Insights from the Future Fund: The Case for Private Markets for Private Investors

In last week's Australian Financial Review, John Kehoe interviewed Peter Costello who shared some
interesting insights into the Future Fund's perspectives in the article ‘Private Equity is bad for ‘ mum and dads’:
Costello’. The Founder and Chairman of the Future Fund, Peter Costello, made some salient points on
portfolio construction for the next decade. As a global private markets specialist, the team at Spire Capital
wanted to share a response and perspectives on the article. Key points below (the full article is available
here):

Private Equity is bad for ‘mum and dads’: Costello
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Chairman Peter Costello says the Future Fund is allocating more money to private equity and institutional
investors are taking more share market companies private to avoid costly disclosure regulations and to deliver
higher returns. The former federal treasurer says this trend will hurt the share portfolios of ‘mum and dad" retail
investors.

‘We think we'll have to allocate more into private than public markets because there will be more productivity
and innovation there," he said. "A lot of the reason why private equity takes a public company private is that it
doesn't have all the disclosure obligations.”

‘It (private markets) can restructure and wear short-term downturns easier because it's not having to
continuously report and mark-to-market.” Mr Costello, treasurer for 11 years in the Howard government and the
founder of the Future Fund in 2006, said the institutional investor shift to private markets was a problem for
‘shareholder democracy” and a public policy question for government. '

“How does your mum or dad get access to a private market? They can't,” he said. “It's going to make
things harder for mum and dad shareholders.”

The Future Fund has increased its private equity exposure to $34.5 billion or 17.5 per cent of its portfolio, more
than the $16.8 billion or 8.5 per cent allocated to listed Australian equities. The Future Fund has delivered an
average annual return of 10.1 per cent over the past decade, including 22.2 per cent in the 2020-21 financial
year when markets rallied after the COVID-19-slump. The Future Fund's return target is inflation plus 4-5 per
cent a year over the long term. .

The Future Fund's Investment Philosophy



https://www.afr.com/markets/equity-markets/private-equity-is-good-for-big-investors-bad-for-mum-and-dad-costello-20210903-p58oll
https://www.futurefund.gov.au/investment/how-we-invest/investment-beliefs
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Spire Capital - Response and perspective

The article makes some excellent points in relation to private markets relative public markets, i.e.

the additional productivity and innovation on offer in private markets

the challenges associated with continuous disclosure requirements for public companies
the heightened volatility in public markets owing to continuous mark-to-market

the inability for retail to investors to access quality private market opportunities

Whilst we concur with the sentiments above around the virtue of private markets as a diversifier from listed
market sentiment and volatility, we believe the fundamental drivers of returns in private markets is a function
of the following:

Market inefficiency can be exploited - private markets are highly fragmented relative to public markets
leading to opportunities for outsized returns for the best investment managers

Depth of due diligence - access to company-specific information is far more comprehensive in the
private markets providing a significant informational advantage for firms with the resources and access to
utilise it

Active value creation at the asset level - returns are created by accelerating earnings growth through
an injection of capital and resources by the private equity sponsor

A patient approach - private assets and companies can work toward 5 year business plans without being
impacted by market sentiment and rigorous disclosure requirements associated with public markets (see
Hamilton Lane's commentary on why companies are staying private for longer)

Drivers of Private Market Outperformance Perils of Public Market Sentiment - US Apartment Market
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The uncorrelated nature of private market returns, relative to listed markets, dissipates once private market
investments become public and are impacted by market sentiment, as evidenced by the large drawdown in the
listed US apartment market in 2020 (COVID-19) and 2008 (GFC). See chart above. From top to bottom, the
drawdowns in listed market equivalents were typically 45% greater than the private market equivalent.



https://www.hamiltonlane.com/en-US/Insight/b1c381be-4591-45eb-8b93-cc4fd84393f9/Private-Markets-Due-Diligence-Private-vs-Public-Ma

What about ‘mum and dad’ investors?

Spire Capital selectively searches global private markets in line with key investment themes. We conduct due
diligence, create customised access vehicles and invest in the "sweetspot” of the chosen theme. As a firm, we
have proudly been ‘democratising’ private markets for Australian private investors for over a decade. This means
offering our clients and their advisors the opportunity to invest alongside us in customised feeder funds that have
been optimised (tax structuring, cost, administration and reporting) for Australian investors. With as little as AUD
20,000 (underlying investments are normally USD10m minimum), local investors can complement traditional asset
class exposures like listed equities/property and bonds with allocations to global private markets across real
estate, private equity, venture capital, infrastructure, debt and agriculture. Opportunities are offered via funds, co-
investments, secondaries and are integrated into portfolio administration and reporting systems including full tax
reporting.

Looking Ahead

“..Looking forward, Mr Costello said: “You can't expect to do anything like 10 per cent per annum over the next 10 years.
‘Returns are just going to be much lower, and you're going to have to think carefully how to eke them out.”

The Future Fund has listed 10 ‘paradigm shifts" that are shaping the investment order: deglobalisation; populism;
technological breakthrough and disruption; demography; climate change; challenges to corporate earnings; a
changed inflationary regime; fiscal-monetary co-ordination; change in fair values; and decline of sovereign bond
duration in portfolio construction.

Position Paper - A New Investment Order - Future Fund

As a private markets firm, we are excited for the future as we believe private markets have a structural advantage
(relative to public markets) in accessing investments at the forefront of prevailing mega-trends. Looking forward,
we are backing the mega themes and associated investment 'sweet-spots’ outlined below. We are doing this in
partnership with our world-class global investment managers and alongside clients.

If you are interested in gaining access to future deal flow, white papers and fund updates please register here.

Housing Affordability
Mega Theme Crisis

Digitisation Food Security &

Sustainability

Energy Transition &
Decarbonisation

Sweet Spot US Multifamily in high- Data Centres - Resource efficient and Renewable energy
growth cities & Colocation solutions in technology enabled assets and businesses
suburban sub-markets Edge Markets farming on path to net-zero

Historic low interest

rates have increased the

X affordability gap for
Thesis rents and ownership.
Spire's "sweet spot”
targets 20% rent : income
ratio households.

Data Tsunami drives the
need for efficient
delivery of secure, high
performance data centre
environments via
Colecation in high
density markets.

The world is focused on

the future of food via
sustainable investment
in food and agriculture,
backed by real assets
and technology.

Governments rewire the
incentives over next
decade to accelerate the
world's decarbonisation.
Scale (capital+resources)
and deep operating

experience provide the
key.
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About Spire Capital

Spire Capital is an independent, privately owned boutique investment firm founded in 2009. With in excess of AUD
1.35bn deployed on behalf of Australian mid-market investors, Spire is a global private markets specialist. We are
focussed on highly differentiated private market strategies to optimise risk-adjusted returns for clients through the
cycle. We've developed a broad private markets platform to enable Australian investors tax/cost efficient and
simplified access to investments otherwise only accessible to large institutional investors.

Important Information

Spire Capital Pty Ltd (“Spire”) ABN 21 141 096 120 and (wholesale) Australian Financial Services Licence Number 344365 is the Fund Manager of the Fund. This flash report
has been prepared by Spire for general information purposes only. It does not contain investment recommendations nor provide investment advice. Neither Spire nor its
related entities, directors of officers guarantees the performance of, or the repayment of capital or income invested in the Funds or the accuracy of information in this
document and accepts no liability to any person who relies on it. Past performance is not necessarily indicative of future performance. Professional investment advice can
help you determine your tolerance to risk as well as your need to attain a particular return on your investment. In preparing this information, we did not take into account
the investment objectives, financial situation or particular needs of any particular person. You should not act in reliance of the information of this flash report. We strongly
encourage you to obtain detailed professional advice and read the Information Memorandum for Spire Capital Master Trust and the relevant Sub-Trust Term Sheet in full
before making an investment decision. Applications for an investment can only be made on an application form accompanying a current Term Sheet
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