distribution)



Evergreen Funds



BENEFITS

 Sponsor continually raise capital through a 
single fund 

 Avoids timing constraints on raising, deploying, 
and realizing capital

 Offer increased liquidity - attractive to smaller 
investors 

 Offer large institutional investors the ability to 
remain invested on an ongoing basis



STRUCTURES
 Two Types of Evergreen Fund Structures (there 

are no consistent “market” terms for either variety):
1. Multi-Tranche
 Same as closed-end fund structure, except that the 

fund may access the market at specific intervals to 
sell more subscriptions (after a certain percentage of 
capital commitments from the previous capital raising 
period has been invested)

 Capital commitments accepted during subsequent 
capital raising periods participate only in new 
investments 



STRUCTURE (CONTINUED)
 Multi-Tranche Continued:
 All investment proceeds distributed by the fund 

may be recalled and invested in follow-on 
investments or “rolled” into a “new” tranche of 
capital commitments

 Investors may eventually opt against rolling 
distributions into the next tranche and terminate 
their investment (same as for a traditional closed-
end fund) 

 Economics follow those of traditional closed-end 
funds



STRUCTURES (CONTINUED)
 Challenges of Multi-Tranche Structure
 Administrative burden of investor and investment tracking 

as investors roll recycled investment proceeds across 
successive tranches of interests 

 Cross-collateralization (multi-series entities can mitigate, 
but probably cannot eliminate, this risk) 

 Investor’s only liquidity option is to opt-out of recycling of 
investment proceeds 
 based on the order redemption requests were 

submitted or pro rata with all other outstanding 
redemption requests as of the relevant redemption 
date; or 



STRUCTURES (CONTINUED)
2. Modified Open-End 
 Standard open-end terms, modified to accommodate 

illiquid investments 
 Key characteristic: No obligation to sell any 

investments in order to satisfy redemption requests  
 Redemption requests satisfied either through capital 

contributions from other investors, investment 
proceeds or credit facilities 

 If necessary, interests may also be redeemed: 



STRUCTURES (CONTINUED)
 Modified Open-End (Continued)

 under a slow-pay arrangement (redeeming investors receive 
an interest in a redemption account corresponding to their 
pro rata shares of the fund’s illiquid assets and are paid as 
those assets are liquidated) 

 Sponsor receives management fees + incentive 
allocations tested over longer periods than for open-
end funds (three to five years) 



STRUCTURES (CONTINUED)
 Challenges of Modified Open-End Structure 

 Reliance on ability of the fund sponsor to attract new 
commitments in all market conditions 

 Reliance on fund NAV / difficulty in accurately 
assessing the value of fund’s underlying investments



NAV Borrowing Facilities



TIMING
 Subscription Facility – attractive in early stages 

of fund.  Collateral is uncalled capital of 
creditworthy investors

 NAV Facility – attractive after the fund has called 
capital and acquired a portfolio of assets.  
Collateral is liquidation value or cash flows from 
those assets
 LTV ratios typically around 25%
 Interest 8-15% + upfront arrangement fee (usually 

funded from the first draw on NAV facility) 



JUSTIFICATION AND BUSINESS NEED
 Provide funding to investments in the latter 

stages of the Fund – after investment period –
when investments unexpectedly could benefit 
from additional capital influx.

 Provide follow-on capital to support the portfolio 
during COVID.

 Approach used by other managers that should 
be granted across the board for the benefit of 
the Fund



CONCERNS
 Adds additional layer of debt to the investment 

program.  Asset level debt, subscription facility 
debt, and then NAV debt

 Potential cross-collateralization of assets to 
support the NAV facility

 Used to push out anticipated profits to help 
increase IRR for the fund



LIMITS FOR CONSIDERATION

 Use for limited purposes only
 Investors can support NAV borrowing for legitimate business 

purposes
 It can be difficult to support NAV borrowing when used to push 

out unrealized, but anticipated, gains
 Include in debt limits imposed under the LPA such that 

all debt that is recourse to the Fund – including NAV 
borrowing - is included
 Overall debt caps tied to commitments (e.g., lesser of 25% of 

commitments and uncalled commitments)
 Duration limits (e.g., debt cannot remain outstanding longer than 

12 months)



Outsourced Chief Investment Officer
(“OCIO”)



BACKGROUND
 An investment manager hired to provide total portfolio 

management services for a fiduciary portfolio such as an 
endowment, foundation or pension fund
 Independently makes and executes a variety of decisions 

and performs certain services, such as:
 Investment policy development
 Asset allocation / active rebalancing
 Manager selection/termination
 Performance monitoring 
 Meetings with staff and board 
 Oversight and management of custodian
 Regulatory filing support



FACTORS SUPPORTING RISE IN POPULARITY
 Investment matters historically have been under the 

purview of the organization’s fiduciary committee 
 Broadening of potential tools and strategies has increased 

the complexity of institutional portfolios
 An investment committee that meets quarterly may have 

difficulty making and executing timely decisions and may 
miss out on opportunities 

 Difficulty of a committee to act on staff or consultant 
recommendations can cause confusion around who is 
ultimately responsible for results 

 Anticipated cost savings due to reduced staff and 
employee benefit costs



ADVANTAGES
 Flexible design elements in discretionary versus non-

discretionary advice
 Experience making tough decisions that may be difficult 

for committees: 
 Rebalancing after a significant market correction
 Funding a good manager when performance is weak
 Investing in a unique strategy

 Scale / cost savings available through OCIO: 
 Leverage to negotiate better economic terms or access 

with managers 
 Reduced fees or aggregation of assets for fee-schedules 

and MFN rights



DISADVANTAGES

 Internal board is giving up control 
 Meaningful role in manager selection and portfolio 

management decisions provides emotional value for 
volunteer committee members 

 Risk that members may be less willing to commit their time 
under an OCIO relationship

 OCIO may not put forward board’s stance and approach 
to investment process in the same way
 OCIO may forgo meaningful negotiations on terms in favor 

or ensuring access to fund sponsor on the sponsor’s terms


