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TRANSACTIONS s ASSESSING THE FAIRNESS OF PE FUND TRANSFERS

liquidity. Others attempted, with limited 
success, to securitize their private 
equity portfolios and issue investment-
grade bonds along with tranches of 
sub-investment-grade to avoid the 
discount required by other investors. 
Funds with vintage years of 2005 to 2007 
have been experiencing similar issues 
as high premiums were paid for pre-
financial crisis investments that have not 
performed up to expectations and have 
yet to be realized. These events have 
shown that the timing of a PE portfolio 
company’s liquidity event is far  
from certain. 

Different circumstances can arise 
with PE fund holdings in which 
portfolio companies of different funds 
of the same PE firm may enter into 
transactions with one another, or one 
fund may seek to acquire another fund’s 
interest in a portfolio company. These 
transactions may drive the need to 
obtain a related-party fairness opinion.

   Drivers

Situations that can drive the need 
for a related-party fairness opinion 
can include:

s  A PE fund may be at the end of 
its legal life but still holds an 
investment. The GP would like to 
close down the fund to save on 
administrative costs. It may make 
financial sense for 1) a later-vintage 
fund to purchase the investment, or 
2) a portfolio company of the later-
vintage fund to purchase it; or 3) the 
GP may purchase it to close the fund. 

s  A portfolio company held in a 
fund that has no more investable 
capital available may enter into 
an acquisition. To fund the equity 
portion of the acquisition, the PE 
sponsor may look to a later-vintage 
fund with uncalled capital to provide 
equity for the transaction. The fully 
invested fund and the later-vintage 
fund may have limited partner 
investor groups that are not identical. 

s  A portfolio company of a PE fund  
may enter into an agreement  
(e.g., management services) with 
another portfolio company of the 
sponsor that is held in a different 
fund, and the funds do not have 
identical investor bases.

The above situations give rise to a 
related-party transaction, and it is in 
the best interests of the GP to obtain a 
fairness opinion if the investor groups 
differ between the funds. The GP will 
want to obtain an opinion for each fund 
to evaluate the fairness to the “sell side” 
as well as the “buy side.” These fairness 
opinions should be completed by two 
separate, independent financial advisors 
to ensure that each side is treated fairly 
in the transaction.

   Approach  
   and Analysis 

The approach to the preparation of a 
related-party fairness opinion involving 
a business enterprise is no different 
from that of an unrelated-party opinion. 
From a valuation perspective, the 
income and market approaches would 
be applicable. Stand-alone financial 
projections are appropriate to value 
the subject company. These projections 
would be used in the preparation 
of a discounted cash flow analysis. 
Under the market approach, guideline 
publicly traded companies would be 
selected to develop applicable valuation 
multiples, e.g., enterprise value to 
EBITDA. In addition, M&A transactions 
of businesses in the same or similar 
industries would be researched to 
develop applicable multiples.

To show where things might 
become a bit more complicated 
and to demonstrate the need for an 
experienced financial advisor to assist, 
take the case illustrated in the first 
bullet point in the “Drivers” section, in 
which an existing portfolio company 
held in a fund that is at the end of its 
legal life (Fund A) will be purchased by 

a portfolio company in a later-vintage 
fund that has uncalled capital (Fund 
B) in order to close out Fund A. If the 
existing Fund B company has a stand-
alone value of $100 and is acquiring 
the Fund A company for $100, this 
would imply that ownership would be 
allocated among the investor bases 
of the two funds on a 50%/50% basis 
and allocated accordingly to the LPs. 
However, in addition to the $100 price 
for the Fund A acquisition, let’s assume 
there are expected synergies of $10, and 
as such, going forward the company on 
a combined basis is worth $210. 

Let’s assume the limited 
partnership interests are  
as follows:

Fund A

LP “A”		 25%

LP “B”	 25%

LP “C”	 25%

LP “D”	 25%

Fund B:

LP “A”		 20%

LP “B”	 20%

LP “C”	 20%

LP “D”	 20%

LP “E”	 20%

As reflected above, LPs A, B, C, and D 
have interests in both funds, and LP E 
is the additional investor in Fund B. If 
independent financial advisors have 
been retained to issue an opinion to 
the investors of Fund A or Fund B as 
to the fairness of the post-transaction 
ownership structure and related value, 
the allocation of the synergies between 
Fund A and Fund B must be assessed.




