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A head-to-head comparison of performance since 2018




Over the past twenty years, secondaries have grown from ~$5 billion of annual volume
to over $100 billion.!

As the market has matured, secondary investors have pursued different types of
transactions. One form of transaction, called a GP-led secondary, has become
increasingly popular and now represents more than 40% of all secondaries.

In this paper, we compare the performance of GP-led deals to the more traditional, LP-

led secondaries. Is the growing popularity of GP-led secondaries justified? How do they
stack up against LP-leds?
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In a GP-led transaction, a fund manager will sell one or more
portfolio companies from an existing fund to a new fund
they establish and manage, often called a continuation
vehicle. In effect, the manager selects companies that are
doing well but could use additional time to maximize value.

By their very nature, GP-led transactions tend to be highly
concentrated, with a sizeable portion involving only one
company.! Typically, these transactions occur at or near the
companies’ holding values. Due to their concentration and
lack of discount, GP-leds are generally viewed as higher risk
compared to ftraditional LP-led secondary transactions.
However, they are also regarded as having significantly
higher return potential.

Well how have these transactions performed?
A recent study by the secondary intermediary Evercore and

HEC Paris, examined the performance of 108 GP-led
secondaries.?

Vintage Deal Count Median TVPI Median DPI
6 2.35x 1.99x
10 1.50x% 0.21x
15 1.57x 0.20x
52 1.30x 0.00x
25 1.20x 0.00x

Overall, GP-led secondaries have clearly done well,
appreciating on average by 51%. In addition, they have
returned on average 35% of invested capital.
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In traditional or LP-led transaction, a fund investor or limited
partner sells one or more of its fund commitments to a
secondary buyer. LPs sell for a variety of reasons, including:
liguidity needs, overallocation, change in strategy, etc.

LP-led transactions tend to be more diversified than GP-led
secondaries, often containing exposure to tens, if not
hundreds, of wunderlying companies. Typically, these
transactions occur at a discount to the funds’ net asset
values. Due to their diversification and discounted pricing,
LP-leds are generally viewed as having more downside
protection and carrying lower risk compared to GP-led
secondary transactions.

How have these lower-risk transactions performed?

Overbay conducted a study of LP-led transaction
performance since 2018. In our study, we examined 333
deals completed by secondary funds ranging in size from
less than $200 million to over $10 billion.!

Vintage Deal Count Median TVPI Median DPI
38 1.78x 0.76x
93 1.62x 0.62x
79 1.91x 0.44x
100 1.32x 0.35x
23 1.26x 0.00x

Overall, LP-led secondaries have notably outperformed GP-
leds, appreciating on average by 78%. In addition, they have
returned an average 51% of invested capital. This translates
to over 50% higher appreciation and almost 50% more
distributions on average than GP-leds.?
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There are several possible reasons why LP-led secondaries
have outperformed, but the most likely one is pricing.

Unlike GP-leds, which often occur at little to no discount,
LP-leds typically trade at a discount to net asset value. As a
result, LP-leds have two sources of returns: asset-level
appreciation and the discount itself.

All else being equal, the discount significantly adds to the
ultimate multiple of invested capital.

0.18x

Incremental TVPI at close?

Furthermore, GP-leds, by design, extend the hold period for
the underlying assets. In contrast, LP-led secondaries
typically entail ‘harvest phase’ funds, where managers are
actively monetizing their portfolios. This difference can
result in LP-led secondaries having shorter durations,
stronger cash flows and ultimately higher internal rates of
returns (IRRs).

Stronger Cash

Flow
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In summary, LP-led transactions have  demonstrated
commendable performance in recent years, appreciating more

and returning capital faster than GP-led transactions.

However, it may be premature to pass judgment on GP-leds. Given
the slower exit environment of the last two vyears, GP-led
secondary investors have been able to invest in many great
companies that would have otherwise been exited. It is entirely
plausible that recent deals could emerge as strong performers in

the years to come.

Discover Overbay’s unigue approach to secondaries. Our goal is
to deliver the strongest distributions and the best risk-adjusted
returns in private equity.

Speak with our team

Vo 181 Bay Street, Suite 3110

p— Brookfield Place, Bay Wellington Tower overbaycapital.com

OVERBAY Toronto, ON M5J 2T3



http://www.overbaycapital.com/
http://www.overbaycapital.com/
https://www.overbaycapital.com/contact-us

Disclaimer

The opinions expressed herein reflect Overbay's current views and are subject to change.
Past events and trends are not indicative of future events or results. This commentary
provides general information on market conditions and does not constitute fiduciary advice,
investment recommendations, or research. The accuracy of the data compiled is not
guaranteed, and the views expressed may change after the issuance of this commentary.
The information provided is for informational purposes only and should not be considered
investment advice or an offer to sell or solicit any investment vehicles managed by
Overbay. The suitability of investment concepts mentioned in this commentary depends on
individual investment objectives and financial positions. Investors should carefully review
tax considerations along with fees and transaction costs with their investment and tax
advisors. The information in this commentary is believed to be reliable and obtained from
public sources, but no warranty is provided regarding its accuracy or completeness.

Past performance is not necessarily indicative of future performance.

This Document contains certain statements, estimates and projections that are “forward-
looking statements.” These statements can generally be identified by the use of forward-
looking terminology, including “may,” “believe,” “will,” “expect,” “anticipate,” “estimate,”
“continue,” “rankings” or other similar words. Overbay does not make any representations
or warranties (express or implied) about the accuracy of such forward-looking statements.
Readers are cautioned that actual results of an investment could differ materially from
forward-looking statements or the prior or projected results. Readers of this Document are
cautioned not to place undue reliance on forward-looking statements.
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