


What is the llliquidity Premium ?

The incremental return that compensates an investor for owning an asset that is not
highly liquid.

Highly liquid
Asset:

Lid C;ﬁ‘pény Unlisted Company
Time to Trade: Milliseconds Weeks to Months

Hold Period: Milliseconds to Years Months to Years




The Three Traditional Modes of Liquidity:

PE exits to IPO ($B)! PE exits to sponsors ($B)'
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PE exits to corporates ($B)!
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Highly llliquid...llliquid Markets

Holding Period of Exited Buyout Deals Chart 5.7: Years to Liquidate NAV
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As funds are not selling deals, they are not distributing
cash to investors, and hence investors have less cash
to commit to new funds. So...Cui Bono?

Chart 4.8: Buyout Fund Size as Percentage of Target Fund Size
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Chart 4.11: Average Fundraising Length of Top 30 Buyout GPs
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Beneficiaries of Less Liquid Markets (1/3): Secondaries

Buyers have upper hand in undercapitalized market

Given the supply-demand imbalance of the secondary market, buyers currently have the upper hand on price
discussions, terms negotiations, and overall deal selectivity

Secondary market capital overhang'2

Relative equilibrium (2.5x-3x)
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¥ This makes secondaries one of the most undercapitalized seg of private equity markets overall ﬁg Better Returns
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available leverage.




Beneficiaries of Less Liquid Markets (2/3): Co-Investments

Chart 4.8: Buyout Fund Size as Percentage of Target Fund Size
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If Investors have less cash to invest in funds, then they have less cash to invest in
co-investments (as these co-investments come from the funds they (don’t) invest in)




Beneficiaries of Less Liquid Markets (3/3): Small Cap Funds

Small cap funds don’t need M&A or IPO'’s to exit, they can sell to Large and Mega
cap funds. Additionally to that, they tend to outperform over most time periods.
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How do we create alpha? (1/3)

Step 1: Avoid sectors that historically don’t offer the highest risk-adjusted return

| Fig. 14: Buyout asset-level sector risk return, 5-year (through Q3 2022)
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How do we create Alpha? (2/3)

Step 2: Concentrate on the Small / Mid-Cap Segment

Quartile Analysis (2002 - 2018 North America Buyout Funds) m 15t Chsartile & Orid Quiartile
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How do we create Alpha? (3/3)

Potential
GP
Step 3: Source GPs that have historically outperformed
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