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Over the past few years and with increasing frequency, real estate 
investment managers and their investors have been exploring 
ways to recapitalize opportunistic or value-add investments with 
longer-term (and often lower cost) capital. 

While continuation vehicles were once viewed in a negative light, 
due to the potential conflicts between GP and LP interests, or 
to the tendency for such vehicles to be utilized only when there 
had been a failure or delay in accomplishing a fund’s objectives, 
market sentiment is rapidly changing. Blackstone’s nearly US$15 
billion recapitalization of BioMed Realty at the end of 2020 
took what might have been a taboo conversation with an LP and 
brought it to the mainstream, and their announced €21 billion 
recapitalization of Mileway just sixteen months later established 
this type of transaction as a mainstay liquidity strategy for the 
private equity giant. 

Blackstone is by no means alone. In a January 2022 update, 
Landmark Partners noted that GP-led transactions involving 
the recapitalization of funds and property portfolios reached  
US$7 billion of net asset value in 2021, representing a 25% 
increase year-over-year and a 38% annual growth rate over the 
last five years.1 Anecdotally, the authors have also seen a similar 
increase in interest for these types of transactions among both 
clients and institutional LPs.

While continuation vehicles 
were once viewed as a  
signal of delay or failure, 
market sentiment is  
rapidly changing.

CONTINUATION FUNDS 2.0

Traditionally, secondary trades have been driven primarily by 
end-of-life fund situations or LPs otherwise seeking liquidity. 
In those cases, the buyer is typically seeking higher returns for 
providing such liquidity. More recently, however, most secondary 
trades have been led by the GP (Exhibit 1), and in 2021, 74% of 
these trades comprised “in-favor” sectors such as rental housing, 
logistics, and data centers (Exhibit 2).2

EXHIBIT 1: TOTAL TRANSACTION VOLUME,  
LP- VS. GP-LED
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EXHIBIT 2: TOTAL GP-LED TRANSACTIONS IN 
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Rather than end-of-life scenarios, the new iteration of 
recapitalization transactions typically (1) provide an early liquidity 
event that demonstrates strong performance for the fund and (2) 
provide the continuing investors with a high-quality portfolio, 
sometimes with potential future value creation opportunities that 
could not be executed in the prior fund due to an expired investment 
period. Increasingly, these continuation funds may serve as the 
formation transaction for an open-end fund, where managers can 
raise additional capital to make new investments over time. 

MANAGER’S PERSPECTIVE

As a benefit for managers, a continuation fund represents a way 
for the manager to recognize a capital event (and therefore earn 
a promote) while retaining the asset base on a go-forward basis. 
These transactions can also unlock tremendous enterprise value, 
as we have seen some of the highest EBITDA multiples for fees on 
perpetual capital. In addition, maintaining a larger portfolio can 
generate better proprietary information and increased relevancy 
to potential tenants—benefits which should also translate to 
better investor returns.  

INVESTOR BENEFITS

The benefits for the fund’s existing investors may be slightly less 
apparent but can be similarly powerful. At a high level, institutions 
on average remain significantly below their target allocation to 
real estate. According to Hodes Weill’s most recent Institutional 
Real Estate Allocations Monitor, conducted in partnership 
with Cornell University’s Baker Program in Real Estate, target 
allocations to real estate are at 10.7%, but actual allocations are 
only at 9.3%; that 140 BPS spread is the largest since we began 
conducting the survey nearly a decade ago.3 

EXHIBIT 3: ACTUAL VS. TARGET ALLOCATION, 2015–2021

It follows that institutions should be more interested in finding 
ways to stay invested rather than have capital returned to them 
via asset sales. This is particularly true for certain sectors 
experiencing long-term structural changes, such as data centers 
or life science real estate, where systemic undersupply is creating 
not only a strong fundamental outlook, but a limited number 
of investable opportunities. Indeed, many investors have already 
been pursuing “built-to-core/long-term hold” strategies for 
similar reasons, so why not look to the assets already held in 
their private closed-end funds?

EXHIBIT 4: ESTIMATED BREAKDOWN OF 2021 
INVESTMENTS, ALL INSTITUTIONS

Another macro trend at play is the preference among institutions to 
do “more with fewer.” In 2021, 65% of investments were expected 
to be allocated to managers with which the institution had a pre-
existing relationship. As investors expand their relationships 
with their current roster of managers, they stand to benefit from 
reduced frictional costs (e.g., diligence, legal, etc.) and streamlined 
portfolio management of their investments. When contemplating 
“doing more” with a sector specialist, expanding across various 
risk strategies makes sense.

Putting aside allocation decisions and preferences, continuation 
funds also offer certain benefits with respect to the underlying 
real estate. If an investor were to choose the best manager for its 
core real estate holdings, it would likely be the same group who 
initially developed or otherwise improved the asset. For investors 
seeking core or core-plus exposure, a fund recapitalization can 
provide access to a diversified portfolio of considerable scale while 
saving on the transaction costs of acquiring new assets. Investors 
may also capture certain tax benefits of recapitalizing limited 
partner interests not available when trading real estate.
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NEXT STEPS

As continuation funds continue to proliferate in the market, 
we expect increased institutionalization and uniformity of the 
terms and processes for these types of transactions. Investors 
should not be surprised to see fund documents with language 
that specifi es upfront how a recapitalization or continuation fund 
might take place. 

While continuation vehicles were once viewed in a negative 
light—a tool to be used for hard-to-sell assets or funds at the end 
of their lives—they are now growing increasingly popular and are 
often stocked with the best assets from promising sectors. And 
with continued investor under-allocation to real estate, we don’t 
see the trend slowing anytime soon, despite the complexities. 
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NOTES

POTENTIAL CONFLICTS

With all their potential 
benefi ts, continuation funds 
also pose obvious challenges 
to investors. With the manager 
on both sides of the table for 
a recapitalization transaction, 
investors are right to approach 
these opportunities with a 
certain amount of skepticism. 
As Thomas Albright, a private 
equity investment manager for 
the Teacher Retirement System 
of Texas puts it, “Our model 
historically has been built on 
alignment of incentives, and 
GP-led vehicles, continuation 
vehicles, break that model a 
little bit.”4 In addition, the 
option put to the investor of 
whether to cash out or roll 
its interest is more decision 
making than an LP might be 
accustomed to (and often in 
a tighter timeline than an LP 
typically operates). 

Refl ecting the sharp increase 
in activity for these GP-led 
recapitalizations and the 
complicated nature of these 
transactions, the SEC recently 
proposed new rules for adviser-
led secondaries, which they 
defi ned as any transaction 
initiated by an adviser or 
manager that offers investors 
of a private fund the choice to 
either sell their interest in the 
private fund or convert their 
interest into another vehicle 
advised by the same manager. 
The proposed rules would 
result in increased reporting 
requirements as well as new 
procedures in the event of 
a manager-led secondary 
transaction. Specifi cally, 
a registered private fund 
adviser would be required to 

provide investors a fairness 
opinion from an independent 
opinion provider, which the 
SEC believes provides “an 
important check against an 
adviser’s confl icts of interest 
in structuring and leading a 
transaction from which it may 
stand to profi t at the expense of 
private fund investors.”5

Regardless of the adoption 
of these proposed rules, the 
industry, via investor demand, 
has shifted towards more 
rigorous processes for these 
transactions. Using the recent 
Mileway transaction as an 
example, existing investors 
were provided with two 
fairness opinions (one with 
respect to the consideration 
to be received and the other 
to the real estate value) as 
well as a “go shop” process 
run by Blackstone. Indeed, 
LPs expect their managers 
to be transparent about the 
options, benefi ts, and costs 
associated with continuation 
vehicles as well as the process 
being run. Managers should 
communicate their intentions 
as early as possible to allow 
ample time for LPs to evaluate 
the opportunity, particularly 
in light of the very different 
underwriting process of a 
portfolio of assets compared 
with that of a blind pool fund, 
where the LP spends more time 
on the manager’s strategy, track 
record, and investment process. 


