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Headline internal rate of return (IRR) figures on secondary strategies may look
attractive on paper, but they rarely tell the whole story. There are other metrics to
track that can also reveal more about the potential of any prospective investment -
and the possible risk involved.

Over years of meeting investors across the globe, I've heard the same refrain: “The IRR looks strong.”
But while secondaries strategies can often show a high IRR figure, especially if it's presented as ‘since
inception’, these figures can sometimes be overly flattering.

Because secondaries investors are acquiring de-risked All this is to say that while IRR is not irrelevant, it's far from
assets at a discount, often with near-term distributions sufficient. As more investors engage with secondaries and
available, the potential IRR on offer can seem particularly evergreen structures, it's time to reframe the narrative,
attractive. But those distributions may be gated, or and consider what pieces of data investors should be
redemption windows may be limited, offering quarterly considering alongside IRR.

liquidity of up to 5% of a fund’s NAV. This can leave
investors unable to realize those returns on demand,
leaving that suggested IRR figure far out of reach. A more complete understanding of fund performance

— especially in evergreen and secondary strategies —
comes from a combination of total value to paid-in (TVPI),
distributions to paid-in (DPI), and multiple on invested
capital (MOIC) alongside an honest appraisal of liquidity,
duration, and capital recycling.

The metrics that matter

Additionally, fund managers can manipulate IRR by timing
the inflows, outflows, or large distributions from a fund.
This can distort IRR, while in some cases leverage facilities
can even be utilized to inflate it further.

Metric What it measures Why it matters in evergreen funds

MOIC: Multiple on  Total value returned vs. Clear, intuitive. Useful and applied at the deal level (not fund level) across closed-

Invested Capital total value invested and open-ended vehicles. $1 invested becomes $2, delivers 2x MOIC.

PIC: Paid-In Total capital paid by the Indicates how much capital is put to work. In a fund of $1bn in size, and a first deal

Canital investor vs. total capital of $200m, the investor has paid in 20%. An evergreen fund with 100% PIC on day
el paid by the fund one means the fund is potentially sitting on 80% of “idle” cash.

Shows the full picture of value creation as it combines both distributed and remaining
value. Highly useful for evergreen funds where capital is continuously cycling. For
example, if “Deal X” generates 2x, but only 20% of the capital is called, the effective
delivery is only 2x20%, or 40% of the total commitment. Factoring in the 80% cash
reserve, the time-weighted return (TWR) of the evergreen fund would be 8%.

TVPI: Total Value  Realized + Unrealized
to Paid-In value vs. Paid-in capital

Cash returned to investors The ultimate “cash-on-cash” return measures actual cash returned to investors.
DPI: Distributions (Realized returns only) vs For example, generating 2x MOIC on 20% of capital means DPI is 0.4x.
to Paid-In . L y " Again, with 80% cash, the actual return experienced will be 8% for investors
capital paid-in .
in the evergreen fund.
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TVPI is a core indicator of whether value is being created,
not just returned. For secondary strategies, which

buy closer to exit points, an early high TVPI signals
successful acquisition at discount, portfolio de-risking,
and manager execution.

But a mature asset bought at discount can only
appreciate so far. Portfolio managers must carefully
balance duration and what we might call ‘remaining value
potential’, both critical dimensions of any deal, to protect
liquidity without compromising compounding. TVPI
serves as a north star, indicating whether value is being
created, not just returned.

DPI, on the other hand, is where real returns are felt, and
important when assessing secondaries. Why? Because
secondaries focus on acquiring interests in existing private
market funds, or in assets that often have shorter holding
periods in comparison to traditional primary investments,
which in turn produce quicker liquidity events.

As a realized return metric, DPI becomes particularly
important in secondaries, as it offers a clearer picture of
actual value creation and cash returns, making it more
reliable than unrealized IRR, especially in volatile markets
or when exit timing is uncertain.

While TVPI reflects both realized and unrealized gains,
DPI can be king when it comes to measuring realized
performance, showing how much capital has actually
been returned to investors and enabling effective
capital recycling.

Additionally, strong DPI in a secondaries portfolio enables
capital recycling. Managers can reinvest distributed
capital within the fund’s lifecycle, potentially boosting
total returns and multiples. Funds that generate early DPI
and efficiently redeploy that capital tend to outperform
over time, as recycling beats dilution. The ideal scenario?
Early DPI leads to more recycling, which in turn drives
better compounding and stronger overall returns.

This recycling effect can be a key driver of enhanced total
returns and higher fund multiples, allowing secondaries
managers to compound value more efficiently than in
strategies dependent solely on long-duration exits.

These metrics matter because they describe how capital
is returned to investors or, in the case of evergreen
funds, how capital is returned to the fund as these are
accumulating vehicles. The critical pillar to the strength
of evergreen funds is their ability to compound returns by
recycling capital into new deals.

Some potential warning signs

High IRR, low TVPI?

May be driven by early distributions, with limited value creation. That could suggest optical performance, not
economic value. This can only form a small part (if any) of an evergreen’s fund development, as it will inevitably

generate underwhelming returns over time.

Low DPI in late-stage secondaries?

Could signal overpaying for assets or portfolio underperformance. In an evergreen structure, this may be a red flag
as a highly mature private equity portfolio with limited distributions is unlikely to start generating performance.

High discounts vs. high quality

Bigger discounts aren’t always better. If a deal is widely discounted, it can drive short-term IRR but may come
with a low DPI if assets are distressed or overvalued. Most importantly, secondary discounts remain an efficient
mechanism in a highly intermediated market. As such, most high discounts are priced that way for a reason: there
is less competition to buy the assets, which can be directly linked to the quality of NAV.



PANTHEON PRIVATE WEALTH PERSPECTIVES

Beyond IRR: where to look for real performance in private markets

Secondaries vs. primary funds: what the metrics tell us

Against primary funds, secondaries should deliver:

o Higher IRRs before they erode
o Faster DPI and recycling
o Earlier TVPI uplift supported by longer-term recycling-induced TVPI

Metric Primary funds Secondary funds

5 Typically lower in early years, ramps Often higher due to shorter duration and earlier cash flows. But
up as value is realized. can be misleading if driven by front-loaded distributions.

o Builds gradually, peaks later Should reach higher levels earlier. A strong early TVPI indicates
in fund life. good asset selection and discount capture.

o Slow to develop, distributions Much higher earlier. Essential to assess cash-on-cash returns and
typically back-loaded. ability to recycle capital into new deals.

e Long-term MOIC depends on Typically >1.3x=1.5x in strong deals but the time frame must be
portfolio company exits. considered.
Steep J-curve; negative early returns

J-Curve

. Flat or inverse J-curve: secondaries often mitigate J-curve impact.
due to fees and capital calls.

The bottom line

Relying solely on IRR can be misleading, as it may overstate returns in funds with early distributions but limited
long-term upside. It should be used as a signpost, not as a final destination. Investors should always ask: is the
IRR figure backed by strong, early DPI? Is there evidence of active capital recycling? Does TVPI reflect thoughtful
underwriting and value creation?

Any IRR figure should be triangulated with MOIC, DPI, TVPI, liquidity constraints, and drawdowns to get a full
picture of risk and return. IRR can look great on paper, but if the liquidity profile is poor or returns are back-loaded,
a client’s investments could be headed in the wrong direction.
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IMPORTANT DISCLOSURE

This publication has been prepared solely for illustration, educational, and/or discussion purposes. It does not constitute
independent research and under no circumstances should this publication or the information contained in it be used or
considered as an offer, inducement, invitation, solicitation, or recommendation to buy or sell any security or financial
instrument or service or to pursue any investment product or strategy or otherwise engage in any investment activity or
as an expression of an opinion as to the present or future value or price of any security or financial instrument. Nothing
contained in this publicationis intended to constitute legal, tax, securities, orinvestment advice. This publication may include
“forward-looking statements”. All projections, forecasts, or related statements or expressions of opinion are forward-
looking statements. Although Pantheon believes that the expectations reflected in such forward-looking statements are
reasonable, it can give no assurance that such expectations will prove to be correct, and such forward-looking statements
should not be regarded as a guarantee, prediction, or definitive statement of fact or probability. Pantheon has taken
reasonable care to ensure that the information contained in this document is accurate at the date of publication. However,
no warranty or guarantee (express or implied) is given by Pantheon as to the accuracy of the information in this document,
and to the extent permitted by applicable law, Pantheon specifically disclaims any liability for errors, inaccuracies, or
omissions in this document and for any loss or damage resulting from its use. Unless stated otherwise, any opinions
expressed herein are current as of the date hereof and are subject to change at any time. Unless stated otherwise, all views
expressed herein represent Pantheon’s opinion. This document is distributed by Pantheon, which is comprised of operating
entities principally based in San Francisco, New York, London, Dublin, Singapore, and Tokyo. Pantheon Ventures Inc. and
Pantheon Ventures (US) LP are registered as investment advisers with the U.S. Securities and Exchange Commission
(“SEC”) and Pantheon Securities LLC is registered as a limited purpose broker-dealer with the SEC and is a member of the
Financial Industry Regulatory Authority (“FINRA”) and the Securities Investor Protection Corporation (“SIPC”). Pantheon
Ventures (UK) LLP is authorized and regulated by the Financial Conduct Authority (“FCA”) in the United Kingdom. Pantheon
Ventures (Ireland) DAC is regulated by the Central Bank of Ireland (“CBI”). Pantheon Ventures (Singapore) Pte. Ltd holds
a capital markets service license from the Monetary Authority of Singapore (“MAS”) to conduct fund management with
accredited and institutional investors. The registrations and memberships described above in no way imply that the SEC,
FINRA, SIPC, FCA, CBI, MAS, or the Securities and Futures Commission (“SFC”) have endorsed any of the referenced
entities, their products or services, or this material. All materials published on the Site are protected by copyright, and
are owned or controlled by Pantheon as the provider of the materials. If you download any information or software from
this Site, you agree that you will not copy it without the prior written consent of Pantheon or remove or obscure any
copyright or other notices or legends contained in any such information. Copyright © Pantheon 2026. All rights reserved.






