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PE CFOs’ Cash Flows and Liquidity Poised for Recovery 
Sector Outlook: Stable 
Fitch Ratings expects private equity collateralized fund obligations (PE CFOs) to receive 
more consistent cash flows in 2021, as distributions from underlying PE funds (defined as 
including all strategies, including buyout, credit, real estate, energy and others) recover from 
the impact of the COVID-19 pandemic in 2020. Underlying funds with exposure to sectors 
less affected by the pandemic, such as healthcare and technology, are likely to continue 
providing a baseline for distributions to PE CFOs, even if market volatility returns.  

Valuations of PE funds, and therefore PE CFO net asset values (NAVs), are likely to be 
supported by the projected global economic recovery, COVID-19 vaccine development and 
low interest rates. Despite these initial positive indicators, Fitch’s stable outlook for the 
sector reflects an expectation that fund holdings more affected by the pandemic could 
experience depressed valuations and extended holding periods heading into 2021. Risks of 
additional market volatility or further economic impact from COVID-19 remain, which could 
again disrupt distributions to PE CFOs and impact valuations more broadly in portfolios. 

Rating Outlook: Stable  
Fitch’s 2021 rating outlook for PE CFOs is stable, reflecting funds’ ability to weather the 
negative impacts of the coronavirus, with distributions and valuations on an initial path of 
improvement. PE CFO distributions and available cash balances have been sufficient to 
satisfy capital calls and liabilities so far, and have left contingent liquidity lines across all Fitch-
rated transactions undrawn.  

Capital calls to support underlying funds’ portfolio companies and pay down subscription 
facilities are expected to moderate in 2021, which could put PE CFOs in a better liquidity 
position in the coming year, absent material capital deployment by PE funds for acquisitions. 
Due to the market volatility in 2020, valuation markdowns triggered loan to value (LTV) 
covenants for some PE CFOs, but a relatively quick market recovery and note amortization 
allowed these PE CFOs to return to compliance with LTV covenants. We expect credit 
enhancement to continue to increase as valuations are marked up to levels in line with 
improved market conditions and normal debt paydowns continue.  
  

  

Greg Fayvilevich, Senior Director  

“Fitch expects cash flows to PE CFOs to be relatively more stable 
in 2021, supported by exposures to the strong-performing 
technology and healthcare sectors, projected economic recovery 
and low interest rates.” 
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What to Watch  

• Pace of PE fund exit activity and length of holding periods, particularly in more stressed 
sectors, and the impact on PE CFO liquidity levels. 

• Developments in the regulatory risk-based capital guidance for PE CFO obligations. 
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PE CFO Market Continues to Gain Traction
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Holding Periods Expected to Lengthen; Some Distributions Delayed 
Fitch expects holding periods of PE funds’ portfolio companies to lengthen amid the market 
downturn in 2020. For portfolio companies, funds’ general partners (GPs) identified growth 
opportunities through bolt-on acquisitions during the market volatility in the second quarter. 
The value-add for these investments will take time to be realized, extending holding periods 
beyond GPs’ initial projections. Additionally, GPs have marked down valuations for 
companies in COVID-19-affected sectors such as energy, hospitality and transportation. 
Holding periods are expected to increase significantly for these companies, as the sectors 
recover and reposition in a post-pandemic environment. Fitch does not expect delayed 
distributions due to increased holding periods to affect PE CFO ratings in 2021, as they may 
be counterbalanced by continued exit activity in sectors less affected by COVID-19, and as 
such stress scenarios are considered in Fitch’s analysis. However, if the economic and market 
recovery reverse course, significant increases in delayed distributions could cause negative 
rating pressure. 

According to Fitch’s Global Economic Outlook, GDP growth rates for 2021 in the U.S., Europe 
and China are forecast at 4.5%, 4.7% and 8.0%, respectively. The continued economic 
recovery and low interest rates may support improving valuations, leading to increased credit 
enhancement for Fitch-rated PE CFO transactions. However, Fitch forecasts a 5%–6% 
default rate for the leverage finance market by YE21, with a cumulative rate of 15%–18% 
from 2020-2022, slightly below the 22% rate between 2008 and 2010. Heightened defaults 
would negatively affect the value of some underlying positions in PE CFOs, in both equity and 
credit strategies. 

Regulatory Uncertainty Remains Despite Progress for PE CFO Insurance Investors 
More than a year ago, the U.S. National Association of Insurance Commissioners (NAIC) 
published a proposed rule to apply equity-like capital treatment to PE CFO liabilities held by 
insurance companies, as opposed to the current debt-like capital treatment. The proposed 
rule also puts forth a prohibition on insurers sponsoring PE CFOs. Since insurers make up a 
big portion of the investor base in PE CFO notes, the proposed changes had the effect of 
curtailing demand from insurers in investing in PE CFOs. 

Since then, the NAIC received feedback from the industry, published a revised proposal and, 
in October 2020, published a further-revised proposal. Under the latest proposed rule, the 
NAIC introduced a principles-based approach for determining which types of asset-backed 
securities (ABS) will receive debt-like capital treatment. Defining characteristics of the ABS 
to be treated as debt-like include: the assets collateralizing the debt issuance are expected to 
be the primary source of cash flows for debt repayment; and the securitization redistributes 
the credit risk of the underlying assets through tranching and subordination.  

The revised proposal is subject to public comments through December 2020. While the 
progress made on this issue so far has helped clarify the expected regulatory treatment for 
PE CFO notes to some extent, until the proposal is finalized some level of uncertainty will 
remain and is likely to remain a headwind for sector growth. Fitch does not envision the 
finalization of the rule having any rating impact on existing transactions.  
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Global Buyout Exits by Sector
Consumer Discretionary Consumer Staple Defence
Energy (O+G) Energy (Other) Financial Services
Healthcare & Pharma Hospitality Infrastructure
IT Logistics Manufacturing Goods
Natural Resources (Ex. Energy) Real Estate Telecommunications/Media
Utilities Number of Exits

Source: Preqin Pro.

https://www.fitchratings.com/topics/outlooks


 

 

 

 
Fund & Asset Managers 

Private Equity CFOs 
Global 

    

 Outlook │ December 7, 2020 fitchratings.com/outlooks  3  

Applicable Criteria 
 

Private Equity Collateralized Fund Obligations (PE CFO) Rating Criteria (December 2020) 
 

 

Related Research 
 

2021 Outlooks  

Global Economic Outlook -December 2020 (December 2020)  

PE CFOs: Securitizing Private Equity Fund Interests (A Primer Based on Questions from 
Market Participants)(October 2019) 

MCA Fund III Holding, LLC (October 2020)  

Nassau 2019 CFO LLC (September 2020) 

Astrea V Pte. Ltd. (June 2019) 

 

 

 

 

Analysts 
Greg Fayvilevich 
+1 212 908-9151 
greg.fayvilevich@fitchratings.com 
 
Domenic Bussanich 
+1 646 582-4874 
domenic.bussanich@fitchratings.com 
 
Peter Gargiulo 
+1 212 612-7762 
peter.gargiulo@fitchratings.com 
 

 

  

https://www.fitchratings.com/topics/outlooks
https://www.fitchratings.com/site/re/10143577
https://www.fitchratings.com/topics/outlooks
https://www.fitchratings.com/site/re/10145707
https://www.fitchratings.com/site/re/10091050
https://www.fitchratings.com/site/re/10091050
https://www.fitchratings.com/site/re/10141317
https://www.fitchratings.com/site/re/10088478
https://www.fitchratings.com/site/re/10079545
mailto:greg.fayvilevich@fitchratings.com
mailto:domenic.bussanich@fitchratings.com
mailto:peter.gargiulo@fitchratings.com


 

 

 

 
Fund & Asset Managers 

Private Equity CFOs 
Global 

    

 Outlook │ December 7, 2020 fitchratings.com/outlooks  4  

 

 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK: 
HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB 
SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, 
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. 
FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS 
BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE. 
 
Copyright © 2020 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights 
reserved. In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of 
the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch’s factual 
investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and 
nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other 
reports provided by third parties, the availability of independent and competent third-party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and reports should understand 
that neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the 
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax 
matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and 
forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed. 
 
The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the 
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of 
individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals 
identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and 
presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to 
buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, 
other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular 
insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert 
in connection with any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, 
Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers. 
 
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended 
to be used by persons who are retail clients within the meaning of the Corporations Act 2001. 
 

https://www.fitchratings.com/topics/outlooks
https://www.fitchratings.com/site/definitions
http://www.fitchratings.com/

	Greg Fayvilevich, Senior Director 
	Sector Outlook: Stable
	Rating Outlook: Stable
	What to Watch 
	Holding Periods Expected to Lengthen; Some Distributions Delayed
	Regulatory Uncertainty Remains Despite Progress for PE CFO Insurance Investors
	Applicable Criteria
	Related Research
	Analysts

