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In today’s world, durations in private equity
investments have and will likely continue to
extend. Why? The answer lies in the impact

of crises in the 21st Century. Crises tend to
have a long-lasting effect on holding periods.
The median holding period of a private equity
portfolio company in 2019 was more than 30%
longer than leading into the Global Financial
Crisis.! As a consequence, the median time it
takes for a private equity fund to liquidate fully
stands at more than 13 years, while the average
term for a PE vehicle remains at 10 years.?
While funds can be extended, Limited Partners
(LPs) have become increasingly frustrated

with the frequency at which fund durations
exceed a decade. This persistent upward trend
in duration and the associated illiquidity is a
concern for investors, and partly explains why
the average portfolio allocation to private
equity is below what is generally considered
optimal exposure. The amount of time it will
take funds to fully liquidate is expected to

only continue to increase in light of the current
COVID-19 pandemic which, in turn, can easily
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increase this allocation gap.
Coming out of the current
crisis, the industry will need

to allay investors' concerns to
drive allocation to the asset
class and consider several new
types of transactions which can
provide some solutions.

This mismatch of duration and capital
needs has a variety of root causes. The
typical private equity fund structure has
not adapted to the growing and maturing
private equity market. The ten-year

fund life structure, which was perhaps
fitting twenty-five years ago, is still the
backbone of the vast majority of funds
today. As the private equity market has
become more competitive and more
efficient, General Partners’ (GPs) value
creation plans often take longer to execute
than expected, elongating hold periods.
GPs have typically wanted to hold on

to their ‘winners’ in order to maximize
their potential value, particularly during
a market downturn. These situations
frequently create conflict between GPs and
LPs and among the LPs themselves—some
of whom want to stay on for a longer
period of time, while others demand
nearer term liquidity to ensure sustained
annual distribution activity. Despite

these challenges, there are solutions that
can combat the duration dilemma while
allowing the GP to continue to manage a
particular investment.

One solution has been the launch of
longer duration or even evergreen private
equity funds such as those introduced
by well-known firms including Apollo,
KKR, and Carlyle. While these funds
are a natural solution to this issue, they
appear unlikely to penetrate the private

equity market on a broad level. Truly,
only the largest private firms are able to
provide investors with comfort that the
governance, talent and focus required
will continue to exist over these extended
fund lives. This type of solution is well
suited for the small group of investors in
private equity funds have a structure that
allows them to participate in such a long-
dated vehicle.

Another answer is the sale of positions
held within funds that have surpassed
their fund life to another fund of a more
recent vintage managed by the same
private equity firm. This solution enables
the manager to continue owning an asset
that it views as attractive. However, a
conflict of interest stems from the fact
that a GP acts as a seller and a buyer
simultaneously. Additionally, a GP may
determine not to transfer 100% of the
ownership of the asset into the more
recent fund, creating misalignment of
interests. Since processes for resolving
these conflict issues are not typically
addressed in fund documents, a number
of LPs have struggled with lack of
transparency, information asymmetry
and limited time and resources to

fully diligence such transactions. An
independent third party responsible for
pricing these transactions can add a lot of
value for LPs in this situation.

The private equity secondaries market
also provides® elegant solutions to
addressing LPs’ issues with duration.
The most common transaction type
within this space is the acquisition

of a diversified portfolio of limited
partnership interests by a dedicated
secondaries fund. Moreover, a select
number of secondary buyers take this
approach a step further, employing a
more concentrated approach that enables

them to isolate and invest in specific
assets. These transactions are known as
“single-asset lift outs”, ¢
secondaries” or “GP-led secondaries”.
Secondary buyers in these instances

work with GPs to create vehicles that

‘transformational

will hold one or more investments that
the GP wants to continue to own and/
or investments that require more time
to achieve their full growth potential.
Single-asset lift outs can provide
significant benefits to both GPs and
LPs. First, they allow GPs to continue
to manage certain holdings for a longer
period of time to extract additional
value and, in some cases, provide

them with follow on capital for use
opportunistically. Second, they offer
existing LPs the option to cash out or to
remain invested for a longer duration.
GP-led secondaries serve as a specialized
solution for GPs that can address the
challenges posed by the competing
demands of the capital requirements of
portfolio companies, limited fund lives
and the liquidity needs of LDs.

Given the current environment and
strong potential for holding periods to
increase even more than where they are
today, the industry will need to evolve
for its investors. There are already signs
that these solutions, particularly from the
secondaries market, can address investors’
concerns about duration and may be
gaining in popularity as a result. In fact,
total secondary deal volumes doubled
from 2016 to 2019, an evolution of the
market that came as a surprise to many.
Innovative approaches, like single-asset
lift outs, have the potential to address the
ongoing duration concerns that may have
been preventing asset allocators from
dedicating a greater proportion of their
assets to private equity.

3 Greenhill Global Secondary Market Trends and Outlook (January 2020)
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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 to reflect information that subsequently becomes
available or circumstances existing, or changes occurring, after the date
hereof. All forecasts are speculative, subject to change at any time and may
not come to pass due to economic and market conditions. The commentary
contained herein is not necessarily representative of the opinions and views
of any other Morgan Stanley unit or division or of Morgan Stanley as a
whole. While the information contained herein is believed to be reliable,
we cannot guarantee its accuracy or completeness.

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 strategy or transaction. 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 acting on any information or views contained herein.

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 information contained herein refers to research, but does not constitute
an equity research report and is not from Morgan Stanley Equity Research.
The views expressed herein are those of the AIP Private Markets Team as
of August 2020 and are subject to change at any time due to changes in
market and economic conditions. The views and opinions expressed herein
may differ from those of other Morgan Stanley affiliates or businesses.
The views and opinions expressed herein are based on matters as they
exist as of the date of preparation of this piece and not as of any future
date, and will not be updated or otherwise revised to reflect information
that subsequently becomes available or circumstances existing, or changes
occurring, after the date hereof.

These comments are not necessarily representative of the opinions and views
of any other Morgan Stanley portfolio manager or of Morgan Stanley as a
whole. While the information contained herein is believed to be reliable,
we cannot guarantee its accuracy or completeness. The recipient should
bear in mind that past performance is not indicative of future results.
Keep in mind that forecasts are inherently limited and should not be relied
upon as an indicator of future performance. The views expressed are subject
to change based on market, economic and other conditions. 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
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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 s 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.

EMEA: This marketing communication has been issued by Morgan Stanley
Investment Management Ireland Limited (“MSIM Ireland”). Registered
Office: The Observatory, 7-11 Sir John Rogerson's, Quay, Dublin 2, Ireland.
Registered in Ireland under company number 616662. Regulated by the
Central Bank of Ireland.

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 authorised 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
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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.

United Kingdom: Morgan Stanley Investment Management Limited is
authorised and regulated by the Financial Conduct Authority. Registered in
England. Registered No. 1981121. Registered Office: 25 Cabot Square, Canary
Wharf, London E14 4QA, authorised and regulated by the Financial Conduct
Authority. 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 (i) 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

Explore our site at www.morganstanley.com/im

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 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]J accepts such
commission. The client shall delegate to MSIM] the authorities necessary
for making investment. MSIM] exercises the delegated authorities based
on investment decisions of MSIMJ, 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 MSIM}, Registered No. 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.
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