The Evolution of Value Creation for PE

Portfolio Companies

Why companies are staying private longer and how theyre evaluating their options

How have companies’ timelines to exit evolved in the last two decades?

For private companies and their investors, options have developed significantly, with
companies staying private longer as they are increasingly able to access liquidity
without tapping public markets. Instead to going public, companies have alternatives,
including pursuing growth equity or taking additional investments from financial buyers.

At the same time, PE firms have become more sophisticated owners with a focus on
value creation and being reliable, active partners to management teams. They are
focused on creating healthy companies from the inside out, turning to exit strategies
only when the time is right.

The environment has also become more complex for strategic buyers as they face
growing competition from financial sponsors on all aspects of a process, from speed to
price to certainty of close.

Public equity markets are experiencing volatility and credit spreads are widening.
How will these market conditions impact hold periods or exit strategies for private
companies?

Following an extended bull market period, companies are reevaluating exit plans and
refocusing on organic growth strategies until public markets stabilize. Company owners
are maintaining the mindset of monetizing only when valuations are strong, so if they
have the luxury of choice, some may pause their plans to exit in the near term and turn
their focus to value creation.

Beyond full exits, a multitude of business levers remain viable in today’s market,
from upgrading talent to developing new offerings. So long as the company remains
focused on value creation, limited partners (LPs) are typically comfortable with
extended fund lifecycles.

As continuation funds continue to rise in popularity, how are private companies
balancing general partner (GP) and LP expectations for monetization and hold
periods?

While continuation funds have been viable options for many years, investors’
understanding of the vehicle has evolved. What was once a path forward for
underperforming portfolio companies or restructuring of zombie funds is now
frequently used for extremely high-quality assets.

GPs and LPs alike are focused on directing their time and capital towards the very
best businesses, management teams and assets—and many times, these can be
found in their own backyard. Why look outside if you already own the top performer
in a particular market, especially if together with management, you believe you can
continue to augment capital and deliver the best risk-adjusted return?
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The continuation fund enables GPs and LPs to continue to focus on
companies that are often bound by fund life constraints. So long as the
new vehicle is structured with strong alignment between GP and LP
preferences, GPs can continue to manage high-performing companies,
and LPs are given optionality to continue their investment in the asset or
collect their return.

How should GPs weigh a sale versus a continuation fund? .. GPs should think
Continuation funds are certainly a tool to leverage in the right situations, critically about
butitisimportant that GPs remember they are not the only path to exit. whether they are the
Challenges can exist with continuation funds if there is misalignment appropriate partner
between the continuation vehicle and the underlying asset(s). for a company in its
LPs are highly focused on the GP’s underwriting return from the point next gr?Wth s.tage .

of transfer into a continuation vehicle to an eventual full exit. They and weigh this against
will also want to see conviction from the private equity firm with a the potential for
meaningful GP commitment. future returns and
Many PE firms specialize in a certain stage of a company’s lifecycle. The relationships with LPs

same firm that oversaw a business’ growth in early stages may not be
the best-suited partner for the same company scaling its growth once
it becomes more mature. When considering a continuation fund, GPs
should think critically about whether they are the appropriate partner
fora company in its next growth stage and weigh this against the
potential for future returns and relationships with LPs.

Steve has over 20 years’ experience advising private equity firms and portfolio companies on primary
and structured transactions and fundraising. He is thoughtful in his approach to each opportunity,
anticipating challenges and navigating changing market dynamics. Steve inspires confidence in his
clients to be creative, blaze new paths and set new market landmarks to help them achieve their
strategic objectives.

Contact Steve at scarre@lincolninternational.com.

Dan has over a decade of experience advising general partners on reaching their capital raising
objectives. He develops deep connections with his clients, understanding their unique needs and
providing creative capital raising solutions through a transparent and nimble approach that anticipates
and navigates through challenges and changing market conditions.

Contact Dan at dposternak@lincolninternational.com.

For other perspectives, visit us at www.lincolninternational.com/perspectives.

Interested in learning more? Get to know Lincoln’s Private Funds Advisory at
www.lincolninternational.com/services/private-funds-advisory.
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