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How is the economic environment impacting sponsor interest

in pursuing GP-led secondaries transactions? REPRODUCED WITH PERMISSION OF:

There has never been more interest in general partner-led opportunities'—so much Private I_Equity

so that the market today is vastly undercapitalized. The growth in demand has not International

been met with a commensurate increase in fundraising, and this can be seen in the
. . ) . FROM THE MARCH 2024 GP-LED
numbers. The ratio of dry powder to yearly transaction volumes in the secondaries SECONDARIES SPECIAL REPORT
industry continues to be depressed relative to 2020 highs' which tells you that
there is not enough capital out there to pursue all the available deal flow, which

in turn means buyers can be extremely selective. | think there is a sense among
GPs that, as other exit routes have become more challenging, GP-leds represent
the easy option, but | don't believe that is the case. Supply/demand dynamics mean

that only those GP-led secondaries deals involving the best assets are getting done.

Is the economic environment also impacting the ability for
GPs and secondaries buyers to come together on price?

Prior to rising interest rates and this more challenging economic environment,
deals in the GP-led market typically only took place at par value or above.
Now, most deals involve some sort of discount, so | would say that in this
segment of the market, more so than in other parts of the asset class, there
has been a sufficient adjustment in price expectations to allow buyers and
sellers to come to an agreement.

How are secondaries investors responding in terms of
underwriting GP-leds? Has the emphasis of your due
diligence changed?

The last four years have been extremely volatile to both the upside and the
downside, so when it comes to underwriting, it has become more important

1 Source: Jefferies Group, Global Secondary Market Review, January 2024
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than ever to look at historical financial performance for
assets in the context of what was going on at that time.? For
example, Covid-19 was accompanied by a massive increase in
liquidity, which in many cases led to unsustainable growth.
Many businesses faced a significant retraction in late

2022 and into 2023, which highlighted the importance of
scrutinizing historical performance and examining the extent
to which it can be replicated going forward.

What do you require from the GP in terms of
economic alignment, and what other levers
are you able to pull as a secondaries buyer to
ensure alignment?

The playbook around alignment has completely changed.
Simply rolling carry and putting additional money into
transactions are no longer enough to guarantee alignment.
Exits have been so limited over the past couple of years,
and the pressure put on GPs to generate distributions in
order to secure future fundraisings has altered the focus for
many GPs when it comes to GP-led secondaries. In many
cases, GPs may be willing to put a lot of their own money
at risk simply to create the distribution to paid-in capital
(DPI) necessary to raise their next fund, which is integral to
the ongoing commercial success of their business. Buyers
therefore need to dig deep into the real motivation for the
GP pursuing the deal and consider it in the context of the
fund that the asset currently sits in, as well as the GP's
broader organization. Has the sponsor failed to exit any
assets from the fund for a significant period? Is the firm's
fundraising contingent on this GP-led deal taking place?

These aren't issues that can be resolved through structure—
by creating different carry incentives, for example. You

need to delve into the underlying motivation to understand
what the GP is really trying to accomplish. It is also worth
considering that secondaries buyers often put pressure on
GPs to bring multi-asset deals to market, because so many
secondaries funds have diversification requirements.® As

a result, these multi-asset deals are often manufactured

by GPs by combining one prime asset they really want to
sell with other assets in order to create those diversified
dynamics. The problem is that these additional companies
are rarely as good as the key asset, and buyers end up taking
the good with the bad. | think this is something buyers

need to be wary of, and | continue to believe the best
opportunities involve single assets.

What types of opportunities are you currently
favoring in terms of sector and geography?

The US and Western Europe are the best places to invest in
GP-led secondaries, having the most dealflow and excellent
stability from a geopolitical perspective. | would contrast

that to China, in particular, where there has been significant
volatility over the past few years and where we see continued
and material geopolitical risk. That said, the Japanese, Korean
and Australian GP-led markets are growing quickly and offer
relative stability. It is important to ensure the underlying asset
does not have an extensive global supply chain. That creates
too much risk around terrorism and trade wars. | see the best
opportunities in buy-and-build plays in the commercial services
space. These companies are labor intensive, which means there
is potential to positively disrupt with technology. Furthermore,
it is difficult to scale these businesses organically. You need to
grow through acquisitions, and that plays to private equity's
strength in consolidating and integrating companies.

What trends are likely to shape the opportunity
set over the coming years?

Technology will continue to create change in both the services
and manufacturing spaces. Within manufacturing, in particular,
a combination of enhanced robotics lowering labor costs and
the desire to bring manufacturing closer to the end customer
will present private equity firms with great opportunities to
build better and more profitable businesses.

What expertise or skill sets do you believe are
required to be successful in this environment?

The GP-led secondaries market requires a skill set that is
closer to direct private equity than to the skills required

to buy portfolios of LP stakes. For that reason, | believe

we will continue to see the need for greater specialization
among secondaries buyers. The investment opportunities
are very different in nature, and | don't believe it is natural to
combine the two, even though that remains prevalent today.

Do you expect to see many new entrants to the
GP-led space?

There have been remarkably few new entrants. | believe
that is because it is very difficult to raise money in

the secondaries market if you don't have a long track
record* LPs aren't that interested in backing new

groups, which means there is a fantastic opportunity for
existing secondaries players to take advantage of this
undercapitalized space.

2 Past performance is not indicative of future results.
3 Diversification does not eliminate the risk of loss.
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IMPORTANT INFORMATION

The statements above reflect the opinions and views of the Morgan Stanley
Alternative Investment Partners Private Markets ("AIP Private Markets Team")
as of the date hereof and not as of any future date and will not be updated
or supplemented. All forecasts are speculative, subject to change at any time
and may not come to pass due to economic and market conditions.

By accepting this document, you agree that such document (including any
data, analysis, conclusions or other information contained herein provided by
the AIP Private Markets Team in connection herewith) may not be reproduced
or otherwise shared or distributed to any other persons, in whole or in part,
without the prior consent of an AIP Private Markets Team representative.

The views and opinions are those of the author as of the date of publication
and are subject to change at any time due to market or economic conditions
and may not necessarily come to pass. The views expressed do not reflect the
opinions of all portfolio managers at Morgan Stanley Investment Management
(MSIM) or the views of the firm as a whole, and may not be reflected in all
the strategies and products that the firm offers. Keep in mind that forecasts
are inherently limited and should not be relied upon as an indicator of future
performance. Furthermore, the views will not be updated or otherwise
revised to reflect information that subsequently becomes available or
circumstances existing, or changes occurring, after the date of publication.
They should not be construed as recommendations, but as an illustration of
broader economic themes.

Information regarding expected market returns and market outlooks is
based on the research, analysis, and opinions of the investment team of the
AIP Private Markets Team. These conclusions are speculative in nature, may
not come to pass, and are not intended to predict the future of any specific
Morgan Stanley investment.

Certain information contained herein constitutes forward-looking statements,
which can be identified by the use of forward-looking terminology such as
“may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,” “intend,”
continue” or “believe” or the negatives thereof or other variations thereon or
other comparable terminology. Due to various risks and uncertainties, actual
events or results may differ materially from those reflected or contemplated
in such forward-looking statements. No representation or warranty is made
as to future performance or such forward-looking statements.

There is no guarantee that any investment strategy will work under all
market conditions, and each investor should evaluate their ability to invest
for the long-term, especially during periods of downturn in the market. This
piece has been prepared solely for informational purposes and is not an
offer, or a solicitation of an offer, to buy or sell any security or instrument
or to participate in any trading strategy. The material contained herein has
not been based on a consideration of any individual recipient circumstances
and is not investment advice, nor should it be construed in any way as tax,
accounting, legal or regulatory advice. To that end, the recipient should seek
independent legal and financial advice, including advice as to tax consequences,
before making any investment decision. Any index referred to herein is the
intellectual property (including registered trademarks) of the applicable
licensor. Any product based on an index is in no way sponsored, endorsed,
sold or respect thereto.

Persons considering an alternative investment should refer to the specific
investment's offering documentation, which will fully describe the specific
risks and considerations associated with such investment.

Alternative investments typically have higher fees and expenses than other
investment vehicles, and such fees and expenses will lower returns achieved by
investors. Funds of funds often have a higher fee structure than single manager
funds as a result of the additional layer of fees. Alternative investment funds
are often unregulated, are not subject to the same regulatory requirements
as mutual funds, and are not required to provide periodic pricing or valuation
information to investors. The investment strategies described in the preceding
pages may not be suitable for the recipient’s specific circumstances; accordingly,
you should consult your own tax, legal or other advisors, both at the outset
of any transaction and on an ongoing basis, to determine such suitability.

Risks Relating to Private Equity Investments. Certain funds will typically
invest in securities, instruments and assets that are not, and are not expected
to become, publicly traded and therefore may require a substantial length
of time to realize a return or fully liquidate. The respective general partners
cannot provide assurance that they will be able to identify, choose, make
or realize investments of the type targeted for their fund, or that such
fund will be able to invest fully its committed capital. There can be no
assurance that a fund will be able to generate returns for its investors or that
returns will be commensurate with the risks of the investments within such
fund’s investment objectives. The business of identifying and structuring
investments of the types contemplated by these funds is competitive and
involves a high degree of uncertainty. In addition to competition from
other investors, the availability of investment opportunities generally will

be subject to market conditions as well as, in many cases, the prevailing
regulatory or political climate. In addition, investments in infrastructure
may be subject to a variety of legal risks, including environmental issues,
land expropriation and other property-related claims, industrial action
and legal action from special interest groups.

This is prepared for sophisticated investors who are capable of understanding
the risks associated with the investments described herein and may not be
appropriate for the recipient. No investment should be made without proper
consideration of the risks and advice from your tax, accounting, legal or other
advisors as you deem appropriate.

Morgan Stanley does not render tax advice on tax accounting matters to
clients. This material was not intended or written to be used, and it cannot
be used with any taxpayer, for the purpose of avoiding penalties which may
be imposed on the taxpayer under U.S. federal tax laws. Federal and state
tax laws are complex and constantly changing. Clients should always consult
with a legal or tax advisor for information concerning their individual situation.

DISTRIBUTION

This communication is only intended for and will only be distributed to persons
resident in jurisdictions where such distribution or availability would not be
contrary to local laws or regulations.

United Kingdom: Morgan Stanley Investment Management Limited is authorized
and regulated by the Financial Conduct Authority. Registered in England.
Registered No. 1981121. Registered Office: 25 Cabot Square, Canary Wharf,
London E14 4QA, authorized and regulated by the Financial Conduct Authority.
Dubai: Morgan Stanley Investment Management Limited (Representative
Office, Unit Precinct 3-7th Floor-Unit 701 and 702, Level 7, Gate Precinct
Building 3, Dubai International Financial Centre, Dubai, 506501, United
Arab Emirates. Telephone: +97 (0)14 709 7158). Germany: Morgan Stanley
Investment Management Limited Niederlassung Deutschland Junghofstrasse
13-15 60311 Frankfurt Deutschland (Gattung: Zweigniederlassung (FDI) gem.
§ 53b KWG). Italy: Morgan Stanley Investment Management Limited, Milan
Branch (Sede Secondaria di Milano) is a branch of Morgan Stanley Investment
Management Limited, a company registered in the UK, authorized and
regulated by the Financial Conduct Authority (FCA), and whose registered
officeis at 25 Cabot Square, Canary Wharf, London, E14 4QA. Morgan Stanley
Investment Management Limited Milan Branch (Sede Secondaria di Milano)
with seat in Palazzo Serbelloni Corso Venezia, 16 20121 Milano, Italy, is
registered in Italy with company number and VAT number 08829360968. The
Netherlands: Morgan Stanley Investment Management, Rembrandt Tower,
1th Floor Amstelplein 11096HA, Netherlands. Telephone: 312-0462-1300.
Morgan Stanley Investment Management is a branch office of Morgan Stanley
Investment Management Limited. Morgan Stanley Investment Management
Limited is authorized and regulated by the Financial Conduct Authority in
the United Kingdom. Switzerland: Morgan Stanley & Co. International plc,
London, Zurich Branch Authorized and regulated by the Eidgendssische
Finanzmarktaufsicht ("FINMA"). Registered with the Register of Commerce
Zurich CHE-115.475.770. Registered Office: Beethovenstrasse 33,8002 Zurich,
Switzerland, Telephone +41(0) 44 588 1000. Facsimile Fax: +41(0) 44 588
1074. Hong Kong: This document has been issued by Morgan Stanley Asia
Limited for use in Hong Kong and shall only be made available to “professional
investors” as defined under the Securities and Futures Ordinance of Hong
Kong (Cap 571). The contents of this document have not been reviewed
nor approved by any regulatory authority including the Securities and
Futures Commission in Hong Kong. Accordingly, save where an exemption
is available under the relevant law, this document shall not be issued,
circulated, distributed, directed at, or made available to, the public in Hong
Kong. Singapore: This document should not be considered to be the subject
of an invitation for subscription or purchase, whether directly or indirectly,
to the public or any member of the public in Singapore other than () to an
institutional investor under section 304 of the Securities and Futures Act,
Chapter 289 of Singapore (“SFA"), (i) to a “relevant person” (which includes an
accredited investor) pursuant to section 305 of the SFA, and such distribution
is in accordance with the conditions specified in section 305 of the SFA; or
(i) otherwise pursuant to, and in accordance with the conditions of, any
other applicable provision of the SFA. In particular, for investment funds
that are not authorized or recognized by the MAS, units in such funds are
not allowed to be offered to the retail public; any written material issued to
persons as aforementioned in connection with an offer is not a prospectus
as defined in the SFA and, accordingly, statutory liability under the SFA in
relation to the content of prospectuses does not apply, and investors should
consider carefully whether the investment is suitable for them. Australia:
This publication is disseminated in Australia by Morgan Stanley Investment
Management (Australia) Pty Limited ACN: 122040037, AFSL No. 314182,
which accept responsibility for its contents. This publication, and any access
to it, is intended only for “wholesale clients” within the meaning of the
Australian Corporations Act. Japan: For professional investors, this document
is circulated or distributed for informational purposes only. For those who
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are not professional investors, this document is provided in relation to
Morgan Stanley Investment Management (Japan) Co., Ltd. ("MSIMJ")’s business
with respect to discretionary investment management agreements ("IMA")
and investment advisory agreements (“IAA"). This is not for the purpose of
a recommendation or solicitation of transactions or offers any particular
financial instruments. Under an IMA, with respect to management of assets
of a client, the client prescribes basic management policies in advance and
commissions MSIMJ to make all investment decisions based on an analysis
of the value, etc. of the securities, and MSIM] accepts such commission. The
client shall delegate to MSIM]J the authorities necessary for making investment.
MSIM] exercises the delegated authorities based on investment decisions of
MSIM]J, and the client shall not make individual instructions. All investment
profits and losses belong to the clients; principal is not guaranteed. Please
consider the investment objectives and nature of risks before investing. As an
investment advisory fee for an IAA or an IMA, the amount of assets subject to
the contract multiplied by a certain rate (the upper limit is 2.16% per annum
(including tax)) shall be incurred in proportion to the contract period. For
some strategies, a contingency fee may be incurred in addition to the fee
mentioned above. Indirect charges also may be incurred, such as brokerage
commissions for incorporated securities. Since these charges and expenses are
different depending on a contract and other factors, MSIMJ cannot present
the rates, upper limits, etc. in advance. All clients should read the Documents
Provided Prior to the Conclusion of a Contract carefully before executing an
agreement. This document is disseminated in Japan by MSIMJ, Registered No.

morganstanley.com/im

410 (Director of Kanto Local Finance Bureau (Financial Instruments Firms)),
Membership: the Japan Securities Dealers Association, The Investment Trusts
Association, Japan, the Japan Investment Advisers Association and the Type
Il Financial Instruments Firms Association.

EMEA: This marketing communication has been issued by Morgan Stanley
Investment Management Ireland Limited (“MSIM Ireland”). Authorized and
regulated by the Financial Conduct Authority. Registered in England No.
1981121. Registered Office: 25 Cabot Square, Canary Wharf, London E14 4QA.

There is no guarantee that any investment strategy will work under all market
conditions, and each investor should evaluate their ability to invest for the
long-term, especially during periods of downturn in the market. Prior to
investing, investors should carefully review the strategy’s/product’ relevant
offering document. There are important differences in how the strategy is
carried out in each of the investment vehicles.

MSIM Ireland has not authorized financial intermediaries to use and to
distribute this document, unless such use and distribution is made in accordance
with applicable law and regulation. Additionally, financial intermediaries
are required to satisfy themselves that the information in this document is
suitable for any person to whom they provide this document in view of that
person’s circumstances and purpose. MSIM Ireland shall not be liable for,
and accepts no liability for, the use or misuse of this document by any such
financial intermediary.
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