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Challenges in Fee Reporting

e Access to Information

— Institutional Investors need robust reporting
concerning the funds they invest in and their portfolio
companies in order to properly manage, monitor and
evaluate their investments.

— Institutional Investors themselves are fiduciaries to
their constituencies.

* Press and interested parties have been critical of
transparency in the PE industry resulting in harm
to the public perception of the long term value of

the asset class.



Challenges in Fee Reporting

* Limited Partners have not been consistent on their requests for
information.
— Each LP has been trying to solve their reporting needs individually
resulting in increasing demands on the back office of the GPs.
* General Partners have been reluctant to provide full information
out of concerns concerning confidentiality.

* Without the GPs and LPs working together to provide appropriate
information, the door opens to transparency being imposed by
third parties.

— This can create challenges to the long term success of the asset class
for the various participants.

— Through Dodd Frank, the SEC has become engaged in the discussion to
ensure base level legally required transparency is provided.



The SEC and its Focus

e SEC through its implementation of Dodd Frank
and applying the Investment Advisers Act to
private equity has dedicated resources to
ensuring the GPs are providing sufficient
disclosures in order to comply with their legal
obligations.

— Note that legal obligations are not the entire
universe of information LPs desire to

appropriately monitor and evaluate their
Investments.



The SEC and its Focus

* Where has the SEC focused?
— Consultants/Employees/Operating Partners
— Allocation of Expenses re: Co-Investments

— Failure to Fully Disclose certain expenses and GP
beneficial revenues (fee discounts from service
providers; group purchasing, etc.)

— Expense Shifting
— Accelerated Monitoring Fees
— Valuation Issues re: fee calculations

— Influence of GP on portfolio company level decisions
(e.g., hiring, fees, etc.).



Why the Challenge in PE?

e Several reasons why we ended up where we are.

— Fund LP Agreements are bare bones on required reporting

* This leads to patchwork approaches to reporting with GPs discussing individually what
each LP needs.

— LPs have different systems and resources resulting in requests for bespoke
reporting from GPs.

— With bespoke approaches and a struggle to get what LPs need in the format
they need, the GP responds by providing what is asked and no more.

— Information asymmetry between GPs and LPs results in potential abuse, which
while rare, when it occurs it provides for sensational stories that hurts the
asset class.

— GPs are reluctant to provide information beyond what is asked. This could be
viewed as short sighted and the consequences result in long term challenges
to the asset class as it gains a negative reputation and then third parties step
in to mandate approaches that may be less than ideal.

* Challenges have lead to a strong push from the LP community for

standardization (providing the participants the ability to fill the void and
help shape the outcome for the betterment of the asset class).



Standardization

South Carolina Reporting Project

The Release of the White Paper on Fees and
Transparency

The ILPA and its role
The ILPA Template and Release




Contrasting two quarterly statements

Example A

% of Capital
Partner %

Total Capital Commitment
Remaining Commitment

Opening Capital Balance
Contributions during the period
Contributions receivable
Distributions during the period
Transfer of Interest

Syndication Costs

Investment Results
Interest Income
Management Fees
Management Fee Offset
Other Expenses
Realized Gain/(Loss)
Deemed Gain/(Loss)
Change in Unrealized Gain/Loss;
Net Investment Results
Unrealized loss on cash escrow
Equity interest in net operating income and
realized gain from investees
Equity interest in change in unrealized
depreciation from investees
Incentive Allocation
Closing Capital Balance

Capital Contributed to Date (includes transfers)

Example B

Statement of Changes in Capital Account
from October 1, 2015 to December 31, 2015

Capital Commitment

Capital account balance at October 1, 2015, at cost
Net operatingincome (loss)

Partnership distributions

Capital account balance at December 31, 2015, at cost

Net unrealized appreciation of investments at
October 1, 2015

Change in net unrealized appreciation/depreciation of
investments
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Inconsistent GP Reporting Led to Proliferating LP Templates
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LP requests varied significantly: from headline fees to waterfall validation to details
of fees broken down by portfolio company
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PATTNERS ASSOCLTION

Broad Interest in Better Grip on Costs, Compliance

Change in organization’s concern about PE costs over the last 2 years

Public Pension Foundation/Endowment Insurance Corporate Pension Other
M Decreased M Increased Moderately M Increased Significantly M No Change
Organizational attitude towards PE plan costs All Other LP Types Public Pension
“The lack of reporting consistency among GPs hinders our o o
60% 62%

ability to adequately monitor our PE plan costs.”

WEBCAST: Unpacking ILPA’s New Fee Reporting Template
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llpa ILPA Fee Template

Contributions - Cash & Non-Cash

0

$0

1,452,175

QTD YTD Since Inception QTD YTD Since Inception QTD YTD Since Inception
Best Practices Fund II, L.P. (Oct-15- (Jan-15- (Feb-07 - (Oct-15 - (Jan-15 - (Feb-07 - (Oct-15- (Jan-15- (Feb-07 -
Dec-15) Dec-13) Dec-13) Dec-15) Dec-15) Dec-15) Dec-135) Dec-15) Dec-15)
A. Capital Account Statement for LP #5
F‘I NAYV Reconciliation and Summary of Fees, Expenses & Incentive Allocation LP #5's Allocation of Total Fund Total Fund (incl. GP Allocation) GP's Allocation of Total Fund
Beginning NAV - Net of Incentive Allocation $45,067,000 196,000 $2.4 87 00 39,194,377

$276,104,050

(143,400)

(18,079,203)

1 5
(256,118,556)

[Distributions - Cash & Non-Cash (input ues) 1,250,000 5 1 0 62 750 12,875,000 7,1
Total Cash / Non-Cash Flows (contributions, less distributions) (1,250,000) 0 16,000,000 (62,593,750) 300,450,000 (2,593,750) (12,500,000) (74,550,000)
(Net Operating Income (Expense):
(Management Fees - Gross of Offsets, Waivers & Rebates): (187,500) (6,625,000) (9,375,000) (37,500,000) (331,250,000) 0 0 0
Management Fee Rebate 0 0 0 0 0 0 0 0
(Partnership Expenses - Total): (48,000) (548,429) (2,328,750 (4,985,053) (25,072,055) 0 0 0
(Partncrship Expenses - Accounting, Administration & IT) (1,000) (27,000) (50,000) (128,000) (1,350,000) 0 0 0
(Partncrship Expenses - Audit & Tax Preparatory) (2,000) (58,000) (100,000) (250,000) (2,600,000) 0 0 0
(Partnership Expenses - Bank Fees) 0 0 0 0 0 0 0 0
(Partnership Expenses - Custody Fees) (12,500) (550,000) (695,000) (2,900,000) 0 0 0
(Partnership Expenses - Due Diligence) (20,000) (50,000) (1,000,000) (1,250,999) (2,555,000) 0 0 0
(Partnership Expenses - Legal) 0 0 (1,875,000) (12,500,000) 0 0 0
(Partnership Expenses - Organization Costs) (10,000) (500,750) (628,000) 0 0 0
(Partncrship Expenses - Other Travel & Entertainment) (2,500) (128,000) (147,554) 0 0 0
(Partnership Expenses - Other *) 0 (985) 0 (10,500) (45,000) 0 0 0
Total Offsets to Fees & Expenses (applied during period): 82,600 346,500 1,538,521 4,390,600 21,727,400 82,424249 0 0 0
Offset Categories % Offset to LP #57
Advisory Fee Offsct 80% 16,000 185,007 500,000 0 0 0
Broken Deal Fee Offsct 80% 000 137,007 320,000 0 0 0
Transaction & Deal Fee Offset 80% 4,000 390,000 0 0 0
Directors Fee Offfsct 100% 600 30,000 0 0 0
Monitoring Fee Offset 100% 30,000 1,500,000 A 0 0 0
Capital Markets Fee Offsct 100% 15,000 750,000 3,450,000 0 0 0
Organization Cost Offsct 80% 8,000 400,600 502,200 0 0 0
Placement Fee Offsct 100% 0 0 0 0 0 0
Other Offset* 80% 0 0 0 0 0 0 0
Unapplied Offsct Balance (Roll-forward) - Beginning Balance 1,000 250,000 2,500,000 0 0 0 0
Reconciliation for Unapplied Plus: Total Offscts to Fees & Expenses (recogmized during period) 81,600 1538521 4,140,600 19,227,400 82,424,249 0 0 0
Offset Balance (Roll-forward) Less: Total Offfscts to Fees & Expenses (applied during period) 82,600 1538521 4,390,600 21,727,400 82,424249 0 0 0
Unapplicd Offset Balance (Roll-forward) - Ending Balance 0 0 0 0 0 0 0 0
(Total M. Fees & P hip Exp Net of Offsets & Rebates, Gross of Fee Waiver) (152,900) (3,634,908) (7,313,150 (273,897,806) 0 0 0
Fee Waiver 0 0 1,25 0 0 0 0
Interest Income 7!
Dividend Income
(Interest Expense) (
Other Income/ (Expense)” ) 1

Total Net Operating Income / (Expense) (522,400) (5,386,400)

(Placement Fees) 0 0 (40,000) 0 (2,000,000) 0 0

Realized Gain/ (Loss) 1,000,000 3,000,000 15,100,000 143,142,253 888,187,906 5,000 12,725,000

Change in Unrealized Gain / (Loss) 1,000,000 5,000,000 20,000,000 62,593,750 2 5,000 1,608,000,000 12,531,160 7 5,000

Ending NAV - Net of Incentive Allocation 45,673,600 45,673,600 45,673,600 2,538,519,350 2,538,519,350 2,538,519,350 351,707,500 351,707,500
Accrued Incentive Allocation - Starting Period Balance - 000) (3,7 0 0 0 0 3 0

- Incentive Allocation - Paid During the Period 0 0 0 (
Reconciliation for Accrued Accrued Incentive Allocation - Periodic Change ( 6,250,000 0 0 0 15,000,000
Incentive Allocation

Accrued Incentive Allocation - Ending Period Balance X (5,000,000) (5,000,000) 0 0 0 350,000,000 350,000,000
Ending NAV - Gross of Accrued Incentive Allocation $50,673,600 $50,673,600 $50,673,600 $2,538,519,350 $2,538,519,350 $2,538,519,350 $1,707,500 $1,707,500
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LPA Language on Reporting

* GP counsel incorporates LPA language limiting
reporting to what is provided in the LPA.

* GPs carve out reporting from most favored
nations provisions, limiting dissemination of
more specific information LPs request.

* LPA language included allowing the GP not to

provide information on sometimes dubious
basis.



1lpa

Template Features

QID Since Inception YD Simee Ton QTD 1D Since Inception
Best Practices Fund IL L.P. Oct-15 - (Fab-07 - Jan-15 - (Fab-07 - (Oct-15- Jan-15- (Feb-07 -
Dec-13) Dec-17) Dec-13) Dec-13) Dee-17) Dec-13) Dec-13) Dec-13)
A. Capital Account Statemient for LP #5
|A.1 NAV Reconciliation and Swnmary of Fees, Expenses & Incentive Allocation LP £5's Allocation of Total Fad Total Fund (tncl. GP Allocatiow) GP's Allocation of Total Fund
Beginning NAV - Net of Incentive Allocation $45.067.000 $2.495.281. 787 §2.163.061.300 $0 §339.194377 $276.104.050
Contributions - Cash & Non-Cash Quarterly 0 230,373,000 00 0 3
Distributions - Cach & Non-Cash (oput pesitive valuez) Frequency 230,000 00 432,173,000 2,593,730 12,875,000
Total Cash / Non-Cash Flows | i , less distrib (1,250,000) o 300,450,000 (2,593,750} (12.500,000)
Net Operating Income (Expense):

(Management Feaz - Grozs of Offrets, Watvers & Rebates): (187,%00) (37,500 000) (331,250,000) [ o o

Managemect Foe Rebate 0 Individual LP 0 0 0 0 0

(Partner=hep Expenses - Total): Balances (2,328,730 (4,985,033) (25,072,053) 0 0 0

(Partuerskip Expenses - Accounting, Adriniatration & IT) Two Tiers Of Re 50,000) L (2,350,000 0 0 0
(Partuership Exponses - Audit & Tax Proparatory) . po (100,000) (250,000 (2,600,000) 0 0 0
(Partuership Expenses — Bauk Fers) Headline and Detail 0 0 0 0
(Partucrship Exponses — Custody Foos) 0 0 0
(Partuerskip Expenses = Dus Diligenss) 0 0 0
(Pastuership Exponses - Logal) 0 0 0
(Pertucr=hip Expenses - Organization Costs) (] o o
(Partucrship Exponzes — Other Travel & Entertainmment) 28,00 0 0 0
(Partuership Expenses — Other ™) o (45,000) o a ]
Total Ctfzets to Foes & Expences (applied during period): 4,390,600 21,727,400 82424249 0 0 0
Offaet xories %9 Offsqtte LP £5°
Adossory Fee Offset parmgrsh'p Cost 80% 500,000 0 0
Broker Desl Fee Offct A 0% 320,000 XML Format For o o
Transacton & Deal Fee Offect nd Offsets 80% 390,000 - 0 0
D = Incorporation Into Current 2 2
Mouitoring Foe Offiet 100% 1,500,000 ) )
Capieal Markets Fee Offoct 100% 750,000 Reportlng PECkages o o
Orpamzation Cost Offset 80% 400,600 - 0 0
Placewewt Fee Offact 100% o o o o o o
Other Offset” s0% Offset Reconciliation for I 0 [ [ 0 0
Unapplicd Offct Balace (Roll-forswrd) - Beginwing Balancr Roll-Forward Balances ) 250,000 o o o o
Reconciliation for Unapplied Plus: Total Offscts to Fees & Expemses (recogmzed during period) / 38,521 4140,600 52424249 o a 0
Offset Balance (Roll-forward Less: Toral Offacts to Feez & Expenses (applicd during period) 38,521 £.350,600 52,424,245 o a a
Unapplied Offict Balance (Roll-forward) - Ending Balavsce 0 0 0 0 0 0 0

(Total Management Fees & Parmership Evpenses, Net of Offzets & Rebates, Gross of Fes Warver) (132,500) (358,280) (7,313,130) o o o

Fow Waives 0 500 0 0 0 0

Intarest Income 500 1,000 23,058 38 b

Dividend Income 32380 500,750 2,503,750 17,030,000 50

(interest Evpense) 2 8,000 (100,150) {400,600 00) (150)

Othex Income/ (Expansa)” 1.000 3,000 50,075 150225 1,001,500 5 25 1,500
Total Net Operating Income / (Expense] Detailed NAV 143,400 522.400) (6.337.438) (18.079.203) 256.118.556) 713 3450 29.250
(Placement Fees) Reconciliation 0 0 (40,000) 0 0 (2.000,000) 0 ] []
Realized Gain/ (Loss) 000,000 3.000.000 15.100.000 50.075.000 143,142,253 £58.187.906 2,575,000 175,728,250
Change in Untealized Gain/ (Loss) 1,000,000 5,000,000 625 50 250,375,000 1,608 ,000,000 12531160 250,500,000
Ending NAV - Net of Incentive Allocation 45,673.600 673 G0 2,538,519,350 2,538,519,350 2,536,519,350 351,707,500

(Acarued Incantive Allocation - Staxting Perlod Balance @75 . - 0 0 0 0
o Encentive Allocation - Patd Dem:s the Pertod -— Incentive Allocation o 0 0 5.000,000)
R«:md;;:m: ]flm A;mxd Accrued Incentive Allocaticn - Periodic Change Reconciliation 0 0 0 0,000
neentive Alloction Accrued Incentrve Allocation - Endmg Pertod Balance (3,000,000) (3,000,000) (5,000,000) ) o ° 350,000,000 330,000,000
[Ending NAV - Grozs of Accrued Incentive Allecation $50.673 600 530,673 600 $30.673,600 $2 538 519.330 §2,333.319.350 $2,1933.319.3%0 $1.707 500 $1.707 500 $1.707 500
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1lpa

emplate Features

B.1 Source Allocation:

LD #5's Allocation of Total Fund

B_ Schednie of Fees Incentive Allocation & Reimbursemernts Recerved by the GD & Related Darties awith Respect to the Fund and Portfolio Companies/Investinents Held by e Fund

Cumnlative LPs’ Allocation of Total Fund

QTD YID Since Incoptiom QTD YTD Sice Incoplion QTD YID Simce Incoption
Best Practices Fund II, LP. (Oct-13 - Jan-15 - (Fab-07 - (Oct-15 - Jan-15 - (Feb-07 - (Oct-15 - Gan-15 (Feb-07 -
Dec15) Dee-15) Doe-15) Dec-15) Dec15) Dec1d) Dec15) Dec-15) Duc-15)
A.2 Commitment Reconciliation: LP #5's Allocation of Total Fund Total Fund (incl. GP Allocation) GP'z Allocntion of Total Frund
Total Commitment 550,000,000 $50.000.000 350,000,000 $2503.750 $2.505.750.000 50000 $3.750.000 $3.750.000
Beginning Unfunded C 5 $50.000.000 500 500 3.750.000
(Lwna Cortribmticm) < Commitment ,000) 35,000,000} 0 2,525,000
Pz Recallabie Distributions Reconciliation 0 4,000,000 0 200,000
(Luns Expited/Released Commstments) 0 0 0 0
+/- Other Unfanded Adpustment 0 0 300,000) (25,03 0 a 37 500)
Ending Untunded Couunitment $18.500.000 $15.500.000 $15.500.000 $926.387.500 $926.357.500 $926.357 54 $1.387.500 $L387.500 $1.387.500
[EnCIng Unienced commitment — _— — — — —
A3 Miscellaneous™* ( 1upnt posttive valies): — LP #5's Allocatton of Total Fund Total Fund (tncl. GP Allocation) GP's Allocntion of Total Fund
Incentive Allocation - Eamed (penod-end balance)™™ 70,000 $1,230,000 $1,230,000 S0 § 000 $75,000,000 573,000,000
Incentrve Allocation - Amount Held in Ezcrow (period-end balance) ™ §230,000 $250,000 0 E 000 $15,000,000 $15,000,000
Retarned Clawback** s0 $0 S 0
Capitalized Tranzaction Fees & Exp. - Paid to Non-Related Parties™ Fund Of Funds $1.000,000 0
Distributions Relating to Fees & Expenseg*s* §33,000 52,904 3%
|Ensd of Funds: Groz: Fees, Exp. & Incentive Allocation paid to the Underlying Funds™= 4] Expense Overlay 524626 51233151

[Management Fees - Net of Rebares, Grozz of Offzetz and Watvers
[Partnarchip Expercas - Paid to GP & Related Paxtics - Grozs of Offsats

187,300 730,000 6,625,000

000

From LPs

Mouitoriug Fecs****

v;‘:h!._:‘:d":&? (Less Total Offsets to Fees & Expences - apphed durmg peniod) (82,600)
[Capttalized Transaction Foes & Exp. - Paid to GP & Related Partics™ A D
[ Acaued Incentive Allocation - Periodic
[Total Faes with Respect to olio Companses, ~tments:
Aduisory Fees****
Brokew Deal Fees****
With R = the Fand's Transactson & Deal Fees*™**
e n e PR
Potlfolio,:'::vwnied Tnvs. e e

Revenue Sourced

Revenue Sourced

From

Portfolio Companies

9,573,000 37,300 000
(4,350,600)

13,000,000 Sources of GP
Revenue

331,250,000
502,250
(82,423,249)
0
423.000,000

Affiliated Positions***

DO

521423265

Capital Markets Fees**** 750,000
Ofther Fees***-* 0 0 0
Total for Travel & A Expensas*tt 3,000 000 62 200,000 600,000 19,500
Total Received by the GF & Related Partics $191500 $2.273.000 313,030,056 524026975 $121.547.000 $1362.000
— m— —— m— — —
"Cusrent cffset peccentages for the specific LP, Ax offaet calculations may change oves the Lfe of the Fund, e curzent offwt p may not be app for caleulating th QTD céfaet balances

**Content tn A 3 atms to provide nzers with additional contest on the balances provided in other sactions: Some of the bal,
sectiomns may typically be presented as a negative amount; To prevent d

= m A3 repr a sub-total for an amount provided m another zection; Balances m thi= zection shonld be enterad az a pozitive amount, even though =mmilar balances m other

bl or othesr , mawes should avedd rettng balances i1 A S with amounts in othes section

T Balances i this sechon sepresent fees & reimbur sensents tecerved by the GF /M ge: /Related Parties with sespect to the Fund s inves tments that sce not allocable to the Total Fund (e allocated to owneeship mbereats of LP co-mveaton & other vehacles maraged-by /affilisted-wsth the
GP/Manager/Related Party): To averd double-counting, LP # J'= Allocation of Total Fund should not refiact any pro-rata share of theze pozitions: Balances m this zection, phas the balances m the "Cumulative LP:* Allocation of Total Fund” section, should equal the total fees/satmbursements recerved by

the GP/Manager/Related Parties With Respact to the Fund's Portfolio Compantes /Tnvs.
= Allocation for ndividual LPs, the Total Fund and all semalning p may nood to be d o a pro-zata basls
" A description should be provided i the footnote vection for any amount(s) listed i this row for the yeaz-to-date period

Is’:ﬂeﬁm! wc-mu;mi Content Represents Level-2 Data |
I » et

Partnenhip Expenses - Other (610,300) = nusance (53000) + Pastnersbup-Level Taxes (§2,500)

Comment Box For
Additional Detail
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LPA Language on Reporting

* LP Agreement provisions are sparse on
transparency

— Unlike several other provisions which go into

significant detail, reporting provisions are bare
bones.

 Annual Reports
* Quarterly Reports
* Tax Information

— Focus is more on timelines than content.



LPA Language on Reporting

* GP counsel incorporates LPA language limiting
reporting to what is provided in the LPA.

* GPs carve out reporting from most favored
nations provisions, limiting dissemination of
more specific information LPs request.

* LPA language included allowing the GP not to

provide information on sometimes dubious
basis.



Impact of the ILPA Template

How does the template help the LP community
and the asset class as a whole?

How do we ensure success?
How is the template being received?

What challenges are being faced in
implementation?



Impact of the ILPA Template

 What is happening outside of the participants
of the asset class?
— Proposed legislation

e California
* |llinois

— Educational Initiatives



Impact for Due Diligence

* |LPA template allows for a road map for due
diligence professionals to fully vet how the GP
approaches value creation and value extraction
from portfolio companies.

* |Information available as to GP management of
investments allows greater understanding as to
risk in the asset class and to how the industry is
operating. More information results in a more
informed risk analysis and investment.

* Information requests as part of DDQ and overall
diligence process can be more customized.



Q&A



IMDDA:

Investment Management
Due Diligence Association

members@imdda.org www.imdda.org




Organizations referenced

Ilpa www.ilpa.org

Networking . Research. Education. Advocacy. Influence

CEM Benchmarking

What gets measured gets managed

PUBLIC |
FUND www.publicfundsurvey.org
SURVEY

www.cembenchmarking.com
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Materials referenced

Title Details

The Time Has Come For Standardized CEM Benchmarking

Total Cost Disclosure For Private Equity  Andrea Dang, David Dupont, Mike Heale, CEM Benchmarking,
April 2015. www.cembenchmarking.com

The ILPA Fee Template Institutional Limited Partners Association (ILPA)
January 2016. www.ilpa.org

“Unpacking ILPA’s Fee Reporting ILPA webcast, www.ilpa.org, February 23, 2016.

Template — LP Adoption and https://ilpa.org/best-practices/reporting-best-practices/reporting-template/

Implementation” (various webcast slides provided by ILPA were incorporated into this
document)

Private Equity Cost Disclosure © 2016 CEM Benchmarking Inc.

Global Leaders 2015 Research Results This is report is not publically available,

please contact CEM for more details. www.cembenchmarking.com

Public Funds Survey data Public Fund Survey - sponsored by the National Association of State
Retirement Administrators and the National Council on Teacher
Retirement and is maintained by Keith Brainard, Nasra Research
Director. Data accessed as of May 2016.
http://www.publicfundsurvey.org/publicfundsurvey/survey.asp

SEC Spreading Sunshine in Private Spreading Sunshine in Private Equity, Andrew J. Bowden, (former)

Equity Director, SEC Office of Compliance Inspections and Examinations.
Private Equity International (PEIl), Private Fund Compliance Forum 2014.
New York, NY, May 6, 2014.
https://www.sec.gov/News/Speech/Detail/Speech/1370541735361
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