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LPs have long viewed emerging managers as a
high-risk, high-reward proposition: a potential
source of outsized alpha in buyout portfolios, but
with elevated downside and capital impairment
risk. This perception has often pushed emerging

managers to the margins of portfolio construction.

In this paper, we test whether that reputation is warranted.
Using data, we assess whether emerging managers truly
represent a disproportionate source of risk—or if the
opportunity has been mischaracterized.
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While the high-risk, high-reward label contains some truth,
our analysis suggests that the risk profile of Fund I vehicles
in particular has been overstated. In practice, the data
suggests outcomes are skewed toward the high-reward end
of the spectrum.

LPs that avoid Fund Is are leaving a powerful source of alpha
on the table. Capturing that alpha, however, is not automatic.
Successful emerging manager programs require disciplined
manager selection and an understanding of the unique (but
manageable) challenges associated with early-stage funds.

Methodology

This analysis draws on SPI, our proprietary data and analytics
platform. This multi-decade array of vintages, strategies and
market cycles provides a robust foundation for evaluating
emerging managers’ performance.

For the purposes of this paper, we define an emerging
manager as a GP raising their first, second or third institutional
fund within a flagship buyout fund series. Our analysis focuses

FIGURE 1: FUND SEQUENCE NET IRR AND TVM TRENDS

20%
18.4%
15% 15.0%
14.4%
o
o«
c
8 —
5 10%
[
=
5%
Fund | Fund Il Fund Il Fund IV+

specifically on managers for which we have Fund | data,
enabling a consistent assessment of early fund performance
and subsequent the outcomes.

Emerging managers represent about 40-45% of our primary
deal flow annually, underscoring their importance to the
private equity ecosystem and the necessity for rigorous and
customized evaluation frameworks. We accordingly conduct
extensive diligence on a large and representative sample of
these managers each year.

The brass tacks:
early funds
outperform

Across multiple performance measures, our data suggests
that early funds outperform, with performance declining
progressively as fund sequence advances (Figure 1).
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Source: SPI by StepStone and Burgiss, as of June 30, 2025, for Buyout funds with vintages from 2001-2020.
Note: Net IRR chart includes 2,090 funds with vintages. Net TVM chart includes 2,069 funds.
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On an absolute return basis, Fund Is significantly outperform
later funds. While performance tends to degrade over time,
Funds Il and Il continue to deliver strong absolute returns.
These trends hold true with respect to relative performance.
The likelihood of outperforming the median is highest for Fund
Is and gradually declines thereafter. Funds | and Il exceed the
median ~60% of the time, compared with ~50% for Funds IV
and beyond.

We attribute this early-fund outperformance in part to stronger
alignment between LPs and GPs. In many cases, managers
have not yet accumulated significant personal wealth and
remain highly economically and professionally invested in the
success of their early funds. Early funds also tend to benefit
from direct founder involvement in deal execution and from
alignment driven by carried interest, as Fund | managers rarely
generate substantial income from management fees given
smaller fund sizes and higher startup costs.

Hunting for the 1deal
Fund | archetype

Our analysis suggests that early funds can generate relative
outperformance, but it raises a natural question: is there an
identifiable Fund | profile—or even an optimal founder profile—
associated with stronger results? We analyzed our data across
multiple dimensions to answer these questions, examining
both fund- and founder-level data cohorts. While there is no
magic recipe for a “perfect” Fund |, several patterns emerge
among higher-performing emerging managers.

Smaller Fund Is do better

GPs that raise smaller Fund Is tend to outperform those that
raise larger inaugural pools of capital (Figure 2). Fund Is with
less than $500 million in commitments show a clear advantage,
with 67% delivering above-median returns, compared with
44% for funds between $500 million and $1 billion. For funds
above $1 billion, fund size shows no strong correlation with

relative performance. While fund size alone does not determine
outcomes, smaller inaugural funds are generally associated
with investments in smaller portfolio companies, which often
offer greater alpha potential through valuation inefficiencies,
outsized value creation opportunities, and lower leverage.
Smaller fund sizes may also support greater selectivity and
discipline, contributing to stronger performance.

FIGURE 2: FUND | SIZE PERFORMANCE ANALYSIS
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Source: SPI by StepStone and Burgiss, as of June 30, 2025, for 538
Buyout funds with vintages from 2001-2020.
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Experience matters \/\/hat’s the catc h’?
(more than expected) '

While early funds, in aggregate, tend to outperform later funds,

Founder experience shows a strong positive relationship with not all Fund Is are created equal. Although the absolute risk

performance (Figure 3). This finding challenges a common profile of Fund Is appears lower than one might think, return

belief that younger first-time founders outperform thanks to dispersion is meaningfully wider (Figure 4).

their greater alignment. Instead, the data suggests that years

of experience matter more, with more seasoned founders FIGURE 4: QUARTILE ANALYSIS
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is inherent in first-time funds, expanding the founding group

. . . Source: SPI by StepStone and Burgiss, as of June 30, 2025, for 2,090
does not, on its own, translate into improved performance. Buyout funds with vintages from 20012020,
That said, from a portfolio risk-management perspective,

having two or more founders may still be preferable even if Most of Fund I outperformance is driven by strong first-

doesn't show up in the numbers. and second- quartile returns. Identifying the GPs with a

higher likelihood of achieving above-median or top-quartile
performance is critical to capturing the alpha potential that a
successful emerging manager program can add to a private

equity portfolio.

FIGURE 3: FOUNDER EXPERIENCE AND COUNT PERFORMANCE ANALYSIS
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Source: SPI by StepStone and Burgiss, as of June 30, 2025, for 320 Buyout funds with vintages from 2001-2020.
Note: Years of experience have been calculated using 22 as the start of their professional careers.In the experience chart, for first-time funds with
multiple founders, we leveraged the average age across the founding group.
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Playbook for emerging
manager selection

While many elements of fund diligence are consistent across manager types, emerging managers present a distinct underwriting

profile that warrants deeper scrutiny in specific areas (Figure 5).

FIGURE 5: EMERGING MANAGER ASSESSMENT CRITERIA

Organization

- Experience & cohesion
of team/partner group

- Leadership succession
- Partner deal attribution

- Size of overall team/
partner group

- Office coverage

- Governance/investment
decision process

- Operating expertise/
support

- Partner time
commitments

- Key person risk
- GP references
- Personal litigation

- Diversity

Strategy

- Strategy execution
consistency/relevance

- Sector exposure/
attractiveness

- Strategy differentiation

- Geographic exposure/
attractiveness

- Sourcing capabilities
- Entry pricing
- Leverage approach

- Value creation
approach/drivers

- Exit capabilities

- ESG approach

Performance

- Overall gross
performance (TVM/IRR)

- Realized gross
performance (TVM/IRR)

- Unrealized operating
performance

- Unrealized valuation
approach

- Net performance
(TVM/IRR/DPI)

- Net benchmarking
(quartiling)

- Loss ratio

- Gross/net spread

- Portfolio volatility

- Length of track record

- Relevance of track
record to current
strategy

Structure

- Carry terms

- Carry distribution

- Management fee terms

- Mgmt company
ownership/distribution

- Agency risk/conflict
of interest

- Co-investment/
secondary potential

- Fund size/
fundraising risk

- IC composition/structure
- GP capital commitment

- Key person clause

Investors/others
- Prior LP re-up percentage

- Diversification of
investor base

- Diversification of
investor types

- Review alignment of
economic interests
between the GP and
the fund

- Operational DD review

- Legal DD review

LPs should consider several questions when assessing an emerging manager. The answers to these questions can help to paint

a clearer and more complete picture of institutional quality, relative attractiveness of strategy, attributable track record and team

capabilities/stability (Figure 6).

FIGURE 6: KEY QUESTIONS FOR EMERGING MANAGERS

Organization

- What is the length and
relevance of the senior
team’s experience?

- How long has the team
worked together?

- Is the overall firm built out
adequately?

- How reliant is the
organization on a
single person?

Strategy

- Is the team's prior
experience relevant for
the go-forward strategy?

- Is the strategy viable,
compelling and
differentiated in the
current environment?

- Does the manager have
proof points of the value
creation playbook?

Performance

- Is there a track record
and can it be validated
(e.g., attribution, reference
calls)?

- Is the track record recent
and relevant to the go-
forward strategy?

- Is the absolute and
relative performance
compelling?

Structure

- Does the fund have
viability (i.e., line of sight
on a first close)?

- Is the team sufficiently
incentivized?

- Are economics
thoughtfully distributed
for future growth in the
platform?

- Are there appropriate LP
protections around senior
team turnover?

Investors/others

- Is there strong alignment
between the GP and LPs?

- Does the firm have
appropriate back office
controls, protocols and
processes?

- Are terms in line with
market?

Note: The parameters described above are general and any conclusions drawn above reflect the views and opinions of StepStone.
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Hang on,
and don't let go

Successfully identifying a top-quartile Fund | can lead C | '
to durable long-term partnerships and sustained alpha O n C U S | O n

generation. Among managers that delivered first-quartile

performance in their inaugural funds, 43% went on to achieve For LPs willing to apply a disciplined framework, emerging

first-quartile returns in Fund Il, while 66% delivered above- managers—particularly Fund [s—can serve as an attractive

median performance (Figure 7). source of excess returns within a diversified private equity

portfolio. Maximizing the performance of an emerging

manager program, however, requires skillful selection to

But return persistence is a two-way street. One-third of ) ) ) ) L )

41 fourth file Fund | ¢ ned navigate the unique risks associated with first-time funds.
managers with fourth-quartile Fun erformance remaine . ) . o
. 9 o q P ) With the right framework, the odds of identifying a top-
in the fourth quartile in Fund Il, and 53% continued to perform , . . .

) performing Fund | increases, which can lead to persistent
below the median. ) ,
outperformance and compounding value across vintages, and

the formation of durable long-term partnerships.

FIGURE 7: RETURN PERSISTANCE

Fund Il performance for 1st quartile Fund Is Fund Il performance for 4th quartile Fund Is
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Source: SPI by StepStone and Burgiss, as of June 30, 2025, for 313 Buyout funds with vintages from 2001-2020.
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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, StepStone Group Private Debt 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 StepStone Group Private Debt AG (“SPD") 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 SPD, the prospectus/offering document and key information document (if
applicable) of such financial instrument(s) can be obtained free of charge from SPD or from the GP or investment manager of the relevant collective
investment scheme(s). Further information about SPD is available in the SPD Information Booklet which is available from SPD free of charge.

All data is as of February 2026 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 tailored investment solutions,
advisory services, and impacttul, 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
identify the advantages and the answers

our clients need to succeed.

For more information regarding © STEPSTONE

StepStone Group's research, please contact us

at research@stepstonegroup.com. stepstonegroup.com




