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Investment experience in recent years has
reinforced our view that there is a compelling
opportunity to embed environmental, social
and governance (ESG) considerations into the
private equity value creation approach. It is
also our view that in order to harness these
opportunities, there needs to be an alignment
of purpose, strategy and actions at the
investment team and portfolio company levels
- what we describe as aligning “the heart, the
head and the feet”.

Over the past several years, IFM’s Private
Equity team has focused on incorporating ESG
considerations in a systematic and repeatable
way throughout investment decision-making

and asset management processes. Although
we are at an early stage of a longer journey to
learn how to embed ESG most effectively into
a unified value creation approach, we believe
the potential to create a powerful multiplier
effect for returnsis clear.

Our work to date has provided us with two
key insights regarding the success factors
for this unified ESG value creation approach.
First, the ownership of ESG objectives
needs to sit with the same people who are
responsible for investment returns - i.e.
the private equity investment team and the
portfolio company board. Second, the critical
connection point between ESG and value
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creation relates to how the purpose and
culture of portfolio companies are addressed
and managed. Getting the combination

of these elements right helps to ensure

the required focus and drive to pursue
improvements in ESG performance, as well as
the receptivity across the broader company
to embrace these initiatives and deliver
sustained results.

ESG considerations assume
ever greater importance for
private equity
The consideration of ESG factors has become
increasingly fundamental to investment
strategies across asset classes for investors
globally." There is broad recognition that
addressing climate risks, supporting social
progress and improving the visibility of
business impact across value chains need
to play a crucial role in the deployment of
capital. Investors are increasingly driven by an
imperative to manage ESG risks for investment
value and returns, as well as the broader
system in which they invest and operate.
Consequently, ESG has risen rapidly up
the private equity agenda. For many private
equity managers, it has become ‘table stakes’
for delivery on investor expectations and for
fundraising. At a minimum, the consideration
of ESG-related investment risks has been
elevated for investment teams, and the scope
for portfolio performance measurement has
broadened to include an array of ESG metrics.
However, real engagement with ESG
challenges has not been universal. Some
private equity investors may still regard
ESG as a challenge to the traditional value
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creation paradigm, concerned that there is

an embedded trade-off between financial
returns and ‘doing good'. Others have started
the conversation but stalled at the point of
defining metrics and reporting requirements,
given the breadth and complexity of the space.
Many funds are building dedicated responsible
investment teams to manage the ever-expanding
ESG agenda and to support their investors’
requirements for ESG data and information.

We think there is scope for more firms to
change the way they think about the role of
ESG invalue creation.

At IFM Private Equity, we initially considered
ESG predominantly through a risk management
lens. We aimed to avoid downside risks and
inoculate our portfolio from reputational
damage when we considered ESG matters.
However, over the last three years, we have
enhanced our approach. It has evolved to
integrate ESG considerations into the core
private equity playbooks for value creation
so that value creation and ESG results are
delivered in the same manner.

Creating value is inherent to
the private equity investment
approach

Top-performing private equity managers

pride themselves on an ability to generate

high net returns for their investors. Figure 1
demonstrates how private equity returns have
consistently outperformed public equity markets
over the past 20 years around the world.

The fundamental attraction of this asset
class for investors remains its track record of
generating alpha and consistently delivering
double-digit net returns to investors.

FIGURE 1 PRIVATE EQUITY VS. LISTED MARKETS* — 2000-2022
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" Anindicator of this is the growing number of investors signing on to the United Nations Principles for Responsible Investment (UNPRI), which reached 4,900 in May 2022,
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Past performance does not guarantee future results.
*TWRR Index of net returns assuming investment in every fund; Buyouts used as a proxy for ‘Private Equity’; Russell 2000 is an index that tracks 2,000 small-
cap listed companies and is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group and is used as a proxy for ‘Listed markets’
Source: Burgiss Private 1Q database; Returns as at 31 March 2022; Buyout funds only; Australian returns are in AUD, APAC and US returns are in USD
and Europe returns are in EUR
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At IFM, our approach to private equity value
creation is underpinned by four core beliefs:

@ The best leadership teams
deliver the best results
Talented, motivated and aligned
leadership teams are critical to
delivering results.

El Great companies need an

j‘&&% ambitious and data-driven strategy
Think big, then plot a course
to get there with a data-driven
view of what it takes towin, a
customer-centric approach and
the application of technology for
competitive advantage.

= Execution priorities have to be

gﬁ properly resourced and visible
There are only ever a handful of
initiatives that materially drive
value;these need maximum focus,
to be driven at pace and to be
closely tracked by the board.

Al An engaged organisation
= delivers better and more sustainably
Purpose-driven cultures attract and
retain talent, are more innovative
and results-oriented and operate
with greater integrity to generate
better quality results.
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In aggregate, few private equity practitioners
would disagree with the above beliefs as
common foundations of private equity
investment success. We have discovered that,
for all the same reasons, these elements

of strong leadership, data-driven strategy,
well-resourced priorities and an engaged
organisation play a crucial role in embedding
ESG into a unified value creation approach.

In our experience, the maxim that “culture
eats strategy for breakfast” is true. We believe
that culture is where value creation and
ESG combine to power investment returns.

A culture underpinned by a clear purpose
that nurtures employee engagement and
performance can make a huge contribution to
unlocking value and delivering both financial
and non-financial impact.

THE HEART: aligning a
company’s ‘noble purpose’
with value creation

Company culture is the beating heart of any
business. Attempting to drive change that runs
counter to the culture of a company is destined
to fail. Conversely, aligning value creation to a
company’s culture accelerates impact.

While a senior management team can rally
around the creation of shareholder value (after
all, in most private equity investments they are
shareholders themselves), for the majority of
employees this is a less motivating force. Instead,
people want to work for a company that aligns
with their values and focuses on achieving a
higher order purpose to which they can subscribe.

When considering a new investment, we are
keen to understand what the business stands
for and its reason for existence beyond profit
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- what we describe as the company’s ‘noble
purpose. Many companies are very clear on
this. For others, defining their noble purpose is
the first, crucial step in a value creation plan.
When a noble purpose is clearly articulated
and placed at the centre of the company’s
culture it can have tremendous power to drive
engagement, attract and retain talent and
inspire discretionary effort.

We require a potential investment’s
noble purpose to be clearly explained in
Investment Committee papers and for the
investment team to be responsible for
nurturing this purpose through the life of
the investment. In most cases, the noble
purpose is an expression of how the company
improves the lives of customers and other
stakeholders and makes for a better or fairer
society or ecosystem. Where the broader
organisation rallies around these objectives,
itis simpler to connect ESG considerations
to the company culture and, in so doing,
empower the organisation to make positive
improvements. Building this receptiveness to
value creation strategies that incorporate ESG
considerations is a key success factor of our
work to date.
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THE HEAD: incorporating ESG
into investment strategy
Company strategy is about focus and the
allocation of scarce resources. In the pressurised
environment of a private equity investment
where there is a mandate to generate returns
quickly, peripheral strategies can be sidelined by
necessity. For this reason, we have discovered
that ownership of the ESG agenda must sit with
the investment team and portfolio company
boards. Without this top-down drive, good
intentions are overwhelmed by other priorities.

Our investment teams state the ESG-
linked objectives and first year deliverables
inour investment papers. The teams are then
responsible for integrating these goals into
company strategy and planning processes
with associated tracking and reporting.

Far from marginalising dedicated
responsible investment or ESG teams, this
approach makes these teams more crucial.
Their expertise, advice and support are
essential to help build investment teams’
knowledge and understanding of ESG issues
and to help think through appropriate ESG
management strategies for individual assets.
However, the ultimate responsibility and

Genie Solutions

Genie Solutions is a Brisbane-based software
company providing practice management
software and value-added software tools to
medical specialists. IFM’s investment from 2017-
22 supported a transformation from desktop to
cloud-based software.

Cultural change was central to Genie’s overall
transformation and investment thesis. It
underpinned the change to the business model
required to deliver Software as a Service (SaaS)
and was crucial to retain and motivate a software
development team that expanded fourfold in the
early years of our ownership.

Genie's culture was built on the noble purpose to “Help
medical practitioners deliver better health outcomes”
The‘Objectives & Key Results' for every team member
were traced back to this purpose, i.e. aligning

the heart and head. From an ESG perspective it
became simple to connect priority initiatives such
as the drive to achieve carbon neutrality (achieved
in 2021) back to the business’s purpose.

Importantly, the business also felt empowered
to take action. Rather than focusing on targets
for female representation, the leadership team
focused on building the best employee value
proposition. This aligned with both building a
better-quality business and reinforcing the
culture. Arange of improvements were made

to employee benefits, including parental leave
policies, access to online training, and offering
free skin cancer screening checks. The result was
a business that accelerated annual growth from
10% to more than 25%, while also increasing
female representation at whole of company

and management levels to more than 40% in a
traditionally male-dominated sector.

At exit, Genie Solutions achieved a premium valuation.
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ownership for delivering results needs to
sit with the investment team to ensure the
necessary prioritisation.

Increasingly, there is a clear investment
returns imperative to this strategic thinking.
Companies that demonstrate a strong
ESG track record tend to represent lower
risk, higher quality companies, that are
attractive to investors and, therefore, attract
a premium valuation. Value creation and ESG
improvement are regularly one and the same.

THE FEET: moving to tangible
actions and continuous
improvement

Positive intent alone does not yield results.
Overcoming inertia to move to action is the
third component that is critical to progressing
value creation plans which incorporate ESG
considerations.
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The breadth and technical complexity of
ESG issues and priorities can be daunting
for the non-ESG specialists in an investment
team who are required to take action.

These people may be wary of missteps or
accusations of ‘greenwashing’. In these
circumstances inertia can be a rational
response.

To get the feet moving, we have found that
itis important to define and measure an ESG
baseline. We seek to do this within the first
year of ownership across both a common
suite of ESG metrics and bespoke metrics
that directly measure progress against the
company’s noble purpose. This helps to enable
the setting of data-driven, ambitious targets
that may require a shift in thinking across
the broader organisation. It also provides the
measurement system to support a ‘closed
loop) continuous improvement approach.

My Plan Manager

Adelaide-based My Plan Manager (MPM) is a
mission-driven business managing the plans
and payments for participants in the Australian
Government’s National Disability Insurance
Scheme (NDIS). IFM has been an investor in the
business since 2019.

MPM has a vision for a more inclusive society and
its noble purpose is to “Deliver consistently better
outcomes for the broader disability community”.
As part of the business’s strategy to differentiate
and deliver on its purpose, the Board committed to
becoming the first plan manager to be accredited
carbon neutral and the business achieved this in
2021.

Initially, MPM went through a process to measure
its baseline emissions. The team then set gross
emissions reductions targets for activities such as
waste reduction and staff commuting. The Board
is re-engaged every six months to review progress
and results and approve the targets and actions
proposed for the next six months, fostering a
continuous improvement approach.

The emissions reduction action plan is driven

by the Head of People & Culture together with a
sustainability working group, comprising people
from across the business. An example of this
group’s work is the office move it led, which has not
only contributed to reduced emissions, but also

a better office environment, helping to re-ignite
the culture after Covid-driven working from home
arrangements.
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We have found that it is important to simplify

ESG objectives and frame actions that are

easily understood and straightforward to

mobilise. At IFM, we recast ESG as three

groups of actions for the company:

Eliminate carbon emissions

H Stimulate stakeholder engagement and
participation

Bl Generate transparency for optimal
decision making

Effectively embedding these actions helps to
empower the broader organisation to act and to
innovate and can reinforce the company culture.
It builds an action and results focused mindset
that seeks continuous improvement. And it
aligns with the need for great companies to have
robust governance and risk management.

These groups of actions provide us with a
framework for creating ‘action toolkits, which
can be transferred easily across the broader
portfolio and to new investments. We think that
over coming years this will enable us to make
more meaningful ESG related impact faster.

We also note that execution is much easier
to achieve if there is close alignment between
the company’s values and noble purpose and
if the board has already endorsed the strategy.
The heart and the head drive the feet.

Adding an extra dimension to
value creation
The private equity asset class has been honing
and refining its approach to value creation
for more than 40 years, and it continues to
improve approaches all the time.

ESG considerations can add a new

Investment experience in recent years
has reinforced our view that there is a
compelling opportunity to embed ESG
considerations into the private equity
value creation approach.
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dimension to value creation. Financial results
and ESG results can be generated together,
and we believe that investment returns are
likely to be lower if improved ESG performance
outcomes are not delivered.

We think that this opens up an exciting
new horizon for private equity investors
to demonstrate how to integrate ESG
considerations into value creation and, in
the process, debunk the view that there is a
trade-off between ESG considerations and
investment returns (in fact frequently there
are synergies).

The embedding of ESG considerations
and outcomes into the private equity value
creation toolkit is still in its infancy, but we
believe progress will be rapid for those who
invest in the concept. It will require investment
teams to take the same level of ownership
for ESG results as they have traditionally for
financial results, leveraging the expertise
of responsible investment specialists. It
will require a greater focus on building and
nurturing purpose-driven cultures within
portfolio companies and connecting value
creation strategies to a company’s noble
purpose. It will also require private equity
operatives to expand what they already do well
- driving action, measuring impact and closing
the loop — to incorporate ESG considerations.

We would like to see private equity
becoming known not just for its ability to
generate financial returns, but also for
its capacity to create financial value by
integrating ESG considerations. We look
forward to being part of this next phase of
private equity innovation.
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Important disclosures

The following disclosure applies to this material and any information
provided regarding the information contained in this material. By
accepting this material, you agree to be bound by the following terms
and conditions. The material does not constitute an offer, invitation,
solicitation, or recommendation in relation to the subscription,
purchase, or sale of securities in any jurisdiction and neither this
material nor anything in it will form the basis of any contract or
commitment. IFM Investors (defined as IFM Investors Pty Ltd and its
affiliates) will have no liability, contingent or otherwise, to any user
of this material or to third-parties, or any responsibility whatsoever,
for the correctness, quality, accuracy, timeliness, pricing, reliability,
performance or completeness of the information in this material.In no
event will IFM Investors be liable for any special, indirect, incidental,
or consequential damages which may be incurred or experienced on
accountof areader using or relying on the information in this material
even if it has been advised of the possibility of such damages.

Certain statements in this material may constitute “forward looking
statements” or “forecasts” Words such as “expects,” “anticipates,”
“plans,” “believes,” “scheduled,” “estimates” and variations of these
words and similar expressions are intended to identify forward-
looking statements, which include but are not limited to projections
of earnings, performance, and cash flows. These statements involve
subjective judgement and analysis and reflect IFM Investors’
expectations and are subject to significant uncertainties, risks, and
contingencies outside the control of IFM Investors which may cause
actual results to vary materially from those expressed or implied by
these forward-looking statements. All forward-looking statements
speak only as of the date of this material or, in the case of any
document incorporated by reference, the date of that document. All
subsequent written and oral forward-looking statements attributable
to IFM Investors or any person acting on its behalf are qualified by the
cautionary statements in this section. Readers are cautioned not to
rely on such forward-looking statements. The achievement of any or
all goals of any investment that may be described in this material is
not guaranteed.

Past performance does not guarantee future results. The value
of investments and the income derived from investments will
fluctuate and can go down as well as up. A loss of principal may
occur.

This material may contain information provided by third parties
for general reference or interest. While such third-party sources
are believed to be reliable, IFM Investors does not assume any
responsibility for the accuracy or completeness of such information.

This material does not constitute investment, legal, accounting,
regulatory, taxation or other advice and it does not consider your
investment objectives or legal, accounting, regulatory, taxation or
financial situation or particular needs. You are solely responsible for
forming your own opinions and conclusions on such matters and for
making your own independent assessment of the information in this
material. Tax treatment depends on your individual circumstances
and may be subject to change in the future.

This material is confidential and should not be distributed or provided
to any other person without the written consent of IFM Investors.

Private equity investments are speculative, highly illiquid, involve
a high degree of risk and have high fees and expenses that could
reduce returns; they are, therefore, intended for experienced and
sophisticated long-term investors who can accept such risks.
Furthermore, restrictions on transferring interests in private equity
funds may exist so prospective investors should be prepared to retain
their investments in the fund until the fund liquidates. Private equity
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funds may borrow money or use leverage for a variety of purposes,
which involves a high degree of risk including the risk that losses
may be substantial. Lastly, the possibility of partial or total loss of a
private equity fund’s capital exists, and prospective investors should
not subscribe unless they can readily bear the consequences of such
loss. There can be no assurance that the private equity fund sponsor’s
or the fund’s investment objectives will be achieved or that investors
will receive a return of their capital.

Environmental, Social, and Governance (“ESG”) strategies may take
risks or eliminate exposures found in other strategies or broad
market benchmarks that may cause performance to diverge from the
performance of these other strategies or market benchmarks. ESG
strategies will be subject to the risks associated with their underlying
investments asset classes. Further, the demand within certain
markets or sectors that an ESG strategy targets may not develop as
forecasted or may develop more slowly than anticipated.

Australia Disclosure

This material is provided to you on the basis that you warrant that you
are a“wholesale client” or a “sophisticated investor”or a “professional
investor” (each as defined in the Corporations Act 2001 (Cth)) to
whom a product disclosure statement is not required to be given
under Chapter 6D or Part 7.9 of the Corporations Act 2001 (Cth). IFM
Investors Pty Ltd, ABN 67 107 247 727, AFS Licence No. 284404, CRD
No. 162754, SEC File No.801-78649.

Netherlands Disclosure

This material is provided to you on the basis that you warrant that
you are a Professional Investor (professionele belegger) within the
meaning of Section 1:1 of the Dutch Financial Supervision Act (Wet op
het financieel toezicht). This material is not intended for and should
not be relied on by any other person. IFM Investors (Netherlands)
BV. shall have no liability, contingent or otherwise, to any user of
this material or to third parties, or any responsibility whatsoever,
for the correctness, quality, accuracy, timeliness, pricing, reliability,
performance, or completeness of this material.

United Kingdom Disclosure

This material is provided to you on the basis that you warrant
that you fall within one or more of the exemptions in the Financial
Services and Markets Act 2000 (“FSMA”) [(Financial Promotion) Order
2005] [(Promotion of Collective Investment Schemes)(Exemptions)
Order 2001, or are a Professional Client for the purposes of FCA
rules] and as a consequence the restrictions on communication of
“financial promotions” under FSMA and FCA rules do not apply to a
communication made to you. IFM Investors (UK) Ltd shall have no
liability, contingent or otherwise, to any user of this material or to
third parties, or any responsibility whatsoever, for the correctness,
quality, accuracy, timeliness, pricing, reliability, performance, or
completeness of the information in this material.

Switzerland Disclosure

This Information is provided to you on the basis that you warrant
you are (i) a professional client or an institutional client pursuant to
the Swiss Federal Financial Services Act of 15 June 2018 (“FinSA")
and (ii) a qualified investor pursuant the Swiss Federal Act on
Collective Investment Schemes of 23 June 2006 (“CISA”), for each of
(i) and (ii) excluding high-net-worth individuals or private investment
structures established for such high-net worth individuals (without
professional treasury operations) that have opted out of customer
protection under the FinSA and that have elected to be treated as
professional clients and qualified investors under the FinSA and the
CISA, respectively.
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