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“If you want peace, prepare for war”, goes the 
Latin military adage . It could well apply to the 
preservation of wealth during a stock market 
correction or a recession by planning when 
the economic environment is benign. Private 
equity offers interesting strategies for such 
a purpose, helping investors capitalize on 
opportunities while other assets suffer from 
the downward phase of a macroeconomic 
cycle. 

Distressed debt investing is arguably 
the strategy that capitalizes the most on 
downturns. The purpose of this type of 
investment is to take control of a company 
by acquiring some of its debt at a significant 
discount during a bankruptcy procedure. 
The distressed debt fund manager and the 
management of the company engineer a 
restructuring plan, which is submitted to the 
bankruptcy court for approval. This plan 
usually implies that some or all of the debt 
acquired by the fund will be converted into 
equity, after washing out previous owners. The 

fund will then take control of the company , 
restructure it and resell it once the business is 
on a firmer footing. Companies acquired are 
therefore fundamentally sound, but suffer from 
specific adverse events or an excess of debt. 
They usually have significant assets and an 
otherwise sound business model.

Distressed debt investing requires efficient 
and rather quick bankruptcy processes. 
Proceedings have to be predictable and 
decisions enforceable. This strategy also 
assumes that creditors are willing and able to 
sell their claims at a discount and that their 
ranking is only determined by the seniority of 
their credits. Many jurisdictions do not provide 
such a context. Some, like France, provide 
a specific status to public claims (they are 
“super-privileged” and non-negotiable).  The 
consequence is that distressed debt investing 
is not evenly distributed worldwide, and largely 
an American phenomenon (Fig. 1).
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Time is of the essence: 
assessing time-to-
liquidity risks

When questioned about their exposure to 
private markets, fund investors usually discuss 
their current total commitments to funds, as 
well as their plans for the future. Some investors 
even have a calendar of the upcoming funds 
to market and pre-plan their commitments to 
the ones they want to invest in. Operationally, 
the vintage years of these funds help investors 
assess their current and expected cash 
exposure. This is very helpful at a portfolio 
level, notably to manage risks and plan 
cash outflows.

Looking into the actual exposure of individual 
funds can prove more challenging. Investors 
can look through their own funds, as they 
receive regular reports. Thanks to this 
information, they can compute their overall 

There is limited information 
about the holding periods of 
private market funds.

average time-exposure: how long has the 
capital been put at work by fund managers? 
Fund investors can also observe what were 
the shortest and the longest investments. From 
these elements, they can try to identify outliers 
but also assess what were the conditions 
which lead to a faster or a slower rotation 
of assets. If this information is useful, it is in 
practice difficult to benchmark.
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1  Calculated as: ln(TVPI)/ln(1+IRR).

It is possible to approach 
holding periods with a proxy: 
the time-to-liquidity.

What is the average time-to-liquidity of 
US private markets strategies?
The time-to-liquidity as defined only applied to 
pooled average performance measurements. 
The reason for that is that any other measure 
of performance captures different samples 
for the IRR and the TVPI. For example, funds 
that are in the top quartile in terms of IRR 
might not be in terms of TVPI. Figure 1 
provides a perspective on the pooled 
average performance of private markets 
funds and their corresponding time-to-
liquidity. The range is quite broad, from 3.03 
years for mezzanine funds to 7.03 years for 
core private real estate funds. This helps to 
frame the analysis: if investors cannot 
commit to a minimum of three years of 
investment, then they should rethink their 
allocation to private markets. On the other 
hand, there is a fairly wide range of options 

Indeed, there is limited information about the 
average, minimum and maximum holding 
periods of private market funds. It is, therefore, 
necessary to find a proxy. Thanks to the high 
quality and granularity of the data provided 
by eFront Insight, we have been able to design 
a time-to-liquidity indicator. 

This metric approaches the actual holding 
period as it is a function of the IRR and the 
multiple of invested capital  of private markets 
funds. This proxy can be useful to benchmark 
holding periods. It can also be used to 
model the actual exposure of investors when 
setting up new programs or investigating 
new strategies. The time-to-liquidity can also 

be used to decide if a specific strategy is 
coherent with the time-horizon of an investor. 
To explore assess and compare the time-
to-liquidity of private markets strategies, 
our samples will focus on the US. This should 
notably help avoiding analytical distortions 
related to exchange rates.

for investors who can commit for 3.5 to 7 years. 
A closer look triggers some questions. If it looks 
logical that early stage venture capital funds 
have a longer time-to-liquidity, how come that 
the latter have a shorter one than large and 
mega LBO funds? Along the same lines, how is 
it that small and mid-sized LBO funds also have 
a significantly shorter time exposure than their 
larger peers?  The explanation lies in the fact 
that the samples capture realized and active 
funds. Accounting rules force fund managers 
to assume that their portfolio are sold as of the 
end of each reporting period. Therefore, the 
IRR of active funds is particularly high.
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Figure 1 – Multiple of invested capital and time-to-liquidity of private markets funds

Source: eFront Insight, as of Q2, 2019. “VC” refers to “venture capital”, “LBO” to “leveraged 
buy-out”, “bal.” to “balanced, “PRE” to “private real estate”, “Opp” to “Opportunistic.
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This means that according to the time-to-liquidity formula, their exposure appears shorter. 
Although this is coherent with the accounting rules, the reality differs. This is why the time-to-
liquidity metric should be used when funds are fully or largely realized. The resulting IRRs are 
much more reliable and accordingly, so is the time-to-liquidity measurement.

Figure 2 provides some background on the matter. The maturity of funds is measured through the 
ratio distributed-to-total value. A significant proportion of private real assets funds are immature, 
with the majority of their value still unrealized. Likewise, some private equity strategies still include 
a significant share of unrealized value. This means that not only could the performance change, 
but the time-to-liquidity should also increase.

Nevertheless, small and mid-sized LBO funds and large and mega LBO funds seem to have similar 
maturities. This seems to invalidate the idea that their relative time-to-liquidity is distorted due to 
active funds.

A question of maturity 
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Figure 2 – Maturity and time-to-liquidity of private markets funds

Source: eFront Insight, as of Q2, 2019. “bal.” refers to “balanced, “PRE” to 
“private real estate”, “Opp” to “Opportunistic.
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Average times-to-liquidity are a useful benchmarking instrument for fund investors. Comparing 
Figure 3 with the two others, it appears that the time-to-liquidity of fully realized funds is longer. It 
ranges from 4.1 years for mezzanine funds to 5.6 years for early-stage venture capital funds. These 
elements are interesting in anticipating the theoretical time-exposure of investors. However, they 
might aggregate significant variations from one vintage year to another.

Assessing the 
time-to-liquidity risk

Indeed, Figure 3 shows that systematically, the minimum, average and maximum time-to-
liquidity of fully realized funds is shorter for small and mid-sized funds than for their larger peers. 
This conclusion would require further investigation, especially since larger deals are more often 
subject to dividend recapitalizations than the smaller ones. Their IRR should therefore be higher, 
and thus their time-to-liquidity shorter.
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Figure 3 – Variation of multiple of invested capital and time-to-liquidity of fully realized 
private markets funds

Source: eFront Insight, as of Q2, 2019. “bal.” refers to “balanced, “PRE” to “private real estate”, 
“Opp” to “Opportunistic. Diamonds refer to the shortest time-to-liquidity observed for any given 

year, the dot to the average time-to-liquidity and the square to the longest.
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Private equity and private 
debt strategies have a 
time-to-liquidity of 4.1 to 5.6 
years on average.

Indeed, depending on the strategy, the 
minimum and maximum time-to-liquidity per 
vintage years can fluctuate a lot. Venture 
capital is probably the strategy which shows 
the largest divergences from the average. 
The minimum time-to-liquidity is exceptional 
as it results from the particularly favorable 
conditions for venture capital exits at the end 
of the decade 1990. Very long time-to-liquidity 
translates into lower multiples, and probably 
illustrate the challenging conditions that 
managers had to face before being able to 
sell portfolio companies.
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LBO funds, regardless their size, show a rather consistent picture: the longer the exposure, the 
lower the multiple. Here again longer holding periods might reflect more challenging economic 
conditions and thus lead to lower performance. Interestingly, this is not true for distressed debt. 
Although shorter time-to-liquidity might reflect opportunistic acquisitions driven by specific 
macro conditions, it appears that the average and maximum time-to-liquidity deliver similar 
performance. This illustrates the necessity to hold companies for a fairly long time to be able to 
successfully execute a turn-around. 

Mezzanine funds show a specific profile. The longer the time-to-liquidity, the better the 
performance. This sounds fairly logical: interests are accumulated over time. If the debt is repaid 
early, its overall compensation will be lower. As for conversion rights, they are more likely to be 
lucrative if the deals that are supported have the time to unfold. It is interesting to note that in 
that respect, the maximum performance and time-to-liquidity of mezzanine funds corresponds 
to the average time-to-liquidity of LBO funds. This could well be a coincidence, but could also 
show that when mezzanine debt reaches a specific level of maturity, its compensation increases 
substantially. This would require further investigation.
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Conclusion

Time-to-liquidity can prove a very useful 
instrument for fund investors. It supports 
multiple analyses underlying portfolio 
construction, modelling, cash planning and 
stress testing. However, it remains a proxy 
until holding periods can be benchmarked 
efficiently. The main limit of this proxy is that 
it partially relies on the internal rate of return 
(IRR), and is therefore subject to distortions. 

Indeed, the IRR of a fund can be boosted 
by the use of credit lines (also known as 
equity bridge financing). The “IRR clock” 
starts to tick when the capital is effectively 
called. However, a fund using a credit line 
has been in practice investing before. The 
holding period in that context has started 
before the capital call, leading to potentially 
significant discrepancies. As funds increasingly 
use this type of financing facility, the proxy 
of the time-to-liquidity should use the IRR 
computed without the use of credit lines. 
The latter should be provided to investors, 

The aim of this newsletter is to provide readers with elements of analysis and understanding of 
the private finance universe, based only on cash-flow data collected by eFront Insight. It does 
not intend to draw any definitive conclusion, nor judge the performance of fund managers. 
By providing a guided reasoning, FrontLine hopes to contribute to the overall progress of 
understanding of the asset class in a short monthly format, with all the limits that this entails.

Note

in line with the ILPA recommendations. The 
IRR is also sensitive to so-called “dividend 
recapitalizations”. LBO fund managers 
can re-leverage a deal to anticipate the 
distribution of capital to their investors. In that 
process, they stop the “IRR clock” while the 
fund continues to hold the corresponding 
asset. Here again, there could be significant 
discrepancies between the time-to-liquidity 
and the actual holding periods. There is no 
easy path to reconcile the two. Investors will 
therefore have to keep in mind that dividend 
recapitalizations might influence the time-
to-liquidity in their analyses and correct 
potential distortions.

Venture capital shows the 
highest level of variation 
of time-to-liquidity.
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