OBSERVATIONS ON
PRIVATE EQUITY

‘We do notinvest in private equity for our clients,
but they often ask about our views on the asset class.

We believe private equity can be a suitable investment for
certain families and institutions, but the opportunity doesn't
appear attractive at present.

It may be appropriate for investors who are:

= Comfortable with the trade-offs it requires when compared
to public equities. These trade-offs include long periods of
illiquidity, substantial imbedded leverage, subjective
valuation of fund investments, iron-clad commitments to
meet periodic capital calls, no decision rights for limited
partners and higher fees.

= Able to invest across multiple “vintages” of funds. If not,
investments may be unduly restricted to the
opportunities available in a narrow window of time.

= Confident that they are investing with a top-tier manager.
Winning in private equity requires investment acumen,
skill in managing portfolio companies, and strategic
insight. Such attributes are scarce.

We believe even investors well-suited to private equity should
approach it with an extra dose of caution. Barton Biggs, who
famously predicted the bursting of the late 1990's dot-com
bubble, warned: “The is no investment idea that is so fantastic
that it can't be spoiled by too much capital.”

Capital has flooded into private equity funds over the past
two decades. Assets under management mushroomed from
$600 billion in 2000 to more than $10 trillion at the end of
2023. Roughly 16 times more capital is pursuing a universe of
investable companies that hasn’t changed much, making
high returns far harder to come by.

Recent data' indicate private equity returns are indeed
faltering, and many deals may be in trouble.

= The private equity industry currently has $3.2 trillion in
unsold, leveraged assets that were initially purchased at
relatively expensive valuations.

= The number of deals per year has fallen 35% from the
peak in 2021, and exit values are down two-thirds on
average. With many exit channels closed, returns
distributed to investors have slowed.

= Average interest rates on the high levels of debt used to
purchase companies have doubled to over 9%, increasing
bankruptcy risk for portfolio companies.

= Funds haven't disclosed write-downs on many private
equity fund holdings yet, but we think they will soon, as
nearly $300 billion in leveraged loans for private equity
transactions come due by the end of 2025. In the
meantime, investors may be paying management fees
based on overly optimistic company valuations.

These dynamics are playing out at a time when allocations to
private equity are far higher than they once were.

Family Offices Have Piled Into Private Equity Since 2015
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Source: UBS/Campden Wealth Global Family Office Report (2016 and 2024).
Other (2023): Private debt, Art & Antiques, Infrastructure.
Other (2015): ETFs, REITs, Tangibles, Art and other assets.

No doubt, some will make money in new private equity
investments, but the opportunity appears much slimmer,
and the risks far greater, than was the case several years ago.
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Important Disclosures This commentary is for informational purposes only. The information set forth herein is of a general nature and does
not address the circumstances of any particular individual or entity. You should not construe any information herein as legal, tax, investment,
financial or other advice. Nothing contained herein constitutes a solicitation, recommendation, endorsement, or offer to buy or sell any securities
or other financial instruments. This commentary includes forward-looking statements, and actual results could differ materially from the views
expressed. Materials referenced that were published by outside sources are included for informational purposes only. These sources contain
facts and statistics quoted that appear to be reliable, but they may be incomplete or condensed and we do not guarantee their accuracy.
Fact and circumstances may be materially different between the time of publication and the present time. Clients with different investment
objectives, allocation targets, tax considerations, brokers, account sizes, historical basis in the applicable securities or other considerations
will typically be subject to differing investment allocation decisions, including the timing of purchases and sales of specific securities, all of
which cause clients to achieve different investment returns. Past performance is not indicative of future results, and there can be no assurance
that the future performance of any specific investment or investment strategy will be profitable, equal any historical performance level(s), be
suitable for the portfolio or individual situation of any particular client, or otherwise prove successful. Investing involves risks, including the
risk of loss of principal. The level of risk in a client’s portfolio will correspond to the risks of the underlying securities or other assets, which
may decrease, sometimes rapidly or unpredictably, due to real or perceived adverse economic, political, or regulatory conditions, recessions,
inflation, changes in interest or currency rates, lack of liquidity in the bond markets, the spread of infectious illness or other public health
issues, armed conflict, trade disputes, sanctions or other government actions, or other general market conditions or factors. Actively managed
portfolios are subject to management risk, which involves the chance that security selection or focus on securities in a particular style, market
sector or group of companies will cause a portfolio to incur losses or underperform relative to benchmarks or other portfolios with similar
investment objectives. Foreign investing involves special risks, including the potential for greater volatility and political, economic and currency
risks. Please refer to Chevy Chase Trust’s Form ADV Part 2 Brochure, a copy of which is available upon request, for a more detailed description
of the risks associated with Chevy Chase Trust's investment strategy. The recipient assumes sole responsibility of evaluating the merits and
risks associated with the use of any information herein before making any decisions based on such information.
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