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OUR TOP THREE [PRIVATE MARKETS]
PREDICTIONS FOR 2018

By Mario Giannini, CEO

New Year's resolutions and predictions;
these irresistible  guilty pleasures
share some similarities: they are an
oft-featured aspect of end-of-year
discussions and writing and, by some
time in the middle of the year, they
lapse into silence - forlorn promises
and prognostications that never came
to pass. My New Year’s resolution was
to avoid making any predictions for the
private markets in 2018. Fortunately,
that resolution didn‘t even last through
New Year's Day, because here | am
sharing some such predictions.

These are a little different, however. Instead of making
any outright bold and potentially silly predictions (you
know what | mean because I've made them before), I'm
going to offer my thoughts on a few surprising things
that could happen in 2018. Not only does that allow
for a natural hedge if I'm wrong (hey, | said could, not
would), but it makes predicting more what it should be:
a look into some trends that we should be anticipating
or for which we should prepare.

#1: Revenge of the Techno-Nerds.

We spent a lot of 2017, particularly in the venture world,
talking about the Softbank Vision Fund. A chunk of the
discussion was around its outsized profile compared
to any other fund in the market. Ironically, that turned
out to be only one in a slew of interesting aspects of
the Softbank Fund. More intriguing has been the
fund’s impact on venture investing and valuations.
When a single fund boasts so much more capital than
the rest of the industry combined, that will inevitably
create consequences, both intended and unintended.
Perhaps in 2018 we will begin talking about the - drum
roll please - MEGA VENTURE FUND. Turn an ear to the
investing world and you can already hear the rumblings:

® The world has changed and companies can't
or don't or shouldn't go public. (Let's call them
"Unicorns” to be original.)

e Unicorns need capital, either to continue to be
category killers and achieve even greater profitless
scale or to move into associated areas that promise
red ink for generations. (Come on, it's worked for
Amazon and, after all, these are all the Amazons-of-
tomorrow.)
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e Unicorns also need capital to provide liquidity to
various shareholders. With the public markets no
longer functioning as a liquidity mechanism, private
markets could fill that void.

* The scale and size of these Unicorns requires large
amounts of capital. Traditional venture funds are
too small to provide the requisite capital. Moreover,
those funds can't make
the outsized investments
required in Unicorn rounds
while continuing to invest
in smaller, earlier stage
rounds.  The portfolio
construction looks too odd.
Finally, neither buyout nor
growth funds can provide
the capital because they
don't have the expertise in
this field.

e Softbank has proved that
there is enormous demand
for this kind of investment
capital. If there wasn't, how
could the Vision Fund be shelling out billions of
dollars into Unicorn companies (including a recent
multi-billion dollar investment into Uber) and be
ready to come back to market so soon?

Voila, the need for massive funds designed to invest in
Unicorns around the universe.

There are some strong reasons for this investment
trend both to begin and to be successful. Some of the
underlying dynamics are strong, secular trends and
many Unicorns could develop into the Googles of the
next 10 or 20 years. In the private markets, there exists
a real gap between the venture world and the buyout/
growth world in terms of skill set to invest in these
opportunities. I'd argue, however, that the skill set is the
more important missing item. Some of these funds, as
they develop, will probably do well. | predict that most
will not. If this trend picks up steam, we will hear the
familiar refrain of “this time is different,” that the public
markets and private markets have changed forever,

Perhaps in 2018
we will begin
talking about

the - drumroll
please -

VENTURE FUND

and that this kind of fund addresses a capital gap we've
never seen before.

Here's an interesting perspective to keep in mind if this
trend really does develop in any meaningful way. Mark
Twain is quoted as saying, “History doesn't repeat itself,
but it often rhymes.” PE has seen two massive blow-
ups: the late ‘90s blow-up with the venture world and
the buyout world doing telecom
deals, and the middle aughts
with the buyout world doing
giant public-to-private deals.
Both periods were characterized
by large funds (by historical
standards) spending money
very quickly in deals described
as ones that PE had never seen
before: It was perceived to be a
new investment horizon where
PE would stake out its place
and generate great returns.
I've wondered if we would see
similar behavior marking the end
of this current cycle, but there's
been no evidence of that to
date. Perhaps the rise of the huge venture funds, raised
by VCs, growth capital funds and buyout funds, will
mark that cycle’s end. It will be the great blow-up, with
echoes of both the late ‘90s and the 2007 buyout bomb.
It's worth watching carefully. It will be challenging for
LPs. Some genuinely compelling opportunities certainly
exist, and some GPs stand to do quite well in this space,
but there simply won't be as many as | predict will be
advertised.

MEGA

#2: "It's far worse than anything | was ever doing.”
Jordan Belfort (better known as the “Wolf of Wall
Street” from the movie of the same name).

The year 2017 saw a good bit of time spent discussing
Bitcoin and ICOs (Initial Coin Offerings). Mainstream
media now regularly reports cryptocurrency ticker
prices along with stock and index prices. ICOs raised
huge amounts of capital that would normally have been
provided either by the private or public markets. Much
of the discussion has focused on how this development
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impacts venture capital investing, with some firms taking
part in ICOs. I'll leave it for someone else to discuss
whether that's what certain LPs are looking for in their
VC investments. Instead, what I'll offer as a prediction
is that fundraising in 2018 could begin to feature ICO-
style funds rather than the traditional partnership fund

model to which we are all so accustomed.

Ok, so you're probably thinking | must have gone on
hiatus at the end of the year and spent too much time
in California lurking around the marijuana dispensaries,
but hear me out. Why is the idea so far-fetched? An
echo of what is to come has already occurred: The
DAO fund ("Decentralized Autonomous Organization”)
raised what was then a record amount for what was
essentially a revolutionary form of venture fund. The
fund gave all the owners of the tokens a vote in the
investments the fund would make. The DAO fund didn't
collapse because of investment problems; it collapsed
because it was hacked. It was a technology problem,
not a problem of concept or investor interest. Given this,
it seems likely to me that someone will work through a
structure that offers potential investors a very simple set

of ideas:

e The fund will invest in blockchain or cutting-edge

companies.

® The fund will invest either using cryptocurrencies or
mundane fiat currencies issued by banana republics

like the U.S., China or Germany.

o Why is the idea
so far-fetched?
An echo of what
is to come has
already occurregl,

e "L Ps” (they won't be called that in these structures)
will be issued tokens (let’s call them “"HLCoin").

e And here’s the real genius; investors aren't waiting
around for the GP to send money back, nor are they
paying a management fee (at least in my current
theoretical construct). HLCoin is listed on the various
exchanges and, particularly since values only go
up for these things, investors can choose when to
liquidate all or part of their holdings at a profit.

® The "GP" (also probably not called that in these
structures) doesn't receive a management fee since
it will have retained some amount of HLCoin and can
use that, particularly as it appreciates in value, to fund
operating expenses.

e “Carry” (again, probably not called that in these
structures) comes in the form of appreciation on the
HLCoin that the GP retains.

What's not to like? It's faster, more efficient and currently
less regulated. It also opens up an entire new world of
investors to the general partner community. I'd watch
this area carefully as different forms of fundraising take
shape. (I'd also take Mr. Belfort's warning somewhat
seriously. He seems to have had some experience with
money-raising schemes that leave investors with less
capital than they started.)

#3: PE M&A (AKA, "How I finally saw the Loch Ness
Monster”).

It is hard to think of an industry anywhere in the world
that hasn't seen waves of M&A activity as the enterprise
expands and consolidates, grows and contracts; that
is, with the notable exception of PE. Even amidst the
depths of venture's woes in the early 2000s and buyout's
troubles in the late 2000s, the industry refused to go
through any kind of M&A activity. There are plenty of
good reasons: huge egos, crazy fees locked in almost
perpetuity, tons of capital sloshing around the market.
So, you ask, is now any different? Probably not. But I'll
argue there are a couple of things going on that might
(and | say might) push for more M&A activity in the
private markets area:

® GP investment funds, such as Dyal, Goldman or
Alplnvest, are really a form of M&A in disguise. They
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are not bringing firms together, but, if you believe
the stories, a fair amount of the capital is earmarked
for expansion. It can be viewed as glimmers of M&A
reaching the dusty corners of PE land. Expansion can
be bought or built and some of these GP investment
funds, even as passive as they are, might begin
pushing for more aggressive expansion, including
M&A.

Many private markets platforms have already
formed and their size is creating some real barriers
to entry. Many firms don't care, as they make more
than enough money with the assets they have, but
some firms hunger to reach the top tier of the asset
class. How do you do that organically in today’s
environment? It can certainly be done, but it takes a
fair bit of time, and the larger firms continue to get
larger very quickly. They say that breaking up is hard
to do. Well, catching up at this point is even harder
to do.

If you are a GP that is either struggling or doing well,
but either of a sub-size or getting to the end of your
career, what do you do? The answer traditionally has
been you hunker down and suck all the fees you can
for as long as you can and either hope for a miracle
or, when your fees run out, go sit on the beach and
on various boards. (In some cases, you hand over the
reins to your junior partners and blame them for the
bad investments and fundraising issues.) | am not yet
fully delusional; | suspect that will continue to be the
case in the majority of end-of-fund-life scenarios, but

it is becoming more difficult. LPs are savvier about
cutting off fees sooner, and some GPs might figure
out that the kind of M&A activity they routinely press
their portfolio companies to do could help them not
only survive, but prosper.

® Let's go back to the glimmers of M&A already taking
place. It's not just the GP investment funds; many
of the structured transactions taking place on the
secondary side are disguised M&A. Yes, they are
currently focused on a single GP, but is it hard to
foresee an expansion of that to include more than
one?

This one is admittedly more of a long shot than my prior
two predictions. However, as more GPs and the investors
and LPs around them see expansion as a necessary
part of survival, it is only a matter of time before one
GP engages in M&A. And what if it works? Then the tide
turns.

There you have it: three topics with the potential to take
up a great deal of conversation in 2018. | don't pretend
to know with any real certainty whether they are good
or bad developments for the industry. If the past is any
guide, even if they are not favorable trends in 2018, they
may improve the industry over the longer term. What we
have learned over the past 20 years is that the private
markets industry is incredibly adaptive. There is no
reason to think 2018 will change that basic, core feature
that has made it such a worthwhile, and interesting, area
in which to invest. %3
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Who We Are”

Hamilton Lane is an alternative investment management firm providing innovative private markets services to
sophisticated investors around the world. The firm has been dedicated to private markets investing for 26 years
and currently has more than 330 employees operating in offices around the world. We're proud to have been
named a Best Place to Work by Pensions & Investments for six consecutive years.

Our Mission & Values

We enrich lives & safeguard futures

Do the Integrity, candor The pursuit A spirit of competition
right thing and collaboration of excellence that inspires innovation
Contact Us
» Philadelphia » San Diego » Las Vegas

One Presidential Blvd., 4th Floor
Bala Cynwyd, PA 19004

USA

+1 610934 2222

» London
8-10 Great George Street
London SW1P 3AE
United Kingdom
+44(0) 207 340 0100

> Tel Aviv
14 Shenkar Street
Nolton House
Herzliya Pituach, 46733
P.O.Box 12279
Israel
+972 9 958 6670

» San Francisco
201 California Street
Suite 550
San Francisco, CA 94111
USA
+1415 365 1056

» New York
610 Fifth Avenue, Suite 401
New York, NY 10020
USA
+1212752 7667

*As of September 30, 2017

7777 Fay Avenue, Suite 201
La Jolla, CA 92037

USA

+1 858 410 9967

Tokyo

17F, Imperial Hotel Tower

1-1-1, Uchisaiwai-cho, Chiyoda-ku
Tokyo 100-0011

Japan

+81 (0) 3 3580 4000

Miami

999 Brickell Avenue
Suite 720

Miami, Florida 33131
USA

+1 954 745 2780

Hong Kong

Room 1001-3, 10th Floor
St. George's Building

2 |ce House Street
Central Hong Kong, China
+852 3987 7191

Rio de Janeiro

Av. Niemeyer 2, Sala 102
Leblon Rio de Janeiro
Brasil 22450-220

+55 21 3520 8903

3753 Howard Hughes Parkway
Suite 200

Las Vegas, NV 89169

USA

+1702 7847690

Seoul

16/17 Fl., Posco P&S Tower
Teheran-ro 134, Gangnam-Gu
Seoul 135-923, Republic of Korea
+82220157679

Sydney

Level 36, Governor Phillip Tower,
1 Farrer Place,

Sydney, NSW 2000

Australia

+61 288233741

Munich

Hamilton Lane
Leopoldstrasse 8-10
80802 Munich
Germany

+49 89 954537901

Portland

15350 SW Sequoia Pkwy
Suite 260

Portland, OR 97224

USA

+1503 624 9910
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DISCLOSURES

This presentation has been prepared solely for informational purposes and contains confidential and proprietary information, the disclosure
of which could be harmful to Hamilton Lane. Accordingly, the recipients of this presentation are requested to maintain the confidentiality of
the information contained herein. This presentation may not be copied or distributed, in whole or in part, without the prior written consent of
Hamilton Lane.

The information contained in this presentation may include forward-looking statements regarding returns, performance, opinions, the fund
presented or its portfolio companies, or other events contained herein. Forward-looking statements include a number of risks, uncertainties
and other factors beyond our control, or the control of the fund or the portfolio companies, which may result in material differences in actual
results, performance or other expectations. The opinions, estimates and analyses reflect our current judgment, which may change in the future.

All opinions, estimates and forecasts of future performance or other events contained herein are based on information available to Hamilton
Lane as of the date of this presentation and are subject to change. In addition, nothing contained herein shall be deemed to be a prediction
of future performance. Certain information included herein has been obtained from sources that Hamilton Lane believes to be reliable but the
accuracy of such information cannot be guaranteed.

This presentation is not an offer to sell, or a solicitation of any offer to buy, any security or to enter into any agreement with Hamilton Lane or
any of its affiliates. Any such offering will be made only at your request. We do not intend that any public offering will be made by us at any time
with respect to any potential transaction discussed in this presentation. Any offering or potential transaction will be made pursuant to separate
documentation negotiated between us, which will supersede entirely the information contained herein.

Hamilton Lane (UK) Limited is a wholly-owned subsidiary of Hamilton Lane Advisors, L.L.C. Hamilton Lane (UK) Limited is authorized and
regulated by the Financial Conduct Authority. In the UK this communication is directed solely at persons who would be classified as a professional
client or eligible counterparty under the FCA Handbook of Rules and Guidance. Its contents are not directed at, may not be suitable for and
should not be relied upon by retail clients.

The information herein is not intended to provide, and should not be relied upon for, accounting, legal or tax advice, or investment
recommendations. You should consult your accounting, legal, tax or other advisors about the matters discussed herein.

The calculations contained in this document are made by Hamilton Lane based on information provided by the general partner (e.g. cash flows
and valuations), and have not been prepared, reviewed or approved by the general partners.

As of January 30, 2018
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