
 

 

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’S ROLE IN A WELL-CONSTRUCTED PORTFOLIO 

The original article was published in Firstlinks 24-March-2022, and is available HERE 

The $200 billion Future Fund is not alone in its enthusiasm for private market investments. One of the 
most significant financial trends since the turn of the century has been the explosive growth in private 
markets. 

Private Equity is the cornerstone of the Future Fund’s illiquid portfolio, accounting for 16.8% of total 
portfolio allocations, second in size only to their global listed equities portfolio (including both developed 
and emerging markets). 
Meanwhile, Calpers, Americas largest public pension fund, has announced an intention to increase 
exposure to private equity and private debt from 8% to 18% as we see the acceleration of a well-
established trend: Morgan Stanley says US companies (the largest market for private investments) have 
raised more money in private markets than in public markets each year since 2009. 

The magnitude of the ongoing opportunity is still emerging, as private markets are significantly larger 
than public markets, according to the S&P Capital IQ database. 
  

https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.firstlinks.com.au%2Fprivate-equitys-role-well-constructed-portfolio&data=04%7C01%7C%7Cc4a12d351df340814e7d08da0d224c5d%7C7af5b3509a3d41038263185f142fb34d%7C0%7C0%7C637836738194709953%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000&sdata=ErPAjfie6pNBWPjqDQq1inkNV2GSoek6cVe%2BvBwqjbk%3D&reserved=0
https://www.morganstanley.com/im/publication/insights/articles/articles_publictoprivateequityintheusalongtermlook_us.pdf


UNDERSTANDING PRIVATE EQUITY 

Private equity refers to capital invested in companies that are not listed on public exchanges. Such 
investments can be made at any stage during the corporate life cycle. 

The characteristics, risk, and potential return of private equity investments typically vary according to the 
stage at which the investment is made, with most investments being made once companies are more 
mature and validated: 
 

Angel Investing is initial private funding support often backing little more than an idea and an 
entrepreneur. 
 
Venture Capital is where managers actively work with early-stage or start-up investments to develop 
the business to raise further capital to fund commercialisation. 
 
Growth Capital generally follows the venture capital stages as companies with viable business models 
and proven demand prepare for success on a larger scale. An increasing portion of growth capital funds 
customer acquisition. 
 
Buyouts are the largest private equity segment. Transactions involve buying all, or a controlling stake, 
of a mature company with intention to improve its business and financial health, later reselling it for a 
profit to an interested party or conducting an IPO. Such transactions are often called leveraged buyouts 
as predictable future cashflows are ‘leveraged’ such that the acquisition can largely be debt financed, 
thereby bolstering investor returns. 
 
Distressed funding is niche and generally involves acquiring the debt, equity or assets of a distressed 
business with the intention to restructure, recapitalise, and return to profitability. 
 

 

Most private equity funds have an investment term of 10-12 years with only a small portion of the 
committed capital generally required upfront. The investments are typically made during the first five 
years with the realisations occurring later in the life of the fund. 

 

 

 

 

 



 

WHAT’S IN IT FOR INVESTORS? 

Since the GFC, more companies have chosen to stay private rather than list on public exchanges as the 
regulatory burden for listed companies has become increasingly onerous and the funding options for 
unlisted businesses have improved. 

Investors are attracted to private equity for: 

1. Proven ability to deliver strong risk-adjusted returns 

2. Resilience displayed during market turmoil 

Private equity’s lower correlation with listed equities has become more relevant as investors seek to 
diversify away from heightened valuations in global equities, and anaemic cash returns. 

The charts below illustrate how private equity has outperformed listed equity across time horizons and 
geographic regions. There is also greater variation in performance among managers when compared 
with listed equity funds, meaning investors who commit to top-tier private equity managers can expect to 
capture much greater levels of outperformance than the averaged-out returns displayed below. 

 

 

1 The Public Market Equivalent (“PME”) concept allows investors to compare the performance of private equity and other private markets 

investments (Private Equity) to other types of investments, such as public market indices (Public Equity). The methodology assumes 

buying and selling a given index according to the timing and size of the cash flows between the investor and the private investment. 

Performing this comparison requires the construction of a hypothetical investment fund that mimics private equity cash flows. This 

hypothetical fund purchases and sells shares of the index at the same time the private equity vehicle calls and distributes cash. 

Sources: MSCI, S&P and BURGISS 
 

 

 

 

 

 



 

OVERCOMING THE CHALLENGES OF PRIVATE EQUITY INVESTING 

The benefits of investing in private equity have traditionally accrued to institutional, wholesale, and ultra-
high net worth investors who are better placed to manage the traditional complexities associated with 
investments in the asset class. 

This changed in 2019, when Pengana Capital Group listed the Pengana Private Equity Trust (ASX:PE1), 
a listed private equity vehicle specifically designed to enable everyday retail investors to overcome the 
many barriers in accessing private equity. 

The LIC structure is most appropriate for listed private equity because it allows an investment manager 
to unitise illiquid underlying investments into shares and list on the market. This structure solves several 
challenges of private equity investing, including: 
 
High barriers to entry: Private equity fundraisings are extremely exclusive with significant excess 
demand for top managers; PE1 partnered with US-based GCM Grosvenor to leverage existing access 
via a well-established private equity manager with long-standing relationships, which provides exposure 
to these difficult-to-access private equity opportunities. 
 
Capital constraints and high minimum investment requirements: Typical private equity funds may 
require a minimum of $5-10 million for a single investment. PE1 provides access to a truly diversified 
portfolio of private equity investments across underlying investment managers, economic conditions, 
vintages, geographies, sectors, and strategies (PE1 has exposure to nearly 400 underlying companies). 
 
Highly illiquid: Existing private equity vehicles lack liquidity with an average 10-year capital lock up. But 
the LIC structure means PE1 investors have daily liquidity on the ASX. 
 
Complex cash-flow management: Traditional private equity funds require capital to be contributed on 
a drawdown basis and exhibit lumpy returns as investments are realised and funds wound up. Yet the 
listed investment trust structure allows for internally managed cashflows, with drawdowns and 
distributions managed by the portfolio manager. Distributions are further reinvested to gain new private 
equity exposures. 
 
No regular distributions: Regular distributions are a challenge for traditional unlisted private equity, yet 
PE1 can target a 4% p.a. distribution paid semi-annually. 
 
 
 
 
 
 

 

 



 

WHY PRIVATE EQUITY IS BECOMING MORE RELEVANT 
 
In its Global Private Equity Report 2021, Bain and Company shows that one of private equity’s enduring 
strengths is its ability to thrive during periods of economic disruption with downturns historically providing 
excellent investment opportunities. This is particularly evident when assessing the returns (IRRs in the 
17 – 21% range) of funds established in 2002 and 2009 following the last economic downturns. 
 

 

 

All current evidence indicates inflation is likely to remain elevated, with potential for huge spikes 
following Putin’s invasion of Ukraine. Global interest rates could march steadily higher. This will put 
pressure on businesses with excessive leverage and valuations. 

In the private markets, these characteristics are typically associated with the very large funds and mega 
transactions where the deal terms reflect the intense competition to deploy vast amounts of capital. 
Middle market transactions are typically completed with lower levels of leverage, and at lower 
valuations, which should provide a measure of additional protection in a rising rate environment. 

The recent inflation shock presents a unique opportunity for private equity managers to offer solutions to 
high quality businesses that require continued financing and structuring them to include strong downside 
protection for investors while preserving meaningful upside. 

  
Russel Pillemer is co-founder and Chief Executive Officer of Pengana Capital Group, which operates the Pengana Private 

Equity Trust (ASX: PE1). This article is general information and does not consider the circumstances of any investor. 
 

 

 

https://www.bain.com/globalassets/noindex/2021/bain_report_2021-global-private-equity-report.pdf
https://www.pengana.com/
https://pengana.com/our-funds/pengana-private-equities-trust/
https://pengana.com/our-funds/pengana-private-equities-trust/


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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