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Overview

Emerging managers, those who are launching their first or second funds, are
often viewed sceptically by investors. They are perceived as risky due to their
limited track record as a team, smaller AUM and lack of institutional backing.
Instead of relying on preconceived notions, investors should assess both
hard facts, such as performance data and strategy, and soft factors like team
experience, agility, innovation and alignment of interests. By looking beyond
the myths, a more nuanced and informed perspective can help LPs answer
the billion-dollar question: “Are emerging managers worth the risk?”

While, as with any private equity investment, risks do exist, emerging
managers give access to highly attractive opportunities that are often
unavailable through larger, established managers. At Unigestion, we have
been investing alongside emerging managers for 30 years. During these
past three decades we have learned how to take most of the risk of
investing in emerging managers off the table. Our recipe is not as spicy
as one would think.

Myth number 1

“Investing in an emerging manager is risky”

Myth busted: not true - but investment experience matters

The term "emerging manager" in private equity is a misnomer. Rather than
inexperienced newcomers, these managers are typically seasoned private equity
professionals with 15-20 years of industry experience who have decided to establish
their own firms. Their deep expertise and proven track records make them well-
equipped to launch and manage successful investment vehicles. They often bring a
distinctive approach to deal-making, and typically employ less leverage in their
transactions, as Figure 1 below illustrates, favouring a more conservative capital
structure that can better weather market volatility. This approach reflects both their
experienced perspective on risk management and their heightened focus on
preserving capital.

A key characteristic of these funds is their focus on specific sectors. The founding
partners of these firms usually launch funds in industries where they have
accumulated deep expertise throughout their careers. This specialised knowledge
allows them to identify overlooked opportunities and create value through operational
improvements rather than financial engineering alone.

Figure 1: Leverage ratio at entry: emerging vs. established managers
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Key Points

1. Emerging managers can
outperform established managers
with the same level of risk

2. Emerging managers create value
differently and rely less on
leverage and multiple arbitrage

3. Allocating to emerging managers
as a category can offer attractive
risk-adjusted returns for investors
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2000 and 2024

For the founding partners, launching their own fund represents a career-defining
opportunity. Unlike established firms where partners might have multiple career
options, these entrepreneurs are fully committed to their fund's success. There is no
Plan B. This commitment is further demonstrated through significant personal
financial investment: founding partners typically commit 5% - 10% of the fund size
from their own capital - and in some cases, even more. This level of personal
investment means their wealth is heavily concentrated in the fund's success,
creating a powerful alignment of interest with their limited partners.

Early investors in these funds often have the opportunity to negotiate preferential
terms, which can include improved economics, co-investment rights, and greater
transparency. This ability to secure advantageous terms can provide significant long-
term benefits, especially if the manager goes on to raise larger subsequent funds.

In summary, the combination of experienced leadership, focused strategy, strong
alignment of interests, and favorable economics creates a compelling opportunity
for investors and can provide advantages in an increasingly competitive private
equity landscape.

Myth number 2

“My established GPs can deliver similar outcomes with a lower
dispersion of returns”

Myth busted: not true

Historical performance data reveals a compelling pattern: emerging buyout managers
have consistently outperformed their established counterparts across the return spectrum
according to Pregin data (Figure 2). This outperformance was evident not only in the upper
quartile of returns but also notably in the lower quartile, suggesting that emerging
managers as a category can offer attractive risk-adjusted returns for investors.
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Figure 2: Emerging vs established buyout funds performance by vintage
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Source: Pregin as of 09.09.2024

The superior performance these funds demonstrated can be attributed to several
structural advantages, with fund size being a crucial factor. Emerging managers typically
raise smaller amounts of capital compared to established managers and tend to have
more concentrated portfolios. With less capital to deploy and more time to create value,
these managers can be highly selective in their deal choices, focusing only on the most
promising opportunities that align perfectly with their investment thesis and expertise.

One of the most significant advantages emerging managers enjoy is the absence of
legacy portfolio management obligations. Unlike established firms that must dedicate
substantial resources to managing existing portfolio companies from prior funds,
emerging managers can focus all of their attention and resources on identifying and
executing new investments. This clean slate allows the investment team to be fully
present in the current market. In addition, they are not constrained by historical investment
strategies or outdated theses that may be less relevant in the current environment. This
flexibility allows them to adapt their investment approach to present market conditions
and take advantage of emerging opportunities that established managers might
otherwise miss.

With a smaller number of portfolio companies, the investment team can provide more
hands-on attention to each investment, potentially leading to more material operational
improvements and value creation (Figure 3). The ability to dedicate significant time and
resources to each portfolio company can be particularly valuable in challenging market
conditions or when companies require substantial operational improvements.
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Figure 3: Value creation breakdown emerging vs. established managers
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Source: Unigestion. The dataset includes 2,654 realised and unrealised transactions closed between
2000 and 2024.

Myth nhumber 3

“Lack of track record as a team is a deal killer”

Myth busted: not at all - but it is time-consuming to due diligence

While the absence of a fund-level track record is often cited as a concern when
evaluating emerging managers, this factor alone should not be a show-stopper. In any
case, LPs should be careful about interpreting track records. Recent research (Harris,
Jenkinson, Kaplan, Stucke, 2023) ', based on a dataset spanning over three decades
and more than 2,300 funds, found that performance persistence in U.S. private equity
funds has weakened over time, particularly after 2000. Allocating to emerging
managers is not just a matter of diversification, it can also maximise the chance of
finding a first quartile fund.

Partnership dynamics serve as a crucial foundation for fund success. This
assessment begins with understanding the history of working relationships among
partners, examining how their skill sets complement each other, and evaluating their
defined roles within the organisation. Special attention should be paid to decision-
making processes, as well as the alignment of team culture and values. Similarly,
track record attribution requires a granular approach. This involves conducting
detailed analyses of individual deal attribution, verifying team members’ specific roles
in previous transactions, and performing thorough reference checks with former
colleagues and portfolio company CEOs. Understanding each partner's value-add
contributions and reviewing historical investment committee materials provide crucial
insights.

Team stability represents another critical dimension and requires careful examination.
This includes analysing compensation structures, understanding the distribution of
carried interest among team members, and assessing equity distribution within the
firm. Additionally, evaluating promotion paths and talent development programs helps
predict long-term team cohesion. Again, accurately assessing these factors and
associated risks is critical in making informed investment decisions.

T Harris, R. S., Jenkinson, T, Kaplan, S. N, & Stucke, R. (2023). Has persistence persisted in private equity?
Evidence from buyout and venture capital funds. Journal of Corporate Finance, 81, 102361.
https://doi.org/10.1016/j.jcorpfin.2023.102361
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For the investor, it's hard work: dozens of reference calls — most importantly the
people not provided on the official reference list — are needed to get a 360-view on the
founding partners and their past history. The key lies not just in the evaluation
framework itself, but in the investor's ability to assess and select successful
managers across these dimensions.

Myth number 4

“Emerging managers lack resource to attract top-talents and build the
proper infrastructure to compete with established managers”

Myth busted: wrong!

It may be true that emerging managers typically lack the extensive resources available
to established GPs, creating significant challenges across multiple operational
dimensions. This resource gap may manifest in difficulties attracting and retaining
top talent, building robust operational infrastructure, and achieving the level of
institutionalisation investors increasingly expect.

However, several key elements mitigate these challenges. First, emerging managers
should focus on attracting entrepreneurial talent deeply committed to building the
organisation. These individuals should possess a founder's mentality rather than
corporate thinking - professionals willing to weather uncertainty and contribute
beyond their formal roles to ensure the fund's success and consequently reap the
personal rewards.

Second, emerging managers can turn their smaller size into an advantage through
greater agility and technological adaptability. By embracing innovative solutions that
address operational requirements more efficiently and cost-effectively, emerging
managers can build competitive infrastructure without massive capital investments
from day one.

Finally, establishing a minimum fund size requirement serves as formal "insurance”
against premature operational failure. This threshold ensures sufficient runway to
develop track records and organisational capabilities before market pressures
become existential threats. With adequate capitalisation, emerging managers can
focus on performance rather than mere survival - ultimately creating sustainable
investment platforms.

Myth number 5

“My career is at risk if an emerging manager investment ends up
underperforming.”

Myth busted: no - investing in emerging managers grants access to the
key value drivers of the future

At first glance, investing in emerging managers might appear to present

an asymmetric career risk for institutional investors. If the fund underperforms, one's
judgment might be questioned more severely than when backing established
managers. However, this perspective overlooks the substantial strategic

advantages and future opportunities that come with being an early supporter

of emerging managers.
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Being an early investor in these funds provides unigue insights into innovative value
creation strategies. Emerging managers often bring fresh perspectives and novel
approaches to deal-making and portfolio company management. This exposure keeps
institutional investors at the forefront of evolving industry practices and emerging
market opportunities, demonstrating strategic foresight rather than career risk.

The long-term benefits of early participation are particularly compelling when
considering future access rights. Early investors typically secure priority allocation
rights in subsequent funds, which can become increasingly valuable as the manager
builds a successful track record and raises larger vehicles. These rights often include
preferential co-investment opportunities, allowing investors to deploy additional
capital alongside the manager on attractive terms.

Furthermore, early supporters have the opportunity to increase their allocation as the
manager's track record develops. This scalability can be particularly valuable for
institutional investors looking to build meaningful relationships with high-performing
managers. The ability to grow alongside the manager from their first fund creates a
strong foundation for a strategic partnership that can extend well beyond traditional
limited partner relationships.

Perhaps most importantly, general partners never forget their first investors. This
goodwill translates into tangible benefits throughout the relationship, from increased
transparency and communication to preferential treatment in capacity-constrained
situations. The loyalty factor should not be underestimated — managers often go to
extraordinary lengths to ensure their early supporters are well-served, even as their
platform grows and attracts larger institutional investors.

Rather than viewing first or second time funds as a career risk, supporting promising

emerging managers should be seen as a demonstration of sophisticated investment
judgment and long-term strategic thinking.

Key takeaways

Emerging managers, despite their label, are typically led by seasoned professionals
with extensive industry experience. Their historical outperformance across return
spectrums can be attributed to several advantages: smaller fund sizes enabling
greater deal selectivity, absence of legacy portfolio obligations, and strong
alignment of interests through significant personal investment.

The research data indicates that the potential rewards of investing with emerging
managers can meaningfully outweigh the perceived risks associated with backing
a new fund. While the lack of a fund-level track record may raise initial concerns,
these can be effectively mitigated through a comprehensive evaluation of
partnership dynamics, track record attribution, and team stability.

For institutional investors, backing these managers represents not just a

compelling investment opportunity but a strategic advantage in securing valuable
future rights and enduring partnerships.
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Important Information

INFORMATION ONLY FOR YOU

This document has been prepared for your information only and must not be distributed, published, reproduced or disclosed (in whole or in part)
by recipients to any other person without the prior written consent of Unigestion. It is neither directed to, nor intended for distribution or use by,
any person or entity who is a citizen or resident of, or domiciled or located in, any locality, state, country or jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation.

RELIANCE ON UNIGESTION
There is no guarantee that Unigestion will be successful in achieving any investment objectives. An investment strategy contains risks, including
the risk of complete loss.

Except where otherwise specifically noted, the information contained herein, including performance data and assets under management, relates
to the entire affiliated group of Unigestion entities over time. Such information is intended to provide you with background regarding the services,
investment strategies and personnel of the Unigestion entities. No guarantee is made that all or any of the individuals involved in generating the
performance on behalf of one or more Unigestion entities will be involved in managing any specific client account on behalf of another
Unigestion entity.

NOT A RECOMMENDATION OR OFFER

This is a promotional statement of our investment philosophy and services only in relation to the subject matter of this presentation. It
constitutes neither investment advice nor recommendation. This document represents no offer, solicitation or suggestion of suitability to
subscribe in either the investment vehicles to which it refers or to any securities or financial instruments described herein. Any such offer to sell
or solicitation of an offer to purchase shall be made only by formal offering documents, which include, among others, a confidential offering
memorandum, limited partnership agreement (if applicable), investment management agreement (if applicable), operating agreement (if
applicable), and related subscription documents (if applicable). Such documentation contains additional information material to any decision to
invest. Please contact your professional adviser/consultant before making an investment decision.

Reference to specific securities should not be construed as a recommendation to buy or sell such securities and is included for illustration
purposes only.

RISKS

Where possible we aim to disclose the material risks pertinent to this document. The views expressed in this document do not purport to be a
complete description of the securities, markets and developments referred to in it. Unigestion maintains the right to delete or modify information
without prior notice. The risk management practices and methods described herein are for illustrative purposes only and are subject to
modification.

Investors shall conduct their own analysis of the risks (including any legal, regulatory, tax or other consequences) associated with an investment and
should seek independent professional advice. Some of the investment strategies or financial instruments described or alluded to herein may be
construed as high risk and not readily realisable investments, and may experience substantial & sudden losses including total loss of investment.
These are not suitable for all types of investors. Unigestion has the ability in its sole discretion to change the strategies described herein.

PAST PERFORMANCE
Past performance is not a reliable indicator of future results, the value of investments, can fall as well as rise, and there is no guarantee that your
initial investment will be returned.

If performance is shown gross of management fees, you should be aware that the inclusion of fees, costs and charges will reduce
investment returns.

Returns may increase or decrease as a result of currency fluctuations.

NO INDEPENDENT VERIFICATION OR REPRESENTATION

No separate verification has been made as to the accuracy or completeness of the information herein. Data and graphical information herein are
for information only and may have been derived from third party sources. Unigestion takes reasonable steps to verify, but does not guarantee,
the accuracy and completeness of information from third party sources. As a result, no representation or warranty, expressed or implied, is or will
be made by Unigestion in this respect and no responsibility or liability is or will be accepted. All information provided here is subject to change
without notice. It should only be considered current as of the date of publication without regard to the date on which you may access the
information. An investment with Unigestion, like all investments, contains risks, including total loss for the investor.

TARGET RETURNS

Targeted returns reflect subjective determinations by Unigestion based on a variety of factors, including, among others, internal modeling, investment
strategy, prior performance of similar products (if any), volatility measures, risk tolerance and market conditions. Target returns and/or forecasts are
based on Unigestion’s analytics including upside, base and downside scenarios and might include, but are not limited to, criteria and assumptions
such as macro environment, enterprise value, turnover, EBITDA, debt, financial multiples and cash flows. Targeted returns are not intended to be
actual performance and should not be relied upon as an indication of actual or future performance.

If target returns, forecasts or projections are shown gross of management fees, the inclusion of fees, costs and charges will reduce such numbers.

USE OF INDICES

Information about any indices shown herein is provided to allow for comparison of the performance of the strategy to that of certain well-known
and widely recognized indices. There is no representation that such index is an appropriate benchmark for such comparison. You cannot invest
directly in an index and the indices represented do not take into account trading commissions and/or other brokerage or custodial costs. The
volatility of the indices may be materially different from that of the strategy. In addition, the strategy’s holdings may differ substantially from the
securities that comprise the indices shown.
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HYPOTHETICAL, BACKTESTED OR SIMULATED PERFORMANCE

Hypothetical, backtested or simulated performance is not an indicator of future actual results and has many inherent limitations. The results
reflect performance of a strategy not currently offered to any investor and do not represent returns that any investor actually attained. One of the
limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight.

Hypothetical performance may use, among other factors, historical financials (turnover, EBITDA, debit, financial multiples), historical valuations,
macro variables and fund manager variables. Hypothetical results are calculated by the retroactive application of a model constructed on the
basis of historical data and based on assumptions integral to the model which may or may not be testable and are subject to losses. Changes in
these assumptions may have a material impact on the hypothetical (backtested/simulated) returns presented. Certain assumptions have been
made for modeling purposes and are unlikely to be realized. No representations and warranties are made as to the reasonableness of the
assumptions.

This information is provided for illustrative purposes only. Specifically, hypothetical (backtested/simulated) results do not reflect actual trading or
the effect of material economic and market factors on the decision-making process. Hypothetical trading does not involve financial risk, and no
hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand losses
or to adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual trading resuilts.
Since trades have not actually been executed, results may have under- or over-compensated for the impact, if any, of certain market factors,
such as lack of liquidity, and may not reflect the impact that certain economic or market factors may have had on the decision-making process.
Further, backtesting allows the security selection methodology to be adjusted until past returns are maximized.

If hypothetical, backtested or simulated performance is shown gross of management fees, the inclusion of fees, costs and charges will reduce
such numbers.

ASSESSMENTS
Unigestion may, based on its internal analysis, make assessments of a company’s future potential as a market leader or other success. There is
no guarantee that this will be realised.

Legal Entities Disseminating This Document

UNITED KINGDOM

This material is disseminated in the United Kingdom by Unigestion (UK) Ltd., which is authorised and regulated by the Financial Conduct
Authority ("FCA"). This information is intended only for professional clients and eligible counterparties, as defined in MiFID directive and has
therefore not been adapted to retail clients.

UNITED STATES

In the United States, Unigestion is present and offers its services in the United States as Unigestion (US) Ltd, which is registered as an
investment advisor with the U.S. Securities and Exchange Commission (“SEC”). All inquiries from investors present in the United States should be
directed to clients@unigestion.com. This information is intended only for institutional clients that are qualified purchasers as defined by the SEC
and has therefore not been adapted to retail clients.

EUROPEAN UNION
This material is disseminated in the European Union by Unigestion Asset Management (France) SA which is authorized and regulated by the
French “Autorité des Marchés Financiers” ("AMF").

This information is intended only for professional clients and eligible counterparties, as defined in the MiFID directive and has therefore not been
adapted to retail clients.

CANADA

This material is disseminated in Canada by Unigestion Asset Management (Canada) Inc. which is registered as a portfolio manager and/or
exempt market dealer in nine provinces across Canada and also as an investment fund manager in Ontario, Quebec and Newfoundland &
Labrador. Its principal regulator is the Ontario Securities Commission ("OSC"). This material may also be distributed by Unigestion SA which has
an international advisor exemption in Quebec, Saskatchewan and Ontario. Unigestion SA’s assets are situated outside of Canada and, as such,
there may be difficulty enforcing legal rights against it.

SWITZERLAND
This material is disseminated in Switzerland by Unigestion SA which is authorized and regulated by the Swiss Financial Market Supervisory
Authority ("FINMA").
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