Reporting global developments

Private Capital in
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RISING significance
as a source of funds
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foreword

In the decade following the global financial crisis, net private financial wealth of
family offices and high-net-worth individuals doubled in nominal terms. Meanwhile,
allocations to alternative assets such as private equity and venture capital have
also doubled.
In this report, part of our “Global Developments” series, we ask whether private
capital is as significant a source of investment for private equity firms and their
funds as these macro trends suggest.
Reflecting our status as a leading centre for servicing funds, private equity and
private capital, earlier this year at SuperReturn International, Guernsey Finance
undertook a survey to understand the developing trends in the merging of the
private capital and equity space.
This short report arises from that study.
Here, we ask what is necessary to unlock the potential of the sector.
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Image: Trafalgar Court, Guernsey

4

contents

07
08
15

Executive summary
Survey results
Conclusion

5

Image: Carey House, Guernsey

6

Executive summary
Private capital growing
in significance

Key factors for
jurisdictional choice

Private capital as a source

These secular trends combine

of funds for the private equity

to drive the factors for locational

industry is growing rapidly in

preference in the choice of

significance, particularly for smaller,

jurisdiction for administration

boutique and specialist managers.

and domiciliation. While substance

Managers are increasingly being

is clearly an emerging factor, service

viewed as a source of deal flow as

and specialism remain the two key

much as investment management

factors in determining choice.

expertise by the owners of private
capital, though our survey suggests
the talk of disintermediation
seems overdone.

Such factors and trends serve a
jurisdiction such as Guernsey well,
where our specialism and leadership
in private equity, private wealth and
private funds is well recognised,

Family offices are driving
bespoke structuring

as is our high level of service.

There is an accompanying trend
of growing complexity of the
structuring of the private capital
arrangements with family offices
and other sources of private capital
demanding bespoke arrangements
covering commercial, legal, regulatory,
risk and operational matters.
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SURVEY RESULTS
Private capital
growing in significance
Our survey found private capital accounted for around 10-15% of total
assets of the survey population. Its significance is heavily skewed
towards smaller and specialist managers.
Some boutique managers cited private capital amounting to 75-100%
of assets under management, highlighting the importance of private
capital for first-time fundraising. However, even excluding these outliers,
there was also evidence of its significant importance to established
asset managers.
Moreover, the importance of private capital is increasing.
The majority of our respondents said that the proportion of
their latest fund’s capital originating from sources of private
capital was greater than predecessor funds.

How does private capital funding compare with predecessor funds?

 Far above average (11%)
 Above average (44%)
 Average (44%)
 Below average (1%)
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Bespoke contracts
As significant allocators, institutional investors have access to a wide
range of investment managers and investment opportunities. This places
significant negotiating power in their hands, creating a ‘buyer’s market’
for investment management.
This is manifest in the increasingly common way of formalising negotiated
arrangements via side letters, which confer additional rights to individual investors.
Our survey results indicated this is true of family offices as much as other
institutional investors – the majority of our survey sample indicates that family
offices demand bespoke structures to address specific commercial, legal,
regulatory, taxation or operational concerns with respect to their investment.
Meanwhile, a large minority of our survey sample had indicated that they had
partnered with family offices in ‘club deals’ or ‘side-by-side’ investments.

In your experience, do family
offices demand bespoke
structures in which to invest?

Have you partnered with
family offices in ‘club deals’ or
‘side-by-side’ investments?

 Yes (60%)

 Yes (44%)

 No (40%)

 No (56%)

60+40 44+56
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Adding value to investors
Some industry commentators have queried whether increased sophistication of
family office and private investment companies raises questions about the viability
of private equity firms’ business models. With investment expertise in-house, how
significant is the risk that family offices disintermediate private equity firms?
Our survey suggests that this issue may be prone to being talked up. While our
survey sample indicated the risk was ‘significant’, the same proportion suggested
managers could continue to add value to family offices’ in-house teams of
investment professionals.

sourcing deals becomes key
A more nuanced and perhaps more substantive issue than manager
disintermediation is the view that the value proposition of providing access
to (and structuring) deals is seen as a more powerful than the management
service itself.
When asked to rate factors attracting private capital, 70% cited sourcing deals
and 40% structuring deals, with only 20% citing management factors.
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Factors attracting private capital

 Sourcing deals (70%)

 Structuring deals (40%)

 Management factors (20%)

A third of respondents, typically those at larger fund houses, believed they added
value by structuring deals. Respondents from larger fund houses were also most
likely to consider themselves as being able to add value by active management
during investment-holding periods.
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jurisdictional choice
Feedback suggests that substance, specialism and service are
becoming key factors of reputational choice.
Over three-quarters of those surveyed suggested substance
was now an important factor to locational choice with one in
three suggesting it had become an extremely important factor.
Service and cost are growing issues for more than half of
 Important (78%)

managers with service an issue in seven out of every 10 cases.

 Extremely important (34%)

However, expertise remained the number one factor when managers

 Other (34%)

were asked to rank the importance of the three factors of expertise,
cost and service for determining domiciliation.

Service
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Specialism

Substance

why guernsey for
private capital?
Guernsey has a long-established tradition of providing specialist
services to sophisticated clients, with leadership positions both in
the provision of wealth management services to family offices and
high-net-worths, and in the servicing of alternative investments.
Guernsey provides a flexible and responsive legal, regulatory and
business environment where family offices and their advisers can
establish private funds, club deals and co-investment structures to
make private equity, venture capital or real estate investments.

Regulation

Business

Law
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private investment fund
In developing the Private Investment Fund (PIF), the Guernsey Financial
Services Commission (GFSC) recognises that there is a category of fund
where the fund manager and their investors share a closer relationship
than is typical.

PROSPECTUS

24 HR
APPROVAL

No requirements
to demonstrate
track record.

No prospectus
required.

Regulatory
approval obtained
in 24 hours.

While a PIF should contain no more than 50 legal or natural persons
with an ultimate economic interest in the fund, no attempt has been
made to limit the number of investors to whom a PIF may be marketed.
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conclusion
Numerous reports have cited the growing influence of private capital on the
investment management industry. In an age of lower returns in the post-2008
era, this trend has gone hand in hand with a movement to the mainstreaming of
alternative investments.
Our survey demonstrates the merging of the private equity and private capital
space – with private capital becoming a normalised source of financing and the
investment management sector being seen increasingly as just a gateway to a
direct investment opportunity.
The evidence suggests that jurisdictional choice factors will be increasingly
dominated by specialists whose substance can support the convergence
of these secular forces.

SURVEY SAMPLE
This research was carried out at SuperReturn International, the world’s largest
private equity and venture capital event, in February and March 2019. The event
attracts more than 2,500 attendees, including more than 1,000 GPs and more
than 750 LPs.
As the conference takes place in Berlin, it is no surprise that the majority (55%) of
our survey sample are based in Europe. However, specialist centres such as the
UK (36%) and the US (9%) were also represented.
Most of our sample (55%) was made up of investment managers. We also surveyed
service providers (23%) and professional advisers (13%). Other respondents,
including institutional investors, made up the rest of our sample (9%).
 Less than $100 million (27%)
 $100-500 million (27%)
 $1-10 billion (14%)
 $10-100 billion (18%)
 $100+ billion (14%)

Our survey sample included both small, owner-managed boutiques as well as
institutional asset managers.
In total, our sample has some $1.9 trillion of assets under management,
administration or advice, and employed some 10,000 people.
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weareguernsey.com
+44(0) 1481 720 071

info@weareguernsey.com

Guernsey Finance, PO Box 655, St Peter Port, Guernsey, GY1 3PN

Please recycle me

70% of the wood used in creating this brochure
is recycled material, with the remaining 30%
from a ‘controlled/sustainable’ wood forest
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