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A s the world of 
alternative 
investments is 
evolving more than 
ever before, a good 
relationship 

between GPs and LPs is mutually 
beneficial. The key drivers of a 
successful LP-GP relationship are open 
communication and transparency. 
These success factors have been 
further amplified by the pandemic and 
are requirements in today’s operating 
environment and there are specific 
actions each party can take to foster 
these new, strong connections.

Securing funding
When a GP commences fundraising, 
it needs a reliable pool of capital to 
hit its targets. Fundraising is a lot 
easier if it has a supportive LP 
community. That’s one of the reasons 
that savvy GPs are fostering strong 
relationships with their LP partners. 
Successful GPs are continually 
communicating with their LPs during 
the life of the funds and not only 
during the fundraising cycle.

Furthermore, a GP may find itself 
targeting a deal that requires a 
cheque larger than its fund allows. 
Good relationships with its LPs allow 
them to fund the difference.

GPs also benefit from strong 
relationships by staying abreast of 
what’s important to the LP community. 
When GPs have a good relationship 
with LPs, they will often talk about 
important market trends. This will help 
GPs improve their operational process 
and possibly help them target other, 
larger LPs. Two current examples are 
how GPs leverage technology to support 
the financial function of a private equity 
firm and ESG requirements. Given 
LPs have investments across a 
number of funds, they see best-in-
class operating procedures and what 
technology, like our CapAssure® 
technology platform, can do to help 
make GPs more efficient in managing 
their business. Furthermore, many 
LPs have more defined ESG policies 
and are helping GP members navigate 
what ESG means for their portfolio.

Deals and returns
Many LPs do not have the 
infrastructure to access direct deals. 
As such, they rely on the expertise of 
private equity firms to find good deals 
and manage them to a successful exit. 
LPs want to find good partners that 
allow them to deploy their capital and 
receive outsized returns. However, it 
can be difficult to access successful 
fund managers without a prior 
relationship with the GP.

Not every LP gets an allocation to 
a top-performing fund, and not every 
LP who does get in receives their 
desired commitment. But oftentimes, 
being a good LP and showing value 
to the GP will give LPs access to the 
funds they want to invest in. That’s 
just the start of how an LP can 
leverage its relationship with a GP. 
Once an LP invests in a fund, other 
opportunities may open up that 
might not have otherwise. For 
instance, the GP may offer the LP a 

co-investment opportunity alongside 
the fund. And many of these 
co-investment deals offer better 
terms, fees and returns.

Finally, when LPs build long-term 
relationships with GPs, the next time 
the GP raises a fund, they will likely 
invite the LP to invest. That means 
LPs have continuous access to funds 
and a trusted means of deploying 
their capital.

Fostering better relations
Open communication and 
transparency are key to fostering a 
strong relationship. Having an open 
line of communication allows 
everyone to manage what they’re 
responsible for and eliminates any 
potential surprises.

Consider, for example, what 
happens when there’s going to be a 
capital call. Best practice suggests 
that a GP should communicate this to 
its LP as soon as possible so they can 

manage their cash and have the 
capital ready. Poor or delayed 
communication can put the LP in a 
bind and, potentially, harm the 
relationship.

Transparency is another factor 
that builds relationships. Today’s 
funds can be quite large and 
complex, and LPs want to be 
comfortable in knowing that the fund 
is being managed according to the 
Limited Partnership Agreement. 
Clear, detailed reporting allows LPs 
to better understand the 
performance of the fund.

From their end, LPs can help with 
transparency by being vocal about 
what they need – and what they 
expect GPs can do to provide the 
required level of transparency. LPs 
can contribute to the relationship by 
helping GPs grow operationally.

For instance, when LPs seek to 
become value-added partners with 
GPs, they can start by communicating 
their needs and talking about what 
they see in the marketplace. This 
information can help GPs 
institutionalize and operationally 
improve their processes.

For instance, I’ve seen LPs tell 
GPs about CapAssure®, our capital 
administration technology solution 
that helps GPs manage complex 
waterfall calculations and GP carry 
allocations. The GP benefits from 
this advice because they become 
more efficient at managing their 
business and have a better 
understanding of what the LP 
community is looking for. The LPs 
benefit because they have greater 
reporting, increased transparency 
into the fund, and a more efficient 
fund manager. It’s a win-win.

The alternative investment sector 
is fast-growing and shows no signs of 
slowing down. Successful participants 
in this arena have realized that there 
is a mutually beneficial relationship 
between LPs and GPs. So, a high level 
of communication and reporting 
transparency is the key to 
maintaining and developing these 
relationships to ensure both parties 
can grow together. ●
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Alter Domus managing director, capital administration solutions, Dean Schaffer, explains why 
fostering strong LP-GP relationships is mutually beneficial for both parties.
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