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Concentration Risk

4
What is Concentration Risk? Examples of Concentration Risk
« Concentration risk refers to the possibility of « Managers (e.g. too much exposure with one
unexpected and undesired over-exposures forming asset manager)
within a portfolio or on the balance sheet « Countries (e.g. geopolitical risks)
« Sectors (e.g. technology, energy)
In private markets: « Currencies
« Limited number of investments due to minimum « Ratings
investment sizes « Issuers (e.g. positions in a single company)
« Dependence on a few asset managers « Underlying risk factors (e.g. sensitivity to oil
« Over-exposures on specific sectors prices)
« Combined analysis: Monitor both public and « Style factors (e.g. value vs. growth)
private markets together, based on the most « Maturities (duration risk)
complete possible look-through
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Direct Private Markets — Capacity for Size

/
Direct Investments Twaalf Grootste Nederlandse Pensioenfondsen
. . . EUR bn
* Pension fund directly holds a stake in an 1 ABP 52657
. 2 PFZW 250.01
investment 3 PMT 87.01
. 4 BPF Bouw 68.51
Indirect Investments = PME 56.96
. . . . 6 PF Vervoer 37.67
+ Pension fund holds a stake in an investment via a ~\Grafisch 33.67
. 8 Rabobank 31.21
vehicle such as a fund olABN Armro A
10 Shell 28.85
11 ING 28.14
- For the 10t largest Dutch pension fund, a single 12 SpoorwegPF 2506
# of infra assets by size (EUR m)
EUR 300m infra investment constitutes less than 2
1% of the total portfolio °
> Diversification is hard to get in such a ’
portfolio 6
2
* Alternative would be to participate in a fund l.-...--.
’ (100, 200] (300, 400] (500, 600] (700, 800] (900, 1000]
[0, 100] (200, 300] (400, 500] (600, 700] (800, 900]
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Concentration Risk to Manager and/or Fund

4
Allocation to one - or a limited number of managers Mitigation
(or funds) - can also lead to over-exposure to « Avoid
- Manager specific performance - Alternative would be to participate in multi-
« Manager specific operational risk manager platforms
« Manager specific governance issues « Mitigation mechanisms
« Manager specific key-person risk - Advanced operational due diligence

- Max exposure per manager
P
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Concentration Risk across Portfolio’s - Illustrative

Public Markets Listed Equity Microsoft The largest tenant of the infrastructure data
centre portfolio is Microsoft. What if Microsoft
somehow gets in trouble?

Sector:
Private Equity PERENEL]E
Energy
1 Renewable energy equipment producers in

the private equity portfolio cannot fulfil their

commitments to renewable energy producers
in the infra portfolio. Do we sue the
equipment producer?

Specific Asset
#1

Sector:
Private Markets § . Renewable
Energy
Infrastructure We financed the LBO of a private equity
. Sector: owned company through our private credit
Datacentres book.

Private Credit Specific Asset

#1
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Sector Investing — Reputational Risks

4
- PFZW is the pension fund of, for, and by the o Ll B A P T
A lot is changing in the world around us and in the pension sector. [...]
healthcare and welfare sector. Employees, Your pension is becoming more personal. In doing so, we aim to
employers, and social partners work together at IEreRE (EmeE] meighis 2nel EETEmEes,
2. You are entitled to a good pension
PFZW to ensure a good pension in a habitable We ensure a good pension for everyone who works or has worked in
world healthcare and welfare. [...] We make pensions as easy and personal
as possible—by being there at moments that matter now for your
« PGGM executes the penSion Strategy formulated pension later. And by listening carefully to you! That way, we can
by PFZW continuously improve our services.
3. We are working towards sustainable investing
« This includes the four points articulated to the left [...] The majority of the pensions we pay out comes from the returns
o Importantly, including investing in the on our investments. In doing so, we look not only at risk and return,
but also at the sustainability of our investments. This way, we make a
healthcare sector in the Netherlands positive contribution to the healthcare and welfare sector and to the

livability of our world

4. We contribute to a vital sector
We want everyone to be able to work in healthcare and welfare in good
health and with enjoyment—and to enjoy a well-deserved pension. [...]
We share our knowledge and experiences from the sector to

strengthen the vitality of both you and your employer.

/\’/
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Health and Welfare Sector Investing

/

« We invest in the Health and Welfare sector to
- Generate a return
- Generate impact

« Are these mutually exclusive purposes?
- Does extracting profit from investments hamper
the sector’s vitality?
- Does not investing in the sector make the
sector’s vitality even worse?

Hoe private equity geld verdient in
de zorg

Buitenlandse excessen

Grote excessen en agressieve praktijken, zoals de met schulden overladen
en uitgeknepen verpleeghuizen in het Verenigd Koninkrijk, lijken er op
dit moment in Nederland niet te zijn. De aanwezigheid van investeerders
is hier nog relatief pril, en de eerste stappen zijn gezet door partijen met
een relatief behoudend karakter en lange investeringshorizon.

Bovendien houden toezichthouders en zorgverzekeraars de

zorgaanbieders in de gaten.

Julian Bushoff (GL-PvdA): 'Mag je
binnen de zorg een goede
boterham verdienen? Absoluut’

VWS: geen verbod op private equity

in de zorg, wel maatregelen

/\’/
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Private Markets Investing - Complexity

4
Knowledge of Asset Class Valuing Private Markets Assets
« Investment teams have to know what they are « By definition, these assets are not traded so
doing if they invest in anything, including in cannot use a market’s price discovery feature
private markets
« Requires specialist skills « Mark to model
« Typically using discounted cashflows
« Investment teams must have a reasonable and - Cashflow estimation
adequate basis, supported by appropriate research - Discount factors including but not limited to
and investigation, for any investment analysis, CAPM beta and company specific risk
recommendation, or action” premiums
« Research and investigation comes at a cost as well * Need to ensure consistent and fair valuation
across a heterogeneous portfolio
« Running private markets books is not cheap
10 fé;q
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Why - How - What

Why

Risk Analysis helps solve the
principal-agent problem

Delegates
Authority

Conflict

Acts and Makes
Decisions

12 |

How

Independent risk analysis on
policy and investment proposals
and portfolios, including
Sustainability

Proactive involvement in the
entire investment chain

i

What

Investment Risk Analysis (IRA)
Monitoring opinion (dashboards
and Watchlist); and

Portfolio insights (research
reports).

Voor een waardevolle toekomst



Sample Risk Process

/
Team discussion IC meeting IC meeting
1. Factsheet 2. Preliminary IP 3. Final IP
Risk Analysis Risk Analysis Risk Analysis
« Team discussion go / no-go » Discuss key questions  Final discussion FO
« Deal staffing risk team * Create initial risk scan  Write IRA
« Safeguard deal process « Discuss initial risk scan with « Discuss in Sub-IC
front office
#‘-j/
A
PGGM
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Sample Investment Risk Rating

/
fit with mandate and investment
beliefs partnership risks
1. Philosophy / Strategy 1. Financial Alignment
Compatibility 2. Fee Structure Alignment
2. Portfolio Guideline Compatibility 3. Financial Decision Process
3. Risk - Reward Contribution 4. Co-Investor Risk
valuation assumptions
- 1. Macro - / Regional Economic Risk
1. Model Quality 2. Political / Country Risk
2. Base Case Reliability 3. Regulatory Risk
3. Valuation techniques 4. ESG
4. Sensitivity Analysis .
specific risks due to the nature of Categories are scored based on relevance (risk
investment itself based) i.e. no fixed weights and not a ‘check
list’
1. Concentration Risk
2. Origination Risk
3. Manager Track Record \/
4. Leverage & Refinancing Risk {GGM
14 | >. Counterparty RISk Voor een waardevolle toekomst




Sample Sustainability Framework

/
United States of  Ratingyear (publishing quarter) _ gmw, Country ESG
SUSTAINALYTICS
Aiiierica 2017 (Q3 2018) "/ Report

Country score

Total score Rank Outlook

S U Sta | n a I ytl CS 68,5 30 out of 172 Neutral

Sector score : ore MSCI

MSCI o

20303010 Marine

20304010 Railroads

20304020 Trucking
Airp

047 080
073 080
i 047 00

047 080 O,
1 047 o0

Investment specific
information

Questionnaire
fund managers

SASB
Reprisk

Country Risk Score Sector Intensity Score (MSClI)
Medium

Low

Medium

High

-

/k—'-
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Indirect Investing — Private Equity Example

* You cannot control the underlying portfolio

« You can partially control > 2,200 EUR 90m

average

: commitment per
companies fund

- Which GPs or managers you work with underlying
- How much money you give them

- Your relationship (deepens as you do repeat

business) Sampl_e
Portfolio

Snapshot

- Deal terms: use it to apply your policy at
GP/deal level?

« Concentration Risk?
Reputation Risk?
Exposures by geography or by industry?

g
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Specific Tools for Indirect Investing

/
Minimum Standards Targets and Limits
« Controversial Armaments « Minimum x% in developed countries
« Tobacco « Maximum y% in MSCI Information Technology
« Gambling and Betting sector

« Governments under UN and EU Sanctions

Loan Portfolios

o MaX riSk gl’OU p/ObllgOl’ ||m|t Verdeling naar risico type Landenverdeling
100% 1 = Consumer Credit 100% Other
« Max amortisation type (bullet, balloon, linear, etc.) o = chira
1 mTradeFinance 80% # Poland
« Max interest type (fixed, floating) oy L o = Netherands
Infrastructure = Spain
« Max maturity date o o - " Carada
30% A Cu:‘nlerpartyﬁedlt 30% B Switzerland
e B France
20% - m Commercial Real 20% )
10% A Estate - u Germany
0% - m Corporate Credit 0% M nkted Kingdom
Q32022 Q42022 Q32022 Q42022 ® United States
-

-
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Thank You

g
18 | PGGM



