Disruption

A seismic shift in the
private equity industry

2016 Global Private Equity
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Disruption, seismic shift

These three words, more than any others, describe the
current challenges and landscape of today's private equity
arena. As you read through the pages of this, our third
annual Global Private Equity Fund and Investor Survey,

it is clear that chief financial officers (CFOs) are now
keenly focused on managing regulatory change, risk and
volatility and rapidly positioning themselves to compete
for market share. In this new environment, many fund
managers have been forced to consider redesigning their
business models as part of a renewed strategic focus on
controlling costs and improving operational efficiency.

When we began this year's survey, the goal was to better
understand to what extent business models had changed
since the global financial crisis. In line, but to an even
greater extreme, with the findings of EY's ninth annual
Global Hedge Fund and Investor Survey, The evolving
dynamics of the hedge fund industry, we found that the
private equity operating models that were prevalent less
than a decade ago have practically vanished.

Relentless requlation

The number of new legislative initiatives implemented
following the global financial crisis of 2007-08 brought
the asset management sector into the glaring headlights
of politicians and regulators, with regulation becoming
vastly more intrusive across the globe. In the US, the
Dodd-Frank Act introduced the new Form PF reporting
requirement under its Title IV, which is similar to the

to the broad jurisdiction and reporting requirements of
Alternative Investment Fund Managers Directive (AIFMD).
Form PF and AIFMD reports received by the SEC and
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EU requlators, respectively, will be scrutinized both at
national and global levels. The restructuring of the entire
compliance environment and the continued globalization
of regulatory policy will continue for the foreseeable
future. When it comes to planning for future compliance,
the only real certainty is that uncertainty will continue.

Firms should not treat rebuilding their entire
infrastructure merely as a way to keep regulators

across multiple jurisdictions happy. As investors across
global markets conduct more rigorous due diligence
investigations, they are more likely to focus on the same
pointed gquestions as regulators — particularly for issues
related to risk management, operations, performance
reporting and valuation. This transformation is thrusting
CFOs and their financial teams into a more visible role.
Many investors now consider the ability to respond
transparently and quickly to reporting requests as a key
indicator of operational excellence. In their eyes, private
equity funds that have their financial house in order are
more likely to avoid “headline risk,” which can damage a
firm's reputation just as severely as poor performance.

Catch-22

In light of these challenges, CFOs across the globe have
been forced to look at restructuring their reporting
frameworks and internal processes. There remains little
doubt that to survive they must implement a more cost-
effective, scalable, firm-wide strategy. While confident
that they have enough people to meet the challenges they
face, finance teams are less confident that their people
are performing the right tasks or have the right skill sets.
Moreover, firms realize that the private equity industry is

not providing the talent needed to compete, so they are
looking elsewhere for help.

Technology offers the obvious solution to scale. Not so
fast. Although standardized, robust digital solutions
can help achieve more effective governance and risk
management, they do not yet exist. Nearly all existing
systems are an inefficient mixture of technologies
(custom, off-the-shelf, spreadsheets, manual processes
and other measures). To make matters worse, decisions
on technology architecture are as likely to be influenced
by front-office professionals as by finance executives.
Transformation begins with technology and must be
matched by new roles, responsibilities and processes. In
today's environment, transformation has stalled at the
first step, prolonging the dependency on people doing the
wrong things at the wrong time.

Optimizing personnel

The survey findings visibly highlight the strong influence
regulatory changes are having on the most important
asset of a private equity fund: its people. Reqgulation has
dictated transparency, and the lengths pursued to avoid
risk have resulted in greater demand for new skill sets and
talent. Funds that wish to overcome the shortage of talent
must make critical strategic decisions and quickly lay the
foundation for superior personnel development. Those
most likely to succeed will be the ones that are the most
disciplined and diligent in making the right investments to
develop their people as interpreters and gatekeepers for
determining how and when they share information with
key stakeholders.



The current environment will also favor firms that can
help their people shift among different teams and quickly
adapt to new roles as they are pulled into ad hoc projects
and initiatives. Moving forward, private equity firms will
also have to refresh their efforts to recruit and develop
talent and retool their skill sets. This places a clear-

cut premium on employees who can respond to new
challenges and responsibilities. As capacity constraints
develop, finance teams may want to look out-of-house,
creating demand for the offerings of asset servicers

who see private equity as a major growth opportunity.
Investors, conditioned by hedge fund models, feel
comfortable with the concept, so the question is no longer
whether to outsource, but which functions to outsource,
how many providers to rely upon and how to integrate
them effectively.

Digital divide

To survive and win in the new regulatory environment,
firms need to embrace a data-centered strategy that
enables them to effectively source, manage and

process data. In addition to the sheer quantity of data
reporting now required, the volumes of data that

must be delivered to regulators and the frequency of
communication have multiplied exponentially. Regulators
are demanding entirely new types of data — such as risk
and-remuneration related reporting required by Form PF
and the AIFMD - as well as data that firms must retain

in order to show evidence of compliance. Fortunately,

the data requests required by each new regulation from
different requlators across jurisdictions are not entirely
unigue. Essentially, little is brand new about data requests
from regulators and investors alike — there are now simply
more requests for more data.

Today's private equity funds are rapidly waking up to

the need to focus efforts to successfully synchronize
operations with the rapidly evolving digitization. As
regulators require more reporting information, which
demands interactive data management systems, firms can
take advantage of this opportunity to have the new data
drive their sales, marketing and client communications
efforts. In this digital transformation, finance teams
must apply technologies and process changes to improve
the business by forming a strategy and aligning capital
investment to concentrate on critical areas for long-term
growth and profitability.

This digital transformation will also open new avenues of
access for cyber criminals. As many organizations in other
sectors have learned, sometimes the hard way, cyber
attacks are no longer a matter of if, but when. At the
same time, the pace of technology innovation, adoption
and diversification is increasing. For many organizations,
technology risks and vulnerabilities are heightened
through increased online presence, broader use of social
media, mass adoption of mobile devices, increased usage
of cloud services, and the collection and analysis of

big data. That is one of the inherent risks of creating a
financial ecosystem of digitally connected entities. Private
equity firms will need to elevate oversight to the top levels
of the organization.

Closing thoughts

The free-for-all by policymakers to implement more
regulations has reshaped the private equity landscape
into what can seem like an investment with minimal
returns. Implementing a new regulatory framework
comes at a steep price. With profit margins squeezed,

CFOs must focus on operational excellence to achieve
and maintain a competitive advantage. Managing the new
global requlations while controlling costs represents a
formidable challenge in both data management as well as
process automation. Private equity funds and investors
must fully understand how the game has changed, both
globally and locally.

As we reflect on the path that has led the private equity
industry to this critical inflection point, we strongly
believe there is a mandate to adapt operating models

to respond to increasing demands of requlators. The
answer — harness overwhelming volumes of data and
effectively improve income to cost ratios. More than ever
before, finance executives have become more focused on
profitable growth and many of the CFOs that we work with
feel passionately that it is also their role to become the
champion of change. In today's innovation era, CFOs can
no longer decide that innovation is someone else’s job.
The success of their funds hinges on their unique ability
to adapt and buffer the disruptive forces of perpetual
change.

At EY, we are confident in the resolute nature of both
managers and investors and are enthusiastic about the
future of the global private equity fund industry. We look
forward to continuing to invest alongside the industry
and support its efforts to enhance financial well-being for
investors worldwide.
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ard to understate the disruptive forces of regulation. In just a few years, private L
equity funds have transformed from a business model driven solely by peﬁance into

d to rationalize costs while overcoming the buidgns of regulatory,
hnt reporting.

ight data strategy is paramount Many regg}atd'y requwements focus

plam'before the gIobaI flnanC|aI crisis are Ilkely insufficient to effectively
exity of data analysis now required in the new regulatory environment.

Big data‘g"fjof‘éntial is the ability to harness the sheer quantity, transparency and timing of
reporting now required.

To further evidence the importance of CFOs, investors increasingly consider the ability of a

finance teams to respond transparently and timely to information requests as a key indicator
of superior operations. In their eyes, private equity funds that have their f|nanC|aI
order are more likely to avoid “headline risk,” which can damage their re
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severely as poor performance.

4 | 2016 Global Private Equity Fund and Investor Survey



Regulation exponentially multiplies the e
. . e seismic shift: In just one year, we
importance of reporting e

now rank a private equity firm’s ability

to handle reporting requirements as

the most important when selecting
Investors a firm. In absolute terms, that

T represents an increase from 11%
Beyond track record, what are you most concerned with (2014) to 45% (2015),

Procedures and systems that many

firms had in place before the global
2014 2015 financial crisis are likely insufficient to
effectively handle the complexity of

Reporting 11% data analysis now required in the new
regulatory environment
Finance executives should view
Team stability 64% 65% rebuilding infrastructure and
implementing a more robust
. reporting system as an effort aimed
Proven ogfcrgﬁg)r?ca; 49% at meeting customer concerns.
Investors have substantially raised
the bar, demanding higher levels of
Clear strategy 64% transparency and requiring enhanced

risk management functions. In this
new regulation game, implementing
the right strategy could save cost and
capital, and it is paramount for a firm
to achieve and maintain a competitive
advantage.
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e et ot et Private equity continues to overshadow
the asset class of choice for most Competing asset Classes

investors. Forty-seven percent said

that it was their preferred investment

destination, up slightly from 46% last

year. Infrastructure (21%), real estate Investors
O IaHEESONICES G S To what alternative asset class are you most likely to allocate capital?
hedge funds (5%) round out the list. :
Infrastructure gained the most ground

in 2015, which was up 11% over

2014, primarily in @ move from real

The continued expansion and Private equity 47%
convergence of investment options 0
highlights a key challenge for the
industry: product differentiation. - 10%
Brand names that are not relatively Infrastructure 0
understood by the market will lose

the attention of investors. To sustain

growth, fund managers must set

themselves apart from others with _ 26%
strategies that resonate with investors' Real estate 0
outcomes rather than merely

0
marketing short-term performance. In 16%
recent years, it is apparent that private

equity funds have faced more difficulty - 13%
deploying capital than raising it. In the Natural resources

21%

near future, it is likely the competitive 11%
playing field will intensify as investors
are increasingly willing to invest time
to shop and compare. . 5%
Hedge fund
5%
2014 2015
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Regulatory oversight has permanently altered e e Tt e s
the Iandscape familiar with the scrutiny they face

from regulators. The percentage of
fund managers who said that their
firm had been subjected to exams or

Private equity funds audits over the past two years rose to

. . . . . 44% in 2015, up from 41% in 2014.
m ?
Were you subject to a requlatory audit or examination in the past two years® This marks a significant increase from

2013 (28%).

Since the global financial crisis,
2013 2014 2015 regulators in the US, Europe and Asia
have been racing against each other
to implement several new requlations
targeted at managing systemic risk,
improving public revenue collection
enhancing transparency and protecting
investors. The ongoing globalization

41% 47% of financial requlatory policy — as

well as continued fragmentation —
creates a formidable challenge for
CFOs to manage the burden of global
regulations while controlling costs.

Yes M No

2016 Global Private Equity Fund and Investor Survey | 7




On top of the sheer cuantityof Superior reporting is clearly defined as better
reporting now required, the amount |nf0rmat|0n' faster

of data communicated to regulators

and the frequency of communication

have spiked. Private equity funds

must respond to the new regulatory Investors
environment with more disclosure and Id ti be i d?
proactive reporting. Today, finance How could your reporting be improved-
executives are called upon to use
their skills to guide business decision-
making. This means that CFOs are
ideally placed to identify data from
across the business — from both
internal and external sources.

7%

60%

Most organizations simply do not

have the technology infrastructure

to adequately respond to escalating
demands for more transparent
information. Accordingly, finance
teams are evaluating their funds’
current compliance infrastructures

- including people, processes and
technology - and thoroughly reviewing
compliance policies and procedures.

17%

Those planning for the future will

differentiate through operational
excellence and more sophisticated
value-added investor services. Players
that don't make these investments, on
the other hand, will be left behind.

Transparency Timeliness Frequency

8 | 2016 Global Private Equity Fund and Investor Survey



Stakeholder reporting begins and ends e
. . rior to the financial crisis, reporting
Wlth blg data processes followed a cycle that

remained fundamentally focused
on the investor. Remarkably, since
the required SEC regqistration of

Private equity funds investment advisors, fund managers

. S . now consider regulatory reporting to
What is the most significant operational challenge you face? be equally aligned with both investor

and management reporting in terms
of importance to the business.

As indicated by 63% of fund managers,
the emphasis on reporting also

means that success for private equity
funds — like all major enterprises — is
effectively all about data: governing
data, sourcing data and analyzing
data. Amid plummeting marginal costs
for vastly more robust and powerful

63%

data processing speed and storage

capabilities, it is both practical and

highly cost effective for CFOs to
31% -

30% 30% analyze entire data sets to comply

with requlatory requirements,

manage risk and optimize target
operating models.

“Data is the obstacle. We're a
sophisticated industry with technology

Data Regulatory Investor Management options that | feel lag behind other

reportin reportin reportin financial sectors. We wrestle with
P 9 P 9 P 9 a current patchwork of technology

solutions.”

$2.5b-$5b
Western Europe
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e e el ot Regulatory scrutiny shines a bright light on
about identifying potential areas head I i ne riSkS

of headline risk. To that end,

55% of investors consider both

regulatory examinations and expense

allocation as primary areas of focus. Investors
Cybersecurity (9%) lags behind Foreign . . .

Account Tax Compliance Act (FATCA) What level of risk do you assign to current regulatory campaigns?

(32%) and the AIFMD (29%) providing

a perspective that cyber-threats have 55% 55%

not yet grabbed the appropriate level 49%
of attention of investors.

42%
Implementing the right strategy to 33% 320 38% 3% 34%
adapt to the complex, new, global, 28Y% ’ 30% 29%
regulatory environment in the most
efficient manner is by no means
an overnight process. Apart from 9%
rebuilding an efficient, firm-wide .
data infrastructure that identifies,

extracts and aggregates financial Examinations Expense allocations FATCA AIFMD Cybersecurity
data across multiple global sources,

finance executives, in conjunction Highest I Moderate B Low
with the compliance function, should

also establish a precise timeline and

road map that encompasses each

and every regulatory requirement.

Each regulation will require an impact

assessment to determine which, if any,
funds and investors are exposed to
the new requlation, especially when
regional and national approaches

are compared.

10 | 2016 Global Private Equity Fund and Investor Survey



Expense allocations remain front and center as e
al'ea Of dissatiSfaCtion private equity funds have attained

the right levels of transparency
with respect to expense allocations,
expressing their dissatisfaction on a
Investors broad range of areas. Less than 30%
. . . f investors are satisfied with any
> 0
How satisfied are you with the level of transparency related to expense allocations® category of allocation disclosure,
and consistent with levels of sharp
skepticism, more than 40% of
0 o investors said they are dissatisfied
45% 44% 42% 39% 45% with the information they received
0 regarding consultant fees (45%)
0, 0, 0, '
33% 34% 34% broken deals (44%) and annual
meetings (42%).

22%

22%

0 21%
19% This dissatisfaction is largely not due
to the unwillingness of private equity
funds to share information, but can be
attributed to the significant difficulty
Consultant Broken deal Annual meeting Compliance many financial teams face in trying
to capture, process and track

information gathered from multiple

57% 50 information sources.
0

To that end, investors will allocate
their time and assets to the fund

320 managers where they feel they receive
’ 27% 29% 28% the most valuable financial education,
. learning experience and detailed
I I 20% attention to their overall well-being.
11%

Investor portal D&O insurance SOC1

44%

M satisfied Dissatisfied 1 Neutral

2016 Global Private Equity Fund and Investor Survey | 11



- . . Customized requests produce unyielding
nvestors are ramping up their .
requests for more detailed, customized report | ng dema ndS

information from private equity funds.

Twenty-nine percent said they make

frequent requests for specialized reports

on annual and quarterly reports, with Investors

another 27% saying that they request . . . .
customized templates. What is your most frequent specialized reporting request?

When higher guality information is
delivered, the attention of investors is
turning more and more, toward speed.
Twenty-six percent of investors say they
expect timely delivery of reports, and
18% said they requested the reports to be
delivered in one or two days. Reporting
processes were once treated as narrowly Customized templates
defined functions, often carried out on a

report-by-report or form-by-form basis.

While this may have worked in the past, it

is now costly and unsustainable.

With their financial insight into the whole Timely investment and valuation information

business, the CFO's seat at the executive
table enables them to advocate the
review of investor reporting demands
and then compare them with existing
capabilities - in essence, to identify areas
requiring performance improvement.

29%

Financial reporting inquires
Transparency

27%

26%

Timing
One-to-two day turnaround

“We do our best to adapt to the needs
of our investors. Most of the reporting

standards are set when they make
their commitment, but we have to
be flexible, especially for our larger
investors."”

S$5b-$10b
Western Europe
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Due diligence questions asked but not e et ot ot
a IWayS a nswe red the business has spurred investors

to request information across a vast
array of business issues. Given that
the due diligence process conducted

Private equity funds by investors across the global markets
. g . . - has rapidly intensified over the last
What significant questions are asked during the due diligence process? few years, potential investors wil
What percentage of these questions do you answer? likely focus on the same pointed
guestions as regulators — particularly
for issues related to risk management,
Asked Percentage of time answered

operations, performance reporting

Retention of investment team = 85% 80% % and valuation.

What is telling from the survey is

that fund managers are not always

responding to the questions asked

by investors. Seventy-six percent of

Size of finance function = 83% 74% 16% fund managers respond to inquires
regarding results of regulatory exams,
74% respond to inquiries of the size of

Results of requlatory examinations =~ 78% T76% 4% 13%

Conflicts of interest = 83% 73% 7% finance teams, and only 63% provide
details of their technology systems.

Retention of finance team 78 69% 1om This give-and-take of information has
0 5 g 0 placed CFOs in an influential role of

dealing with a fund's most valuable
Details of technology systems =~ 78% 63% 15% asset- their investors.

Material non-public information = 70% 57% 27% " .
You know, the real change is actually

due diligence. The DDQs are getting

Employee personal trading = 73% 53% 33% longer and longer. Some are nearly 28
pages, and I'm responsible for filling

out over half of that. There's so much
More than 75% M 50%to 75% [ 25% to 50% Less than 25% more interest in the operational side of

the business.”

$2.5b-$5b
North America
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Catch-22
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Ao o e ot et Spreadsheet dependencies call for unquestionable
change is largely a matter of adopting Change’ but vee

new operating models that will
minimize costs, eliminate duplicative
and wasted efforts, and ensure future

flexibility. For many CFOs, legacy Private equity funds

processes and technology generally . .
remain intact, resulting in overreliance What tactic do you currently rely on to address operational challenges?

on spreadsheets to handle a wide
range of business functions, including
valuation (68%) to portfolio analytics
(58%), fund accounting (42%) and risk
management (41%).

A compelling business case exists

for finance executives to look at 68%
redesigning their digital architecture

and enthusiastically take on the

challenge of big data, delivering more

accurate business insights that will

help improve business performance.

In other words, the fund managers

that see the current landscape as an

opportunity for competitive advantage

will be those that make the right

technology investment decisions. 1%
Forward-looking CFOs are assessing Risk management Fund accounting Portfolio analytics Valuation
the impact of these drivers and

determining how they can remain 51%
profitable, maintain market share and

pursue the right growth opportunities.

30%

2%

48%

Tax compliance Treasury Investor relations Human resources

Spreadsheet [ Digital [ Outsource

16 | 2016 Global Private Equity Fund and Investor Survey




... the absence of digital solutions drives continuous

reliance on personnel

Private equity funds

12%

How are you dealing with the

necessity to scale?

Risk management

32%
26%
20%

Tax compliance

Fund accounting

41%

37%

6%
I

Treasury

Increase workload

29%

Personnel
¥ Digital
M Outsource

Portfolio analytics

44%

37%

25%

Investor relations

[7] Expand role

B New hire

The need for investment — most
notably in digital solutions — is clear.
Finance executives realize they need
to overhaul technology architecture
to rationalize and standardize costs;
however, the continued dependency
on manual processes creates a
significant obstacle to scale their
business. In particular, for functions
related to risk management (67%,
65%) fund accounting (54%, 44%)
and valuation (51%, 55%), CFOs see
increased workloads and expanded
roles as their only answer.

Those most likely to succeed will

be the ones who take a lead role

in revising governance relating to
innovation, creating a more favorable,
nimble environment while at the
same time developing new skills and
processes. The unanswered question is
whether CFOs can use their influence
as business leaders to ensure
innovation is on the executive agenda
and make it an investment priority for

Valuation the firm.

37% "What we can't implement, we
overcome with sheer manpower; a lot
of manual work goes into linking the
different systems. There is no other

12% way to do it.”

- $2.5b-$5b

Human resources Europe

36%

2016 Global Private Equity Fund and Investor Survey | 17
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e e et e et The right personnel doing the right things balances
in headcount have been the crux of effiCiency and effectiveneSS

survival - far from optimal. CFOs are
now laser-focused on increasing the
ratios of operating personnel to front-

office headcount to bring them in line Private equity funds
ith th fat t ti del. . . . . .
PR S S e What is your approximate current and preferred ratio of front-office professionals

H ios of han 2:1 . .
eadcount ratios of more than to finance professmnals?

were reported by 75% of respondents,
yet spread evenly between 5:1, 4:1
and 3:1 of front-office to finance Optimal Sub-optimal
professionals. The survey results

also clearly indicate that firms with a 28%

2:1. |fatio are striving to move up.the 249 25% 25%

efficiency ladder - the largest shift 22% 22%

desiring two front-office to three front-

office professionals to each member of 17% 15%

the finance team. 12%

The greatest challenge is for smaller 10%
private equity funds, which lack

the deep pockets larger firms may

command. With limited budgets

for enhanced information systems,
ey 5to 1 4to1 3tol 2tol 1tol
smaller funds could find the relentless

regulatory environment nothing short
of a threat to their survival. Current I Preferred

"CFOs tend to administer the
management company as a side job;
something they do on weekends, and
that can be draining. A controller is
needed for the management company,
but I'm not sure how many firms have

that luxury.”

S15b-520b
North America
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Moving beyond compensation to retain and S
. early all private equity funds
mot |Vate person nel recognize that their workforces are

short on talent that understand the
current landscape, but also has the
skill sets to successfully scale. One

Private equity funds of the more interesting findings,

. . contrary to long-term needs, is that
What methods and programs do you use to retain operating personnel? orivate equity funds continue to utilize

compensation as their means to retain
employees - increasing in base salaries
(67%), providing strategic bonus plans
(58%) and offering carried interest
participation (52%). In comparison,
less than half (47%) say CFOs have
begun to focus on career growth
opportunities and less than one-

third (30%) are engaging in internal
coaching and/or external training.

Increase base salaries 67%

Strategic bonus plans

Employees in rapidly changing
environments are looking for the
ability to adapt to current and
future challenges. In that sense,
career longevity is best obtained by
developing core competencies that
are forward, not backward, looking.
Finance executives may want to
re-assess what is most important to
their investment in human capital.

Carried interest

Career growth

Internal coaching

External training

“The better way to deploy our talent
is through training and tapping their
ideas on how to save time or do more
with the technology we have."”

$2.5b=S5b
North America

Higher education
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In an unquestionable period of
change, private equity funds find
themselves with an abundant need
for new capabilities and a shortage of
existing industry talent. As a result,
finance executives are searching

for external talent with a variety of
subject matter expertise. Their first
stop - professional services firms. With
manual processes still dominating the
landscape, employees with experience
levels of less than five years are in
highest demand (46%). To effect
transformation, those with more than
10 years of experience are being
called upon (31%).

As investors continue to increase
allocations to private equity, credit,
real estate and infrastructure,
operating models will become more
complex, and the necessity to focus

on big data, technology architecture
and risk management will drive even
greater demand for core competencies
beyond those currently in-house.

"Our external hires are driven by
regulatory issues. In general, there's

no technology that makes sense
and no way to outsource when the
responsibility still rests with us.”

$25b-$35b
North America
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New roles and responsibilities trigger search
for external talent

Private equity funds
From where and at what level of experience do you recruit talent for
operating functions?

Professional services firm; less than 5 years

Professional services firm; more than 10 years
Industry; less than 5 years

Industry; more than 10 years
Professional services firm; 5 to 10 years

Directly out of college

Industry; 5 to 10 years

46%



Outsourcing is endorsed as a sustainable means
to improve operational efficiency

Investors

Are you comfortable with fund managers outsourcing operating functions?

88% 88%
82%
74%
Tax Treasury
compliance

69% 71%

52%
40%
Fund Valuation
accounting
I 2014 2015

52%
40%
36%
27%
Portfolio Risk
analytics management

In terms of outsourcing certain
operating functions, 88%, 82% and
71% of investors agree tax compliance,
treasury and fund accounting,
respectively, are areas they feel
comfortable moving to third parties.
This is welcome news to finance
executives, who are burdened with
capacity constraints and are eager

to seek greater efficiencies and

cost savings. Asset servicers are
responding by moving into areas
beyond those that are considered
tactically important to their business,
including enhanced valuation and data
and risk management services.

Although not yet mainstream,

private equity funds of all sizes can
benefit from a highly developed and
competitive market for asset servicing.
The core functionality of almost all
asset servicing firms is to deliver
leading-class expertise, economies of
scale and a high degree of adaptability
- on highly cost effective terms.
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echnology in itself is rarely a differentiator. However, when linked

with high-quality data, technology is increasingly seen as a key driver

of investment decisions. Users of big data are already allowing it to
disrupt their business cycle, and are adapting to changes in their business
environment. Not only can data significantly increase the rigor around the
transparency and timeliness of reporting, it can also demonstrate compliance
with global regulations and be readily leveraged to manage operational risks.

New investments in digital technologies can effectively enhance the investors
experience and can also augment technologies and process changes to improve
all aspects of the business. As private equity funds and investors both awaken
to the digital age, security incidents will continue to rise across the financial
markets and other key industry sectors and will continue to be top-of-mind for
those charged with governance for management and for the regulators. For
CFOs it is important to instill a sense of employee ownership of information
security issues and to make sure that cybersecurity policies and procedures
have been clearly communicated and programs fully implemented. )

Digital divide

- 24 |'2016 GlobalPrivate Equity.Fund a;'r_Td Investor Survey
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Clearing technology hurdles is no easy task

Few finance teams command the
scale, head count and budgets to
implement new internal procedures
and information systems at far lower
marginal costs. Effectively, limited

technology options restrict CFOs from Private equity funds

dealing with the many operational . .. . . . .
challenges stemming from complex What is your principal barrier to implementing technology solutions?

global reqgulation. It is not surprising
that 61% of CFOs feel the market
does not offer systems that meet

their needs. System selection 61%

Rather, 53% of finance executives

recognize that to meet today’s

operational requirements, their focus Return on investment 28%
should be primarily on data, data,
data. CFOs are used to data-driven
decision-making and are in a perfect
position to identify the business
problems that big data can you help
to address. Organizational data is
created, controlled and extracted from

a variety of sources; consequently, the Private equity funds

right data strategy must integrate and . epe oy .
meticulously coordinate all sources What do you foresee as the most significant constraint if you were to implement

Sponsorship 25%

across the entire firm. technology solutions?

53%

“Data management is the greatest
challenge. Pure and simple. There's
no technology consultant or
employee that can do it all.”

$15b-$20b

North Americaa

Data Cost to Scalability Information
management maintain limitations security
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No longer ahead of its time, digital is the

next

big thing

Investors
Are you currently, or would you prefer, to receive financial and tax
reports electronically?

Financial
Tax
"1 Current Preferred
Investors

49%

4%

6%

Would you like to receive reports through digital portals?

87% Yes
M No

Many of the “best and brightest” asset
managers, including those focused

on private equity, have grasped

that digitally-driven services are
delivered at a fraction of the cost of
existing platforms. Investors have also
awakened to the new digital age, with
an overwhelming 87% recognizing

the benefits of digitalization when

it comes to delivering better
information, faster.

As evidence that private equity

funds have been slow to embrace
digital transformation, less than

half are delivering financial and tax
information electronically, while more
than 75% of investors prefer to move
past “2000 late"” paper reports.

To meet investors' increasing demand
for seamless, coordinated, rich and
easy digital access to their providers,
finance executives should drive
investment in advanced data analytics.
These leading-edge solutions deliver
enhanced, real-time access to portfolio
information, reporting and other
special requests in a visually intuitive
way via secure online channels.
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et ot The emergence of cyber-threats to business and
and the inherent connectivity of information Security

people, devices and organizations
open up a whole new playing field
of vulnerabilities. Organizations
should have a robust detection and

monitoring program backed up by a Investor; )
"playbook” that clearly spells out how How satisfied are
to detect, analyze and respond to you With Current

cybersecurity incidents and attacks.

. .. Satisfied

Clearly private equity funds have failed cybersecurlty poI|C|es - Dé lstl.ef. q

to deliver, as only 7% of investors are of fund managers? . NISS? IT °
eutra

satisfied with the current cybersecurity
policies of fund managers.

As it grabs increasing attention in the
news media, cybersecurity is ramping
up in importance for all players in the
private equity space. Investors appear Investors

most concerned with compliance . . . . .
monitoring and awareness training W.ha't cyberse'curlty pollges are most important for fund managers to institute
(41%) as well a comprehensive cyber- within pOthO“O companles?

threat analysis (33%). Policies should

also include the chain of command Compliance monitoring and 41%
involved in dealing with potentially awareness training _ 26%
damaging incidents, including report
protocols. Early detection is important. 33Y%
The question is not whether your Cybersecurity threat analysis .
systems will be breached, but when. - 4%
. . 10%
Due diligence of vendor security
P 3
Recruit additional security resources 8%
ui iti uri u
' [ 26
8%

Security incident and prevention

Most  [7] Least
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Real business threats call for governance and e et
management of real business risks responsibilty, but a top-down, cross-

functional approach usually works
best. Executive management and
the board and/or founders must be

directly involved in setting the tone

Private eqU|ty funds at the top, reviewing and approving

Do your portfolio companies policies, building awareness, investing
utilize a board of directors in resources and facilitating new
. . programs. Eighty-seven percent of
(OI’ equwalent) to govern their Yes CFOs reported that their board of
cybersecurity programs? 87% = No directors or an equivalent group
were involved in the governance and
oversight of cybersecurity policies
and procedures at their portfolio
companies
For day-to-day implementation, risk
. . management and control, many
Private eqU|ty funds companies are appointing a single
What percentage of your portfolio companies have implemented requisite elements C-level executive - often the Chief

Technology Officer (CTO) — to oversee
strategy and its implementation.
Within portfolio companies,

0 cybersecurity programs have been
63% 62% 60% 60%

of their cybersecurity programs?

67%

Data Internal Customer Incident Strategy and Vendor
protection access access responses governance management $5b-$10b
management and detection North America

implemented across the board - from
a low of 57% addressing vendor
management and a high of 67%
focused on data protection.

"We're worried about cybersecurity.
That means ring-fenced servers that
do not connect with other systems

restricting the integration we need.”
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Private equity funds Private equity funds
Year of most recently closed fund 45% Average investment size (USD)
Less than $25m 25%
$25m-$50m 25%
$50m-$100m 17%
$100m-$250m 22%
han $2 9
Before 2012 2013 2014 2015 More than 5250m 11%
2012

Private equity funds
Amount of capital raised in most recent fund as compared to previous fund

53%
45% 45%
35%
27% 28%
- l l
2013 2014 2015
[ Increase [ Decrease [ No change
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Investors
Preferred investment strategy

30%

24%
20%
. .

28%

16%

7%

Venture capital Market-based finance Buy-out Emerging markets
I 2014
Investors
Percentage of invested capital allocated to geographies
61%
40%

18%

21%

19%

9%

23%
9%
North America Europe
o 2014
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Investors
Preferred level of GP commitment

0 1%

W 2%-3%

I 3%-5%

B More than 5%

Investors
Typical fee arrangements

2 and 20
47%

Less than
2 and 20

Customized

[l 2014 | 2015

Investors
Important economic issues

Cheap debt

pushing up prices 36%

Geographical impact

Negative public perceptions
of private equity

Performance of
private equity backed IPOs

Leveraged buy-out
refinancing wall

[ 2014 | 2015

2016 Global Private Equity Fund and Investor Survey | 33



L) ]

| -I|| { ; | r
ff- | | o

. Wl A A 15

342016 Global Private Equity Fund and | o Sur




AUM

Less than S1b

$1b-$2.5b

$2.5b-$5b

$5b-$15b

$15b-$25b

More than $25b

103
funds

Americas 84%
International 16%

29%

Class
o & o o o & o o
38%
Pensions/endowments
] 9 ) 9 o e 29%
w # w # w # Financial institutions
0 9 [v) e o) 0
24%
Fund of funds

o}

5%

Family offices
]

4%

Sovereign wealth funds

88
investors

Americas 3 7%
International 63%

Methodology

Private Equity International
conducted the research, collecting
information through:

Telephone interviews with 31
private equity funds and 20
investors, from August through
December 2015

An online survey to which 103
private equity funds and 88
investors responded from August
through December 2015

All amounts in survey are USD
unless otherwise stated

For several of the questions,
multiple answers were allowed,
resulting in responses that do not
total 100%.
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Global

Jeffrey Bunder

Global Private Equity Leader
+1 2127732889
jeffrey.bunder@ey.com

Michael Rogers

Global Deputy Private Equity Leader
+12127736611
michael.rogers@ey.com

Michael Lee

Global Wealth & Asset Management
Markets Leader

+1212 7738940
michael.lee@ey.com

Americas

William Stoffel

Americas Private Equity Leader
+12127733141
william.stoffel@ey.com

Marcelo Fava

Americas FSO Private Equity Leader
+1 7043509124
marcelo.fava@ey.com

Americas (continued)

Scott Zimmerman

Private Equity Assurance Leader, Americas
+1 2127732649
scott.zimmerman®@ey.com

Jeffrey Hecht

Private Equity Tax Leader, Americas
+12127732339
jeffrey.hecht@ey.com

Shawn Pride

Private Equity Advisory Leader, Americas
+12127736782

shawn.pride@ey.com

John Kavanaugh

Partner, Ernst & Young LLP (Midwest)
+1 3128792799
john.kavanaugh®ey.com

lan Taylor

Partner, Ernst & Young LLP (West Coast)
+14158948712

ian.taylor@ey.com

Eric Wauthy

Partner, Ernst & Young LLP (West Coast)
+1 415 894 4365

eric.wauthy®ey.com

EMEIA

Sachin Date

Private Equity Leader, EMEIA
+44 20 7951 0435
sdate@uk.ey.com

Ashley Coups

Partner, Ernst & Young LLP
+44 20 7951 3206
acoups@uk.ey.com

Caspar Noble

Partner, Ernst & Young LLP
+44 20 7951 1620
cnoble@uk.ey.com

Olivier Coekelbergs
Partner, Ernst & Young S.A.
+352 42 124 8424
olivier.coekelbergs®lu.ey.com

Kai Braun

Executive Director, Ernst & Young S.A.

+352 42 124 8800
kai.braun®]u.ey.com

Asia-Pacific

Robert Partridge

Private Equity Leader, Asia-Pacific
+852 2846 9973
robert.partridge®hk.ey.com

Christine Lin

Partner, Ernst & Young LLP
+852 2846 9663
christine.lin@®hk.ey.com

Brian Thung

Partner, Ernst & Young LLP
+65 6309 6227
brian.thung@sg.ey.com
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New York

Arleen Buckley

Director Events — Americas
+1212 6331454
arleen.b@peimedia.com

Kevon Davis

Senior Research Analyst
+1 646 795 3260
kevon.d@peimedia.com

Nicholas Donato

Editor, Private Funds Management
+1 212937 0385
nicholas.d®peimedia.com

Colm Gilmore

Managing Director — Americas
+12126331075
colm.g@peimedia.com

Rob Kotecki

Senior Researcher and Contributor
Private Funds Management
+19176937718
rob.k@peimedia.comt

Charles Ward

Business Development — Americas
+1212 6331452
charles.w@peimedia.com

London

Philip Borel

Editorial Director

+44 20 7566 5447
philip.b@peimedia.com

Dan Gunner

Director of Research and Analytics
+44 20 7566 5423
dan.g@peimedia.com

Daniel Humphrey Rodriguez
Research Manager

+44 20 7566 5451
Daniel.r@peimedia.com

Hong Kong

Christopher Petersen
Managing Director — Asia
+852 2153 3840
chris.p®@peimedia.com

About Private Equity International

Launched in December 2001, Private Equity International covers its asset
class with a dedicated team of specialist journalists in London, Hong Kong

and New York City. Its writers and researchers bring detailed knowledge and a
thorough understanding of the people, the deals, the funds and the financial
trends that shape the industry. As demand for private equity in institutional
portfolios continues to grow around the world, so we aim to deliver an ever
more comprehensive offering of hard news and authoritative analysis of why
this is happening and where and how investors can find value in the asset class.

Drawing on an intense dialogue with a constantly expanding group of key
decision-makers in the industry, we cover investor allocation strategies into the
buy-out, venture, growth capital, secondary and special situations segments of
global private equity. We talk to the general partners, limited partners, financial
intermediaries, developers and regulators who determine how capital flows into
and out of the class. From this dialogue we work hard to produce a compelling
blend of hard news, incisive commentary, detailed sector and regional reports,
exclusive interviews and proprietary data in a wide variety of formats. Our
coverage has broken fresh ground on important industry issues, such as the
often-delicate relationship between general and limited partners; the quest

for greater transparency in private equity fund management, the industry's
ability to add value through operational improvement at the asset level as well
as the ongoing debate around private equity benchmarking and performance
measurement.

Private Equity International magazine appears 10 times a year and is written by
the same team that delivers a rich mix of proprietary stories onto
www.privateequityinternational.com five days a week. The title also hosts a
multitude of industry events and conferences throughout the year, and we
continue to publish a series of best-selling books under the Private Equity
International brand.
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EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory services. The insights and quality
services we deliver help build trust and confidence in the capital markets and in economies the world
over. We develop outstanding leaders who team to deliver on our promises to all of our stakeholders.
In so doing, we play a critical role in building a better working world for our people, for our clients
and for our communities.

EY refers to the global organization, and may refer to one or more, of the member firms of

Ernst & Young Global Limited, each of which is a separate legal entity. Ernst & Young Global Limited,
a UK company limited by guarantee, does not provide services to clients. For more information about
our organization, please visit ey.com.

© 2016 EYGM Limited.
All Rights Reserved.

EYG No. CK1035
1510-1714521 NY
ED None

This material has been prepared for general informational purposes only and is not intended to be relied upon as
accounting, tax, or other professional advice. Please refer to your advisors for specific advice.

ey.com
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Building a better

working world

We would like to extend our thanks to all those who helped make our third annual
global industy survey possible. We are gratified by the overwhelming response

from private equity funds and investors and we believe the results demonstrate the
strength and determination of the industry and the professionals who are integral
to its success. At EY, we are confident in the resolute nature of both managers and
investors and are enthusiastic about the future of the global private equity fund
industry. We look forward to continuing to invest alongside the industry and support
its efforts to enhance overall well-being for investors worldwide.

PEI Alternative

Insight
Private Equity International is delighted to publish the third annual edition of this
global industry survey in partnership with EY. Today's private equity CFO is at the
helm of a vastly more complex organization than a decade ago and is now tasked with
ensuring that all of the key stakeholders, whether they be the GP, LP or regulator
are satisfied. This year’s survey explores how CFOs are scaling their finance and
operations function to address the fundamental challenges facing the modern private
equity firm in an environment where fees and yields are compressing, while the
administrative burden of managing the firm is expanding all the time. We hope that
this survey will provide you with a window into the ways CFOs are adapting to the
new world order and an appreciation for the role they play in the evolution of this
alternative asset class.
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