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Imagine if there were a simple
method to gauge ‘fair’ price for
mature private market funds across
the quality spectrum.

The LPA may say ten years, but
private equity fund durations of 15+
years have become quite common.

MULTIPLICITY

PERSPECTIVES

RULES OF THUMB FOR PRICING OF
MATURE PRIVATE EQUITY FUNDS

Many investors find themselves with private equity fund interests that are well past
the life span stated in the limited partnership agreement (LPA).

Imagine if there were a simple and fast method to determine the “fair’ price for such
mature private market funds across the quality spectrum.

The framework is intentionally simplistic in order to provide a good starting
point for both buyers and sellers to determine the fair price such limited partner-
ship interests should realistically be able to command in the secondary market
today. One must, however, account for idiosyncratic risks in each fund, and
understand the economic context.

The market is full of funds well past their intended life-span

If one is to believe many traditional LPAs, then private equity funds are sup-
posed to wind down after ten years. It is increasingly becoming an exception
that they liquidate within this intended life span.

Granted, there are often built-in extension periods (e.g., two additional one-year
terms) to efficiently liquidate the underlying portfolio holdings. One might think
that this would present ample time to get rid of residual positions.

A recent study of PitchBook found however (see figure 1 below) that the aver-
age private equity fund duration (i.e., the time a fund takes to fully liquidate) is
now exceeding 12 years, and even fund durations of 15+ years have become
quite common.

Most private equity funds are past their intended life
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Figure 1: Number of PE funds to fully liquidate by quarter since inception, data as at 31 December, 2018;
source: PitchBook
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Funds that perform in year five tend
not to disappoint in year 12.

A top-quartile fund should be worth
substantially more in the secondary
market compared to a bottom-
quartile peer.

A bottom-quartile fund’s ‘fair’ price
should be at a 62% discount to NAV.
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Can thousands of financial product disclaimers possibly be wrong?

If there’s anything investors remember from reading product disclaimers, it's
that past performance is no indication for future results. Nevertheless, there's a
common perception that a fund'’s past performance provides at least some level
of guidance to future performance.

PitchBook's recent analysis found a strong correlation of 0.65 between funds’
5-year total value to paid-in (TVPI) and their respective distributions to paid-in
capital (DPI) in year 12.

There is a strong correlation hetween early and late-stage performance of the same fund
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Figure 2: Private equity fund TVPI at year 5 vs DPI at year 12, data as at 31 December, 2018;
source: PitchBook

Looking at the chart above, it is reasonable to assume that a top-quartile fund
should, on average, be worth substantially more in the secondary market com-
pared to a bottom-quartile peer.

Good funds keep outperforming, laggards keep disappointing

Let’s delve a bit more into the topic of ‘fair’ secondaries pricing. At Multiplicity,
we focus on mature (or even tail-end) secondaries; hence the reason we used
a data set from Preqin that grouped 8 to 9-year-old funds into performance
quartiles and then looked at their future distributions.

Of course there is variation across funds within each of these quartiles buckets,
but on average, the pattern is pretty constant over time: good funds continue to
outperform, laggards continue to disappoint.

Rule of thumb: a top-quartile fund should trade at a 427 premium to its net asset value
Let's now make the heroic assumption that all secondary buyers are looking
to achieve a target multiple of 1.6x (as per Preqin’s recent surveys, the average
number should be around there).

Using historical distribution patterns of our mature (i.e., 8-9 years old) private
market funds, let’s then calculate the ‘fair’ secondary price by dividing these
funds’ cumulative future distribution by 1.6. The average top-quartile fund
distributed between 176% and 252% of their year 8-9 net asset value (NAV), with
the long-term average being 227%.

Using the 1.6x ‘fair’ multiple, a top-quartile fund should trade at a 42% premium

to its NAV! At the other end of the spectrum, a bottom-quartile fund’s ‘fair’ price
would be just 38%, which is a 62% discount to NAV.
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Those fixated on the NAV will
consequently, and unfortunately, let
go of their best funds at NAV.
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‘Fair’ secondary prices assuming an expected multiple of 1.6x
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Figure 3: Calculated ‘fair secondary prices of private equity funds across quartiles, assuming an
expected multiple of 1.6x; source: Pregin, Multiplicity Partners

Rule of thumb: top-quartile funds should trade at double-digit premiums, while hottom-
quartile funds should trade at 507%+ discounts

We agree that the above framework is simplistic and there are major idiosyn-
cratic risks in each fund (aside from the need to understand where one stands
in the economic cycle), but we still think the numbers presented are a good
starting point: top-quartile funds should trade at double-digit premiums, while
bottom-quartile funds should trade at discounts of 50% and above.

Rule of thumb: sell your bad fund, even if it's at a considerable discount to its book value
Our observations of the secondary market showed that sellers tend to be fixat-
ed on pricing relative to NAV. This could explain why they tend to have their best
funds picked up at a price around NAV. Realistically they would be much better
off selling bad funds, even if it's at a massive discount to their book values.

Would you like to receive a quick indicative pricing for your asset? Or share
your views on this article? Please write to Andres today at ah@mpag.com, or
call him at +41 44 500 4555.

Andres Hefti is a Partner at Multiplicity Partners. He is responsible for the firm's
private market secondary business and has more than 18 years of experience in
alternative investments, distressed investing and portfolio management. Before
joining Multiplicity in 2012, he held various investment roles with the alternative
asset managers Horizon21 and Man/RMF. Andres holds a MSc in Mathematics
from the University of Zurich and is a CFA and CAIA Charterholder.

PAGE 3 OF 4



ABUUTMU'LTIPLICITY PARTNERS

Mﬁlﬁﬁlicity Partners is aniinvestment boutique specialised in providing liquidity
solutions to holders of private market funds and distressed assets. The firm

ts and-distressed assets since 2010. The team has successfully
completed'more than &hundred transactions across a wide range of illiquid
and complex financial assets: Each partner contributes more than 15 years of
relevant experience, giving us the collective capabilities to effectively identify,
analyse and execute attractive investment opportunities in hard-to-value assets.
Multiplicity Partners was founded in 2010 and is based in Zurich, Switzerland.
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Multlplbgy Pér,’eners AG

Bodmerstrasse 5

8002 Zurich For enquiries:
Switzerland Andres Hefti, Partner

+41 44 500 45 50
info@mpag.com ah@mpag.com
www.mpag.com +41 44 500 4555

This communication is from Multiplicity Partners AG (“MPAG”) and is for
information pu‘oses -only. The information contained in this communication,
|ncludh;\w:tta‘ﬁhment or enclosure, is intended only for the person or
- ~_entity to which'itis addressed and may contain confidential, privileged and/or

. insider material. Any unauthorized use, review, retransmissions, dissemination,
or r taking of any action in reliance upon this information
other than the intended recipient is prohibited. If you

\ investmeﬁoqdvice or an offer or solicitation for the purchase or sale of any
financial instrument or as an official confirmation of any transaction. No partner
of MPAG gives any warranty as to the security, accuracy or completeness of
this communication after it is sent or published. MPAG accepts no responsi-

~ bility for changes made to this communication after it was sent or published.

b Any liability for viruses distributed via electronic media is excluded to the fullest

eXte{!t permitted by law. Any opinion expressed in this communication may be

personal to the sender and may not necessarily reflect the opinion of MPAG or
any of‘@r_'respective partners.
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