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Hl PA Insights: the Advantages of Primary Fund Investing

A carefully constructed portfolio of primary fund investments can offer
greater return dispersion and the potential for lower overall portfolio risk

Alternative investment programs are often managed through the
use of private investment vehicles, or primary funds, engaged

in direct buyout, venture capital, or special situations strategies.
These strategies and structures can provide a host of poten-

tial advantages to investors, including attractive risk-adjusted
returns, low correlations with publicly traded assets, and lower
volatility than public markets. However, accessing multiple indi-
vidual primary funds directly requires having significant assets
to invest as well as the appropriate internal infrastructure to
research, access and follow the right fund managers. Meanwhile,
anything less than a carefully constructed portfolio of such funds
can lead to concentration risk in terms of expertise, strategy and
diversification.

Accordingly, many investors opt to build their core private eqg-
uity exposure by investing through a dedicated fund-of-funds
vehicle, which can pool, or commingle, capital from a variety

of limited partners and deploy it into a wide range of selected
primary fund managers. In this manner, an investor may be able
to access a far larger number and far broader variety of manag-
ers (and the companies held in their respective portfolios) than it
could ever do on its own.

( N e o t Na. )
(continued on next page)

Key Takeaways

A primary fund-of-funds can deliver
core private equity exposure plus
diversification across strategies, ge-
ographies, sizes, vintage years and
industries.

A fund-of-funds approach can be
more cycle-agnostic, avoiding undue
exposure to economic swings and
swoons.

A deep and wide network of primary
fund managers can provide access
to best-of-breed managers and also
result in promising co-investment
and secondary opportunities.
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Distinct Advantages

Aside from reducing the risks associated with in-
vesting with only a single primary fund manager, a
portfolio of funds sponsored by different managers
can provide tremendous diversification benefits
across several important criteria, including strategy
(buyout, venture capital, special situations, etc.),
geography, target size, industry and vintage year.

Similarly, a primary fund’s structure and under-
lying mandate often require a cycle-agnostic
approach. Although timing the market is a favor-
ite pastime of many investors in traded markets,
the lock-up, long-term investment and realiza-
tion timeframes of most primary funds mean
they are almost certain to go through at least a
couple of up- and downdrafts during economic
cycles during their lifetimes. As managers do

not generally have the option of sitting in cash,
they can effectively dollar-cost average their
underlying investment portfolios across different
stages of a cycle, shifting macro and micro views
as necessary to take advantage of major mar-
ket dislocations or expansions. Over time, this
steady-as-you-go discipline across all strategy
types and cycle stages means investments can
be made during both market swoons and surges,

in turn helping to construct portfolios that are

not unduly exposed to frothy economic cycles or
underexposed during slowdowns or recessions.
As a result, there is greater potential for smoother
return dispersions over the life of a fund, and the
prospect of lower overall portfolio risk.

Another potential key advantage of a fund-of-
funds is the ability to be relatively opportunistic.
Ultimately, private equity funds may outperform
as an asset class because they are intensely
focused on those sectors of the economy that
are growing the fastest. By nature, these sectors
require capital to achieve such growth, but can
also benefit from private equity managers’ hands-
on approach to value creation, including skills in
deal structuring, management changes, accretive
acquisitions , operating improvements, talent
recruitment, growth strategies, and creative exit
strategies.

The Network Effect

Successful fund-of-funds managers also share
a characteristic that may be a significant ad-
vantage: they have deep and broad networks of
primary fund managers with whom they invest.
In some cases, these networks have been built
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over decades of experience and extensive due
diligence with the managers in question. This
creates a depth of knowledge that a stand-alone
investor might never attain. For example, know-
ing a particular fund manager’s loss rates and
dispersion of returns across different portfolios
of underlying company investments helps in
understanding the volatility and consistency of
returns. This can help answer questions such as:
How much of a fund’s performance can be traced
back to one or two home runs? What are the in-
vestment team’s performance attributions, depth
and motivations?

A broad base of manager knowledge can also
shed light on questions such as: What is a fund’s
risk profile on both an absolute basis and relative
to its strategy? How does a fund manager create
value in its investments — does it rely on purchase
price discipline, multiple expansion, revenue
growth or the use of leverage? Qualitatively, what
are the manager’s competitive advantages in
sourcing, operating capabilities and reputation
within certain sectors? What is the manager’s
team depth and organizational stability? All of
these questions are easier to answer when armed
with comprehensive, multi-year experience in
working with managers.

Moreover, such networks can provide access to
specific best-of-breed managers, sector ex-
pertise, oversubscribed established funds, and
outstanding new ones - all of which can add
tremendous value, diversification and risk reduc-
tion to an investor in a private equity program.
Another possible benefit of a strong underlying
network of primary fund managers is the potential
for promising tangential opportunities. Co-in-
vestments and secondaries can complement a
fund-of-funds manager’s activities and allow for
selectively targeting investments with outperform-
ing managers.

The fund-of-funds space has experienced a
natural maturation since the financial crisis, as
allocations to alternative investments in general
(and private equity in particular) have increased.
As those allocation percentages have grown,

the larger dollar amounts being devoted to the
segment by larger institutional investors have
increasingly justified building in-house teams

to craft the kind of primary portfolios discussed
above. However, for many smaller institutions,
family offices, foundations and endowments, the
numbers still don’t add up - in-house manage-
ment of a primary fund portfolio remains too cost-
ly and difficult to manage successfully. In such
cases, a fund-of-funds solution may still be the
right approach, as it delivers the private equity
exposure desired at a nominal cost and is already
inclusive of the arduous due diligence and com-
prehensive risk management work that can take
years to develop.

The Bottom Line

Consistency is the key. Any good manager can
run into a rough patch, and every economic
sector and industry will go through up and down
cycles. On balance, a primary fund-of-funds
made up of heavily-vetted, high-quality under-
lying managers, chosen for their qualitative and
quantitative attributes, can appropriately serve
as an investor’s core private equity exposure. Di-
versified across multiple criteria — sectors, sizes,
managers, geographies, etc. — such funds can
provide the attractive risk-adjusted return, cor-
relation and diversification benefits of the private
equity asset class. B
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Headquartered in Darien, CT and founded in 1994, Portfolio Advisors, LLC is an independent, private markets invest-
ment specialist with more than $23 billion in assets under management. The firm also has offices in Switzerland and
Hong Kong. Portfolio Advisors provides tailored private equity, private real estate and private credit investment solutions
through commingled funds and custom advisory solutions via primary partnerships, secondary purchases, co-invest-
ments and direct senior and mezzanine investments. Portfolio Advisors has been an Investment Advisor registered with
the U.S. Securities and Exchange Commission since 1994, and is also a Qualified Professional Asset Manager in the U.S.

© Copyright 2019 Portfolio Advisors, LLC. All rights reserved. For more information or to be added to our research dis-
tribution, please visit www.portad.com or email us at investorrelations@portad.com.
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Disclosure Statement

This material does not constitute an offer or solicitation for any fund sponsored by Portfolio Advisors, LLC (“Portfolio Advisors”) or its
affiliates, or any investment services provided by Portfolio Advisors. No offer of investment services or sale will be made in any jurisdic-
tion in which the offer, solicitation, or sale is not authorized or to any person to whom it is unlawful to make the offer, solicitation or sale.

This document includes information obtained from published and non-published sources that Portfolio Advisors believes are reliable.
Such information has not been independently verified by Portfolio Advisors. Unless otherwise specified, all information is current at the
time of issue. Any opinions expressed are those of Portfolio Advisors. The opinions expressed do not constitute investment advice and
are subject to change without notice. Past performance is not a guarantee of future success and there can be no assurance that inves-
tors in funds will achieve the returns or investment objectives discussed herein. Investments in private funds involve significant risks,
including the possible loss of the entire investment. 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 tax, legal, accounting or other advisors about
the matters discussed herein.

Distribution of this information to any person other than the person to whom this information was originally delivered and to such
person’s advisors is unauthorized and any reproduction of these materials, in whole or in part, or the disclosure of any of the contents,
without the prior consent of Portfolio Advisors, in each such instance is prohibited. Notwithstanding anything to the contrary herein,
each recipient of this summary (and each employee, representative or agent of such recipient) may disclose to any and all persons,
without limitation of any kind, the tax treatment and tax structure of (i) any fund described herein and (ii) any of its transactions, and all
materials of any kind (including opinions or other tax analyses) relating to such tax treatment and tax structure.

Before deciding to invest in a fund, prospective investors should pay particular attention to the risk factors contained in the fund doc-
uments. Investors should have the financial ability and willingness to accept the risk characteristics of an investment in a fund. Certain

information contained herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”,
“should”, “expect”, “anticipate”, “project”, “estimate”, “intend”, “continue”, or “believe” or other variations thereof. Due to various risks
and uncertainties, including those discussed above, actual events or results or actual performance may differ materially from those
reflected or contemplated in such forward-looking statements. As a result, investors should not rely on such forward-looking statements

in making an investment decision.

Nothing set forth in this document is intended to constitute a recommendation that any person take or refrain from taking any course
of action within the meaning of U.S. Department of Labor Regulation §2510.3-21(b)(1), including without limitation buying, selling or
continuing to hold any security. No information contained herein should be regarded as a suggestion to engage in or refrain from

any investment-related course of action as none of Portfolio Advisors, LLC or any of its affiliates is undertaking to provide investment
advice, act as an adviser to any plan or entity subject to the Employee Retirement Income Security Act of 1974, as amended, individual
retirement account or individual retirement annuity, or give advice in a fiduciary capacity with respect to the materials presented herein.
You are advised to contact your own financial advisor or other fiduciary unrelated to Portfolio Advisors, LLC about whether any given
course of action may be appropriate for your circumstances.
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