
advent.com  |  info@advent.com

The World of 
Private Equity  
is Changing
How to Up Your  
Operational Game to Stay 
Competitive and Profitable

WHITEPAPER

http://www.advent.com
mailto:info%40advent.com?subject=Request%20for%20Information


2  |  The World of Private Equity is Changing. How to Up Your Operational Game to Stay Competitive and Profitable

Even a global health-crisis could not 
dampen investor enthusiasm for private 
equity. On the contrary, after an initial 
slowdown in fundraising, the sector showed 
exceptional resilience, with a rebound in 
deal-making and $320 billion invested 
worldwide in just the second half of 2020.1 
The pandemic also underscored PE’s 
growing structural importance to the 
economy, as fund managers helped their 
portfolio companies weather the storm with 
infusions of capital and management 
expertise. At its current pace, Deloitte 
forecasts global private equity assets under 
management to reach $5.8 trillion by 2025.2 

The chief driver of PE growth in the 
post-pandemic world is the same as it was 
pre-pandemic: a growing institutional 
appetite. According to Deloitte, a reported 
66% of institutional investors allocated to 
private equity in 2020. This was up from 57% 
in 2016. Institutions’ target allocations rose 
to 11% of total assets in 2020. And an 
estimated 41% of institutional investors said 
they planned to increase their PE allocations 
over the succeeding year.3 No real surprise 
there: according to McKinsey, “by nearly any 
measure, private equity outperforms public 
market equivalents (with net global returns 
of over 14%).”4

Standing out in a crowded field

It would seem to be a great time to be in 
the private equity business—and apparently 
a lot of people agree. McKinsey reports that 
“The number of active firms in private 
markets topped 11,000 in 2020, growing 5.0 
percent during the year.”5 Yet, all that 
growth means more competition for both 

deal flow and capital raising. What can you 
do to differentiate your business in an 
increasingly crowded field? A track record of 
delivering results is important, to be sure, 
but in a sector exhibiting broad-based 
outperformance, firms must deliver 
something extra to stand out. 

In Deloitte’s view, “PE firms that excel at 
building and deepening relationships with 
three key stakeholder groups—their own 
workforces, portfolio companies, and limited 
partners—will likely be best positioned to 
cultivate and maintain growth in the long 
term.” Deloitte’s report further underscores the 
importance of keeping investors happy, “While 
performance may be the primary driver of LP 
satisfaction, transparency, fee control, 
flexibility, and focus on social responsibility 
also contribute to LP satisfaction.”6

The emphasis on transparency and 
flexibility suggests that, with more 
opportunities from which to choose, 
institutional investors are likely to be 
increasingly rigorous in their operational 
due diligence. In order to compete 
effectively, PE managers need to be able to 
demonstrate strong operational integrity on 
top of investment performance. And that’s a 
challenge. Despite the inherent complexities 
of accounting for and reporting on private 
equity investments, the industry has 
historically not been subjected to the same 
level of scrutiny as traditional public equity 
asset managers. With the private markets 
attracting larger amounts of capital and 
gaining greater influence in the global 
financial system, regulators have taken 
notice. PE firms have had to adapt to a 
changing environment and elevate their 
operational standards.

Operational challenges for 
private equity

The growth and diversity of private equity 
funds—with their complex fee terms and 
return calculations—present substantial 
operational issues. Accurately allocating 
profits, losses, expenses and tax impacts 
among every investor over the lifetime of a 
fund entails specialized mix of expertise and 
technology from deal management to 
portfolio and investor accounting and 
reporting. Demand for greater transparency 
and standardized reporting simply 
compounds these challenges. 

Changing investor expectations raise three 
major issues that PE managers and their 
administrators need to address:

1. Look-through to underlying 
investments 

There was a time when private equity 
investors had to participate in every deal in 
which a fund engaged, without the option 
to opt-out. These days, as noted earlier, 
limited partners expect greater flexibility on 
the part of general partners. As a result, 
managers now offer options for investors to 
opt-out of specific fund investments. To 
make that possible, you need the capability 
to provide investors with detailed look-
through to the underlying assets, enhancing 
transparency into portfolio composition and 
the different companies’ contributions to 
performance. This requires the ability to 
seamlessly integrate investment and 
investor accounting within the technology 
infrastructure.

It would seem to be a great time to be in the 
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2. Managing multiple closes

The life of a private equity fund involves 
multiple rounds of investments. Whenever 
new investors come in, the fund must 
rebalance all its profit and loss since 
inception, as well as capital calls and 
distributions to investors. Without the right 
system functionality, calculating those 
rebalances can be a tedious manual process 
with a high risk of error.

3. Reporting

Investors today demand more detailed and 
more frequent reporting that offers greater 
transparency into a fund’s strategy, holdings 
and returns. Many investors may also have 
specific requirements they want included in 
their reports. The Institutional Limited 
Partner Association (ILPA) has led the effort 
for private equity managers to provide more 
detailed reporting in standardized formats 
to enable comparisons across funds and 
firms. To generate ILPA-compliant reports, 
you need to be able to track all the different 
P&L components, management fees, 
partnership expenses, capital calls and 
drawdowns, and waterfall calculations.

Do you have the right system 
functionality?

How PE firms manage, account for and 
report on their funds is essential to client 
satisfaction and regulatory compliance. It’s 
also increasingly important to their ability to 

compete and grow. Resilience and 
efficiency through automation may well 
determine how well a firm can manage risks 
and drive profitability.

Fundamental technology requirements for a 
modern private equity shop include:

Support for complex strategies and 
structures

Private equity funds often employ diverse 
structures and sophisticated strategies. The 
technology infrastructure needs to be able 
to support varied and often unique 
structures while delivering consisting 
investor accounting and servicing.

Comprehensive, granular investor 
accounting

The particularities of private equity fund 
capital flows—with their investment 
commitments, capital calls and 
drawdowns—require an ability to track a 
fund’s committed capital and unfunded 
commitments. With unprecedented 
amounts of dry powder waiting to be 
invested, accurately tracking, accounting for 
and reporting on these flows is vital.

Distribution waterfalls, to determine how 
capital gains are allocated among partners, 
add a layer of complexity, especially in light 
of the trend toward closed-end funds in 
which distributions are highly customized. A 
sophisticated waterfall calculator will enable 
the investment manager or fund 

administrator to automate the calculation 
and allocation of the different tiers in the 
waterfall schedule.

Tracking and calculating funds’ 
management fees can also be time 
consuming and error-prone without 
automation. Management fees may be 
based on commitments or contributed 
invested capital, which in turn can be 
calculated by either cost or market value of 
the investments to each investor. The only 
way to arrive at an accurate fee calculation is 
to have detailed look-through from an 
investor to the investments.

Transparency

Portfolio management and investor 
accounting need to be tightly integrated to 
provide total transparency into each fund 
from the investment to investor level. If a 
fund has separate investor and portfolio 
accounting systems, getting them to talk to 
each other is a complex issue. If a change is 
made in one system, how will data flow 
downstream to the others?

A single, end-to-end portfolio investment 
and investor accounting solution removes 
those integration, data communication and 
reconciliation headaches. By monitoring 
and controlling the relationship between 
each investor’s capital flows and ultimate 
investments, the resulting transparency will 
enable firms to track their investors across 
multiple investments. This allows firms to 
more easily offer and manage provide 
opt-in and opt-out capabilities on specific 
investments, with control at the investment 
level rather than at the fund or portfolio 
level. Firms can also run exposure reporting 
showing investors exactly where their 
money is going.

Reporting

Reporting demands have become 
increasingly complex, with investors pushing 
for fast, detailed and accurate reporting on all 
aspects of their investments, including fees 
charged and returns generated at every 
phase of their relationship. A system that can 
automatically track the multiple information 
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components that go into the reports, and 
generate reports in line with ILPA guidelines, 
will ease the investment manager’s 
operational burdens while helping 
strengthen investor relationships.

Automated close rebalancing

As noted earlier, rebalancing after every 
investment close is often a time-
consuming, error-prone manual process. A 
system that can automatically rebalance 
your book following the close of each 
investment round will be more time- and 
cost-efficient. It will help reduce 
operational risk as well, and improve client 
servicing by minimizing mistakes.

Seamless migration 
capabilities

When migrating onto any new IT platform, 
private equity funds cannot simply conduct a 
point-in-time conversion using their positions 
at that particular moment, unlike other types 
of investment funds. Instead, they need the 
fund’s full back history to accurately track all 
the capital commitments and drawdowns, 
allocate management fees and generate 
waterfall calculations. Transferring that data is 
a big job fraught with potential error points.

An experienced system provider with a 
proven migration program can ease those 
concerns. Specifically, leveraging a managed 
service solution in particular will enable you 
to draw upon the provider’s experience and 
expertise to smooth the migration, and 
ensure the resulting data is accurate and 
complete.

Scalability

The private equity fund universe is 
expanding. Investment flows and transaction 
volumes are up, and all indicators point to 
those trends continuing. A solution with 
proven scalability will ensure you have the 
capacity to keep pace with and profit from 
the market’s growth—enabling you to 
expand effectively and efficiently, without 
running up operating costs.

Keeping investors happy 

Given the amount of capital flowing into 
private equity, the number and variety of 
funds are bound to grow. Deep and 
broadening investor interest presents 
enticing opportunities for fund managers. 
But winning investor trust is no slam dunk.

Institutional investors expect high-quality 
servicing throughout the lifetime of the 
relationship, and fund managers must jump 

through stringent due diligence hoops to 
prove they can deliver. A controlled, 
auditable operating environment 
demonstrates that fund managers can meet 
their investor and regulatory compliance 
responsibilities, improving their chances of 
attracting allocations. Having the operational 
expertise and infrastructure to compete at 
this level will be a key determinant of a firm’s 
ability to capitalize on investors’ growing 
appetite for private equity.
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