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Understanding Private Portfolio Performance

KEY TAKEAWAYS

. . . ) Utilizing a combination of performance metrics provides a
"5‘ In private market investing, evaluating fund performance

‘9 requires a multifaceted approach due to their illiquid and
S complex nature.

more holistic understanding of investment performance in
private markets, as each metric highlights different aspects
and mitigates the limitations of relying on a single measure.

Private markets are essential for investors seeking diverse returns, but assessing their performance can be challenging due to structural complexity and
lack of liquidity. Unlike public markets, private markets need more in-depth analysis.

There are various performance matrices to measure the return on invested capital and provide different results. We’re going to cover five important
performance metrics in Private market: Internal Rate of Return (IRR), Time-Weighted Rate of Return (TWR), Total Value to Paid-In (TVPI), Multiple on
Invested Capital (MOIC), and Net Asset Value (NAV). Each metric will provide unique insights into the investment performance.

NET ASSET VALUE (NAV)

@PD@» At the heart of many of these metrics is the Net Asset Value (NAV),which represents the total value of an investment fund or company.
:@: It’s calculated by taking the fund's total assets and subtracting its total liabilities, giving a clear picture of what the fund is worth at a
ey specific time.

NAV can also be expressed on a per-share basis, helping investors understand the price at which they can buy or sell shares in the fund.

Illustration: To understand how NAV works in practice, let’s consider a hypothetical investor portfolio.

Total Commitment: SAR 1 Million ) Management Fee & Expenses: 1.0% ) Commitment Period: 7 Years )

I — _ - - _ _
\ Capital Calls /\ (500,000) (500,000)
\\ Management Fees :\ (10,000) (10,000) (10,000) (10,000) (10,000) (10,000) (10,000)
\: Distributions :\ 50,000 80,000 160,000 300,000 1,860,152
\: Return (Unrealized) :\ 75,000 159,750 182,213 200,544 217,126 224,195 211,324
| Net Asset Value (NAV) | 565,000 1,214,750 1,336,963 1,447,507 1,494,633 1,408,828 -

T T e e e T PO R AL ERAR LR The Fund and its Cashﬂows during a Year ..................................................................................... .

Opening NAV or Growth Management Fee
pening O ° & ° Distribution e Closing NAV

Initial Capital Call ‘ (Return) & Expenses ‘
) Cash Inflow into the Fund l l Cash Outflow from the Fund l l
Income Cost to Portion of income Snapshot of
generated fund distributed to investors fund'’s assets

Q1 2 (5) \'-.
< w- P (8
Follow-on Capital Call: No Distribution: Exit/Liquidation: Negative Return:
Additional capital is brought The income generated by the assets At the end of fund term, The underlying investment
into the fund. is not distributed to investors. investors liquidate from the fund. experiences a loss.
Effect: Effect: Effect: Effect:
The fund’s NAV increases. The fund’s NAV increases as All the net assets are The fund’s NAV decreases as
the income accumulates as distributed to investors and the negative return accumulates
unrealized gains. the fund’s NAV becomes zero. as unrealized loss.
-
{n} While NAV is a key indicator of a fund's value, it doesn't show the full picture on its own. To get an insights into the
INSIGHT - fund’s performance, NAV should be looked at over time along with cash flows.
J

Note: All the values used are for illustration purposes and do not represent any real-life fund or its performance.
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Understanding Private Portfolio Performance

PERFORMANCE METRICS

/\/ Performance is usually evaluated using two types of metrics: Time-adjusted metrics and Multiples of money (MoM).Time-adjusted
II‘ metrics, like IRR and TWR, help measure how well an investment performs over time. On the other hand, multiples of money
.\ (MoM), such as TVPI and MOIC, show how much money has been made compared to what was invested.

INTERNAL RATE OF RETURN (IRR)

Represents the annualized rate of Net IRR reflects the return received o It is the discount rate at which the °
return, considering the timing @ by investors after deducting EQ Net Present Value (NPV) of a fund’s @
and size of all cash flows. fees and costs. = cash inflows equals its cash outflows.

Continuing our illustration:

vear 3§+ § 2§ 3§ o+ § s J o J 7

' Net cash flow ~ (510,000) (510,000) 40,000 70,000 150,000 290,000 1,850,152

Net Cash Flow, Net Cash Flow, Net Cash Flow ,

Net Present
Value e

000000000000000000

(1+IRR)M (1+IRR)A2 (1+IRR)At

IRR assumes that all cash flows generated by the investment are reinvested at the same rate as the IRR itself,
which can be unrealistic. This can be avoided by using Time-weighted Return (TWR).

TIME-WEIGHTED RETURN (TWR)

Evaluates the performance of an
investment by calculating the
returns for each period separately
and then combining these returns
to provide an overall rate of return.

Preferred method for performance
measurement as per the guidelines ’Qt
given under Global Investment p;
Performance Standards (GIPS).

<=
|

@/’ Neutralizes the impact of cashflows
..' in and out of the portfolio.

alll
!

Continuing our illustration:

vear 3§ 2§ s J o+ § s J o J 7

" Annual Return (R) \ 11.0% 13.1% 13.4% 13.5% 13.6% 13.7% 31.3%

INSIGHT {é% IRR and TWR serve different purposes and are preferred in different situations:

* IRR is sensitive to the timing and amount of cash flows, making it ideal for evaluating a single investment or comparing a few funds where
cash flow timing is largely uneven.

*  TWR can distort performance by treating all periods equally, especially in private markets where early negative returns with low capital
can skew results, giving misleading impressions of fund performance.

*  However, TWR is useful for comparing fund managers, as it eliminates the impact of varying investor cash flows, focusing solely on the
fund’s ability to generate returns, offering a fair and consistent comparison of manager performance.

Note: All the values used are for illustration purposes and do not represent any real-life fund or its performance.
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PERFORMANCE METRICS

In Multiple of Money (MoM); MOIC and TVPI are common performance metrics in private equity. As they reflect the primary
objective of generating value for investors by delivering returns.

TOTAL VALUE TO PAID-IN (TVPI) & MULTIPLE ON INVESTED CAPITAL (MOIC)

Total Value to Paid-In (TVPI) measures the 1 ( TVPI comprises of two parts: ) Expressed in multiples — meaning, if the )
total value generated by a fund for its The Residual Value to Paid-In (RVPI) ratio, TVPlis 1.10x, the investor will receive SAR
investors, encompassing both realized which measures the value of remaining 1.10 for every SAR 1 invested in the fund.
profits and unrealized future gains, relative investments, and; The Distributed to Paid-

to the amount of capital contributed. In (DPI) ratio, which reflects the capital

Similarly, Multiple on Invested Capital returned to investors.

(MOIC) is a key metric for this, as it

calculates the ratio of the total value @
realized to the initial investment.

s
&

1.13x 1.21x 1.39x 1.58x 1.78x 2.00x

BMRvrr MoDPI M TVPI

Y

At the start of a fund's life, when no distributions have been made, Total Value to Paid-In (TVPI) is equal to Residual Value to Paid-In (RVPI).

By the end of the fund’s term, when all assets have been distributed, TVPI becomes equal to Distributed to Paid-In (DPI).

INSIGHT #

* Unlike IRR, both MOIC and TVPI ignore the time value of money. While a high MOIC may seem appealing, it doesn’t account for potential
value loss over time, impacting real profitability. which can lead to a misleading view of investment performance.

* IRR and MOIC should be analyzed together, a high MOIC with a low IRR may indicate solid returns, but over a longer period, suggesting
inefficiency in timing. This highlights the balance between return size and investment speed.

*  When a fund is fully funded and all capital calls have been met, then TVPI will equal MOIC.

Analyzing a mix of these metrics allows investors to gain a more comprehensive understanding
of a fund’s performance, addressing the limitations inherent in any single measure.
By examining various aspects, investors can make more informed decisions and better evaluate
the success of their investments, ensuring a holistic assessment of investment performance.

Note: All the values used are for illustration purposes and do not represent any real-life fund or its performance.
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AlJazira Capital, the investment arm of Bank AlJazira, is a Sharia Compliant Saudi Closed Joint Stock
company and operating under the regulatory supervision of the Capital Market Authority. Allazira
Capital is licensed to conduct securities business in all securities business as authorized by CMA,

Cl O O ff | ce including dealing, managing, arranging, advisory, and custody.

The Chief Investment Officer (“CIO”) Office provides clients with tailor made multi-asset
solutions, Sharia complaint alternative investments and Impact investment products which
contribute towards supporting the local economy.

Disclaimer

The purpose of producing this report is to present a general view on private portfolio performance. It is advised that every potential investor seek professional advice from several sources concerning
investment decision and should study the impact of such decisions on his/her financial/legal/tax position and other concerns before getting into such investments or liquidate them partially or fully. The
securities markets, macroeconomic or microeconomic variables are of a volatile nature and could witness sudden changes without any prior warning, therefore, the investor in securities or other assets might
face some unexpected risks and fluctuations. All the information, views and expectations contained in this report have been compiled or arrived at by Al- Jazira Capital from sources believed to be reliable, but
Al-Jazira Capital has not independently verified the contents obtained from these sources and such information may be condensed or incomplete. Accordingly, no representation or warranty, express or
implied, is made as to, and no reliance should be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report. Al-Jazira Capital shall not be liable for
any loss as that may arise from the use of this report or its contents or otherwise arising in connection therewith. The past performance of any investment is not an indicator of future performance. Any
financial projections, fair value estimates or price targets and statements regarding future prospects contained in this document may not be realized. The value of the security or any other assets or the return
from them might increase or decrease. Any change in currency rates may have a positive or negative impact on the value/return on the securities mentioned in the report. The investor might get an amount
less than the amount invested in some cases. Some securities maybe, by nature, of low volume/trades or may become like that unexpectedly in special circumstances and this might increase the risk on the
investor. Al-Jazira Capital or its subsidiaries may own securities in one or more of the aforementioned asset classes, and/or indirectly through funds managed by third parties.. No part of this report may be
reproduced whether inside or outside the Kingdom of Saudi Arabia without the written permission of Al-Jazira Capital. Persons who receive this report should make themselves aware, of and adhere to, any
such restrictions. By accepting this report, the recipient agrees to be bound by the foregoing limitations.

Asset Management | Brokerage | Investment Banking | Custody | Advisory

Head Office: King Fahad Road, P.O. Box: 20438, Riyadh 11455, Saudi Arabia «Tel: 011 2256000 - Fax: 011 2256068

Aljazira Capital is a Saudi closed joint-stock company licensed by the Capital Market Authority (CMA), license No. 07076-37 CIO
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