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AN OFFER YOU CAN'T REFUSE:

WHY YOU SHOULD BE A
SECONDARY SELLER

By Antony Anastasiadis and Marco Smith

In the 1972 film classic, The Godfather, Marlon Brando's title character is asked
how he will make a stubborn man see things his way. His response, “I'll make
him an offer he can't refuse,’ is emblematic of the way he approaches issues. By
turning potential problems into win-win solutions, both parties can benefit.

The same might be said about the private equity
secondary market. Once a niche sector of the private
markets landscape, secondaries have officially gone
mainstream over the last few years. Media coverage
abounds, whether about the latest transaction or
exploring some emerging trend within the market.

While there are benefits to participating in a growing
and evolving market, the level of complexity and
specialization has increased, posing a challenge to
limited partners looking to ramp up their exposure or
allocate to secondaries for the first time. It is against this
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backdrop that we offer some considerations that can
help LPs navigate the secondary market and expand,
evolve or reshape their private market portfolios.

[t may seem like a distant memory, but it was not long
ago that the majority of secondary market sales were
executed out of necessity — when liquidity was tight,
capital calls were looming and the broader market was
in distress. It is quite a different picture today, with the
selling of fund stakes now an integral component of
prudent portfolio management.
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2Source: Evercore PCA Secondary Market Surveys 2014-2018; Pregin, Dow Jones Private Equity Guide to the Secondary Market (2015)

hamiltonlane.com

Proprietary and Confidential | Page 1



o

Hamilton Lane

Research

‘e
RO,

\

The best way to visualize this change is to look at the
increase in deal flow volume in the secondary market
over the past five years and contrast that with the
current financial backdrop, where markets are rising
and institutional investors are struggling to put money
to work. No longer are distressed or forced divestitures
the predominant catalyst for a transaction. Instead,
LPs increasingly are viewing secondary market sales
as a way to reshape their portfolios for a wide variety of
reasons, which may include:

Funds that are non-core to their private equity
strategy

Rationalizing number of GP relationships
Performance, access or succession issues

Strategy drift within the general partner
community

At target allocation and redeploying into core
managers

Significant remaining net asset value, but low level
of distributions

Over-exposure to a single company or industry
Reverse denominator effect

Types of Seller in 2017-2018

Foundation

Endowment 3%
4%
Sovereign Wealth Fund
5%
Corporate Pension
5%

Private Wealth
Manager
2%

Public Pension
32%
Family Office
7%

Insurance
Company
10%
Asset
Financial Management Firm
Institution 18%

13%

Foundation

Endowment 1%
4%

Private Wealth
Manager
1%

Sovereign Wealth Fund

2%
Corporate Pension
8%

Public Pension
23%

Family Office
5%

Insurance

Company
5% Asset

Management Firm
41%

Financial
Institution
10%

Source: Campbell Lutyens 2019 Secondary Market Volume Report
*Split by transaction value (purchase price plus unfunded) per respondent.
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“No longer are distressed or forced
divestiture the predominant catalyst for
a transaction. Instead, LPs increasingly
are viewing secondary market sales as
a way to reshape their portfolios...”

See what we mean? These examples demonstrate that
there are a number of motivations driving potential
divestitures, as well as multiple ways to cross the finish
line. None of these examples are considered unique in
today’s market, whereas most would have been at the
turn of the decade.

Changes in leadership also can precipitate a decision to
sell down holdings. We have observed instances of new
ClOs who decide to take the portfolio in a new direction,
and thus look to offload fund stakes. Newer board
members may also demonstrate a tendency to approve
or reject fund sales differently than their predecessors.

We have seen one notable example of portfolio
rebalancing in the current state of affairs of a domestic
LP. The new CIO concluded that the plan held too many
GPrelationships,andis now attempting to createamuch
more concentrated portfolio with deeper relationships.
As a rebalancing was being contemplated, one of the
main points of consideration pertained to opportunity
cost and cost of capital. If the money currently tied
up in certain funds could be redeployed elsewhere,
earning a higher return, then it would make sense to
sell. Ultimately, the LP concluded that its pipeline of
future investment opportunities outweighed the return
potential of a portion of its current holdings, and it sold
a mix of funds at various price points. In doing so, the
seller was able to utilize this capital in ways it believed
would better position its portfolio for future growth.

This is only one example, and a prominent one at that.
And vyet, we believe it is reflective of the manner in
which other investors are approaching the secondary
market today. We don't expect to see a reversal in terms
of overall secondary volume anytime soon. Some of
that belief stems from observations that LPs who have
conducted a successful sale are more likely to pursue
additional sales in the future. Another element has to do
with the fact that, in any given year, 1.5-2% of all private
capital raised changes hands in the secondary market.
As fundraising booms in the private markets, this will
provide a natural tailwind to volume, as seen in the
chart below. Additionally, some of the largest vehicles
raised recently have been dedicated secondary funds
providing an increasing amount of dry powder.
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When does this part of the market hit its peak? We're
not sure that it will. Yes, private fund commitments are
“illiquid.” Yes, most have a ten-year capital lockup. But do
they really? With the ability to sellholdings becoming easier
every year, there is no need for investors to perpetually
retain vehicles managed by non-core sponsors.

As we move into the next decade, the secondary market
is well-positioned to expand in terms of type, scope and
size as the market matures. Growth also will be driven
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by institutional investors that have made their maiden
allocations to the private markets or that are expecting
to do so in the near term. Naturally, a broader base of
limited partners eventually leads to a deeper pool of
sellers. And, if we may be so bold as to end this piece
looking into the future, we think annual trading volume
could potentially reach $200 billion in the next decade
based on the past several years of growth. Marlon
Brando would be proud.

SoftBank 2.5%
Vision Fund

2.0%

ded 134N PIIOM [DSIA 40 %

2010 2012 2014 2016 2018

e o o % MSCI World Market Cap

Source: Bison Data via Cobalt, Preqin, Bain, Hamilton Lane Estimates. Fundraising data includes real estate, secondary funds and fund-of-funds (February 2019)
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Definitions

All Private Markets — Hamilton Lane's definition of “All Private
Markets” includes all private commingled funds excluding fund-
offunds, and secondary fund-of-funds.

MSCI World Index — The MSCI World Index tracks large and mid-cap
equity performance in developed market countries.

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. Past performance of the investments described herein is not
indicative of future results. In addition, nothing contained herein shall
be deemed to be a prediction of future performance. The information
included in this presentation has not been reviewed or audited by
independent public accountants. 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.

Certain of the performance results included herein do not reflect the
deduction of any applicable advisory or management fees, since it is not
possible to allocate such fees accurately in a vintage year presentation
or in a composite measured at different points in time. A client's rate
of return will be reduced by any applicable advisory or management
fees, carried interest and any expenses incurred. Hamilton Lane's fees
are described in Part 2 of our Form ADV, a copy of which is available
upon request.

The following hypothetical example illustrates the effect of fees
on earned returns for both separate accounts and fund of funds

hamiltonlane.com

investmentvehicles. Theexampleis solely forillustration purposes and
is not intended as a guarantee or prediction of the actual returns that
would be earned by similar investment vehicles having comparable
features. The example is as follows: The hypothetical separate
account or fund of funds consisted of $100 million in commitments
with a fee structure of 1.0% on committed capital during the first four
years of the term of the investment and then declining by 10% per
year thereafter for the 12-year life of the account. The commitments
were made during the first three years in relatively equal increments
and the assumption of returns was based on cash flow assumptions
derived from a historical database of actual private equity cash flows.
Hamilton Lane modeled the impact of fees on four different return
streams over a 12-year time period. In these examples, the effect of
the fees reduced returns by approximately 2%. This does not include
performance fees, since the performance of the account would
determine the effect such fees would have on returns. Expenses also
vary based on the particular investment vehicle and, therefore, were
not included in this hypothetical example. Both performance fees and
expenses would further decrease the return.

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 Conducts 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.

Hamilton Lane Advisors, L.L.C. is exempt from the requirement to
hold an Australian financial services licence under the Corporations
Act 2007 in respect of the financial services by operation of ASIC
Class Order 03/1100: US SEC regulated financial service providers.
Hamilton Lane Advisors, L.L.C. is regulated by the SEC under US laws,
which differ from Australian laws.

Any tables, graphs or charts relating to past performance included
in this presentation are intended only to illustrate the performance
of the indices, composites, specific accounts or funds referred to for
the historical periods shown. Such tables, graphs and charts are not
intended to predict future performance and should not be used as the
basis for an investment decision.

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 November 21, 2019
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