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Introduction

Over the years, private equity (PE) has become the dominant force in the M&A market. 
There are approximately 4,000 active PE sponsors worldwide, with PE accounting for 22% 
of total M&A activity in the Americas and 29% in EMEA in 2024.

In the wake of the 2007–2009 financial crisis, the PE business model was propelled by 
cheap debt. PE gained ever greater allocations from LPs in a shift from public to private 
markets, offering stickier valuations and the potential for index-beating returns.

The post 2021 inflationary environment, however, shifted the momentum. Interest rate rises 
cooled off the markets. Fund formation became more challenging. As at March 2025, "dry 
powder" – capital committed by investors (LPs) to PE funds but not yet deployed into 
investments – was down 5.2% from its record year-end high of US$ 2.31 trillion in December 
2023.

At the same time, PE firms have been forced to rethink how they create value as 
renewed geopolitical volatility, high entry valuations and prolonged exit timelines reshape 
the industry. Global inventory of PE-backed portfolio companies rose to around 32,500 by 
the end of 2025, up from 29,400 a year earlier.

Nevertheless, by the end of 2025, global PE deal value was again approaching levels last 
seen before the post-2021 slowdown, while exit value far surpassed full-year totals from 
each of the prior three years – climbing to US$ 1.35 trillion from US$ 896 billion in 2024.

The intricacies of transacting with PE sponsors are driven by the unique characteristics of 
PE buyers and sellers. In this chapter, we outline key considerations of selling to, buying 
from, or co-investing with PE sponsors.

Basic structure of PE funds

Financial buyers that focus on targeted returns

PE funds are "financial buyers" or financial sponsors. They pursue a relatively short-term 
investment strategy geared towards an exit from the outset. This is unlike "strategic buyers" 
or "trade buyers", which typically look to integrate a business and develop synergies. 
Accordingly, PE sponsors undertake investments with the clear objective of realising a 
targeted return from day one. This objective is achieved through various exit strategies, 
such as trade sales, secondary buyouts, initial public offerings (IPOs) and dual track 
processes, typically within a three- to seven-year time frame from the initial buyout. During 
the holding period, the PE sponsors will seek to implement value-enhancement strategies 
to maximise EBITDA (since a key valuation method in private M&A is the multiple to 
normalised EBITDA).

Capital calls and distributions
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LPs in a PE fund do not contribute their capital commitment up front. Instead, a sponsor will 
call on capital commitments as and when the PE fund makes investments. This approach 
ensures that cash does not sit idle, which would otherwise negatively impact the PE 
fund's internal rate of return (IRR). PE sponsors manage cash flow streams tightly, draw 
down capital for investments and make distributions to investors as they realise returns 
from divesting portfolio companies. The efficient management of cash and calls for capital 
contributions are fundamental to maintaining the fund's performance metrics. That has 
been greatly helped by the relatively recent prevalence of subscription facilities, allowing 
PE sponsors to draw short-term debt as a bridge to equity (and even to shorten holding 
periods).

It is worth noting that there has been a fairly recent trend with the emergence of "fundless 
sponsors". These sponsors are not managing traditional PE funds but set up ad hoc 
investment vehicles on a deal-by-deal basis. Sellers need to due diligence at early stage 
the nature of the commitments and assess non-funding risks.

Fee structure

In broad terms, PE sponsors collect both a management fee and a "carry" or "promote", 
adhering to a fee structure that historically followed the 2-and-20 rule. Management fees, 
calculated as a percentage (eg, 2%) of the capital commitments (during the investment 
period) and capital invested (after the expiration of the investment period), are charged to 
cover the sponsor's daily overhead expenses. Management fees are collected quarterly. 
The carry is an outsized allocation of the profit generated by the PE fund's investments. 
It is paid to the sponsor pursuant to a waterfall set out in the constitutional documents of 
the PE fund (the limited partnership agreement). The waterfall typically contemplates: (1) 
the return of investments to the LPs; (2) the payment of a preferred or hurdle return on 
investments to the LPs (typically around 8%, although some very established sponsors do 
not have any hurdle); (3) a catch-up for the PE sponsor; and (4) an 80:20 allocation of the 
profits, following either an American or European waterfall process. The carry is intended 
to incentivise the sponsor management team to achieve greater returns, rewarding it for its 
successful investment strategies.

Key investment strategies

PE sponsors are continually adapting their investment strategies to navigate current 
market trends and economic contingencies. PE sponsors rely on three principal investment 
strategies.

Buyout

The most common form of PE investments is the leveraged buyout (LBO), where a PE fund 
purchases a majority or controlling stake in a target. For an LBO, the PE fund typically uses 
a mix of equity and debt. The debt is intended to operate as a lever for greater returns upon 
an exit. The "lever effect" exists because sources of debt finance (banks or bondholders) 
receive a fixed return on their investment, unlike the PE funds, which will receive the residual 
and share in the upside as equity providers. In addition, in many jurisdictions, the deduction 
of debt interest from taxable income provides a shield against corporate income taxes 
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(this is difficult to achieve in Switzerland). The controlling stake enables the PE sponsor to 
implement operational improvements and shifts in strategies to boost the target's EBITDA. 
According to PitchBook, LBOs represented approximately 66% of all PE deals in Europe 
in 2024. If the target is public, the LBO often is billed as a "P2P" or a "public to private" 
transaction. P2Ps were a defining feature of 2025, accounting for roughly half of total global 
deal value growth.

Growth

Unlike LBOs, growth investments involve acquiring a minority stake in a company. This is a 
funding mechanism for further growth. Similar to VC investments, these transactions do not 
use debt and focus on companies that are still expanding but show a degree of profitability. 
Growth equity can also serve as rescue financing and potentially a toehold ahead of a 
full-blown acquisition. Growth financing accounted for approximately 11% of PE deals in 
Europe in 2024, as per data published by PitchBook. They were particularly prevalent during 
the covid-19 pandemic where a dry-up in the debt market prompted PE sponsors to resort 
to growth investments.

Mezzanine

Mezzanine financing is a hybrid strategy that blends elements of debt and equity. It involves 
providing fixed income capital but also includes options for converting debt into equity, often 
paired with warrants allowing the PE fund to purchase additional equity on predetermined 
terms. This strategy can be used alongside LBOs, offering an incremental financing option, 
for example to enable greater leverage when the banks financing an LBO have hit the 
maximum leverage they would underwrite (typically starting from 6x EBITDA).

Buying from PE

When a strategic considers purchasing a company from a PE fund, several key areas 
require careful consideration, including the overall style of the agreement, purchase price 
mechanisms, conditionality and post-closing recourse.

Overall agreement style

The general style of an acquisition agreement can significantly influence the balance of 
power between the buyer and the seller. Generally, US-style agreements are perceived 
to be buyer-friendly. The reason for this is that they contemplate a shift of the business 
risks from the seller to the buyer at closing, offering more protection to the buyer. On the 
other hand, UK-style agreements tend to be seller-friendly, with a shift of the business 
risks from the seller to the buyer at signing, minimising any potential recourse of the buyer 
against the seller. Continental-style agreements may offer a mix of these features. However, 
when the seller is a PE sponsor, agreements in Switzerland typically lean towards the UK 
model and will be seller-friendly. This is reflected in, among other features, the pricing of 
the transaction, conditionality and post-closing recourse.

Purchase price mechanism

Selling to, Buying and Partnering with Private Equity Firms Explore on Lexology

https://www.lexology.com/indepth/swiss-m-and-a/selling-to-buying-and-partnering-with-private-equity-firms/?utm_source=GTDTGUIDES&utm_medium=pdf&utm_campaign=Swiss+M%26A+2026


 RETURN TO SUMMARY

The valuation of a private business typically is made on a cash-free, debt-free basis to yield 
an enterprise value derived from an EBITDA multiple. To calculate the equity value, any 
net debt and debt-like items are subtracted from the enterprise value, with adjustments 
made for any delta to normalised net working capital. These adjustments can be made on 
the basis of either a locked-box (at signing) or completion accounts (at closing). PE sellers 
prefer the locked-box mechanism. In a locked box, the equity value is fixed at signing based 
on a previously agreed-upon balance sheet (the "locked box accounts"). With a locked 
box, the PE seller does not have to accommodate any post-closing true-up that may make 
capital calls and debt drawdowns complicated, although this consideration has been greatly 
smoothed out with the emergence of subscription facilities, enabling much greater flexibility 
for the PE sponsor. A locked box also tends to favour the seller by placing the onus on the 
buyer to thoroughly due diligence the locked-box accounts.

With median PE purchase multiples at 11.8 times EBITDA in 2025, the margin for error in 
auditing the locked-box accounts is correspondingly narrower. Buyers should budget for 
specialist accounting support in this exercise.

Conditionality

Because a transaction with a PE seller will typically effect a shift of the business risks at 
signing, the acquisition agreement will normally include only minimal conditions precedent. 
This means the buyer is essentially committed from the signing date, with the SPA only 
contemplating limited conditions precedent, such as merger control or other (mandatory) 
regulatory approvals (eg, FDI). This setup contrasts with buyer-friendly agreements, which 
will have a greater array of conditions precedent, including a bring-down of the business 
representations at closing (to a "material adverse change" (MAC) standard for business 
representations and warranties), a stand-alone MAC clause and compliance with interim 
covenants.

Post-closing recourse

A PE seller will want to drastically limit any potential post-closing recourse. Post-closing 
recourse could either require the PE seller to make additional capital calls, delay the 
unwinding of the PE fund at the end of its life or render it considerably more complex. This is 
the reason why, for example, PE funds in the UK do not give any warranty other than on "title" 
(the business warranties are given by management in a separate management warranty 
deed). Since the emergence of the W&I insurance product, the typical approach for a PE 
fund in Switzerland is to contemplate a liability cap brought down to 1 Swiss franc with the 
effect that any buyer will have to resort to other measures, mainly insuring the transaction. 
This approach allows PE sellers to significantly reduce their potential post-closing liability, 
although many PE sellers remain concerned with any potential for fraud-based claims 
against the fund or the investment team overseeing the sale. To minimise this exposure, 
PE funds pay particular attention to the disclosure process.

On balance, any buyer of a portfolio company held by a PE fund must anticipate that the 
PE seller will seek to structure the sale in a manner that offers as clean a break as possible 
to the seller. If W&I insurance is required in an auction, a bidder will plan the due diligence 
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exercise accordingly, as insurance coverage typically requires thorough due diligence of all 
relevant risk areas.

Selling to PE funds

It is likely that PE buyers will be important bidders in any sale process. This is especially 
true at times of greater volatility, when strategic buyers are more skittish and remain on 
the sidelines. Given the limited life cycle of a PE fund, retreating from deal-making is not a 
viable option for a financial sponsor to adopt for an extended period of time. Accordingly, the 
seller must anticipate what will be the requirements of PE buyers to position the transaction 
effectively.

Transaction structure

PE funds typically set up a special purpose vehicle (SPV), or a "newbuild shell", for each 
acquisition. Often, the structure involves more than one SPV to layer the debt and equity, 
creating a "wedding cake" of SPVs. It will be fundamental for the buyer to understand the 
acquisition structure if any form of "rollover" is proposed or asked by any party, especially 
when a rollover is coupled with contingent or deferred consideration. For example, the seller 
may have to due diligence the acquisition structure for any tax exposure and the manner 
in which any contingent or deferred consideration will be funded post-closing.

Debt <nancing

PE sponsors heavily rely on debt financing to fund acquisitions.

'Financing outs’, namely conditions precedent included in the acquisition agreement that 
would allow a buyer to walk away from a deal if acquisition financing fails, have become 
exceedingly rare following the global financial crisis of 2007–2009 (during which banks 
pressured bidders to invoke the conditions). Despite the fact that a financing out is no longer 
market, sellers still need to due diligence the PE buyer's financing arrangements closely 
to ensure that the financing will be available upon closing. This due diligence should occur 
before granting preferred bidder status in an auction (in other words, the binding bid of 
a PE buyer should be underpinned by debt commitment papers) or entering into an SPA 
in a bilateral negotiation, ensuring that the PE firm has committed financing to complete 
the LBO. In particular, the seller should closely consider the conditions to financing, which 
should be aligned with the conditionality in the acquisition agreement (on the "SunGard" 
model) or be close to or on a certain fund basis. Financing sources' commitment should 
endure until the long stop date in the acquisition agreement.

Separately, acquisition finance put together by the PE sponsor, particularly if it involves a 
bridge to capital market debt, such as high-yield bonds, can necessitate specific financial 
statements and may require the target's assistance and cooperation during the marketing 
process, which will be spelled out in the acquisition agreement. The acquisition agreement 
will typically include representations from the PE buyer on the committed financing and a 
covenant to use the required level of efforts to draw upon the financing upon the closing.

Equity

Selling to, Buying and Partnering with Private Equity Firms Explore on Lexology

https://www.lexology.com/indepth/swiss-m-and-a/selling-to-buying-and-partnering-with-private-equity-firms/?utm_source=GTDTGUIDES&utm_medium=pdf&utm_campaign=Swiss+M%26A+2026


 RETURN TO SUMMARY

The equity contribution or "equity ticket" in an LBO typically ranges from 20% to 30%, 
although this varies depending upon market conditions and the availability and cost of debt. 
Since they will face a newbuild shell as contracting parties, sellers will request that the PE 
fund deliver an equity commitment letter (ECL) to the SPV as evidence of the availability 
of sufficient equity financing to close the acquisition and to pay any damages or reverse 
broken deal fees due by the SPV if the deal were to break between signing and closing. 
Importantly, the equity commitment letter should be binding and grant limited third-party 
beneficiary rights to the seller to provide direct recourse against the PE fund in specified 
circumstances.

Given the acute pressure on distributions across the industry, sellers should also be alive 
to the possibility that the equity ticket for any given deal may draw disproportionately on LP 
co-investment or SWF capital rather than the fund's blind-pool resources, which may affect 
the counterparty credit quality of the ECL and the governance of the acquiring entity.

Deal certainty

Traditionally, sellers have viewed PE funds as attractive buyers owing to their lower 
merger control risk and superior deal execution capabilities, which typically lead to faster 
transactions and greater certainty of execution. However, it is important to consider that 
the demographics of the LPs in a PE fund, such as sovereign wealth funds, can raise the 
risks that regulatory filings under FDI regimes may be required. A number of megadeals in 
2025 – including transactions in which sovereign wealth funds supplied equity – illustrate 
how large PE-sponsored transactions increasingly attract FDI scrutiny. Additionally, there 
is a growing trend towards increased regulatory scrutiny of PE firms, particularly under 
merger control regimes. This fluctuating regulatory landscape means that while PE buyers 
can offer a smoother path to deal completion, the complexities linked to their investor base 
and heightened regulatory attention must be navigated carefully to ensure a successful 
transaction.

Focus on management

For a PE buyer, a fundamental consideration underpinning any acquisition will be the 
quality of the target's management team. A PE sponsor would not acquire a business 
unless it has formed a strong conviction on the target's existing management or has 
successfully onboarded a competent management team to steer the company forward. This 
emphasis on management quality means that a PE buyer will meticulously due diligence the 
management team. Linked to this, the hallmark of private equity investments is the provision 
of substantial management incentivisation packages (known as "manpacks") by granting 
the management team equity, designed to reward superior performance and ensure the 
alignment of management's interests with those of the PE sponsor. From the point of 
view of the seller, consideration will need to be given as to the proper representation of 
management in an LBO (there are a range of service providers and specialised counsel to 
negotiate the manpack term sheets with potential buyers) and mitigation of any potential 
conflicts of interest as the allegiance of management may quickly shift to the forthcoming 
PE employer offering the best incentive terms to management.
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Under certain conditions, individuals who are tax resident in Switzerland have the possibility 
to realise tax-free capital gain on their private investments. This is very attractive for Swiss 
resident management. At the same time, as the managers are most often employees of the 
target company, their investment return is also at a high risk of being – at least partially – 
requalified into taxable income by the tax authorities (eg, based on non-competes or bad 
leaver forfeiture). Consequently, for a PE fund to submit an attractive offer to management 
as part of its bid, the management incentive package must be carefully structured and 
diligenced from a tax perspective. In Switzerland, it is possible and usual to get a tax ruling 
for such arrangements to lock in favourable tax treatment.

Transitional services

Unlike corporate buyers, especially where they acquire a business directly rather than via 
a portfolio company in an add-on, bolt-on or tuck-in transaction, PE buyers typically do 
not have the infrastructure to immediately provide group or headquarters functions, such 
as legal, regulatory compliance, finance, taxation, human resources, procurement and IT 
services. This may necessitate the provision of transitional support by the seller for a limited 
period of time post-acquisition. To enhance the likelihood of a successful sale to a PE fund, 
it is thus advisable for sellers to proactively consider and, if necessary, include a proposal 
for transitional support as part of the package presented to potential buyers, alongside any 
vendor due diligence and the acquisition agreement.

Co-investing with PE

There is an array of co-investing formats for PE sponsors: whether the PE fund acts as 
an institutional investor alongside a strong CEO or management team or the PE fund 
co-invests with other PE funds to acquire a target in a consortium (ie, a club deal). More 
rarely, PE sponsors also co-invest with strategic partners. This type of co-investing presents 
unique opportunities and challenges given the asymmetry of interests: financial for the PE 
sponsor and strategic for the trade buyer. Despite this asymmetry, some PE sponsors have 
a strong record of successful strategic partnerships.

Consortiums

In  a  consortium,  the  agreement  among  PE  funds  will  typically  centre  around 
the  decision-making  process  for  an  exit. A  typical  agreement  contemplates  joint 
decision-making for liquidity events during an initial period of time, followed by provisions 
allowing unilateral actions triggering an IPO or a sale. For example, in the initial phase 
of the consortium, spanning the first four years, any decision regarding a liquidity event, 
such as a divestiture or refinancing, may require mutual agreement among the PE funds. 
This consensus-based approach ensures alignment and shared strategic direction during 
the critical early stages of the investment. Transitioning into the fifth year, the agreement 
may grant each member the autonomy to unilaterally trigger the launch of an IPO process. 
Beyond the fifth year, the PE funds may have the option to initiate a sale of their stake in the 
company, with such actions being subject to a right of first offer held by the other members.

Strategic sale considerations
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When, instead of a consortium linked to a future exit, a PE fund enters a strategic 
partnership with a trade buyer, discussions typically revolve around the buyout of the PE 
fund at some point in time. This can be structured on the basis of a pair of put and call options 
based on pre-agreed multiples of the last 12 months’ normalised EBITDA. For example, the 
PE sponsor might not have any put during the first two years of the strategic partnership. 
Then starting on the third year, the PE sponsor may have a put, and the strategic may 
have a call, but at an asymmetric strike price contemplating a lower multiple for the put 
than for the call. After a period of five or seven years, the put and call can continue to be 
exercisable but at the same multiple for both options, offering a predefined exit strategy that 
aligns with the PE fund's investment horizon and return objectives. This setup allows either 
party to initiate a sale at predetermined times and prices, reflecting the PE firm's belief in 
the strategic partner’s ability to create synergies and enhance the EBITDA base.

Practitioners should keep in mind that transitioning from joint to single control introduces 
its own set of challenges, including merger control considerations.

Conclusion

Understanding the nuances of the PE industry, the operational characteristics of PE funds 
and the intricacies of transacting with PE sponsors – whether buying from, selling to, or 
co-investing alongside PE funds – is a prerequisite for trade buyers and sellers to execute 
M&A transactions effectively and successfully. The combination of record entry multiples 
(11.8 times EBITDA), higher borrowing costs, compressed management fees, and an 
unprecedented backlog of unrealised assets has placed intense pressure on sponsors to 
generate genuine operational value and return capital to investors on schedule. As the PE 
industry continues to evolve, it is essential for trade buyers and sellers to keep up with new 
developments in this market.
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