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PRIVATE EQUITY PORTFOLIO UPDATE 

● Performance: 

— Howard County committed $157.5 million to private equity fund of funds from 2007-2017. 

— Paid-in capital is equal to $97.2 million or 62% of total commitments (as of 3/31/2017). 

— Total Value is equal to $128 million or 1.32x capital drawn, including distributions of $34 million (35% of paid-in capital). 

o Equates to a 12.8% net IRR since inception. 

● Allocation: 

— The portfolio is well-diversified by both strategy and geography, though the exposure to Debt/Special Situations is below 
Summit’s typical recommendation of 25% and the exposure to Buyout is above Summit’s typical recommendation of 50%. 

— This is a result of the opportunity set since the beginning of the program. 

— These allocation recommendations are simply guidelines, and Summit is comfortable with the existing exposure; however, 
moving forward, the underlying allocations should be watched to help ensure the portfolio remains well-balanced. 

— If there is a credit dislocation, the Board should look to increase exposure. 
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Global Dry Powder 

Source: Preqin 

PRIVATE EQUITY: CURRENT MARKET OBSERVATIONS 

● It is time to be cautious in the private markets.  

— Fundraising, dry powder and valuations are at or near all 
time highs.  

— Credit is easy to obtain and on favorable terms to equity 
sponsors, which can be good or bad depending on how 
the manager behaves. 

— Secondary pricing remains elevated, offering liquidity to 
LPs but also suggesting overconfidence in future returns.  

Global Fundraising 

Source: Preqin 

Purchase Price Multiples vs. R2000  

Source: S&P LCD, Bloomberg 



3 

Howard County Retirement Plans 
Private Equity Update 

PRIVATE EQUITY SUMMARY 

1. Information contained in this report is being derived using custodial data. 2. Custodial valuations may be lagged in comparison to actual fund valuations. 3. In the beginning life of 
a fund, fees and expenses are disproportionately large compared to investments (aka “J-Curve”); therefore, performance is considered not meaningful until a fund is about 50% 
drawn.  
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PRIVATE EQUITY: RECAP AND LOOK AHEAD 

● In 2014, Howard County approved the following commitments ($37.5 million): 

1) FLAG Private Equity Fund VI—$15.0 million. 

2) Neuberger Berman Crossroads XXI Special Situations—$15.0 million. 

3) Adveq Europe VI—$7.5 million. 

● In 2015, Howard County approved the following commitments ($12.0 million total): 

1) LGT Crown Asia-Pacific III—$5.0 million. 

2) 57 Stars Global Opps. 4—$7.0 million. 

● In 2016, Howard County approved a $10 million commitment to HarbourVest Co-Investment Fund IV. 

● For 2017, Summit again proposed a $10 million commitment budget; $5 million of which has been committed. 

— Initially targeted a venture capital fund of funds—Greenspring Associates’ Fund VIII was approved for a $5 million commitment by 
Howard County. 

— $5 million remains in the commitment budget for 2017—consider other areas of private equity throughout the remainder of 2017. 

o Summit recommends targeting Aberdeen VII at $5 million. 
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PRIVATE EQUITY COMMITMENT MODEL 

● The Commitment Model attempts to predict how much capital 
will actually be in private equity funds at a given point in time. 

— Estimates the commitments needed to reach and maintain 
the allocation target. 

— Diversifies the portfolio. 

o Reduces vintage year risk by staggering commitments. 

o Reduces strategy and sector risk. 

o Reduces individual general partner risk. 

— Schedule is monitored and adjusted over time by Summit. 

● The commitment model for Howard County assumes: 

— $847 million of total plan assets as of December 31, 2016. 

— 6.5% annual return on total plan assets. 

— 10.0% target to private equity. 

● In 2017, the model calls for $10 million of commitments. 

— Starting in 2016, commitments were reduced due to a 
higher than expected private equity market value and a 
decrease in the assumed annual return on total plan assets. 

— Return on total plan assets reduced from 7.5% to 6.5% to 
match the most recent asset allocation review.  

Year
Annual 

Commitments

Cumulative 

Commitments

Projected 

Market Value

 Partnership Inv. Target

(10% of Plan Assets) 

2015 $12,000,000 $147,000,000 $68,559,857 $77,671,138

2016 $10,000,000 $157,500,000 $92,571,803 $83,554,344

2017 $10,000,000 $167,500,000 $105,892,342 $88,985,376

2018 $10,000,000 $177,500,000 $114,980,591 $94,769,426

2019 $15,000,000 $192,500,000 $120,411,465 $100,929,439

2020 $25,000,000 $217,500,000 $122,039,685 $107,489,852

2021 $30,000,000 $247,500,000 $119,459,957 $114,476,692

2022 $40,000,000 $287,500,000 $120,334,668 $121,917,677

2023 $50,000,000 $337,500,000 $122,661,758 $129,842,326

2024 $50,000,000 $387,500,000 $131,769,833 $138,282,078

Commitment Schedule
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POTENTIAL MANAGER IDEAS 

● Aberdeen Private Equity VII 

— Pros: Continued commitment to focusing on the lower middle market is attractive; Strong track record; Concentrated portfolio of 12-14 
fund investments will allow best ideas to impact the overall portfolio; Very attractive fee structure; Early fund commitments are 
attractive (seasonal primaries). 

— Cons: A concentrated portfolio can yield excellent returns, but has the potential of greater downsides should any of the underlying 
managers underperform; Team is part of a very large asset manager that is in the process of merging with another large asset manager 
(Standard Life)—this could lead to a misalignment of interests with LPs; Fund IV (2008 vintage) has underperformed peers due to a 
prolonged J-Curve (4.5 years), though Aberdeen has learned from this and implemented J-Curve mitigating strategies in subsequent 
funds that have helped enhance performance. 

● Neuberger Berman Crossroads XXII – Special Situations 

— Pros: Strong prior performance; Compelling manager selection and concentration; Concentrated portfolio allows best ideas to impact 
performance; Flexibility to tilt between distressed debt and turnaround managers is attractive; Low management fees will help mitigate 
the J-Curve, as will the inclusion of secondaries/co-investments. 

— Cons: Concentration allows best ideas to impact performance, but it can also magnify underperforming funds; Differential carry for 
primaries (5%) and secondaries/co-investments (10%) could produce a conflict of interest between the manager and its LPs. 

● LGT Crown Co-Investment Fund II (LGT COI II) 

— Pros: Positive track record in the space, but most of these deals were made outside of a dedicated co-investment fund; the broad LGT 
platform can be used to source attractive deals and secure diverse deal flow; Lower fee burden than typical fund of funds, which should 
help enhance net returns. 

— Cons: Potential overlap or correlation with HarbourVest’s co-investment fund; LGT has only raised one other dedicated co-investment 
fund, so the historical track record is still relatively short; As with other co-investment funds, there is the potential for adverse selection, 
though this is mitigated by LGT’s primary fund of funds platform. 
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CONCLUSION 

● At the last meeting Aberdeen reviewed Howard County's investments in Funds V and VI.  Both funds are tracking very well 
with strong returns and early distributions.  The Board asked several questions regarding the fees of the underlying funds and 
how each firm used diligence to understand and manage these fees. Fund VI is fully committed and 45% called.  Fund VII is in 
the market for Aberdeen and has a competitive fee and better than market terms (10% hurdle).   In addition it has four 
primary commitments and three co-investments already.  

● Fund XXI for Neuberger Berman NB Special Situations was interviewed as well. It has been slower to commit and drawdown 
funds.  This shows strong patience on the part of the manager and should benefit the fund.  They have committed $185 mm of 
$280 mm, but only 15% has been drawn down.  The County has until late 2018 if they want to commit to Fund XXII. 

● Summit continues to recommend both firms, but recommends committing the remaining $5 million of the 2017 budget to 
Aberdeen Fund VII and revisiting Neuberger Berman’s Special Situations in 2018. 
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Disclaimer:  Summit Strategies Group (Summit) has prepared this report for the exclusive use by its clients.  The information herein was obtained from various sources, which Summit believes to be reliable, and may contain opinions developed by Summit.  Summit does not 
guarantee the accuracy or completeness of the opinions, observations or other information contained in this report.  The opinions, market commentary, portfolio holdings and characteristics are as of the date shown and are subject to change.  Past performance is no guarantee of 
future performance.  No graph, chart, or formula can, in and of itself, be used to determine which managers or investments to buy or sell.  Any forward-looking projection contained herein is based on assumptions that Summit believes may be reasonable, but are subject to a 
wide range of risks, uncertainties and the possibility of loss.  Accordingly, there is no assurance that any estimated performance figures will occur in the amounts and during the periods indicated, or at all.  Actual results and performance will differ from those expressed or implied 
by such forward-looking projections.  Any information contained in this report is for informational purposes only and should not be construed to be an offer to buy or sell any securities, investment consulting or investment management. 


