
 

 

ASX: PE1 
PENGANA PRIVATE EQUITY TRUST 
A diversified portfolio of global private market investments, managed by one 
of the largest and most diversified independent asset managers in the world 
- Grosvenor Capital Management. 

 

 

 

 
 
 
 

    

 

PRIVATE EQUITY INVESTING: WHY AN INCREASINGLY 
VOLATILE MARKET ENVIRONMENT CAN FAVOR 
MIDDLE MARKET CO-INVESTMENTS 
 
Select risks include: information risk, management risk, risks related to reliance on third parties, and risks related 
to the sale of investments. 

 

A NEW MACRO ERA 

Aside from a brief shock in the early months of COVID-19, private markets have generally enjoyed favorable 
conditions, both for M&A and company operations, over the past few years. Historically low interest rates 
combined with manageable inflation and steady growth encouraged active dealmaking and significant capital 
deployment during this period of time. Companies and sponsors could count on the ample availability of low-
cost debt financing and a backdrop that supported top-line growth. These macro-dynamics increased 
valuations for the largest and highest-quality companies. 

However, the macroeconomic outlook has shifted materially since late 2021 from a combination of higher 
inflation, rising interest rates, and elevated volatility. During periods of increased economic uncertainty, we 
believe private equity investing in the middle market can be an attractive option for investors looking to create 
value through operational and strategic enhancements, as compared to investments in larger companies that 
rely more heavily on a stable and expanding economic environment to drive their performance.  By co-investing 
in middle market companies alongside high-quality private equity sponsors, investors can benefit from 
structural inefficiencies that are less dependent on macro factors and do so at more efficient economics. 

THE OPPORTUNITY 
Amid the current volatile market conditions, we think the case for co-investing in middle market companies is 
even more compelling. The opportunity lies in exploiting inefficiencies both in the private markets’ sale process 
and those often found in the operation of middle market businesses.  We believe middle market investing 
presents more controllable and actionable value creation levers for investors, as opposed to larger deals where 
existing operational processes and efficiencies can limit improvement opportunities.  Due to company size, 
value creation levers implemented in middle market companies can have a meaningful impact on EBITDA 
growth, ultimately driving potential returns. 

We believe there is opportunity for investors to take advantage of middle market inefficiencies across several 
dimensions: 



1. THE OPPORTUNITY FROM SOURCING AND DILIGENCE 
INEFFICIENCIES 

In North America and Europe there are approximately 100,000 private companies. Of those 100,00 companies, 
approximately 89,000 fall in the middle market, leaving investors with an abundance of potential investment 
opportunities and information to evaluate.  Finding attractive investments relies on quickly and effectively 
assessing a sea of potential opportunities to find the ones that offer the right mix of value and potential. 
Sourcing is also less efficient in the middle market; some companies may not be working with an M&A advisor, 
which makes direct sourcing a more difficult but potentially more valuable activity in terms of investment returns. 

 

The diligence process itself is also less uniform than for larger companies. Middle market companies frequently 
have information gaps when they begin to look for an institutional partner. Financial and operational information 
may be less structured and more difficult to access than with larger companies. To find solid investments in 
the middle market, investors must be prepared to evaluate information in whatever form it’s available. 

Finally, the “right” opportunity doesn’t just depend on the target company, but also how it matches with the 
resources and expertise of the sponsor, what we call the “sponsor fit” of the deal. A key driver of the secular 
value expansion in middle market companies is from the strategic and operational changes they make in 
partnership with the sponsor. “Sponsor fit” is consequently a key element of the investment approach. 
Ultimately, capturing the opportunity in these inefficiencies can generate outsized returns to experienced 
middle market investors that are not tied exclusively to the macro dynamics of the market environment. 

2. THE OPPORTUNITY FROM MANAGEMENT AND OPERATIONAL 
INEFFICIENCIES 
There can be many levers to materially impact the operations or performance of a middle market company. 
This phase of maturity can unlock significant value and drive scaled growth, as businesses transition from the 
typically less-efficient practices and norms of small operations to the more standardized, efficient norms of 
larger organizations. For instance, investing in middle market businesses can present opportunities to: 

• Augment or replace the management team. 

Private equity investors have access to broad networks of business leaders who can increase the capabilities 
of middle market companies. Sponsors can drive value at these businesses by adding seasoned executives 
with deep industry experience to the management team or by creating new roles to lead growth initiatives. 
Strategic human capital investments can accelerate the growth of middle market companies and make these 
organizations more competitive over time. 



 

• Upgrade benchmarking data and strategic planning.  

Middle market companies tend to focus most of their resources on maximizing day-to-day operations, which is 
how they achieved the growth to reach middle market size, but they may be under-invested in terms of some 
of the benchmarking and strategic tools that larger companies have accessed for years. Some lack 
standardized KPIs or the data infrastructure to track their performance and profitability across their regions or 
lines of business, or to assess their strategy against peers. Sponsors can bring in this kind of toolkit, giving 
managers more information to run their businesses. In contrast, companies of scale or that have been through 
several years of private equity ownership have likely already captured the sizeable benefits of this kind of toolkit 
upgrade. 

• Create value through M&A.  

Middle market companies may not have explored M&A in the past, as smaller companies rarely have the tools 
or capital to pursue a proactive acquisition strategy. In fact, this kind of inorganic growth strategy can be quite 
impactful as smaller bolt-on acquisitions can be purchased at accretive multiples and can generate 
considerable synergies. 

• Better access to and utilization of capital.  

Many companies in the middle market space are still using local banking relationships with limited options for 
sourcing capital. By partnering with a private equity firm, they gain new access to larger and more sophisticated 
capital relationships, enabling them to tap into debt and equity funding through banks, fund partners, and 
capital markets. 

3. THE OPPORTUNITY FROM EXIT OPTIONS 
When a middle market firm goes through its first era of private equity ownership, it may be moving from a small 
entrepreneurial organization to a significantly larger, more sophisticated platform. This phase of growth often 
commands a “re-rating” of their valuation multiple, which reflects the scaling of the business. The same re-
rating boost does not usually apply for companies that are going from large to larger. 

At the end of the investment holding period, middle market companies are also greeted with a range of potential 
exit options. They can pursue a sale to a strategic buyer, a financial buyer, or in some cases an IPO. The 
value-creation process can make a small company more marketable in general, yet the company is still at an 
investable size for a significant pool of buyers. In contrast, mega caps are feasible investments to a more 
limited universe of potential buyers. Most importantly, these mid-sized companies are not as dependent on the 
IPO window and broader public market activity in order to be sold and generate liquidity. 



4. THE OPPORTUNITY TO OUTPERFORM 
Investing in middle market buyouts provides the opportunity to generate higher returns than investing in the 
larger end of the market.  Furthermore, partnering in deals alongside the top performing managers can lead to 
increased outperformance.  A meaningful performance gap exists between upper quartile buyout funds 
focused on middle market companies and those focused on large buyouts.  As seen below, upper quartile 
middle market buyout funds generated a 22.1% net IRR compared to 19.0% for upper quartile large buyout 
funds. That’s 310bps of incremental net IRR for top-performing middle market funds. Ultimately, this gap 
suggests that investing in middle market companies can lead to outperformance versus larger companies, and 
that incremental performance significantly increases when you partner with the right managers. 

 
THE INFRASTRUCTURE NEEDED TO ACCESS MIDDLE MARKET 
POTENTIAL 
With a more volatile backdrop for operations and capital markets, there’s a case for focusing on investments 
that have more structural inefficiencies and controllable operational levers to create value. Middle market 
companies can be at an appealing point in their growth trajectory, ready to upgrade operations, expand 
management teams, and/or pursue accretive acquisitions. 

However, this market is only accessible to those with the right infrastructure in place (like PE1). That includes 
a large network of sponsor relationships with whom to co-invest as well as the resources and experience to 
help investors assess opportunities in a market with less visibility. We believe the ability to successfully 
capitalize on middle market co-investments is especially powerful for navigating the current market 
environment. 

 

 

 

 



Important Disclosures 

For illustrative and discussion purposes only. 
No assurance can be given that any investment will achieve its objectives or avoid losses. 
The information and opinions expressed are as of the date set forth therein and may not be updated to reflect new 
information. 

Investments in alternatives are speculative and involve substantial risk, including strategy risks, manager risks, market 
risks, and structural/operational risks, and may result in the possible loss of your entire investment. The views expressed are 
for informational purposes only and are not intended to serve as a forecast, a guarantee of future results, investment 
recommendations, or an offer to buy or sell securities by GCM Grosvenor. All expressions of opinion are subject to change without 
notice in reaction to shifting market, economic, or political conditions. The investment strategies mentioned are not personalized to 
your financial circumstances or investment objectives, and differences in account size, the timing of transactions, and market 
conditions prevailing at the time of investment may lead to different results. Certain information included herein may have been 
provided by parties not affiliated with GCM Grosvenor. GCM Grosvenor has not independently verified such information and makes 
no representation or warranty as to its accuracy or completeness. 

Data sources:   

Certain information, including benchmarks, is obtained from The Burgiss Group (“Burgiss”), an independent subscription-based data 
provider, which calculates and publishes quarterly performance information from cash flows and valuations collected from of a 
sample of private equity firms worldwide. When applicable, the performance of GCM Grosvenor’s private equity, real estate, 
and infrastructure underlying investments are compared to that of its peers by asset type, geography and vintage year as of the 
applicable valuation date. GCM Grosvenor’s Asset Class and Geography definitions may differ from those used by Burgiss. GCM 
Grosvenor has used its best efforts to match its Asset Class, Geography, and strategy definitions with the 
appropriate Burgiss data but material differences may exist. Benchmarks for certain investment types may not be available. GCM 
Grosvenor uploads data into its system one-time each quarter; however, the data service may continue to update its information 
thereafter. Therefore, information in GCM Grosvenor’s system may not always agree with the most current information available from 
the data service. Additional information is available upon request. 
 
1. The NAV is unaudited. The reported NAV is prior to adjustments relating to the subsequently closed rights issue. Following adjustments relating to the rights issue, the diluted NAV per unit is 

$1.5942. 

2. Past performance is not a reliable indicator of future performance, the value of investments can go up and down. The net return has been determined with reference to the increase in the Net Asset 
Value per Unit, as well as of the reinvestment of a Unit’s distribution back into the Trust pursuant to the Trust’s distribution reinvestment plan (“DRP”). Pengana has established a DRP in respect of 
distributions made by the Trust. Under the DRP, Unitholders may elect to have all or part of their distribution reinvested in additional Units. 

3. The NAV per unit at inception is based on the subscription price per unit which is equal to $1.25. 

4. From 1 July 2020, Pengana intends to target a cash distribution yield equal to 4% p.a. (prorated on a non-compounded basis) of the NAV (excluding the total value of the Alignment Shares but 
including the cash distribution amount payable) as at the end of the period that a distribution relates to. The targeted distribution is only a target and may not be achieved. Investors should read the 
Risks summary set out in Section 11 of the IPO PDS. 

5. The functional currency of the Trust is the Australian Dollar. The Trust’s investments are denominated in multiple other currencies (including and predominantly the US Dollar) and the Trust does not 
hedge its foreign currency exposures. The Trust’s performance is therefore impacted by foreign currency fluctuations. The ‘Local Currency Net Return’ represents the performance of the Trust 
without any impact from foreign exchange fluctuations, effectively assuming that all foreign currency exposure is hedged at no cost. 

6. In reviewing the case studies / trade examples (“Examples”) provided in this presentation, you should consider the following: 
 

This presentation does not purport to make any recommendations regarding, or to serve as a basis or analysis on which persons might make investment decisions regarding, specific 
securities, investment strategies, industries or sectors.  It is prepared for informational purposes only to provide background, data and topical comment on various aspects of the 
alternative investments industry.  References to specific securities, strategies, industries or sectors contained in this presentation, whether successful or unsuccessful, are presented 
solely for illustrative and educational purposes only and should not be relied on in connection with making any investment decisions.  The returns (actual or hypothetical) described in 
the Examples, if any, should not be taken as any indication of the performance of any investment in any strategy described herein. Further, potential outcome scenarios described in 
each Example represent only certain possible outcomes for the given trade. Additional outcomes may include severe or total losses.  
 

References to “managers” or “investment managers” in this presentation are not necessarily to “managers” or “investment managers” of the underlying funds (“Underlying Funds”) in which one or 
more GCM Grosvenor fund or account invests.  Where expressly noted, however, references to “managers” or “investment managers” in this presentation are to the subset of investment managers 
of Underlying Funds in which one or more GCM Grosvenor fund or account invests. 
 

By accepting this information, you agree to treat it as confidential and not to use it for any purpose other than evaluating your investment in a GCM Grosvenor fund or account.  Moreover, the 
information may include material, nonpublic information relating to particular securities and/or the issuers thereof.  Furthermore, you acknowledge that you may be receiving material, nonpublic 
information and that, under certain circumstances, United States securities laws prohibit the purchase and sale of securities by persons or entities who are in possession of material, nonpublic 
information relating to such securities and/or the issuers thereof, and the securities laws of other jurisdictions may contain similar prohibition.  Therefore, it is possible that trading in securities 
and/or the issuers thereof which are the subject of information contained in this presentation may be prohibited by law.  
 

GCM Grosvenor obtains information about investment managers with whom GCM Grosvenor funds or accounts do not invest, either through direct communication with such investment managers or 
through third-party sources.  In attributing particular outlooks, expectations or statements to “managers” or “investment managers,” GCM Grosvenor has relied exclusively on information 
communicated to it by such “managers” or “investment managers” or by third-party sources whom we reasonably believe to have reliable information concerning these matters. GCM Grosvenor has 
not independently verified such information and makes no representation or warranty as to its accuracy or completeness. 

None of Pengana Private Equity Trust (“PE1”), Pengana Investment Management Limited (ABN 69 063 081 612, AFSL 219 462) (“Responsible Entity”), Grosvenor Capital Management, L.P., nor any 
of their related entities guarantees the repayment of capital or any particular rate of return from PE1. Past performance is not a reliable indicator of future performance, the value of investments can go 
up and down. This document has been prepared by the Responsible Entity and does not take into account a reader’s investment objectives, particular needs or financial situation. It is general 
information only and should not be considered investment advice and should not be relied on as an investment recommendation 

Pengana Investment Management Limited (Pengana) (ABN 69 063 081 612, AFSL 219 462) is the issuer of units in the Pengana Private Equity Trust (ARSN 630 923 643) (the Trust). Before acting 
on any information contained within this report a person should consider the appropriateness of the information, having regard to their objectives, financial situation and needs. None of Pengana, 
Grosvenor Capital Management, L.P. (Grosvenor), or their related entities, directors, partners or officers guarantees the performance of, or the repayment of capital, or income invested in the Trust. 
An investment in the Trust is subject to investment risk including a possible delay in repayment and loss of income and principal invested. 

Authorised by: Paula Ferrao, Company Secretary 

 PENGANA INVESTMENT 
MANAGEMENT LIMITED  
ABN 69 063 081 612   AFSL 219 462 

Levels 1, 2, 3 
60 Martin Place 
Sydney NSW 2000   

T: +61 2 8524 9900  
F: +61 2 8524 9901 
E:  clientservice@pengana.com 

PENGANA.COM 
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