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How to eradicate
the « J-Curve » in Private Equity ?

Discover an effective way to access European small
and mid-cap private equity companies.

Key Takeaways

e Private Equity Investors often
wait several years for their
capital to be deployed. Some
of them would like to put
their money to work faster to
achieve their allocation targets.

e There is a solution to mitigate or
even eradicate the J-curve and
to reduce the overall duration
of a private equity portfolio.

A private equity strategy,
devised by Euro-PE, combines
secondary investments and co-
investments.

e This strategy focuses on
European small and mid-cap
private companies, an attractive
segment of the growing private
equity universe.

Nobody likes the J-curve.

Private equity has, over a number

of decades, delivered to investors
everything it promised. In return for
long lock-up times, investors have
generally received attractive risk
adjusted returns, often with double-
digit annual performance. Private equity
has been successfully implemented in
portfolios to provide diversification and,
for some investors, to deliver against
long-term liabilities.

But the J-curve can be a fly in the
ointment for some. Investors often
wait several years for their capital to

be called and invested and this capital
is then depleted as transaction costs
and asset improvement costs eat into
cash. All the while, investors are paying
management fees to the private equity
managers on the capital committed.

It is true that a well-managed private
equity fund should provide distributions
within a few years of the capital being
called and deliver strong returns over
the lifetime of the fund. It's just a pity
that the J-curve is so baked into the
cake.

In an ideal world, most investors would
like that cake recipe to evolve a little, so
their money is put to work faster and
they receive distributions earlier. Should
that happen, the private equity exposure
would grow quicker and investors would
be able to reinvest early distributions
to, potentially, improve their overall
portfolio returns.

Eric Deram
Managing Partner
Euro-PE

But, as the culinary saying goes, you
can't have your cake and eat it.
Or can you?

Cooking with more heat

Actually, there is a way of mitigating the
J-curve and reducing the duration of the
overall private equity portfolio.

A private equity strategy, devised

by Euro-PE, an affiliate of Natixis

Global Asset Management, combines
secondary investments and co-
investments, enabling investors’ capital
to be called faster and returned more
rapidly too whilst maintaining a positive
performance level very early on. This

is clearly more efficient in terms of
cost, deployment of capital and interim
returns. In effect, it is cooking with
more heat.
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While both these types of private equity
strategies were niche in the past, they
are growing rapidly, offering more
investment opportunities and ever
greater diversification benefits.

Within the private equity universe, the
Euro-PE strategy focuses on European
small and mid-cap private equity backed
companies. This gives investors access
to high-growth companies, but also
mitigates rising purchase multiples.
Entry multiples are historically high
across the private equity universe
overall, but the small and mid-cap
segment remains comparatively more
attractive with less leverage being used
on average. It is a bit like baking tasty
home-made bread whilst using less
yeast.

The co-investment advantage

Co-investments accelerate the
investment process because it is
possible to invest directly into an
underlying company and call 100% of
an investor’s cash up front. Euro-PE
co-invests alongside carefully selected
small- and mid- cap fund managers who
can successfully leverage their core
strengths. Euro-PE refers to this as
“sweet spot” investing, one of the best
ways to avoid negative selection when
picking a co-investment.

A private equity “sweet spot” is where
a fund manager applies an identifiable,
repeatable specific skill to an
investment. This skill relates to the size
of an investment, the target ownership,
geography, sector, investment themes
and so on. Industry research has found
that deals which fall within a fund
manager'’s sweet spot consistently and
significantly outperform transactions
that stray from it . On average, the
multiple earned on sweet spot deals

is 2.2x invested capital versus 1.3x

on deals that deviate from the fund
manager's sweet spot.

Euro-PE is able to access these “sweet
spot” opportunities by leveraging

the deal flow generated from its

INVESTORS

long-standing manager relationships.
Around 80% of co-investment deals

are sourced from existing manager
relationships and every deal, regardless
how sourced, meets the sweet spot
criteria.

These relationships are predicated

on the quality of the fund managers.
Euro-PE emphasises strategic and
operational know-how that can
transform established, high-potential
companies into stronger and more
valuable champions of their sectors. But,
unlike many funds targeting small-cap
companies, it focuses closely on
downside risk too.

Euro-PE’'s due diligence particularly
focuses on downside protection,

with GPs evaluated for leverage and
purchase valuation levels. Euro-PE runs
a financial model on all its co-investment
opportunities, including crash scenarios
to see what the breaking points of deals
may be. And in its highly disciplined
portfolio construction process, the team
avoids over-concentration by sector,
geography or GP

Not only must underlying managers
possess specific, identifiable skillsets,
but they should also provide value-add
deal structuring in terms of costs, fees
and alignment of interest.

The benefits of secondaries

Euro-PE also targets smaller secondary
transactions, where it can leverage

its resources, capabilities and GP
relationships to gain a competitive
advantage.

As with co-investments, Euro-PE’s
secondary investments are often
sourced through trusted managers who
are known gquantities. Euro-PE buys
individual secondary deals and also
fully-invested portfolios of secondary
investments. This enables faster
deployment of funds than the traditional
private equity structure.

In a secondary transaction, the investor
buys shares in a portfolio which is
perhaps five to six years old. This
reduces duration from around 12 to,
say, seven years and ensures quick
distributions and higher IRRs.

In addition, it is usually possible to buy
secondary assets at a discount to the
net asset value (NAV), which creates
immediate value for investors. The
discount can be due to a number of
factors, including sellers who urgently
require capital or sellers in distressed
situations.

" Euro-PE
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1 Source : Global Private Equity Report 2016 - Bain & Company.

Document intended exclusively for professional clients (in accordance with MIFID)

2



Market Insights

NEWS AND VIEWS FOR INSTITUTIONA

Top chefs and quality ingredients
required

Both secondaries and co-investments
are opportunistic strategies and
deployment of capital must be carefully
managed to ensure outperformance,
and that returns are balanced against
the risk taken. There is considerable
operational and financial risk involved
and poor strategies or a failed
implementation can easily lose money.

The key is fund manager abilities and
asset quality. Euro-PE has developed
and nurtured more than 100 GP
relationships and has representatives
on 74 advisory boards. In terms of fund
quality, a full two-thirds of Euro-PE’s
commitments are made to first- or
second-quartile funds.

INVESTORS

These funds generally provide access
only to large, sophisticated private
equity investors who can make timely
decisions, and have the required
resources and internal organization to
do so. We might say that skilled and
experienced chefs are required.

The proof is in the pudding

In short, Euro-PE’s strategy represents
an efficient way to invest in growing
small-and mid-cap private companies.
The complementary deal flows of co-
investments and secondaries should
ensure a steady investment pace for
investors.

And because each type of investment has
a different cycle, it is possible to generate
attractive risk adjusted returns over the
lifecycle of a fund.

Last, but not least, Euro-PE targets a
tasty 15% IRR level for this offering with
a clear mitigation of the J-curve. In other
words, investor's capital will be put at
work faster without being squandered

in transaction and management fees.
The proof of the pudding, to quote
another culinary saying, is in the eating.

Written on 22 September 2017
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DISCLAIMER

This communication is for information only and is intended for investment service providers or other Professional Clients. The analyses and opinions referenced herein represent the
subjective views of the author as referenced, are as of 22 September 2017 and are subject to change. There can be no assurance that developments will transpire as may be forecasted
in this material. This material may not be distributed, published, or reproduced, in whole or in part. Although NGAM Distribution and Euro-PE believe the information provided in this
material to be reliable, it does not guarantee the accuracy, adequacy or completeness of such information. Not all affiliates, products, and services are available in all jurisdictions.
Indexes are unmanaged and do not incur fees. It is not possible to invest directly in an index.

This material has been provided for information purposes only to investment service providers or other Professional Clients or Qualified Investors and, when required by local
regulation, only at their written request. In the E.U. (outside of the UK) Provided by NGAM S.A. or one of its branch offices listed below. NGAM S.A. is a Luxembourg management
company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office
of NGAM S.A: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. France: NGAM Distribution (n.509 471 173 RCS Paris). Registered office: 21 quai d'Austerlitz,
75013 Paris. Italy: NGAM S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, ltaly.
Germany: NGAM S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main
60322, Germany. Netherlands: NGAM, Nederlands filiaal (Registration number 50774670). Registered office: World Trade Center Amsterdam, Strawinskylaan 1259, D-Tower, Floor 12,
1077 XX Amsterdam, the Netherlands. Sweden: NGAM, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48
5tr, Stockholm 111 35, Sweden. Spain: NGAM, Sucursal en Espafia. Registered office: Torre Colon Il - Plaza Colon, 2 - 28046 Madrid, Spain. ® In Switzerland Provided by NGAM,
Switzerland Sarl, Rue du Vieux College 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zirich. @ In the U.K. Approved and provided by
NGAM UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258). This material is intended to be communicated to and/or directed
at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other jurisdiction than the
United Kingdom; and (2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net
assets of at least £5 million or in the case of a trust assets of at least £10 million; or any other person to whom the material may otherwise lawfully be distributed in accordance with
the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the “Intended Recipients”). To the extent
that this material is issued by NGAM UK Limited, the fund, services or opinions referred to in this material are only available to the Intended Recipients and this material must not be
relied nor acted upon by any other persons. Registered Office: NGAM UK Limited, One Carter Lane, London, EC4V 5ER. e In the DIFC Provided in and from the DIFC financial district by
NGAM Middle East, a branch of NGAM UK Limited, which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial
experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients as defined by the DFSA. Registered office: Office 603 - Level 6,
Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.® In Singapore: Provided by NGAM Singapore (name registration no. 53102724D) to distributors and
institutional investors for informational purposes only. NGAM Singapore is a division of Natixis Asset Management Asia Limited (company registration no. 199801044D), and Natixis
Asset Management Asia Limited is regulated by the MAS to conduct fund management in Singapore. Registered address of NGAM Singapore: 10 Collyer Quay, #14-07/08 Ocean
Financial Centre, Singapore 049315. @ In Hong Kong: This document is issued by NGAM Hong Kong Limited to distributors and professional investors for informational purposes only.
o In Australia This document is issued by NGAM Australia Pty Limited (NGAM Aust) (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial
advisers and wholesale clients only. Investment involves risks. NGAM Aust reserve the right to revise any information herein at any time without notice. K In New Zealand This
document is intended for the general information of New Zealand wholesale investors only. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013
(FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. NGAM Australia Pty Limited is not
a registered financial service provider in New Zealand. ® In Latin America This material is provided by NGAM S.A. e In Chile Esta oferta privada se acoge a la Norma de Carécter
General N°336 de la SVS de Chile. ® In Colombia This material is provided by NGAM S.A. Oficina de Representacion (Colombia) to professional clients for informational purposes
only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a
public offering in Colombia and is addressed to less than 100 specifically identified investors. ® In Mexico This material is provided by NGAM Mexico, S. de R.L. de C.V., which is not a
regulated financial entity with the Comision Nacional Bancaria y de Valores or any other Mexican authority. This material should not be considered an offer of securities or investment
advice or any regulated financial activity. Any products, services or investments referred to herein are rendered exclusively outside of Mexico. ® In Uruguay This material is provided
by NGAM Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Registered office: WTC — Luis Alberto de Herrera 1248, Torre
3, Piso 4, Oficina 474, Montevideo, Uruguay, CP 11300. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. e The
above referenced entities are business development units of Natixis Global Asset Management, S.A., the holding company of a diverse line-up of specialised investment management
and distribution entities worldwide. The investment management subsidiaries of Natixis Global Asset Management conduct any regulated activities only in and from the jurisdictions
in which they are licensed or authorised. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment
service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer to
buy or to sell any security, or an offer of services. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses,
opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio
holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. Although Natixis
Global Asset Management believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or
completeness of such information. May not be redistributed, published, or reproduced, in whole or in part. Amounts shown are expressed in USD unless otherwise indicated.

In Switzerland, under Swiss Federal Act on Collective Investment Schemes (CISA ), Euro Private Equity is a Swiss “Independent (unregulated) asset manager” and it is supervised
by CHS PP and regulated by FINMA under Anti Money Laundering requirements. The transfer / distribution of this document in Switzerland is done by / under the responsibility of
Euro Private Equity SA.

In France, Euro Private Equity France is a French “Fund management company” that is a wholly-owned subsidiary of Euro Private Equity SA. It is fully covered by AIFM Directive. The
transfer / distribution of this document in France is done by / under the responsibility of Euro Private Equity France.

In the EU, the transfer / distribution of this document is done by / under the responsibility of NGAM Distribution a branch of Natixis Global Asset Management, S.A.
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