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KENSINGTON PRIVATE EQUITY FUND

MANAGEMENT DISCUSSION AND ANALYSIS

The Kensington Private Equity Fund (“KPEF”) is an investment trust established under the laws of the Province
of Ontario. This Management Discussion and Analysis (“MD&A") is being published for investors in KPEF in
accordance with its governing Declaration of Trust and the regulatory requirements applicable to it as a
Corporate Finance Issuer.

Kensington Capital Advisors Inc. (the “Manager” and “Trustee”) believes that investing in private equity will
continue to offer the potential for attractive long-term returns that have historically outperformed public
equity market returns. A well-planned private equity investment should reduce risk for traditional investment
portfolios through diversification. The Manager provides investment advisory and portfolio management
services to KPEF and is responsible for making all investment decisions.

RECENT DEVELOPMENTS
Performance of the Kensington Private Equity Fund

KPEF was created to provide investors with exposure to a diversified portfolio of private equity investments
(“Underlying Investments”), including private equity funds and direct investments in private companies. By
creating a hybrid private equity portfolio, the Manager believes investors will benefit from the potential for
stronger returns from direct investments and the prudent risk management and diversification from
investments in funds (“Underlying Funds”). This carefully managed hybrid portfolio strategy led to the
following performance highlights for the nine months ended December 31, 2018:

e The Net Asset Value (NAV) of KPEF increased by approximately $77.9 million, consisting of new
subscriptions received from investors, net of distribution paid, together with unrealized gains.

The NAV per Unit increased during the period by 3.3%, determined on an internal rate of return basis
based on the performance of Underlying Investments and considering the impact of other cash flows
into and out of KPEF during the period (new subscriptions, conversions, distributions and redemptions
of Units). The comparable return for the same period last year was 1.7%.

e KPEF completed one new direct investment.
o Phoenix Imports Inc. is an importer and distributor of premium dog treats.

e KPEF made a commitment to one new Fund managed by the Manager: Kensington Venture Fund Il, L.P.

Overview of the Investment Environment

The Manager continuously evaluates broad economic developments as well as conditions specifically applicable
to the private equity markets in which it focuses its activities. Within the private equity markets, the Manager
targets subsectors and geographic regions that it believes offer the best opportunities for strong returns as well
as receptive markets for the sale of mature portfolio investments. Increasingly, the lines between venture and
buyout stage companies is blurred as technology risk shifts from implementation risk to the risk of not adopting
technological advances. The adoption of advanced technology by mature companies is accelerating and those
with access and the right resources to make changes are companies that are generating strong investment
returns.

Economic Environment

The economy continues to show strength in some sectors and signs of slowing growth in others. There are
regional disparities in economic activity as well. Tariffs on certain commodities are affecting operating
margins and have not yet been absorbed by the end consumers of products. The result will either be demand
reduction if prices rise, or lower cash flows if the higher raw material costs are not passed through. The
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companies that are investing to adopt technologies to lower unit costs are building a base for long term success
in the new globally protectionist environment. Regional corporate and personal income tax disparities are
significant which is a factor in the decision to spend capital in the U.S. as opposed to Canada. Regional
political uncertainty is another factor that is suspending capital spending in Canada as well as in Europe. That
suspension of capital spending does not bode well for the long term economic health of those regions.

Current Private Equity Market Conditions

The Manager’s investment thesis is to partner with strong management teams. The quality of management is
important in companies and in fund investments. The Manager has developed the Fund’s portfolio to include a
balance of venture, growth, and mature funds and companies. The venture capital market is robust with deal
sizes growing and funding readily available. The growth capital market is reasonably priced and we are seeing
many opportunities in that market. The buyout segment of the market is slowly returning to realistic pricing
expectations. In general, many companies and private investors are worried enough about the economy and
the political uncertainty that we anticipate prices to improve for buyers over the near term.

Summary
The Fund’s mature portfolio offers the potential of a continuing flow of distributions from the sale of portfolio
companies. The Manager expects that the frequency of exit transactions and the aggregate value received by

the Fund from these exits will continue but the economic risks are meaningful, and a slowdown is possible.
The bright side of a slowdown is the buying opportunities that arise.

RESULTS OF OPERATIONS
KPEF’s investment objective is to maximize long-term total returns for Unitholders through distributions of net

income and net realized capital gains from Underlying Investments, while managing risk through prudent
diversification.

Current Portfolio of Underlying Investments
The Manager maintains a portfolio of diversified private equity investments consisting of:

. investments in private equity funds to provide the diversification required to manage risk, combined
with significant allocations to direct investments in companies to enhance returns;

. secondary investments to opportunistically take advantage of market dislocations;

. investments in the buyout sector, growth equity, venture capital and other sectors, in order to provide
investors with access to different segments of the private equity market through a single investment in
KPEF; and

. private equity investments located primarily in Canada and the U.S., allocated in a manner consistent

with the Manager’s expertise and its views on the most compelling investment regions and
opportunities.

The investment strategy used to construct the portfolio of KPEF relies upon the Manager’s proactive sourcing of
proprietary deal flow and active management of the portfolio. This investment strategy is also designed to
provide investors with access to private equity investments that would otherwise be unavailable to them, by
capitalizing on the Manager’s relationships with leading private equity fund managers, and from the scale
achieved from combining their resources with other investors in KPEF.

As at December 31, 2018, KPEF held investments in 35 primary funds, 3 independent secondary fund portfolios,
21 direct investments, and 5 funds of funds. The Manager continues to review private equity investment
opportunities on an ongoing basis in order to best achieve KPEF’s investment objective.

In accordance with the Declaration of Trust governing KPEF, the Manager has the responsibility for establishing
target portfolio weighting guidelines by geographic region, investment type and investment sector, with the
expectation that the actual weightings will vary over time depending on market conditions and available
opportunities, among other factors.



The portfolio allocations weightings at December 31, 2018 are set out below:

By geographic region:

Cost

Fair Value

6.27%

38.75%

i United States w Canada . Restof World
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By investment type:

Cost

Fair Value
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By sector:

Cost Fair Value

1.25% 1.05%

51.56%

12.15% 15.96%

i Buyout W Venture

. Growth W Other W Buyout mWVenture . Growth & Other

In addition to the 21 direct investments in private companies, the KPEF portfolio as of December 31, 2018,
includes Underlying Investments in indirect investments in private companies through primary and secondary
fund portfolios, and much smaller indirect investments in many additional private companies through the fund
of funds portfolios. These companies are diversified across multiple industry sectors, as set out in the chart

below.

KPEF Industry Weightings of Private Equity Investments (Fair Value)
December 31, 2018
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KPEF NET ASSET VALUE

Underlying Investments:

As at December 31, 2018, KPEF held Underlying Investments in private equity totaling $229.0 million
representing 71.1% of the NAV. During the period, KPEF realized certain private equity investments, resulting
in a shift from unrealized gains reported in prior periods to realized gains in the current period. Excluding the
impact of net new subscriptions and distributions of $71.4 million, the net asset value of Underlying
Investments increased by $6.5 million during the period.

Liquid Investments:

KPEF invests directly in Underlying Funds by committing and advancing capital as such amounts are drawn
down by the respective managers of the Underlying Funds. Capital held by KPEF pending investment in private
equity investments is invested in a variety of financial products (“Liquid Investments”) such as government
securities, money market instruments and investment-grade securities, as well as listed securities of private
equity funds and other securities consistent with the overall objectives of liquidity, capital preservation and an
appropriate return.

As at December 31, 2018, KPEF held Liquid Investments totalling $94.1 million, representing an increase of
$28.5 million from the $65.6 million of Liquid Investments held at March 31, 2018. At December 31, 2018,
Liquid Investments comprised 29.3% of the NAV. The Manager expects most of that liquidity to be used in the
coming months as several investments that have been in due diligence and documentation are closed.

December 31, 2018

March 31, 2018

Estimated Estimated
. % of Fund's . % of Fund's
Cost (CAD)  Fair Value Cost (CAD)  Fair Value
Net Assets Net Assets
(CAD) (CAD)
Cash 21,459,171 21,459,171 6.7% 33,905,354 33,905,354 13.9%
Kensington Alternative Strategy Fund* 23,773,575 26,946,991 8.4% 13,773,575 16,149,843 6.6%
GIC Investment 45,500,000 45,735,609 14.2% 15,500,000 15,515,150 6.4%
90,732,746 94,141,771 29.3% 63,178,929 65,570,347 26.9%

* This fund is also managed by the Manager - see “Related Party Transactions”.

Management Expense Ratio:

KPEF’s Management Expense Ratio (MER) is reported in accordance with applicable accounting standards and
securities laws. The MER is based on total expenses for the stated period and is expressed as an annualized
percentage of the net average assets during the period. The reported MER for KPEF includes expenses incurred
by Underlying Funds. Unlike typical mutual fund expenses, the expenses incurred by these Underlying Funds
will be recovered by KPEF prior to any such Underlying Fund’s managers earning a performance fee. The
recoveries of these expenses will be recorded as portfolio gains at the appropriate times and will not be
reflected in any adjustment to the MER at those times. The Manager has also calculated the unrecoverable
portion of the MER during the relevant periods (“Unrecoverable MER”), as the reported MER less the amounts
expected to be recovered from Underlying Funds as described above.

Period Ended December 31, 2018 Year Ended March 31, 2018

Class A Units  Class F Units Class E Units Class G Units Class A Units Class F Units Class E Units Class G Units

Net Asset Value

4,185,814 1,661,234 68,770,923 247,249,644 4,907,318 1,622,259 65,334,038 172,114,383
Units Outstanding 171,148 63,300 3,164,360 10,329,741 188,795 58,734 2,761,372 6,708,915
Management expense ratio % 3.72% 3.27% 5.63% 4.44% 3.77% 3.43% 4.82% 3.61%
Unrecoverable management expense ratio % 2.89% 2.40% 4.75% 3.53% 3.26% 2.89% 4.27% 3.06%



Selected Financial Data:

The following table shows selected key financial information about KPEF and is intended to summarize the
KPEF financial performance for each of the eight most recently completed quarters. The information is derived

from the KPEF financial statements.

For the quarter ended December 31, 2018

For the quarter ended September 30, 2018

Class A Class F Class E Class G Class A Class F Class E Class G

S S S S $ S S N

Total operating income 50,242 18,489 749,536 2,446,702 126,006 46,223 1,893,084 6,146,833
Total profit/(loss) 7,502 4,021 3,456 592,571 77,040 31,355 375,753 2,086,997
Total profit/(loss) attributable per-unit basis 0.04 0.06 0.00 0.06 0.42 0.53 0.14 0.30
Total net assets 4,185,814 1,661,234 68,770,921 247,249,644 4,371,704 1,657,213 67,562,749 223,327,940
- - 2.25 2.25 2.25 2.25

Distributions declared and paid

For the quarter ended June 30, 2018

For the quarter ended March 31, 2018

Class A Class F Class E Class G Class A Class F Class E Class G

$ $ $ S $ $ $ S

Total operating income 88,632 29,319 1,193,447 3,741,109 617,424 203,896 8,093,765 21,268,883
Total profit/(loss) 49,219 18,074 600,021 2,618,790 573,542 192,418 7,513,042 20,214,549
Total profit/(loss) attributable per-unit basis 0.26 0.31 0.22 0.38 2.86 3.28 2.79 3.18
4,956,537 1,640,333 66,759,055 218,651,081 4,907,318 1,622,259 65,334,038 172,114,383

Total net assets
Distributions declared and paid

For the quarter ended December 31, 2017

For the quarter ended September 30, 2017

Class A Class F Class E Class G Class A Class F Class E Class G

S S N S $ S N S

Total operating income 105,119 29,022 1,179,776 2,757,240 (5,661) (1,650) (64,575) (143,796)

Total profit/(loss) 45,403 14,080 237,474 935,118 (81,915) (13,515) (629,530)  (1,099,328)

Total profit/(loss) attributable per-unit basis 0.21 0.25 0.09 0.16 (0.22) (0.24) (0.27) (0.21)

Total net assets 5,101,062 1,429,842 57,682,199 139,452,858 5,162,475 1,420,394 56,162,458 129,046,763
0.72 0.72 0.72 0.72 - - - -

Distributions declared and paid

For the quarter ended June 30, 2017

For the quarter ended March 31, 2017

Class A Class F Class E Class G Class A Class F Class E Class G

S S S S $ S S S

Total operating income 241,555 40,894 1,287,728 3,151,097 1,064,942 168,814 4,619,295 9,985,260
Total profit/(loss) 162,973 29,741 854,340 2,414,122 949,141 152,182 4,094,460 9,098,213
Total profit/(loss) attributable per-unit basis 0.43 0.49 0.42 0.52 2.35 2.55 2.23 2.57
8,787,390 1,433,908 49,450,008 116,592,287 9,150,063 1,468,108 41,584,503 98,729,774

Total net assets
Distributions declared and paid

KPEF UNITS ISSUED AND OUTSTANDING

As of December 31, 2018, KPEF had issued four classes of Units, Class A Units, Class F Units, Class E Units and
Class G Units. As of December 31, 2018, KPEF had issued (net of redemptions and conversions) 171,148 Class A
Units, 63,300 Class F Units, 3,164,360 Class E Units and 10,329,741 Class G Units for total net proceeds of
$304.5 million. The four classes of units are collectively and interchangeably referred to herein as the “Units”.
Holders of Units are collectively referred to herein as the “Unitholders”. The Class E Units and Class G Units

are currently available for subscription.

Units of KPEF are listed on FundSERV, under the symbol KEN 100 (Class A Units), KEN 105 (Class E Units), KEN
110 (Class F Units), and KEN 115 (Class G Units). Current NAV information is provided directly to investment
accounts through Fundata.

All amounts stated throughout this report are in Canadian dollars unless otherwise noted.

RELATED PARTY TRANSCATIONS

The KPEF investment portfolio includes investments in five funds managed by the Manager: KPEF has invested
$23,773,575 in Kensington Alternative Strategy Fund, KPEF has invested $4,504,946 in Kensington Direct
Venture Fund, KPEF has exchanged units with Kensington Fund of Funds Il and Kensington International Private
Equity Fund | at a cost base of $16,010,798 and $16,926,082 respectively, KPEF has committed $23,850,000 to
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Kensington Venture Fund, LP, which will be drawn down by that fund over a 13-year period, and KPEF has
committed $25,000,000 to Kensington Venture Fund I, LP, which will be drawn down by the fund over a 12-
year period. As of December 31, 2018, the total amount funded by KPEF into Kensington Venture Fund and
Kensington Venture Fund Il was $6,089,214 and nil respectively. In each case, these related party investments
have been structured to ensure there is no duplication of management fees paid by KPEF to the Manager.

RISK FACTORS

KPEF is subject to several risks, including all the risks described in the KPEF Annual Information Form dated
June 29, 2018.

FORWARD LOOKING STATEMENTS

This document may contain forward-looking statements relating to anticipated future events, results,
circumstances, performance or expectations that are not historical facts but instead represent the Manager’s
expectations regarding future events. By their nature, forward-looking statements must be based on
assumptions and are subject to inherent risks and uncertainties. There is significant risk that predictions and
other forward-looking statements will not prove to be accurate. Readers of this document are cautioned not to
place undue reliance on forward-looking statements as several factors could cause actual future results,
conditions, actions or events to differ materially from the targets, expectations, estimates or intentions
expressed in the forward-looking statements. Actual results may differ materially from the Manager’s
expectations as projected in such forward-looking statements for a variety of reasons, including but not limited
to market and general economic conditions, interest rates, foreign exchange rates, regulatory and statutory
developments, the effects of competition in the geographic and business areas in which KPEF may invest and
the risks detailed form time to time in KPEF’s Offering Memorandum, Annual Information Form and other
investor documentation. The foregoing list of factors is not exhaustive and when relying on forward-looking
statements to make decisions with respect to investing in KPEF, investors and others should carefully consider
these factors, as well as other uncertainties and potential events, and the inherent uncertainty of forward-
looking statements. Due to the potential impact of these factors, neither KPEF nor the Manager undertakes,
and specifically disclaims, any intention or obligation to update or revise any forward-looking statements,
whether as a result of new information, future events or otherwise, unless required by applicable law.



