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Analyzing the slowdown in secondary fund distributions
since 2021
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The past two years have been challenging for private

equity. Inflation, interest rate hikes, war and a banking

crisis have all impacted both valuations and realizations.

In this paper, we focus on the pace of distributions since
2021 across private equity, with a specific emphasis on
secondary funds. While it is widely known that there has
been a slowdown in exits, we wanted to examine the cash
flows coming from secondary funds compared to other

private equity strategies.

Historically, one of the main purposes of secondary funds
has been their ability to accelerate distributions for
investors. How have they performed in this regard,

particularly over the last two years?
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In 2021, we saw unprecedented exit activity across private
equity, particularly from technology funds. In contrast, the
last two years have been characterized by a dramatic
slowdown in market activity.

EXITS HAVE SLOWED DRAMATICALLY SINCE 2021
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Consequently, the rate of distributions across private
equity funds fell considerably as well.

Average distributions across private equity dropped from
around 31% of NAV in 2021 to 1% of NAV in 2023,

representing a 65% decline.3
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The slowdown in exits over the past two years has
impacted all private equity strategies—and secondary
funds are certainly not immune to these forces. However,
and perhaps surprisingly, secondary funds have distributed
significantly less than other private equity strategies on
average.

From 2021 to 2023, while private equity distribution pacing
dropped by 65%, secondary fund distribution pacing
dropped by over 70%. Even focusing solely on post-
investment period secondary funds (pre-2019 vintage)
yields a remarkably similar conclusion.

Overall, secondary fund distributions were almost 40%
lower than the average private equity fund over this
period.

vs. Secondary Fund Distributions
As a % of Beginning NAV!

Secondary Fund
Distributions

~30-40%
Lower
12.7%

5.0%
2022 2023


http://www.overbaycapital.com/

OVERBAY

Intuitively, one would expect distributions from secondary
funds to be higher than those from broader private equity
for several reasons, including:

1. The assets being purchased are generally mature and in
their “harvest period,” when managers are attempting
to monetize their portfolios.

2. Secondary funds typically purchase assets at discounts
(averaging 15%, over the last five years'). Therefore,
mathematically, their distributions should be
proportionately higher.

Expected Secondary Actual Secondary
Fund Distributions’23 Fund Distributions?

11.47%

- 5.0%

However, in reality, distribution pacing for secondary funds
in 2023 was less than half of the expected rate—
approximately 5.0% of NAV for all secondary funds and
around 6.6% of NAV for pre-2019 vintage secondary funds.2

To put this in context, if secondary funds distributed capital
in line with expectations, they would have produced ~$52
billion more in distributions from 2021-2023.4
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While secondary funds were originally marketed as a way
for investors to accelerate cash flows and mitigate J-curve
effects, their objectives and strategies have evolved
significantly over the past twenty years. Secondary funds
are increasingly utilizing tools that can maximize returns at
the cost of delaying distributions:

Leverage

¢ Secondary managers may use various forms of leverage,
including fund facilities, asset-backed Iloans and
purchase price deferrals to enhance returns.

¢ Instead of calling capital from investors, secondary funds
often use distributions from their assets to pay down
debt.

Recycling

e During the investment period, many secondary funds
reinvest or ‘recycle’ early distributions from their initial
investments into new secondary transactions.

¢ Recycling can significantly delay distributions to
investors in the first few years of a secondary fund’s life.

GP-Leds

e Over the past decade, a growing proportion of
secondary fund capital (~46% in 2023") has been
invested in GP-led transactions (“GP-leds”). These deals
involve providing fund managers with additional time
and capital to continue working with promising
companies in their portfolios.

e By their nature, GP-leds are medium-to-long term bets,
meaning that they are generally not expected to result in
realizations in their first few years.
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Cash Flow vs. Long-Term Growth

Secondary funds have distributed significantly less than broader
private equity since 2021. The dramatic drop in distributions
highlights the significant changes in secondary fund strategies
over the years. Once touted as a way to accelerate cash flows and
mitigate J-curve effects, secondary funds are now focused on

maximizing long-term growth.

While investors may ultimately benefit from higher returns, they
should understand that their short to medium-term distributions

are likely to be lower than those of other private equity strategies.

Discover Overbay’s unique 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

S Brookfield Place, Bay Wellington Tower overbaycapital.com

OVERBAY Toronto, ON M5J 2T3
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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.

FTRTS FT TS FTRTS

Missing Distributions Calculation = Global Secondary Fund NAV! * (Expected Secondary Fund Distributions - Actual
Secondary Fund Distributions).

Expected Secondary Fund Distributions = (Annual Private Equity Distribution % / Average Secondary Price?) - Median
Management Fees.

2021:172.23*(32.4%-18.4%) = ~24B
2022:249.89*(17.1%-12.7%) = ~11B
2023: 263.09*(11.4%-5.0%) = ~17B
Sum: ~52B

Pitchbook Data, as of Q4 2024. 2Jefferies Global Secondary Market Review, 2024.
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