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Private equity: reducing uncertainty

Increased transparency and defensive themes can provide comfort to

investors.

The outcome of investing is always
uncertain, but rarely has it felt quite as
uncertain.

In the current environment, prudent
private equity houses — even those that
have performed well over several cycles
- can implement measures to ensure that
returns continue to match investor needs.

Defensive themes support exit
multiples in tough times

Flexstone is an opportunist investor,
able to co-invest across sectors and
geographies without restrictions.
However, given the extreme nature of
current risks, it has embraced defensive
themes which it believes will support exit
multiples.

These themes are answering rising
interest rates, spiking inflation and
ongoing digitalisation.

Rising interest rates reduce the present
value of investments and lower exit
multiples. “As an investor, you may be
in a position to sell at market multiples
that are lower than the average market
multiples at the time of investment,’
says Eric Deram, Managing Partner at
Flexstone Partners, a private equity co-
investment specialist and affiliate of
Natixis Investment Managers.

One solution is to buy at lower multiples,
which is possible if you have a strong
deal flow and operate in the mid-market
where market multiples are intrinsically
lower. In addition, in the mid-market,
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companies can be more readily
refocused to grow faster, and then
command higher multiples.

Another solution is buy-and-build. Buy-
and-build involves acquiring a company
and positioning it as a platform which
can rapidly expand by acquiring
competitors and complementary
businesses. With buy-and-build, a larger
company can be bought at, say, 10x
earnings, while bolt-on acquisitions

of smaller companies can be made at,
perhaps, 6x to 8x earnings.

“If you make bolt-on acquisitions at lower
multiples, you average down the entry
multiple and create the conditions for a
higher exit multiple.” notes Deram.

The secret of passing on
price rises

Inflation is rising and the consensus

is growing that higher prices are
entrenched. Companies in all sectors are
trying to pass on price increases without
friction.

“Not all of them can do that,” says Deram.
“If you sell a commoditised product and
you're not the market leader, you will be
unable to pass on cost increases until
and unless the market leader does.” That
leads to probable loss of market share.

Flexstone targets companies which
make components that are essential for
the quality of the end-product but are
inexpensive. “We call these products,

"

‘mission critical, low cost’,” says Deram.
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Key takeaways:

+ Amid highly uncertain
markets, private equity firms
can implement measures to
help ensure that performance
matches investor needs.

+ Flexstone has embraced
defensive themes such as
“buy-and-build” and “mission
critical, low cost”, to support
exit multiples amid rising
interest rates and inflation

« For investors, greater
visibility over where capital is
allocated is gained through
so-called late primary/early
secondary investments.
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“Because they are low cost, they can
increase their prices with minimal impact
to end users’”

In Flexstone's portfolios, one “mission
critical, low cost” company provides
administration services to large publicly
traded companies. The company’s clients
are satisfied with its services — none has
changed provider in 25 years — and they
are unlikely to worry about a moderate
price increase in the services. Changing to
a new provider would entail risks to clients
and affect the performance of a regulated
service that far outweigh a small rise in
overall costs.

Other examples of Flexstone's “mission
critical, low cost” deals include a producer
of bottle tops for high-end perfume
manufacturers, a business that makes the
on-off button for iPad and a manufacturer
of insoles for high-end sneakers.

Embracing digital — even in
low-tech sectors

Digitalisation is the other key theme
Flexstone employs to help protect and
enhance growth. Pureplay tech companies
are not a focus for Flexstone, given the
high entry multiples, but it believes most
successful companies are embracing
digital trends.

“Given that technology is disrupting

every sector, we like to see a significant
digital component in the business model,"
says Deram. “We don't look to buy tech
companies, but tech-savvy companies
tend to be able to grow their market share
faster”

One of Flexstone's portfolio companies,

a freight brokerage business, has a
technology platform that is demonstrably
superior to its competitors. “In a low-tech
industry, it has created a big advantage
through tech,” adds Deram.

The late primary/early secondary
opportunity

In uncertain markets, visibility is clouded.
Even when they know and trust GPs,
investors are to a certain extent “blind”
when committing capital to private equity.
That is, in the early stages of private equity
there are as yet no investments and LPs
cannot know in advance which companies
will be acquired, at what price and what
value will be added.

Private equity firms which can increase
transparency over investments, as

well as identify defensive themes, are
likely to assuage investors’ heightened
anxieties. Greater visibility over where
capital is allocated can be gained through
commitments to so-called late primary/
early secondary opportunities. That is,
investors can commit capital 12 to 18
months after launch, when a number of
deals have already been completed. They
are therefore able to see which companies
have been purchased, at what price and
how much — if at all — their value has risen
or fallen since acquisition.

“Your investment sits somewhere between
a primary commitment, as made on

the first closing date, and a secondary
investment, where you purchase interests
in a mature portfolio,” says Benoit Jacquin,
Managing Partner at Flexstone Partners.

“Some institutions are happy to be anchor
investors and commit capital at launch,
but we totally understand that others
prefer to have a flavour of what they can
expect to get and take advantage of a
late primary/early secondary opportunity,’
Jacquin adds.

Positive returns from Day One

There are a range of benefits to investors
of late primary/early secondary
investments. First, they buy into the assets
in the portfolio at cost, meaning they
benefit from unrealised gains if the value
of companies has increased. If value has
already been lost, the investor can simply
choose to pass.

In addition to a potentially positive return
on Day One of their commitment at a later
closing, investors avoid the J-curve effect,
which typically calls for an initial negative
return as capital is called to pay for set up
costs and management fees before deals
have been executed.

Third, for such investor, its capital is
deployed a lot faster if a sizeable number
of deals have already been transacted.
This means a sizeable share of their capital
is put to work straight away rather than
waiting to be called over time.

Finally, the maturity is shortened by

12 to 18 months, so late primary/early
secondary investors get their capital and
returns quicker.

1 Source Pitchbook’s 2021 Q4 US PE Breakdown and 2021 Annual European PE Breakdown.
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The initial investors are generally happy
with this arrangement too. They have
secured a primary allocation and, with
sizeable commitments, may have
negotiated some terms of the offering.
Furthermore, an influx of capital from later
investors creates the conditions of greater
portfolio diversification, and all else being
equal, higher risk-adjusted performance.

Speed and volume of deals
important for late-primary
investors

Visibility is only increased to late primary/
early secondary investors if a sizeable
number of deals are transacted in the
first year or two. Large primary portfolios
may make only one or two deals a year,
reducing any potential benefits for late
primary/early secondary investors.

“Co-investment tends to invest faster
than the average buyout portfolio and,

at Flexstone, we are particularly diligent,
completing 18-20 deals a year,” says
Deram. “We tend to deploy over three
years because we have extensive deal
flow and a process which facilitates rapid
deployment.”

In addition, Flexstone invests in the
mid-market, which is a highly-active
segment with strong deal flow. In fact, 97%
of the private equity deals closed since
2008 in Europe and the United States are
deals with a value equal or lesser than
USD/EUR 500 million™. Flexstone's deal
flow is further enhanced by operating a
global team with local expertise which
enables it to source opportunities across
Europe, the US and Asia.

To speed the selection and execution of
deals, Flexstone has created a proprietary
selection tool which filters only those
deals that are in the lead sponsor’s sweet
spot. The sweet spot being a deal in which
the GP has a specific proven skillset.

The way Flexstone executes deals adds
tangible value for late primary/early
secondary investors. Deram says: “We
are unigue among our peers in being
able to add value in the portfolio early
on. We underwrite our investments at
conservative multiples so when we value
our investments at market prices there
may be sizeable upticks.”

Published in May 2022
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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.

To obtain a summary of investor rights in the official language of your jurisdiction, please consult the legal documentation section of the website (im.natixis.com/intl/
intl-fund-documents)

In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment Managers International is 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 Mendés France, 75013 Paris. Italy: Natixis Investment Managers
International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. Netherlands: Natixis Investment Managers International, Nederlands (Registration
number 000050438298). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers International, Nordics Filial (Registration
number 516412-8372- Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. 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,
[-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered
office: Senckenberganlage 21, 60325 Frankfurt am Main. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles,
Belgium. Spain: Natixis Investment Managers, Sucursal en Espafia, Serrano n°90, 6th Floor, 28006 Madrid, Spain. In Switzerland: Provided for information purposes only by
Natixis Investment Managers, Switzerland Sarl, Rue du Vieux College 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zrich.

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: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752, 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 investment management business, investment advisory and agency business and Type Il Financial Instruments Business as a Financial
Instruments Business Operator. 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 2020 FSC SICE No. 025, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no.
199801044D) to distributors and qualified investors for information purpose only. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional
investors for information purpose 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 requlated 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 Colombia: Provided by Natixis Investment Managers International 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 Latin America: Provided by Natixis Investment Managers International. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment
advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, 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 Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V,, which is not a requlated 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.

In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers International. This communication cannot be
distributed other than to the identified addressee. Further, this communication should not be construed as a public offer of any securities or any related financial instruments.
Natixis Investment Managers International is 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 Mendés France, 75013 Paris.

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 manager(s) 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. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment
Managers. 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.

Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the relevant legislation.
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Flexstone Partners
An affiliate of Natixis Investment Managers

Flexstone Partners, SAS - Paris

Investment management company regulated by the Autorité des Marchés
Financiers. It is a simplified stock corporation under French law with a share
capital of 1,000,000 euros Under n® GP-07000028 —Trade register 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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Flexstone Partners, LLC - New York

Delaware corporation, registered with the United States
Securities and Exchange Commission as an investment adviser
28th floor of 745 Fifth Avenue, New York, NY 10157.

Flexstone Partners, PTE Ltd - Singapore
61 Robinson Road, #08-01A Robinson Centre
Singapore 068893

Natixis Investment Managers
RCS Paris 453 952 681

Share Capital: €237 087 487

43 avenue Pierre Mendes France
75013 Paris
www.im.natixis.com

DOCUMENT INTENDED EXCLUSIVELY FOR PROFESSIONAL CLIENTS (IN ACCORDANCE WITH MIFID)



