
 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

October 6, 2009 

Ms. Elizabeth M. Murphy 

Secretary 

SECURITIES & EXCHANGE COMMISSION 

100 F Street, NE 

Washington, DC  20549-1090 

Re: 	Release No. IA-2910 (“Release”); File No. S7-18-09; Political 

Contributions by Certain Investment Advisors 

Dear Ms. Murphy and the Commissioners, 

We appreciate the opportunity to respond to the above-referenced Release, and 

specifically to the proposed ban on placement agents.  In addition to presenting our 

position, we took the liberty to present a summary of the feedback from all 

commentators that we have been tracking during the comment period. 

For your benefit, Probitas Partners is an independent investment bank with over 50 

professionals located in San Francisco, London, New York and Hong Kong.  We have 

leading franchises in fund placement and secondary intermediation (helping 

investors manage portfolio liquidity needs via sales of existing limited partnership 

positions) and offer portfolio management advice and services. We started our 

business in 2001.  Each of our senior members posses over 15 years of industry 

experience.  Finally, we are proud to offer one of the most extensive investor-

focused research efforts that includes the sharing of proprietary market reports, 

white papers and other thought pieces on a gratis basis with the institutional 

investor community.  We invite you to view this material and to learn more about 

our firm at:  www.probitaspartners.com. 
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Probitas Position Summary 

We believe that placement agents offer a valuable and important service to the 

investment community that directly results in benefits to public fund beneficiaries. 

The placement industry is not well understood.  As a courtesy, we are attaching an 

article that we produced called “What You Should Expect From a Placement Agent” 

(Appendix A) that details the roles that legitimate placement agents play in the 

alternative investment process.   

As with all of our peers and the public pension funds and other institutional 

investors who took the time to respond, we believe that transparency and 

regulation are the right approaches to best fend off the bad practices by dishonest 

third parties and equally dishonest fiduciaries at public funds that have led us to 

this point.  That approach--rather than a ban--permits quality, properly-regulated 

and experienced placement agents to continue their beneficial efforts as integrated 

industry players that originate, diligence, qualify, professionalize and efficiently 

deliver fund opportunities to institutional investors and their beneficiaries. 

Also, as with nearly every other respondent, we strongly support your proposed 

reforms related to campaign contributions and your effort to end the practice of pay 

to play.  We do believe that such rules however, should be extended to impact all 

third parties that impact or could impact investment decisions at public pension 

funds, and should further include contributions of any kind:  campaign, charitable, 

etc. and should extend to affiliated entities or party contributions that indirectly but 

clearly benefit the investment decision maker.   

With respect to the specific issues that are presented by the Release, we also share 

the following views, all of which have been commented on in greater detail by other 

commentators: 

•	 Most importantly, it is our view that prohibiting placement agents from 

conducting business with public pension funds would likely have a direct, 

negative impact on investment returns to their beneficiaries.  Thus, the very 

purpose of the Release—to protect public fund beneficiaries—is likely to be 
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undercut by the ban you propose by restricting access to a rationally filtered, 

high-quality source of investment opportunities.  In addition the proposed ban is 

likely to cause many otherwise very successful investment firms not to be formed 

(especially smaller, first-time and minority owned firms) because of the difficulty 

of raising capital. This is especially true for first time institutional endeavors, that, 

without the assistance of an agent would find the undertaking too challenging to 

undertake, thereby decreasing competition in favor of larger incumbent funds. 

Ultimately, an industry where America enjoys the singular top position— 

deploying private capital in support of new and growing businesses—could be 

substantially eroded by adding a significant level of difficulty to an already 

difficult capital formation process for private equity funds; 

•	 MSRB Rule G-38 is not an appropriate model.  The facts, circumstances and 

participants—specifically the municipal dealers involved in the municipal 

securities market—are not analogous to placement agents; 

•	 The notion that placement agents have to be banned because they are not 

otherwise responsible to any third party for their solicitation activities with public 

funds is simply not true.  In all legitimate engagements, the fund sponsor has the 

opportunity and the obligation to properly structure the duties and obligations of 

the placement agent as its representative in the market place.  That structure, 

coupled with proper SEC and FINRA regulation, creates a powerful and effective 

enforcement mechanism to achieve the Commission’s goals of protecting public 

fund beneficiaries from unscrupulous third parties seeking to raise capital from 

public funds; and 

•	 The placement agent ban proposed by the Release would have material adverse 

consequences on an entire industry, detrimentally impacting dozens of legitimate 

firms and hundreds of professionals.  As outlined by at least one commentator, 

the economic impact clearly exceeds the $100m revenue threshold per year, 

making this a “major” rule. 

Summary of Responses 

We took the time to tally the responses to your request for comments and were 

encouraged by their quality and consistency (see Appendix B for details).  
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There were a total of 159 responses.  Of those who indicated an affiliation, 51 

(including ours) came from placement agents, 32 from fund sponsors, 30 from 

institutional investors who represented or are currently representing beneficiaries at 

pension funds, foundation and endowments, 21 (or 70%) of which came from 

public pension funds.  Additionally, 8 industry associations responded representing 

a host of investors and multiple times more beneficiaries at retirement funds and 

foundations and endowments, and industry participants; the remaining responses 

were submitted by academics or respondents who failed to clearly indicate an 

affiliation or category.  

As indicated below, only 4 respondents (representing 2.5% of all respondents) 

supported the ban on placement agents and only one of the supporting 

respondents was an institutional investor.  The other respondents were unaffiliated 

individuals and a 501 (c) (3) membership organization.  All other respondents who 

opined on the proposed placement ban were either strongly opposed because of the 

loss of valuable resources in support of their investment practices and broader 

choice of quality investment products, or opposed the band and suggested other 

less draconian approaches to ensure investor protection while preserving the 

beneficial role of legitimate, properly regulated placement agents. 
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Specifically, comments by category were as follow: 

Placement Agents  

Certainly, it will come as no surprise that all of the 50 responses from placement 

agents opposed the proposed ban on their being compensated for the work they do 

with public pension funds.  But importantly, they also uniformly supported your 

suggested reforms to eliminate pay to play situations, especially with respect to 

campaign contributions, and in support of tighter regulatory requirements for 

placement agents, generally.  Also not surprisingly, all of the placement agent 

respondents indicated that they were already regulated by FINRA. 

Fund Sponsors 

All of the 32 fund sponsors who took the time to respond did so in support of the 

proposed regulations with the exception of the proposed ban on placements.  All of 

them, without exception, referred to the importance of the services they received 

from placement agents in support of capital raising and advice and counsel that 

ultimately aided in the successful development of their firms.  Most of them 

suggested that without the involvement of a placement agent, they would not have 

been able to build their firms to where they are today and enable them to generate 



 

 

 

 

 

 

 

 

 

 

  

 

 

 

  

 

 

Response to Release No. IA-2910 

October 6, 2009 
Page 6 

� 

investment performance for the benefit of beneficiaries of institutional investors 

around the globe. 

Importantly, a number of successful private equity firms who will likely never need 

the assistance of a placement agent, by virtue of their success, took the time to 

respond and drive home the point that without the assistance of a placement agent 

early in their development, they would not likely have been successful or as 

successful. 

Industry Groups 

Leading industry groups representing hundreds of thousands of beneficiaries 

responded to your request for comments.  Uniformly, they were in agreement that 

reforms are needed to address the serious issues confronting investment 

fiduciaries.  Uniformly, they agreed that a ban on placement agents is the wrong 

approach, and that increased transparency and proper regulation is the better 

approach. 

Institutional Investors  

The 30 institutional investors who responded represent the least biased and 

perhaps the most important and most impacted universe of respondents by the 

proposed rules.  With a singular exception, the responses from institutional 

investors were uniform:  strong support generally for the proposed rules related to 

pay for play, but a simultaneous opposition to the outright ban of placements 

agents.  Further, consistent with most of the other respondents, the institutional 

investor respondents—again with a single outlier--uniformly supported additional 

transparency and regulation as the most effective approach to properly oversee 

placement agent involvement with public pension funds.  To that end, several 

respondents provided copies of their existing policies—some already in place—to 

ensure proper transparency, elimination of pay to play via campaign contributions, 

and minimum regulatory requirements for placement agents. 
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A clear evolution in the placement agent role 

The alternative investment industry, while 20 years old, is still maturing.  The 

expansion into alternative investments by a majority of institutional investors over 

the past decade has ensured its development as a durable institutional asset class. 

As such, it continues to evolve and further institutionalize to the benefit of all 

participants.   

Placement agents have been a part of this institutionalization from the earliest 

days. As the industry has gotten global and more complex, the number of 

placement agents nominally has grown, but the number of experienced, full service 

placement firms has remained relatively steady.  Those professionals with 10+ 

years of experience identifying, diligencing and placing funds continues to be quite 

limited relative to the plethora of new funds globally that seek to raise capital every 

year. Positively, the US continues to have the largest and most established 

placement firms in the global capital raising business, and we hope to maintain that 

competitive position going forward. 

In the mid-to-late 90’s when private equity was in its infancy but growing in 

popularity very quickly, there were two dominant placement firms and a handful of 

independent boutique firms.  During that period, the value proposition of retaining 

a placement agent was mostly related to enhancing efficiency in raising funds. 

Nearly all institutional investors then needed more private equity exposure of all 

kinds.  The job was easier then for the dominant agent firms:  select the best of the 

best firms from a smaller universe based on performance and efficiently provide 

materials and an opportunity for fund sponsors to get to know investors seeking 

alternative investment exposure. Those sponsors that had the best historical 

performance were chosen and fund raising was relatively brisk. 

Today, the fund sponsor universe is vastly larger.  The number of sectors, 

strategies and geographies focused on by fund managers and institutional investors 

has increased geometrically, heightening the expertise required for placement 

agents to properly evaluate, diligence and filter prospective opportunities.  Further, 

as institutional investors’ investment programs have matured, most are seeking a 
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narrower universe of opportunities; it is no longer a market where most investors 

need more exposure generally.  To the contrary, many are over-exposed to many 

or all sectors.  Thus, a placement agent’s knowledge of that myriad of complex 

needs or aversions at each investor is essential to avoid the time, friction and 

expense for a fund manager newly mapping the marketplace of some 5,000 

investors around the globe.  It also reduces the friction of hundreds of prospective 

fund sponsors directly contacting under-staffed institutions that have no interest in 

their offering.  Dynamically understanding that demand picture is a daunting task 

for those of us in the business with 50+ professionals and offices globally.  For a 

fund manager never having navigated the fund raising market, or even experienced 

managers doing so every 2-4 years, it is a nearly impossible task. 

At Probitas alone we typically see more than 600 fund managers each year from 

around the globe who seek to retain us to help them raise capital.  Of those, we 

filter out the majority and typically chose to represent less than 2%.  Our selection 

process is certainly based on demand and economic considerations, but we 

principally decide what fund sponsors to affiliate with on the merits of their likely 

investment performance—the same metric applied by institutional investors when 

making their investment decisions.  To ensure that this selection discipline is real, 

we seek to invest, as a firm, a material portion of our economics from the capital 

raise into the fund side-by-side the fund sponsor with our economic return 

completely dependent on investment performance of the fund.  Not only does this 

force conviction on our team about the merits of the fund and build a longer-term 

partnership with the fund sponsor, it most importantly provides critical alignment 

with investors at the time of investment and for the duration of the fund life.   

Notwithstanding that we are one of the dominant global placement agents, we 

continue to support first time funds, emerging funds (not established franchises) 

and minority and women-owned funds.  In fact, almost a third of our fund raises 

have been for first time funds, over 80% for emerging managers and over 40% for 

women/minority owned firms.  We chose to engage with these types of funds 

knowing that they are more challenging capital raises because our research and our 

personal experience indicates that the investment performance of best of these 

funds will outperform their peers in the same space and vintage.  It is access to 
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these high-quality but smaller or newer offerings (and their outperforming returns) 

that public pension funds stand to lose as a consequence of a ban on placement 

agents. 

Impact of Proposed Regulations 

We think that it is important for you to know that your proposed regulations have 

already had a material impact on the placement agent industry.  No participant is 

unaware of the proposed regulations, and certainly every agent appreciates the 

potential impact of your proposed ban on their respective economic well-being.   

In response, every one of our peers with whom we have spoken has either 

formalized or, like us, reaffirmed the quality of our internal compliance processes. 

By virtue of a plethora of requests by institutional investors and their advisors, we 

have responded to dozens of requests for verification of our regulatory compliance, 

our contractual relationships with fund sponsor clients, our campaign contribution 

activities (there have been none), etc. 

This evolution toward a more aligned role by placement agents, the evolution of a 

higher level of transparency and enforcement of regulatory standards has been 

investor-driven.  It is our opinion that the investor-driven outcome is appropriate 

and healthy and when coupled with a thoughtful and precise regulatory scheme will 

ultimately be more the most durable and successful approach. 

Investors representing the beneficiaries you intend to protect are the most directly 

impacted by your proposed rules; they best understand the balance between 

protecting beneficiaries as a fiduciary and maintaining access to information, 

opportunity flow and support resources to allow them to best serve their 

beneficiaries’ interests.  To that end, we strongly encourage you to speak with them 

as part of your process to finalize the rules on play to pay.  We are confident that 

what you will find is that the vast majority will tell you that having legitimate 

placement agents involved in the investment process helps them screen 

opportunities, gain market knowledge and insights and enables them to make 

better, more informed decisions to the benefit of their beneficiaries. 
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It is notable, but not surprising, that most of the responses from investors at 

pension funds were from retirees—those who are outside the organizations where 

they worked, thus able to speak most freely about the issues and impacts.  We 

spoke with dozens of staff professionals at public pension funds who were opposed 

to the ban on placement agents and strongly supportive of limits on campaign 

contributions (and hoping you would go further to include limits or bans on 

charitable contributions and contributions to affiliated entities by all third parties 

who might have influence on investment decisions).  Most of those staff members 

were not in a position to publicly take a stance on behalf of their institution.  What 

we can tell you is that many of the professionals we spoke with at public funds are 

optimistic that your actions limiting contributions to investment decision makers 

and their affiliated organizations would result in greater transparency and reduced 

politics in investment decisions. 

Recommendation 

It is our view that a combination of your strict prohibition of campaign contributions 

by placement agents, expanded to include all third parties with the potential to 

influence investment decisions, coupled with significant and appropriate regulatory 

certification requirements for placement agents and enhanced transparency of any 

third party and investment decision maker’s activities that impact investment 

decisions will achieve the intended result:  protecting public pension fund 

beneficiaries from unscrupulous third parties who seek to capitalize on relationships 

or improper influence for personal gain.  At the same time, this approach preserves 

the benefits investment staffs currently enjoy from quality and qualified placements 

agents who serve an important role in filtering and bringing quality opportunities to 

the market.   

A ban of legitimate, properly regulated placement agents serves no one’s interest— 

least of all pension beneficiaries and the investment fiduciaries charged with the 

daunting task of investing in the top performing funds from a universe annually of 

thousands of alternative fund managers seeking their capital.  And with the 

development of standards for transparency surrounding placement agent activities 
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promulgated by a number of institutional investors, the market has already 

established minimum fiduciary standards for all other investors. 

Bottom line:  by adopting your Release—absent the ban—and properly extending 

contribution limitations to cover all third parties influencing investment decisions, 

you will have established appropriate minimum safeguards for pension beneficiaries 

while at the same time respecting institutional investors’ proper role in determining 

how they will engage third party resources in seeking the best investment 

performance for their beneficiaries. 

We hope that this summary, together with the real time update of what is 

happening in our industry, offers you a clear picture of where industry participants 

on all sides are coming out on the issues related to the Release as you consider and 

finalize your position.  To that end, it would be our pleasure to offer you more  

information and insight or otherwise be helpful in any way. 

Respectfully submitted, 

Michael J. Hoffmann 

PROBITAS PARTNERS 
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By Kelly DePonte, Probitas Partners 

things you should know
 

The basic role of a placement agent is obvious – to raise 
capital for its fund manager clients as expeditiously as 
possible. How that role is executed, however, varies 
greatly from agent to agent, and can vary by client as 
well. In addition, the fundraising market is changing 
dramatically as private equity both becomes a more 
established asset class and comes under stress in the 
current economic environment. This chapter provides 
a broad overview of the value that a placement agent 
offers, as well as insights into developments in the 
fundraising market. 

The roles placement agents play 

Placement agents can serve in a number of different 
capacities depending upon how early they are brought 
into the process and how much the fund manager 
intends to rely on them. Newer fund managers in the 
process of launching their first fund often rely on 
placement agents for the full suite of services 
explained below, while more experienced fund man
agers with several vehicles under their belt use agents 
tactically for narrowly specific purposes – if they use 
them at all. The basic roles that agents play are sum
marised below. 

The Rolodex and the travel agent 

All placement agents introduce fund managers to 
investors. A number of people believe that is their sole 
function – to be, essentially, a glorified Rolodex of 
investors. The least sophisticated agents, with minimal 
market knowledge and stale or weak contacts, are 
probably just that. The best placement agents, howev
er, are interactive databases, tracking the shifts of per
sonnel at institutional investors, as well as changes in 
sector appetite, investment processes and private equi

ty allocations at the investors they cover. Quality fund 
managers hire agents to make their fundraising process 
more efficient. They seek not just to meet investors but 
to target qualified investors who are actively seeking 
exposure to their investment strategy. A constantly 
updated perspective on who is buying what – and the 
internal processes one needs to go through to get to a 
commitment – is critical for efficient fundraising. The 
foundation for this insight is a strong set of investor 
relationships, usually built upon long-standing person
al interactions, that permit a quality agent to develop a 
focused and strategic marketing plan, not just a series 
of road shows. 

Along with the Rolodex role goes acting as a travel 
agent – putting together road shows as efficiently as 
possible. Private equity fund sales are not driven sim
ply by receiving a Private Placement Memorandum 
(PPM); most institutional investors want to meet per
sonally with senior managers of the general partner, 
and the first meeting is usually held in their offices. 
Given the importance of public pensions and sovereign 
wealth funds to the market, any broad-based fundrais
ing results in extensive travel, often to such off-the
beaten path locations as Bismarck in North Dakota, 
Brunei or Helsinki. 

The communications consultant 

Most placement agents assist fund managers with their 
marketing material in order to present a consistent 
message as part of a coordinated marketing strategy. 
Successful agents are repositories of a tremendous 
amount of experience; they know specifically what has 
worked, and perhaps more importantly what has not 
worked, in the past for other managers and can help 
refine how a story is told. 
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The two most important documents in this process are 
the PPM and the presentation deck. The PPM is of 
course a legal document that at the end of the day must 
be signed-off on by the fund’s attorney. But it also 
needs to present a convincing case for an investor to 
commit to a fund, and stand out in some way from the 
large number of PPMs that institutional investors 
receive. Many investors won’t schedule a meeting with 
a fund manager until they have received and reviewed 
a PPM, and it is a key gating item in the sales process. 
The executive summary of the PPM must make the 
investment case clearly and succinctly in the midst of 
disclosures of risk, and in its final form is usually the 
result of long negotiation between the agent, the fund 
formation attorney, and the fund manager. It also 
needs to avoid the use of terms that may be misunder
stood by investors and that may inadvertently generate 
hostile reactions. 

While the PPM is usually the first written communica
tion an investor receives as part of the sales process, 
the presentation deck (usually taking the form of a 
PowerPoint or similar presentation) serves as the 
framework for the first in-person meeting with an 
investor. It also needs succinctly and convincingly to 
lay out the investment opportunity, timed to the 45 to 
60 minutes usually set aside for first meetings, and as a 
personal presentation it must be practiced and pol
ished before going on the road. A good placement 
agent not only assists drafting the deck, but also helps 
select the best representatives of the fund manager’s 
team to go on the road, and directs practice sessions. 
Especially with newer funds, managers usually have a 
lot of experience with the investment process but are 
actually very inexperienced in explaining their strategy 
and value proposition to investors. Focusing on the 
dynamics of actually making a presentation is key, as 
the impression that a fund manager makes during the 
initial ten to 15 minutes of this first meeting is often 
indelible, and sets investor expectations (and their 
willingness to engage) from that point onwards. 

The strategist 

If engaged early in the process, an experienced place
ment agent can act as a strategic adviser, especially to 
a new or emerging manager who, while often an 

accomplished investor, may be inexperienced in 
fundraising or establishing an investment manage
ment firm. An agent can provide key insight on 
such issues as the target fund size, investor expecta
tions of the staffing levels and professional back
grounds needed at fund at its launch, the process of 
negotiating track record attribution issues with pre
vious employers, and the selection of a fund forma
tion attorney. Although this strategic advice might be 
less important for an experienced and stable fund 
manager looking to raise a Fund VI or VII, it can be of 
inestimable value to a established manager in the 
midst of dealing with staff turnover or succession 
issues, or to one seeking independence from a well-
established sponsor. 

As far as marketing strategy per se, regardless of its 
stage of life, a fund manager can benefit from the 
strategic advice of an experienced placement agent 
regarding the construction of a robust, diversified and 
scalable base of investors as part of the fundraising 
process. This expertise ranges from identifying poten
tial lead investors – well respected either globally or 
within specific geographies – who are willing to com
mit early and take a leading role in negotiating docu
ments, to determining the proper timing for launching 
a fund, to handicapping the likelihood and level of 
returning investor commitments. In difficult markets 
such as the present, the question often becomes not the 
willingness of an investor to commit to a fund manag
er with whom they have a relationship, but their abili
ty to do so. Very often an experienced agent in frequent 
contact with investors has a better feel for these issues 
than a fund manager does. 

In fundraising, momentum matters: the longer a fund 
is in the market without a significant close, the more 
investors consider it unimportant or a failure, either 
rejecting it completely or pushing it to the bottom of 
their ever-increasing pile of opportunities. Strategy in 
fundraising consists of putting together a marketing 
plan specific to a fund that drives investor interest to a 
quick close – though the definition of ‘quick’ often 
depends upon the overall tenor of the market. While 
quick in 2006 may have meant three to six months, in 
2009 quick is more likely to mean 12 to 18 months. 
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The negotiator 

Experienced placement agents often will advise a fund 
manager on fund terms and conditions before the fund 
goes to market, to help ensure that the terms are with
in market – or close enough not to cause investors to 
reject a fund out of hand on first receipt of a PPM. Most 
managers raise a new private equity vehicle only once 
every three to five years. Between fundraisings, they 
focus on investing the money raised rather than keep
ing in touch with fundraising market trends. Certain 
key issues – most especially ‘standard’ terms and condi
tions such as management fees, distribution waterfalls 
and ‘no-fault divorce’, key-man or clawback provisions 
– change in importance over time; the definition of 
‘market terms’ is constantly in flux. Given their regular 
interaction with investors, placement agents can offer 
timely and reliable insight on how investors will react, 
not only to individual terms but also to the entire pack
age of economic and governance provisions. 
Launching a fund raise with terms closely aligned to 
the market is essential for success today, since sophisti
cated investors are increasingly unwilling to pursue 
even very strong investment proposals that are improp
erly structured. 

Once the actual negotiation process begins, an agent 
can also be helpful in putting investor demands in per
spective. Through independent conversations with 
potential investors (as well as its knowledge of recent 
past negotiations on other funds) the agent can often 
highlight the most contentious clauses – the hot but
tons in the process – and can also suggest which com
promises or package of terms will lead to the best 
conclusion, depending upon which terms are most cru
cial for the fund manager. 

Split mandates, ‘top-offs’ and restarts 

The complete description above of the roles an agent 
plays makes one large underlying assumption: that 
only one agent is involved in the process and is 
involved in a fundraise from its inception. Most agents 
prefer to operate as the sole marketing representative 
of a fund, and many of them want to be involved early 
in a process so that they can help craft a story. But 
agents can be asked to participate in different ways: 

• Split mandates: Split mandates usually occur when a 
fund manager seeks specific geographical expertise 
and believes that a combination of agents is more 
effective than a single agent alone. Even in this 
instance, one agent usually takes the lead role and 
provides strategic advice globally, while the other 
agent provides the Rolodex function for a specific 
geography. The process of managing a split mandate 
can be frictional and time consuming as it is crucial 
to present a single front to the market instead of an 
uncoordinated mess with various parties tripping 
over each other in front of investors. Many larger 
agents are reluctant to participate in split mandates 
for this reason. 

• ‘Top-offs’: Well-known fund managers raising follow-
on vehicles with strong investor support may bring in 
an agent simply for its relationships with a certain 
type of investor or in a specific geography, usually for 
a very minor portion of the total raise. In effect, the 
agent is brought in as part of a split mandate in 
which the fund manager itself acts as the primary 
agent, directing everything itself except for the small 
portion carved out for the external agent. 

• Restarts: At times, fund managers decide that they do 
not need the services of an agent, launch a fund into 
the market – and find out that they are wrong. They 
then circle back and try to restart the process in the 
middle of fundraising, looking for an agent to assist. 
The problem is that there is only one chance to make a 
first impression, and a fund manager who has already 
widely approached the market with its story has set 
that impression. Placement agents are not magicians, 
and most are reluctant to participate in a restart 
which, almost by definition, has no momentum. 

Types of agents 

One of the reasons that split mandates exist is that 
agents differ tremendously in their size, their level of 
experience, and their geographic scope. They break 
down very roughly into three categories: 

• Investment bank agents: Operating as divisions of 
large investment banks which offer a range of prod
ucts, these firms – such as Credit Suisse, Lazard and 
UBS – are global players operating from multiple 
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offices with large dedicated staffs. Many of the first 
placement agents were founded in this manner, 
growing and expanding as the private equity market 
grew. The current turmoil in the financial markets 
has affected a few of these agents, not necessarily 
through any fault of their own but because of prob
lems at their parent – such as happened at Bear 
Stearns and Merrill Lynch. 

• Global independent firms: There are also a number of 
large, global independent firms – such as Atlantic 
Pacific, MVision and Probitas Partners – that focus 
solely on alternative investment placement and advi
sory services. The largest of these firms have dedi
cated staffs of similar size to the investment banking 
firm divisions, a global presence, and no ‘parent’ to 
siphon their profits. 

• Niche independents: These smaller firms – sometimes 
as small as a single individual – often focus on a 
small circle of relationships, often geographically 
focused but in other instances focused on expertise 
with a certain type of fund, such as venture capital or 
funds of funds. Especially in difficult fundraising 
markets like the Middle East or Japan, certain of 
these agents have a competitive advantage because 
of their specific strong relationships, and they are 
more likely to be used in split mandates because of 
those relationships. 

In addition to these categories, most professional place
ment agents are registered with appropriate regulatory 
agencies, such as the Securities and Exchange 
Commission (SEC) in the US or the Financial Services 
Authority (FSA) in the UK. There is a set of rules that 
agents must comply with in most jurisdictions, and in 
the US, for example, they must be registered as broker or 
dealers. A fund manager who deals with an unregistered 
agent, unfamiliar with the relevant private placement 
regulations in a market, may be making a serious error. 

‘Friends-and-family’ fundraisings 

Many placement agents have a minimum size of trans
action they are willing to work on. The time involved, 
especially in providing strategic advice, is similar 
whether a fund is targeted at $100 million or $1 bil
lion, but the revenue potential is radically different. In 

addition, funds that are seeking less than $100 million 
or €75 million are not usually considered institutional 
in nature as most institutional investors feel that they 
are too small to support. These funds are raised on a 
‘friends-and-family’ basis, with the fund manager 
reaching out to wealthy individuals or smaller institu
tions whom he already knows, and who are prepared 
to make an investment on the basis of that relationship. 

A placement agent cannot be of much help on a ‘friends
and-family’ fundraise that is dependent for its success 
on relationships that a fund manager already has. 

The role of secondaries in the 
fundraising process 

As the private equity market has matured, secondary 
sales of partnership positions have become more com
monplace, with certain investors looking to rebalance 
their portfolio exposures, adjust their funding 
demands, or exit the private equity business entirely. 
Prudent fund managers, aware of investors looking to 
sell positions in their funds, are taking a more proac
tive role in using the sale of those positions to build 
relationships with targeted investors whom they would 
like to attract to their next fund. 

Few placement agents have a dedicated and sophisti
cated practice in the secondary market. Firms with a 
strong background in both the primary and the sec
ondary market can use the secondary sales process to 
jump start the process of raising a fund through a ‘pri
mary secondary’. In a primary secondary, an arrange
ment is made between a potential seller and the fund 
manager such that a buyer of the secondary position 
not only commits to its purchase but also agrees to 
commit a specified amount to a new fund that fund 
manager is about to raise. Such an arrangement is most 
effective early in the process of raising a fund, where 
commitments secured can be used to boost the size of 
a fund’s first close and develop momentum. The buyers 
of primary secondaries are most often funds of funds 
(that have active primary and secondary programmes) 
as well as certain primary players looking to establish 
strategic relationships with certain fund managers. 
Specialised secondary funds sometimes participate in 
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these processes, but making primary commitments to 
funds is not their core investment strategy, and they 
are unlikely to participate in future fundraisings, devel
oping a long-term relationship in the same way that a 
fund of funds or a primary investor would. 

Fee for services and alignment 
of interests 

Given the wide range of potential roles and added 
value that placement agents offer a fund manager, on 
what basis are placement agents paid? This aspect of 
fundraising is evolving as well. 

Standard compensation for a placement agent has his
torically been a fee calculated as a percentage of new 
money raised, usually 2 percent to 2.5 percent. But a 
more sophisticated pricing regime is emerging as the 
market matures. Established fund managers often seek 
more selective assistance with current investor rela
tionships, especially where staff at an institutional 
investor has recently changed or where key consultants 
represent both current and potential investors. In these 
instances, a blended fee may be agreed. This provides 
a balanced incentive for the agent to help with both 
current and new investors alike, as needed for the ben
efit of building momentum in the fundraise, whilst it is 
calculated to take into account the more limited value 
added by the agent in respect of existing accounts. In 
addition, the fee schedule may also be tiered by an 
increased success fee for amounts raised above the tar
get amount. 

In most instances, the fee is paid in cash, usually 
financed over a period of one to two years. Today, some 
agents take a portion of their fee as an investment in 
the fund being raised, effectively rolling over a portion 
of their cash compensation into the fund. Even fewer 
do so as a matter of policy across all funds that they 
raise. This tactic, however, benefits both investors and 
fund managers alike: 

• By taking an interest in the fund, the agent more close
ly aligns his interests with that of the fund’s investors; 

• By structuring the fee this way, the upfront cash out
lay by a fund manager can be minimised – a factor 

especially important with newly formed or emerg
ing managers. 

Maturation of the market: the rise of 
internal IR professionals 

The private equity industry has become more estab
lished over the past ten years, resulting in fundamental 
changes in the fundraising process. Large, top-quartile 
fund managers today are likely to have a dedicated 
investor relations (IR) professional on their staff, 
sometimes at the partner level, whose role is to devel
op deeper relationships with current investors as well 
as with institutions targeted as investors in future 
funds. Fundraising at these larger, well established 
fund managers has become a permanent, ongoing 
process where dissemination of financial reports and 
hosting annual and other investor meetings has 
become an extension of pre-marketing for the next 
fund raise. 

The internal investor relations specialist can handle 
several of the functions of a placement agent. But the 
trend toward globalisation of private equity capital 
markets and the ever-changing dynamics at many insti
tutional investors mitigate against a full displacement 
of a placement agent. Wise fund managers seek to 
maintain a diversified capital base, seeking investors 
from a wide range of geographies, institution types and 
industries not likely to be simultaneously impacted by 
negative economic forces. Most internal investor rela
tions resources are too small to cover such a broad base 
of investors – especially potential investors with no cur
rent relationship with the fund manager – as effective
ly as can a global placement agent with a dedicated 
team of fundraising professionals in constant touch 
with the market. For this reason, the most successful 
funds, even those with investor relations capabilities, 
will still consider using a placement agent for ‘top up’ 
mandates, where the bulk of fundraising activity is 
managed internally, but where the placement agent 
has a defined role to add value through access to a few 
targeted new investors. 

A few of the very largest fund managers that oversee a 
portfolio of funds with different private equity strate
gies actually have full scale internal fund raising teams. 
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These teams operate in the same manner as external 
placement agents do, and are continually in the market 
with one fund or another. These managers have little 
need for external resources to assist them, but the level 
of staffing required means that this is a solution only 
for the largest groups. 

Who is the client? 

One key issue that affects a placement agent operating 
as a manager of long-standing and long-term relation
ships, rather than simply a ‘Rolodex for hire,’ is: Who is 
the client? 

The fund manager selects and retains the agent to 
place his fund and is the party contractually responsi
ble for paying the fee. But an agent that enjoys rela
tionships of trust with investors, built over a long 
period of time, must maintain a balance between the 
needs of both investors and fund managers. Fair treat
ment, integrity, honesty, and openness are the founda
tion for developing any enduring relationship. The 
ultimate value added of a placement agent is when it 
offers these attributes of its relationship with an 
investor as the starting point for a long-term relation
ship between the fund manager and the investor. 

Without such a rapport with investors, a placement 
agent would be hard put to influence an investor’s deci
sion to investment in a particular fund. The relation
ship with both investors and fund managers can be 
enhanced by the alignment of interests that comes 
from a policy of consistently and systematically invest
ing a meaningful portion of placement fees in the fund 
being raised. 

Summary 

The role of placement agents can vary dramatically 
depending upon their experience, approach to the 
market, and the needs of their clients. New emerging 
managers or firms in transition often need the com
plete range of services offered by an experienced place
ment agent. Well-established, successful firms are 
more likely to use placement agents for targeted help in 
expanding or solidifying their investor base. In either 
case, simply hiring a Rolodex late in the fundraising 
process is not usually a value-added proposition. Those 
fund managers who hire an agent strategically to build 
a stronger franchise, through developing and expand
ing a durable base of quality institutional investors 
quickly and efficiently, are much more likely to receive 
value for their money. ■ 

Kelly DePonte is the head of research and due diligence at Probitas Partners. Previously Kelly was a managing director at Pacific Corporate 

Group, and directed the partnership investment programme at that private equity consultant. Before that he spent several years with First 

Interstate Bank where he most recently oversaw its private equity activity and interest rate swap activity. Kelly received an MBA from UCLA 

and a BA from Stanford. 
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