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QWhen you talk about the ‘insti-
tutionalization’ of private equi-

ty, what do you mean?
MP: With so much money being allo-
cated to private equity, managers have 
to deal with transformation in gover-
nance and oversight being driven by in-
vestor demand. Vistra is helping private 
equity firms come to terms with this 
new institutionalized environment. We 
work with clients by helping them build 
the infrastructure and back-office ca-
pabilities they need to meet demands, 
while always taking into consideration 
the changing regulatory backdrop. 

The institutional investors coming 
into private equity are really a major 
driving force for change. They remain 
focused on the ability of a GP to find 
opportunities to execute deals and de-
liver consistent returns – that has not 
changed – but our research tells us LPs 
are now looking for a lot more informa-
tion around fund governance and over-
sight. In particular, they are focused on 
transparency, independence, costs and 
fees, diligence and globalization.

QWhat do investors expect of 
managers in terms of transpar-

ency and independence?
MP: We see investors demanding a lot 
more information and data about their 
investments and fund performance, 
and the level of financial analysis ex-
pected has grown significantly. There is 
a lot of interest in new platforms that 
facilitate the ease of communication 
and information-sharing among GPs, 
LPs and administrators.

There is also growing demand for 
transparency around decision-making, 
and for the more widespread use of LP 
Advisory Committees, which enable 
investors to engage and get closer to 
that process. 

As for independence, investors are 
looking to allocate to GPs that have in-
dependent advisors and administrators, 

and these investors are supporting the 
growth in the outsourcing of adminis-
tration. We see private equity is a cou-
ple of years behind hedge funds in this 
regard, where virtually every hedge 
manager now has outsourced admin-
istration.

QWhat about LP demands 
around costs and fees, dili-

gence and globalization?
MP: The growth of co-investments is 
partially driven by LP demand for low-
er-cost options that allow them to gain 
access to deals. Investors are also fo-
cused on what is being charged to the 
funds, and again, that drives them to 
favor the GPs that use administrators 
rather than investing heavily in grow-
ing their own back-office function. 

When it comes to diligence, LPs are 
looking to delve down into the robust-
ness of the operations of both the man-
ager and the portfolio companies. Cy-
bersecurity is a big concern here, and 
investors are looking at scalability and 
the depth of expertise that manag-
ers have to make sure funds are being 
properly looked after, that regulations 
are being complied with across the en-
tirety of their businesses, and that all 
their providers have the requisite ex-
pertise.

That leads to concerns around glo-
balization: investors are backing pri-
vate equity managers investing globally 
because they want diversification. That 
often means doing deals in multiple lo-
cations, but LPs are seeking reassurance 
that there is sufficient on-the-ground 
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expertise to deal with all the necessary  
administration compliance and struc-
turing. Furthermore, they want GPs to 
be structuring their funds in the right 
domiciles, where there is a lot of interest 
in new jurisdictions like Luxembourg 
and Cayman, as well as cost-efficient 
solutions involving Guernsey and Jer-
sey, for example.

QHow important is the back of-
fice in LP and GP relation-

ships?
MP: Private equity allocations are still 
heavily weighted towards the top-ti-
er players, and we continue to see the 
private equity industry growing, de-
spite the large amount of un-deployed 
capital. And yet we do see competition 
to win mandates from institutional in-
vestors becoming more aggressive, and 
to win that competition, GPs need the 
right combination of performance, in-
frastructure and partners, so as to give 
those investors the right level of com-
fort that their investment is being well 
looked after.

We are helping GPs develop that in-
frastructure, transparency and high 
level of customer service that will drive 
better LP relationships. New inves-
tors continue to come into the market, 
whether they are endowments, state 
funds or others, and they are more 
cautious. There is more capital to be 
chased, but there are more people chas-
ing it, and the people allocating it are 
getting far more sophisticated.

QWhat should GPs be doing 
around vendor management 

and oversight?
MP: Historically, when private equity 
managers were operating on a global 
basis, they might have multiple ven-
dors in different countries, and dif-
ferent vendors working with different 
funds. Now investors are pushing back 

on that and demanding vendor over-
sight and consolidation programmes, 
asking managers to demonstrate how 
they are able to effectively monitor 
multiple vendors for compliance, for 
good HR practices, and for more gen-
eral corporate behavior. 

As a result, GPs are reducing the 
number of providers that they work 
with, and showing a preference for 
those that can deliver multiple service 
offerings in multiple jurisdictions. In 
doing so, GPs are able to work with 
fewer partners, perform vendor over-
sight more efficiently and drive down 
the costs of that control. 

This is very much a feature of tradi-
tional asset management, and is anoth-
er example of the institutionalization 
of private equity. 

QHow can managers achieve op-
erational efficiencies?

MP: As private equity firms grow, it 
makes sense to constantly review and 
upgrade their operating models. Many 
have small in-house accounting teams 
that have grown up with the business, 
but as the scale of operations expand, 
firms can be exposed to single-person 
risk and an operating model that is not 
easily scalable.

For firms to pursue the larger in-
stitutional investors, it is necessary to 
have more robust operating models, 
and having single-person dependency 
becomes an issue – investors are look-
ing for confidence that the operating 
model is strong enough to cope with 
growth.

QWhat do you consider to be 
regulatory and accounting best 

practice?
MP: All of these investor demands 
are increasing at a time when regula-
tory and accounting compliance chal-
lenges are a constant backdrop. The 

Alternative Investment Fund Manag-
ers Directive is now well-established in 
Europe, while in the US, even if reg-
ulation is rolled back, it is the volume 
of regulatory change that presents the 
challenge.

At Vistra, we believe there will con-
tinue to be a strong current of regulato-
ry change impacting the private equity 
industry globally. We know our clients 
and prospects view making sure they 
are up to date and their systems are ful-
ly compliant as a real challenge that is 
driving them to outsource these func-
tions to a variable cost model.

In the case of accounting, we see an 
increasing collaboration across the pri-
vate equity industry to agree on best 
practice, in terms of issues like what 
gets charged to the fund versus the 
manager, how performance returns are 
calculated and more. As the industry 
matures and institutional investors de-
mand more comparative techniques, 
the market will collaborate and drive 
towards best practice, rather than con-
tinuing to remain fragmented. n
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