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In our first edition of LF7 Capital Ideal Lab, we presented ideas to help wealth
managers create performance in inflationary tfimes through financial and
technological innovation. In particular we outlined a way to beat the equity downturn
with innovative private equity solutions.

BEdtiNG CHe eauicy powncurn 1n 2022

We showed a chart to highlight that except in very bullish markets, private equity
offers significant upside to listed markets. Below are other illustrations of our
statement.
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If we look at it a little deeper through the prism of 2022, the S6P and MSCI Europe
took a significant beating, whilst PE valuations held rather well in comparison, using
the latest industry-wide data available (as of November 2022).

This held true in previous downturns too.

Private equity and public index returns during tumultuous markets
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But what happens after a drawdown ? How about timing ? Is now the time to invest ?
The common theme with the last major downturns (tech bubble in 2000 and GFC in
2008) is that years prior o an equity drawdown underperform whereas investing in
the years after the drawdown generate superior returns over fime.

Global buyout deal IRR by year of entry
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A Markec For inscicucionat INVescors?

We just highlighted the performance benefits of private equity markets. Yet, individual
investors hold a relatively small share of the $11.7 frillion market. Individual investors,
including Ultra High Net Worth and Family Offices account for about half of all global
AUM. However their share of private markets AUM is significantly smaller.

The goal of our Ideal Lab #3 at LF7 Capital is to understand why.
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dCHIEVING DIVEersIFicacion

As we can see in the charts above, private investors allocate a small portion of their
wealth to alternatives and private equity. The smaller their net worth, the smaller their
allocation. One of the most important factors for this low allocation is the difficulty of
achieving a reasonable level of diversification.

It is nearly impossible for clients up to “Very High Net Worth”, i.e., with assets of up fo
$30 million, to invest in large primary funds. Why?

For large primary funds, the traditional ficket size is $ 5 to 10 million.

So even if a $30 million private client were to allocate 20% of his assets into PE (which,
as we see in the charts, is far from being the case), it would equate at most to $6 million.
At best 1 investment info 1 large primary fund.

Zero diversification. And that is where the problem lies. What are the options fo achieve
the required diversification?

- Building a team of analysts who will conduct due diligence and select the best
managers. Using the same numbers as above, that means allocating a
minimum of $ 30 to 50 million to PE every year. Which we believe is at least $
200 million over a period of 6 o 10 years and therefore is reserved to large
family offices or External Asset Mangers / private banks.

- Outsourcing the work to a dedicated entity such as a large private bank or
digital platforms such as Moonfare or Titan Bay in Europe, iCapital in the US.
They offer access o large funds in smaller sizes. But this comes at a significant
cost. More on that later.

- Invest in a secondaries fund. Secondaries offer an aftractive risk return
balance for investors looking to invest in the PE sector.



DIVErSIFICAcion CHrouGH a Seconparies FUND

Diversification of the portfolio is critical to mitigate the risk of external events potentially
affecting the fund’s global performance. The diversification is built along several
dimensions:

e Industries
e Geographies

e Fund managers

Seconparies are an * Funds

e Funds'vintages

gasy wav .o
A secondaries fund such as Proval/investhas formal restrictions that ensure minimum
DIVErSIFY YoUur PE R
diversification:
p U r[' F 0 I— l U . No more than 40% of commifments fo be invested in funds managed by a single manager

. No more than 20% of commifments fo be invested in any single fund

It is envisioned that at the end of its 1 year investment period, the € 75 million fund
should have investments in 50 to 80 underlying companies, located in 6 to 10 funds,
themselves managed by 4 to 7 independent managers. The underlying companies
should be operating in more than 10 independent industries across Europe.

The graph below illustrates the J-curve of a Proval fund (actual cash flows of the
portfolio previously invested by Provalinvest partners) as well as the compounded
curves illustrating respectively a commitment in Proval ST whose distributions are
recycled to finance a commitment of the same size in Proval S3 (Proval S1+S3) and a
commitment in Proval S1 whose distributions are recycled to finance a commitment of
the same size in Proval S3 and then in Proval S5 (Proval S1+S3+S5), etc. Provalinvest
raises and invests a new fund every year.

Proval funds - compounded return

Proval $1+ 3

Proval 51

Proval Funds
S1 S1+383 S1+83+85 S1+ 383+ 385+ 87
ROI 1.83x n/a n/a n/a
Peak ROI 1.91x 2.52x 3.28x 4.04x
IRR 21% 21% 21% 21%
Breakeven Year 4 Year 5 Year 6 Year 6
Duration 1 years 10 years 12 years 14 years




FUND OF FUNDS Have
CHE LONGESL J-
Curve

ACCESS (0 CHe BeSt manaGers CHrouGH a FunD OF FUNDS

Apart from investing in secondaries, smaller investors are left with one other choice:
investing in a fund of funds.

This is often the solution offered by private banks. Some of the key advantages is that
they allow private bank clients to access prestigious primary funds, showcase the
bank’s ability to construct products and select best in class solutions.

We will come back later to the topic of fees because fees are also relevant to
secondaries.

Whilst a fund of funds gives access to best in class in managers and achieves
diversification, the main drawback is that it increases duration asillustrated in the chart
below. We have chosen some of the best fund of funds in the industry and compared
their performance to that of our partner Provalinvest. Peak ROIs can be very similar to
Provalinvest, but IRR is different due to mostly one factor: the shape of the J curve. For
a similar risk / reward, it simply takes much longer for a fund of funds to return cash.

Proval vs Fund of Funds

Top 5% Fund of funds
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Proval funds Top Top Top 5%
S1+S83 | S1+S83+|S1+S3+ Quartile Quartile Fund of
S5 S5+ 87 Fund of Fund of funds

funds funds
ROI n/a n/a n/a 1.65x 1.31x 3.10x
Peak ROI 2.52x 3.28x 4.04x 1.95x 1.46x 3.10x
IRR 21% 21% 21% 9.4% 5.6% 14.5%
Breakeven Year 5 Year 6 Year 6 Year 11 Year 13 Year 10
Duration 10 years | 12 years | 14 years | 15 years 16 years 19 years

FEes anb CHEeIr IMPACt On PErrormance

Provalinvest Secondaries LBO funds Fund of Funds

Overlying GP 1.25% & 12.5% 1.25% & 12.5% 2.0% & 20% 0.8% & up to 5%

Management fees & Carry

Underlying funds nfa® n/a® n/a 2% & 20%

Cumulative

management fees 1% app. 12% app. 18% app. 30%



THE SHOTCEr CHE
BECCLEr. EVEN MOre
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PUCCING CaPItaL at
WOrk WItHIN a year

It is always difficult to make a short comparison of fees as they vary considerably
between managers and over time. They even vary depending on the size of the
investment within the same fund.

But there is one very clear takeaway: fees have a lot more impact when capital is not
called. The longer it takes to invest and refturn cash, the higher the fees will be. The
impact on IRR even more so.

REDUCING J Curves anb Funp puracion

In the traditional PE fund model (blind pool commitments, 5-year investment period,
10-year term), primary and secondaries funds present similar limitations:

e Slow capital deployment, blind pool commitment

e Undrawn capital locked in during the investment period and beyond,
with LPs not able to reallocate it fo other investments

Financial innovation is necessary to shorten the J curve and deploy capital as quickly
as possible:

e Investing within one year
e Efficient deployment of committed capital

e Overall amount of fees paid throughout lifetime of fund significantly
reduced

e Undrawn capital unlikely to be called can be identified at the end of
the short investment period and reallocated by LPs

This is very well illustrated in comparing best-in-class primary funds with Provalinvest

Proval vs LBO Funds
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Proval funds Top Tier LBO | Top Tier
S1 S1+383 S1+83+ | S1+383+ Fund 2 LBO Fund 1
S5 S5+ 87

ROI 1.83x n/a n/a n/a 2.03x 1.95x
Peak ROI 1.91x 2.52x 3.28x 4.04x 2.13x 2.32x
IRR 21% 21% 21% 21% 13% 14%
Breakeven Year 4 Year 5 Year 6 Year 6 Year 7 Year 8
Duration 7 years 10 years 12 years | 14 years 14 years 15 years




J CUrves OF
SECOoNnDaries Have
BECOME LIKE
Primarv FunDs

BECAUSE S1Z€ MatLers

As the secondaries market evolved from a few billion in 2001 to 140 billion in 2022, the
duration and J curves of the large funds have become very similar to those of primary
funds. Just look at the terms offered: they are identical in most cases. The main cause
is simple: it takes time to deploy large amounts of capital, regardless of the strategy.
Hence the need to keep the funds small.

Not something the larger secondaries (or primary funds) are keen to do because size
matters to their bottom line. Unfortunately, the opposite is true for the investor.

There is another very important consequence of keeping a fund small: it allows for a
“Cherry picking” strategy based on multiple considerations such as fund’s strategy,
vintage, performance, geography, and GP quality.

The large secondaries funds conduct statistical and probability-based analysis at
portfolio level but not at company level. It is sufficient and an optimized use of
resources. But investing in a fund that conducts due diligence and runs financial
models at company level is unique. And an amazing source of co-invest opportunities.

Think of it as Ferrari compared to BMW or Patek Philippe vs Rolex in tferms of
production numbers. Both great brands in their industry. Just a different business
model.

We can illustrate this with a performance comparison between (excellent) large
secondaries funds and the smaller Provalinvest

Proval vs Secondary Funds
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Proval funds Top 10% Top Tier
S1 S1+383 S1+83+ | S1+83+ | Secondary | Secondary

S5 S5+ §7 Fund 1 Fund 2
ROI 1.83x n/a n/a n/a 1.57x 1.38x
Peak ROI 1.91x 2.52x 3.28x 4.04x 2.25x 1.59x
IRR 21% 21% 21% 21% 13.3% 8.0%
Breakeven Year 4 Year 5 Year 6 Year 6 Year 7 Year 8

Duration 7 years 10 years 12 years | 14 years 14 years 14 years




[N summary

WICH FINa@nciaL innovacion, our parcner provaL/vese
DESIGNED CHE BESCL SOLULION FOr Private WeaLLH INVESLOrs:

e TOPCIErrecurns

e SHOICESE POSSIBLE INVESCMENG PErIOD @ 12 MONCHS
e RESULCING IN CHE SHOICESC J CUTVE

e REDUCING CHE IMPACC OF FEES CO CHE MINImMum

e WICH OPCIMAL DIVErSIFICALION

e ANDAdVEry LOW LEVEL OF I'ISK FOr CHE aSSEC CLASS

e (OFFETING CO-INVESC OPPOrCUNICIES

In the next edition of the Idea Lab, we will look at opportunities in the real estate
sector.

In the meantime, get in touch to know more about the investment solutions
mentioned in Idea Lab #3.

PIERRE-OLIVIER NEYRAUD
CED & FOUNDER
078 728 3087 —

CHE-290.921.487 — MEMBET OF CHE SWISS REGISTEr OF CLIENT ADVISOrS (ARIF)

Disclaimer: The contents of this document have been prepared by LF7 Capital and Provalinvestfor informational purposes only. The
information contained in this document does not constitute or contain any type of advice, and neither our document of such
information nor your receipt of it will create a commercial or legal relationship. Consequently, you should not act or rely upon the
information contained in this document without seeking professional counsel. This document does not constitute tax, legal or
professional advice. LF7 Capital SARL and Provalinvestare the owners of all copyright and other rights in and to all copyrightable
text and graphics on this document. Your company or its representatives may lawfully use this teaser for its own, non-commercial
purposes, by displaying this copyright notice. Any other reproduction, copying, distribution, retransmission or modification of all or
any parts of this document is strictly prohibited without the express prior written permission of LF7 Capital SARL and Provalinvest.



