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Key Takeaways:

» What are private markets and private equity investments?

» What are the different types of private investments?

= How do private markets differ from the public markets?

= What is due diligence, and why is it important in private markets?

= How does investing in private markets add to a well-diversified asset allocation?

Private investments, often referred to as alternative investments, have become increasingly significant
components of today’s modern portfolios. These private investments offer a level of insulation from daily
market volatility and have witnessed substantial growth over the past decade. Explore the evolution of private
markets and private investing with us. Understand the various alternative asset classes, their roles in a
diversified portfolio, and the importance of due diligence when selecting these investments.
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What are Private Markets?

Private markets encompass a variety of alternative investments not listed on publicly traded exchanges.
These include private equity investments, private credit, and private real assets. And they offer unique
opportunities for qualified investors. The absence of regulatory burdens and daily volatility swings makes
private investments attractive for those seeking long-term growth and diversification. However, private
markets differ fundamentally from public markets in their operational, structural, and regulatory frameworks.
Unlike public markets, where companies must regularly disclose financial information, private markets
operate with far less transparency. This allows for more flexible investment strategies but also increases the
risk profile for investors.

The Evolution of Private Markets

A Shrinking Public Market

Over the past few decades, the number of publicly listed companies in the U.S. has halved. In the late 1990s,
there were over 8,000 listed companies; by 2020, this number had dropped to less than 4,000. This significant
reduction highlights a growing trend: successful companies increasingly choose to stay private longer,
avoiding the public market's rigorous regulatory requirements and the volatility of public trading.

The Surge of Private Companies

As of 2022, more than 95,000 private companies globally had annual revenues exceeding $100 million,
compared to just 10,000 public companies. This reflects a broader shift in capital markets where private
equity and debt have become dominant forms of financing. This is particularly true for companies in the
growth and maturity phases of their cycles. The assets under management (AUM) in private markets surged
from $600 billion in 2000 to $9.7 trillion in 2022. This is primarily driven by the lower regulatory burden in
private markets and the appeal of avoiding daily price fluctuations seen in public markets.

What are the Different Alternative Private Investments Asset Classes?

1. Hedge Funds

Hedge funds are diverse investment vehicles that employ a wide range of strategies across various asset
classes. Unlike traditional mutual funds, which typically follow a buy-and-hold strategy, hedge funds actively
trade in the markets, aiming to generate returns regardless of market direction.

= Equity Long/Short is one of the most common hedge fund strategies. It involves taking long positions
in undervalued stocks and short positions in overvalued ones. This strategy aims to capitalize on stock
mispricings while hedging against market risk. During the 2008 financial crisis, for example, some
long/short equity funds generated positive returns. They did this by shorting financial stocks while
maintaining long positions in defensive sectors like utilities and consumer staples.

= Credit Long/Short: This strategy involves capitalizing on inefficiencies within credit markets. They do
this by taking long positions in undervalued bonds and short positions in overvalued ones. Hedge fund

Verdence Capital Advisors | Discover True Independence.




managers may invest in investment-grade bonds or distressed debt, using derivatives. This is to hedge
against interest rate or credit risk. An example of this strategy’s success can be seen during the European
debt crisis. Certain funds profited from shorting sovereign bonds of troubled countries while going long
on more stable corporate debt.

= Equity Market Neutral: Aimed at eliminating market risk, this strategy balances long and short positions
in equities, striving to generate returns that are independent of market movements. The approach is
typically employed by hedge funds focused on arbitrage opportunities, where mispricings between
related securities can be exploited.

2. Private Equity Investments

When investing in non-public companies, often focusing on businesses with strong market positions and
growth potential, it's called private equity. Private equity funds gather capital from investors who then
become limited partners (LPs) in the fund, while a general partner (GP) manages the investments. Key
strategies within private equity include:

= Leveraged Buyouts (LBOs): Leveraged buyouts involve acquiring a controlling interest in a company
using significant amounts of borrowed money, with the company’s assets and cash flows typically used
as collateral. LBOs are common in mature industries where companies have predictable cash flows,
such as consumer goods or manufacturing. A classic example is the buyout of RUR Nabisco in the 1980s,
one of the largest LBOs in history.

= Growth Equity: Growth equity investments target companies that are more mature than typical venture
capital targets but still require capital to expand operations, enter new markets, or finance significant
acquisitions. These companies may not yet generate substantial profits but have demonstrated
significant growth potential. Notable examples include private equity investments in companies like Uber
during its rapid expansion phase.

= Mezzanine Financing: Mezzanine financing is a hybrid of debt and equity financing, often used by
companies seeking capital to expand or complete a buyout. It typically carries higher risk and, therefore,
seeks to achieve higher returns. The financing is subordinated to senior debt but senior to equity, making
it an attractive option for investors looking for a middle ground between the low returns of senior debt
and the high risks of equity.
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3. Private Credit

Direct lending, also known as private credit, involves non-bank lending to companies. These investments are
typically made to smaller companies with limited access to public funding markets, generally offering
attractive yields. The private credit market has grown significantly. This is particularly due to traditional banks
reducing their lending to small and medium-sized enterprises (SMEs) due to stricter regulatory requirements.

= Direct Lending: Direct lending involves providing loans directly to lower or middle-market companies,
often as senior secured loans. These loans are typically used for acquisitions, recapitalizations, or growth
capital, with returns generated from interest payments and fees. For example, during the 2020 economic
downturn, direct lending funds provided crucial liquidity to companies that were otherwise unable to
secure financing from traditional banks.

= Distressed Debt: Distressed debt funds invest in the debt of companies in financial distress. They're
based on typically purchasing the debt at a significant discount. The strategy is to profit from the
recovery of the company, either through restructuring or liquidation. These investments can be highly
speculative, relying on the fund manager's expertise in bankruptcy law and corporate restructuring.

4. Private Real Estate

Private real estate investments cover a range of strategies and property types, from income-generating
properties to speculative assets. The appeal of private real estate lies in its potential for steady cash flow and
appreciation, coupled with its historically low correlation with public markets.

= Core & Core Plus: Core real estate investments focus on high-quality, income-generating properties with
low-risk profiles. These properties are typically located in prime locations and are fully leased to stable
tenants. Core Plus investments are similar but may involve properties that require some improvements
or active management to enhance value.

= Value-Add: Value-add real estate investments target properties that require significant improvements,
such as renovations or better management, to unlock their full value. These investments are riskier than
core investments but offer higher potential returns. For instance, a value-add strategy might involve
purchasing an underperforming office building, renovating it, and leasing it to higher-quality tenants at
higher rates..
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5. Venture Capital

A form of private equity focusing on early-stage companies with high potential growth is venture capital.
Venture capitalists provide funding in exchange for equity, often taking an active role in the management and
strategic direction of the company.

= Seed Funding: Seed funding is the initial capital provided to startups to develop their products and
validate their business models. This stage involves significant risk, as many startups fail to achieve
commercial success. However, those who succeed can generate outsized returns, as seen with
companies like Airbnb and Instagram, which were initially funded by venture capital.

= Late-Stage Funding: Late-stage venture capital involves investing in more mature companies that have
demonstrated strong growth and are nearing an initial public offering (IPO) or acquisition. These
investments carry less risk than seed funding but also offer lower potential returns.

6. Real Assets

Real asset funds access a variety of investments that have tangible value, such as real estate, infrastructure,
and natural resources. These investments are expected to keep pace with inflation and are often used as a
long-term hedge against it.

= Real Estate Funds: These private funds invest in a pool of real estate offerings or into a direct real estate
structure. Investments vary across office space, apartment buildings, warehouses, and shopping malls.
As with most private investments, these represent long-term investments with capital locked up for
different periods depending on the project. Private real estate draws investors for its steady cash flow
and historically negative correlation to publicly traded real estate investment trusts.

= Infrastructure Funds: These funds pool private capital to finance and develop public infrastructure
projects, often in collaboration with government entities. Infrastructure is a global necessity, with an
estimated $3.6 trillion needed annually. Given the limitation of government budgets, public-private
partnerships are essential. These funds may offer both capital appreciation and steady income.

= Natural Resource Funds: These funds investin companies focused on the extraction, drilling, production,
and refining of commodities, chemicals, and timber. These investments are closely tied to overall
economic conditions, carrying inherent risks and potentially experiencing more volatility than other
private investments.
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What is the Role of Alternative Investments in a Portfolio?

Portfolio Diversification

Alternative investments typically have low correlations to traditional asset classes, making them valuable for
portfolio diversification. They can act as both return enhancers and diversifiers, reducing overall risk exposure
and potentially hedging against inflation. For example, during periods of market volatility, assets like private
real estate or infrastructure may provide stable income streams, offsetting losses in more volatile public
equities.

In addition to reducing risk, alternative investments can enhance returns. For instance, private equity
investments and venture capital have historically outperformed public markets over the long term,
particularly during economic expansions. By including a mix of alternative assets, investors can achieve a
more balanced and resilient portfolio.

Portfolio Diversification

Alternatives and portfolio risk/return
Annualized volatility and returns, 1990 -1Q24
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Source: JP Morgan Guide to Alternatives U.S. 3Q 2024-: Bloomberg, Burgiss, HFRI, NCREIF, Standard & Poor’s, FactSet, J.P. Morgan Asset

Management. Alts include hedge funds, real estate, and private equity, with each receiving an equal weight. Portfolios are rebalanced at the
start of the year. Equities are represented by the S&P 500 Total Return Index. Bonds are represented by the Bloomberg U.S. Aggregate Total
Return Index. Volatility calculated as the annualized standard deviation of quarterly returns.

Data are based on availability as of August 31, 2024.

Verdence Capital Advisors | Discover True Independence.



Determining Allocation

The appropriate allocation to alternatives depends on the investor's risk tolerance, investment horizon, and
objectives. While alternatives are attractive to sophisticated and high-net-worth investors, they may not suit
everyone due to their unique risk-return profiles and complexity. For example, younger investors with a longer
time horizon may allocate more to high-risk, high-reward venture capital, while retirees might prefer the
steady income from private real estate or direct lending.

Once a suitable allocation to alternatives is determined, diversifying within these asset classes is crucial. A
well-diversified alternative investment portfolio can result in less volatility and a greater likelihood of
achieving successful outcomes.

What is the Difference Between Private Markets vs. Public Markets?

Barrier to Entry: For Accredited Investors Only

Unlike public markets, which are open to nearly all investors regardless of financial sophistication, private
markets are typically accessible only to accredited investors. The U.S. Securities and Exchange Commission
(SEC) defines an accredited investor as someone who meets specific income or net worth criteria, including
a net worth greater than $1 million or an annual income exceeding $200,000. This barrier ensures that only
those with the financial capability and sophistication to understand complex securities can invest in private
markets.

Reduced Regulatory Burden

Private companies are not constrained by the regulatory hurdles and scrutiny faced by public companies.
Public companies must make regular regulatory filings, registrations, annual reports, and highly reviewed
earnings reports, all of which entail significant administrative expenses. In contrast, private investments are
typically sold to a smaller pool of accredited investors and are not required to adhere to the same regulatory
environment, resulting in lower administrative costs.

Shielded from Day-to-Day Price Fluctuations

Public stock markets experience daily changes in share prices, often exacerbated by computer-driven
algorithmic trading. In contrast, private companies are not traded on public exchanges, so investors do not
see daily fluctuations in their investment values. This means private investors avoid the stress associated
with frequent dramatic shifts in their investment statements.

Verdence Capital Advisors | Discover True Independence.




Fee Differences

Alternative investments typically charge notably higher fees, particularly in the form of management fees and
performance-based "carried interest," while public security portfolios generally have lower management fees
with a more standardized structure.

Liquidity/Illiquidity

Public markets offer daily liquidity for investors who need to sell or want to buy, whereas private investors
often forgo this liquidity. In exchange for locking up their money for prolonged periods, private investors may
achieve better risk-adjusted returns over time. This trade-off is a key consideration for investors when
balancing the potential for higher returns with the need for liquidity.

Performance

Historically, long-term returns of private market equity have outperformed the public market equity
(represented by the S&P 500). In exchange for these compelling returns private equity investors give up the
level of liquidity and transparency inherent to public markets but also gain diversification and a reduction in
volatility.

Return comparison: Private vs. public equity
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Pitchbook, as of December 31, 2023, latest data available.
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The Importance of Due Diligence in Private Equity Investments

What is Due Diligence?

Due diligence is a comprehensive review of a private investment opportunity. It involves examining the
investment'’s financial health, market potential, and associated risks before committing funds. This process
is crucial in private investments because they lack the transparency and published reporting found in public
markets. Without readily available public information, investors must carefully assess the investment’s value
and potential downside..

Why is Due Diligence Important?

The due diligence process in private markets is more complex than in public markets. The efficient market
hypothesis, which states that a publicly traded company’s stock price reflects all available public information,
does not apply to private markets. In private markets, information is less readily available, and investors must
conduct their own research to determine the value of a private investment.

Investors must undertake a deeper level of due diligence and market analysis to accurately assess the value
of a private investment and the price a buyer may be willing to pay in the future. For example, the importance
of due diligence is evident in the dispersion between returns in the public market and the private market.
Private investments can vary significantly in their outcomes, making thorough due diligence essential to
mitigate risks and enhance the potential for strong returns.

How Private Investments Can Enhance a Diversified Portfolio

Reducing Portfolio Volatility

Public stock markets are naturally volatile, with frequent ups and downs. Traditionally, investors have
balanced this volatility by mixing stocks and bonds, often in a 60/40 ratio. However, this approach may be
less effective now due to the Federal Reserve's increased influence on bond markets. They can distort bond
prices and make them less reflective of true market conditions. Additionally, low interest rates set by the Fed
can encourage excessive risk-taking and potentially inflate stock prices beyond what company performance
would justify.

Given these challenges, investors may want to explore new ways to spread risk in their portfolios. Private
market investments offer a potential solution, providing attractive long-term return opportunities, better
portfolio diversification, and lower day-to-day volatility. By including private investments, investors might
achieve a more stable and well-rounded portfolio.

Improving Diversification

The inclusion of private investments in a portfolio can enhance diversification by offering exposure to
alternative assets that are less correlated with public markets. This can help reduce overall portfolio volatility
and potentially improve long-term returns. For example, during market downturns, private real estate or
infrastructure investments may provide stable income streams, offsetting losses in more volatile public
equities.
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Conclusion

Taking advantage of private markets through less liquid investments can provide qualified long-term
investors with the ability to generate excess returns over time. Private markets also offer the benefit of
eliminating the stress of daily price movements. Those movements that affect public securities, even when
such movements have no fundamental impact on the actual value of the business. This makes private
markets particularly attractive in environments where finding value in public equity investments and bond
markets requires taking on more risk.

History suggests that private investments can outperform public investments at the turn of an economic
cycle. While every client's financial situation and investment goals may vary, the ability of a wide array of
investors to access the private markets through different structures is growing. Investors are increasingly
recognizing the potential of private markets. They see the offering of good risk-adjusted returns, enhanced
income opportunities, and attractive diversification benefits.

Ready to talk to one of our experienced Financial Advisors? Book a consultation now at www.Verdence.com.
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Reproduction without permission is not permitted. The indexes presented are unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses
nor can it be invested in directly. An investment’s portfolio may differ significantly from the securities in the index. This material was prepared by Verdence Capital Advisors,
LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources considered reliable and correct and cannot guarantee
either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any projections, outlooks or assumptions should not be
construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to change without notice. This material is being
provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal, or tax advice. Past performance is not a
guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific
investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any discussion or
information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only for
sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not
readily marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to
various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are
unmanaged, and you cannot invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any
recommendation, opinion or advice regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not
verify any information included in such material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research
material and expressly disclaims any responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or
hold a security based on this research will be entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood
that, without exception, any order based on such research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further,
Verdence Capital assumes no responsibility for the accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change
without notice at any time. Verdence Capital does not provide tax, or legal advice. Under no circumstance is the information contained within this research to be used or
considered as an offer to sell or a solicitation of an offer to buy any particular investment/security. Fixed income securities are subject to increased loss of principal during
periods of rising interest rates. Fixed income investments are subject to various other risks including changes in credit quality, market valuations, liquidity, prepayments, early
redemption, corporate events, tax ramifications and other factors. Lower rated securities are subject to greater credit risk, default risk, and liquidity risk. Commodity-related
products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-related products may be extremely volatile, illiquid and can be significantly
affected by underlying commodity prices, world events, import controls, worldwide competition, government regulations, and economic conditions, regardless of the length of
time shares are held. Data is provided for information purposes only and is not intended for trading purposes. Verdence Capital shall not be liable for any errors or delay in the
content, or for any action taken in reliance on any content. Weekly Insights/Qtrly & Annual Outlook The indexes presented are unmanaged portfolios of specified securities and
do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from the securities in the index. Semi-Annual
Chart Pack Where shown, performance information presented is that which has been calculated and presented by an unaffiliated third-party manager. We have no insight into
the performance of the advisor/product/account or fund shown and do not attempt to determine whether the performance presented is accurate. Therefore, the performance
could be incorrect, overstated or not reflective of actual trading of client funds. There is the potential that the performance shown is a back test and not the result of real
investment advice and trading. As such, it could not be relied upon as indicative of future returns of a particular strategy. Where performance shown is that of a pooled account,
limited partnership, or private equity fund, you should be aware that there is a significant lack of transparency into the operations and investment process and investment
vehicles invested in. As a result, pricing and valuation of the underlying holdings which produced the stated performance could be incorrect, stale, or overstated and therefore
the performance figures presented cannot be relied upon. Before investing, we encourage you to request additional information, particularly performance information, of any
product that you are considering for your client. You should read, as applicable, the Prospectus, SAl, Composite Disclosure and/or performance disclosure associated with any
product that you are considering for investment for your or your client’s. Products shown may have minimum account sizes or minimum investments which may preclude retail
and non-high net worth investors from being able to invest in these products. You should be aware that certain LPs may be closed to new investors and therefore your clients
may be prevented from investing in these products. Portfolio Implementation and Rationales The SMA Asset Allocation Models do not represent a personalized
recommendation of a particular investment strategy to you or your clients. You should not buy or sell an investment without first considering whether it is appropriate for your
client’s portfolio. Additionally, you should review and consider any recent market news. All expressions of opinion are subject to change without notice in reaction to shifting
market conditions. Data contained herein from third-party providers is obtained from what are considered reliable sources. However, its accuracy, completeness or reliability
cannot be guaranteed. Supporting documentation for any claims or statistical information is available upon request. Examples provided are for illustrative purposes only and
not intended to be reflective of results you can expect to achieve. Diversification and asset allocation do not ensure a profit and do not protect against losses in declining
markets. Any forecasts contained herein are for illustrative purposes only, may be based upon proprietary research and are developed through analysis of historical public data.
Investments in growth stocks may experience price volatility due to their sensitivity to market fluctuations and dependence on future earnings expectations. Sector allocation
references to market capitalization (“smid cap” or “micro caps” etc.) may be subject to special risks given their characteristic narrow markets, limited financial resources, and
less liquid stocks, all of which may cause price volatility. International/global investing can involve special risks, such as political changes and currency fluctuations. These risks
are heightened in emerging markets. A significant percentage of the underlying investments in aggressive asset allocation portfolio investments have a higher-than-average risk
exposure. You should consider your risk tolerance of each of your clients carefully before choosing such a strategy. An investment with multiple underlying investments (which
may include asset-allocation or custom blended investments) may be subject to the expenses of those underlying investments in addition to those of the investment itself.
Investments may reside in the specialty category due to 1) allowable investment flexibility that precludes classification in standard asset categories and/or 2) investment
concentration in a limited group of securities or industry sectors. Investments in this category may be more volatile than less flexible and/or less concentrated investments and
may be appropriate as only a minor component in an investor’s overall portfolio. Investment Managers You and your clients should carefully consider investment objectives,
risks, charges, and expenses of Funds discussed. This and other important information are contained in the respective Fund prospectuses and summary prospectuses, which
should be read carefully before investing. Investment portfolio statistics change over time. Current performance may be lower or higher than return data quoted herein. The
investment return and the principal value of an investment will fluctuate; so, an investor's shares/units, when redeemed, may be worth more or less than their original cost.
Verdence relies heavily on unaudited third-party data. Data sources include public data, such as mutual fund data, and non-public data, such as information provided by other
investment advisors and managers of limited partnership pooled accounts. Data and/or statistics included on this Portal, including references to performance, opinions, ratings,
rankings, manager statistics and demographic information, product, or strategy descriptions, either quantitative or qualitative, are based upon information reasonably available
to us as of the applicable date(s) then-published. Information has been obtained from sources that we believe to be reliable, but these sources cannot be guaranteed as to their
accuracy or completeness. All data and information produced by a third party has the potential to be incorrect, incomplete, or otherwise misleading. No implication shall be
created that the information contained on the Site is correct, including as of any time subsequent to the publish date, and Verdence does not undertake an obligation to update
such information at any time after such date. Verdence makes not warranty or representation of the veracity of the data and information and its use of the information should
not be implied as an endorsement of any material or statements made. Data, particularly non-public data, is subject to error and where the information is not audited, the
potential for error is greater. Where shown, performance information presented is that which has been calculated and presented by an unaffiliated third-party manager. We have
no insight into the performance of the advisor/product/account or fund shown and do not attempt to determine whether the performance presented is accurate. Therefore, the
performance could be incorrect, overstated or not reflective of actual trading of client funds. There is the potential that the performance shown is a back test and not the result
of real investment advice and trading. As such, it could not be relied upon as indicative of future returns of a particular strategy. Where performance shown is that of a pooled
account, limited partnership, or private equity fund, you should be aware that there is a significant lack of transparency into the operations and investment process and
investment vehicles invested in. As a result, pricing and valuation of the underlying holdings which produced the stated performance could be incorrect, stale, or overstated and
therefore the performance figures presented cannot be relied upon. Before investing, we encourage you to request additional information, particularly performance information,
of any product that you are considering for your client. You should read, as applicable, the Prospectus, SAl, Composite Disclosure and/or performance disclosure associated
with any product that you are considering for investment for your or your client’s. Certain products shown may have account minimums or minimum investment sizes that are
unattainable for your clients and therefore they may not be eligible to invest in these products. Reference to registration with the Securities and Exchange Commission (“SEC”)
does not imply that the SEC has endorsed or approved the qualifications of Verdence or its respective representatives to provide any advisory services described on the Site.
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