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There persists a myth within the investment
community that supporting diversity, equity and
inclusion must come at the expense of quality.

For investors, this means returns. However, various studies have pointed to
outperformance'?® or, at least, no sacrifice in performance, between diverse-
and nondiverse-owned managers.* We believe that there are still many
limitations to a conclusive study here, including average vintage and sample
size. However, despite this, minority-owned firms undoubtedly raise far less
capital than non-diverse firms and face a higher bar when raising subsequent
funds. This is particularly true of new or emerging managers.
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For now, we prefer to reflect on our own activities in backing
diverse managers to determine the factors of outperformance
and why we believe it is a sustainable and increasingly
attractive opportunity.®

- For primary buyout, growth equity and venture capital
funds, diverse managers' net TVM of 1.7x outperforms the
benchmark median of 1.4x over the same vintages.®

- Outperformance has been concentrated in the lower end
of the market, where diverse managers raising less than
$2 billion have generated a net TVM of 1.8x.

Don't tell us there aren't enough
diverse managers

The diverse manager opportunity set is vast and has
experienced meaningful growth over the past several years.
Within SPI by StepStone, our proprietary private markets
library, we track more than 530 GPs and 1,000 funds that
count as diverse. The number of investable funds has grown
at a 21% CAGR since 2010. Today diverse funds make up over
~8% of the total PE fund universe by fund count, up from mid-
single-digits for most of the past decade. In 2023, StepStone
estimates there were 80 diverse funds in market seeking to
raise ~$57 billion in capital commitments.

FIGURE 1: STEPSTONE DIVERSE MANAGER TRACK RECORD
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FIGURE 2: DIVERSE FUNDRAISING TRENDS (2010-2023)
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Sources: SPI by StepStone & Preqin, December 2023. SPI by StepStone
and Preqin data are continually updated; historical values are subject to
change.

Note: Includes North America-focused buyout, growth equity and
venture capital funds.

Fund size category Net TVM Gross IRR Gross TVM
<=$2B 256 $9,460.15M 211% 1.8X 22.6% 1.9X
> $2B 28 $10,718.89M 17.0% 1.4X 17.6% 14X
Grand total 284 $20,179.04M 19.6% 1.6X 20.8% 1.7X

Source: StepStone Group, September 30, 2023.

Note: Track record includes primary investments in diverse private equity managers. Limited to North American buyout, growth equity and venture

capital funds.

®In our view, to be diverse, funds must pass at least one of the following tests: one-third of ownership counts as diverse; one-third of carry goes to
diverse individuals; or one-third of individuals covered by a fund’s key-person clause are diverse.

5 SPI by StepStone, September 30, 2023.
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Although a handful of established large-cap GPs account for
most of the capital raised, the diverse-manager universe by
fund count skews smaller and younger. Nearly three-quarters
of diverse-managed private equity funds are new or emerging,
and over 90% are less than $1 billion”

The funding gap

The private markets have made progress on the diversity front,
but that progress is tenuous, and a significant funding gap
persists. Research suggests that minority managers are less
likely to meet first-time fundraising goals for first-time funds,
raising about 40% less capital. Additionally, when raising
follow-on funds, fundraising success for minority managers is
three times more sensitive to past performance (i.e., the bar is
higher). There are many reasons for this including:

1. Diverse managers have diverse networks, but not
always access to the conventional funding channels that
nondiverse managers have access to.

2. Diverse managers do not always come from traditional
backgrounds (e.g., investment banks or private
equity firms), and it may be less clear to institutions
how nontraditional backgrounds can translate to
investment acumen.

3. Diverse managers may be subject to implicit bias, which
is very hard to identify or shake.

FIGURE 3: DISTRIBUTION OF DIVERSE PRIVATE EQUITY
FUNDS BY FUND SIZE, AGE AND STRATEGY
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Source: SPI by StepStone, December 2023.

7We define new managers as those raising a Fund |I; emerging manager as those raising Funds II-IIl.
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Structure is our biggest
impediment

Structural disadvantages make it hard for LPs to access
diverse managers (and vice versa). For LPs implementing
institutional investment programs at scale, this goes from hard
to harder. Resources, time and experience are prerequisites
for any successful investment program. And building a diverse
portfolio is no exception. It requires a large team to track and a
broad network to diligence. And that's after you've decided to

be intentional with your capital.

LPs must frequently contend with resource constraints when

faced with the large universe of diverse managers. They must
also navigate the due diligence challenges that emerging GPs
present. The lack of resources and perceived risks often result

in LPs prioritizing large-cap and established funds, while the
long tail of compelling small-cap diverse funds remain under-
allocated to.

This dynamic could become even more pervasive in the face
of economic headwinds that have exacerbated the overall
funding gap for diverse managers. Over the past 24 months,
commitments to diverse funds have declined by 85%, resulting
in a 71% decrease in the percentage of total commitments
going to diverse managers.

The recent drop highlights our concern that challenging
economic conditions affect small, diverse and emerging
managers disproportionately. And yet, as LPs flock to larger,
more familiar managers at the upper end of the market, the
opportunity to generate alpha at the lower end is even greater.

FIGURE 4: DIVERSE PRIVATE EQUITY FUND COMMITMENT TRENDS
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Source: SPI by StepStone, as of December 31, 2023.
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Note: Reflects 6,776 private equity funds tracked in SPI Reporting, StepStone’s monitoring and reporting database.
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Fund of funds

Direct Separately managed account

LP commits capital to a “fund of

LP takes full responsibility for one” in partnership with a capital

! LP commits capital to a
manager selection, GP access,

Description = - allocator with customized portfolio commingled fund product in order
due diligence, legal negotiation . . . .
and relationship management construction, exposure goals or to receive diversified exposure
other target profiles set by the LP
Customized up front; LPs . .
LP influence Full discretion retain influence No discretion; LP is one of many

GP referrals considered for SMA GP referrals may be considered

Diversified; access to small
& mid-market

Customized; access to small
& mid-market

Diversified; LP portfolios typically

Strategy exposure skew large market

Internal time & resources High Low None

Additional fees None ~50-100bps, on average ~50-100bps, on average

Commitment size

(minimum) ~$10M

~$100M ~$5M

No. of commitments Multiple Single Single

are perhaps at an all-time high. However, despite progress to

Accessing diversity at scale
date, diverse managers remain significantly overlooked and

verlooking one’s ex r iverse managers when . .
Overlooking one's exposure to diverse managers whe under-allocated to. To make progress, LPs must be intentional

building a private equity portfolio is a significant missed )
, ) about putting actual dollars to work.
opportunity. While the structural challenges that many

institutional LPs face are not easily addressed, there are

several options available to investors: 1. Educate yourself on the opportunity set.

. . . 2. Evaluate the options available to you to increase exposure.
- Partner with a private markets specialist to serve as an
extension of your investment team to find and vet 3. Set achievable long-term goals.

diverse funds;

- Invest in a fund of funds with a diverse investment mandate; Whether you're launching a new effort or expanding a current

and/or program, we have found investing in diverse managers to

- Set up a bespoke separately managed account targeting be well worth the effort. So we encourage you to “Fight the

diverse funds. Urge.” Don't let the denominator effect, allocation cutbacks or
economic uncertainty affect the most impactful part of your
portfolio. Not only do we risk losing years of momentum it
Bottom line

took to see an improvement in the number of diverse funds

The diverse-manager market has never been larger, and we raised, but we also risk depriving ourselves of the potential

believe it has never been more attractive. The body of research
supporting and level of interest in the investment opportunity

diversification and performance benefits associated with

investing in diverse funds.

StepStone Group | Fight the urge (To invest in the familiar)



This document is for informational purposes and is meant only to provide a broad overview for discussion purposes. This document does not constitute
an offer to sell, a solicitation to buy, or a recommendation for any security, or as an offer to provide advisory or other services by StepStone Group

LP, StepStone Group Real Assets LP, StepStone Group Real Estate LP, StepStone Group Private Wealth LLC, Swiss Capital Alternative Investments

AG, StepStone Group Europe Alternative Investments Limited and StepStone Group Private Debt LLC, their subsidiaries or affiliates (collectively,
“StepStone”) in any jurisdiction in which such offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction. The
presentation is being made based on the understanding that each recipient has sufficient knowledge and experience to evaluate the merits and risks of
investing in private market products. Information contained in this document should not be construed as financial or investment advice on any subject
matter. StepStone expressly disclaims all liability in respect to actions taken based on any or all of the information in this document. This document is
confidential and solely for the use of StepStone and the existing and potential investors or clients of StepStone to whom it has been delivered, where
permitted. By accepting delivery of this presentation, each recipient undertakes not to reproduce or distribute this presentation in whole or in part, nor
to disclose any of its contents (except to its professional advisors), without the prior written consent of StepStone.

Expressions of opinion are intended solely as general market commentary and do not constitute investment advice or a guarantee of returns. All
expressions of opinion are as of the date of this document, are subject to change without notice and may differ from views held by other businesses
of StepStone.

Some information used in the presentation has been obtained from third parties through various published and unpublished sources considered to be
reliable. StepStone does not guarantee its accuracy or completeness and accepts no liability for any direct or consequential losses arising from its use.
Thus, all such information is subject to independent verification by prospective investors.

All information provided herein is subject to change.

All valuations are based on current values calculated in accordance with StepStone's Valuation Policies and may include both realized and unrealized
investments. Due to the inherent uncertainty of valuation, the stated value may differ materially from the value that would have been used had a ready
market existed for the portfolio investments or a different methodology had been used. The long-term value of these investments may be lesser or
greater than the valuations provided.

StepStone Group LP, its affiliates and employees are not in the business of providing tax, legal or accounting advice. Any tax-related statements
contained in these materials are provided for illustration purposes only and cannot be relied upon for the purpose of avoiding tax penalties. Any
taxpayer should seek advice based on the taxpayer's particular circumstances from an independent tax advisor.

Prospective investors should inform themselves and take appropriate advice as to any applicable legal requirements and any applicable taxation and
exchange control regulations in the countries of their citizenship, residence or domicile which might be relevant to the subscription, purchase, holding,
exchange, redemption or disposal of any investments. Each prospective investor is urged to discuss any prospective investment with its legal, tax and
regulatory advisors in order to make an independent determination of the suitability and consequences of such an investment.

An investment involves a number of risks and there are conflicts of interest. Please refer to the risks and conflicts disclosed herein or in relevant
disclosure documents associated with potential investments.

Each of StepStone Group LP, StepStone Group Real Assets LP, StepStone Group Real Estate LP, StepStone Group Private Wealth LLC and StepStone
Group Private Debt LLC is an investment adviser registered with the Securities and Exchange Commission (“SEC"). StepStone Group Europe LLP is
authorized and regulated by the Financial Conduct Authority, firm reference number 551580. StepStone Group Europe Alternative Investments Limited
("SGEAIL") is an investment adviser registered with the SEC and an Alternative Investment Fund Manager authorized by the Central Bank of Ireland
and Swiss Capital Alternative Investments AG (“SCAI") is an SEC Exempt Reporting Adviser and is licensed in Switzerland as an Asset Manager for
Collective Investment Schemes by the Swiss Financial Markets Authority FINMA. Such registrations do not imply a certain level of skill or training and
no inference to the contrary should be made.

In relation to Switzerland only, this document may qualify as “advertising” in terms of Art. 68 of the Swiss Financial Services Act (FinSA). To the extent
that financial instruments mentioned herein are offered to investors by SCAI, the prospectus/offering document and key information document (if
applicable) of such financial instrument(s) can be obtained free of charge from SCAI or from the GP or investment manager of the relevant collective
investment scheme(s). Further information about SCAl is available in the SCAIl Information Booklet which is available from SCAI free of charge.

All data is as of May 2024 unless otherwise noted.
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. ACTUAL PERFORMANCE MAY VARY.
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We are global private markets specialists
delivering tallored investment solutions,
advisory services, and Impactful, data-
driven insights to the world's investors.

L everaging the power of our platform and
our peerless intelligence across sectors,
strategles, and geographies, we help
identity the advantages and the answers

our clients need to succeed.

For more information regarding @ STEPSTONE

StepStone's research, please contact us
at research@stepstonegroup.com. stepstonegroup.com
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