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Expert commentary: Ipes

  As the private equity industry faces new 
challenges, GPs are facing new pressures 
in terms of cost-cutting and focusing on 
new markets and opportunities.

Historically, private equity firms set 
up their own back office infrastructure 
as a matter of course, simply because 
there were few alternatives. More 
recently, with greater choice among 
administrative service providers, 
outsourcing has become increasingly 
attractive, particularly to start-up firms 
with no existing back office function.  

However, in the current economic 
climate, can more be done to persuade 
investment managers yet to make the 
leap from in-house to outsourcing 
that there are genuine benefits if they 
partner with the right service provider? 

For instance, a GP might consider 
the staff it employs to be better focused 
on areas such as fundraising, due 
diligence, pipeline investments and 
portfolio management rather than fund 
administration.  

Fund administrators may well use 
this period to shift their marketing 
and business development focus from 
a sales-led approach to one where 
they concentrate on developing 
more of a partnership with well-
established private equity houses. Good 
administrators will encourage potential 
clients to review their existing business 
model against what might be achieved 

by outsourcing to a third party.
So, why is there still a desire to 

maintain the administration function 
in-house?

 
Control

In the past there has been some 
reluctance by GPs to relinquish control 
of fund administration. There is still 
a perception that employing staff 
in-house to provide fund administration 
automatically gives more control over 
deadlines, quality and cost.  

All private equity houses recognise 
the importance of their relationship with 
their investors. Investor communication 
and relationships are not a simple process. 
It is important that private equity houses 
have regular dialogue with their investors 
and, importantly, give their view on the 
marketplace and, where relevant, mitigate 
any concerns relating to rumours or trends 
that may affect performance or the team.

Outsourcing investor communication 
to a third party is sometimes perceived 
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provides back-up support to enable  
the GP to have the necessary  
information and data when speaking  
to an LP. 

Cost

Traditionally, the cost of providing a 
back office service was part and parcel 
of the cost of running the business as  
a whole and not identified as a separate 
cost for the fund. There are, however, 
cost benefits to outsourcing the fund 
administration. The cost can be  
allocated to the overall fund costs  
and not charged to the management 
company, thereby reducing  
management company overheads.

Trust and loyalty

A private equity business that is well 
established will most probably have  
a back office infrastructure in place  
which they trust and which has been  
loyal over the years. Having a 
longstanding and loyal team obviously  
acts as a disincentive to changing the 
status quo. However, these more 
challenging times present opportunities 
for private equity firms to look across  
all areas of their business and see  
where cost savings can be made  
and efficiencies implemented. 

Why should you be considering 
outsourcing?

Outsourcing to the right partner offers 
the opportunity to access superior fund 
administration systems and procedures. 
It also provides access to professionally 
qualified and skilled staff able to carry  
out all the required processes with 
minimal or no supervision. The private 
equity firm’s perception of a lack of 
control over the business must be 
overcome by greater transparency,  
shared systems and the provision of a 
trusted and dedicated team of people. 

Compliance  

With the debate on private equity 
transparency continuing, as shown 
in the recent European Commission 
Directive on Alternative Investment 
Fund Managers, third-party service 
providers are soon likely to be 
operating in an atmosphere of increased 
legislation with a requirement to 
comply with regulations globally. When 
a private equity house outsources its 
business to a third party it has the 
advantage of calling on independent 
advice and knowledge from legal, 
compliance, banking and accounting 
professionals. It can also take advantage 
of the in-house expertise, local 
knowledge, corporate governance and 
best practice which has been developed 
over many years of administering funds.

Scope of the partnership
 
If you are considering outsourcing 
you should first choose a partner 
with whom you feel able to work – 
chemistry is particularly important 
in this relationship. Your preferred 
administrator should be able to provide 
you with a proposal for all aspects of 
administration by designing a Service 
Level Agreement with appendices 
attached which should clearly show at 
what point accountability is transferred. 
The scope should be flexible and the 
choice should remain at the GP level. 
If you remain sceptical then you may 
want to consider testing the water with 
one specific task, such as running the 
accounting function over a limited time 
period, rather than jumping into the  
deep end.  

Cost

Outsourcing to a third party offers 
the chance to revisit all of the costs of 
maintaining the infrastructure required  
to run a back office: IT systems, premises, 

“�Outsourcing investor 
communication 
to a third party is 
sometimes perceived 
as surrendering the 
information flow to 
your investors”
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staff with pension and other benefits,  
and other general overheads.  

It also offers the opportunity to 
consider the role of the finance director 
within the private equity house – could 
that individual shed some of his/her 
administrative tasks and concentrate 
on the higher-level requirements 
of the business? A specialist fund 
administrator should be able to offer  
a cost proposal which will make a clear 
saving through economies of scale. It 
is not uncommon for a private equity 
house to make new hires ahead of a 
new fund-raise – which can be a costly 
exercise. It is exactly at this point that 
they could benefit from reviewing 
alternative options such as outsourcing.  

Future opportunity

By appointing the right partner to 
undertake back office administration,  
a private equity house can be freed up  
to follow opportunities in terms of 
where to invest funds and how to 
structure them, particularly when 
using an administrator with multi-
jurisdictional reach and experience. 

Other added-value from the right partner 

In times of recession, fund administrators 
recognise that fundraising can be more 
time-consuming and take much longer 
than in the good times. How can an 
outsourced administrator help to 
alleviate the overworked private equity 
manager with this function?

Firstly, they can assist with the help  
of information systems which will 
distribute vital information to potential 
investors in a timely and efficient manner 
and provide a facility to the private equity 
house to gain feedback from their efforts 
electronically, in effect helping to manage 
the process by doing the spadework.

Sharing of information generally is 
another way in which a private equity 
house can benefit by partnering with the 

right third-party fund administrator.  
The private equity firm can have shared 
access to call and distribution, ledgers 
and static data such as the fund’s 
constitutional documents, for example, 
without the need to employ additional 
staff to do this. Sharing information 
efficiently will ensure that GPs remain in 
control of live fundraising information and 
eliminate concerns over loss of control.  

Timely investor reporting is a vital 
function for big institutional investors.  
A good third-party fund administrator 
will be tuned in to their needs and 
able to meet their expectations while 
allowing you to continue your personal 
contact with investors.

Making the decision to outsource

To make the decision to outsource 
can be difficult. However, a reputable 
competent administrator should take the 
lead, offer you a plan for consideration 
and work with you in reviewing costs 
versus benefits. At Ipes, we consider this 
to be the start of a long-term relationship 
and any quality administrator will prove 
their competency at the outset. We 
find that the decision to outsource fund 
administration cannot typically be based 
on the traditional sales pitch. Instead, 
the decision must be based on looking 
closely at flexible service offerings, hearing 
what is going on in the marketplace, and 
seeking feedback from those who have 
taken the decision to outsource already.  

Whether you are a well-established 
player, or a recent spinout, whether 
your portfolio companies are flourishing 
or whether you, like many others, face 
times of difficulty – think about the 
possible advantages, and take time to 
hear from those administrators interested 
in a long-term partnership with you. n

For further information and  
a confidential discussion contact  
Julie Jones, commercial director, Ipes  
julie.jones@ipes.com, +44 1481 735 827
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