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BACKGROUND



The article provides the first comprehensive examination of continuation funds (CFs)I

We analyze the potential reasons for the growth of CFs and major concerns they presentII

Using qualitative data from interviews, we provide insights on the theory of PE 

bargaining and the realities of CFs
III

IV We explore potential policy implications
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S T RU C T U R E  A N D  A D V A N T A G E S



C O N T I N UA T I O N  F U N D ’ S  S T RU C T U RE  ( 1 )

• The optionality: LPs of the legacy fund can (i) sell their interests, (ii) roll 
them into the continuation vehicle, or (iii) sometimes both.

• A rollover can either be on a “reset” or a “status-quo” basis.

• New LPs infuse new capital into the fund and buy the interests of the 
selling LPs. 

• Continuation funds usually last for up to 6-7 years

• CFs usually offer the GP new terms. 



C O N T I N UA T I O N  F U N D ’ S  S T RU C T U RE  ( 2 )



G ROW I N G  P R E VA L E N C E  
A N D  S I G N I F I C A N C E



T H E  G ROW I NG  P RE VA L E NC E  O F  

C O NT I NUAT I O N F UND S

• One of the most popular trends in PE over the last few years: 

• In the past, CFs were used for struggling distressed assets 

(“zombie funds”). 

• As of 2015, started to be used for high-performing assets that 

GPs wanted to hold for longer periods. 

• Their total deal value surged significantly within 5 years , from 

$11 billion in 2016 to ~$68 billion in 2021.



The Growing Prevalence of Continuation Fund 
(2)
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T H E  B E N E F I T S  O F  C O N T I N UA T I O N  F U N D S

Supporters of continuation funds view them as a “win-win-win”: 

• GPs can hold assets for an extended period, without selling the 
company to another fund (and avoid management change). 

• LPs of legacy funds can either realize gains or roll over their investments, 
gaining continued exposure to the assets. 

• Incoming LPs can invest in more mature assets for a shorter period. 



W E B  O F  C O N F L I C T S



G P ’ S  P RI VAT E  B E NE F I T S

• GPs have a strong financial interest in establishing 
continuation funds:

• New management fees for an extended period.

– Calculated as a % of committed capital

– Most meaningful investment work has been done

• Crystallization of the carried interest (reduces risk, provides 
liquidity, all without conducting a “real” exit)

• Enjoy the upside of additional carry on the same asset

• Improving the GP track record & undermining investors’ ability to 
accurately measure the GP’s performance



G P ’ S  D UA L  L OYA LT I E S

• The GP is on both sides of the deal, being committed to two groups of 

investors whose interests are in direct conflict: 

• Since most Legacy LPs (80-90%) sell their interests, the conflict is severe. 

Existing LPs 

Interested in selling at

 the highest possible price  

New LPs 

Interested in paying the

 lowest possible price  
Purchase Price



T H E  G P  A L WAYS  W I NS

• Any loss on one side is offset by 

additional fees and other benefits 

from the continuation fund, ensuring 

the GP always wins (regardless of 

whether the sellers or buyers have 

the upper hand).

• See also Phalippou (2020) on the 

magnitude and cumulative impact of 

the fee.  



T H E  G P ’ S  ( P OT E NT I A L )  B I A S  

T OWA RD S  T H E  NE W  L P S

• They are the investors the GP must convince to “come on 
board.” 

• Since many transactions include “staple commitment,” the GP 
may prioritize its relationship with new LPs. 

• The new investors in CFs are often other PEs or repeat 
players with ongoing, close relationships to GPs (see, evidence 
re the increased cooperation among PEs). 

• New empirical insights on preferred investors being offered 
higher returns by GP support our analysis (Lerner et al., 2022).



T H E  A DV I S O RS ’  I NC E NT I V E S

Advisors are critical players, setting market standards and gaining financially from 
the development of CFs.

For many advisors, CFs present an opportunity to collect fees twice for the sale 
of the same asset(s).

Advisors’ interests in CFs may lead them to emphasize these funds’ benefits & 
downplay their drawbacks, potentially encouraging excessive usage of CFs.



T H E  P OT E N T I A L  I N E F F I C I E N C I E S  O F  

C O N T I N UAT I O N  F U N D S  

Suboptimal utilization of capital: 

• The GPs’ private benefits may cause them to avoid more profitable exit 

options. These better alternatives are not known to LPs;

• Extended timeframe to maintain underperforming portfolios for fee. 

CFs exacerbate the information asymmetry problem in PE:  

• Removal of the 10-year yardstick: more time to overstate performance; 

impairing LPs’ ability to evaluate the GP. 



W H E N  T H E O RY  M E E T S  R E A L I T Y  –  

M E T H O D O L O G Y

• Continuation funds are a “black box” (LPAs are not accessible). 

• To overcome these informational limitations, we conducted qualitative 

interviews with senior officers at LPs and legal counsels for GPs. 

• The partners we interviewed were involved in over 85 GP-led transactions 

during 2022 (aggregate transaction volume of +$60B).

• We supplemented the interviews with a review of publicly available 

sources & comment letters on CFs submitted to the SEC.



Information 

asymmetry
Lack of expertise

Lack of time

Capital allocation, 

diversification, 
liquidity

T H E  C H A L L E NG E S  F O R L I M I T E D  

P A RT NE RS



P RI VAT E  E Q UI T Y 

C O NT RAC T I NG

▪ Our findings are in line with recent scholarship sheds 
light on the limited bargaining power of many LPs (e.g., 
Clayton, 2022):

o Weak incentives to negotiate collective protections 
in LPAs, as some LPs can negotiate individualized 
benefits.

o Limited information about market terms 

o Fear of exclusion from future funds

o Agency problems of asset managers



T H E  RO L E  O F  RE P UTAT I O N 

A ND  O NG O I NG  

RE L AT I O NS H I P S

Two distinct investor attitudes toward CFs -> Heterogeneity 
of LPs matters         

• Smaller LPs have expressed concerns about the GP’s 
motives (double-dipping on fees; fast liquidation in 20% of 
the cases).

• The ability of these LPs to retaliate if the GP misbehaves is 
limited. Thus, they are more likely to cash out.

• However, for larger & sophisticated LPs, relational 
contracting could work. The multiple interactions and 
enhanced trust & encourages them to roll over.

• No use of litigation 



RE S O LV I NG  H I G H -

C L A S S  C O NF L I C T S

Approval by LPAC

Increasing GP’s skin 
in the game

Competition





T H E  S E C  S UG G E S T E D  RE F O RM

New proposed rules (2022): requiring GPs to obtain a fairness 
opinion for these transactions

• Market participants strongly criticized the proposal.

• Sponsors: it will add unnecessary costs for investors. 

• LPs are skeptical of fairness opinions due to objectivity 
concerns (advisors are selected by GPs).

• As LPs rarely pursue legal action against GPs, these opinions 
are less likely to face scrutiny in court.



The Continuation Fund Debate: Market Outcome or 
Failure?

The Limits of Reputational Sanctions

• Reputation depends on the quality of available information. 

• PE investments are illiquid; it takes time to assess the performance. 

• Underperforming GPs tend to inflate reported returns. 

• Lack of performance data by third-party vendors on CF funds.

• Due diligence requires expertise in specific assets, which many LPs lack. 

• Competition for accessing top-tier investments (Lerner et al., 2022)

• Phalippou: the industry motivates institutional investors to (re)invest in PE



A LT E RNAT I V E  P RO P O S A L S

• Enhanced mandatory disclosure and extended election period.

• But, disclosure alone may not be enough to align the interests of the 
GP and the legacy funds LPs.  

• Status-quo option is rarely offered in CFs transactions. 

• In a “real” status-quo option, the LPs keep the same stake & terms, 
and the GP cannot crystallize the carry.

• But, it will likely reduce the number of CFs & prevent raising 
additional funds. It also would not work in multi-asset CF. 

• Consider it in the appropriate cases. 



A LT E RNAT I V E  P RO P O S A L S

• Empowering legacy fund LPs –  
• Bringing the decision to initiate a CF to the LP base.
• Selection of financial advisors by LPs.
• Inviting the largest LPs that objected the use of CF to serve on 

the LPAC to oversee the transaction.

• Transaction costs – 
• GPs should incur a portion of costs, while not participating LPs 

should not incur any costs. 
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