
FEATURE:

INFRASTRUCTURE 
AND THE ROAD TO 
SUSTAINABILITY
DEBT CAPITAL MARKETS: 

GROWTH OPPORTUNITIES FOR PRIVATE 
CREDIT IN AUSTRALIA

TECHNOLOGY: 

ADMINISTRATOR TECHNOLOGY IS DRIVING 
IMPROVED FUND DECISION MAKING

 ISSUE #6

SENSUS



INFRASTRUCTURE

INFRASTRUCTURE AND THE   
ROAD TO SUSTAINABILITY

DEBT CAPITAL MARKETS

GROWTH OPPORTUNITIES  
FOR PRIVATE CREDIT IN AUSTRALIA

RISING TO THE OCCASION 
THE LP TO GP DYNAMIC

TECHNOLOGY

ADMINISTRATOR TECHNOLOGY  
IS DRIVING IMPROVED FUND  
DECISION MAKING

RAISING THE BARRIERS:  
THE PRESENT AND FUTURE OF FUND 
ADMINISTRATION

DEBT CAPITAL MARKETS

DESPITE ROUGH SEAS  
CREDIT FUNDS REMAIN BUOYANT

PRIVATE EQUITY

GP-LED SECONDARIES:  
FROM INNOVATION TO 
INSTITUTIONALISATION

THE PROS AND CONS OF CHOOSING   
A SPAC OVER AN IPO

Dear readers, 

It is a pleasure to bring you the 6th issue of Sensus, a magazine with expert insight 
and sharp analysis of topics and trends that are important to you and your clients. Our 
readership is growing and thanks to essential contributions from our clients we are able 
to reflect market sentiment with real authenticity. 

With light at the end of the tunnel in sight, societies and economies are slowly opening 
up, seeking a positive way forward. As the alternatives industry continues its recovery, 
our lead article focuses on infrastructure and clean energy: what role can they play in 
building a more sustainable future? A fascinating roundtable discussion from experts 
with first-hand, practical experience in the field uncovered a diverse range of specialist 
opinions and outlooks. 

Special purpose acquisition companies (SPACs) have raced up the popularity stakes, 
providing speedy capital-raising opportunities. But Dean Bell, KPMG, sees both pros 
and cons, as he compares them to IPOs. Meanwhile in Australia, one of the founding 
partners of a non-bank lending firm tells us of the country’s growing private credit 
growth opportunities. We also examine how client-focused technology is leading to 
sharper decision making. 

As always, we welcome your feedback on this and any other editions of Sensus. We 
invite you to share your ideas and encourage you to get in touch if you would like 
to collaborate or contribute on a future article. Your voice and opinions allow us to 
develop a deeper understanding of your needs and expectations. Thank you to all our 
readers and to our contributors.  

Doug Hart 

Chief Executive Officer,  
Alter Domus
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As the world begins to see light at the 
end of the Covid-19 tunnel, demand for 
greener economies, smart renewable 
energy sources and greater corporate 
social responsibility is growing stronger.  
How is the infrastructure sector 
responding, and are we seeing new 
types of investors and strategies? We 
talk to five infrastructure specialists 
from across the value chain to examine 
how the landscape is evolving and the 
rise of dedicated renewables vehicles. 
A round-table discussion led by Patrick 
McCullagh, Managing Director of Sales 
for Europe and the United States at 
Alter Domus, finds that amid a diversity 
of opinions, everyone is pointed in the 
same direction.   

In recent years we have increasingly 
seen references to ‘old infra,’ utilities, 
toll roads, ports, airports, and ‘new 
infra’ such as renewable energy, 
data/fibre networks and electric 
vehicle charging infrastructure. But 
according to Ian Berry, Managing 
Partner at River & Mercantile, the 
definition of infrastructure is different 
for almost everyone. While some see 
infrastructure as involving ‘lots of steel 
and concrete,’ Berry sees it differently: 
“A useful definition is much more 
about ownership, the rights to operate 
something that is essential, or a social 
good.” He notes, “When I first started 
looking at investing in renewable 
energy more than 15 years ago, it was 
considered niche. Today it is widely 
regarded as not only essential core 
infrastructure but an environmentally 
and socially responsible choice.”

Renewables have effectively developed 
into a sub-asset class within the broader 
infrastructure and green energy funds 
sector, says Ajay Pathak, Partner at law 
firm Goodwin Procter. “Increasingly 
managers are raising dedicated 
renewables-only funds.” With larger 
asset managers in particular seeing 
strong investor appetite for dedicated 
sectors and sub-sectors, the renewables 
trend is set to continue apace. But 
investors are not turning their back on 
traditional infrastructure – each can 
meet different kinds of needs. 

Karen Sands, Chief Operating Officer at 
Hermes GPE LLP, says: “Our investment 
strategy since 2010 has been on both 
traditional and new infra investments. 
We focus predominantly on brownfield 
opportunities, looking for secure, 
core returns. As the old-style defined 
benefit pension schemes mature, they 
are looking for sustainable, reliable 
income from their asset allocations, and 
that is the focus of our infrastructure 
programme.”

Richard Awbery, Partner at Atlantic-
Pacific Capital, points out that many 
larger institutional managers have 
established dedicated impact allocations 
to help increase ESG exposure within 
their portfolios. However, many investors, 
especially those based in North America, 
still view ESG as a ‘nice to have’ and not 
a main driver.” Pathak also sees some 
hesitancy. “Some are saying they are 
not interested in renewables as they 
don’t have a great track record, or the 
focus is too narrow. But there are clearly 
investors who want to commit to this 
space. And the need for investment is 
only going to go up, not down.” 

INFRASTRUCTURE AND THE   
ROAD TO SUSTAINABILITY

 INFRASTRUCTURE

Awbery adds: “We have seen a 
considerable rise in LPs seeking 
sustainable investments. That said, 
whilst ESG has become increasingly 
important as a foundation, the overriding 
focus remains on returns.” Pathak notes 
that fundraising for renewables has 
been increasing over the past four to 
five years with fund managers raising 
fairly significant capital in dedicated 
renewables-only vehicles or increasing 
their allocation to this sector within a 
diversified offering. 

“ESG has always been part of 
what we do, allowing us to go 
back to the social contract and 
the needs of everyday life within 
infrastructure requirements. 
Holistic infrastructure 
investing must embrace social 
responsibility, and we have an 
informal social contract that we 
abide by, particularly in areas 
such as utilities and energy. 
We produce a responsible 
investment report that we 
share with our infrastructure 
clients. They are really trying to 
understand the social impact.”

Karen Sands  
Chief Operating Officer,  
Hermes GPE LLP
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RENEWABLES – RISK AND RETURN 

Patrick McCullagh notes that Alter Domus is seeing a shift 
in investor sentiment as ESG continues to gain traction and 
enjoy positive headlines. “Additional investment decision 
drivers are emerging, with investors seeking infrastructure 
investments that do good. And while arguably infrastructure 
is always doing good, we are seeing an increasing focus on 
aspects such as carbon reduction and green energy strategies. 
Demand is clearly there. But how are investors engaging with 
these aspects and some relatively new technologies?”

What is driving this uncertainty? John Stuart, Managing 
Director at Low Carbon, sees a lag between investor interest 
and commitment. “Strong demand is not always matched with 
capital coming forward,” he says. “With renewables perceived 
as an alternative, specialist area, allocations are still not great 
and are often missed. Investors are looking to learn but are not 
yet ready to put capital into the sector.”

Stuart sees education as key to unlocking the capital of 
cautious investors. “There is little experience of investing 
in renewables, and certainly not over a longer term. Those 
that came in two or three years ago have not yet seen a full 
lifecycle of their investments. Much of the early investment 
was looking at mature renewables with projects providing 
yield.” Stuart notes that while that kind of capital is important, 
capital is also needed for construction risk, to take late-stage 
development risk and early-stage development risk. 

Sands says that while investing in renewables has always 
been part of her firm’s DNA, they are wary of the new-
style infrastructure investments. “There’s a large amount 
of technology that needs to be tried and tested,” she 
says. “When you’re looking at more technology-focused 
investments, there’s a huge amount of failure before you 
actually get to the success. Our view is to let the private 
equity investors really push the development of the 
technology, and then you swing it over into traditional 
infrastructure for contracted revenue returns.” 

Sands explains that the firm’s strategy is driven by demand 
from investors who are looking for steady yield. “Our view is 
that the demands on the marketplace have been pretty much 
the same over the past decade. However, there is a growing 
awareness and understanding of ‘new’ infrastructure, and 
the different types of returns that are out there. People are 
becoming more sophisticated and knowledgeable.” 

Ten years ago, UK solar was a new sector and Low Carbon, 
as an investor committed to climate change mitigation, was 
a pioneer in the market, examining investment structures and 
trying to understand the investment risks. “It was about being 
an early mover – putting together a package, a project that 
was investable” says Stuart. “To do that you need to build up 
your technical knowledge, to be aware of those risks if you 
are making the market.” Berry adds: “My team was also on 
the leading edge of UK solar a decade ago, and I agree that’s 
one of the key challenges for managers and investors backing 
managers. If you wait for universal acceptance of newer sectors 
then an adequate return can be made, but not a high return.”

companies and other investors with managers and operating 
partners. LPs are seeking to partner with managers that have 
sourced, structured and will manage the assets, but who are, 
importantly, also investing their own capital. Alignment of 
interest is key.”

McCullagh asks what kind of LPs are looking at co-investing 
with an asset manager that has perhaps built and operates 
the plant. Says Awbery: “For a direct deal, we engage with 
the more established and sophisticated investors; those that 
have experienced in-house capabilities to underwrite a single 
investment. Not only is it a different mindset to fund investing, 
there is often an element of speed required, especially if 
participating in a live transaction. Under-resourced and less 
experienced teams are simply unable to meet these accelerated 
timetables which can be as little as six to eight weeks.”

“We have typically seen investors participating 
in co-investment with existing managers in their 
portfolio. Extensive diligence has been conducted 
on the firm and team for the fund commitment 
so when it comes to underwriting an asset, they 
are focused on exactly that – the attractiveness 
of the opportunity. In this competitive market 
and with the increased appetite for co-
investment/direct exposure, LPs are starting to 
use these transactions as an opportunity to build 
relationships with new GPs. However, the work 
required to get comfortable with an investment 
becomes considerably more complex.” 

Richard Awbery 
Partner, Atlantic-Pacific Capital

“Technology is more a risk when you are at the 
early stages of financing it. We came into two areas 
of renewables relatively early and accepted the 
tech risk. That risk no longer exists in those sectors. 
And while hydrogen will become more mainstream, 
the early movers in that space must understand the 
tech risk and structure an investment proposition 
that takes account of the risk.” 

John Stuart 
Managing Director, Low Carbon

ESG LOOMS LARGER 

“Are we seeing different types of investors moving into 
infrastructure market – perhaps family offices with a new 
generation coming in, bringing new values and looking towards 
a greener future?” McCullagh asks. “I think a lot of the capital 
raised for dedicated renewable funds is still coming from the 
traditional institutional investor base,” Pathak says. “But you’re 
also seeing corporate or strategic investors pivot, seeing this as 
a way forward. For example, Shell is very significantly focused 
on funding and developing green energy. Likewise, sovereign 
wealth funds are recognising the shift to a greener future.” 
Stuart notes: “For family offices or endowments, it is a great 
asset class to meet the needs of that capital.”

“The US hasn’t traditionally been a big 
source of capital for European energy and 
infrastructure fund managers. But that is slowly 
shifting, and we are starting to see some US 
endowments, partly because they are thinking 
more proactively about things like ESG and are 
starting to show interest. If that really gathers 
momentum, we are talking about opening up 
a significant amount of capital which to date 
hasn’t been there for European funds.” 

Ajay Pathak 
Partner, Goodwin Procter

Awbery says his firm has become increasingly active raising 
funds for co-investment alongside primary fundraises as 
well as capital for single asset transactions. “There is still 
interest from investors to gain access to infrastructure via the 
more traditional fund route. However, there is a number of 
LPs seeking “direct” exposure to assets. We have facilitated 
discussions with pension funds, fund of funds, insurance 

ON A CONSTANT PATH 

Amid growing demands for a greener, more sustainable 
future, infrastructure as an asset class remains an attractive 
opportunity for all types of investors: solid yield, high-risk 
new tech, or single asset direct investment. While ESG 
characteristics are certainly becoming more important to 
investors, they are not currently dominating their investor 
profile or needs. But renewables in particular are moving 
mainstream more quickly than in the past. 

Today, with a greater understanding of early-stage tech 
risk, and a structural response to that risk, investors are 
keen to learn more. As their knowledge grows, so too will 
their investment appetite. Infrastructure does not really fall 
into ‘traditional’ and ‘new’ infra. It is just infrastructure – the 
resources, networks, buildings, utilities, technology, and 
energy sources that are needed today to build a brighter 
tomorrow. We are all moving in the right direction, albeit at 
different speeds and different ways, but there is still a long 
way to go.  

“The reality at the moment is that the people 
who can produce the glossiest ESG reports 
are deemed to be the best. And that’s a big 
problem, because big companies produce 
really nice reports. They can demonstrate that 
their impact figures are better than last year; 
that they’ve contracted to use only renewable 
energy and that they’ve installed electric car 
charging in their car park. Those things are 
great, but fundamentally most of those assets 
emit enormous amounts of carbon during their 
construction. These infrastructure businesses still 
have business plans that rely on the burning of 
fossil fuels – by their users (cars using toll roads; 
shipping using ports; aircraft and cars using 
airports, etc.) to be profitable.” 

Ian Berry 
Managing Partner, River & Mercantile
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DEBT CAPITAL MARKETS

GROWTH OPPORTUNITIES  
FOR PRIVATE CREDIT IN 
AUSTRALIA
Australia has recently experienced growth in its private credit 
sector – addressing demand and opportunities currently 
underserved by the traditional banks. Peter Zanapalis, 
Country Executive Australia at Alter Domus, recently spoke 
to Joe Millward, Founding Partner of Epsilon Direct Lending, 
to give Sensus readers deeper insight into Australia’s 
burgeoning private credit scene.  

WITH OVER 20 YEARS OF EXPERIENCE IN 
BANKING AND LENDING WITH COMPANIES LIKE 
COMMONWEALTH BANK OF AUSTRALIA, BANK OF 
AMERICA AND ROYAL BANK OF SCOTLAND, WHAT 
WAS THE DRIVING FACTOR BEHIND THE DECISION 
TO SET UP EPSILON DIRECT LENDING IN 2019 WITH 
YOUR FELLOW CO-FOUNDERS?

There are plenty of commonalities between our three founding 
partners. For me, the current situation is like betting on a 
replay. What we’re seeing in Australia today is a replay of what 
happened in Europe and the US 15-20 years ago, in terms of a 
transition of lending market share from banks to non-banks. 

I was involved in the start of the non-bank movement in 
Europe and witnessed the evolution in that market over the 
years. As recently as five years ago, the conditions weren’t 
right in Australia, as the banks were still reasonably efficient. 
However, in recent years, customers began mentioning that 
their counterparts in the US and Europe were finding it much 
more efficient to obtain non-bank funding – and they were 
highly supportive of us to set up our own shop. In that respect, 
it’s really been a customer-led effort.  

ON THE EVE OF YOUR FIRST FUND LAUNCH, WHAT 
HAVE BEEN THE BIGGEST CHALLENGES YOU HAVE 
FACED SO FAR?

Aside from the Covid-related challenges everyone is facing, I 
think understanding the needs of the investment community, 
and establishing and building relationships with them has been 
really interesting. Through our previous work with banks and 
funds, we’ve built a good understanding of what investors are 
looking for, and we’ve made some great progress in securing 
cornerstone investors over the past few months. 

There are three core components that every fund manager has 
to consider: assets, liabilities and the things that make the two 
sync. Assets are a strength because of our market relationships 
and our direct lending strategy, while liabilities are going to be a 
longer journey, but we’ve had good help navigating the market. 
For the last piece, we’ve chosen to work with Alter Domus, 
as very few service providers in the Australian market truly 
understand private credit – from fund administration all the way 
to legal and taxation. 

THE PRIVATE CREDIT MARKET IN AUSTRALIA HAS 
BEEN GROWING AT A QUICK RATE OVER THE LAST 
5 YEARS. HOW LONG CAN YOU SEE THIS THEMATIC 
CONTINUING? 

Australia’s market is still in its infancy. We’re around 15-
20 years behind Europe and the US; and from a historical 
standpoint, accessing Australian corporate loan investments 
has been difficult as 90-95% of the segment was dominated 
by banks. Compare that to a market like the US, where 20% of 
corporate debt is financed by banks and 80% by non-banks. 
It will take some time, but the proportion of non-bank lending 
will increase.

At the same time, banks have been looking to lower the cost 
of servicing customers – which means they are seeking to 
increase automation and standardisation across the board. 
Covid-19 has only accelerated this trend, and banks are seizing 
the opportunity to make seismic shifts due to the pandemic. 
This opens the door for more bespoke lending opportunities, 
where non-banks can thrive.  

WHEN LOOKING AT THE CURRENT PRIVATE CREDIT 
LANDSCAPE, WHICH SEGMENTS OR ASSET CLASSES 
ARE OUTPERFORMING? 

There are two key ingredients from a market perspective 
that drive outperformance in private credit: a large and 
stable segment, and strong supply/demand dynamics. The 
largest segment is vanilla bank debt, and customers looking 
for a standardised product will do well here. The next biggest 
segment is real estate – and while banks are not retreating 
from real estate, they have always been focussed on a confined 
definition of the asset class, leaving non-banks to compete on 
credit risk, terms and conditions for the rest of the segment. 

Middle market direct lending is a large, stable segment worth 
AUD70 billion. This is not distressed lending, but lending 
for growth and event-driven financing including leveraged 
buyouts and acquisitions. It’s a very stable segment, which 
has much lower volatility embedded than real estate lending 
or special situations lending. With many banks retreating from 
the middle market, we see an opportunity here – and Epsilon 
is the only Australian fund manager that focusses purely on 
this space. 

WHY IS EPSILON SPECIFICALLY TARGETING THE 
MIDDLE MARKET DIRECT LENDING SEGMENT? 

Relative to offshore, focusing on the mid-market allows us to 
offer a better risk/return ratio to investors. Contributed equity is 
higher in Australia, sitting at around 60% versus 40% offshore, 
and investors are able to access the same returns as European 
and US investments, which sit around 6%. Additionally, cov-lite 
loans are non-existent in the Australian middle market.  

We also offer a unique strategic option in that we don’t lend 
to large caps, meaning we have different exposure on the 
books compared to other domestic fund offerings. 

Most importantly, the middle market offers lower volatility. 
In the event of a default, investors are more likely to recover 
more of their loans from a medium cap than a large cap, as 
large businesses tend to be more complex and have more 
moving parts. It’s much easier to work out deals in the middle 
market.

In this segment, you need to have strong relationships and to 
know who the players are, both good and bad. Historically, 
very few banks had dedicated mid-market cash flow lending 
teams, and as a result there aren’t too many professionals in 
Australia with this type of experience. Aside from Epsilon’s 
partners, I know very few private credit fund managers in 
Australia who have managed a credit fund through an actual 
recession or built a mid-market lending team from scratch and 
grown it to over AUD4 billion. 

WHAT ATTRIBUTES DO YOU LOOK FOR WHEN 
CHOOSING A FUND ADMINISTRATOR AND OTHER 
THIRD-PARTY SERVICE PROVIDERS? 

Investors don’t get paid for operational risk. I have managed 
funds before, which is different from a big bank where 
everything gets taken care of behind the scenes. We’ve seen 
what happens when you try to do things by yourself and 
run your business off of spreadsheets. There are so many 
administrative tasks that it’s difficult for fund managers to stay 
on top of everything. 

At the end of the day, we are fund managers – and we don’t 
pretend to be a specialist fund administrator. We strongly 
believe that when you need help, you should partner with 
the best. Although it may cost a little more upfront, the cost 
of getting it wrong is potentially much, much greater. Alter 
Domus appealed to us because they have global experience 
and a strong track record, and the local team has been in the 
market for a long time.  
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There has been a notable change in 
the relationship dynamic between 
GPs and LPs within private credit over 
the last 12 months. With LPs requiring 
ever-increasing amounts of portfolio 
information, Paolo Malaguti, Founder of 
Credit-Vision, believes GPs now more 
than ever need to clearly articulate their 
unique selling points and leverage data 
to do so effectively.    

For a relatively new asset class, private 
debt has led a charmed life for more 
than a decade. In the years since the 
2008 global financial crisis, the sector 
has benefitted from banking sector 
retrenchment and unabashed investor 
admiration, by virtue of delivering 
a consistently strong cash yield in a 
sustained low interest rate environment. 

But after a decade of robust growth, 
the pandemic of 2020 has presented 
the sector with its first real test. As 
fundraising has slowed and competition 
in the market has intensified, portfolio 
managers are finding themselves under 
greater pressure to perform and LPs 
are demanding greater information and 
accountability from their GPs. 

This is the moment where GPs need to 
prove their mettle and show their value 
to LPs, according to Paolo Malaguti, 
Founder of Credit-Vision, the software-
as-a-service platform for banks and 
investment funds. As Malaguti explains: 
“We are at a really interesting stage 
in the lifecycle of private credit as an 
asset class. Before Covid, managers 
didn’t need to differentiate themselves 
as much as they have to today. They 
knew there was money available from 
LPs to invest in the asset class and their 
strategies. But now, we are seeing a 

clear divergence between winners and 
losers, with LPs much less tolerant of 
average performance. That mindset 
imposes a new approach, and private 
credit managers are asking themselves 
some pretty hard questions – and the 
best managers do so before the LP 
starts asking them.”

WHAT DO LPS WANT?

As the private credit market has 
matured, transparency has become a 
focal point for investors and now Covid 
has turned this into a deal-breaker for 
LPs. As Malaguti notes: “The challenge 
for GPs right now is that LPs feel 
potentially much more exposed to credit 
risk than they ever did before. LPs are 
fundamentally drawn to private credit 
because they want to allocate capital in 
a way that provides them with stability 
and reassurance. So, the last thing they 
want is to be blindsided.” 

Malaguti continues, “LPs now expect 
greater insight into what’s happening 
within portfolios, and at a granular level. 
The ‘helicopter’ view that they were 
happy to receive once a quarter is no 
longer enough. The moment that an 
investment is not performing against its 
benchmark, they want to have at their 
disposal the information and toolkit to 
understand why.”

DEMANDS FROM LPS HAVE 
CHANGED

Now that the relationship dynamic has 
shifted, Malaguti sees GPs giving LPs 
more of an insight into their world, 
communicating with them more closely 
and, in general, striving to enhance 
investor engagement. For some GPs, 
the transition is not easy and that 
is exacerbated by the fact that the 
technology underpinning the sector 
has struggled to keep up with investors’ 
expectations. 

Malaguti explains: “Over the past 
decade, we’ve seen the growth of an 
entire ecosystem of service providers 
such as accountants, lawyers, founders 

RISING TO THE OCCASION 
THE LP TO GP DYNAMIC

DEBT CAPITAL MARKETS

and administrators. But the underlying 
technology that enables managers to 
look through and control their portfolio? 
It really hasn’t moved on. GPs are still 
extremely reliant on human connections 
and legacy infrastructure which is often 
more than 10 years old. But across 
so many other industries, this way of 
working now feels obsolete. LPs expect 
a more systematic way to navigate 
through managers’ portfolios and 
understand what is driving performance. 
They want to see their GP looking 
ahead, not just focussed on explaining 
last quarter’s results.”

THE POWER OF DATA 

It has been 15 years since the phrase 
“data is the new oil” was coined by 
Clive Humby, but according to Malaguti, 
the comparison is still valid. “We live 
in a world of data overload, and GPs 
may already feel burdened with all 
the information they gather from their 
portfolio companies. But the single 
biggest challenge they have not yet got 
to grips with is how best to refine that 
data. They need to use it to drive their 
investment strategy, and to articulate 
their competitive edge in ways that give 
LPs the comfort they need.”

This determination to help managers use 
data to deliver unique and independent 
insights is the driving force behind 
Credit-Vision. By automating the process 
of extracting financial data from multiple 
sources into a single access point, it 
allows both portfolio managers and 
investors to make decisions based on an 
enhanced data-driven view of credit risk 
and quality. This also gives managers 
the information refinement they need to 
articulate investment narratives that are 
coherent and compelling for investors.

THE ADVANTAGES FOR GPS 

Making a firm commitment to 
technology that interprets investment 
performance doesn’t just satisfy the 
demands of sophisticated LPs, it also 
gives GPs the opportunity to implement 
vastly improved systems and risk 
management controls. As Malaguti 
explains: “The ability to run portfolio 
simulations, and hypothetical ‘what 
if’ scenarios that calculate optimal 
portfolio allocation, is more important 
now than it has ever been. GPs need 
to be able to make robust and reliable 
performance forecasts that clearly 
set out where they expect portfolio 
companies are going to be next quarter, 
or in the next year.”

“Another example of technology 
adoption benefiting the GP to LP 
relationship is covenant monitoring. 

Increased earnings volatility has 
intensified the pressure on covenant 
compliance. So, for the portfolio 
manager, it is critical to be able to 
look across the entire portfolio and, at 
the blink of an eye, say where every 
company stands with their covenants, 
and ideally where it is set to be over the 
next testing dates.”

CAN GPS ADAPT TO INCREASING  
DEMANDS FROM LPS?  

After a decade of runaway success, 
a period of stable growth and fund 
manager differentiation is a welcome 
sign of market maturity. But the 
transition will be easier for those GPs 
that recognise the need to improve 
on technology adoption and partner 
with providers offering the toolkit and 
know-how needed in today’s market 
environment. As Malaguti confirms: 

“Looking ahead, I think the next three 
years are very positive for firms like 
Credit-Vision, purely because there is 
such a necessity within the private credit 
space for the solutions we provide. The 
merger of IHS Markit with S&P Global 
Inc last year, which was the single 
largest M&A deal of 2020, really speaks 
to data and technology emerging as an 
integral part of investment managers’ 
decision-making processes and 
investment strategies.”

Malaguti concludes: “Right now, GPs face 
two pressing issues. First, they must be 
able to prove that portfolio performance 
can – and will continue to – deliver on 
what they promised. Second, they need 
to articulate their unique selling points 
and convince LPs of their superior 
insights and clear vision for the future. 
Those that can continue to do both are 
very well placed.”   
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Technology’s role in fund administration 
has become much more prominent 
since the onset of the Covid-19 
pandemic, and it is only set to grow 
further. We spoke to Alter Domus fund 
administration specialists Courtney 
Thomas and Maximilien Dambax to get 
their insights into how client-facing 
technologies have become so important 
and why this is a trend that is only set 
to continue. 

2020 SHOWED JUST HOW 
INDISPENSABLE TECHNOLOGY IS 
FOR BUSINESS CONTINUITY 

Alternative fund administration helps 
funds to scale, enjoy speedy access to 
information, and comply with regulation 
more efficiently. While it relies on the 
right people for its optimised impact, 
technology is central to achieving 
these aims. While the important role 
of administration in helping funds to 
scale and acquire/retain business is 
clear, the pandemic has demonstrated 
just how crucial having the right 
technological capabilities in place is for 
business continuity and performance 
optimisation.

Courtney Thomas, Head of Client 
Portals, and Maximilien Dambax, Group 
Product Head of Fund and Corporate 
Services, believe that improved 
technology development and integration 
will become the norm in the fund 

space. There are two key drivers for this 
development, says Thomas. “One, the 
increasing demand for total operational 
transparency and two, the rise of data’s 
importance at all stages of the workflow. 
More and more funds will request direct 
access to data at fund, portfolio and 
investor levels. This focus on data will 
also make operational transparency 
from the administration back-office side 
an even more pressing need for funds.”

Dambax explains how Alter Domus, 
which has more than $1 trillion in assets 
under its administration, has already had 
to pivot in response to changes in how 
funds operate: “Rather than working for 
our client, our approach is that we are 
working as a partner. In this way, we align 
ourselves with their challenges and goals, 
as we would our own.” Dambax also 
highlights the critical role that advanced 
tech plays: “Technology is the great 
enabler to achieve this and it also acts 
as the ideal vehicle through which to 
involve all stakeholders, principally the 
client and investors.”

HIGH-TECH IS ENABLING A 
FULL-SCALE FUND OPERATIONS 
TRANSFORMATION 

Fund administrators are taking on a 
more prominent role in middle and 
back-office needs, as funds are moving 
more operations out of house. Thomas 
says that “asset managers are moving 
operations over to administrators 
incrementally,” but this transfer means 
that there are implications elsewhere. 
For instance, asset managers no longer 
have oversight or the ability to monitor 
the back and middle-office workflows. 

ADMINISTRATOR TECHNOLOGY   
IS DRIVING IMPROVED FUND 
DECISION MAKING

“This means that our clients need the 
tools to see what we’re doing and 
how we’re doing it, and they require 
full access to the data that we’re 
aggregating and processing for them.” 

“We’re meeting those transparency 
needs with CorPro, an industry 
benchmark portal that enables 
efficient data reporting, collaboration, 
multi-source analysis, and investor 
communication with institutional grade 
cybersecurity,” says Thomas. She adds 
that “we’ll be building a mobile app 
around a new payments platform that 
will equip clients on the move to access 
payment request information quickly 
and respond securely.”

DIGITALISING THROUGH AND 
BEYOND THE PANDEMIC 

Dambax notes that demand for such 
tech capabilities was already growing 
before 2020, but that “the pandemic 
took things to a whole new level. 
Investors were asking fund managers 
for better data access with increasing 
frequency to get away from paperwork 

TECHNOLOGY

and move things digital. They were 
already showing a desire to be able 
to access their data securely in a ‘live’ 
environment with strong cybersecurity 
in place. The pandemic really accelerated 
and amplified this demand.”

To exemplify this point, Thomas 
explained a digital onboarding tool 
that Alter Domus recently launched: 
“It’s become steadily more popular 
with funds because it digitises the 
very manual and laborious process 
of investors filling out and signing 
subscription agreements with pen and 
paper. This was a slow process and 
if any issues arose during the review, 
investors needed to start from the 
beginning. Digitising it has removed 
this bottleneck and the tool has been 
very useful throughout 2020 and 2021 

so far, because of the inability to meet 
in person and the shift to remote 
workforces.”

Asked what they expect next in terms 
of demand and challenges stemming 
from it, the pair clearly have product 
centralisation among their ambitions. 
“We will be focussing resolutely on 
widening our service range on the portal 
to eventually meet all clients’ back and 
middle-office and data and workflow 
transparency needs.” By centralising all 
features on the portal, clients will then be 
able to enjoy a single sign-on platform for 
all their needs, in one place.  
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The wealth management industry is 
continuing its trajectory along the 
digital technology adoption curve, 
mainly populated with integrations in 
machine learning, data management, 
and robot process automation (RPA). 

“The next step will see digitalisation 
enable administrators and GPs to bring 
down the barriers that have always 
separated clients and providers,” say 
Alter Domus’ Maximilien Dambax and 
Tim Toska.

  

IS TOTAL FUND ADMINISTRATION 
AUTOMATION INEVITABLE?  

Many fund administrators really do 
become the invaluable partner to 
their GP clients that they profess to 
be. This close working relationship 
has been made possible in large part 
because of incremental advances in 
technology over the last two decades. 
And it’s only set to grow in scope 
in the coming years, whereby back-
office administrators will become 
as indispensable a part of a GP 
organisation as any other.

What isn’t clear though, is just how 
great an impact new technologies in 
artificial intelligence will have. After all, 
the right AI technology can drastically 
reduce operational costs, speed up 
workflow performance, and even 
make the compliance process more 
efficient. Will there be any need left 
at all for human involvement or will 
machine learning and RPA take over 
completely? And what does it mean for 
administrators? Will they become tech 
companies that develop and maintain 
new systems and applications? 

To answer these questions, we spoke 
to Alter Domus’ Global Head of Private 
Equity, Tim Toska, and Group Product 
Head of Fund and Corporate Services, 
Maximilien Dambax.

THE PANDEMIC HAS 
ACCELERATED DIGITALISATION 

The shift to remote work and the 
enormous challenges that it has 
brought to funds has sped up digital 
transformation, and it was already an 
increasing priority. “We’ve seen new 
tech-led capabilities become much 
more widespread since the pandemic 
hit, in little over a year,” says Dambax. 

Toska adds that “technologies are 
integrating service providers in a whole 
new way, with detailed dashboards, 
workflows, and other tools that allow for 
real-time collaboration. It’s really begun 
to feel like the outsourced provider is 
actually in-house.” 

A driving force behind such quick 
adoption of these tech-led capabilities 
has undoubtedly been the pandemic 
and trying to maintain pre-Covid 
performance levels with tech stacks and 
workflows that simply aren’t made for 
a remote workforce and other changes 
that the pandemic created.

RAISING THE BARRIERS:  
THE PRESENT AND FUTURE 
OF FUND ADMINISTRATION

“The next step will see digitalisation enable administrators and 
GPs to bring down the barriers that have always separated 
clients and providers.”

Tim Toska  
Global Head of Private Equity, Alter Domus  

TECHNOLOLOGY
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2020/21 WILL GO DOWN AS A SEMINAL PERIOD FOR 
FUNDS 

In important ways, the pandemic has delivered good 
outcomes for the asset management space. It’s been far 
from doom and gloom. Dambax explains that “our approach 
has long been for our clients around the world to have full 
transparency via our client portal. We provide this through a 
dashboard that clients can use to see absolutely everything that 
we’re doing for them, just like if we were right there with them.”

Toska adds: “Another bonus to this is that it really cuts 
down on back and forth communication among our own 
staff, our clients, and our clients’ investors. It facilitates a 
pervasive understanding that data represents the new norm 
and promotes a move away from antiquated and security-
risk crutches like email. It also creates a new approach to 
marketing and fundraising, by leading through digital means.”

A NEW FUNDRAISING MODEL, BEYOND MERELY 
GOING VIRTUAL 

Of course, with the rise of work-from-home as the new, 
necessary norm, the process of raising funds has required a 
fundamental rethink. Toska and Dambax explained in detail 
what they have seen and how their own involvement in 
fundraising has changed too.

“Part of our offering as a fund administrator is a central role 
in capital raising,” says Toska. “Before Covid, we had already 
rolled out an online subscription portal to digitise client 
documentation and improve data security. With this portal 
feature, LPs can review and complete these documents, with 
restricted fields and e-signature technology.”

THE FUTURE OF FUNDS: A PEOPLE INDUSTRY 
DEFINED BY DIGITAL TRANSFORMATION 

Toska points out that the collaborative, strategic shift 
that Alter Domus has undergone demonstrates how the 
industry is still very much led by people, not technology: 
“We tout this technology or that innovation, but we still 
need the right people to understand not only how to use 
them but to optimise their performance consistently in the 
context of client service. Rather than replace humans, digital 
technologies are actually bringing us, the fund administrator, 
closer to our clients in collaborative partnership. Meanwhile, 
automation takes care of the more basic, routine processes, 
which affords our people more time to focus on strategy for 
our clients.”

Dambax rounds off Toska’s point by saying that “the future 
of fund services will continue to be defined by ongoing 
digitalisation, but the winners will be those with the 
right people who can extract maximum value from these 
technologies. It is possible, yes, that automation will reduce us 
to a commodity business, but in reality, the best among us will 
always provide unique client value that no machine will ever 
be able to match.”  

.
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Dambax adds that “the portal promotes a real two-way 
dialogue stream between us and our clients. It’s effortless 
and fast. They can see what we are working on and receive 
notifications as and when we complete tasks. LPs are looking 
for more transparency, but our clients are also eager to gain 
that from us.” 

Toska further highlights that “we’re really only scratching 
the surface here. We began an RPA process in 2019, which 
really gave us a strong platform to work from. It put us in an 
excellent position to respond to the challenges of Covid and 
help our clients to do likewise. For instance, the portal can 
connect to a client’s CRM, making LP communication fast and 
robust, especially with the threat of cybersecurity vulnerability 
in mind.”

ARE ADMINISTRATORS SIMPLY BECOMING TECH 
FIRMS? HOW DOES THIS IMPACT HIRING? 

While asset management, in general, is becoming increasingly 
reliant on technology, it doesn’t mean that there is no room for 
people. Far from it, in fact, according to Dambax.

“First, technology helps humans to manage challenges, not 
the other way around. Second, it takes a discerning individual 
or group of people to decide the right technology to help 
them progress well, in addition to ongoing monitoring, 
maintenance, and optimisation across departments,” says 
Dambax. “This is why people are and will continue to be 
absolutely front and centre of how we best support our clients 
in reaching maximised performance. We need experts, and 
machines won’t change that.”

PIVOTING TO A NEW REALITY OR GETTING LEFT 
BEHIND 

In many ways, the pandemic has held asset management 
organisations’ strengths and weaknesses up to the light. The 
firms that were already embracing digital transformation were 
in a stronger position to pivot quickly and purposefully in 
response to the huge, unexpected shifts that Covid brought to 
bear on business as usual in the fund space.

“Alter Domus adapted well to the new working conditions 
in the time of Covid. This is because we were able to 
take advantage of a lot of the technology and strategy 
already nearing development completion,” says Toska. The 
organisation was able to quickly implement a hybrid working 
schedule to meet the very quick turnaround in needs of its 
global client base. “We had the tools in place, so we didn’t 
miss a beat, and it was a smooth transition from standard 
procedure like face-to-face meetings to a new alternative 
conducive to optimal efficiency.”

Alter Domus had already been active in moving clients away 
from older processes like email and attachments to a portal 
offering. Dambax points out that “Covid has accelerated 
this, but is not the only factor. There are three key reasons 
for it: request volume, security concerns in response to more 
sophisticated breach capabilities, and demand for greater 
transparency.” 
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DEBT CAPITAL MARKETS

DESPITE ROUGH SEAS  
CREDIT FUNDS REMAIN 
BUOYANT  
Although many credit fund managers 
have faced considerable challenges, 
Europe’s private credit industry 
weathered the challenges of the 
pandemic and continues to grow in 
sophistication and scale. Elizabeth 
Fitzgibbons-Butler, Head of Sales for 
Debt Capital Markets Europe at Alter 
Domus, discusses the current state 
of play in the Europe’s private credit 
market and considerations for LPs when 
making their allocations.

Investors continue to look to private 
markets to deliver the yields that lower 
risk and more liquid asset classes 
struggle to match. In the recent Preqin 
investor survey, it was revealed that 
private debt is the third largest asset 
class within the private capital segment, 
with 68% of investors reporting 
that their private debt strategies 
performed as expected through these 
unprecedented times. Private credit 
strategies offer distinct advantages and 
appeal, with managers saying that the 
largest capital deployment opportunities 
will be across rescue financing, real 
estate, infrastructure, and direct lending. 

The European private debt market has 
grown rapidly since the global financial 
crisis in 2008, with figures indicating 
that this market stands at $264 billion 
as of December 2020. In Europe, 
European fund managers control 72% of 
the assets under management (AuM), 
with North American players managing 
the remaining 28%. During the Covid-19 
crisis, we have seen some sovereign 
wealth funds partnering with GPs to 
set up Europe-focussed direct lending 
platforms (e.g. Mubadala Investment 
Company has partnered with Baring), 
in addition to governments promoting 
private debt vehicles (e.g. the Italian 
government is pushing the new PIR, or 
individual savings plans) to support the 
real economy. A recent research paper 
from PwC predicted that by “2025, 
direct lending will expand and compete 
with syndicated bank facilities” and 
“private markets would make up more 
than 10% of global AuM by 2025.” 

GROWING IN SOPHISTICATION 
AND SCALE 

Private debt is no longer a niche asset 
class. With an increased number of 
business failures due to the current 
pandemic, there will be new pressure 
on banks’ balance sheets. Their ability 
to lend will decrease, which will 
predominantly affect small and medium 
sized enterprises. This will create an 
opportunity for private debt funds to fill 
the gap by helping to finance businesses 
that have strong growth potential but 
little access to mainstream funding. 

The evolution of the market is showing 
that size does matter as leading private 
credit firms become increasingly 
dominant. Preqin noted that capital has 
been concentrated in the hands of a few 
mega GPs with well-recognised brands. 
These GPs with significant dry powder 
will be able to capture opportunities at 
competitive prices, as some of the best 
investments take place during periods 
of downturn and then recovery. M&A 
activity bolstered direct lending issuance 
over the course of 2020, averaging 
€2.4 billion per quarter. This fruitful 
M&A activity was expected to continue 
through Q1 of 2021 and lead to a healthy 
issuance in the early part of this year. 

The latest Debtwire numbers clearly 
indicate that the distribution of direct 
lending deals per region was relatively 
stable last year, with the positive trends 
notable in the DACH region with 82 
deals completed. France was marginally 
down with 91 deals, and the UK 
continued to dominate the market with a 
total of 187 deals. 

There’s still room though, for specialised 
players with the right capabilities, brand 
strength and multi-asset strategies. 
The firms that are most vulnerable 
are those that have neither scale nor 
specialisation, and thus risk being 
squeezed out of the picture.

INCREASING APPEAL FOR LPS

Private debt performance continues 
to drive LPs towards private market 
investments in their hunt for yield. The 
biggest institutional investors, particularly 
pensions, insurance companies, and 
endowments are actively allocating to 
private credit, and are very excited about 
the current market opportunity, but of 
course want to focus on companies that 
are not adversely impacted by Covid-19.

Private debt offers distinct advantages, 
but investors should be aware that behind 
the name lies a diverse array of strategies, 
each with idiosyncratic risks, so defining 
your tolerances, preferences, and biases 
is key. The three main questions that LPs 
need to consider are:  

1. What are the targeted returns? 

2. What is our risk tolerance?

3. What are the liquidity requirements 
(including current yield which is a form 
of limited liquidity)?

 

Private credit strategies offer the 
opportunity for LPs to achieve their 
individual risk and return objectives 
but with differing degrees of liquidity. 
Private credit managers can offer returns 
ranging from the mid-single digits to 
more than 20%. We have gathered from 
LPs that they are ensuring that they have 
a diversified portfolio across geographies 
and sectors. Ideally, they only want to 
be investing at the top of the capital 
structure, with good recourse to security. 
In the current environment, the asset 
allocation is skewed towards secured 
loans, secured countries, and the most 
resilient sectors.

In summary, the troubled waters of 
2020 were well navigated by direct 
lenders, with unitranche issuance totaling 
€10.8 billion for the year, and LPs’ 
intentions pointing to further growth for 
this asset class.  
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PRIVATE EQUITY

GP-LED SECONDARIES:   
FROM INNOVATION TO 
INSTITUTIONALISATION 
It is astonishing to think how far the GP-led secondary market 
has come in less than 10 years. Since the first transaction 
was completed in 2012, the GP-led market has grown to $32 
billion in volume in 2020 and has evolved to offer a set of 
solutions that almost every major private equity fund sponsor 
is now utilizing. 

Many of the earliest transactions represented innovative 
solutions for GPs to address a range of fund- or franchise-level 
concerns, including 1) lack of performance and the resulting 
lack of alignment between GP and LPs, 2) end-of-fund-life 
issues, or 3) challenges in capital raising. Since then, the GP-
led market has become fully institutional. Today, it attracts 
brand-name, blue-chip sponsors, and has been the catalyst 
for tremendous growth in the overall secondary market (GP-
led transactions accounted for over 50% of total secondary 
volume in 2020). No one predicted volume would proliferate 
as quickly as it has.

We had an opportunity to speak with two of the pioneers of 
the market and leading experts on the topic, Brian Mooney and 
Stephen Sloan, Managing Directors at Portfolio Advisors, LLC, 
for an update on the latest market developments.

BRAND-NAME SPONSORS SPUR GROWTH

When GP-led secondaries first emerged, early transactions 
represented innovative solutions for a handful of sponsors 
to address the issues identified above. Since then, Mooney 
says, the market has shifted to include brand-name, blue-chip 
sponsors who want to own and manage their most attractive 
assets beyond the original life of their closed-end funds. GP-
led transactions provide a way to reach those objectives while 
simultaneously offering current investors a liquidity option 
at a market-driven price or the option to “roll” their interest 
and retain their exposure to the subject asset(s) and sponsor. 
This has created considerable institutional credibility for these 
transactions and garnered broad support from LPs. 

Sloan agrees, and adds that what was initially an innovative 
solution for potentially difficult situations has now been 
adopted by many of the most successful private equity 
sponsors in the industry, and many sponsors have executed 
multiple transactions. They are using GP-led transactions 
to generate additional value in their best assets, while also 
providing optionality to their LPs. He says they have seen the 
highest volume of GP-led secondaries ever take place in the 
past year and view this market as a very attractive investment 
opportunity.

WHY GP-LED SECONDARY FUNDS ARE AN 
ATTRACTIVE INVESTMENT 

Given the innovations in the GP-led secondary market, 
particularly around continuation fund transactions, there are 
several features that Mooney and Sloan believe make these 
deals a particularly attractive investment opportunity. 

Positive selection bias – GP-led secondary market 
volume is now driven largely by high-quality sponsors 
seeking to re-buy their best assets. Rather than 
investing on a blind pool basis, investors in GP-led 
continuation fund transactions have the ability to invest 
in already identified assets and proven sponsors with 
demonstrable track records of success.

Stronger alignment – In most transactions, the GP 
typically invests (or re-invests) a significant amount 
of its own capital, which is often much more than a 
typical GP commitment in a primary fund. Further, the 
management fees and waterfall for most continuation 
funds are also more favorable for investors.

Greater due diligence – Relative to traditional LP 
secondaries, GP-led transactions typically provide 
substantially greater transparency, information, and 
due diligence access to the GP and the management 
team(s) of the subject asset(s).

Favorable supply / demand – The GP-led secondary 
market is substantially undercapitalised relative to the 
LP secondary market. Sloan and Mooney expect this 
dynamic to persist, given the rapid growth in supply. 
This capital imbalance affords investors the ability to be 
selective and to target attractive returns. 

THE FUTURE OF GP-LED SECONDARIES

Who better to ask what the future has in store for the GP-led 
secondaries market than two of the industry veterans who 
have been heavily involved from the very first transaction? 
Mooney says that just about every credible sponsor is thinking 
about how to hold on to its best assets, and now that the 
GP-led secondary volume is substantial, it’s getting a lot of 
attention in the press. “I believe this will further accelerate 
market volume,” he says. 

Sloan believes the market is at an inflection point. He says the 
secondaries market could potentially double in size over the 
next five to seven years, and GP-led transactions are likely to 
drive the majority of that growth.

While Mooney and Sloan agree that even though LPs 
have become more supportive and understanding of the 
strategy due to the widespread adoption by brand-name 
GPs, there are still challenges in educating and presenting 
these transactions to LPs due to the bespoke nature of each 
transaction and the variety of transaction structures. 

Mooney and Sloan are bullish on the growth of both GP-led 
transactions and traditional LP secondaries as they both 
offer attractive risk/return profiles, but the two types of 
deals have important differences. Most significantly, GP-led 
secondaries allow investors to make more focused bets on 
specific assets and specific GPs, with greater transparency 
and stronger alignment.

“And in the world of private markets investments,” says Sloan, 
“we really like those dynamics, especially when we have 
opportunities to back high-quality sponsors.”   
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The exceptional environment for capital 
raising has led to a dramatic surge in 
the use of special purpose acquisition 
vehicles (SPACs). While SPACs 
offer several advantages for private 
companies ready to go to market, Dean 
Bell, Transaction Services Service Line 
Leader at KPMG US, points out some of 
the complexities to consider. 

Arguably the best metaphor that 
signalled the meteoric rise of 
SPACs came in October 2019, when 
entrepreneur Richard Branson took his 
spaceflight company Virgin Galactic 
public through a $1.5 billion merger with 
Social Capital Hedosophia Holdings. 
Interest in SPACs – so-called “blank 
cheque companies” which exist solely 
to acquire other companies – has been 
stratospheric ever since. 

According to data provider Refinitiv, 
SPACs have raised a staggering $79.4 
billion globally since the beginning of 
the year, eclipsing the record-breaking 
$79.3 billion that flooded into SPACs 
in 2020. So far this year, 264 new 
SPACs have been launched, overtaking 
last year’s record of 256. Clearly, the 
explosive growth of SPACs shows no 

signs of abating, and their advantages 
have left the conventional IPO route 
looking flat-footed in comparison. 
As Dean Bell explains: “SPACs have 
proven themselves to be an extremely 
effective way for private companies to 
tap into public equity markets. It’s more 
efficient from a cost and implementation 
perspective, and opting for the SPAC 
route to market can add up to 20% to 
a sale price or reflection of the public 
market premium (according to Ellenoff 
Grossman and Skoal LLP).”

THE ADVANTAGES OF SPACS

SPACs have become synonymous with 
speed. On average, a SPAC merger 
takes three to six months through 
to completion, whereas an IPO is 
likely to take 12-18 months. Naturally, 
reducing the timeframe is highly 
appealing as it minimises the possibility 
of the deal falling through. Another 
significant advantage SPACs have over 
a conventional IPO is the incentive of 
a guaranteed price. With an IPO, the 
price is dependent on market conditions 
at the time of listing, which can lead 
to disappointment during periods of 
volatility. With a SPAC, however, the price 
is negotiated before the transaction 
closes. Additionally, using a SPAC to go 
public gives companies the flexibility to 
raise additional capital when required.

EXECUTION RISKS TO CONSIDER  

While speed is often the decisive 
factor in choosing a SPAC over an IPO, 
compressing the timeline to “get ready” 
to go public can be hazardous. Although 
the SPAC sponsor may offer help during 
the merger process, the target company 
will usually bear the brunt of preparing 
financials, such as SEC filings, as well as 
establishing key internal controls and 
essential public company functions, 
including investor relations. 

Similarly, the SPAC process does not 
require the rigorous due diligence of a 
traditional IPO, and a reduced timeframe 
introduces the risk of lower levels of 
financial diligence being conducted. In 
a worse-case scenario this could lead 
to potential restatements, incorrectly 
valued businesses, or even lawsuits. 
Bell explains: “The more a company 
peels away at a SPAC merger, the 
more it is likely to find ‘unknown 
unknowns’ that need to be addressed 
and resolved at pace. That’s why SPACs 
are really more suitable for companies 
that are demonstrating a degree 
of maturity, and where they have 
already embedded value creation and 
operational excellence.”

THE PROS AND CONS 
OF CHOOSING   
A SPAC OVER AN IPO

PRIVATE EQUITY

QUESTIONS TO CONSIDER

Common targets for SPACs include 
companies currently held by private 
equity funds, as well as corporate spin-offs 
and family-owned firms with significant 
operational and internal controls. But 
before deciding, the boards of directors of 
such companies need to ask themselves 
whether they have fully assessed the 
advantages and disadvantages of 
choosing a SPAC merger over an IPO. 
This means having a clear understanding 
of the goals of the transaction, as well 
as conducting an honest appraisal 
of the company’s own strengths and 
weaknesses.

DUE DILIGENCE, DISCLOSURE 
AND REPORTING   

For example, it is important to ensure 
the company is capable of getting up to 
speed with public company reporting 
requirements. Does the Board believe 
that the company is prepared for the 
due diligence process, including making 
historical financial statements available? 
Are system upgrades urgently required? 
Does the company have an appropriate 
internal control structure? What would be 
needed to scale up compliance reporting 
and disclosure, including establishing 
proper board governance and investor 
relations teams?

LEADERSHIP AND STRATEGIC 
DIRECTION  

Given that SPAC sponsors usually expect 
to take a 20% stake in the SPAC through 
founder shares, vetting any potential SPAC 
suitors, and determining their experience 
and sector expertise, should be a top 
priority. Does it have a track record in 
completing SPAC transactions? Is the 
Board still aligned with management on 
the strategic direction of the company? 
How might the strategy shift under new 
ownership and/or an infusion of equity 
capital? Given that initial SPAC investors 
can redeem their shares, is there a plan 
in place should redemptions result in a 
capital shortfall?

With SPACs in the ascendency, many 
private companies will be wondering 
whether merging with a SPAC would be 
preferable to an IPO. As Bell explains, 
there is no easy answer: “SPACs offer 
private companies the chance to fast-
track an IPO process, but SPAC mergers 
aren’t simple, and understanding 
all their intricacies can be daunting. 
Companies should therefore look 
beyond the attraction of speed and a 
guaranteed price and consider what is 
best for the company. It is essential to 
find an experienced partner with deep 
understanding of the complexities of the 
filing process, and to have a SPAC sponsor 
who understands the business and its 
long-term objectives.”  
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