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OVERVIEW
▪ Private Equity is playing an increasingly large role in the global economy and impacting portfolio construction
▪ Muted mark-to-market volatility and less short-term scrutiny in private equity appeals to investors and companies alike
▪ One method by which a company ultimately exits private ownership is by going public through an Initial Public Offering (IPO)
Background

How does the IPO Market Impact Private Equity Investments?

Private equity investing generally involves committing capital to
an investment manager, who then invests in privately owned
companies in various stages of development or evolution. These
companies are seeking cash for a variety of purposes, but are not
yet able to access public markets. Most companies begin life
small and take on private investors as a means of enhancing
growth through capital buildout or expanding marketing efforts. If
successful, founders of the company or newer investors may
decide to monetize the value they have created, or realize that
access to more diversified funding is required. At that point,
options for exit include selling to other private investors, selling to
strategic corporations that are already publically traded, or
expanding ownership through an Initial Public Offering (IPO).

Basic fundamentals of supply and demand ultimately drive
market performance. When IPOs are attractive to public investors,
more private companies may see it as a signal to exit the private
markets or to attain additional funding at a premium price. In
contrast, if the public markets are not as attracted to IPOs, there
will be fewer outside dollars moving toward the privately held
companies, and private equity sponsors will evaluate alternative
options to obtain additional capital or monetize their investment.
As illustrated in the chart below, IPOs have historically represented
a relatively small percentage of total private equity exits. Peaking
at ~30%, IPOs are largely related to the venture capital sub-set
within the private equity complex. While the degree of success for
venture capital funds may depend somewhat on the hardiness of
the IPO market, purchase price discipline, the appropriate use of
leverage, and the overall health of the economy are ultimately
expected to drive vintage year returns.

An IPO is not a simple exercise, with significant disclosures and
heightened regulatory requirements arising both before and after
the event. The decision to take a company public via an IPO also
depends on the market’s appetite for risk. Many companies
seeking to go public are technology or biotech oriented, with
high cash burn rates, currently operating at a loss. With value
ultimately tied to the expectation of future profitability, a risk-off
atmosphere in public markets can have a meaningful impact on
the level of IPO activity. Although IPO volume can be sporadic,
the chart below illustrates a steady increase in both count and
proceeds between 2016-2018. It is not uncommon for IPO activity
to accelerate late in an economic or market cycle, and 2019 has
already witnessed the launch of several high-profile companies
such as Lyft ($2.3 billion in late-March), Pinterest ($1.6 billion in
April), and most recently Uber ($8.1 billion in early May). IPOs are
far from the only exit option for investors, but remain key for the
select group of “unicorns” that have become so large.
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IPO Basics

ACG’s Position
Despite bouts of public market volatility, IPOs appear to be on an
uptick this year, and the pipeline remains strong with the likes of
WeWork, Airbnb, and Palantir Technologies progressing toward a
public debut. An active IPO market is one reflection of the
opportunity for enhanced private equity returns. As has been
seen, though, the market’s appetite for IPOs can vary significantly
from month-to-month and from year-to-year. As private equity
investors know, there is a long tail to investing, with the first hurdle
being able to put the money to work and the second hurdle
finding the right timing and method to generate distributions.
Helping clients manage sector and vintage year diversification is
an important part of what we do in this space, and our team can
assist with finding the right implementation and setting proper
expectations going forward.
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Disclosures and Legal Notice
The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions
of any other firm.
This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG
believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does
not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information
contained herein.
Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”,
“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or
performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you
should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.
The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.
Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a
range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment
risk. The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized
financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates
may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in
deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to
which the probability distributions are put.
The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual
investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any
estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in
existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,
inappropriate, flawed or otherwise deficient.
Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will
experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future
producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes
only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.
This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such
matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,
annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.
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