PRIVATE EQUITY PORTFOLIOS: A

PLAYBOOK FOR MANAGING TODAY'S

CHALLENGES

INSIGHTS FROM THE NEPC INVESTMENT CONFERENCE

SESSION HIGHLIGHTS

e Cash flow timing is the new priority. With distributions slowing and valuations stalling, the
operational environment for LPs has shifted. Managing liquidity and modeling realistic cash flow
scenarios is critical.

e Secondaries have evolved. The secondary market is no longer a last resort for distressed portfolios.
It has evolved into a portfolio management tool that LPs can use to manage risk, generate liquidity,
and rebalance exposures.

e Structure creates confidence. Markets have evolved faster than most governance models. Having
a detailed playbook to anticipate and address potential challenges will allow investors to make
faster, more proactive decisions.

Managing a private equity portfolio today feels inherently harder than it did just a few years ago.
For institutional investors, this friction is not merely a perception — it appears to be the result of real,
compounding changes.

In the investment environment, interest rates have risen and the economy feels less certain. We see many
investors struggling with liquidity and asking tougher questions about valuations as they receive fewer
distributions. At the same time, we are seeing more money flow into the private equity marketplace
from individual investors into an expanding range of private equity vehicles.

This conference session discussed today’s market challenges and provided case studies of institutional
investors that have successfully gotten their portfolios back on track. The lesson: the private equity
model remains compelling, but the current environment demands a change in approach to portfolio
construction.

Uncomfortable Conditions

Consider the multiple pressures that institutional investors are feeling. Current private equity holdings
seem to be stuck in neutral. Valuations haven't collapsed, but they appear to have largely stalled out.
More importantly, fund distributions have not materialized as expected.

From a portfolio construction point of view, it's been difficult to chart a path forward given overall
market dynamics. It seems clear to us that fundraising has reset from the peaks of 2021 and 2022, but
capital has not left the system. We have seen dry powder steadily accumulate for more than a decade,
creating a growing disconnect between available capital and deployable opportunities.
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At the same time, distributions are harder to generate. The IPO window has largely remained closed,
and while M&A activity is showing signs of life, the broader exit environment remains sluggish. Because
there are fewer forced resets in the market, we believe that timing — rather than pricing — has become
the main variable in portfolio outcomes.

For institutional investors, we see these dynamics translating into tangible operational challenges. For
example, endowments and foundations are feeling greater pressure to fund their grant-making activities
as recipient organizations see other funding sources dry up. When institutions must fund near-term cash
flow needs out of long-term assets, tension builds. Decision-making feels heavier because the cost of
being wrong feels higher.

In our experience, private equity has delivered its strongest relative performance coming out of market
and economic dislocations. Periods of uncertainty tend to reward patient capital with attractive risk-
adjusted returns. So instead, we are seeing many institutional investors seeking ways to manage through
the challenges. For example, they are maintaining strict discipline on pacing plans, emphasizing high-
conviction managers, and becoming far more proactive in how they manage exposures.

Solution #1 - Using Secondaries

An increasingly common option for LPs seeking liquidity is the secondary market, where investors can
buy or sell interest in existing private equity funds. Historically, some investors viewed secondary sales
as a potential signal of fund-specific concerns. However, as the secondary market has matured, we've
seen attitudes toward secondaries change significantly.

The following data from Jefferies Global Secondary Market Review 2025 shows the trend clearly. As
primary markets have slowed and exits remain challenged, the secondary market has reached record
volumes. We believe that's because LPs and GPs are actively using secondaries to adjust portfolio risk
and liquidity without disrupting the overall portfolio allocation. We've also seen secondary pricing
remain surorisinalv resilient. reinforcina that this is a valuation-driven tool. not a distressed one.
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Source: Jefferies Global Secondary Market Review 2025. Through 12/31/2025.

The above is an illustrative example of a client’s experience with NEPC. Past performance is not indicative of future results. The above example is
intended for discussion purposes. Please see additional disclosures throughout these materials.
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Consider the case of a recent NEPC client who experienced a rapid buildup in their private markets
allocation. Their portfolio experienced slower-than-expected distributions, stressing their overall
liquidity profile. To address the situation, NEPC worked with the client to plan a secondary sale. By
running a guardrail analysis and evaluating scenarios with third-party brokers, NEPC was able to target
a position change that restored liquidity and funded upcoming capital calls. Importantly, this strategic
move preserved the portfolio’s diversification.

While secondaries are not appropriate for every investor, we have observed that understanding how to
utilize them as a proactive portfolio management tool is becoming a prerequisite for sophisticated LPs.

Solution #2 — Making Tactical Changes without Disrupting the Plan

Some institutional investors require complex portfolios to meet the needs of stakeholders. Many
community foundations, for example, have multiple pools of assets that are different sizes and have
different goals. In addition, community foundation assets are often a combination of endowed assets
and donor-advised assets. When portfolio changes need to be made, they can be tactically demanding.

One particular community foundation we work with was looking to transfer assets between two of their
pools. The pool they were looking to transfer from had a mature private equity program, while the other
pool had just started investing in private equity. In the middle of this transfer, the public markets sold off
meaningfully, and their liquidity concerns escalated significantly.

We partnered with the client to step back and evaluate their options. We examined the liquidity profile
of the original pool, switching select holdings to get comparable exposures with better liquidity. We also
looked at the terms of these various pools and helped them alter some policies regarding how they met
donor requests which better aligned with the underlying liquidity profile.

Finally, we reset the pacing plan. We wanted to make sure the foundation could maintain its commitments
with high-conviction managers, so we slowed the process down. In the end, this combination of tactical
changes helped preserve the foundation’s private equity program while also meeting all withdrawal
needs from donors.?

2.The above is an illustrative example of a client’s experience with NEPC. Past performance is not indicative of future results. The above example
is intended for discussion purposes. Please see additional disclosures throughout these materials.
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The NEPC Playbook: Structure Creates Confidence

These case studies show that there is no one-size-fits-all strategy when it comes to addressing challenges
in a private equity allocation. Sometimes an investment change can solve the problem, while in other
cases, a broader strategy is needed.

In our view, good outcomes came from having an established structure for evaluating the portfolio, so
that you can address issues with patience and clarity. At NEPC, we have developed a playbook to bring
structure to portfolio conversations and move forward deliberately.

1. Know What You Own: Investors should dig regularly into how the portfolio is behaving — analyzing
exposures across asset classes, geographies, and vintages, and understanding how the portfolio is
maturing over time.

2. Liquidity Analysis: In this environment, LPs cannot assume distributions will show up on schedule.
It is vital to model realistic scenarios, including a prolonged slow-exit environment, to identify
where pressure points could emerge.

3. Tail-End Analysis: As portfolios mature, complexity is often driven by legacy positions that consume
time but no longer move the needle on performance. Understanding what is driving value versus
what is merely consuming resources is a core tenet of good stewardship.

4. Conviction and Prioritization: Investors should conduct a “stoplight analysis” to identify their
highest-conviction managers. By mapping out the forward fundraising calendar, LPs can be
intentional about leaning into their strongest relationships and ensuring they have the capacity to
commit when those managers return to market.

Portfolio Analysis Playbook

Framework for today’s PE Environment

v" Know what you own v" Plan for the future

Exposures Best Practices

[ Asset Class Breakdown [ Stick to the pacing plan

O Industry O Know the forward calendar

[0 Geography 0 Commit to high conviction managers

O Understand unintended bets
Consider a Secondary Sale

Conviction O Price the portfolio once a year
[0 Stop Light Analysis on each manager/fund in
portfolio Governance
O Set a structure that can be fast and nimble
Portfolio Analysis O Are you being proactive or reactive?
0O Liquidity Analysis O CIO Mindset: cross-pollination across asset
O Tail End Analysis classes

O Co-investments as a tool
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MOVING WITH PURPOSE

Investing through uncertainty can test even experienced investors. But we believe private equity remains
a powerful long-term allocation, especially for those who can execute their programs with precision.
Outcomes are increasingly dependent on thoughtful positioning, robust governance, and the flexibility
to act deliberately.

To learn more about how NEPC supports institutions with governance oversight, operational best
practices, and proprietary data analytics, reach out to your NEPC consultant today.

IMPORTANT DISCLOSURES

Past performance is no guarantee of future results.

All investments carry some level of risk. Diversification and other asset allocation techniques do not ensure profit
or protect against losses.

The information herein has been prepared by NEPC, an affiliate of Hightower Advisors, and should not be considered
a recommendation to purchase or sell any investment or pursue any specific investment strategy. The information
should not be relied upon to make any investment decision and does not take into account the investment objectives,
financial situation and particular needs of the recipient. Recipients of the information presented herein should
neither treat nor rely on such information as advice relating to legal, taxation or investment matters and are advised
to consult their own professional advisors.

The opinions presented herein represent the good faith views of NEPC as of the date of receipt and are subject
to change at any time. There can be no assurance regarding the accuracy of such views, including with respect to
any forward-looking information or other commentary that is subject to uncertainty, future contingencies or other
market factors. NEPC has prepared the information as general market commentary, market update and/or other
general topics relating to portfolio construction and risk allocation. The information is not, and does not purport to
be, a complete discussion of all relevant considerations, risks and other applicable factors.

The information in these materials has been obtained from sources NEPC believes to be reliable. While NEPC has
exercised reasonable professional care in preparing this report, we cannot guarantee the accuracy of all source
information contained within. Neither NEPC nor any of its affiliates has any obligation to update the information
contained herein. The performance information of any indices or strategies represented herein is based on third-
party sources, and such performance information does not necessarily represent the performance or experience of
any NEPC client.

These materials identify potential benefits relating to NEPC's services to its clients and/or its commentary regarding
current market events and portfolio construction considerations. Any NEPC investment strategy also is subject to
certain risks and limitations. Although NEPC believes it and its personnel may have certain competitive advantages
regarding portfolio construction and management. There can be no guarantee that NEPC will be able to maintain
such advantages over time, outperform third parties or the financial markets generally, implement its investment
strategy or achieve its investment objectives for a client or avoid losses.
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