ISSUE #8

SENSUS
LEVERAGING
DISRUPTORS IN
NEW MOBILITY
Harry Krkalo, CEO of GLy Capital Management Ltd
DEBT CAPITAL MARKETS:

PRIVATE CREDIT OPPORTUNITIES
ABOUND IN APAC
REAL ESTATE:

DESIGNING AND OPERATING OPENENDED REAL ESTATE FUNDS

INTRODUCTION

CONTENTS

HANDS-ON ENVIRONMENTAL
IMPACTS INVESTIGATED

SENSUS:
IN THIS ISSUE

Dear readers,
With year-end nearly upon us we can expect to read and receive many reviews of
2021; investment performance, market trends, sector analysis, recovery rates and
economic growth forecasts.
But in our 8th edition of Sensus, we focus on looking forward, examining a future that has
already arrived. And for many, that means taking actions and decisions now to futureproof business strategies, to carve a way forward that can meet soaring demand today
for a better tomorrow. While sustainability has been part of the investment conversation
for many years, the global health pandemic has been a catalyst in driving the subject to
the top of many global agendas.
Where once investors simply sought to avoid assets with a negative image, now they
are actively seeking out companies that are making a significant and positive impact
on our environment. ‘Greenwashing’ funds is no longer enough as investors and
organisations recognise the social and environmental challenges the world faces. Here
we examine areas such as ESG, green finance, renewable energy and new mobility
opportunities. What we are seeing is a sharp focus on these areas as businesses look
beyond the horizon.
I am delighted to report that in this edition we are publishing a record number of
client contributions. Their support and professional insight help make Sensus an
important and valuable resource for all our readers. I would like to take this opportunity
to thank everyone who has contributed to our magazine and look forward to hearing
any feedback or suggestions that will help us to continue to deliver relevant and
engaging content.
Doug Hart
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INFRASTRUCTURE

LEVERAGING DISRUPTORS
IN NEW MOBILITY
With advances in technology ushering in a new era of
intelligent machines, many claim we are entering the fourth
phase of the industrial revolution. Along with the rise of smart
cities and smart electricity grids will come new developments
in smart delivery systems and smart vehicles – paving the way
for market opportunities in the new mobility ecosystem.
“There is a lot of disruption in this space at the moment,”
explains Harry Krkalo, Managing Partner & CEO of GLy Capital
Management, which runs the New Mobility Strategy fund
seeded by Zhejiang Geely Group and SK Holdings. “A lot
of this movement is macro-driven, spurred by government
policies towards de-carbonising mobility. The WHO estimates
that, worldwide, 1.25 million people die in car accidents each
year and more than twice that number die as a direct result
of air pollution from transportation. The humanity cost is
high and so is the economic, which in 2015 was estimated
to be well over USD $1 trillion. To address the environmental
impact of transportation, many governments have stated
their intention to disallow the sale of new internal combustion
engine cars. As an example, Norway is aiming to have all new
passenger cars and light vans sold in 2025 be zero-emission
vehicles, and UBS recently forecast that by 2040, almost all
passenger cars sold globally will be electric.”

Electric vehicle ecosystem
Guidance systems
Connectivity
Charging

FROM SMART VEHICLES TO SMART CITIES
As the era of petroleum fuelled vehicles draws to a close, the
market is becoming increasingly receptive to new ideas and
technologies around mobility. “Over and above the macro
directives, people like electric cars, and the general perception
is that Tesla has done something cool. The consumer feedback
seems to be that the driving experience is better, the lifecycle
maintenance is superior and round-trip efficiency is well above
the non-electric alternative,” notes Krkalo.
Putting its investment philosophy into action, the New Mobility
Strategy fund secured A-round valuation for Polestar (the
high-performance electric vehicle arm of Volvo) at the end
of 2019. Since then, electric vehicle valuations have increased
significantly, serving as a strong testament to the fund’s
underlying investment focus.
However, Krkalo is quick to point out that the recent
popularity of electric vehicles is just the starting point. He
elaborates, “With electric vehicles, you’re not just buying a
car. You’re buying into an entire ecosystem – that includes
the car, charging infrastructure, connectivity for telemetry
and communication, as well as infrastructure for autonomous
guidance systems.”

THE NEW REALITY OF
NEW MOBILITY
One of the major challenges around
the development of new technology
is being able to properly identify and
evaluate potential investments. Krkalo
comments, “Our research centres
are good at evaluating products and
technologies. They put technology
and prototypes through an automotive
grade testing process and provide us
with unique insight into the viability of
the service offered. Having such insight
gives us an advantage in identifying
those companies that go beyond just a
having a great idea.”

He also noted that the proliferation
of SPACs has crowded the field with
additional investment capital. While the
shift in marketing dynamics is making
it easier for earlier stage companies
to secure funding, it has also become
more challenging for fund managers to
find late-stage companies still actively
seeking private equity.
Krkalo added that not being able to
see investors and company executives
face-to-face due to social distancing
and travel restrictions has increased
complexities around fund raising.
However, with a solid value proposition
and an insider’s connection to the
industry, GLy has access to a broader
deal pipeline than what is not typically
available through investment banks.

He remarks, “We have more to offer than
just capital, but in return we also ask for
more privileged access.”
Despite the challenges involved in
establishing the fund and securing
investors, Krkalo credits Alter Domus for
helping to streamline the administrative
side of operations. He concludes, “The
onboarding process is getting nastier,
but there are definitely nuances in
handling documentation. For example,
I know of a $3 million investor who
withdrew from another fund due to
inefficient communication from the
service provider during onboarding.
This simply would not happen
with Alter Domus.”

“But beyond that, the way people think about transport is
changing. In Australia, it used to be when you turned sixteen
you got a driver’s license and a car. Nowadays, that’s not the
case – especially if you live in a city. Some are beginning to
question the need for private vehicle ownership,” he continues.
“For example, when you buy a car you only drive it for around
4% of its total life span. The rest of the time it is parked
somewhere, completely unused. Yet for most people their
car is their second most expensive asset… and it’s one that
depreciates.”
A re-assessment of private vehicle utilisation also calls
into question associated costs of car ownership such as
automobile insurance. Should owners be paying for aroundthe-clock insurance coverage when the vehicle is unused and
stationary 96% of the time? This shift in mindset is opening
the door for a host of new disruptors in the mobility space.

Car
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PRIVATE CREDIT
OPPORTUNITIES ABOUND
IN APAC
With renewed investor focus on the Asia
Pacific region amidst the global Covid
recovery, the APAC private credit market
offers attractive opportunities for
investors seeking relatively safe growth
in today’s uncertain climate.
For an in-depth look at property
investment around the region, Sensus
recently had a conversation with Trent
Winduss, Director, Head of Australian
Investments and Head of Asia
Structured Debt Investments at Phoenix
Property Investors, an independently
owned and managed private equity
real estate investment group that has
managed over USD $12.4 billion in real
estate assets to date.

DIVERSE REGION WITH UNIQUE
CHARACTERISTICS
Winduss noted that each of the APAC
region’s major markets featured its
own unique characteristics in terms of
banking framework, market liquidity and
growth potential.
“For example, Japan has experienced
relatively low lending growth in recent
years, and there is a high level of
liquidity in the market now. South
Korea is notable for its loan-to-value
ratios, which are considerably higher
than in other markets – although this is
partially mitigated by recourse provided
by large companies. Australia is highly
transparent and private companies
are deemed increasingly active. Banks
have pulled back from lending in recent
years, which means there are attractive
returns available with the added benefit
of a strong local legal framework,” he
explained.
Winduss noted that the APAC region
offers attractive returns on par with
or higher than other major markets –
allowing investors to secure deals and
achieve solid returns in established
APAC markets with developed legal
frameworks such as Australia, Hong
Kong, New Zealand and Singapore. This
combination of low risk and relatively
high returns holds obvious appeal for
professional investors.

He also noted that banks in APAC have
a preference for relatively short-term
loan durations which helped to stimulate
market activity – making the region more
attractive for investors and providing
a unique opportunity for private credit
to create a niche by offering increased
tenure.
Commenting on the region’s leading
economy, Winduss remarked, “China
is an interesting market, although the
economy is being affected by a high level
of political intervention and aggressive
deleveraging creating uncertainty right
now. It’s obviously a very large market,
with solid fundamentals for real estate.
Urbanisation continues to be a major
trend, with significant growth rates
in major cities. There are also a lot of
individuals and businesses upgrading – to
better offices or larger homes. So, market
fundamentals are strong, and future
potential also remains strong.”
He added that many Chinese developers
hold offshore assets, which may provide
overseas investors with an extra layer
of security and peace of mind. Most
notably, the vast size of the market allows
private credit to cherry pick the most
appropriate deals and carve specific
niches where they can operate effectively
and strategically.

INVESTMENT PROSPECTS ACROSS
THE REGION
For investors interested in entering
the market today, Winduss suggested
focusing on the relatively more developed
markets of Australia, Hong Kong, New
Zealand and Singapore – with a smaller,
opportunistic allocation to China – given
the attractive risk to return ratio available
in these economies.
Turning towards specific investment
sectors, he recommended sticking to
major asset classes such as residential
and office for lower risk, with
opportunistic investments in hospitality,
multi-family or student accommodation.
“Logistics is also popular across APAC,
with active movement in online retail
and distribution. At the right valuations,
logistics is definitely attractive. Compared
to the US market, APAC has a lower
penetration of online business – so there
is plenty of room for growth related
to e-commerce, especially in Australia,
Japan and South Korea. In Hong Kong
and Australia, we’re seeing quite strong
conditions for residential and multi-family
for rent and for sale,” he noted.
Winduss concluded, “As long as liquidity
remains in the system, along with
reasonable employment and growth, the
major APAC markets present attractive
investment opportunities right now.”

APAC INVESTMENT ENVIRONMENT
“APAC is traditionally well-banked
compared to the US and European
markets. However regulatory intervention
into the banking sector has turned credit
demand towards non-bank providers. For
investors, high economic growth rates in
the region translate into comparatively
high yields and returns, while the more
well-developed markets offer peace of
mind in the form of strong legal and
regulatory frameworks,” said Winduss.
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GREEN LOANS, GREEN BONDS,
AND ESG TRENDS
When Anheuser Busch-InBev’s
subsidiary Budweiser Brewing Company
APAC signed its first sustainabilitylinked loan in July with the Bank of
China, it was more than a financial deal.
Signing the paperwork for the
USD $500 million credit revolving
facility – a so-called green loan –
proved the company’s commitment to
integrating sustainability into all aspects
of their business.

Green loans and green bonds aren’t
new — they go back about 15 years —
but they are growing in popularity as
part of the green financing trend. Green
financing is designed to move money to
sustainable development priorities, but
for the lender, borrower, and investor it
can also have the benefit of improving
a company’s Environment, Social, and
Governance (ESG) scores. According to
Scott Reid, Alter Domus’ Head of Debt
Capital Markets, Asia Pacific, ESG is a
new way for investors to analyse risk.
Among other things, ESG scores allow
investors of green loans and bonds
to evaluate the behaviour of the
issuing companies before committing.
“ESG reflects a change in thinking
in investment practices: In addition
to gauging long-term profitability of
investment candidates, investors have
started to think about the non-financial
data points such as a company’s
commitment to environmental or social
issues,” Reid says.

IS IT ALL ABOUT REPUTATIONAL
RISK—OR IS THERE MORE TO IT?
This interest in non-financial data is
being driven by a few forces.
For starters, investors see the data
as an indicator of the long-term
sustainability of a project. They know
that consumers and the financial
market are paying closer attention
to businesses that strive to create a
more sustainable physical and social
environment, and they see those efforts
as an indicator of future profitability.
In other words, financial credit risk is
still foundational, but now investors
want to understand the mindset behind
the investment. Will it work to heal
or destroy the environment? Is the
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investment attentive to the needs of
only one segment of the population
or the population as a whole? Today’s
investors are using these additional risk
profiles to make financial decisions.
Reid says that in the past, investors
would simply choose to invest in things
that were considered green in the
broadest sense. For instance, they might
avoid putting their money in cigarettes
or coal mines, and that was enough to
convince them that they were doing the
right thing. Investors focused primarily
on reputational risk.
But times have changed. “Now, investors
want to understand the lens people
use when putting together bonds or
other investment opportunities and
be convinced that they can make a
significant, long-term difference,”
Reid says.
Secondly, governments across the
world are increasingly requiring ESG
reporting standards from public
companies so their economies and
companies won’t be cut off from the
global market. To help move ESG
forward, they are creating frameworks
to standardise the system. For instance,
the European Commission created the
EU-wide classification system in 2018
that provides a common language that
identifies which economic activities
should be classified as environmentally
sustainable.

Green Loans

Green Bonds

ESG

A BETTER REPUTATION IS
ONLY THE BEGINNING

9

DEBT CAPITAL MARKETS

“It all comes down to this:
we can either use finance as
merely an arbitrage platform
to solve the lender/borrower
conundrum, or we can use it to
make the world a better place.”
Scott Reid
Head of Debt Capital Markets,
Asia Pacific at Alter Domus

THE GROWTH OF GREEN LOANS
AND BONDS
A green loan is exactly like its more
traditional counterparts, with one
exception: In addition to the more
familiar goal of financing a project, it
also seeks to better the environment.
It is a loan linked to sustainability. For
instance, a commercial real estate
developer might secure a green loan to
build a project that incorporates water
conservation and other environmentally
sustainable aspects within the project
scope.
Green bonds have a similar purpose.
For example, some states in the
US now issue green muni-bonds.
Instead of using the funds to finance
infrastructure projects, these bonds
seek to improve environmental
concerns such as cleaning up pollution,
improving water quality, and financing
renewable energy projects.

Europe led the way in green financing
by creating the first green bond
more than a decade ago. Issued by
the European Investment Bank, the
bond was created to raise funding
for climate-related projects. Nearly a
decade later, the Bank of China got
onboard, issuing a green bond that
appeared on the Luxembourg Stock
Exchange. While the US has been slow
to catch up, Bank of America says that
in the first half of 2021, the country
issued USD $122 billion in sustainabilitylinked loans. That’s up from USD $19
billion in 2020.
While green financing and ESG are on
the rise, not all ESG is created equal.
Reid says that “In Europe, investors
focus on the environmental aspect
of the scoring system, while both the
US and APAC tend to concentrate on
social and governance issues.”

WHAT’S THE FUTURE OF ESG?
It’s difficult for Reid to hide his
enthusiasm when speaking about the
future of ESG and its possibilities. He
believes that the ability to connect
environmental science and ESG
reporting mechanisms will change the
investment world, creating firms that
employ scientists, lawyers, software
engineers, and financial experts who
work together to innovate and educate
a world ready for a more sustainable
and just environment.
“The current challenge is wrangling all
of the data, especially from non-public
companies, and organising it in a way
that is useful to investors,” he says.
Although a few companies now provide
that data, he is confident that innovators
will emerge to make it even more useful.
But his zeal doesn’t end there. Reid
believes that in the not-so-distant future,
investors will use ESG data as a source
of predictive capabilities not currently
available. In other words, he believes
that the combination of ESG plus AI plus
diverse data sets will provide greater
insight into the overall performance
of organisations. Reid thinks ESG will
swiftly evolve from a niche investment
strategy, to encapsulate big data-driven
predictive capabilities.

Green
Bonds
Green
Loans

“I believe that stakeholders will soon
discover that not only is ESG good for
society, but that it can be a defining
competitive advantage for those
organisations that learn to leverage the
power of diverse data perspectives to
generate additional alpha,” he said.
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WHY REAL ASSETS
ARE THE NEW BLACK
In an era of low interest rates,
asset owners are upping
allocations in real assets,
prizing their reliable income
streams, inflation-proofing,
and sustainability attractions.
Yet real estate, infrastructure,
and natural resources all bring
unique challenges that need
to be managed, according to
Alter Domus’ Anita Lyse, Group
Sector Head, Real Assets, and
Angela Summonte, Global Head
of Asset Owners.
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MOVING FROM THE PERIPHERY
TO THE CORE OF PORTFOLIOS
When Yale University’s endowment
fund published its asset allocation for
2020, real assets represented a high
12.5% of the portfolio. In the eyes of
many, this represents best practice as
the Ivy League research university’s
USD $31.2 billion fund has pioneered
the trend of diversification into
non-traditional assets over the past
30 years, resulting in what it terms:
“significantly higher expected returns
and lower volatility.”

Investors are hopeful that a postpandemic boom led by President Biden’s
USD $1.2 trillion infrastructure package
will drive significant opportunities to
co-invest in public-private partnerships
across a wide range of markets and
asset types.
While asset owners previously viewed
real assets as niche investments, that has
changed with even smaller institutional
investors moving real assets to the core
of portfolios in order to reduce risk
and raise returns, according to Angela
Summonte, Alter Domus’ Global Head
of Asset Owners. “Just yesterday I was
talking to a small foundation with a
€500 million portfolio who is looking at
investing more than 12% in real assets,”
she says.

In 1985, nearly three quarters of the
endowment was committed to US stocks,
bonds, and cash. Today, they account for
less than one tenth of the portfolio, with
foreign equity, private equity, absolute
return strategies and real assets
accounting for over nine tenths.

FROM THE ILLIQUIDITY PREMIUM
TO STABILITY

The Yale endowment’s successful shift
into alternatives, including real assets,
is renowned: it has returned 12.4% a
year over the last 30 years. Increasingly,
its example is being followed by asset
owners of all types and sizes, seeking
similar return and diversification
benefits. Despite the pandemic, interest
in real assets including real estate,
infrastructure, natural resources and
farmland is rising.

In an era of low interest rates, real
assets can provide both a reliable,
attractive income stream and a
hedge against inflation. They also
offer an illiquidity premium, which
has historically translated into higher
returns than liquid assets. As some
long-term asset owners do not need
the liquidity offered by fixed income
securities, they are naturally looking to
increase allocations in real assets.

Take infrastructure, for instance.
Infrastructure funds raised about USD
$75.5 billion in fresh capital in the
first eight months of 2021, compared
with USD $105.9 billion for all of 2020,
according to data provider Preqin.

During the volatility of the pandemic,
the stability of real assets also came
into its own. “Both from a risk and
return perspective, you’re not facing
the same challenges as you do in –
sometimes irrationally – fluctuating
public markets, where you can get your
fingers burnt quite easily,” notes Anita
Lyse, Group Sector Head, Real Assets at
Alter Domus. “Real assets are a lot more
stable. For centuries, affluent people
have been putting their money into
tangible assets like real estate precisely
because it’s stable and secure.”
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WHAT ARE THE CHALLENGES?
The illiquid nature of real assets can be a drawback for
investors. A toll road or office block is not as easy to sell as a
heavily traded equity. But infrastructure and real estate funds
have been introducing measures to mitigate this problem to a
degree.
Some real estate funds have pockets of liquid assets such as
real estate securities. And ‘evergreen’ real estate funds provide
a degree of liquidity through quarterly income distributions to
investors.
“There have been a lot of initiatives over the past decade or
so,” reports Lyse. “How can you create some level of liquidity
for investors that need it? You see an increasing number of
open-ended funds, or semi open-ended funds, where investors
are allowed to redeem under certain conditions and at a
certain frequency.”
Another defining challenge for asset owners investing in real
assets – whether directly or through funds – is receiving data
that provides transparency into the underlying buildings, solar
parks, or even farms. These assets are, by nature, opaque.

NET-ZERO CARBON BENEFITS
Real assets are also at the centre of the drive for a net-zero
carbon global economy. President Biden’s infrastructure
package, for instance, proposes funding more clean energy,
as well as high-voltage power lines that will deliver this across
the US. It aims to electrify public transportation and building
networks of car chargers. There is a clear funding gap,
though, as a public funding shortfall appears likely to need
supplementary private funding.
Beyond infrastructure, real estate, agricultural land and
natural resources all have an important role to play in
decarbonisation. Take real estate: building CO2 emissions
need to halve by 2030 to get on track for a net-zero building
stock by 2050, according to the UN Environment Programme.
And turning to the social side of sustainable investing, social
housing is a popular area for investment.
As private market investments, real assets can also enable
asset owners and managers to influence change. “As the
ESG revolution gets under way, infrastructure and real
estate offer a straightforward way to show engagement,”
explains Summonte. “Impact investors can demonstrate their
commitment and impact through real assets.”
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Says Lyse: “How can you produce investor-level consistent
reporting across the entire portfolio, which spans multiple
jurisdictions, currencies, accounting standards and so on? That
is one of the big, big challenges for asset and fund managers.
Equally, how do investors make sure that the asset manager
is well-equipped to manage this in the most efficient way
possible?”
It will be some time before these questions are answered, but
asset servicing organisations are equipping themselves with
technology to help. “I think as an asset servicing provider, it’s
our job to bring some perspective to a very complex world
because we are in the position to collect the information,”
asserts Summonte. “We aim to give the client the comfort to
access very sophisticated types of assets.”
The fact is that real assets’ attractions and challenges are
two sides of the same coin. As these physical assets move to
the centre of portfolios, proactive asset servicing providers
are investing to improve transparency. But the challenges of
illiquidity and opacity can only be mitigated to a degree – and
asset owners will likely view them as a price worth paying for
steady cashflows, inflation hedging, diversification, and an
illiquidity premium.

“There’s increasing interest in investment strategies that
include clear sustainability and ESG elements such as
renewable energy, sustainable agriculture and forestry, green
buildings and affordable housing, and the pandemic has
accelerated that trend,” explains Lyse. “But also, and more
generally speaking, we have started to see standards come
to the market that will allow managers and asset owners
to benchmark and compare between different types of
products.”
Illustrating how real assets are embracing sustainability,
the GRESB organisation that benchmarks real estate and
infrastructure assets’ ESG performance has experienced
substantial growth in demand for its ratings in the past year.
Participation in its GRESB assessments has grown by 26%
to 2,221 real estate and infrastructure entities, covering more
than USD $6.4 trillion in assets, despite the travails of the
pandemic.
In fact, GRESB’s data is now used by 140 institutional
investors – with more than USD $47 trillion in assets under
management – to better understand and benchmark the
performance of their portfolios.
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PREPARED FOR DESIGNING
AND OPERATING OPEN-ENDED
REAL ESTATE FUNDS?
Recent years have seen a resurgence
of interest in open-ended funds,
and an increased recognition of the
challenges that come with developing
and operating them. Sensus recently
spoke with John Forbes, Partner at
John Forbes Consulting LLP, about the
evolving global landscape for evergreen
real estate funds. John Forbes is an
independent consultant advising real
estate investment managers, investors
and others in the real estate industry
on the structure and operation of real
estate funds.

Much of what we see in the current
design of open-ended real estate funds
for institutional investors can be traced
back to lessons learnt during the global
financial crisis. As well as improvements
to governance and transparency, a key
theme to emerge was that institutional
investors wanted a form of fund that
sat somewhere between a traditional
closed-ended fund and a traditional
open-ended fund.
Many institutional investors were
investing in open-ended funds not
because they wanted short-term
liquidity, but because they wanted to
deploy capital for the long-term. They
did not want to be tied into the shortterm prospects of a closed-ended fund,
returning their capital and leaving them
the challenge of reinvesting it.
The cost of investing in real estate is
relatively high compared to other asset
classes, largely as a result of the taxes
on real estate transfers. In a long-term,
low return environment, this has grown
even more important. Investors want to
hold assets for longer. There is a trade
off between liquidity and volatility,
and investors have been increasingly
willing to sacrifice some of the former to
minimise the latter.

DEFINING AND MANAGING
LIQUIDITY RISK
Open-ended funds have long followed
two broad models on how subscriptions
and redemptions are managed:
• Redemption frequency matches
subscription frequency, typically
quarterly. If this route is followed
there need to be significant limits
on the ability to redeem units due
to the relative illiquidity of the
underlying assets.

Wherever on the spectrum the manager
decides to place a fund will depend
on the nature of the fund, the target
investors, the underlying property, and
the anticipated borrowing of the fund.
Determining the frequency of
redemptions is, of course, only part
of the story. Other key liquidity tools
include notice periods, the length of
time to meet redemptions in different
circumstances, gating provisions
that restrict the amount that can
be redeemed at one time, and the
mechanics of how queuing works as
investors await redemptions.
The International Organization of
Securities Commissions (IOSCO) is the
regulators’ regulator and has taken
a keen interest in fund liquidity. In
February 2018, it published two key
documents that set out its views. These
were the outcome of a consultation
conducted in 2017 and are very broad
bush as they are intended to provide a
framework for local regulators across
the globe for all forms of funds and all
asset classes where there might be a
mismatch between the liquidity of the
fund and the liquidity of the underlying
assets. The IOSCO recommendations
do not apply directly to fund managers
but are hugely important as they are
now starting to be reflected in local
regulation.
Defining and managing liquidity risk is a
key aspect of designing any open-ended
fund investing in real estate, or indeed
any other less liquid asset.

OPEN-ENDED FUND
PRICING MODELS
Fund pricing is another area in
which there have been recent and
important developments. There
are three broad methodologies for
adjusting accounting Net Asset
Value (NAV) to calculate the
price at which investors subscribe
and redeem:
• Capitalisation and amortisation
(typically INREV), popular in
Europe;
• Classic dual pricing, popular
in the United Kingdom;
• Do nothing, popular in the
United States.
The key determining factor is the
taxation of property transfers, which
is not a material issue in the United
States, hence the lack of interest on
that side of the Atlantic.

• Redemptions are less frequent than
subscriptions. There is wide variety
with this, with different funds having
redemptions possible between every
six months and every ten years.
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In Europe and the United Kingdom, there has been a
recognition for some years that current open-ended fund
pricing models have lacked sophistication and there has
been a working party from INREV (the European Association
for Investors in Non-Listed Real Estate) and AREF (the
Association of Real Estate Funds in the United Kingdom)
working on this since 2017. They published their final
conclusions in May 2021, bringing changes to both classic dual
pricing and INREV capitalisation and amortisation. The most
significant changes are:
• For classic dual pricing, the subscription price should
reflect the anticipated cost of deploying capital, rather
than the assumed cost if the whole portfolio was notionally
disposed of and reacquired;
• For INREV capitalisation and amortisation, there will now
be a divergence between INREV Reporting NAV and INREV
Trading NAV.
o For INREV Reporting NAV, acquisition costs will continue
to be amortised over five years.
o For INREV Trading NAV, used to calculate the
subscription price, amortisation will now be over the
expected hold period of the asset.

Amortisation periods of setup, acquisition and financing
costs should be adapted to the planned holding period of
a vehicle. For evergreen vehicles, asset specific features
should determine the amortisation period and, in their
absence, a 10-year period is recommended unless there is
a specific asset feature which requires deviation from this
period. This approach and rationale should be disclosed
in the constitutional documentation when an investment
vehicle is being launched.
A key feature of both of these is an increased level of
subjectivity and judgement. As a result, the AREF/INREV
working party also made a number of recommendations
with respect to the governance of open-ended fund
pricing. Both AREF and INREV are taking the governance
proposals forward as part of broader considerations via
their respective corporate governance committees.

HITTING A MOVING TARGET
There are two related areas that are not specific to
open-ended funds but are evolving very rapidly and
creating challenges for investment vehicles that are
designed to be perpetual in nature, regulation and
practice: ESG and taxation.

It is impossible to miss how dramatically Environmental, Social
and Governance (ESG) frameworks haves risen to the top of the
agenda, particularly the “E.” The way in which fund managers
approach this is changing with the introduction of extensive
regulatory requirements in respect of ESG disclosures.
In the European Union, fund managers are already having
to comply with the first stages of the Sustainable Finance
Disclosure Regulation (SFDR) and we are starting to see
its impact on the approach that investors are taking. With
this, both managers and investors face a challenge. The first
attempt by the EU at Regulatory Technical Standards (RTS)
had been written with investment in securities in mind and
was broadly unworkable for real estate as an asset class.
Following lobbying from the real estate industry, the RTS was
amended to include real estate metrics. However, there remain
problems with the proposed measures and the RTS do not
correspond to the EU Taxonomy published shortly afterwards,
and as such are being rewritten.
The UK is also introducing a regulatory framework for ESG
reporting for fund managers and investors. The Financial
Conduct Authority (FCA) ran a consultation on this which
closed in September. The importance of this goes well
beyond the UK, as it seeks to apply the international Task
Force on Climate-Related Financial Disclosures (TCFD)
recommendations. These too are designed for investments in
securities, so the TCFD is closely watching developments in
the UK. Real estate industry responses to the UK consultation
have suggested that the FCA (and thus the TCFD) should
use an existing real estate methodology for the real estate
metrics. The broad consensus is that the most appropriate
tool for this is the Carbon Risk Real Estate Monitor (CRREM).
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The particular challenge for managers launching openended funds is hitting such a rapidly moving target for fund
documentation for a vehicle that is intended to be permanent.
There is no easy answer.
As with ESG, there is a challenge in attempting to hit the
moving taxation target, which has three key aspects for openended funds:
• Tax legislation is changing, and through the OECD Base
Erosion and Profit Shifting (BEPS) initiative, the measures to
tackle tax avoidance are international;
• The attitude of institutional investors towards tax planning
is becoming more conservative. Danish pension funds are
leading the charge in this area. Open-ended funds tend to be
lower on the risk spectrum and should also be lower risk in
their approach to tax;
• Tax assumptions are a key element of the adjustments to NAV
for subscriptions and redemptions for open-ended funds,
particularly for INREV Reporting NAV and INREV Trading
NAV.
This discussion only scratches the surface of a highly topical
but increasingly complex subject. Time spent upfront on the
detailed work on the structure and operation of the vehicle is
important in the creation of all funds. The longer the duration,
the longer you have to live with the consequences of your
decisions. Open-ended funds are intended to be permanent.
In the words of William Congreve, “married in haste, we may
repent at leisure.”
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GROWING KKR
THROUGH THE COVID CRISIS
Suzanne Donohoe, Global Head of
Strategic Growth at KKR, discusses the
firm’s ‘leaning in’ during the pandemic,
as well as its efforts to support those
hit hardest.
Alternative investments continue to
“go mainstream.” In a 2020 survey
by Connection Capital, 87 percent of
private investors said they were planning
to maintain or increase their allocation
to alternative investments over the next
12 months.
One of the pioneers of alternative
investments, as well as one of the largest
players in the space today, is KKR, and
its leaders are carefully contributing to
the continued evolution of the industry.
Suzanne Donohoe, Global Head of
Strategic Growth at KKR, says investor
interest in alternatives accelerated after
the global financial crisis of 2007-2009.
To meet that demand, KKR has
significantly expanded the forms of
alternative investments it offers. But
across asset classes, the firm has
maintained a consistent approach to
its process of identifying attractive
investments, diligencing them and
pursuing them. Of course, KKR is
fortunate to have a sizable balance
sheet, which enables it to make large GP
commitments in the funds it manages,
and to think like principals as the firm
makes its investment decisions.
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FOCUSING ON THE WHITE SPACE
Donohoe’s position, Global Head of
Strategic Growth, is a new one at KKR.
She says it’s her job to focus on the
firm’s “white space,” not the existing
businesses or verticals where KKR
already has a deep team. She looks for
new avenues of growth, keeping in mind
what clients need now as well as 10
years from now.
Donohoe joined KKR at what she calls
an “eventful” time, in April of 2009. That
was just before the firm went public,
in October, in the middle of the Great
Recession. “We went public on the
Euronext Amsterdam in October 2009,
then we relisted on the NYSE in July
2010. So it was an eventful period.”
The listings were important because
they provided KKR with a base of
permanent capital. They also provided
the KKR team an opportunity to act
boldly in the midst of a crisis. “In 2009,
we were very conscious that a downturn
or recession could afford those
organisations that were ready with an
opportunity to lean in and grow through
that window,” Donohoe says.

When Covid hit, KKR dusted off its
downturn playbook: “We were conscious
that many clients had wished coming
out of the last crisis that they had leaned
in earlier. But it was a scary environment
and they maybe didn’t have the
governance or the permissions to do so.
We were poised to help some of those
organisations really take advantage of
the environment.”

“It was the impact of declining rates and, frankly, the necessity for investors to get more
creative about how they’re accessing returns. They just got more creative about the
pockets of the world they’re willing to look in.”
Suzanne Donohoe
Global Head of Strategic Growth at KKR

THE HUMAN SIDE OF KKR
Throughout the pandemic, KKR
was focused both on the economic
disruption it caused and its widespread
impact on health and wellness. “We
worried about the first responders,”
Donohoe says. “And when I think about
the things I’m most proud of through
this time, it has been the care for each
other and for our communities that I’ve
seen, whether that’s close to home,

inside the organisation, people going
the extra mile to make sure that the
things which might not have been top
of mind previously are being
thought about.”
KKR created a USD $50 million relief
fund in April 2020. It was launched to
support first responders and health
workers on the front lines, and to provide
financial relief for workers and small
businesses in a number of communities.
The capital for the fund came from
contributions by executives across the
firm, as well as retired partners.

The relief fund shows the human side
of an industry that too often is seen
as cutthroat and solely focused on
the bottom line. “People might be
surprised at how nice KKR people are,”
Donohoe says. “The brand can be a bit
impenetrable sometimes. And maybe
they assume that, because it’s a big and
iconic brand, that it must be filled with
people who are inauthentic or not nice.
I’ve found the opposite to be true.”
KKR is more humble than outsiders
might imagine, Donohoe says. Its
culture is introspective, thoughtful
about lessons learned and dedicated
to avoiding mistakes of the past. “I’m
not sure we were conditioned to be
transparent about our mistakes. But
that’s something that is now really
a deep ethos, a learning culture to
make sure we take lessons seriously,
especially at this point in the economic
cycle, surrounded by a lot of uncertainty
and a lot of chaos.”
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FEEDING FRENZY IN
THE SOFTWARE DEAL SPACE

“We don’t think it’s appropriate to categorise software as a sector, it permeates the entire
economy and every company is undergoing digital transformation. And you see it in the
rising percentage of transactions classified as technology deals and the increase in the
number and types of buyers of technology companies.”
Holden Spaht
Managing Partner at Thoma Bravo

Holden Spaht has a clear view of the
software space from his vantage point
as Managing Partner at Thoma Bravo,
one of the leading software investors
in private equity. What does he see?
Fierce competition for software deals
and rising values on the back end, as
companies around the world race to
make themselves software-enabled.
Software is still eating the world—and
it’s hungrier than ever. Indeed, “every
company is now a software company,”
Microsoft CEO Satya Nadella observed
a couple years ago. Driving this trend, in
part is private equity, which is pouring
record-high investments into the
software sector.

It is an increasingly attractive—and
crowded—deal space, with multiple
suitors inside and outside of private
equity courting software companies
that show potential. To win, private
equity firms must position themselves
as distinct and valuable partners. They
must demonstrate deep software
experience and the vision to see what
inputs will take a young software
company to the next level.

or quality assurance. Some need to
reorganise their go-to-market strategy.

“A lot of companies need to be
professionalised,” Spaht says. “Many
don’t have the systems or the data or
the infrastructure to make data-driven
decisions. So, we often invest heavily
in front-to-back automation of the
companies that we work with. Getting
them a real pricing system on the
front end, a real RP system, a real CRM
system. And having all those systems
talk together.”

If they want to convince highly soughtafter software companies to take
their capital, private equity firms must
demonstrate an ability to help improve
operations in all these areas.

And some of those elbows are sharp.
While a private equity firm might be
fighting for a specific deal to earn a
good rate of return, a traditionally nontech company—like a title company—
might be fighting for that same deal in
order to survive.

COMPETITION FOR DEALS
HEATS UP

MORE COMPETITION MEANS
BETTER EXITS

In today’s business environment, every
company needs to be a software
company, to some extent. This need has
only increased competition for deals as
companies seek to onboard software
abilities via acquisition. Spaht recalls
a recent opportunity with a promising
software company that specialises in
mortgage technology: “We were looking
at it as an add-on acquisition and we
were very aggressive but we lost the
acquisition to a title company.”

While the global transition to software
means more competition for software
deals, on the flipside it means better
prices when it comes time for private
equity firms to sell their portfolio
companies.

Many software companies need help
with business basics. Many have an
issue with the way they offer discounts
to the channel, even discounts to the
end customer. Many don’t know how
to offshore effectively. Some need
assistance with development engineering
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Many software companies in need
of private equity guidance are at the
point where it is time to verticalise
their business. They have been selling
software to different customers in
different industries but have failed to
develop true expertise in, say, healthcare
or manufacturing or distribution.

In years past, a title company would not
have even been on the software playing
field. But these days it’s hard to find any
company that sells a product or service
that is not fully engaged in an all-out
software effort, either to improve their
own internal processes and efficiency
or to offer a better experience to
customers.

A firm like Thoma Bravo can buy a
software company and, after making
its operating improvements and lifting
the company’s growth rate, can find a
good exit more easily these days. “We
just sold Ellie Mae to Intercontinental
Exchange (‘ICE’),” Spaht says.
“Before we took Ellie Mae private, the
company’s organic growth rate had
decelerated, and its profit margins were
low. In just over a year, by working with
the management team to implement
our operating playbook, we more than
doubled both the profit margins and
the organic growth rate of the business,
which made it an easier company
to sell. We believe ICE understands
the value of Ellie Mae’s network and
data and is taking a long-term view
on digitising the entire residential
mortgage industry.”
Exit avenues have multiplied
dramatically over the past 10 years,
as the universe of potential acquirers
has rapidly expanded. Every vertical
is now stacked with strategic buyers,
from healthcare to real estate to the
government.

In the early 2000s, it was still possible
to buy a good software company for
two times revenue. Those opportunities
no longer exist at scale. “In today’s
world, when we get our really good
companies cleaned up and they’re
performing well, the market for those
companies, on a forward-EBITDA
multiple, is—certainly on the next-12months basis—somewhere between 20and 30-times EBITDA,” Spaht says. “But
you have to do a lot of work and you
have to improve the margin structure.”

BEYOND THE BAY AREA
For many years, the San Francisco
Bay Area has been the centre of the
universe for technology. It still is but its
influence is shrinking, as an increasing
number of software startups locate their
headquarters in small but growing tech
hubs around the world.
This trend is especially true now, as
the Covid pandemic has made people
realise they can work effectively from
almost anywhere. “We have centres of
excellence all over the world,” Spaht says.
“But even in the United States, Texas
has become a more popular place to do
business. Colorado has become a popular
place to do business, New York, Florida. I
think that trend will continue.”
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‘PATIENT EMPOWERMENT’
IN THE POST-COVID ERA
The Covid-19 pandemic slammed the brakes on the global
economy. But healthcare investment remained vital amid the
crisis. Sun Capital Partners’ Daniel Florian, Managing Director,
and Stephen Cella, Principal, discuss the deal landscape for
healthcare in a market driven by innovation.
When the Covid crisis hit, many private equity firms shifted
their focus from buying and selling to preserving the value of
their portfolio companies. But one area where deal activity
remained strong is healthcare. Healthcare deal volumes in
2020 were higher than their record 2018 and 2019 levels,
despite a 14% decline in volume in PE globally.
The healthcare market did see a slowdown during the height
of the pandemic, as firms and portfolio companies assessed
their situations and shored up their businesses. But then deals
came in a rush. “There was a big push to transact and close
deals by December 30. We saw a huge flurry of activity,” says
Daniel Florian, Managing Director at Sun Capital Partners, which
focuses on numerous verticals, including the healthcare space.
Strong vintages grow from troubled soil and all indications
are that 2021 will be a robust year for healthcare investment.
There is a robust near-term outlook for any and all businesses
that directly or indirectly address the Covid environment,
which has been defined by government quarantines and the
preference for patients to receive telemedicine or at-home care.

COVID ACCELERATED EXISTING TRENDS
On many fronts, the pandemic hastened trends that were
already in motion. Long-term trends toward telemedicine,
in-home care, digital engagement and data analytics were in
progress at many healthcare organisations, driven primarily
by convenience and cost, but they were usually considered a
“nice to have” rather than a “need to have.”

bit to acquire attractive assets. But there are also those inbetweens, those high-quality businesses that will be fine longterm but are going to have short-term struggles.”
Sun Capital is now looking to invest in business models that
address growing patient populations, are capturing market
share from competitors and/or are pursuing substitution or
improvement for existing standards of care. Overall, the firm
is investing in services and technologies that improve the
patient experience.

“The businesses that proved to be Covid-resistant are arguably
worth more than they were a year ago”
Daniel Florian
Managing Director at Sun Capital Partners

HEALTHCARE INVESTMENT GENERATES RETURNS
AND RESULTS
Firms that are active in the healthcare space have the
opportunity to generate not only attractive returns for their
investors but also better results for the patients who are
customers of the businesses that private equity firms invest in.

“It’s patient empowerment,” Cella says. “We’re seeing more
healthcare providers treat patients like high-value consumers
in the way that, say, Apple has been doing for decades now.
With Sun Capital’s consumer-investing background, we’ve
hit the perfect time to be a crossover healthcare-consumer
investor because of the patient empowerment that is
happening in the marketplace.”

It’s the classic win-win scenario in PE and it is especially
available in the healthcare sector. Partners can see the positive
impact they’re making at the human level.

“Where we start to become a little more shy is with those
business models that aren’t doing those things, business
models with a legacy format that is known to be high-cost or
low-efficacy, either because there is an improved standard of
care, the specialty was not in the practice of measuring and
quantifying care outcomes, or their business models may not
be serving a high-growth end market,” says Cella.
As an example, Cella cites skilled nursing, which works well
for a subset of patients who need more intensive care but is
expensive and potentially a less-effective or equally effective
alternative to lower-cost care settings like the home. Another
example is urgent care. There may be a growing demand base
but the individual businesses themselves are not so clinically
differentiated. The product tends to be less recurring and
episodic in nature and based around location and convenience.
“So we’re a little bit more shy in the urgent care space,
despite the apparent growth in the sector, just because it’s
more difficult for us to partner with a management team to
create a truly differentiated experience relative to the other
alternatives that might be appealing,” Cella says.

The pandemic immediately compelled faster uptake of these
efforts throughout the healthcare industry, as they were
redefined as essential. Hospitals in heavily impacted places
were overwhelmed by Covid patients, which put severe
pressure on staff, space and supplies. At the same time,
providers and payers saw a spike in call centre activity and
their websites were filled with visitors in search of information.
All of this provoked a rapid digital push.
Covid also bifurcated the healthcare industry into the haves
and the have-nots. “The businesses that proved to be Covidresistant are arguably worth more than they were a year ago,”
Florian says. “And the financing markets have roared back,
so you have willing and able buyers like me chomping at the
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THE POWER OF ONE:
INDIVIDUAL INVESTORS
EMERGE AS A FORCE
While the ongoing rise of public markets
gets the headlines, private capital
returns have been outpacing more
liquid strategies. More than ever, those
returns are attracting the attention of
individual investors and their advisors.
Brian Murphy, Managing Director of
Portfolio Advisors, discusses the growing
options that individual investors have to
participate in what historically have been
difficult-to-access asset classes.

The private capital asset classes are built
on institutional capital. But recently the
huge individual-investor marketplace—
those with high net worth and not-sohigh net worth—have been taking more
interest in private capital investments.
This trend could reshape the entire
private capital industry. Financial
services firms, registered investment
advisory firms and the large wirehouses
are all aware of the interest in private
capital among their clients and are now
wondering how active they should be
in getting their clients into those asset
classes. The answer? The more flexibility,
the more comfortable they are with
putting their clients into private capital
vehicles.
“We’ve seen a significant move to the
high-net-worth side,” says Brian Murphy,
Managing Director of Portfolio Advisors,
a private markets investment specialist
that provides private equity, private real
estate and private credit investment
solutions. “We’re not a retail firm but we
have worked with some big institutions
and done some feeder funds. And
through those feeders we now have over
100 family offices and high-net-worth
individuals participating in our products.”
Individuals around the world are feeling
a need to increase their total returns and
search for yield. They are underwhelmed
by the returns offered by traditional
fixed income, and aware that public
equities have generally underperformed
private equity.
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INDIVIDUAL CHALLENGES
Trying to gain entrance to private capital
vehicles presents challenges for highnet-worth investors, primarily due to
the large ticket size typically required
of private equity and similar funds. A
retired dentist with USD $50,000 to
commit to a fund, for example, may not
be worth the administrative hassle for
the fund manager.
A second challenge is that many of the
funds being raised in the marketplace
require a qualified purchaser to
participate. That’s a USD $5 million
wealth threshold for an individual. “It’s
not uncommon for families to invest $1
million, $5 million, $10 million, even $50
million,” Murphy says. “But it’s tricky
even for a wealthy family. If they’re
worth $100 million and they want to
have 20% of their portfolio in private
equity, that’s a lot of money. But many
funds say, well, you have to write a
minimum commitment of $5 million.”

That means that particular investors can
make only four commitments before
using up the entire USD $20 million.
And that means the investment is not
highly diversified. This is one reason why
feeder funds and fund of funds have
remained popular. These structures
allowed investors who wanted access
to the private asset class to diversify
across several vintage years and
investment styles.
“Some financial advisory firms have a
big enough client base with enough
client interest that they will actually
put a feeder together as a service to
their clients,” says Murphy. “But it’s a
tremendous amount of extra work.
There are extra costs. These things
have to be audited. There is a lot of
accounting and legal.”

BACK TO THE FUTURE
Regardless of the administrative
challenges in the private capital markets,
the returns available there will continue
to draw high-net-worth individuals,
family offices and even slightly lowernet-worth individuals. In a way, it’s a
return to the old days - most of the
private markets started with the backing
of wealthy families before opening up
to institutional investors. Family offices
have been participating in the private
capital asset classes for decades.
Indeed, it was only in the ’70s and ’80s
that the institutional marketplace really
started to develop and grow.
Now that individual participation is
picking up, Murphy estimates that
hundreds of billions of dollars will flow
into the private capital asset classes
from individual investors over the next
decade.
“I think there will be tremendous
demand and it will only continue to
grow,” says Murphy. “Just as on the
institutional side you’ll see a bigger
percentage of their portfolios moving
to the private side, you’ll start to see
financial advisors moving individuals
from zero or a low percentage to 5
percent, 10 percent, even 20 percent.
Because there will be better products,
there will be more liquidity, and there
will be an easier way to access it and
generate returns.
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TRANSFER OF POWER:
FINDING OPPORTUNITY IN THE
SHIFT TO RENEWABLE ENERGY

Private equity has always followed the money. And these
days, the money is flowing away from fossil fuels toward
renewables. Todd Bright of Partners Group discusses the
wide array of opportunities created by this transition to more
sustainable options.
Power is a hot sector these days. As our climate’s tipping
point draws alarmingly near, investment is moving quickly into
renewable energy and other sustainable businesses.
Indeed, the private equity industry is launching sustainable asset
funds at a record rate, in an effort to attract the institutional
money that is moving to planet-friendly investments. Private
equity funds that invest only in renewable energy assets raised
around USD $52 billion in 2020—a new high, according to
Preqin. And the money raised for such funds as of mid-2021
was greater than fossil fuel fundraising by a factor of 25.
Investment opportunities large and small are everywhere amid
this energy transition, from electrification as a service for fleet
operators and governments, to smaller-scale opportunities like
5-megawatt solar plants.

Todd Bright
Partner, Head of Private Infrastructure Americas at Partners Group

INFRASTRUCTURE AS A SERVICE

WASTE MANAGEMENT FOR THE WORLD

The private equity and infrastructure asset classes are uniquely
positioned to put a dent in the problem of climate change, and
they can do so on a society-wide scale. Individual actions are
commendable, yes, but they will not move the needle to the
extent that deploying capital at scale can.

And then there is the other end of the funnel, where the carbon
comes out. The growing field of “carbon management” is
attracting a lot of interest from Partners Group and other firms.

Investors are thinking over the horizon, looking at novel efforts
like vehicle-to-grid power transfer. This means taking power
from the batteries in vehicles that are not being used and
putting the power back into the grid.
“Think about school buses, for example,” says Todd Bright,
Partner at Partners Group and head of the firm’s private
infrastructure in the Americas division, based in Houston. “Big
fleets that just sit in parking lots for much of the summer and
much of the day throughout the year, in the middle of the day,
when there might be a peaking need for power.”
To find opportunities like these, private investment firms like
Partners Group study broad societal and economic trends and
look for places where those trends might power sustainable
business models. For example, consider the trend toward
urbanisation and the growth of e-commerce for every need.
On the infrastructure front, there are supply-chain changes
being driven by the rapid increase in e-commerce. Distribution
centres are getting smaller and multiplying. That means more
touchpoints among those distribution centres and more
intermodal assets needed to connect them.
“The demand for those is increasing,” Bright says. “That
is an infrastructure as a service opportunity driven by the
acceleration of e-commerce and digitisation.”
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“One gigaton is 1 billion tons. That’s roughly equivalent to two
times the mass of the human population in the whole world. We’re
emitting about 40 gigatons of CO2 into the atmosphere per year.”

.

“That’s where we see the biggest bang for the buck—in
industrial decarbonisation,” says Bright. “When we talk
about carbon management, we’re talking about an emerging
social-infrastructure asset class. It’s essentially doing waste
management for a waste stream that is CO2. As a society, we
haven’t actively managed that waste stream in the past. But we
think society will do that now and into the future.”
Partners Group also has much experience in renewable energy.
It has built offshore wind farms in Europe and Australia. The
firm has invested in utility-scale solar in Japan and in Taiwan. In
the US, it has focused on the distributed-generation opportunity
set, including community solar, behind-the-metre commercial
and industrial solutions, and energy-efficiency solutions.

Partners Group is investing in carbon management now
because the need for CO2-reduction solutions is skyrocketing.
There are around 2,200 gigatons of carbon already in the
atmosphere. And when the world reaches 2,600 gigatons,
it will have reached the point of no return as far as meeting
climate goals.
“This is a next-10-year problem,” Bright says. “It’s not 2050,
not 2040. It’s the next 10 years.”
Encouragingly, there are the right ingredients in the US to
turn carbon capture into an investible infrastructure asset
class with economic incentives. The conventional energy
market holds decades of experience around CO2 capture
and transportation and injection into the ground learned in
practices like enhanced oil recovery. This knowledge can now
be repurposed toward carbon management.

“This is going to be a very big business in
the next five years. I think we’re all going to
be amazed at how big a business carbon
management is, not just in the US, but around
the world.”
Todd Bright
Partner, Head of Private Infrastructure Americas
at Partners Group
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GROWING VALUE BY
‘FUTURE-PROOFING’
BUSINESSES
Investors that look over the horizon tend
to outperform those that only see shortterm gains. But as the world races toward
tipping points on a range of fronts, it
is more clear than ever that short-term
thinking creates long-term problems.
Christian Sinding, CEO and Managing
Partner of EQT, explains how his firm’s
continued commitment means building
companies that perform well while
benefiting society.
Private equity, home to the five- to sevenyear hold, has recently seen growing
interest in long-duration fund strategies.
Those firms that are taking a longer
view are making returns by taking deep
dives into societal megatrends. They are
“future-proofing” their portfolios and, at
the same time, making a positive impact
by investing in companies that create
social and environmental value.
A long-term approach also requires a
good amount of agility, as demonstrated
by the Covid pandemic, which radically
accelerated a number of disruptive
trends, such as remote work, ecommerce
and telehealth.

EQT is a global private equity firm
founded with a long-term investment
strategy, and its CEO says that strategy is
poised to be more valuable than ever as
key mega-trends gain momentum.
“The pandemic is accelerating a lot of the
trends we have been investing in and will
be investing in over the coming years,”
says Christian Sinding, EQT’s CEO and
Managing Partner. “The broader sectors
that we’ve done more than 80 percent of
our investing in the last several years are
healthcare and healthcare services that
are tech-enabled.”
The healthcare sector is a prime case
study of long-term disruption in play.
EQT is carefully watching payment
software for the healthcare industry and
specialty pharma, particularly mRNA
vaccines. EQT just took public a company
called Certara, which makes software
that analyses the ways that drugs
interact in the body.

“We try to find companies where we’re investing in the long-term
trends of society. We look at the company if we think it’s an
attractive place to be over time and an area where we can really
make a difference.”
Christian Sinding
CEO and Managing Partner at EQT Partners
INFRASTRUCTURE IN TRANSITION
Another sector feeling the impact of
a long-term trend—climate change—is
infrastructure. It is being fundamentally
altered by the push for transition to
sustainable energy. Sinding points to
ferry services as an example of a value
created by staying ahead of the climate
change mega-trend.
“We own two ferry companies, one
in Norway, one in Denmark. We’re
electrifying their fleets. This is super
interesting. A ferry that has been
polluting locally with diesel but
providing an essential service can be
powered instead by renewable energy.
And once you have that done, you have
a much better business model. You have
a higher return on equity. You also have
a much better service for society. You
can make a good financial investment by
making a business future-proofed.”

There are many such win-win
opportunities for private equity firms
that do long-term investing. By futureproofing infrastructure companies like
ferries, firms can make a good return
while making a positive societal impact.

SUSTAINABILITY FOR
LONG-TERM RETURNS
Firms like EQT are surfing the
sustainability trend by making
sustainability part of their due diligence
and value-creation plans. Indeed, they’re
weaving sustainability into the core of
their value-creation thesis and investing
philosophy. When evaluating two
companies that are offering the same
product, and one of those companies
can become more sustainable during the
ownership period, the more sustainable
path tends to be the one that EQT takes,
says Sinding.
The combination of financial performance
and public perception will make
sustainable companies more valuable
at the end of the investment period.
They will have a better relationship with
regulators, they will attract the best
young talent and they will have the most
future-proofed value chain.

In fact, private equity as an industry
is uniquely positioned to make those
sorts of changes—those that create a
return for investors and for society as a
whole. Because firms own their portfolio
companies, they control them and they
can drive the shift to sustainability. It’s
much easier for a PE firm to do this than
the public markets, because it is the PE
firms that populate the boards of the
companies and set company goals.
“We’re the ones, together with the
boards and the management, who
set the strategy for the business,”
Sinding notes. “So, we have a unique
opportunity in private equity to really
make a difference. Our customers
understand this. They’re starting to push
us in that direction. We’re also pushing
them and we’re pushing each other. And
I hope the rest of the industry continues
to drive this forward because it’s going
to be very important for returns—and
very important for society.”

Christian Sinding
CEO and Managing Partner
at EQT Partners
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“The more sustainable
companies are the companies
that will be the better players
in society. Therefore, they’re
going to be by far the best
investments, even if you have
to make some investments to
drive those changes.”
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