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How to hit the buyout sweet spot

Systematic process matches the right investor to the right deal

Key Takeaways:

- General Partners have usually
established a track-record based
on an expertise focusing on
certain geographies, industry
sectors or type of transactions.
These parameters define the
‘sweet spot” of a lead investor.

In practise, many buyout deals
that get done are opportunistic
deals, meaning they are not

in the “sweet spot” of the lead
investor. This increases the risk
of underperforming or failed
deals.

Flexstone, a co-investment
specialist, has developed

a proprietary selection tool
which filters out all deals that
are not in the sponsor's sweet
spot. This frees up time and
resources which co-investors
can spend on due diligence.

- A systematic sweet spot
framework helps avoid
strategy drift, spare resources,
and produce more accurate
decision-making. Deals which
fall within a GP’s sweet spot
significantly outperform
opportunistic transactions.
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The recipe for successful private equity
co-investment is deal flow, reactivity
and selection.

That is, co-investors need to be plugged
deep into the buyout market in order to
access deal flow. Co-investors often
only have days or, at most weeks, to
accept or decline a deal so reactivity

is critical in order to make a rapid and
accurate assessment.

And in order to react swiftly they need
an efficient selection process. Many
deals are opportunistic, meaning
they are not in the “sweet spot” of

the lead investor — that is, where

the investor has a specific proven
skillset. This increases the risk of an
underperforming or failed deal.

To mitigate this risk, Flexstone,

an affiliate of Natixis Investment
Managers, has developed a proprietary
selection tool which systematically
filters out all deals that are not in the
sponsor's sweet spot. This frees up
time and resources which co-investors
can better spend on other aspects of
the deal.

The building blocks of a sweet
spot filter

Many buyout deals offered to co-investors
are risky because they are not in the lead
investor's sweet spot. Flexstone, a co-
investment specialist, applies eight criteria
to identify the sweet spot of buyout
investors and mitigate deal selection risk:

Eric Deram
Managing Partner
Flexstone Partners

1. Geographic focus. Deals should be

within countries and regions where the
lead investor has executed most of its

transactions.

2. Sector focus. Deals should be in
industries where the lead has done most
of its deals.

3. Value creation. In which type of value
creation is the lead investor specialized:
acquisitions, leverage, shared platforms,
or strengthening portfolio company
management?

4. Strategy. Does the lead investor
specialise in a single strategy such as
buyouts, turnarounds and venture capital?

5. Investment team members. Aim to
identify the members of the buyout team
who have executed most transactions

and have the strongest track record. “We
sit on many GPs’ advisory boards, so we
get to know individual team members

well and can add considerable value to our
portfolios by assessing the value of each,’
says Eric Deram, a managing partner at
Flexstone Partners.
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6. Ownership. Some GPs are adept at
majority deals, but are less familiar with
being a minority partner. Minority deals
entail different skillsets, requiring deft
people management and the creation of
legal documentation that protects against
bigger players in the deal.

7. Enterprise value. A GP's sweet spot

is usually in a particular size range. “If a
GP operates in the $300m-$500m size
range and suddenly announces it is doing
a $5bn deal, that is clearly not in its sweet
spot,” says Deram. The risk is that the GP
cannot handle the size and complexity of
large deals.

8. Financial leverage. While some
investors always use leverage, others
use little. The use of leverage is a special
skill and requires a dedicated finance
team to negotiate with lenders, structure
loan agreements, gain access to capital
markets, issue bonds and so on.

Finding fits (and misfits)

Each of these criteria is backed by a
multi-faceted scoring system driven by
qualitative and quantitative data. The
scoring system rates each GP, enabling
Flexstone to assess, in a systematic
way, whether a GP has a specific, proven
skillset confirmed by a track record.

Flexstone then inputs these criteria into
a matrix to create a sweet spot profile
for every GP it partners with. Whenever
Flexstone sources a co-investment
opportunity the characteristics of the
deals are determined and compared

to the sweet spot matrix of the GP to
evaluate the fit, or otherwise.

Based on whether a deal is a sweet spot
fit, Flexstone's investment team will either
decline a co-investment opportunity or
move ahead with further due diligence,
allowing it to give a decision to GPs in a
timely, efficient manner.

“This is a competitive market and you
need to move fast,’ says Deram. “What
matters to a sponsor is that you respond
quickly, whether that response is positive
or negative. If the lead sponsor loses
three weeks because you are slow
responding, your deal flow will dry up.’

The sweet spot framework allows
Flexstone to systematically trim potential
deals from 100 to 20, saving considerable
time and resources. “We know then we
have 20 good deals from good managers,’
says Deram. “That gives us time and
space to perform further due diligence
and select the deals we actually want to
go ahead with”

Flexstone Proprietary Sweet Spot Matrix
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Sweet spot transactions
outperform opportunistic deals

Deals which fall within a GP’s sweet spot
consistently and significantly outperform
opportunistic transactions that stray from
the sweet spot.

Research has shown that, when a buyout
fund makes an investment which is close
to its sweet spot, average returns are 2.2x
the price that is paid for purchasing it.
When the fund strays from the sweet spot,
returns are just 1.3x the price paid.

“We aim to achieve at least 2x returns,’
says Deram. “The systematic filter is a
major component in helping us to get
there. We might miss the odd 10x deal but
consistency is our goal, not occasional
spectacular performance.”

Conclusion: a powerful tool for
co-investments

The concept of a sweet spot may not
sound like a practical idea. But put a
framework and metrics around the
concept and suddenly it becomes a
powerful tool.

A systematic sweet spot framework
helps avoid style drift, conserve
resources, and produce more accurate
decision-making. And all this, of course,
increases the chances that buyout co-
investment performance meets investors’
expectations.

Written in October 2020,
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ADDITIONAL NOTES

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. This material must not be used with Retail Investors. In the E.U. (outside of the UK and France): Provided by Natixis Investment
Managers S.A. or one of its branch offices listed below. Natixis Investment Managers 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 Natixis Investment Managers S.A.: 2, rue
Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management
Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration
number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers,
Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial
(Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment
Managers, Sucursal en Espafia, Serrano n°90, 6th Floor, 28006 Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue Louise, 1000
Brussel/Bruxelles, Belgium. In France: Provided by Natixis Investment Managers International - a portfolio management company authorized by the Autorité des Marchés
Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies
Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendes France, 75013 Paris. [ In Switzerland: Provided by Natixis Investment Managers, Switzerland Sarl,
Rue du Vieux College 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Ziirich. [ In the British Isles: Provided by Natixis Investment
Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited,
One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this
material is intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is intended to be communicated
to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a
license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors only; in the Isle
of Man: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority
orinsurers authorised under section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC
Branch) 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 or Market Counterparties as defined by the DFSA. No other Person should act upon this
material. Registered office: Unit L10-02, Level 10, ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates. In Taiwan: Provided by Natixis Investment Managers
Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise requlated by the Financial Supervisory Commission of the R.0.C. Registered
address: 34F, No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.0.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. In Singapore:
Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors and institutional investors only. In Hong Kong: Provided by
Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only. In Australia: Provided by Natixis Investment Managers Australia Pty
Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients only. [l In New Zealand: This document
is intended for the general information of New Zealand wholesale investors only. This is not a requlated 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. Natixis Investment Managers Australia
Pty Limited is not a registered financial service provider in New Zealand. In Latin America: Provided by Natixis Investment Managers S.A. In Chile: Esta oferta privada se inicia
el dia de la fecha de la presente comunicacion. La presente oferta se acoge a la Norma de Cardcter General N° 336 de la Superintendencia de Valores y Seguros de Chile. La
presente oferta versa sobre valores no inscritos en el Registro de Valores o en el Registro de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que
los valores sobre los cuales ésta versa, no estan sujetos a su fiscalizacion. Que por tratarse de valores no inscritos, no existe la obligacion por parte del emisor de entregar en
Chile informacion publica respecto de estos valores. Estos valores no podran ser objeto de oferta publica mientras no sean inscritos en el Registro de Valores correspondiente.
In Colombia: Provided by Natixis Investment Managers 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: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial
entity, securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comision
Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are rendered
exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of
securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of
France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis
Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority. @ In
Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San
Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. ll The above
referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management and
distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers 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 any regulated financial activity. 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 Investment Managers 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.
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Flexstone Partners
An affiliate of Natixis Investment Managers

Flexstone Partners, SAS - Paris

Investment management company regulated by the Autorité
des Marchés Financiers. It is a simplified stock corporation
under French law with a share capital of 1,000,000 euros
Under n® GP-07000028 —Trade register n°494 738 750
(RCS Paris)

5/7, rue Monttessuy,

75007 Paris

www.flexstonepartners.com

Flexstone Partners, SaRL - Geneva

Independent (unregulated) asset manager, under Swiss
Federal Act on Collective Investment Schemes (“CISA”),
supervised by Commission de haute surveillance de la
prévoyance professionnelle (“CHS PP" and regulated by the
Swiss Financial Market Supervisory Authority (“FINMA") under
Anti Money Laundering requirements. It is a limited liability
company with a share capital of 750 000 CHF.

Trade register n° CH-660-0180005-1

8 chemin de Blandonnet

Vernier 1214 Geneva

Switzerland
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Flexstone Partners, LLC - New York

Delaware corporation, registered with the United States
Securities and Exchange Commission as an investment
adviser

28th floor of 745 Fifth Avenue, New York, NY 10157.

Flexstone Partners, PTE Ltd - Singapore
67 Robinson Road, #08-01A Robinson Centre
Singapore 068893

Natixis Investment Managers
RCS Paris 453 952 681

Share Capital: €178 251 690

43 avenue Pierre Mendes France
75013 Paris

www.im.natixis.com
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