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Mid-market private equity: 2.0

Solving the challenge of geographical diversification

Key Takeaways:

- Exposure to mid-market
companies across a large
geographical area can strengthen
diversification in a private equity
portfolio. Gaining global exposure
to the mid-market is rare.

« Each of the main three global
regions — Europe, US and
Asia — has different economic
drivers and different risk profiles.
Exposure to all three is preferable
to manage risk and enhance
returns.

- To unearth the best mid-market
companies worldwide requires
a global team with local
expertise in the world’s major
regions. Accessing a global
opportunity set necessitates feet
on the ground, and proximity to
companies and deals.

— MARKET INSIGHTS

Mid-market private equity has grown in
popularity as investors seek to invest in
the high-growth companies that drive
economies.

The relatively small scale of deals
compared with the large buyout funds
means the focus of mid-market private
equity is local. That is, the segment is
dominated by domestic private equity
funds investing primarily in domestic
companies.

Investing in single countries or regions
can make sense - the closer you can
get to investee companies, the more
likely you are to select the ones with
the greatest potential. However, the
model lacks diversification; investors
are potentially exposed to countries
and regions which have structurally
slow growth or suffer from geopolitical
problems.

Exposure to companies in a larger
number of countries, across geographic
regions, strengthens diversification,
potentially providing protection against
underperforming national economies
and benefiting from faster-growing
countries.

But is it possible to both invest locally and,
at the same time, have a global focus?

Mid-market opportunities

Before we answer that, let's consider why
investors are attracted to mid-market
private equity.

The small- and mid-market private
equity sector has historically provided
outperformance across most phases of
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the economic cycle. Investors also like
the fact that they usually pay lower entry
multiples than for larger deals.

In addition, it is a highly active segment
with strong deal flow. In fact, 83% of the
deals closed since 2014 were classified
as mid-market.
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Number of Buyout Deals by Size (Deal Value)
Since 2014
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Source: Pregin Pro as of March 31th, 2019

The mid-market offers an attractive
risk-return profile, with greater dispersion

of returns but opportunity for higher alpha.

The dispersion of returns emphasizes
the need to access the segment through
skilled managers.

The case for geographic
diversification

So the mid-market has great potential to

create superior value. “But we believe that

geographical diversification can improve
the offer still more,” says David Arcauz,
managing partner at Flexstone.

The risks of not diversifying are growing,
he notes. Amid arguably the longest
economic recovery in history, the risks

to the downside are growing. Investors
are better placed to weather an
economic downturn if they operate a
geographically-diversified portfolio rather
than a portfolio of companies based in a
single country or region.

Performance Dispersion in Private Equity Funds (net IRRs)
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The value from mid-market deals comes
from various sources, including enhancing
the company’'s management team,
widening the company’s geographic
scope and product range, and making
add-on acquisitions.

The strategy is better at adapting to
changing market conditions than larger
deals because smaller companies can
be refocused more rapidly. In addition,
the mid-market reduces risk by relying
less on leverage to generate returns than
large-cap deals.

There is a wider array of exit opportunities
in the mid-market too, including selling

a portfolio company to a larger fund or
peer-group competitor.

— MARKET INSIGHTS

Equally, a reversal in the low interest rate
environment will impact private equity
returns, particularly on highly-leveraged
deals. And it may be difficult to predict
which jurisdictions will raise rates the
fastest and longest.

Then there’s the macro-economic
environment, with trade wars and political
uncertainty affecting some countries and
regions more than others.

“We think institutional investors should be
allocating to private equity opportunities
all over the world, not into a limited
handful of countries and certainly not in a
single country,” says Arcauz.

Regional diversity

The differences between countries are not
limited to economics; the private equity
environment varies depending on the
country and region too.

In Europe, for instance, private equity
markets are driven by smaller deals, while
in the US average fund sizes are much
larger. Meanwhile, since 2016 in Europe,
debt levels for mid-market deals have
trended markedly towards levels similar to
the levels observed in the US, more or less
stable, representing half of the enterprise
values in average.

Jimmy Hsu, Singapore-based managing
director at Flexstone: “From a regional,
cultural standpoint only the US is
homogenous. Europe and Asia are both
fragmented so you need a local partner
in each region to navigate the local
landscapes”

Each country in Asia and Europe has
different codes, cultures, structures

and laws. It is possible to take a blanket
approach and target only larger, highly-
visible companies that operate across
Europe or across Asia but this risks
missing the larger value created by fast-
growing, lesser-known enterprises in
niche sectors.

David Arcauz, Geneva-based managing
partner at Flexstone, says: “Europe’s
capital markets are dominated by smaller
companies, and not many of these are
listed. So if you want exposure to SMEs
in Europe, you need to invest through a
private equity strategy.”

The cultural homogeneity of the US
allows for easier comparison of target
companies, But the sheer volume and
breadth of the US market provides
further opportunities to diversify a
global mid-market portfolio. “The US
mid-market is huge,” says Nitin Gupta,
New York-based Flexstone's managing
partner. “You can target a range of
different deal sizes and types within this
segment in the US, and diversify the
portfolio by sector too.”

Global presence, local focus

To unearth the most promising
mid-market companies worldwide
requires a global team with local
expertise in the world's major regions:
US, Europe, and Asia. Accessing a global
opportunity set necessitates feet on the
ground, and proximity to companies and
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deal networks. With access to the best-
performing mid-market funds in high
demand, relationships with managers is
critical. None of this can be achieved by
operating remotely.

Flexstone Partners, an affiliate of Natixis
Investment Managers, was conceived
expressly to bring a global perspective
to the private equity mid-market.
Constructed by the combination of three
existing Natixis affiliates —Caspian
Private Equity, Euro-PE, and Eagle Asia

- its management team has decades of
experience in the mid-cap buyout and
growth segment.

Partnering with leading small and
mid-cap private equity funds’, Flexstone
has allocated to more than 400 funds
worldwide, seating on many advisory
boards.

A la carte investing

Using Flexstone's a la carte menu for
investment strategy, research and
selection, structuring, tax, accounting and
reporting, investors can create globally-
diversified portfolios that are tailored to
their particular needs.

— MARKET INSIGHTS

“Clients come in with all different

shapes and forms of needs," says Nitin
Gupta, “some want certain geographical
exposures to dovetail with existing
exposures in their portfolios. For others,
the priority may be to take more risk,
perhaps by investing with emerging
managers or expending on a new region.
No two clients are the same.”

Flexstone's approach allows investors to
diversify by region, but also by manager
type, sector and size of deal. As a result,
many of Flexstone’s mandates are
executed through separate accounts.

This means the structuring of the
investments is important. “In some
countries, for instance, one of the first
guestions is often how to structure deals,
not what deals the investor is looking
for," says David Arcauz. “Our first job is to
guide investors on structuring.”

The resulting portfolios respond to the
objectives of clients, with assets matching
these objectives.

In Asia, for instance, investors often prefer
funds of funds. “Asian clients are often
looking for revenue growth and margin
expansion so high-alpha funds of funds
may be suitable,” says Jimmy Hsu. “We

can get access to the high-performing
funds that tend to close quickly."

Whatever the geographic allocation,
investors receive consolidated reports on
the worldwide portfolio, which they can
slice and dice for their own reporting needs.

Conclusion

Some institutional investors have the
resources and experience in private
equity investing to make their own global
allocations. Many others, however, would
like to tap the historically high returns
from the private equity mid-market, but
seek a partner to steer them through

the complexities and to achieve better
diversification.

This is where a global private equity
adviser, with a local presence on the
ground in all the major regions of the
world, can prove its worth.

Written on 27 August 2019

"Leading private equity funds according to Flexstone
Partners’ Due Diligence process and criteria
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ADDITIONAL NOTES

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required by local regulation,
only at their written request. This material must not be used with Retail Investors.

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management
company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis
Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset
Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number:
HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number
50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies
Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en Espafia. Serrano n°90, 6th Floor, 28006, Madrid, Spain.

In France: Provided by Natixis Investment Managers International - a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF)
under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendes
France, 75013 Paris. In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux College 10, 1204 Geneva, Switzerland or its represen-
tative office in Zurich, Schweizergasse 6, 8001 Zirich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct
Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be
made to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional investors only; in
Ireland: this material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial
services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors
only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority
or insurers authorised under section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is
regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the
DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Office 603 - Level 6, Currency House
Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates. In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial
Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management business and investment advisory and agency business as a Financial Instruments Business
Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo. In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment
Consulting Enterprise regulated by the Financial Supervisory Commission of the R.0.C. Registered address: 34F,, No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.0.C.),
license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional
investors for informational purposes only. Natixis Investment Managers Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered
address of Natixis Investment Managers Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to
institutional/ corporate professional investors only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the
general information of financial advisers and wholesale clients only . In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that
they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand.

In Latin America: Provided by Natixis Investment Managers S.A. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and super-
vised by the Central Bank of Uruguay. Office: San Lucar 1491, oficina 102B, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to
section 2 of Uruguayan law 18,627. 'In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representacion (Colombia) to professional clients for informational purposes only as
permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering
in Colombia and is addressed to less than 100 specifically identified investors. In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V,, which is not a regulated financial entity, securities
intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisién Nacional Bancaria y de Valores (CNBV)
or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain
ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this information has
not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority.
Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or
registered with the CNBV or any other Mexican authority.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management and distribution
entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or
authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to ensure that the offering
or sale of fund shares or third party investment services to its clients complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer to buy or to
sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses,
opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio mana? ) as of the date indicated. These, as well as the portfolio holdings
and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. Past performance information presented is
not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or
completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.

Flexstone Partners Flexstone Partners, LLC - New York Natixis Investment Managers
An affiliate of Natixis Investment Managers Delaware corporation, registered with the United States RCS Paris 453 952 681
Securities and Exchange Commission as an investment Share Capital: €178 251 690
adviser 43 avenue Pierre Mendes France
Flexstone Partnersl SAS - Paris 28th floor of 745 Fifth Avenue, New York, NY 10157. 75013 Paris
www.natixis.com
Investment management company regulated by the Flexstone Partners, PTE Ltd - Singapore
Autorité des Marchés Financiers. It is a simplified stock ) )
corporation under French law with a share capital of 61 Robinson Road, #08-01A Robinson Centre
1,000,000 euros Under n°® GP-07000028 —Trade register Singapore 068893
n°494 738 750 (RCS Paris)

5/7, rue Monttessuy, 75007 Paris
www.flexstonepartners.com

Flexstone Partners, SaRL - Geneva

Independent (unregulated) asset manager, under Swiss
Federal Act on Collective Investment Schemes (“CISA”),
supervised by Commission de haute surveillance de la
prévoyance professionnelle ("CHS PP” and regulated by the
Swiss Financial Market Supervisory Authority ("FINMA”)
under Anti Money Laundering requirements. It is a limited
liability company with a share capital of 750 000 CHF.
Trade register n° CH-660-0180005-1

8 chemin de Blandonnet, Vernier 1214, Geneva, Switzerland
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