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Opening remarks

Invest Europe is very supportive of initiatives to broaden and enhance transparency and governance within the
private equity and venture capital industry generally. This is evidenced with the launch earlier this year of the
Invest Europe 2024 Investor Reporting Guidelines — a comprehensive and practical set of guidelines

encompassing best practices for investor reporting within the industry.

It is important to strike a balance between providing enough information to be helpful, without overwhelming
the recipient. In a fast-paced, ever-evolving world, the Invest Europe Investor Reporting Guidelines aim to
ensure that investors receive the information they need to understand, process, and respond promptly and
effectively.

Against that background, Invest Europe, in close collaboration with its Professional Standards Committee, has
reviewed the revised ILPA templates. In this submission we provide comments on both the Draft ILPA Reporting
Template and the Draft ILPA Performance Template.


https://www.investeurope.eu/industry-standards/professional-standards/investor-reporting/
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Consultation response

1.

Draft ILPA Reporting Template

Points of principle

Complexity

Our greatest concern is that the document is too complicated. The complexity arises due to the fact
that:

o The template tries to combine a capital account reconciliation (already covered by the existing
ILPA Capital Account Template) with fee and expense reporting. We believe these two aims
would be best addressed separately and that the template should focus on fee, carried interest
and expense reporting, leaving capital account reconciliation to the Capital Account Template;

o The template also blends information already found in capital account statements with
information included in the income statement and balance sheet, creating a document that is
not delivering the simplicity intended. Please also see below.

In addition, feedback we have received from our membership is that, despite the “Definitions” tab, it
is not clear exactly what information is to be provided in certain fields. Discussions amongst members
also highlighted different interpretations of what is needed under each caption.

As a result, it may well be that the output of this template is not consistent, in view of it being open to
different interpretations. We would therefore urge ILPA to revisit the level of detail that is being
captured to ensure that disclosure is proportionate in order to facilitate clarity and achieve a
meaningful outcome. If the template could be simplified, we believe that there is a greater chance of a
high level of adoption throughout the industry: a better outcome than adoption by a minority of a very
complex template.

Cash versus Accrual-based

The template seems to mix information already included in the quarterly capital account statement,
the income statement and the balance sheet as well as off-balance sheet information. It seems to mix
“cash-based” and “accrual-based” accounting information, although it would appear to want to tie
information back to the income statement and balance sheet through its NAV reconciliation.

The choice of items that are being selected to be analysed in the template bears a limited relationship
to captions that typically appear in financial statements or are required by many regulators. In addition,
most standard “off-the-shelf” reporting software solutions are not equipped to track some of these
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data points without system modifications. We would encourage ILPA to move towards more typical
definitions found in financial statements.

International flexibility — Application for non-US GAAP reporting

The template in general reflects a largely US GAAP approach and seems to be tailored towards US GAAP
and US Limited Partnerships. This neglects the diversity (especially within the Invest Europe member
states) of investment vehicles as well as national regulatory and tax structures available for private
equity investment. The template should include certain amendments that will permit non-US managers
to report to their investors under local GAAP nomenclature.

For example, commonly used concepts, such as the UK partnership structure involving priority profit
share rather than management fees, and corporate structures need to be taken into account. We think
this can best be allowed for by moving the caption ‘management fees’ from the top of the income
statement and adding it as a separate line after NAV before potential carried interest. The caption
‘management fees’ should also refer to priority profit share.

GP columns

The template has three main sections: the LP specific analysis, GP analysis and Total Fund information.
We question to what extent the GP columns are additive or useful. Our understanding is that Sections
A.1 and B intend to capture the management fees, other fees and carried interest and other “related
party income” that are effectively not in the fund’s financial statements and so the information seems
to be duplicated in the GP columns. We recommend that the GP columns are deleted from the
template in order to simplify it.

Carried interest

We strongly question the choice of the words “Incentive Compensation” to describe items which, per
the ILPA proposed definitions, include carried interest. We note that ILPA member sentiment is divided
on whether “Incentive Compensation” is considered to be a ‘fee’. To be clear, carried interest is a share
of the gains of a fund which accrue to the manager and which has been agreed between the investors
and the manager at the time of organisation of the fund, and is not a fee, nor is it compensation for
services provided. If the principal component which you propose to capture under the Incentive
Compensation line item is, in a typical private equity fund structure, the carried interest allocation of a
GP or affiliate, then it would be more appropriate to simply label this line item as Carried Interest.

For the avoidance of doubt, we do not object to carried interest, both paid and accrued, being captured
within this reporting exercise in the interests of transparency. We simply seek to avoid incorrectly
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characterising it as a fee or as compensation which may adversely prejudice perceptions from a tax
point of view.

Implementation

o The implementation of the new ILPA template will place a significant burden on managers to collate

information in a certain way. Based on the current draft template, implementation can only realistically
be expected for future reporting periods due to the extent of detail required particularly as a number
of items would not necessarily have been captured by the manager in a certain way in the past. Should
the ILPA template however be simplified and broadly capture information already compiled by
managers, then we could foresee that it could be applied retrospectively in the reporting of the
activities of more recent funds. We would however want to better understand how the template
develops before we can make a firm recommendation as to how implementation is approached.

Frequency

o  We would also like there to be further consideration on the frequency of completion of the template,
i.e. whether it is really required quarterly or whether annually would suffice. If it is felt that quarterly
information is required, then we would ask that consideration is given to perhaps giving smaller funds
with commitments under $500m/€500m/£500m dispensation from the quarterly requirement and
only requiring them to complete the template annually.

Detailed comments

e It should be recognised that the LP specific analysis will not always be an investor’s pro-rata share of
NAV based on commitments in cases where certain investors exercise their excuse provisions on certain
investments.

Section A

e The disclosure of the percentage of fee offsets for each item is fine if there is a flat percentage that
applies to any particular category. There are however situations where there is a tiered arrangement
between the manager and their investors; for example, where the fund carries all aborted deal costs
and the transaction fees earned would in the first instance be allocated to the fund up to the level of
aborted fees and thereafter the manager and the fund share the transaction fees in a certain ratio. In
these circumstances, the percentage that applies in the quarter may be different to the overall average
on the since inception numbers. The explanatory notes should indicate how managers should deal with
the disclosure of percentages in these circumstances.



VEST
R OPE

e The income section does not seem to allow for transaction fees earned by the fund. This should be
included as a line item.

Section A.2

e The information in Section A.2 is typically set out in the quarterly capital account and also at the time
of a draw down in the relevant notice. As a result, we would recommend that the information required
here is deleted, other than the first line “Total Commitment”, which is helpful as it typically drives how
the pro-rata share of the individual LP is derived. As mentioned above, the pro-rata share of assets or
expenses may differ in cases where there are excuse provisions or there is another basis for the
allocation of items. As a result, this item needs to be seen as a “for information” disclosure rather than
being necessarily integral to the mathematical proof of allocations.

Section A.1 and B

e The definition of “related parties” used in sections A.1 and B will differ depending on the jurisdiction
and the basis of accounting of the fund. We recommend the definitions include specifics of what is
meant by related parties to the manager. We would also like to point out that if no GAAP compliant
definitions (i.e. “off-balance sheet” information) are used, the numbers in the ILPA template will no
longer reconcile to the (audited) financial information.

e Consideration needs to be given to the situation where there are differing management fees paid
amongst LPs, for example fee discounts are provided to investors that come into a first close or to
investors that make very large commitments. From an investor point of view, they will be benefitting
from lower management fees. In Europe the reduced fee is often structured as a rebate from the
manager to the investor and this rebate is not reflected in the financial statements of the fund. This is
an example of an off-balance sheet item that would make the information in the template no longer
reconcilable to the (audited) financial statements of the fund.

Fund-of-funds section (also applicable for secondary funds)

e Further thought needs to be given to exactly what is being asked from fund-of-funds. We assume the
intention is to capture management fees, other fees and carried interest. Furthermore, we would like
ILPA to revisit this template in the light of comments given above. More thought needs to be given to
the layout of this schedule.

e  Presumably to be ILPA compliant, fund-of-funds will need to request all their underlying managers to
complete the main template which they will then need to aggregate in order to prepare a report for
the fund-of-funds. In view of fund-of-funds typically investing in smaller funds, we would recommend
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that underlying managers that report to fund-of-funds only report on the items which are the monies
earned by the underlying manager and that are disclosed by the underlying manager.

There is also the concern about the implications for fund-of-funds if one (or more) of the underlying
funds do not provide the data on the ILPA template and thus making it not possible to provide complete
information for the ILPA template. Will the fund-of-funds or secondary fund lose its ILPA compliant
status? Consideration may need to be given to requesting this information annually only or allowing a
materially threshold for smaller groups.

The template requires that underlying funds denominated in a different currency than the fund-of-
funds have to convert their fees into the reporting currency of the fund-of-funds. In order to ensure
consistency of approach with the financial statements we would recommend that the ILPA template
specifies that the conversion of foreign currency is done on the same basis as the principles adopted
by such fund-of-funds in its underlying financial statements.

2. Draft ILPA Performance Template

In general, this is a very detailed template that stands in contrast to the benefits created — especially given that

the impact of subscription level facilities on performance is typically immaterial and in the current interest rate

environment the use of leverage has drastically decreased anyway.

Grandfathering for legacy funds

As implementation of the template would require retroactive application since inception this would be
too much work for funds that have already been active for some time. Especially at the current time
when it is still unclear whether the template is compatible with existing accounting and reporting
software solutions used in the industry.

Definition of performance measures

These seem to differ from performance measurement that is used in the market and thus should be
changed to reflect commonly accepted market standards. Please see below for more information.

Definitions for different loan types

The definition of subscription line versus facility agreement remains somewhat unclear. This causes

concerns because the template suggests that the impact of asset-based lending has to be broken down
to Portfolio Asset level and the definition and application of performance measures applied in the
template is not consistent with commonly accepted market standards. In addition, more clarity is
needed regarding the treatment and disclosure of NAV facilities.
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¢ More flexibility may be required for different types of funds and asset classes

We note that the Draft ILPA Performance Template is currently focused on direct private equity funds.

In its current form we are concerned that it will not yield the required clarity for other fund types (e.g.,
secondary funds, fund-of-funds, private debt funds, etc.). We would therefore suggest that ILPA adds
a comment to limit the use of the template for direct private equity funds only.

Otherwise, additional clarification and/or more flexibility would be required for different types of funds
and asset classes before the template can be implemented in a meaningful way.

e Testing

The formulas and the template more generally could not be tested. We strongly suggest that ILPA
provides a working case study / example to show how disclosures and calculations should work to give
market participants time to test the template and its compatibility with existing accounting and
reporting software solutions used in the industry.

e Interaction between the CF Table and the existing “ILPA Capital Call and Distribution Template
(issued 09/01/2018)”

Is the purpose of the new CF Table to replace the legacy ILPA Capital Call and Distribution Template?

a) If the template is supposed to replace the existing Capital Call and Distribution Template, then
there seems to be a mismatch as there are many important transaction types used in call and
distribution notices missing in the template while transaction types that relate to the use of
facilities only are massively overrepresented given their minor information relevance and impact
on reporting.

b) If the template is a new, additional reporting requirement, then it misses most of the transaction
types that ILPA sets as best practice requirements in other templates or uses different definitions
from previous ILPA guidance. So, these transaction types should still be added (including their
impact on performance measures, etc.) to make the use and application of different ILPA reporting
requirements consistent and aligned for LP reporting. For reference below are the call and
distribution transactions in the current ILPA Capital Call and Distribution guidance:
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Transaction Type

Call/Dist.

Definition
Call: Deemed GP Contribution Call Call from LPs, on behalf of GP's share of a capital call (typically serves as an offset to future management fees)
Call: Investments Call Call for investments in new or existing underlying holdings
Call: Management Fee (inside commitment) Cal Call for periodic Mgmt. Fees/GP Distributions, net of any waivers or offsets (provide mgmt. fee calculation in the "Side Calculation” section); Reduces unfunded commitment
Call: Management Fee (outside commitment) cal ::::r‘nl-lrf;,i; Iz:;i:)dic Mgmt. Fees/GP Distributions, net of any waivers or offsets (provide mgmt. fee calculation in the "Side Calculation" section); No impact to unfunded
Call: Partnership Expenses Call Call for Partnership / Fund Expenses, as defined in LPA
Call: Partnership Expenses — Accounting, Administration & [T cal graglpfaor;:gﬁenses charged to the Fund for fund administration, including accounting, valuation services, filing fees and IT activities; Excludes expenses for audit and tax
Call- Partnership Expenses — Audit & Tax Preparatory cal Expen_ses charged to the Fund forthe_audit of the Fund's ﬁn_apcia\ _records and for the preparation of any tax documents related to the Fund; Excludes any costs related to
organizing the Fund, investment due diligence and fund administration expenses
Call: Partnership Expenses — Bank Fees Call Expenses charged to the Fund for banking/finance services; Excludes fund administration expenses
Call: Partnership Expenses — Custody Fees Call Expenses charged to the Fund for the registration of securities and other custody-related activities; Excludes fund administration expenses
Expenses charged to the Fund to confirm all material assumptions in regards to potential investment opportunities; Includes all costs that can be clearly linked to the due
Call: Partnership Expenses — Due Diligence Call diligence of specific investment oppartunities including legal, travel and other costs; Includes both consummated and unconsummated deals; Exclude management fees and
the costs of identifying and sourcing potential investment opportunities; Excludes fund administration expenses
Call: Partnership Expenses — Legal Cal E;penses charged trorthe Fund for legal services on behalfrufthe Fund; Includes legal analysis to interpret or amend the Fund's LPA; Excludes any legal costs associated
with organizing/administering the fund or investment due diligence
Call: Partnership Expenses — Organization Costs Call Expenses charged to the Fund for the establishment of the Fund, including any legal/audit costs; Excludes any fund administration expenses or Placement Fees
. Expenses charged to the Fund related to travel & entertainment on behalf of the Fund; May include travel related to LPAC meetings or unreimbursed portfolio compan
Call: Partnership Expenses — Other Travel & Entertainment Cal meZlings; Exclugdes travel costs associated with due diligence ! ’ ’ e
xpen charged to the Fund, n ribed elsewhere; May include annual meeting expen insuranc rinership level taxes, and deal origination/monitorin
Call: Partnership Expenses — Other (detail in far-Ieft column) Cal Exgzn:::; (pfossﬁetg ;eescript\(‘m S}tf?:essceiip:nssis \E leh‘e f:gleﬁ mlir:n (:Ln]f theeCeaIIIgDilp{?ez\?\éle)s e pamerEnp lreliaes destergnetenmenterng
Call: Placement Agent Fees Call Fees/costs paid to the GP/Manager/Related Party, or to outside parties, for fundraising services
Call: Subsequent Close Interest Call Interest due from LPs that committed to subsequent closing of fund
Call: Working Capital Call Drawdown against unfunded obligation when final use of funds has not been determined
Dist: Carry Dist. GP's share of distribution proceeds, as defined by the waterfall calculation in the LPA (offset to distribution)
Dist: Clawback Dist. Return of excess carry distributed to GP, as defined by the waterfall calculation in the LPA (offset to Carry)
Dist: Income/Dividends Dist. Income or dividends earned from underlying holdings
Dist: Other (Provide explanation in far-left column) Dist. Miscellaneous distributions not otherwise defined above (provide a description of these expenses in the far left column of the worksheet)
Dist: Realized Gain - Cash Dist. Realized gain from the full or partial sale of an underlying holding
Dist: Realized Gain - Stock Dist. Realized gain from a stock distribution
Dist: Realized Loss - Cash Dist. Realized loss from the full or partial sale of an underlying holding
Dist: Realized Loss - Stock Dist. Realized loss from a stock distribution
Dist: Return of Capital - Cash Dist. Return of invested capital from the full or partial sale of an underlying holding
Dist: Return of Capital - Management Fees Dist. Return of management fees
Dist: Return of Capital - Partnership Expenses Dist. Return of partnership expenses
Dist: Return of Capital - Stock Dist. Cost basis of a stock distribution
Dist: Return of Excess Capital Called Dist. Return of unused proceeds called for investments (typically increases unfunded commitment)
Dist: Subsequent Close Interest Dist. Interest received from LPs that committed to subsequent closing of fund
Dist: Tax Withheld Dist. Taxes Withheld from Distributions (offset to Realized Gain and/or Income/Dividends)
Dist: Temporary Return of Capital - Management Fees Dist. Return of management fees that can be called again in the future
Dist: Temporary Return of Capital - Partnership Expenses Dist. Return of partnership expenses that can be called again in the future
Dist: Temporary Return of Capital - Investment Dist. Return of capital previously called for underlying holding, can be called again

New in Version 1.1 (updated in Sept. 2016)
= Revised transaction types to more closely reflect the ILPA Reporting Template (originally released in Jan. 2016); Specifically, transaction codes for partnership expense sub-classifications were added (listed above in red font)
* Miscellaneous formatting / bug fixes
= Clarified the guidance regarding the side-calculation section of the Template (Section D)

New in Version 1.2 (updated in Sept. 2018)

*Added new transaction type for tax withheld (in red text)
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Performance measurement
General comments on the definition and application of TVPI and MOIC multiples

e The Draft ILPA Performance Template now includes the term TVPI (for net multiple) in addition to
MOIC (for gross multiple). This is a welcome amendment/clarification. That said, in terms of fund
performance multiples definitions, it should be aligned with the Invest Europe Investor Reporting
Guidelines. Please see below.

e Atthesametime, it appears that ILPA may have been working under time constraints when finalising
the revised template. The additional resources sheets (e.g., “Alt.Methodology — Gross Up”) still refer
to the term ‘Gross TVPI'. This confuses the terms. We would suggest using the term TVPI only for
net multiples and the term MOIC in all other situations when the presented multiple is not
completely a net figure.

e Also, in the ‘Definitions’ sheet where Net TVPI is defined, we would suggest adding a similar
clarification about what the Net IRR definition includes (“...calculated net of all fees, expenses...”).

Specific comments

e When it comes to performance measurement in the Invest Europe 2024 Investor Reporting

Guidelines, we distinguish between Net IRR and Net Fund Multiples as well as between Gross IRR
and Gross Portfolio Multiples. Definitions are very clear and leave no room for interpretation. Net
figures relate to the fund and only to cash flows to and from investors (with previous deductions for
accrued and/or potential carried interest). Gross figures relate to the portfolio companies/
investments and only to cash flows to and from portfolio companies/investments. Under the Invest

Europe Guidelines, net is always fund level and gross is always portfolio/investment level.

e The ILPA definitions for performance metrics have no such clear division between fund and
portfolio/investment level and it is possible to show net and gross numbers on both fund and
portfolio level. That is confusing.

e Furthermore, definitions are being used that leave room for interpretation and could therefore lead
to different results where apples are compared with pears. One example:

o The net TVPI (BTW: TVPI is by nature net, so no need to mention that separately) uses the
unrealised value of the illiquid fund without further specifying, what exactly the unrealised
value of the fund is. The Invest Europe Guidelines give a clear definition: The LPs’ share of
the fund’s remaining net assets, which includes the valuation of the unrealised portfolio, cash
and other net assets or liabilities, after an appropriate accrual for carried interest. —
something that is completely missing in the ILPA guidance.


https://www.investeurope.eu/industry-standards/professional-standards/investor-reporting/
https://www.investeurope.eu/industry-standards/professional-standards/investor-reporting/
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o Furthermore, the ILPA template suggests the use of a Gross MOIC at fund level, where
basically the same unspecific definition is used as the one mentioned above — which appears
to lack clarity and doesn’t seem fully coherent.
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