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Expert Roundtable

Privcap recently organized an expert webinar
exploring the top considerations that limited
partners have when weighing a commitment
to a private equity fund. What follows is an
edited transcript:

Privcap: Graeme, eVestment recently
completed a survey of LPs regarding
how they perform due diligence on fund
managers. What were the key findings?

Graeme Faulds, eVestment: I think
one of the headline results from the
survey was that when asked to rank
and rate the important factors in the
due diligence process, the one that
came out on top was the team, by
quite a significant amount.

We also saw that fees, although
important, actually scored quite far
down the scoring system, when we
got into the detail of the track record
analysis that investors are perform-
ing. So fees, in and of themselves, are
not a critical part of the due diligence
process. But the impact of those fees
on performance is quite important.

We also saw that investors tend to
trust the numbers that they’re getting
from the fund managers, but inter-
estingly, 76 percent of investors said
they will recalculate the performance
they’re receiving and do the slicing
and dicing of the quantitative analysis
more often than not.

Michael, with those numbers in mind,
why is the team such an important
part of the due diligence process?

Michael Elio, Stepstone: Obviously the
team is who you’re giving your money
to, right? So when it comes to being

an LP and assessing a general partner,
you're not doing what a general partner

-orget Fees—
-OCUS oNn the Team

does. A general partner can look at a
company, look at the balance sheet,
the numbers, all the metrics, and say,
okay, this is the company I can sup-
port. When you're an LP, instead, you
are effectively writing a blank check to
a team, and that team, that cohesion,
that dynamic, and their skill set is the
most important aspect of what you're
investing in.

Gregory, what are your thoughts?

Gregory Stento, HarbourVest: This is a
people business. No question about it.
All you really have is the people and the
limited partnership agreement. And so
you're putting all of your confidence
and trust and conviction in that team,
in their ability to execute their strat-
egy and to deliver the results that are

compelling you to make the investment.

Gregory, LPs now have access to much
more data than in the past. How do

you use that quantitative data to sup-
port the qualitative analysis of a team?

Stento: We think a little bit of invest-
ing in private equity partnerships is

a mosaic. You've got lots of little tiles,
lots of little pieces that you're trying
to assemble together to get an over-
all picture of what the investment
opportunity looks like, and that data
helps you to assemble a lot of those
little pieces to the puzzle. So the data
can help you to quantify aspects of the
investment to create measurable and
comparable points that you can utilize
in thinking about an opportunity rela-
tive to other opportunities. But it can
also obviously help you very specifi-
cally with regards to the opportunity
that you're looking at.
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We want to make sure, through the
data, that we understand what a man-
ager is good at and what a manager is
not so good at, and we want to make
sure that the manager understands
that as well. A lot of times we’ll have
someone come in and make certain
assertions about the way they invest
and create money, and when we start
to run data around that, we realize
that sometimes it’s not quite aligned
with what the manager says. So we
want to make sure that we're using
that data to verify what we’re picking
up during the due diligence process.

Michael, how are you using data to
sort of help ask better questions of
your LPs?

Elio: It’s not often I quote Donald
Rumsfeld, but when it comes to
assessing a manager right, you've got
your “known knowns,” your “known
unknowns,” and then your “unknown
unknowns.” Data really helps us
ignore the “known knowns,” so that
we can truly focus on what are the
list of questions from a qualitative
perspective that the quantitative side
have just eliminated.

The trick is to make sure that you
don’t spend too much time on data
and do that at the loss of too much
qualitative time on the team itself.

Can you talk about some of the major
qualitative factors that you look for
when you're assessing a team and why
those factors are particularly important?

Stento: We're looking at the continu-
ity of the team, working together,
trying to understand any turnover
that’s occurred.
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When you look at a track record, are
the current partners really the ones
that are responsible for that track
record, or is it people who have retired
or left the organization? We try to
understand the performance that’s
been generated by the team. Is that
balanced by a person or balanced by a
partner at the firm? Is it more skewed
towards certain individuals, or parts of
their strategy or geographies or indus-
tries that they invest in?

How are they structured to share
information with each other and com-
municate with each other, and how do
they leverage off that entire team to
understand whether or not the invest-
ments that they might be putting for-
ward in one geography or one industry
sector are as good as the opportunities
in other geographies or other indus-
try sectors. What kind of bandwidth
does the team have? In other words,
what kind of capacity they have when
they’re raising a new fund to invest
that fund.

We also look for the balance of the
team just from a generational per-
spective. Is there age diversification?
Do they have a talent management
program? Very much, this is an app-
renticeship business in which you
hope that there is mentoring that’s
going on and in developing people
into good investors.

Michael, of the factors Gregory men-
tioned, what are the ones that are
most difficult to sort through? How
do you try to overcome those hurdles?

Elio: One, you've got the length and
quality of the experience of the team.
That’s pretty straightforward, or it
sounds it. But in order to figure out
whether that’s truly the case, you
really have to spend some time getting
to know the firm. I know it sounds
like basic common sense, but common
sense should hopefully rule a lot of our
investment decisions that we make
every day.

Number two, it’s team cohesiveness
and the integrity of the leadership. We

can do a lot of analysis, and you can do
a lot of numbers, but really to get deep
into whether this is truly the case, this
has to do with reference calls.

Third is really their network. So
if you've gone through one and two,
so you know they have a history, and
you trust them that they have good
leadership and it’s a stable team. Then
it’s "do they have a network?" Right.
Can they actually source deals and add
value to them, and the data can help
you determine the value add and who
was responsible for what. But you
really need to look at a detailed assess-
ment of the portfolio responsibilities—
who has done what.

It’s amazing some GPs put CEOs
on their reference list, and when you
actually talk to them, they give a refer-
ence on something completely dif-
ferent. So I think GPs should be fully
aware of what’s up to speed with their
portfolio company references. And
then the last that really comes to the
top is capacity. Gregory alluded to this
as well: Assets under management per
partner, How many board responsi-
bilities do they have, do they have the
capacity to take on another fund?

Graeme, what'’s the perception in
terms of how well GPs are helping to
provide this information, and to really
give LPs a good sense of the team?

Faulds: The industry has improved
greatly in recent years. I think the
smart managers appreciate that they
have to be providing more informa-
tion, and they are doing that.

One of the issues that we hear from
CPs is that the amount of informa-
tion that is being requested is put-
ting a constraint on them. It’s tying
their deal executives up for quite a
significant amount of time during the
fundraising process.

Gregory, what are your thoughts?
What improvements, to your mind,

need to be made?

Stento: When the general partners
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come in, they’re usually open to having
a transparent, open discussion. I will
say that even some appear to have
been coached in their ability to pre-
sent, and how to present and what to
say. I'd say that’s only a minority, but
nevertheless some come in and they’re
incredibly polished, and you have to be
very thorough and comprehensive in
your due diligence to make sure that
you’re not investing in a good market-
ing pitch.

Elio: GPs are doing okay. I have to
say that some are far more prepared
than others. I think when ILPA came
out with the DDQ, it kind of sent a
shot across the bow that here is this
massive extensive list of questions
that could possibly be asked. I'm not
saying you have to answer all of them
upfront. But the reality is, when an LP
is looking at a GP and assessing their
fund, they’re assessing the team as
much as the data itself, and how the
general partner handles this inquiry
is really an indication of how they’re
going to handle the transfer of infor-
mation when the LP becomes an
actual limited partner in their fund.
If GPs could be more upfront and
open earlier on in the process, I think
limited partners would really go
beyond the data and focus on all of
those qualitative factors that we've
been talking about today.

How does a first-time fund handle
questions about the team?

Faulds: First-time funds shouldn’t get
hung up in trying to create a track
record. The good thing is, from our
survey we know the primary focus is
on the team. I think when people are
looking at their track record, they’re
slicing and dicing it, and it’s very dif-
ficult to do that with a track record
which has perhaps been compiled from
a number of individuals from different
backgrounds and different shops.

I would suggest that one of the bet-
ter things they could do would be to
do more in the way of case studies of
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particular deals they have done as
individuals, and try and highlight
some of the things that they have
learned in their past experience.

Is there anything that you often see
as the biggest stumbling block that
LPs have with GPs?

Faulds: Inconsistency of message. A
key part of the analysis they’re doing
is asking lots of questions in lots of
different ways to lots of different sub
groups of the team. And if the mes-
sage doesn’t stack up consistently,
then that’s a big red flag. &

The Experts

About eVestment:

eVestment is the leading provider of data and analytics to the institutional
investing community, with over 2,000 asset managers, investors and
consultants using our solutions. eVestment's Private Markets Intelligence
Solutions provide LPs and GPs with sophisticated fund performance
analytics and deep market insights to aid in managers' investor relations
and fund analysis, and investors’ due diligence and fund selection.

www.evestment.com

Access a copy of eVestment's 2017 LP Due Diligence Survey referenced in

this report here:

www.evestment.com/project/private-markets-due-diligence-survey-2017
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Graeme Faulds joined eVestment in 2015 with
the acquisition of TopQ Software Ltd. Prior

to founding TopQ in 2013, Faulds was one of
the founding partners of SL Capital Partners,

a leading private equity fund-of-funds. During
his 15 years at SL Capital, he was responsible
for making private equity fund investments
and direct co-investments throughout Europe
and North America. He has sat on the advi-
sory boards of a variety of private equity funds
during his career. Faulds has an M.A. in Eco-
nomics & Management from the University of
Glasgow and an M.Sc. in Investment Analysis
from the University of Stirling.
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Gregory Stento joined HarbourVest in 1998
and focuses on global partnership invest-
ments. He is a member of its global invest-
ment committee and also serves on the
advisory boards of several private equity
partnerships. Stento joined HarbourVest from
Comdisco Ventures, where he was a manag-
ing director and provided equity and debt
capital to startup and emerging growth tech-
nology and life sciences companies. Prior to
Comdisco, he was a general partner at Hors-
ley Bridge Partners, where he was respon-
sible for making and managing investments
in a variety of private equity partnerships

and companies. Stento also spent six years

in marketing and sales at NCR Corporation,
where he focused on information technology
solutions for financial institutions.



