August 2024

Federated =

Hermes o

. www.federatedhermes.com/private-markets
Private Markets For professional investors only




Private Equity: The art of the exit

No two exits in private equity are the same. A challenging
economic backdrop, alongside higher interest rates and
a dampened IPO market has made for a complex
divestment landscape.

Effectively unlocking the value in a fund and returning that
value to investors is the final phase of the private equity cycle.
In a market where exits are gridlocked; where private equity
holding periods are being extended; and where the
disconnect between buyers’ and sellers’ valuations remain
stubbornly wide, the private equity industry must draw on a
range of skills and strategies to return cash to investors.

Global buyout-backed exit value was down 66% in 2023 versus
2021, leaving the industry with an estimated $3.2 trillion in
unexited assets sitting in general partner (GP) portfolios." In
Q1 2024, private equity exits reached their lowest level in
three years.?

The dormancy of the exit market is leaving investors without
cash to commit to new opportunities, stagnating private equity
allocations within investor portfolios. Despite expectations that
macroeconomic conditions are set to improve, 2024 is
projected to be the second worst year for exits since 2016.3

Drop in industry-wide exit activity

Against this challenging backdrop, we believe managers that
prepare for exits and are able to offer creative liquidity
solutions will be among the most successful.

Leading the drive for liquidity

At Federated Hermes Private Equity, a core tenet of our
investment strategy is to exit investments at optimal points in
our funds’ lifecycles and we draw on a range of strategies to
achieve this.

As both a fund investor and a co-investor, we do not typically
control the ultimate exit of an investment. As such, the
secondary market creates a platform for us to engage in
proactive liquidity management.

The strength of our approach is supported by our track record:
since 2010, we have distributed $2.2bn to investors through
proactive secondary sales.* This differentiates us in an industry
where funds increasingly remain illiquid for an extended
period. We seek to maintain one of the industry’s leading
distributions-to-paid-in-capital (DPI) ratios (a measure of the
cumulative distributions paid by a private equity fund to its
limited partners).

Our flagship co-investment series (PEC) has weathered market headwinds
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Source: Bain & Co. ' 2019 - 2023 average distributions.
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At Federated Hermes Private Equity, a core tenet of our investment
strategy is to exit investments at optimal points in our funds’ lifecycles
and we draw on a range of strategies to achieve this.

" Bain & Company, Private Equity Outlook 2024
2 Preqin, 2024
3 Bain & Company, Private Equity Outlook 2024

4 Source: Federated Hermes Private Equity. Excludes cash flows from programmes that have generated exits for original investors but that have continued to be

managed on behalf of new secondary investors.



The art of the exit: Unlocking liquidity via private equity secondaries

Secondaries: facilitating liquidity

Secondary transactions involve the sale or refinancing of
existing private equity assets. Sales can be carried out at the
fund-level (indirect) or asset-level (direct) and can be initiated
by either the manager (general-partner led) or the investor(s)
(limited-partner led). Secondary buyers are typically other
specialist secondaries-focused private equity funds.

GPs can establish a ‘continuation fund’ or refinance within
existing funds to generate liquidity. A continuation fund is a
new vehicle created specifically to acquire a single portfolio
asset or multiple assets from a predecessor fund, creating
liquidity for LPs that wish to ‘cash out’, while the GP continues
to drive value in the assets for incoming investors.

Today, secondaries play an increasingly vital role across the
sector with volumes significantly up as asset owners
increasingly use the secondary market as an exit route against
the backdrop of difficult traditional exit markets. In 2023, the
overall secondary market had its second-largest year on
record, delivering $114 billion in deals.®

Our best-in-class approach

Despite its growing relevance, accessing liquidity via the
secondaries market requires investment expertise and skills
that are not currently widespread within private equity. At
Federated Hermes, we endeavour to stand out in the industry
for the strength of our liquidity offering, with a specialist in-
house secondaries team. The team has a 12-year+ track record
on the sell side, supplemented by a recently established
secondary buy-side programme.

Our capability across the secondaries market includes multi-
and single-asset continuation vehicles, strip sales, tender offer
process and preferred equity options. We seek to be at the
forefront of the industry thanks to the breadth of strategies
that we can deploy to deliver outcomes to our global base of
institutional clients.

Our team draws on deep industry knowledge and a strong
network to manage and execute secondary market opportunities
in-house. We do, however, opt to use advisors where this is
deemed beneficial to our clients, for example where there may
be the potential for a perceived conflict of interest.

Delivering client-focused benefits

Our commitment to maintaining an in-house liquidity function
provides the following benefits to our clients:

1 Enhanced liquidity — our deep expertise and strong
network across the secondary market allows us to meet the
evolving needs of our clients, whether that is generating
early liquidity on otherwise illiquid assets, or tailoring
programmes to meet their desired holding periods.

® Evercore Private Capital Advisory — FY 2023 Secondary Market Survey Results

2 Flexible exit options — we use the secondary market
to broaden options and gain more control over exit
strategies, when required, so we can realise assets at what
we deem to be the optimal moment.

3 Avoidance of tail-end assets - it is at the end-stage of the
lifecycle that portfolio risk becomes more concentrated,
meaning returns typically stagnate and costs become
increasingly large relative to remaining value. Our
secondary capabilities can help ensure that investments are
sold at the right moment.

Timing for an optimal exit

At Federated Hermes, we are not just focused on making great
investments and partnering with leading GPs; we pay special
attention to exits. We prepare for exits throughout the ownership
period, applying a disciplined approach. In addition to supporting
our partner GPs on asset-level realisations, our secondaries team
monitor our funds across their lifecycle in three phases:

Tail-end phase

(10 years+): mature
assets that have not
been exited often
require deep discounts
at the point of sale and
will appeal to a more
specialist buyer set.

Early monitoring
phase (0-5 years):
the fund is driven
by alpha returns

Optimal liquidity phase (5-10 years): the fund switches
from being alpha to beta driven with performance more
heavily influenced by market factors

On a quarterly basis, our secondaries team build out a forecast
for relevant funds to assess what a secondary sale would mean
for investors and the likely pricing that we would achieve from
possible secondary buyers based on market and asset-level
factors. We assess the return that we expect to receive from
continuing to hold the fund’s assets in various investment and
market-driven scenarios, versus the immediate liquidity we
could generate from a secondary transaction.

We are particularly focused on the more mature portfolios with
positions that are crossing over from alpha to beta-driven
returns. Identifying the optimal time to sell, facilitated by the
use of our proprietary monitoring tools, is integral to our ability
to make informed liquidity decisions which will meet our
client’s objectives.

Conclusion

Developing a clear and bespoke exit strategy is both a science
and an art. Our experienced secondaries team has developed
an extensive buyer network and a strong track record in
maximising and expediating returns for investors.

As one of a small number of in-house teams dedicated to
unlocking liquidity via the secondary market, our aim is to
provide a differentiated solution to one of private equity’s
biggest challenges.



The value of investments and income from them may go down as well as up, and you may not get back the original amount
invested. Any investments overseas may be affected by currency exchange rates. Past performance is not a reliable indicator of
future results and targets are not guaranteed.

This is a marketing communication. The views and opinions contained herein are as of the date indicated above, are those of author(s)
noted above, and may not necessarily represent views expressed or reflected in other communications, strategies or products. These
views are as of the date indicated above and are subject to change based on market conditions and other factors. The information herein
is believed to be reliable, but Federated Hermes and its subsidiaries, does not warrant its completeness or accuracy. No responsibility can
be accepted for errors of fact or opinion. This material is not intended to provide and should not be relied on for accounting, legal or tax
advice, or investment recommendations. This document has no regard to the specific investment objectives, financial situation or particular
needs of any specific recipient.

This document is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any
securities, related financial instruments or advisory services. Figures, unless otherwise indicated, are sourced from Federated Hermes.
Federated Hermes has attempted to ensure the accuracy of the data it is reporting, however, it makes no representations or warranties,
expressed or implied, as to the accuracy or completeness of the information reported. The data contained in this document is for
informational purposes only, and should not be relied upon to make investment decisions.

Federated Hermes shall not be liable for any loss or damage resulting from the use of any information contained on this document.

This document is not investment research and is available to any investment firm wishing to receive it. The distribution of the information
contained in this document in certain jurisdictions may be restricted and, accordingly, persons into whose possession this document comes
are required to make themselves aware of and to observe such restrictions.

United Kingdom: For Professional investors only. Distributed in the UK by Hermes Investment Management Limited (“HIML") which is
authorised and regulated by the Financial Conduct Authority. Registered address: Sixth Floor, 150 Cheapside, London EC2V 6ET. HIML is
also a registered investment adviser with the United States Securities and Exchange Commission (“SEC").

European Union: For Professional investors only. Distributed in the EU by Hermes Fund Managers Ireland Limited which is authorised and
regulated by the Central Bank of Ireland. Registered address: 7/8 Upper Mount Street, Dublin 2, Ireland, DO2 FT59.

Australia: This document is for Wholesale Investors only. Distributed by Federated Investors Australia Services Ltd. ACN 161 230 637
(FIAS). HIML does not hold an Australian financial services licence (AFS licence) under the Corporations Act 2001 (Cth) (“Corporations
Act”). HIML operates under the relevant class order relief from the Australian Securities and Investments Commission (ASIC) while FIAS
holds an AFS licence (Licence Number —433831).

Japan: This document is for Professional Investors only. Distributed in Japan by Federated Hermes Japan Ltd which is registered as a
Financial Instruments Business Operator in Japan (Registration Number: Director General of the Kanto Local Finance Bureau (Kinsho) No.
3327), and conducting the Investment Advisory and Agency Business as defined in Article 28 (3) of the Financial Instruments and Exchange
Act (“FIEA").

Singapore: This document is for Accredited and Institutional Investors only. Distributed in Singapore by Hermes GPE (Singapore) Pte. Ltd
("HGPE Singapore”). HGPE Singapore is regulated by the Monetary Authority of Singapore.

United States: This information is being provided by Federated Hermes, Inc., Federated Advisory Services Company, Federated Equity
Management Company of Pennsylvania, and Federated Investment Management Company, at address 1001 Liberty Avenue, Pittsburgh,
PA 15222-3779, Federated Global Investment Management Corp. at address 101 Park Avenue, Suite 4100, New York, New York 10178-0002,
and MDT Advisers at address 125 High Street Oliver Street Tower, 21st Floor Boston, Massachusetts 02110.

Issued and approved by Hermes Investment Management Limited (“HIML").
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Federated Hermes is a global leader in active, responsible investing.

Guided by our conviction that responsible investing is the best way to create long-term wealth, we provide
specialised capabilities across equity, fixed income and private markets, multi-asset and liquidity management
strategies, and world-leading stewardship.

Our goals are to help people invest and retire better, to help clients achieve better risk-adjusted returns and, where
possible, to contribute to positive outcomes that benefit the wider world.

Federated Hermes Private Markets

With a Private Markets track record spanning four decades, we have developed capabilities that bring investors
closer to the companies, assets, communities and environments in which they invest.

Through a combination of heritage and innovation, we seek to connect investors to the industry’s leading
Private Markets opportunities in pursuit of delivering relevant, resilient investment returns over the long term.

Since our first Private Markets investment in 1983, our close connections, partnership mindset and deep
understanding of client needs continue to define our client-focused approach across the asset classes
and capabilities.

Private Equity | Private Credit | Real Estate | Infrastructure | Natural Capital

Closely Connected

For enhanced outcomes

For more information, visit www.federatedhermes.com/private-markets or connect with us on

social media: m
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