
Unique Opportunities for Co-investments 
The Current Environment has Offered Increased Opportunities for “Mid-Life” Deals
The co-investment deal flow that HQ Capital has seen so far in 2020 has been consistent in volume to previous years but
we have observed a shift towards more “mid-life” transactions (i.e., an investment in a company that the lead sponsor
already owns) with the number of “mid-life” deals entering our pipeline having tripled so far this year. This trend is largely a
function of the COVID-19 pandemic as General Partners (“GPs”) have needed to further capitalize their portfolio
companies in order to, (i) manage through the crisis, and (ii) pursue growth opportunities, like accretive add-ons, that may
present themselves over the next couple of quarters. This has created an opening for co-investors to provide co-
investment capital in these “mid-life” transactions.

While traditional co-investments, like co-underwrites and post-close syndications, continue to comprise the majority of our
co-investment program, “mid-life” transactions have offered especially compelling risk-return profiles and below we have
listed some of the reasons why.

Insights

Ability to Step into Embedded Value / Potential for Immediate Mark-Ups2

Many GPs generally hold their investments at cost for the first year of ownership, which sometimes obfuscates the true
performance of the investment. In a “mid-life” transaction, the GP has a current and recent mark-to-market, which the co-
investor will review as part of the due diligence process and use to create an initial valuation. “Mid-life” transactions allow
the co-investor to step into embedded value based on current and expected growth of the company and/or expected
synergies from a potential add-on acquisition. Additionally, in some “mid-life” transactions, the co-investor may price or
structure the deal in a way that results in an immediate mark-up and strong downside protection. While the objective of co-
investing is to achieve strong risk-adjusted returns over the duration of the investment, the ability to mark-to-market
sooner is a helpful benefit.

Case study: In a “mid-life” transaction completed by HQ Capital, we stepped into an attractive preferred security that
allowed a GP to provide growth capital to a strong performing business that it had owned for three years but in which it
was unable to increase its investment due to the company already having the largest exposure in the GP’s fund. Based on
the current mark-to-market by the GP, HQ Capital was able to enjoy an immediate mark-up and potentially avoid the “J-
curve” effect that impacts most single manager direct funds and multi-manager co-investment funds. Additionally, the
security that HQ Capital invested in provides strong downside protection.

In “mid-life” transactions, the co-investor and the financial sponsor(s) with whom they partner have built-in knowledge of
the asset including its key strengths, risks and possible levers for future growth. Further, they will have insight into
company characteristics such as, (i) the performance of the business relative to the original investment case, (ii)
management team capabilities and ability to execute the operational roadmap (e.g., integration of synergistic add-ons)
and, given the current market environment, (iii) the impact COVID-19 has had on the business and the market(s) in which it
operates. This insight is particularly helpful today, allowing the co-investor to avoid “mid-life” transactions where additional
defensive capital is likely to be required.

Case study: In a “mid-life” transaction completed by HQ Capital, a GP that had owned a company for almost two years
required additional capital to continue its buy and build strategy. Since the fund that held the investment needed to reserve
capital for the other companies in the portfolio, HQ Capital was able to step in and invest alongside a GP that has
demonstrated an ability to successfully acquire and integrate add-ons.

Built-In Knowledge of Asset / Risk Mitigation1

Given that GPs have been invested in the underlying asset for one or more years by the time the co-investor reviews a
“mid-life” opportunity, the expected time to exit is often shorter than the typical private equity hold period. Accordingly,
“mid-life” transactions have the potential to have shorter durations than traditional co-investment transactions while having
comparably strong upside potential. With that said, it is important to ensure that the co-investor’s and the GP’s interests
are aligned with regards to exit timing and return.

Shorter Duration 3
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The current market environment has presented HQ Capital with an attractive set of co-investment
opportunities and we will look to continue partnering with top-performing managers in both traditional and
“mid-life” deals while crafting portfolios designed to outperform the broader private equity fund market.

September 2020



About HQ Capital

HQ Capital is a pioneer in private equity with a track record dating back to 1989. In 2019, HQ Capital was ranked
a Consistent Top Performing Private Equity Fund of Funds Manager by Preqin for the fifth year in a row based on
our Auda Capital U.S. series. As of June 30, 2020, the firm manages $8.0 billion in assets, has invested in 570+
funds and 100+ direct companies alongside 274 GPs, and holds over 90 Advisory Board seats.

For more information, visit www.HQCapital.com.

Important disclaimers and performance disclosures

All data and information is as of September 2020 unless otherwise noted. Based on HQ Capital analysis and research.

Preqin Badge Footnotes: Reflects the performance of the Auda Capital U.S. private equity fund series from vintage years 1999 through 2015. In total, 90 firms and 1,017 funds fulfilled the
selection criteria to be eligible for this ranking in 2019. Below is an explanation, provided by Preqin, of the inputs and calculation methodology for the 2019 Consistent Top Performing
Private Equity Fund of Funds Manager badge. The count of eligible participants as well as the calculation methodology for the 2018, 2017, 2016 and 2015 rankings is not currently
available but we expect that it is substantially similar, if not identical, to the 2019 count and methodology. Note that the cut-off to receive badge was an average quartile rank of 2.00:
“Preqin generates quartile rankings for individual funds according to their investment strategy, geography and vintage year. Each fund universe constitutes funds with similar types,
geographies and vintage years, enabling quartile ranking to be assigned using a combination of both the net IRR and multiple ranking of each constituent fund – with equal weights placed
on both. In instances where the sample size is small, the funds are assigned quartile rankings that are generated against the private capital industry in its entirety. The tables are compiled
using only funds for which Preqin assigns a quartile ranking, and so for this reason, funds within the first three years of their life-cycle have been excluded as these funds are too early in
their fund lives to generate meaningful IRRs. Furthermore, only managers that have raised at least three (3) funds of a similar strategy are considered and further narrowed down to include
only active fund managers (whereby the fund manager must have raised a similar strategy fund since 2010). The lower the average score, the more consistently the manager has
performed. The scores are calculated by assigning top-quartile funds with a score of “1”, second quartile funds are given a score of “2” and so on – and then an average of the scores is
taken. Only firms with average quartile rankings of below 2.0 are considered for the award. Score = (#No. of Q1 funds*1) + (#No. of Q2 funds *2) + (#No. of Q3 funds *3) + (#No. of Q4
funds *4) / Total number of funds with a quartile ranking.”

This document does not constitute an offer to sell, or a solicitation of an offer to buy, any security and may not be relied upon in connection with the purchase or sale of any security. HQ
Capital prohibits any redistribution of this document without the prior written consent of HQ Capital. The document is not intended for distribution to, or use by, any person or entity in any
jurisdiction or country where such distribution or use is contrary to law, rule or regulation.

HQ Capital makes no guarantee of future outcomes and/or targets. Past performance is not necessarily indicative of future results. Any projections and forecasts contained in this document
are based on a variety of estimates and assumptions. There can be no assurance that the assumptions made in connection with the projections and forecasts will prove accurate, and actual
results may differ materially. Opinions expressed are current opinions as of the date appearing in this material only. The information provided in these materials is illustrative and no
assurance can be provided that any of the future events referenced herein (including projected or estimated returns or performance results) will occur on the terms contemplated herein or
at all. While the data contained herein has been prepared from information that HQ Capital believes to be reliable, HQ Capital does not warrant the accuracy or completeness of such
information.
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