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2017 FINANCIAL SPONSOR SECONDARY MARKET OBSERVATIONS

The Financial Sponsor Secondary Market Came of Age in 2017
2017 can be viewed as a watershed year for this portion of the secondary market, as the market developed from one dominated by
“restructurings” to one dominated by “liquidity events” executed on behalf of financial sponsors, many with significant global brands
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Limited partners in the existing fund were given
the option to sell their interests to secondary
buyers (underwritten by AlpInvest Partners) or
roll their interests into the new fund. The new
and rolling investors committed capital to fund a
growth strategy at PortAventura.

Financial sponsor secondary transactions (or “sponsored secondaries”) are transactions that are initiated by or substantially
involve a financial sponsor who is seeking a liquidity or capital-raising solution through what would traditionally be thought of as
the private secondaries market.
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Market Doubles in Size to Approximately $16 Billion
Lazard estimates that sponsored secondary transaction volume increased from approximately $7 billion in 2016 to approximately $16 billion
in 2017. Approximately 50 transactions initiated by financial sponsors were closed in the secondary market, which is also a record by a
substantial margin
Sponsored Secondary Market Volume Estimates (2014 – 2017)
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Source: Lazard Internal Estimates
Note: Lazard surveyed investors regarding the size of the market in 2014, 2015 and 2016. The estimates provided reflect the low end, high end and consensus estimate of the survey
results. We attribute much of the wide variation to definitional differences as investors may include, or exclude, certain types of transactions from these calculations.
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The Year of the Big Sponsor Secondary
($ in millions, unless otherwise indicated)

Investors and advisors have long waited for successful, large market financial sponsors to make use of the capital and transaction structures
available through the secondary markets. We estimate that over 60 financial sponsor transactions came to market in 2017

Sponsor Secondary Transactions – In The Market 20171 (Segmented by Geography and Size)
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1
Includes transactions that closed, were in the process of closing as of December 31, 2017 and were reported to have failed in 2017.
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Sponsored Secondary Market Pricing Continues to Be Strong
Sponsored secondaries tend to price close to the reported net asset value (“NAV”) of the fund/interest. Over the past two years, observed
pricing1 has increased from approximately 93% of NAV to over 100% of NAV. This year was the first year in which a premium to NAV was
broadly observed across the market, reflecting the quality of financial sponsors executing transactions and the strength of secondary markets
Average Sponsor Secondary Transaction Pricing (2015 – 2017) and Pricing Drivers
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When financial sponsors are actively involved in a secondary process,
the information available to investors is typically robust. This allows
investors to underwrite comprehensively each company or asset in the
portfolio in a detailed way, reducing uncertainty in financial forecasts and
reducing risk premia that may be built into models for funds where the
same investor may have less information.

Selection
Bias

Financial sponsor secondaries do not tend to succeed at large discounts to
the reported NAV, unless a situation is especially troubled. Thus, the
transactions that attract a financial advisor will tend to be high quality in
general, and the transactions that attract substantial buyer interest will also
tend to be high quality. In the LP portfolio market, there has historically
been greater willingness to accept discounts to exit illiquid, often old or
underperforming, investments.

Revised
Business
Plan

The rationale for financial sponsors to initiate a secondary transaction
may be to enable them to continue managing companies held in older
vintage funds and raise capital to finance the continued growth of the
companies. Where applicable, investors will factor the benefit of
additional time and follow-on capital into their price.
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Source: Lazard Internal Estimates
1
Pricing refers to the weighted average price paid (relative to the reported NAV) by secondary investors in transactions managed by Lazard or for which Lazard had information it
believed to be accurate regarding the purchase price relative to the reported NAV in the applicable calendar year.
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A Diversified Group of Secondary Investors Participated in 2017 Transactions
($ in millions, unless otherwise indicated)

Lazard estimates that 14 investors accounted for approximately 90% of the transacted volume in 2017
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Source:
Note:

Publicly Available Information, Private Equity International, Lazard Internal Estimates
Includes transactions that closed or were in the process of closing as of December 31, 2017.
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Highlights by Region

(Number of transactions closed and dollar values by region are Lazard Internal Estimates)

Based on the transactions we tracked in 2017, Lazard estimates that Europe accounted for the majority of transaction volume in 2017
Estimated Sponsored Secondary Volume by Region as a Percentage of Aggregate 2017 Volume*

 Over 20 transactions were executed in
2017 but none were larger than $1 billion

 Infrastructure transactions accounted for
a material share of transaction volume in
the region

 Latin America completed a landmark
deal
 Pipeline for 2018 is strong

62%

23%

 Four deals greater than $1 billion USD
closed or were in the process of closing
as of December 31, 2017

20 transactions closed
$10.0 billion in volume

21 transactions closed
$3.8 billion in volume
 First-known-of-its-kind transaction
structure, the “strip sale”, was successfully
executed in Asia by Warburg Pincus

15%
6 transactions closed
$2.5 billion in volume

 Record year in the region
 Financial sponsors are seeing the
advantages of accessing the secondary
market
Source: Lazard Internal Estimates
*
Only includes transactions that closed before December 31, 2017.
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Looking Ahead

1

Sponsor secondaries market could approach, if not exceed, $20 billion in transacted volume in 2018

2

An unprecedented number of large financial sponsors could access the secondary market for liquidity and
capital raising solutions, transactions that involve over $1 billion in NAV may increase significantly

3

Multiple large transactions that involve direct liquidity solutions for portfolio company interests should be
completed in 2018

4

Sponsor secondaries in Asia could substantially increase and the US will likely overtake Europe as the largest
region in the market

5

More limited partners will likely enter the market as potential “lead” investors creating increased competition
for secondary investment firms. The success of investors like APG, CPP and GIC in 2017 could entice peers to
add capabilities in order to participate more fully in the sponsor secondary market
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Lazard Private Capital Advisory

is a trusted advisor committed to long-term relationships with clients by
providing thoughtful and innovative private capital solutions through a
globally integrated platform.
We are a global leader in raising capital, executing secondary transactions and providing capital solutions for
private investment funds. Our group has built one of the broadest institutional investor coverage networks in
the industry and has cultivated relationships with over 1,500 investing institutions globally.
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