2
(Y Insurance AUM Journal .2z
The Industry’s Investment Resource

May YoulLivein »
In terestmg Times

San]ay Chawla
Senior Vice President, Investments Chief Investment Officer,
FM Global




The 4th LP:

By any metric, it has been a great run in buyout PE over the past
20 years. Strong performance relative to public markets over
this period has driven impressive industry growth with buyout
NAV at $1.7T as of the end of 2018'. The performance has
attracted a wave of capital. Dry powder in the space in excess of
$700B represents almost 3X the LTM deal volume?®. Rising PE
allocations have driven valuations up as more capital competes
for deal flow. As a result, it has been a great “seller’s market”
with consistently strong investment returns. But what happens
when a sponsor is not a seller but a committed “buyer” of a
portfolio investment they have been managing for a few years?
An approach often utilized to further invest in performing
assets is to scale platform companies with acquisitions. While
this approach has been
around since the early days

EXHIBIT 1: Global Add-Ons As a % of Platforms
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performance at the deal level helps explain why. Over the past
20 years, 29% of deals have been either written down or written
off®. We believe this is a reflection of the inherent information
asymmetry which characterizes the initial acquisition of a
portfolio company — it is very difficult to fully capture the
risk profile of a company until you have owned it for a few
years. On the other hand, around 30% of deals have generated
a return on invested capital of 2X or greater, and close to 20%
have generated a 3X return to investors. See exhibit 3.

Anotheremerging trend is to extend the holding period for strong
performing assets. One example of this trend is the increasing
popularity of partial exits. In an environment characterized by
robust valuations and strong
competition for deals, GPs
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buyout transactions in the 40% their chips off the table while
early 2000’s to almost 60% 4,000 35% booking a partial return and
in 2018'. See exhibit 1. 2,000 30:/ ° distribute capital to LP’s.
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The appeal of the approach thesis.
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EXHIBIT 2: BO Exit Multiples By Ebita Cohorts
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1Pitchibook as of 2018, 2Bain 2019 Private Equity Report. 3Hamilton Lane 2018/2019 Market Overview.
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The 4th LP: Investing Between The Silos (cont.)

One of the obvious sources of follow-on capital to continue
backing emerging performers early in the life of the fund
would be the LPs in that fund. After all, they know the sponsor
as well as the company.

Among the challenges associated with this option is the
conflict in setting the valuation on a transaction between a
sponsor and the LPs invested in the platform via the fund.
Even a LP with a distinct co-investment and/or secondary

vehicle may struggle with the conflict of negotiating with
an affiliated entity that has a LP position. In speaking with
sponsors, these opportunities are often missed as a result of
their discomfort with the embedded conflict and optics of what
looks like an “inside deal”.

Another alternative may be to invite a competitor (another
buyout sponsor) to invest in the asset. Sponsors are often hesitant
to pursue that alternative due to the need to share governance rights
and potential misalignment on exit timeframes. See exhibit 4.

EXHIBIT 3: Average Distribution of Deal MOIC (Mulitple on
Invested Capital? By Fund Vintage
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Source: Based on Cambridge Associates data from funds closed between
1996-2015 (2018) US and developed Europe buyouts (by deal count). Past
performance is not a reliable indicator of future results.

EXHIBIT 4:
Capital Source Considerations
Debt Markets Lower cost of capital

Comfort level with additional leverage

Another PE Sponsor Will have to cede governance

rights/influence

LP Co-Investors Conflicts of Interest on valuation
and terms
Disparate views/needs across LP base

Optics: “Inside Deal”

Secondaries Complexities related to price on
liquidity, structure, alignment
Managing disparate set of LP interests

May create GP/LP friction

We believe this may be one of the factors driving the growth
of full exits represented by sales to other sponsors. In 2018,
almost 1/3 of buyout exits were sponsor-to-sponsor sales —
often a smaller sponsor selling a strong performer to a larger
sponsor able to further invest in the asset. See exhibit 5.

A sponsor contemplating the full exit of an asset that they
believe has further upside potential presents an attractive
opportunity. Providing incremental non-control capital
backing strongly performing assets to fund add-ons and/or
partial liquidity can enable a sponsor to further invest in and
extend their hold period in their emerging performers in order
to capture more of the return potential of their best assets.
From the perspective of the capital provider, the strategy
may have key risk mitigating elements:
* Reduced information asymmetry associated with
investing in seasoned platforms backed by incumbent
control sponsors
* A shorter path to exit as a result of investing in the asset
“mid-hold”
» The ability to negotiate a transaction structure that
bridges the potential misalignment of interests associated
with coming into a strongly performing asset at a stepped
up valuation and balances the interests of all parties — the
sponsor, the fund LP’s, the platform as well as the capital
provider.

EXHIBIT 5: Global Buyout-Backed Exit Value
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Source: DWS 2019 For illustrative purposes only.

Source: Bain 2019 Global Private Equity Report
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The 4th LP: Investing Between The Silos (cont.)

EXHIBIT 6: Opportunity ‘Between The Silos” of Dry Powder

In the current environment, the large silos of dry powder

backing traditional primary buyout investments and end-of- 4 TN

life focused secondary strategies are driving robust valuations 1 2.8x 2.6

and strong competition for deal flow. In our view, focusing on § tt"_""'“/" LTM Volume

opportunities between these silos to invest in performing mid- <

life portfolio companies is an attractive emerging opportunity “ $1.781B°

in a less competitive space in the private market ecosystem. ’

Effectively, this is a strategy that allows a manager to navigate BuyoutPENAV

into strongly performing private market companies with 1 5 Fund Life _ 10 :

material further upside. Further, we expect to see opportunities ! v

of this character increase further still in a downturn as sponsors DIRECT PRIVATE EQUITY SECONDARIES

seek to support their best assets in a more capital constrained »$7168 in Dry Powder® » §1238 in Dry Powder?

environment. See exhibit 6. > Average EBITDA Purchase » LBO Fund Pricing: 99%
Multiple 10.9X" of NAV?

For control sponsors, the appeal of investing further in Tei?edﬁa?(uﬁ:tr:;a; 'SSZ,"; gf,ie:,l;'evemgaj

emerging performers is stronger than ever. A sponsor we

visited with recently stated “we would prefer to continue Sources: 1Bain 2019 Private Equity Report; 2Greenhill Cogent; Q1 2019
to invest in our best assets than exit and reinvest capital in 3Pitchbook as of 2018; 4Credit Suisse 2018 Report on Secondaries
the current valuation environment.” Providing sponsors the For ilustrative purposes only

capital to pursue that strategy is, in our view, a compelling

opportunity which we expect to scale meaningfully, supported

by the secular industry trends of increasing add-on activity and

Sponsor-to-sponsor exits. %‘i@"

Kumber Husain, Head of Private Equity Solutions-Americas
Audie Apple, Investment Specialist-Private Equity

Past performance is not indicative of future results. No assurance is provided that any investment objective will be achieved. This material is for informational
purposes only and sets forth our views as of this date. The underlying assumptions and these views are subject to change without notice.

IMPORTANT INFORMATION

The comments, opinions and estimates contained herein are for informational purposes only and sets forth our views as of this date. This material was
prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive it. It is intended for informational and
ilustrative purposes only does not constitute investment advice, a recommendation, an offer, or solicitation. Neither DWS nor any of its affiiates gives any
warranty as to the accuracy, reliability or completeness of information which is contained in this document. Forecasts are based on assumptions, estimates,
views and hypothetical models or analyses, which might prove inaccurate or incorrect. Past performance is not a reliable indicator of future retums.

Important information:
DWS and Insurance AUM Journal are not affiliated.

For Institutional investor and Registered Representative use only. Not to be shared with the public.
The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries such as DWS Distributors, Inc. which offers investment products
or DWS Investment Management Americas Inc. and RREEF America L.L.C. which offer advisory services.

The material was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive it. It is intended
for informational purposes only and it is not intended that it be relied on to make any investment decision. It is for professional investors only. It does not
constitute investment advice or a recommendation or an offer or solicitation and is not the basis for any contract to purchase or sell any security or other
instrument, or for Deutsche Bank AG and its affiliates to enter into or arrange any type of transaction as a consequence of any information contained herein.

Please note that this information is not intended to provide tax or legal advice and should not be relied upon as such. DWS does not provide tax, legal or
accounting advice. Please consult with your respective experts before making investment decisions.

Neither DWS nor any of its affiliates, gives any warranty as to the accuracy, reliability or completeness of information which is contained. Except insofar as
liability under any statute cannot be excluded, no member of DWS, the Issuer or any officer, employee or associate of them accepts any liability (whether
arising in contract, in tort or negligence or otherwise) for any error or omission or for any resulting loss or damage whether direct, indirect, consequential
or otherwise suffered.
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The 4th LP: Investing Between The Silos (cont.)

This document is intended for discussion purposes only and does not create any legally binding obligations on the part of DWS and/or its affiliates. Without
limitation, this document does not constitute investment advice or a recommendation or an offer or solicitation and is not the basis for any contract to
purchase or sell any security or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained
herein. The information contained in this document is based on material we believe to be reliable; however, we do not represent that it is accurate, current,
complete, or error free. Assumptions, estimates and opinions contained in this document constitute our judgment as of the date of the document and
are subject to change without notice. Past performance is not a guarantee of future results. Any forecasts provided herein are based upon our opinion of
the market as at this date and are subject to change, dependent on future changes in the market. Any prediction, projection or forecast on the economy,
stock market, bond market or the economic trends of the markets is not necessarily indicative of the future or likely performance. Investments are subject
to risks, including possible loss of principal amount invested.

For investors in Bermuda

This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only in compliance with the provisions
of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Additionally, non-Bermudian persons (including
companies) may not carry on or engage in any trade or business in Bermuda unless such persons are permitted to do so under applicable Bermuda
legislation.
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