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Part 2.
The value of quality

Introduction

In part 1 of our DC buyers’ guide, we discussed the need to consider structure, scale
and diversification when selecting a private markets investment fund. Here, we
move on to price, explaining how, by investing in high quality funds that incorporate
value-added services, it may be possible to enhance the potential return on your
investment.

Quality and expertise

A new approach to building a private markets fund allows DC investors to access a
diverse variety of assets within a single vehicle. These assets include private credit,
private equity, infrastructure, real estate, and natural resources. However, when
assessing a private markets solution, investors should evaluate not just the asset
class mix, but the quality of the underlying components used to implement it.

Our key challenge as portfolio managers is balancing high-quality investment teams
with cost efficiency. Private markets reward top-tier managers, so we prioritise
Master Fund — the flagship vehicles that ensure superior quality. While cheaper
alternatives reduce fees, they often compromise expertise and diversification, making
them a false economy that can harm returns.

L&G
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Fund proposition

Beyond simply selecting high-quality funds, we believe investors should consider the fund proposition type. We define these as
Core, Core Plus or Opportunistic, as described below.

Figure 1. Definitions of our classification of funds

e Broad and diversified exposure °
within the fund remit

e No leverage

e Fee covers ongoing asset

Broad and diversified exposure but
with greater expectation to flex

e Focus on value added service such
as leverage (attributes that can
enhance returns)

management costs

e Performance fees are often present

No requirement to cover broad
market

Select higher conviction assets

Focus on value added service such
as leverage

e Limited value-added service (no
development focus, low turnover)

e May be open or closed-ended

e Typically open-ended funds

Source: L&G’s Asset Management business, May 2025

For example, Core Plus funds may initially appear costly
relative to Core funds, however we believe that they could
deliver superior value. Investors may pay a modest premium
to gain access to expertly managed, diversified investments
that have a wider toolkit available to augment returns. For
example, managers can selectively use leverage (borrowing)
to provide more than £1 of exposure for each £1 invested. This
can reduce the cost of the total investment below the headline
figure, making Core Plus an efficient and effective way to
optimise returns. This value-add is illustrated in the following
example:

Fund A is a £100,000 investment in an infrastructure fund that
focuses on projects such as bridges, roads and energy facilities
and charges a fee of 0.85% or £850 pa. The Net Asset Value
(NAV) of their investment is £100,000.

Investment in Fund A of £100,000
(Net Asset Value)

@858S = £850t

to align incentives °

Fund A invests £100,000 plus
£66,670 borrowed (£100,000/
(1-40%) after accounting for
leverage (the Gross Asset Value)

Often niche areas, therefore small
positions with greater potential
uncertainty

e Typically closed-ended funds

The fund invests this £100,000 into underlying assets, but
supplements this with additional borrowing, resulting in an
aggregate investment of £166,670. This results in a leverage
ratio (debt to total assets) of 1.4x, a relatively typical level for
a fund of this type. This expands the amount of exposure that
the investor has to the asset class, giving them a Gross Asset
Value (GAV) of £166,670.

While the underlying fee the investor has paid remains the
same, it's spread over a large asset base. The economic value
gained via the leverage exposure cuts the cost to a theoretical
51bps.

Exposure of £166,670 to
projects costs £850 — a

theoretical 51bps.

= £166,670 invested

The bottom line remains the same at a cost of £850 but the economic value is greater.

Source: L&G’s Asset Management business, May 2025. For illustrative purposes only.
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It's important to note that leverage is applied in a carefully
controlled and risk-managed manner to enhance investment
potential. We complete due-diligence and select expert
managers who conduct thorough analysis to ensure risks

are carefully monitored. This disciplined approach ensures
that leverage is used effectively, contributing to long-term
investment growth potential without unnecessary exposure to
risk.

In addition to leverage, selecting high-quality underlying
managers is essential when considering expected returns in
the construction of a private market fund-of-funds strategy.
Across asset classes, choosing top-tier managers — rather than
simply opting for the lowest-cost options — plays a critical role
in aiming to drive performance. This is particularly important in
private markets .

This is illustrated by private equity in Figure 2, with a 14.2%
gap between the median and the 90th percentile, versus

only a 5% difference in public equity. The wider variability

in outcomes makes manager selection an even more crucial
consideration in private market investments to enhance overall
portfolio returns.

Figure 2. Clear differences in quality of investments

A +14.2% difference between the
median and the 90th percentile in
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Source: Proquin and eVestment, May 2025.
For illustrative purposes only.

Conclusion

When evaluating investment costs,

it's clear they are not always as
straightforward as they initially seem.
As such, we believe it is essential to look
beyond headline fees and understand
the true value.. A fund’s structure,
market exposure, manager expertise,
and diversification all play a crucial role
in determining its overall worth. Simply
put — not all fees are created equal.

We believe ensuring investors gain
access to leading managers and flagship
funds without compromising on quality
is key. With a focus on Core Plus
investments, investors could benefit from
quality diversified exposure through a
long-term approach that also prioritises
strong governance, manager selection,
asset allocation, and robust liquidity
management.

Furthermore, thanks to our scale at L&G,
we aim to offer attractive fees for quality
investments, therefore delivering cost-
efficiency without sacrificing value.
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Contact us:

For further information about the Asset Management business of L&G, please

visit am.landg.com or contact your usual L&G representative.

L&G Talks

Asset Management

L&G Blogs

Asset Management

Key risk

The value of an investment and any income taken from it

is not guaranteed and can go down as well as up, and the
investor may get back less than the original amount invested.
Past performance is not a guide to future performance.

The fund does not apply exclusions criteria with respect to
ESG characteristics. Consistency of ESG implementation is
challenging in a fund-of-fund context in particular as we use
funds from across various asset classes and include external
funds. However, a portion of the other funds which this fund
may hold units in may exclude investments in companies or
issuers on our Future World Protection List, Climate Impact
Pledge and/or our Policy on Coal, from time to time. The
proportion of other funds that apply these exclusions will vary
over time, with no guarantee that exclusions will be applied
to all other funds. Therefore, the fund may have exposure to
securities or issuers listed on our Future World Protection List,
Climate Impact Pledge exclusions list and/or companies listed
on our coal exclusions list under our policy on coal, from time
to time. Changes to the proportion of other funds that apply
ESG-based exclusions criteria are not anticipated to have any
material impact on the risk and reward profile of the fund.

Liquidity management of the fund will be facilitated through
standard weekly dealing. Sufficient complementary liquid
assets are held to facilitate redemption requests. For
greater structural demand for liquidity, so for example, an
asset allocation switch by a scheme which requires a large
redemption, the fund has clear guidelines in place with these
largest requests subject to a 9-month notice period. The
portfolio is structured in a way that sufficient private market
funds can be liquidated in this time.

The fund is not designed to be held as a complete portfolio
and should be seen as an investment opportunity to add
private markets exposure to an overall asset allocation.

Important information

The information in this document is for professional investors and their
advisers only. This document is for information purposes only and we are
not soliciting any action based on it. The information in this document is not
an offer or recommendation to buy or sell securities or pursue a particular
investment strategy and it does not constitute investment, legal or tax
advice. Any investment decisions taken by you should be based on your
own analysis and judgment (and/or that of your professional advisers) and
not in reliance on us or the Information.

This document does not explain all of the risks involved in investing in the
fund or investment strategy. No decision to invest in the fund or investment
strategy should be made without first reviewing the prospectus, key
investor information document and latest report and accounts for the fund,
which can be obtained from https://fundcentres.landg.com/.

This document has been prepared by Legal & General Investment
Management Limited and/or its affiliates (‘L&G’, ‘we’ or ‘us’). The information
in this document is the property and/or confidential information of Legal

& General and may not be reproduced in whole or in part or distributed or
disclosed by you to any other person without the prior written consent of
L&G. Not for distribution to any person resident in any jurisdiction where
such distribution would be contrary to local law or regulation.

D010738

No party shall have any right of action against L&G in relation to the
accuracy or completeness of the information in this document. The
information and views expressed in this document are believed to be
accurate and complete as at the date of publication, but they should not be
relied upon and may be subject to change without notice. We are under no
obligation to update or amend the information in this document. Where
this document contains third party data, we cannot guarantee the accuracy,
completeness or reliability of such data and we accept no responsibility or
liability whatsoever in respect of such data.

Additional information for EU/EEA clients: A summary in English of investor
rights associated with an investment in the fund is available from www.
lgim.com/investor_rights.

The risks associated with each fund or investment strategy are set out
in the key investor information document and prospectus or investment
management agreement (as applicable). These documents should be
reviewed before making any investment decisions. A copy of the English
version of the prospectus and the key investor information document for
each fund is available at www.lgim.com and may also be obtained from
your Client Relationship Manager. Where required under national rules,
the key investor information document will also be available in the local
language of the relevant EEA Member State.

A decision may be taken at any time to terminate the arrangements made
for the marketing of the fund in any EEA Member State in which it is
currently marketed. In such circumstances, shareholders in the affected EEA
Member State will be notified of this decision and will be provided with the
opportunity to redeem their shareholding in the fund free of any charges or
deductions for at least 30 working days from the date of such notification.

Information on sustainability-related aspects on the funds is available

on https://fundcentres.landg.com/. The decision to invest in the funds
should take into account all the characteristics or objectives of the fund as
described in its prospectus and in the key investor information document
relating to the fund.

This financial promotion is issued by Legal & General Investment
Management Limited.

Legal and General Assurance (Pensions Management) Limited. Registered
in England and Wales No. 01006112. Registered Office: One Coleman
Street, London, EC2R 5AA. Authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority, No. 202202.

LGIM Real Assets (Operator) Limited. Registered in England and Wales,
No. 05522016. Registered Office: One Coleman Street, London, EC2R 5AA.
Authorised and regulated by the Financial Conduct Authority, No. 447041.
Please note that while LGIM Real Assets (Operator) Limited is regulated by
the Financial Conduct Authority, it may conduct certain activities that are
unregulated.

Legal & General (Unit Trust Managers) Limited. Registered in England and
Wales No. 01009418. Registered Office: One Coleman Street, London,
EC2R 5AA. Authorised and regulated by the Financial Conduct Authority,
No. 119273.

© 2025 Legal & General Investment Management Limited, authorised and
regulated by the Financial Conduct Authority, No. 119272.

Registered in England and Wales No. 02091894 with registered office at
One Coleman Street, London, EC2R 5AA.

In the EU/EEA, this document is issued by LGIM Managers (Europe) Limited,
authorised and regulated by the Central Bank of Ireland as a UCITS
management company (pursuant to European Communities (Undertakings
for Collective Investment in Transferable Securities) Regulations, 2011 (as
amended) and as an alternative investment fund manager (pursuant to the
European Union (Alternative Investment Fund Managers) Regulations 2013
(as amended). LGIM Managers (Europe) Limited’s registered office is at 70
Sir John Rogerson’s Quay, Dublin, 2, Ireland and it is registered with the Irish
Companies Registration Office under company no. 609677.
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