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A total of 654 organizations participated in  

SEI’s 2013 Private Equity Survey. Approximately 

half of all respondents are based in the United 

States, while just under 30% are based in 

continental Europe or the United Kingdom.  

The rest come from a wide range of countries 

in Asia, Africa and  Latin America.

Institutional investors accounted for 16% of 

respondents. Of these, public funds accounted  

for the largest number of investors (32%), 

followed by foundations and endowments  

(25%), corporate funds (21%), family offices  

(10%), private banks (6%), funds of funds (4%), 

and union pension plans (1%). Consultants 

comprised an additional 11% of this year’s  

survey participants. 

Investment management firms accounted 

for three quarters of those responding to 

the questionnaire. Most of these (82%) were 

specialist private equity-only managers, 

with the remainder comprised of diversified 

asset management firms with private equity 

accounting for some portion of their overall 

assets under management. Approximately one 

out of four manage between $1 billion and $10 

billion, and 10% have more than $10 billion in 

assets. The remaining investment firms manage 

$1 billion or less.

FIGURE 1   Where is your firm’s head office located?

Source: 2013 SEI Private Equity Survey
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POSSIBLE SHOT FROM 
LONDON ROUNDTABLE?

As the private equity 
business recuperates, fund 
managers face a myriad of 

challenges and an increasingly 
competitive environment. 

Economic uncertainty, a mountain of dry powder, heavier regulatory 

demands and higher taxes are just some of the issues weighing on 

private equity fund managers intent on surviving to compete in what 

will almost inevitably be a leaner, more focused business. Meanwhile, 

institutional investors are becoming more assertive and consultants 

are becoming more demanding. SEI surveyed all three groups of 

stakeholders in 2009 and 2011, and again in 2013 in order to pinpoint 

key challenges and identify salient trends that could benefit  

all industry participants as they navigate the evolving private  

equity landscape.
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The private equity market rapidly soared to unprecedented heights in the mid-2000s only 

to run out of steam even more quickly during the 2008-2009 financial crisis. It quickly 

returned to earth and has since labored to regain its footing. Despite a nascent economic 

recovery, the business continues to face significant hurdles. SEI first investigated these 

challenges in a major industry survey conducted in 2009 and revisited them again in 

2011. By comparing and contrasting the views of fund managers (General Partners or 

GPs), institutional investors (Limited Partners or LPs) and consultants, the resulting reports1 

provided insights into the challenges facing the industry and how fund managers might best 

address them to optimize their competitive footing. 

These reports were revisited in 2012 with another look at how GPs might best position 

themselves in light of developments in the industry. In early 2013, SEI went back to survey 

GPs, LPs and industry consultants. Repeating many of the questions from two years earlier 

allowed us to highlight shifting attitudes. Adding new questions also allowed us to better 

understand how industry participants view recent developments in areas such as regulation 

and taxation.

The most recent survey underscored some of our earlier findings while also shedding some 

light on more recent developments. The overall outlook is positive, and allocations continue 

to climb as investors grow more comfortable with private equity as an asset class. Fresh 

demand is also emerging from previously untapped pools of capital. The economics of the 

business remain attractive enough that new fund managers continue to emerge.

ES 
EXECUTIVE SUMMARY



Structural challenges, however, continue to preoccupy many in the industry. Of these, the  

mountain of dry powder on the sidelines is the most obvious. Others include economic uncertainty  

in developed as well as emerging markets. The prospect of higher taxes has taken the gloss off of  

the industry for some. Others are concerned that increasingly onerous regulatory demands will  

not only take a bite out of profitability but will also detract from their ability to focus on making 

profitable investments.

Despite the fact that the private equity industry is not likely to soon revisit its high-flying days of the 

mid-2000s, it will likely continue to play a vital role in the portfolios of institutional investors. GPs 

wishing to satisfy these investors and successfully raise additional capital will want to consider the 

five actionable strategies that emerged from our 2013 survey:

1   Consider previously untapped sources of capital.

2  Be flexible with fees.

3  Take advantage of the growing secondary market for exits.

4   Leverage technology and operational partnerships to keep 

investors happy and enhance efficiency.

5   Proactively implement procedures to meet new  

regulatory demands.

COURSE ADJUSTMENTS
5 KEY
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61% of institutional investors 

use the secondary market in 

some way, compared to only 

30% in 2009.

Investors and consultants 

agree that lower management 

fees would be the most 

appealing thing a GP could 

do in exchange for a larger 

commitment to their fund.

 GPs almost always think their 

investors receive all of the 

information they need about 

their firm and its investments, 

but half of all investors and 

consultants disagree.

Large GPs are much more 

likely than smaller ones to 

invest in personnel and  

technology.

Four out of five small GPs (with 

less than $1 billion in AUM) are 

not fully prepared to deal with 

Form PF requirements.

›

›

›

›

›

›

›

›

›

›

Investors and consultants 

are increasingly looking for 

private equity to boost returns 

rather than provide portfolio 

diversification.

Performance now ranks second 

among factors used to evaluate 

private equity fund managers, 

up from third in 2011 and 

seventh in 2009.

Concern over a shortage of 

good investment opportunities 

is much more pronounced than 

worries over new regulation or 

potential tax increases.

A trillion dollars of dry powder 

is leading to more competitive 

bidding situations, raising the 

price expectations of sellers, 

and making fundraising more 

difficult.

36% of institutional investors 

say they are increasing their 

allocation to PE, compared to 

only 26% in 2011.

SURVEY TAKEAWAYS



A sluggish economic 

recovery, political uncertainty 

and a shifting regulatory 

landscape have dampened private 

equity activity just as it looked like 

it might be on the road to recovery. If 

anything, private equity is still suffering a 

hangover from the binge of the mid-2000s. 

Many private equity firms are still trying to 

sell assets purchased during headier times. 

Some are trying to raise capital, but existing 

investors are hesitant to recommit. The reality 

is that the industry is oversupplied; in fact, The 

Economist recently suggested that as many as 

one in four private equity firms may cease to 

exist as they fail to raise money.2 

A Recovery
In Fits and Starts
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Having invested at the peak, or been unable to 

invest all of the capital raised, some firms will 

simply be unable to produce positive returns for 

their LPs. With assets that cannot be profitably 

sold and little hope of raising additional funds, 

these firms have no option other than to wait and 

survive purely off management fees collected 

from investors and consulting fees from portfolio 

companies. These firms have no profits to look 

forward to and little chance of raising fresh capital 

for future funds. An estimated $100 billion is 

currently held in what some are calling “zombie” 

funds, and in a 2011 survey, Coller Capital found 

that half the industry’s backers have at least one 

zombie-run fund in their portfolio.3 It is, of course, 

possible that some of these investments will 

ultimately become profitable, but in an example of 

how adversity can spur innovation, a new breed of 

firm is emerging. These firms specialize in buying 

entire private equity portfolios, providing exits that 

allow managers to move on and LPs to reallocate 

their capital more productively.4 

Rising valuations have spurred some  

speculation5 about the beginnings of a new 

bubble in private equity, but that perspective is 

hard to justify outside of specific pockets when 

one considers the relatively subdued level of both 

buying and selling activity. Markets have shown 

signs of recovery but economic uncertainty has 

slowed the pace of new investments in many key 

markets. A lackluster IPO market has prevented 

exits from reaching the levels necessary to 

produce substantial returns on investments made 

during the boom years.

Activity levels may not change much in 2013 and in 

the near-term, but that is not to say that private equity 

will stay with the status quo. Virtually all participants 

in the industry will play some role as change agents. 

As this paper highlights, LPs are looking for more 

transparency, customized packaging and better 

terms. Tax authorities and legislators continue to 

discuss the treatment of carried interest, spurred on, 

in part, by public indignation. Regulators are making 

life difficult for general partners with a bevy of new 

rules. And GPs themselves are changing the face 

of the industry as they make strategic and tactical 

choices to respond to the competitive forces shaping 

their operating environment.



Supply Is Outstripping Demand
Private equity assets are estimated to 

total $3.3 trillion globally.6 About $1 trillion 

of this is in the form of uncalled 

commitments.7 This extraordinary 

reservoir of dry powder has remained 

persistently high, having declined only 

slightly since peaking in 2008. 

The Competitive    
Environment



95 Key Course Adjustments for Breaking Through

Approximately $80 billion to $90 billion 

of buyout capital has been raised globally 

in each of the last three years,8 and when 

one considers the amount targeted by GPs 

raising new funds, it becomes clear that 

the fundraising environment has become 

exceptionally competitive. Over 4,500 firms 

currently compete in the private equity arena, 

and hundreds of them are clamoring for the 

attention of institutional investors. As of early 

2013, GPs were already targeting an aggregate 

of $212 billion for 228 buyout funds, and there 

will inevitably be additional GPs looking to 

raise money during the rest of the year.9 As a 

result, the pace of fundraising in the United 

States slipped 12% in Q1 2013 compared with 

a year earlier. Buyout, mezzanine, venture 

capital, secondary and funds of funds raised a 

combined $36.2 billion, down from $41.1 billion 

during the first quarter of 2013.10 

There are several factors that may stimulate 

demand during the coming year, but there are 

countervailing forces at work as well. Buoyed 

by a bullish stock market, the rising value of 

investments in publicly traded stocks means 

some LPs will commit more assets to private 

equity just to keep their proportional allocation 

to the asset class unchanged. Confronted by 

obligations to a growing number of retirees 

and desperate for total returns, pension plans 

may also be ready to increase their allocations 

to the asset class. If this happens, it may 

nudge overall fundraising upward for the first 

time since 2009.11 The average allocations to 

private equity among U.S. public pension plans 

already rose to 8.3% in January 2013 from 7.5% 

a year earlier. The increase was particularly 

pronounced among larger pension funds with 

$5 billion or more in assets, where average 

allocations rose to 9.7% of total assets by the 

beginning of 2013.12 

Structural impediments to fundraising 

nevertheless remain. Until the mountain of 

dry powder is dealt with and successful exits 

become more consistent, many investors may 

remain reluctant to commit more assets to 

private equity. New regulations are also forcing 

traditional sources of capital in the financial 

markets to limit their participation. The Volcker 

Rule will limit PE investments by U.S. banks, 

while Basel III will require European banks to 

hold more liquid assets.13

As a result, the universe of investors in private 

equity is becoming more diverse. LPs based 

in East Asia and the Middle East are gaining 

experience, becoming more confident, and 

turning out to be increasingly important 

sources of capital not only for co-investment 

opportunities alongside private equity funds but 

in direct investing as well. More than two thirds 

of Asian investors made new commitments to 

private equity in 2012, compared to only 58% of 

those in the United States and 56% of European 

investors.14 With their vast resources and 

growing allocations to the asset class, sovereign 

wealth funds are also increasingly viewed as 

prime sources of new capital.15



ACTIONABLE  
INTELLIGENCE

The universe of investors  
in private equity is 
becoming more diverse – 
Consider previously 
overlooked sources of 
capital.

1

Deal Flow Remains Sluggish
While the investment climate is improving 

slightly, it remains decidedly mixed by sector 

and significantly off the blistering pace set 

prior to the financial crisis. There was also a 

widespread slowdown in the first quarter of 

2013 after a rush of activity occurred in Q4 

2012 as many PE investors and U.S. business 

owners tried to consummate deals before 

taxes rose in 2013 as a result of the American 

Taxpayer Relief Act of 2010 and healthcare 

reform legislation passed in 2010.

Growing demand for high-yield debt is fueling 

acquisitions, and PE firms are using leverage 

to an extent not seen since the financial 

crisis. From 2008 through mid-2012, equity 

comprised an average 42% of acquisition 

costs in large buyouts, with borrowed money 

accounting for the rest. This fell to 33% in the 

second half of 2012, close to levels seen in 

2006 and 2007.16 Still, while deal volume may 

creep up in 2013, it isn’t likely to suddenly 

accelerate. While 57% of fund managers 

expect to close between two and four deals 

this year, this does not represent a major 

increase from the 47% that closed between 

two and four new deals in 2012.17 

Secondary buyouts will continue to be a major 

source of deal flow. Almost two out of three 

private equity managers say other private 

equity firms exiting their investments are likely 

to be a “key driver of deal flow” in 2013.18

Still, cheap capital and rising public equity 

markets are pushing valuations higher, making it 

more difficult to justify new investments. At 9.0x 

to 9.5x, EBITDA multiples are closing in on 

levels last seen in 2007. Under normal 

circumstances, this ought to dampen the rate of 

new acquisitions, but the surfeit of dry powder 

remains a powerful motivator. It is difficult to see 

how future returns can be sustained at expected 

levels if investments continue to be made while 

valuations continue to rise.19 

The sluggish pace of acquisitions is not helped 

by the fact that exits remain problematic. There 

was a surge in exits toward the end of 2012, 

with sellers trying to get in front of prospective 

tax increases in 2013, but the pace has since 

slowed, and exits are more often in the form 

of secondary buyouts. With little appetite for 

IPOs, the industry has resorted to recycling 

assets. One feature of this trend is the smaller 

size of many sales: a majority of PE-backed 

transactions in 2012 were valued at $100 

million or less.20  

Despite relatively strong demand, the industry 

remains trapped in a sluggish state. An 

increasingly active secondary market will help 

keep things moving, but until the markets 

regain their appetite for IPOs and provide 

additional exit options, the private equity 

business is not likely to regain its equilibrium. 
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What Do Investors Want?
Institutional investors and consultants alike are most likely 

to quote the potential for outsized returns as their primary 

reason for investing in private equity. This is consistent 

with responses provided by LPs two years earlier, but 

represents a shift for consultants, who previously placed 

substantially more emphasis on portfolio diversification 

and non-correlated returns. Compared to the previous 

year, both investors and consultants are more focused on 

exploiting market opportunities. Diversification and non-

correlated returns come in third and fourth, but are more 

likely to be valued by smaller investors with less than $1 

billion of assets. Reducing portfolio volatility is not often 

seen as a primary objective among many investors or 

consultants, although it figures more prominently among 

public pension plans than other types of LPs.

FIGURE 2   What is your MAIN objective in allocating to private equity?

 

Source: 2013 SEI Private Equity Survey
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A Challenging Environment

Given the emphasis on total returns, it should come as no surprise that there is widespread 

agreement that the most pressing challenge facing the private equity industry over the short term 

is finding quality investment opportunities. Having seen significant amounts of committed capital 

gone unutilized over the past few years, LPs in particular are worried about the dearth of appealing 

targets, a fact underscored by the growing number of investors saying this is their biggest concern. 

Investors’ unease is not lost on managers, however; GPs are almost as likely to say that their 

biggest concern is being able to provide the kind of returns expected by their investors. This 

concern is especially prevalent among smaller managers.

Institutional investors, on the other hand, are more likely to view geopolitical or economic 

uncertainty as their next biggest challenge. They are joined by the largest GPs who, operating on a 

global scale, are more likely than their smaller competitors to worry about macro factors.

Reflecting the relatively robust secondary market, higher public equity values, as well as consistent 

demand from corporate acquirers, only one in eight survey respondents see poor conditions for 

exits to be their biggest challenge. Among GPs, concern over viable exits is correlated to size. 

Managers with less than $1 billion under management are twice as likely as the largest ones (>$10 

billion) to say that unfavorable exit conditions are their primary concern.

Concern over the need to address new regulatory requirements remains relatively subdued, 

although it is interesting to note that consultants are significantly more likely to be concerned 

about the impact of regulations than managers, who are either more confident or more nonchalant. 

Despite extensive coverage in the press, worries over potential tax increases on carried interest 

barely register.

FIGURE 3   What is the most significant challenge facing the private equity industry in the next 12-18 months?

 

Source: 2013 SEI Private Equity Survey
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Too Much of a Good Thing?

One of the major structural issues facing the 

industry is the mountain of dry powder that 

remains from the vast amounts of capital that 

was raised just before credit evaporated and 

investment activity slowed dramatically during 

the financial crisis. 

Going on five years later, what effect is all 

of this uninvested capital having on industry 

dynamics? Many industry participants agree 

that it is leading to more competitive bidding 

situations. More than six out of 10 survey 

respondents say they see this effect. Many 

also say that price expectations are rising 

among prospective sellers, and the fundraising 

environment has become more difficult. A 

significant number of consultants see growing 

investor demands for lower fees, but only a 

relatively small number of managers agree.  

On the other hand, almost one in five managers 

say the surfeit of capital is causing them to 

broaden their geographic horizons in search  

of better deals.

Asset Allocation Trends

Family offices continue to sport the highest 

allocations to private equity among the various 

types of LPs surveyed. Two thirds of family 

offices allocate more than 10% of their overall 

assets to private equity. Similar to the results 

from the previous year’s survey, foundations 

and endowments report the next highest 

allocations among institutional investors,  

with almost 38% reporting allocations of 10%  

or more to private equity. There is considerable 

variability among corporate and public pension 

funds.

Actual allocations to private equity tend to lag 

those recommended by consultants, particularly 

among large corporate or public funds. Less 

than one in 10 consultants responding to the 

survey, for example, recommend allocations of 

less than 2%, but 29% of all investors surveyed 

report allocations in this range.

FIGURE 4    What effect is the large amount of dry powder having on buy/sell dynamics?  (Multiple responses allowed)

Source: 2013 SEI Private Equity Survey
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ACTIONABLE  
INTELLIGENCE

The private equity market 
continues to evolve –   
Take advantage of  
the growing secondary 
market for exits.

Despite the fact that more than half of all 

investors and consultants responding to 

the survey report no plans to change their 

allocations to PE, momentum is gaining, with 

40% of investors and consultants stating 

their intention to increase allocations to PE, 

compared to just 26% taking part in the 2011 

survey. Smaller investors, already likely to have 

higher allocations because many of them are 

family offices or endowments, are the most 

likely to be increasing their allocations.

FIGURE 5     Do you plan to increase or decrease your  
allocation to private equity in the next 12 months? 

  

Source: 2013 SEI Private Equity Survey

What’s driving the move toward higher 

allocations? One key driver is the “denominator 

effect.” With the value of public equities rising, 

the relative size of other types of securities 

shrinks. Investors need to invest more in 

private equity just to maintain existing levels 

of commitment. While this means more cash is 

likely to flow to private equity fund managers, 

it should not be mistaken as a whole-hearted 

enthusiasm for the asset class.

In order to fund larger allocations to private 

equity, investors are most likely to shift assets 

from actively managed public equity holdings, 

underscoring the denominator effect described 

above. Proceeds from existing private equity 

holdings are another common source of 

capital, but without exits, reinvestments are 

scarce. Almost a third of investors say they 

plan to fund higher allocations at least in 

part with new cash flow. Survey participants 

indicated that allocations away from bonds or 

hedge funds are relatively rare.
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Increasingly Diverse Approaches to Investing

The most common way for institutional 

investors to get exposure to private equity is 

by acting as a limited partner in private equity 

funds. Eight out of 10 investors invest as LPs. 

Last year’s survey confirmed that the level of 

experience investors have with private equity 

as an asset class is inversely correlated to their 

use of funds of funds (FoFs). As they become 

more comfortable with the asset class, fewer 

investors use FoFs. Just over 43% of this year’s 

respondents report FoF investments, down 

(albeit slightly) from the previous year. Family 

offices are the least likely to use FoFs, while 

public pension plans are the most likely. 

Direct investments are even less common,  

with only three out of 10 investors reporting 

either direct holdings or co-investment 

vehicles. Given their size, public funds are 

more likely than other types of institutions 

to use direct investments. It is not at all 

unusual for investors to report private equity 

investments in multiple forms with some 

playing the LP role while also having FoF 

investments alongside direct holdings. In 

some cases this is likely to reflect a desire by 

investors for diversity within their portfolios. 

A multi-faceted approach may also mark an 

ongoing transition as experience is gained  

with the asset class. Apart from the very 

largest, most investors almost certainly lack  

the resources or expertise to manage a large 

pool of direct holdings. 



The secondary market continues to play a more prominent role in the world of private equity. As 

recently as 2009, only 30% of institutional investors said they bought or sold limited partnership 

interests or direct holdings on the secondary market. Those numbers have climbed steadily through 

early 2013, when more than six out of 10 investors reported participation in the secondary market. 

The use of dedicated secondary managers is growing, with one out of four investors reporting that 

they use their services. The rise of firms dedicated to secondaries underscores the growing role of 

intermediaries in this market, with independent boutiques joined by investment banks, advisory firms, 

placement agents and electronic exchanges. 

Institutional investors are relatively open-minded when it comes to the types of private equity 

investments included in their portfolios. The average investor uses four broad strategies, with 

leveraged buyouts, used by almost four in five investors, representing the most common type of 

investment. Growth capital is the second most common type of private equity investment among 

investors, and is favored by consultants. Venture capital and distressed investments are both used 

“by more than half of the investors surveyed. Real estate private equity is used by 48%, followed 

by mezzanine capital. References to “other” types of strategies most often indicated investments in 

energy or natural resources.

FIGURE 6   Do Institutional Investors participate in the private equity secondary market?

 

Source: 2013 SEI Private Equity Survey
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ACTIONABLE  
INTELLIGENCE

Investors are clear about 
what would be effective in 
swaying them to make a 
larger commitment –   
Be flexible with fees.

3
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Fundraising Obstacles

Despite the mountain of dry powder available 

for investments, private equity managers have 

been trying to raise money with a vengeance. 

Even though institutional investors have 

exhibited a solid demand for PE, the sheer 

number of GPs making the rounds has made 

fundraising extremely competitive. In contrast to 

the middle of the last decade, when GPs could 

adopt a velvet rope policy and handpick LPs, 

fundraising has become a buyer’s market where 

GPs would be remiss if they did not solicit and 

acknowledge the needs of their investors.

Investor fear and reluctance is still seen by GPs as 

the biggest obstacle they face in their fundraising 

efforts, but the perceptions of GPs do not always 

align with the opinions of the institutions from 

whom they hope to raise capital. As far as LPs are 

concerned, hesitancy or fear is not widely seen 

as a significant issue. Nor is it very common for 

investment committees to express discomfort 

with the asset class, according to investors 

responding to the survey.

Investor Expectations  
and Manager Choices



So what do investors view as major obstacles? According to LPs, the biggest hurdle to fundraising is 

the fact that they are already satisfied with their existing allocation to private equity. Rising public equity 

markets may mean some GPs can count on additional commitments by LPs just to maintain current 

percentage allocations, but GPs may also be forced to raise money from previously untapped sources  

of capital.

Performance is the next most commonly identified obstacle to successful fundraising, followed by liquidity 

concerns. Liquidity terms are seen as a major issue by both investors and consultants. Despite the fact 

that private equity is inherently illiquid, investors are growing impatient with their inability to profitably exit 

certain investments as well as seeing capital sit idle due to a shortage of appealing investments. 

More than a third of all investors and almost two thirds of consultants identified fees as a major stumbling 

block. This is, no doubt, exacerbated by the fact that many continue to pay management fees for private 

equity funds loaded with assets that have little chance of being sold profitably. The issue is not paying 

fees per se, but the need to deliver value in return. Performance is viewed as less of a concern among 

investors and consultants than it is for GPs, who are all too aware of the increasingly difficult environment 

in which they are hemmed in between higher acquisition costs and a lackluster exit environment.

Fund managers have effectively moved on from the issue of transparency, with less than 1% saying it 

poses a major obstacle in fundraising. While certainly less of an issue than a year or two ago, not all 

investors are ready to let it go: 14% say it poses one of the biggest obstacles to allocating more assets to 

private equity.

Investors are clear about what would be most effective in swaying them to make a larger commitment 

to a private equity fund, with 70% saying that lower management fees would do the trick. About four out 

of 10 say lower incentive fees would be effective, while another 22% say graduated fees based on the 

size of the mandate would be an appealing trade. Consultants are even more emphatic in their view that 

lower or graduated fees could help persuade them to make a larger commitment to a fund. Reduced 

lock-up periods are seen as an attractive trade-off for larger commitments by 37% of investors, followed 

by more transparency in reporting. Consultants, on the other hand, are more likely to emphasize the 

transparency over liquidity.

FIGURE 7  What is the biggest obstacle to raising capital? 

 

Source: 2013 SEI Private Equity Survey
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FIGURE 8   Which of the following do you consider most appealing in return for a larger commitment to a private equity fund?   
(Multiple responses allowed)

 

Source: 2013 SEI Private Equity Survey

What Are GPs Doing to Court LPs?

Widespread efforts by LPs to better understand their own portfolio risk caused many to press GPs 

for greater transparency in recent years. More than six out of 10 institutional investors say they 

have seen increased levels of transparency from their PE managers, and a growing number of GPs 

say they intend to take such steps going forward. Some managers are even making such portfolio 

information and source documents available 24/7 via online dashboards. This trend reflects similar 

developments among hedge fund managers and their investors, as seen in other recent surveys 

conducted by SEI.

Underscoring the lackluster market for exits, investors reporting decreased liquidity outnumber those 

saying their private equity portfolio has become more liquid in recent years. Meanwhile, only 8% of 

LPs report shorter lock-up periods. Less than 5% of managers report shortening lock-up periods to 

date, but another 12% say they intend to do so in the near future.
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The protracted and uneven recovery of private equity as a whole is beginning to have an impact 

on fee structures. The status quo has been maintained in some cases, but an eye-opening 41% of 

investors report management fees have been lowered in the past few years, while 15% saw lower 

incentive fees. Smaller investors were more likely than their larger peers to report lower fees. This 

may seem counterintuitive, but given that larger institutions have led the way in negotiating lower 

fees, it is likely that smaller investors are merely catching up and moving the industry standard as 

they do so. For their part, 27% of all managers say they have already reduced management fees, 

and 5% have lowered incentive fees. Large firms with more than $10 billion of PE assets under 

management are the most likely to have exhibited flexibility by introducing graduated fees based on 

mandate size. Going forward, 36% say they plan to lower fees in an effort to attract more investors.

FIGURE 9   Has the following increased, decreased or stayed the same over the past few years? 
(polled from Institutional Investors) 

Source: 2013 SEI Private Equity Survey
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FIGURE 10   Which of the following strategies have you offered or are considering offering to increase the  
size of existing mandates or attract larger institutional mandates?  (Multiple choices allowed)

 

Source: 2013 SEI Private Equity Survey

How Are GPs Evaluated?

The quality of an investment team continues to be seen as the most important consideration in 

evaluating fund managers, but other priorities have shifted in sometimes subtle ways. Investment 

performance, for example, was not widely seen as an important gauge in the aftermath of the 

financial crisis, with investors ranking it seventh among a variety of other factors when surveyed in 

2009. Asked again in 2011, they ranked performance third, and in this year’s survey, it now ranks  

a close second, highlighting the growing pressure on GPs to produce solid returns.

The clarity of a fund manager’s investment philosophy remains an important consideration, and 

while some GPs are looking to expand their mandates, most are confident in their strategies 

and happy to stay the course despite an uncertain climate. Only one in five respondents to a 

recent survey say that, in an effort to expand the number of investment opportunities, they either 

have asked their LPs to allow them to change investment strategies or intend to do so in the 

coming year. Larger fund managers were more likely than their smaller competitors to ask LPs for 

additional flexibility or latitude.21 

In a switch from the prior year, in this year’s survey, sector expertise is now ranked more highly 

than portfolio transparency. This reversal underscores the competitive fundraising environment 

where every advantage counts, and may signal growing emphasis on operating executives who 

can help enact the operational improvements necessary to build value. With relatively high prices 

for acquisitions making it challenging to generate higher returns, some private equity firms are 

taking a more hands-on approach with their portfolio companies, and operating executives with 

deep sector expertise are likely to become increasingly valuable.

The fact that so few things are considered unimportant is telling. Even independent administration, 

which rarely tops due diligence checklists, is considered important or very important by six out of 

10 investors. Fewer than one in 10 consider it unimportant.
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FIGURE 11   Rate the importance of each of these factors when selecting a private equity manager.

 

 

Source: 2013 SEI Private Equity Survey
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Transparency

Transparency remains a hot button issue in the 

private equity world, as it does when it comes 

to alternative investments in general. Our 2011 

survey revealed that, while GPs generally 

think they do a good job of supplying their LPs 

with information, LPs and consultants often 

disagree. Little has changed over the past 

two years. More than 80% of managers say 

they think LPs in their funds receive all of the 

information they need, but only four out of 10 

LPs agree. Consultants are even more critical, 

with just 29% saying they receive sufficient 

information from GPs. Fully half of each group 

says outright that they are not adequately 

informed by managers of their PE investments.

What kind of information do investors and 

consultants want? Both say that information 

on leverage is the most critical when it 

comes to assessing and understanding risk. 

Approximately one out of four looks for full 

position transparency. Information on largest 

holdings and sector exposure are each 

considered critical by three out of 10 investors, 

while consultants are more likely to focus 

on understanding underlying investment 

strategies.

GPs do not always oblige by providing 

the desired information. Only six out of 

10 managers, for example, say they give 

LPs information on leverage. Full position 

transparency is somewhat more common 

among dedicated PE managers than it is 

among diversified asset managers.  

Volatility information, the results of stress  

tests, and counterparty risk assessments  

are relatively rare.

FIGURE 12   Do you currently receive all of the information from 
your private equity managers that you would like?

  

FIGURE 13   Do you feel your investors currently receive all the 
information they need about your firm and the 
fund’s investments? 

 

Source: 2013 SEI Private Equity Survey
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GPs are spending more to 
satisfy LPs in a tough 
fundraising environment –    
Leverage technology 
and operational 
partnerships in an effort 
to keep investors happy 
and enhance efficiency.

4

Operational Priorities for GPs

Managers are stepping up their game, with 

62% reporting material investments in client 

service or reporting, compared to only half of 

those in the 2011 survey. Larger firms are able 

to steer more resources in this direction, hinting 

at the prospect of a capability gap emerging 

between them and smaller GPs. Despite the 

fact that smaller firms are more likely to say that 

they worry about satisfying investors, only 54% 

of managers with less than $1 billion of assets 

report investing in client service reporting 

capabilities, compared to 85% of managers with 

more than $10 billion under management.

Satisfying investor expectations remains the 

top operational challenge faced by GPs overall, 

but a growing number are also concerned with 

improving the efficiency of their operations. 

The two are not necessarily at odds. Efficiency 

improvements might, for example, be aimed at 

improving accounting processes or streamlining 

data delivery. Both could benefit LPs while 

potentially also helping a manager’s bottom 

line. Some GPs may feel forced to choose 

between adding resources in order to satisfy 

LPs or streamlining operations in order to 

maintain profitability. The smartest ones, 

however, will work to leverage technology  

and operational partnerships in order to 

effectively implement industry best practices 

gleaned from the experiences of other firms 

that have gone through similarly wrenching 

changes.

Motivations for investments in operations can 

also vary by firm size. Increasing efficiency 

was the most widely quoted reason among 

GPs of all sizes, but viewpoints diverge after 

that. The largest managers ($10B+) are equally 

likely to be focused on enhancing their client 

experience, while mid-sized firms ($1B to $10B) 

are more likely to aim investments at improving 

compliance and risk management. In their quest 

to grow, smaller firms (<$1B) are more likely to 

be preoccupied with attracting new investors.

Meanwhile, the war for investment talent is 

gaining steam. Almost half of all fund managers 

in the survey say portfolio management is their 

top area of investment, compared to only a 

third of those in the 2011 survey. Dedicated 

private equity managers participating in 

the survey are focused on hiring portfolio 

management professionals, while multi-asset 

managers indicate that they are more likely to 

be spreading their investment dollars across 

other functional areas, such as marketing and 

distribution.
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After surging in anticipation of growing regulation, investments in compliance have slowed. With 

many firms having already put the necessary infrastructure in place, there is apparently less need 

for additional spending: only 14% of GPs said it was their top area of investment in 2013. Dedicated 

private equity fund managers are more apt to spend on compliance initiatives, suggesting that they 

may be lagging diversified firms that have traditionally dealt with more regulation and oversight in 

other asset classes. 

FIGURE 14     Have you made any material investments (personnel or technology) in client service or  
reporting in the past 18 months or do you plan on making any in the next 18 months? 

 

Source: 2013 SEI Private Equity Survey

FIGURE 15   What is your top area of investment for 2013?

 

Source: 2013 SEI Private Equity Survey
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Tax on Carried Interest

The United States Congress estimates that 

changing the treatment of carried interest 

could boost annual tax revenues by $2 billion. 

Industry lobbyists counter that investment 

activity would suffer a dramatic downturn on 

the order of 10 times that amount. It is possible 

that private equity investments would slow, 

but they are unlikely to plunge, if only because 

management fees (which are already taxed as 

regular income) already make up two thirds 

of the profits to GPs. Carried interest only 

accounts for one third.22 

The prospect of higher taxes on carried interest 

was one of the major industry themes in 2012, 

with political pressure growing as awareness of 

the issue was heightened due to Mitt Romney’s 

high profile in the run-up to the election.

Initiatives have already been passed in some 

jurisdictions, but the tax treatment of carried 

interest in major markets remains unaffected so 

far. Most industry participants surveyed would 

not bet on the situation remaining unchanged. 

Over half of all managers in the United States, 

for example, think it is “likely” or “very likely” 

that the tax treatment of carried interest will be 

changed this year or next. Only one in 10 says 

it is unlikely. European and Asian managers are 

more split in their opinions, but more than four 

out of 10 managers in each region see change 

as likely or very likely. British GPs are willing 

to admit that changes to their tax regime are 

possible, but they are among the least inclined  

to say that such changes are very likely. If 

anything, the UK may hold back on additional 

taxation and benefit from an influx of private 

equity fund managers escaping less favorable 

locales.

If carried interest is taxed as ordinary income, 

will GPs pass along the cost in the form of 

higher management or incentive fees? There is 

no consensus among survey participants on the 

issue. While 22% of managers say they would 

hike fees, over a third say they would not, with 

the rest staying noncommittal. Perspectives 

from investors and consultants are similarly 

mixed.

The Facts of Life:
 More Taxes & Regulation
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The political situation in the U.S. would appear 

to virtually guarantee a hike in the tax rate 

on carried interest, either as a focused effort 

to close what is widely seen as a loophole or 

as part of a more comprehensive effort at tax 

reform. The White House has publicly stated 

its desire to treat carried interest as ordinary 

income and tax it accordingly, but they must 

counter claims that such a move would kill job 

creation and economic growth.23 Given that the 

actual dollar impact on tax revenues is likely to 

be relatively small in the context of the federal 

budget, a tax hike on carried interest may not 

be as inevitable in the U.S. as it seemed at the 

height of the presidential campaign.

It has already become clear that many of the 

deals being consummated before 2012 drew 

to a close were attributable to sellers acting 

before a raft of tax increases came into effect 

during the 2013 calendar year. Higher taxes 

may not significantly alter the way PE firms do 

business, but it would be understandable if 

overall activity and enthusiasm ebbed to some 

degree while the carried-interest issue remains 

in the headlines.



FIGURE 16   Do you expect the tax treatment of carried interest will be changed  
(in the country of your principal place of business) within the next two years? 

 

Source: 2013 SEI Private Equity Survey

FIGURE 17   Would taxing carried interest as ordinary income cause  
managers to increase incentive and/or management fees? 

   

Source: 2013 SEI Private Equity Survey
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What to Make of FATCA

There is a great deal of uncertainty over what 

effect the Foreign Account Tax Compliance 

Act, better known as FATCA, will have on the 

private equity business. Fewer than one in five 

survey respondents say they expect FATCA 

to suppress demand, but the majority remains 

unsure.

With more European governments getting 

on board, FATCA may be on its way toward 

becoming a global standard. It may create 

additional work and hiring at governmental tax 

agencies, but FATCA is not expected to have 

a major impact on the operations of private 

equity fund managers. Nevertheless, almost 

two thirds of larger managers say the new 

law will have a “moderate impact” on their 

operations, indicating that this particular piece 

of regulation may prove to be more of a thorn 

in the side of managers rather than requiring 

any wrenching adjustments to business 

practices. Small fund managers are more 

sanguine, but four out of 10 expect at least 

some impact.

Perhaps because FATCA is not expected to 

cause significant operational challenges, GPs 

are not rushing to outsource related functions 

or processes. Only 17% say they expect to 

expand outsourcing as a direct result of 

FATCA, while another 49% say they are not 

sure. Larger firms are more likely than smaller 

ones to consider outsourcing solutions for 

FATCA compliance, most likely due to the 

larger number of investors and vintages. Once 

the operational burden is clarified, it would not 

be surprising to see a growing number of firms 

outsource FATCA-related processes to fund 

administrators, leaving managers to deal only 

with exception reporting.

FIGURE 18   Do you think the Foreign Account Tax Compliance 
Act (FATCA) will suppress demand for private equity 
as an asset class?

Source: 2013 SEI Private Equity Survey
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FIGURE 19   How big of an impact is FATCA expected to have on your firm’s operations specifically? 

 

Source: 2013 SEI Private Equity Survey

Better Late than Never: Preparing for Form PF 

Form PF reporting complies with Section 404 of the Dodd-Frank Act. Large funds were required 

to be in compliance in 2012, while smaller managers had until April 2013 to file their first Form PF 

with the SEC. The form presents formidable challenges by requiring data to be collected from a 

variety of sources as well as more thorough records management and transparency. Identifying, 

aggregating and managing information required for annual Form PF filings is likely to require 

additional resources and potentially major changes to business processes. Building in flexibility 

and cost efficiency will be desirable.

Although the first filings have come and gone, most fund managers still do not feel fully prepared. 

Even many large GPs surveyed who were required to file in 2012 are likely to still say they are 

only partially prepared, perhaps having underestimated the effort needed to compile and submit 

the form initially. One in 10 said they were not prepared at all. Firms that have taken at least 

some steps to prepare may simply be acquainting themselves more intimately with the required 

processes before taking steps to institutionalize or outsource them. 
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Most fund managers do not feel fully prepared for Form PF –  
Proactively implement procedures to meet new regulatory demands.
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Given that Form PF is an annual filing, standardized processes are critical. Large firms, with more 

resources at their disposal, are twice as likely as small ones to have repeatable procedures in 

place to address Form PF requirements. Almost one out of three firms say they do not have these 

sorts of procedures in place, a number that could climb significantly if one considers the number  

of respondents who say they are unsure. 

The need for standardized processes is likely to promote greater outsourcing when it comes 

to compliance. If there is any doubt on this score, one only needs to consider the fact that India 

dominates the search volume on Google Trends for the term “Form PF.”

FIGURE 20  How prepared is your firm to deal with Form PF requirements?

Source: 2013 SEI Private Equity Survey
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FIGURE 21   Has your firm developed standardized and repeatable procedures for ongoing Form PF reporting?

 

Source: 2013 SEI Private Equity Survey

The Impact of Greater Regulation 

One of the main forces behind the drive toward greater regulation is the desire to reduce systemic 

risk. However, industry participants are not necessarily convinced that it will have the intended 

effect. Half of all surveyed investors think greater regulation will have no effect on risk at all, while 

those saying it will decrease risk only slightly outnumber those who say it will actually heighten 

risk. Managers take an even more skeptical view, with 62% saying additional regulations will have 

no effect on risk, and one in four say the industry will become riskier. Consultants take a similar 

view.

Regardless of the skepticism, there is little doubt that heightened regulation will ultimately have an 

impact on the financial performance of GPs. A majority of those surveyed say additional regulation 

will mean significantly higher costs as well as necessitating additional resources. Those expecting 

no impact are few and far between. PE-only as well as multi-asset managers expressed similar 

views. Large managers are particularly likely to see the need for additional resources, highlighting 

the fact that compliance is not necessarily scalable and increased size is typically accompanied by 

more risk and added scrutiny. 

Firms of all sizes will need to accept the fact that they will look increasingly like asset management 

companies in more regulated sectors. Compliance costs will take a bite out of margins, but 

the most competitive GPs should be able to turn this particular challenge to their advantage, 

leveraging technology effectively and building their brand around the fact that they maintain 

streamlined, transparent and spotless compliance processes.
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FIGURE 22  What effect does greater regulation have on risk? 

   

Source: 2013 SEI Private Equity Survey

FIGURE 23   What do you anticipate the effect of new/proposed regulations  
will be on your firm’s overall profitability in terms of resources?

 

Source: 2013 SEI Private Equity Survey
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CONCLUSION
In many ways, the private equity sector remains very appealing. Existing investors are increasingly 

comfortable with it as an asset class and many are planning to increase their exposure. Fresh 

demand is emerging from previously untapped pools of capital. The economics of the business 

remain attractive enough that new fund managers continue to join the fray.

But its enduring popularity is also proving to be its Achilles’ heel. After making the most of cheap 

credit and raising unheard of amounts of capital in the run-up to the financial crisis, the music 

stopped and left GPs standing with nowhere to go. With valuations climbing once again, it is 

increasingly difficult to find attractively valued assets and put capital to work. Exits also remain 

difficult due to a relatively slack IPO market. As a result, the industry continues to trundle along in 

the same rut it has been in since 2008, even as fund managers attempt to raise capital in amounts 

that the market cannot easily absorb. Cost pressures are starting to mount.
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Supply and demand will eventually reach something resembling equilibrium, but 

GPs will need to adjust their thinking in the meantime if they wish to keep their 

investors content, satisfy the needs of regulatory bodies, and successfully raise 

additional capital.

Our research highlights five ways that private equity fund managers  

should be prepared to consider if they wish to be competitive  

and profitable:

1. Consider previously untapped sources of capital.

2. Be flexible with fees.

3. Take advantage of the growing secondary market for exits.

4.  Leverage technology and operational partnerships to keep investors  

happy and enhance efficiency.

5. Proactively implement procedures to meet new regulatory demands. 

Private equity may never revisit the heady days of only a few short years ago,  

but it will undoubtedly continue to provide an important conduit for capital. Not all  

funds will survive and not all GPs will make it, but others will thrive as they make the  

strategic decisions and tactical adjustments necessary if they are to survive the 

slow-motion shakeout currently underway.



SOURCES

1  SEI, Private Equity Investors – Committed yet Concerned (2009); Part 1: The Logic of Fund Flows, Part 2: Searching for Alignment, 
 Part 3: Client Knowledge to Competitive Advantage (2011); Adjusting to New Realities (2013).

2 The Economist, “Private-equity firms:  When the music gets you,” March 2, 2013. 

3  The Economist, “Private-equity firms:  Zombies at the gates,” March 23, 2013.

4  The Economist, Op. Cit., March 23, 2013.

5  The Economist, Op. Cit., March 2, 2013.

6  Preqin, The 2013 Preqin Investor Network Global Alternatives Report, June 2013.

7  Preqin, Ibid.

8  Preqin, The 2013 Preqin Global Private Equity Report, 2013.

9  Forbes, “Fund raising is picking up, but so is the competition,” April 16, 2013.

10  Dow Jones LP Source, Fundraising down in Q1, April 12, 2013.

11  Forbes, Op. Cit.

12  Forbes, Op. Cit.

13  Preqin, Op. Cit., 2013.

14  Preqin, Preqin Investor Outlook: Private Equity, H1 2013, February 2013.

15  Invesco, Invesco Middle East Asset Management Study, May 2013.

16  Wall Street Journal, “Growing use of leverage,” December 16, 2012.

17  Private Equity Wire/BDO, “Private equity fund managers report tepid outlook for 2013,” February 13, 2013.

18  Private Equity Wire/BDO, Ibid. 

19  The Economist, Op. Cit., March 2, 2013.

20  Pensions & Investments, “Largest Private Equity Firms Rule the Roost,” April 1, 2013.

21  Private Equity Wire/BDO, Op. Cit.

22  The Economist, “Private equity in America:  An end to the carry on,” November 17, 2012.

23  Costar Group, “Real Estate Groups Mobilize to Fight Hike in Carried Interest Tax,” September 14, 2011.

 



SEI Knowledge Partnership

The SEI Knowledge Partnership is an ongoing 

source of action-oriented business intelligence and 

guidance for SEI’s investment manager clients. It 

helps clients understand the issues that will shape 

future business conditions, keep abreast of changing 

best practices, and develop more competitive 

business strategies. The Knowledge Partnership  

is an initiative of SEI’s Investment Manager  

Services division.

Find the SEI Knowledge Partnership on 

Linkedin and Twitter:

Linkedin: SEI Knowledge Partnership

Twitter: SEI_KP



1 Freedom Valley Drive 

Oaks, PA 19456

610-676-1270 

managerservices@seic.com

seic.com/ims 

© 2013 SEI  131335 ( 10/13)

About SEI

SEI (NASDAQ:SEIC) is a leading global provider of investment processing, 

fund processing, and investment management business outsourcing 

solutions that help corporations, financial institutions, financial advisors, 

and ultra-high-net-worth families create and manage wealth. As of June 30, 

2013, through its subsidiaries and partnerships in which the company has a 

significant interest, SEI manages or administers $507 billion in mutual fund 

and pooled or separately managed assets, including $204 billion in assets 

under management and $303 billion in client assets under administration.

SEI’s Investment Manager Services division provides comprehensive 

operational outsourcing solutions to support investment managers globally 

across a range of registered and unregistered fund structures, diverse 

investment strategies and jurisdictions. With expertise covering traditional 

and alternative investment vehicles, the division applies customized 

operating services, industry-leading technologies, and practical business 

and regulatory insights to each client’s business objectives. SEI’s resources 

enable clients to meet the demands of the marketplace and sharpen 

business strategies by focusing on their core competencies. The division 

has been recently recognized by Buy-Side Technology as “Best Outsourcing 

Provider to the Buy Side” and “Best Fund Administrator,” by Global 

Custodian as a “Top Rated Hedge Fund Administrator,” and by HFMWeek as 

“Most Innovative Fund Administrator (Over $30B AUA)” for hedge funds in 

the U.S. and in Europe.

This information is provided for educational purposes only and is not intended to 

provide legal or investment advice. SEI does not claim responsibility for the accuracy 

or reliability of the data provided. Information provided by SEI Global Services, Inc.

The SEI Knowledge Partnership is a service of the Investment Manager Services unit, 

an internal business unit of SEI Investments Company.


