Standing on the shoulders

of giants

We take a look at NBPE, a trust which is managed using a unique co-investment strategy,
and has the promise to become one of the future stars of the private equity space...

The private equity industry has seen dramatic growth over the

past three decades as institutional investors have flocked to the
asset class, thanks to its historic ability to deliver consistently
strong returns, typically relatively uncorrelated to traditional equity
benchmarks. Over more recent timeframes, this strong performance
has continued. The AIC Private Equity sector, which represents

a way for non-institutional investors to access the space, has
outperformed the majority of other equity sectors over five years (to
21/01/2021), producing share price returns of more than 204%, on
average.

Five Year Returns From AIC Sectors

TR AL
UK All Companies 62.7 53.9

North America 80.1 77.1

Europe 94.6 93.8

E:lr\;itt)e Equity (UK Listed 2043 148.6

Asia Pacific 218.3 189.6

Global 290.1 289.9

Source: JPMorgan Cazenove (to 21/01/2021)

Past performance is not a reliable indicator of future results.

However, not all private equity funds or trusts are created equal.
Within the AIC Private Equity sector, we have seen a broad range
of returns from the trusts. For example, over the past five years,
three trusts within the sector have delivered NAV returns of more
than 100%, while four trusts have seen negative NAV returns.
Therefore, selecting the right manager is a crucial decision and,
within an already relatively complex area of investing, can be a
difficult one.

In this article we take a look at NB Private Equity Partners (NBPE),
which is unique within the AIC Private Equity sector because of the
way it invests through co-investments alongside a wide range of
lead private equity sponsors, which offers diversification without
the reliance on a single lead manager and cost advantages as
co-investments are typically made on a ‘no management fee, no
carried interest’ basis. Thanks to its approach, it has a strong
track record compared to peers in delivering NAV growth and
income through a dividend.

Kepler Partners is not authorised to make recommendations
to Retail Clients. This report is based on factual information
only.

The material contained on this site is factual and provided
for general informational purposes only. It is not an
invitation or inducement to buy, sell or subscribe to

any product described, nor is it a statement as to the
suitability or otherwise of any investments for any person.
The material on this site does not constitute a financial
promotion within the meaning of the FCA rules or the
financial promotions order. Persons wishing to invest in
any of the securities discussed in the website should take
their own independent advice with regard to the suitability
of such investments and the tax consequences of such
investment.

Access to the inaccessible

Over the past five years, ending 21/01/2021, NBPE
has delivered NAV returns of 74.2% in USD, while
the share price has returned 115.2% (JPMorgan
Cazenove). Despite the strength of these returns, the
trust trades at a discount of close to 19%, making
this a potentially interesting time to examine it.

NBPE is unique in the listed private equity sector
in that the vast majority of investments made

are through co-investments. These opportunities
arise when the manager (or sponsor) leading a
deal, seeks a partner or partners to participate in
the investment. The co-investor has the benefit of
full due diligence in order to make its investment
decision, but if it chooses to invest, operating
control of the company remains with the sponsor.
Neuberger Berman is a well-known name in the
private equity co-investment space and as such
isn’t reliant on only a small number of partners

to introduce opportunities. Currently, Neuberger
Berman is a partner in more than 5oo active funds
and has become a preferred strategic partner to
numerous private equity sponsors, illustrating the
access NBPE has to a broad flow of investment
opportunities.


https://www.trustintelligence.co.uk/investor/articles/fund-research-investor-nb-private-equity-partners-retail-oct-2020
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not subject to any prohibition on the dealing ahead of the dissemination of investment research.

There are an abundance of advantages to this strategy.
Arguably the most important benefit is the direct control
the investment manager of NBPE has in the decision-
making process. Neuberger Berman makes investments
on a “real time” basis for NBPE, based on the available
capital and the prospects going forward. This means

that the board and manager can apply appropriate levels
of leverage (currently 18% of NAV according to the AIC)
offering the potential to enhance returns for shareholders,
while adding a moderate level of risk which is mitigated by
the ability to control capital pacing. The risks of employing
gearing are subtly different to those risks that other
private equity trusts run. As we discuss in greater detail
here, NBPE’s co-investing strategy differs from peers who
either commit to a single manager’s funds or to a range

of different managers’ funds. Commitments are called
only when the manager has found and transacted on a
deal. Given there is little visibility surrounding when these
transactions will take place, unlike NBPE these funds are
required to run an over-commitment strategy which also
increases risks.

Another advantage of NBPE’s approach is that
shareholders will typically only be required to pay one
layer of recurring fees. In fact, as of 31 December 2020

on 96% of the direct equity portfolio, NBPE does not pay
underlying management fees or carried interest to third-
parties. In comparison to a fund of funds, this represents
a saving of the underlying management fee, which is
typically 1.5-2% of committed capital and a typical carried

interest fee of 20% of gains over an 8% hurdle. Investors in

NBPE only pay the vehicle level fees on most investments—
a 1.5% management fee and performance fee of 7.5%,
measured annually and subject to a hurdle rate of 7.5%.

FTSE ALL-SHARE VS NBPE SECTOR ALLOCATIONS

;I'Eil-ir(l-)\lﬁL-SHARE WEIGHTING NBPE SECTOR WEIGHTING

CLASSIFICATION (%) CLASSIFICATION (%)

Oil & gas 7 Energy 1

Basic materials 9 Other 5

Industrials 13 Industrials 13

Consumer goods 17 Consumer goods 19

Healthcare 9 Healthcare 14

Consumer services 12 Business 11
services

Telecommunications 2 Comm / media 6

Financials 26 Financials 11

Technology 1 Information 18
Technology

Utilities 3

Source: NBPE & FTSE factsheets, as of 31 December 2020

As a result of the differentiated process, as well as

the greater access to small/mid-cap companies that
private markets provide, the NBPE sector weightings are
significantly different to a typical UK listed equity index.

NBPE is a unique vehicle, offering investors a direct
exposure to private equity without the usual associated
costs. Through their co-investment strategy, the team are
able to utilise capital more efficiently whilst increasing
visibility, and benefitting from third-party experience.
Given the significant discount the trust trades on and its
steady historical performance, now could be an opportune
time to look at this differentiated trust within the private
equity sector.

To read more about the unique approach of NBPE,
please click here

Click here to buy NBPE via A] Bell

Click here to buy NBPE via Interactive Investor

Click here to buy NBPE via Hargreaves Lansdown
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Disclaimer

This report has been issued by Kepler Partners LLP. The analyst who has prepared this report is aware that Kepler Partners LLP
has a relationship with the company covered in this report and/or a conflict of interest which may impair the objectivity of the
research.

Past performance is not a reliable indicator of future results. The value of investments can fall as well as rise and you may get back
less than you invested when you decide to sell your investments. It is strongly recommended that if you are a private investor
independent financial advice should be taken before making any investment or financial decision.

Kepler Partners is not authorised to make recommendations to retail clients. This report has been issued by Kepler Partners LLP, is
based on factual information only, is solely for information purposes only and any views contained in it must not be construed as
investment or tax advice or a recommendation to buy, sell or take any action in relation to any investment.

The information provided on this website is not intended for distribution to, or use by, any person or entity in any jurisdiction or
country where such distribution or use would be contrary to law or regulation or which would subject Kepler Partners LLP to any
registration requirement within such jurisdiction or country. In particular, this website is exclusively for non-US Persons. Persons
who access this information are required to inform themselves and to comply with any such restrictions.

The information contained in this website is not intended to constitute, and should not be construed as, investment advice. No
representation or warranty, express or implied, is given by any person as to the accuracy or completeness of the information
and no responsibility or liability is accepted for the accuracy or sufficiency of any of the information, for any errors, omissions or
misstatements, negligent or otherwise. Any views and opinions, whilst given in good faith, are subject to change without notice.

This is not an official confirmation of terms and is not a recommendation, offer or solicitation to buy or sell or take any action in
relation to any investment mentioned herein. Any prices or quotations contained herein are indicative only.

Kepler Partners LLP (including its partners, employees and representatives) or a connected person may have positions in or
options on the securities detailed in this report, and may buy, sell or offer to purchase or sell such securities from time to time,
but will at all times be subject to restrictions imposed by the firm’s internal rules. A copy of the firm’s Conflict of Interest policy is
available on request.

PLEASE SEE ALSO OUR TERMS AND CONDITIONS

Kepler Partners LLP is authorised and regulated by the Financial Conduct Authority (FRN 480590), registered in England and Wales
at 9/10 Savile Row, London W1S 3PF with registered number 0C334771.



