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Key takeaways:

® Recently there has been an increase in
private equity funds being raised with
a focus on longer-dated investment
strategies, often referred to as Long-
Term Private Capital (LTPC).

® Seen as a natural evolution from
traditional private equity, LTPC

strategies tend to focus on economically

durable operating assets that are
suitable for holding over a long time
horizon (15 to 20 years).

= | TPC strategies aim to connect
institutional investors wanting long-
term exposure to high-quality, well
established companies with businesses
seeking long-term patient capital.

= | TPC strategies can fill a valuable
gap for institutional investors within
their private markets asset allocation
and, given the investment strategy
focuses on resilient, well-established
companies, it allows institutional
investors to allocate larger portions of
capital to this private markets strategy.

= | TPC strategies also provide a vehicle
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that aligns with many of the objectives

institutional investors are focused on,

including:

= the ability to compound returns over
the long term;

= reduced fee leakage and lower
portfolio churn;

= material co-investment opportunities;

= |ower gross to net spreads than
traditional private equity; and

= the ability to make a true impact on
the ESG footprint of a business over
the long term, which in turn increases
the potential to add value.
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Company characteristics

Growth profile

Private equity investing has largely been
synonymous with the model of a 10-year
fund. However, over the last few years general
partners (GPs) have been raising longer-
dated funds with fund lives of up to 20 years,
representing a new chapter for private equity.

Under the traditional approach, the GP
looks to implement a series of value-adding
initiatives in quick succession before the
fund life matures. Consequently, the average
holding period of an asset for a private equity
owner is between three and five years.

While the traditional private equity approach
has been highly successful, there is a large
set of businesses that do not conform to the
traditional criteria, but nonetheless have
attractive qualities and the ability to create
value over the longer term. Specialist long-
dated private equity strategies have formed
to address this gap. These LTPC strategies are
complementary to traditional private equity
models and the benefits they offer may help
investors fill specific niches in their alternative
asset allocations.

Traditional buyouts

Potential for significant

change in EBITDA in short

and medium term

Varies depending on
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What is Long-Term Private
Capital?

LTPC strategies provide investors with access
to economically durable, operating companies
that are suitable for holding over a longer
time horizon than is typical for private equity
investments. These strategies aim to connect
investors wanting long-term exposure to
high-quality and well-established companies
with businesses seeking stable capital over a
similar long term horizon.

There is a large cohort of productive
businesses that cannot be accessed through
public markets or buy-out style private equity
simply because these ownership models are
not appealing to them. The typical playbook of
buyout funds involves higher levels of leverage,
intensive value-adding activity and resale after
a few years. This approach has been highly
effective for businesses that have capacity for
rapid operational improvement and earnings
growth, but may not work with more mature
businesses that are looking for a true long-term
approach to growth (see Figure 1).

LTPC strategies allow an investor to access
businesses with strong market positions and

FIGURE 1 CHARACTERISTICS OF COMPANIES SUITED TO DIFFERENT OWNERSHIP MODELS
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resilient financial profiles, whose management
teams are taking a long-term view of growth
and value creation. There are several
advantages of having a stable, patient, long-
term partner for founders and management
teams as opposed to cycling through a number
of private equity firms.

The longer hold period allows company
management to focus on strategy and
operational improvements without the cyclical
distraction of preparing for the business
resale every few years. In traditional private
equity, strategic decisions which will drive
longer term value are often postponed if an
exitis anticipated within 12-24 months, as
the sponsor is unlikely to make a return on
that investment. However, with the support
of long-term investors, these businesses
can focus on delivering strategic multi-year,
value-enhancing activities and unrealised
opportunities that drive a continued step
up in EBITDA. This, in turn, helps to create
compounding shareholder returns over a
longer period (see Figure 4).

LTPC strategies allow investors to better
manage exit timings to match business
performance, strategy, and overall economic
conditions. This contrasts sharply with
traditional private equity strategies, where
exits are often driven by the fund-life ending
and therefore the need to exit investments
prematurely before the full value-creation
plans are achieved.

A long term investment horizon promotes
greater flexibility around exit timing and allows
companies to weather economic conditions,
thereby reducing the timing risk associated

Built-in liquidity windows

While long-term investment is the central tenet of
LTPC, one of the key structural points of an LTPC
strategy is the ability to provide investors with liquidity
when required. One of the better liquidity mechanisms
available is for the GP to appoint a secondary market
maker for limited partners (LPs) who wish to sell some
or all of their stake, with other LPs having a first right
of refusal. There exist well-established secondary
markets including dedicated secondary funds that are
able to provide this liquidity to investors. GPs, however,
may only provide this liquidity after a certain period of
time has elapsed (e.g. five years).
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with when an asset is bought or sold. More

broadly, taking a longer-term investment horizon

and more conservative approach to leverage

provides a marked level of resilience against

potential turbulence across economic cycles.
The companies that are typically relevant for

LTPC strategies are mainly found within three

or four groups, including:

= family and closely held companies

= large corporates selling or spinning off non-
core businesses

= publicly listed companies that are better
suited to private ownership

® businesses being sold by private equity
firms.

Where LTPC strategies fit

as part of investors’ asset

allocations

For investors, an LTPC strategy can fill a

valuable gap within their private markets

asset allocation. LTPC strategies have different

risk return profiles to traditional private equity,

however can be viewed as a natural extension

of the asset class (see Figure 2).
Opportunities that are suited to a LTPC

strategy do not fit the parameters of

traditional private equity, infrastructure, or

listed equities investments. However, they can

still generate attractive risk-adjusted returns.

These are assets with key characteristics

including:

® beingin markets with favourable industry
structures

® enjoying strong market positions and high
cashflow conversion

® having resilient business models and highly
capable management teams.




FIGURE 2

LTPC STRATEGIES RELATIVE TO OTHER EQUITY INVESTMENT CLASSES
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Overall, target assets are more economically
durable and are likely to have lower growth

profiles than traditional private equity targets.

As a result of the economically durable
and resilient profiles of businesses LTPC
strategies tend to invest in and the typically
larger transaction sizes of these investments,

investors are also able to deploy scale dollars
at relatively lower risk levels while also
providing the opportunity for more meaningful
co-investment. We expect many investors
seeking to increase their exposure to private
equity may consider these long-dated funds
as a useful vehicle.




Short Termism

Capital Management

Great things take time: the
benefits of a longer-term
investing model

From compounding returns to less portfolio
churn, we believe LTPC strategies provide
vehicles that are well aligned with many
objectives institutional investors are focused on.

Compounding returns over a longer term
As noted earlier, in traditional PE investments,
exit timings have often been driven by fund life
and the payment of carried interest rather than
business rationale. GPs are often incentivised
to divest a company early in order to crystallise
the payment of carried interest or to pave the
way for a successor fund to be raised. LTPC
strategies may help alleviate some of these
alignment issues and allow investment returns
to compound over the longer term.

Public markets will continue to be an
important part of an investor’s portfolio,

PRIVATE EQUITY

providing returns and liquidity to investors.
However, taking a longer-term investment
approach provides GPs with the ability

to hold onto good investments and allow
returns to compound over time, avoiding the
short-termism that has developed in public
markets. Having long-term investors also
allows business management teams to focus
on long-term value creation and development
activities, rather than meeting short-term
market expectations. This strategy is a
marked departure from the one seen in
today’s heavily-traded listed markets, where
management teams are largely beholden
(and incentivised) to manage in short-term
windows governed by regular public reporting
(see Figure 3)." The short-termism of today’s
public markets is at odds with the long-term
outlook of investors such as pension funds,
whose investment decisions are made for the
benefit of members many decades from now.

FIGURE 3 KEY FOCUS AREAS FOR LONG-TERM INVESTING: COMPARISON OF LISTED EQUITY MARKETS AND LTPC STRATEGIES
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"Harvard Business Review, Does Business Need a New Model, 2021

shareholder value over longer term

® Aligned directors

® | jquidity facilitated annually

= Commercially focused governance

® Focused on long term performance

® Asset owner aligned fee structure

® Greater capture of
alpha by investors

® Compounding effect of reduced
transaction fee leakage and
lower fees arrangements




Pension funds and other investors
with long-dated liabilities need a
model that leverages the advantages
of traditional private equity, but is
structured in a way that is better
aligned with their objectives.
Through LTPC strategies, investors
can capture the best of both worlds.

Similarly, while they have undoubtedly
performed well for institutional investors,
when the goal is maintaining long-term
exposure to quality investments, the structure
of traditional private equity strategies is
not a good fit. At worst, this can create a
misalignment of interests.

In the context of traditional buyout funds,
the shorter fund life means that LPs are often
accepting distributions more frequently as
assets are sold and funds wind down. As
aresult, a significant amount of time and
resources are spent by LPs re-deploying
capital into funds on a yearly basis.

A long-term ownership model helps to
alleviate the re-deployment issues and creates
a better alignment of interests between LPs
and GPs. Pension funds and other investors
with long-dated liabilities need a model that
leverages the advantages of traditional private
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equity, butis structured in a way that is better
aligned with their objectives. Through LTPC
strategies, investors can capture the best of
both worlds.

Reduced fee/cost leakages from lower
portfolio churn

The private equity buyout market has
grown and matured over the last 30 years.
In the search for alphain the prevailing
macroeconomic conditions, LPs have been
increasingly looking to their private equity
allocations. This has resulted in the asset
class becoming crowded and significant
competition for quality investments.

Itis estimated that a good proportion
(~40%) of private equity exits are to other
private equity firms in the form of secondary
buyouts.? This means that there are private
companies that are serially changing hands
among investment managers, with some
reports estimating that more than 500
companies have been owned by three-or-more
private equity firms.®

In these circumstances, LPs could have
repeated exposure to the same asset and
incur transaction costs and new layers of fees
(management and carried interest) and taxes
each time it is bought and sold.

This fee leakage can have a large impact
on returns when repeated over a long time
horizon and across several funds.

Modelling conducted by industry experts
effectively illustrates the impact of this
leakage. The model considered the costs and
returns for the same theoretical portfolio
company under two scenarios. In the first
scenario, the company was held for 24 years

FIGURE 4 LONG-HOLD FUNDS OUTPERFORM OVER THE LONG HAUL
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Conclusion

in a longer-hold fund. This was compared with
the second scenario, where the company was
sold four times over the same time period by a
traditional buyout fund (see Figure 4).

The modellers found that the longer-hold fund
outperformed the short-duration fund by almost
two times on an after-tax basis — a product of
reducing transaction fees, deferring capital
gains tax and keeping capital fully invested.*

Material co-investment

opportunities for LPs

LTPC strategies lend themselves to greater co-

investment due to the larger ticket size of these

opportunities, allowing LPs to put greater scale

dollars to work on investments at a lower level

of risk than traditional buyout investments.
Co-investments play a key role in reducing

LPs fees and through LTPC strategies GPs

are able to provide more co-investment

opportunities than a traditional buyout fund.

Lower gross to net spread

Typically buyout funds target higher gross
IRRs than LTPC strategies (e.g. 20%). In order
to generate this level of return, GPs will often
target riskier investments. However, the fee
structure of a typical buyout fund (e.g. 2%
management fee and 20% carried interest)
means that on a net basis there is a significant
proportion of the investment return that is
paid away to the GP.

While LTPC strategies typically target a lower
risk/return profile than traditional buyout
strategies, most GPs of LTPC strategies are
charging lower management fees and carried
interest to ensure that their products are
attractive to LPs on a net-return basis. The
long-term nature of LTPC strategies also means
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that the partnership expenses and transaction
costs of buying and selling investments is
lower in an LTPC strategy. Further, the scale and
size of LTPC opportunities and scope for co-
investing can also serve to lower LPs’ fees. As a
result, LTPC strategies are often comparable to
or lower than traditional private equity on a net
return basis, and at lower levels of risk.

Addressing ESG opportunities and
challenges to drive investment value

The link between the effective management

of environmental, social and governance
issues and investment value and returns is
well understood by investors. Traditional value
drivers are enhanced by taking a responsible
business approach. However, many of the
fundamental shifts required to deliver on

ESG objectives - such as, reducing carbon
footprints, pivoting workplace practices to
achieve inclusion and diversity goals, unpicking
and overhauling supply chains, among others

- may require a longer time frame to execute,
especially in larger, more mature companies or
in certain industries. These are not quick fixes
but require committed stakeholders focused on
the sustainability of the business and its ability
to create shared economic and social value
over the long term.

One of the advantages of the longer hold
period LTPC strategies affords, is creating an
opportunity to support businesses to address
the ESG issues they are facing. This approach
is often aligned with investors’own in-house
ESG objectives such as promoting portfolio
net zero targets or diversity goals among many
others. LTPC strategies allow investors to
make meaningful and sustainable changes at
the asset level over the long term.

At a time when institutional investors are increasingly turning to their private equity allocations to drive returns,
new long-dated ownership such as LTPC strategies are side-stepping some of the structural limitations of
traditional buyout private equity approaches.

LTPC strategies offer GPs long-term exposure to high-quality companies with a more aligned ownership model.
The long-term nature of these strategies allows returns to compound over a greater time horizon, creates less fee
leakage and portfolio churn, and offers better alignment with investor and ESG objectives. Additionally, the more
specialised approach offered by long term private capital is signalling a new chapter in private equity investing.

Over time, as LPs become more familiar with LTPC strategies we expect this newer model of private investment
to form a core part of a LP’s asset allocation. For those stable companies seeking long term ownership and
investors seeking long-term investments, LTPC strategies represent a complementary solution for both parties.

“Bain Global PE Report, 2018
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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 account of a reader 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.
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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.
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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.
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or more of the exemptions in the Financial Services and Markets Act 2000 (“FSMA")
[(Financial Promotion) Order 2005] [(Promotion of Collective Investment Schemes)
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customer protection under the FinSA and that have elected to be treated as professional
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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 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
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receive a return of their capital.
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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
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