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Key Takeaways

1. In our second paper of our research series on the state of
secondaries in the current investment cycle, we focus specifically

on GP-centered transactions.

2. In contrast to LP-interest secondaries, GP-centered
transactions are negotiated directly with a financial sponsor
allowing buyers to purchase targeted exposure to specific assets

in larger scale through a “one-to-many" approach.

3. Early forms of GP-centered transactions emerged nearly 20
years ago but gained significant traction only since the mid-20I0s
with the advent of continuation funds. Today, GP-centered
transactions can account for approximately half of the turnover

in the secondary market in any given year.

4. There is a variety of GP-centered solutions. The most common
form are continuation funds, which enable managers to retain
their well-performing assets and help maximize long-term value
from these assets by optimizing the timing of exits; and allow
existing investors seeking early liquidity to realize early gains on

their investments.

5. In addition to equity-based solutions, GPs may use credit-
oriented NAV-based instruments that may be considered as more
efficient in certain situations. Fund financings may be preferred
when funds seek to recapitalize portfolio companies, require
capital for growth investments and opportunistic acquisitions, or
wish to increase the liquidity position of their holdings without
selling or diluting exposure in the underlying assets especially if

buyers cannot agree on the GP’s valuation.

6. Penetration of the private equity sponsor community is still
relatively low, with only approximately 30% of GPs having
pursued any form of GP-centered transaction to date. The fund
financing space is even earlier in its development, with adoption

following the path of continuation funds.

7. GP-centered secondaries represent a major innovation ina
private capital market where fund structures have remained
remarkably rigid. Providing efficient solutions to a potential
mismatch between a fund’s remaining life and the time it takes to
maximize the value of an asset, GP-centered solutions broaden

the toolbox of financial sponsors.

8. Continuation funds offer existing LPs the option to sell or to
roll over their capital into the new vehicle. In the past, the vast
majority have opted for the former, generating investment

opportunities for new investors. Returns in GP-centered

9. secondaries seem to be uncorrelated with the percentage of

rollovers across deals.

10. Investments in continuation funds involve a more targeted
approach to asset allocation relative to LP-interest secondaries,
requiring laser-focus on asset quality. As a result, GP-centered
secondaries (especially single-asset transactions) have evolved to
target trophy assets, often with embedded value and strong long-

term realization options.

11. Continuation funds also typically limit unfunded commitments
to follow-on capital, significantly reducing a buyer’s “blind pool” risk

relative to LP-interest secondaries.

12. GP-centered secondaries are inevitably subject to potential
conflicts of interest. Aligning GPs’ and LPs’ interests in GP-centered
transactions is best achieved by ensuring that sponsors have
substantial “skin in the game.” In such transactions, realized carry is
usually fully rolled into the continuation vehicle with GPs often
investing additional capital of their own in continuation funds to

enhance alignment.

13. While GP-centered opportunities may have differentiated risk-
return characteristics, given their complexity, investors must
possess substantial underwriting resources and structuring
capabilities, which are comparable to those needed by direct
buyout investors.

14. Despite increased capital formation for GP-centered
transactions, primarily through fundraising for integrated
secondaries funds with GP-centered allocations, the market has
remained significantly under-capitalized as available capital has
hardly kept pace with investment opportunities. This imbalance
helps explain why a significant number of potential deals in 202 -
2022 have failed to close.

15. Meanwhile, an increased amount of capital has been raised by
funds specializing in NAV lending, with fund financings accounting

for the largest share of these investments to date.

16. We see little evidence that would suggest that current

supply-demand dynamics will change in the foreseeable future.
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Carlyle’s Global Investment Solutions (GIS) segment strives to help investors meet their
objectives through tailored portfolio construction and rigorous investment selection.
Alplnvest, Carlyle’s private equity asset manager within GIS, seeks to provide investors
with access to the global private markets through primary, secondary, co-investment and
financing opportunities across a range of equity and credit strategies. Alplnvest managed

$77 billion of client assets as of December 31, 2023.
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IMPORTANT INFORMATION

This newsletter has been prepared without regard to the
circumstances and objectives of those who receive it.
Investment concepts mentioned in this publication may be
unsuitable for investors depending on their specific
investment objectives and financial position. Private equity
funds are intended for qualified investors only. They are
often speculative, provide limited liquidity, involve a high
degree of risk, including the loss of capital, and may engage
in the use of leverage, short sales, and derivatives. Recipients
are advised to independently evaluate particular
investments and strategies and are encouraged to seek the
advice of financial and tax advisers. This newsletter may not
be construed in any manner as investment advice or as a
recommendation with respect to any investment, strategy or
product.

Certain information contained herein constitutes “forward-
looking statements,” which can be identified by the use of
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terms such as “may”, “will”, “should”, “expect”, “anticipate”,
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“project”, “estimate”, “intend”, “continue,” “target” or “believe”
(or the negatives thereof) or other variations thereon or
comparable terminology. Due to various risks and
uncertainties, actual events or results may differ materially
from those reflected or contemplated in such forward-

looking statements.

Economic and market views and forecasts reflect our
judgment as of the date of this newsletter and are subject to
change without notice. In particular, forecasts are estimated,
based on various assumptions, and may change materially as
economic and market conditions change. Alpinvest has no
obligation to provide updates or changes to these forecasts.
Further, unless otherwise expressly stated herein, any
analysis discussed herein express Alplnvest’s views only as of
the date of publication. AlpInvest expressly disclaims any

duty to update any of the information provided herein.

Certain information contained herein has been obtained

from published and non-published sources prepared by other
parties, which in certain cases have not been updated through
the date hereof. While such information is believed to be reliable
for the purpose used in this presentation, Alplnvest does not
assume any responsibility for the accuracy or completeness of
such information and such information has not been
independently verified by Alpinvest. Except where otherwise
indicated herein, the information provided in this newsletter is
based on matters as they exist as of the date of preparation and

not as of any future date, and this newsletter will not be updated
or otherwise revised to reflect information that subsequently
becomes available, or circumstances existing or changes

occurring after the date hereof.

The value of and income from investments may vary because
of changes in interest rates or foreign exchange rates,
securities prices or market indexes, operational or financial
conditions of companies, geopolitical or other factors. Tax
considerations, margin requirements, commissions and other
transaction costs may significantly affect the economic
consequences of any transaction concepts referenced in this
publication.

Past performance is not necessarily indicative of future
performance. The price or value of investments may rise or
fall. Estimates of future performance and other forecasts are
based on assumptions that may not be realized. Actual
results may vary substantially.

Under no circumstances should this newsletter be construed
as a solicitation to buy or sell any security or to participate in
any investment strategy, nor should this publication, or any
part of it, form the basis of, or be relied on in connection with,

any contract or commitment whatsoever.
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