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In finance, private equity is an asset class consisting of equity securities
in operating companies that are not publicly traded on a stock exchange.
Investments in private equity most often involves either an investment of
capital into an operating company or the acquisition of an operating
company. Capital for private equity is raised primarily from institutional
investors.

Financial market
participants

There is a wide array of types and styles of private equity and the term
private equity has different connotations in different countries.[1]
Among the most common investment strategies in private equity include
leveraged buyouts, venture capital, growth capital, distressed
investments and mezzanine capital. In a typical leveraged buyout
transaction, the private equity firm buys majority control of an existing
or mature firm. This is distinct from a venture capital or growth capital
investment, in which the private equity firm typically invests in young or
emerging companies, and rarely obtain majority control.
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Types of private equity
Private equity investments can be divided into the following categories:

Leveraged buyout
Leveraged buyout, LBO or Buyout refers to
a strategy of making equity investments as
part of a transaction in which a company,
business unit or business assets is acquired
from the current shareholders typically with
the use of financial leverage. The companies
involved in these transactions are typically
mature and generate operating cash flows.[2]
Leveraged buyouts involve a financial
sponsor agreeing to an acquisition without
itself committing all the capital required for
the acquisition. To do this, the financial
Diagram of the basic structure of a generic leveraged buyout
sponsor will raise acquisition debt which
transaction
ultimately looks to the cash flows of the
acquisition target to make interest and
principal payments.[3] Acquisition debt in an LBO is often non-recourse to the financial sponsor and has
no claim on other investment managed by the financial sponsor. Therefore, an LBO transaction's
financial structure is particularly attractive to a fund's limited partners, allowing them the benefits of
leverage but greatly limiting the degree of recourse of that leverage. This kind of financing structure
leverage benefits to an LBO's financial sponsor in two ways: (1) the investor itself only needs to provide
a fraction of the capital for the acquisition, and (2) the returns to the investor will be enhanced (as long
as the return on assets exceeds the cost of the debt).[4]
As a percentage of the purchase price for a leverage buyout target, the amount of debt used to finance a
transaction varies according the financial condition and history of the acquisition target, market
conditions, the willingness of lenders to extend credit (both to the LBO's financial sponsors and the
company to be acquired) as well as the interest costs and the ability of the company to cover those costs.
Historically the debt portion of a LBO will range from 60%-90% of the purchase price, although during
certain periods the the debt ratio can be higher or lower than the historical averages.[5] Between 20002005 debt averaged between 59.4% and 67.9% of total purchase price for LBOs in the United States.[6]

Venture capital
Venture capital[7] is a broad subcategory of private equity that refers to equity investments made,
typically in less mature companies, for the launch, early development, or expansion of a business.
Venture investment is most often found in the application of new technology, new marketing concepts
and new products that have yet to be proven.[8][9]
Venture capital is often sub-divided by the stage of development of the company ranging from early
stage capital used for the launch of start-up companies to late stage and growth capital that is often used
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to fund expansion of existing business that are generating revenue but may not yet be profitable or
generating cash flow to fund future growth.[10]
Entrepreneurs often develop products and ideas that require substantial capital during the formative
stages of their companies' lifecycles. Many entrepreneurs do not have sufficient funds to finance projects
themselves, and they must therefore seek outside financing.[11] The venture capitalist's need to deliver
high returns to compensate for the risk of these investments makes venture funding an expensive capital
source for companies. Venture capital is most suitable for businesses with large up-front capital
requirements which cannot be financed by cheaper alternatives such as debt. Although venture capital is
often most closely associate with fast-growing technology and biotechnology fields, venture funding has
been used for other more traditional businesses.[12][8]

Growth capital
Growth capital refers to equity investments, most often minority investments, in relatively mature
companies that are looking for capital to expand or restructure operations, enter new markets or finance
a major acquisition without a change of control of the business.
Companies that seek growth capital, will often do so in order to finance a transformational event in the
their lifecycle. These companies are likely to be more mature than venture capital funded companies,
able to generate revenue and operating profits but unable to generate sufficient cash to fund major
expansions, acquisitions or other investments. Growth capital can also be used to effect a restructuring
of a company's balance sheet, particularly to reduce the amount of leverage (or debt) the company has
on its balance sheet.[13]

Distressed and Special Situations
Distressed or Special situations can refer to investments in equity or debt securities of a distressed
company, or a company where value can be unlocked as a result of a one-time opportunity (e.g., a
change in government regulations or market dislocation). These categories can refer to a number of
strategies, some of which straddle the definition of private equity.

Mezzanine capital
Mezzanine capital refers to subordinated debt or preferred equity securities that often represent the most
junior portion of a company's capital structure that is senior to the company's common equity.

Secondaries
Secondary investments refer to investments made in existing private equity assets including private
equity fund interests or portfolios of direct investments in privately held companies through the
purchase of these investments from existing institutional investors. Often these investments are
structured similar to a fund of funds.[14]

Other strategies
Other strategies that can be considered private equity or a close adjacent market include:
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Real Estate: in the context of private equity this will typically refer to the riskier end of the
investment spectrum including "value added" and opportunity funds where the investments often
more closely resemble leveraged buyouts than traditional real estate investments. Certain investors
in private equity consider real estate to be a separate asset class.
Infrastructure: investments in various public works (e.g., bridges, tunnels, toll roads, airports,
public transportation and other public works) that are made typically as part of a privatization
initiative on the part of a government entity.[15][16][17]
Energy and Power: investments in a wide variety of companies (rather than assets) engaged in
the production and sale of energy, including fuel extraction, manufacturing, refining and
distribution (Energy) or companies engaged in the production or transmission of electrical power
(Power).
Merchant banking: negotiated private equity investment by financial institutions in the
unregistered securities of either privately or publicly held companies.[18]

History and further development
Early history and the development of venture capital
The seeds of the private equity industry were planted in 1946 with
the founding of two venture capital firms: American Research and
Development Corporation (ARDC) and J.H. Whitney & Company.
[19] Before World War II, venture capital investments (originally
known as "development capital") were primarily the domain of
wealthy individuals and families. ARDC was founded by Georges
Doriot, the "father of venture capitalism"[20] and founder of
INSEAD, with capital raised from institutional investors, to
encourage private sector investments in businesses run by soldiers
who were returning from World War II. ARDC is credited with the
first major venture capital success story when its 1957 investment
of $70,000 in Digital Equipment Corporation (DEC) would be
valued at over $355 million after the company's initial public
offering in 1968 (representing a return of over 500 times on its
investment and an annualized rate of return of 101%).[21] It is
commonly noted that the first venture-backed startup is Fairchild
Semiconductor (which produced the first commercially practicable
integrated circuit), funded in 1959 by what would later become
Venrock Associates.[22]

History of private equity
and venture capital

Early History
(Origins of modern private equity)
•
The 1980s
(LBO boom)
•
The 1990s
(LBO bust and the VC bubble)
•
The 21st Century
(Dot-com bubble to the Credit crunch)

Origins of the leveraged buyout
The first leveraged buyout may have been the purchase by McLean Industries, Inc. of Pan-Atlantic
Steamship Company in January 1955 and Waterman Steamship Corporation in May 1955[23] Under the
terms of that transaction, McLean borrowed $42 million and raised an additional $7 million through an
issue of preferred stock. When the deal closed, $20 million of Waterman cash and assets were used to
retire $20 million of the loan debt.[24] Similar to the approach employed in the McLean transaction, the
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use of publicly traded holding companies as investment vehicles to acquire portfolios of investments in
corporate assets was a relatively new trend in the 1960s popularized by the likes of Warren Buffett
(Berkshire Hathaway) and Victor Posner (DWG Corporation) and later adopted by Nelson Peltz
(Triarc), Saul Steinberg (Reliance Insurance) and Gerry Schwartz (Onex Corporation). These investment
vehicles would utilize a number of the same tactics and target the same type of companies as more
traditional leveraged buyouts and in many ways could be considered a forerunner of the later private
equity firms. In fact it is Posner who is often credited with coining the term "leveraged buyout" or
"LBO"[25]
The leveraged buyout boom of the 1980s was conceived by a number of corporate financiers, most
notably Jerome Kohlberg, Jr. and later his protégé Henry Kravis. Working for Bear Stearns at the time,
Kohlberg and Kravis along with Kravis' cousin George Roberts began a series of what they described as
"bootstrap" investments. Many of these companies lacked a viable or attractive exit for their founders as
they were too small to be taken public and the founders were reluctant to sell out to competitors and so a
sale to a financial buyer could prove attractive. Their acquisition of Orkin Exterminating Company in
1964 is among the first significant leveraged buyout transactions.[26]. In the following years the three
Bear Stearns bankers would complete a series of buyouts including Stern Metals (1965), Incom (a
division of Rockwood International, 1971), Cobblers Industries (1971), and Boren Clay (1973) as well
as Thompson Wire, Eagle Motors and Barrows through their investment in Stern Metals. [27] By 1976,
tensions had built up between Bear Stearns and Kohlberg, Kravis and Roberts leading to their departure
and the formation of Kohlberg Kravis Roberts in that year.

Private equity in the 1980s
In January 1982, former US Secretary of the Treasury William Simon and a group of investors acquired
Gibson Greetings, a producer of greeting cards, for $80 million, of which only $1 million was rumored
to have been contributed by the investors. By mid-1983, just sixteen months after the original deal,
Gibson completed a $290 million IPO and Simon made approximately $66 million.[28] The success of
the Gibson Greetings investment attracted the attention of the wider media to the nascent boom in
leveraged buyouts. Between 1979 and 1989, it was estimated that there were over 2,000 leveraged
buyouts valued in excess of $250 million[29]
During the 1980s, constituencies within acquired companies and the media ascribed the "corporate raid"
label to many private equity investments, particularly those that featured a hostile takeover of the
company, perceived asset stripping, major layoffs or other significant corporate restructuring activities.
Among the most notable investors to be labeled corporate raiders in the 1980s included Carl Icahn,
Victor Posner, Nelson Peltz, Robert M. Bass, T. Boone Pickens, Harold Clark Simmons, Kirk
Kerkorian, Sir James Goldsmith, Saul Steinberg and Asher Edelman. Carl Icahn developed a reputation
as a ruthless corporate raider after his hostile takeover of TWA in 1985.[30][31] Many of the corporate
raiders were onetime clients of Michael Milken, whose investment banking firm, Drexel Burnham
Lambert helped raise blind pools of capital with which corporate raiders could make a legitimate attempt
to take over a company and provided high-yield debt financing of the buyouts.
One of the final major buyouts of the 1980s proved to be its most ambitious and marked both a high
water mark and a sign of the beginning of the end of the boom that had begun nearly a decade earlier. In
1989, KKR closed in on a $31.1 billion takeover of RJR Nabisco. It was, at that time and for over 17
years, the largest leverage buyout in history. The event was chronicled in the book (and later the movie),
Barbarians at the Gate: The Fall of RJR Nabisco. KKR would eventually prevail in acquiring RJR
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Nabisco at $109 per share, marking a dramatic increase from the original announcement that Shearson
Lehman Hutton would take RJR Nabisco private at $75 per share. A fierce series of negotiations and
horse-trading ensued which pitted KKR against Shearson Lehman Hutton and later Forstmann Little &
Co. Many of the major banking players of the day, including Morgan Stanley, Goldman Sachs, Salomon
Brothers, and Merrill Lynch were actively involved in advising and financing the parties. After Shearson
Lehman's original bid, KKR quickly introduced a tender offer to obtain RJR Nabisco for $90 per
share—a price that enabled it to proceed without the approval of RJR Nabisco's management. RJR's
management team, working with Shearson Lehman and Salomon Brothers, submitted a bid of $112, a
figure they felt certain would enable them to outflank any response by Kravis's team. KKR's final bid of
$109, while a lower dollar figure, was ultimately accepted by the board of directors of RJR Nabisco.[32]
At $31.1 billion of transaction value, RJR Nabisco was by far the largest leveraged buyouts in history.
In 2006 and 2007, a number of leveraged buyout transactions were completed that for the first time
surpassed the RJR Nabisco leveraged buyout in terms of nominal purchase price. However, adjusted for
inflation, none of the leveraged buyouts of the 2006–2007 period would surpass RJR Nabisco.
By the end of the 1980s the excesses of the buyout market were beginning to show, with the bankruptcy
of several large buyouts including Robert Campeau's 1988 buyout of Federated Department Stores, the
1986 buyout of the Revco drug stores, Walter Industries, FEB Trucking and Eaton Leonard.
Additionally, the RJR Nabisco deal was showing signs of strain, leading to a recapitalization in 1990
that involved the contribution of $1.7 billion of new equity from KKR.[33]
Drexel Burnham Lambert was the investment bank most responsible for the boom in private equity
during the 1980s due to its leadership in the issuance of high-yield debt.
Drexel reached an agreement with the government in which it pleaded nolo contendere (no contest) to
six felonies – three counts of stock parking and three counts of stock manipulation.[34] It also agreed to
pay a fine of $650 million – at the time, the largest fine ever levied under securities laws. Milken left the
firm after his own indictment in March 1989.[35][36] On February 13, 1990 after being advised by
Secretary of the Treasury Nicholas F. Brady, the SEC, the NYSE and the Federal Reserve, Drexel
Burnham Lambert officially filed for Chapter 11 bankruptcy protection.[35]

Age of the mega-buyout 2005-2007
The combination of decreasing interest rates, loosening lending standards and regulatory changes for
publicly traded companies (specifically the Sarbanes-Oxley Act) would set the stage for the largest
boom private equity had seen. Marked by the buyout of Dex Media in 2002, large multi-billion dollar
U.S. buyouts could once again obtain significant high yield debt financing and larger transactions could
be completed. By 2004 and 2005, major buyouts were once again becoming common, including the
acquisitions of Toys "R" Us[37], The Hertz Corporation [38][39], Metro-Goldwyn-Mayer[40] and
SunGard[41] in 2005.
As 2005 ended and 2006 began, new "largest buyout" records were set and surpassed several times with
nine of the top ten buyouts at the end of 2007 having been announced in an 18-month window from the
beginning of 2006 through the middle of 2007. In 2006, private equity firms bought 654 U.S. companies
for $375 billion, representing 18 times the level of transactions closed in 2003.[42] Additionally, U.S.
based private equity firms raised $215.4 billion in investor commitments to 322 funds, surpassing the
previous record set in 2000 by 22% and 33% higher than the 2005 fundraising total[43] The following
year, despite the onset of turmoil in the credit markets in the summer, saw yet another record year of
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an Initial Public Offering (IPO) - shares of the company are offered to the public, typically
providing a partial immediate realization to the financial sponsor as well as a public market into
which it can later sell additional shares;
a merger or acquisition - the company is sold for either cash or shares in another company;
a Recapitalization - cash is distributed to the shareholders (in this case the financial sponsor) and
its private equity funds either from cash flow generated by the company or through raising debt or
other securities to fund the distribution.

Investment features and considerations
Considerations for investing in private equity funds relative to other forms of investment include:












Substantial entry requirements. With most private equity funds requiring significant initial
commitment(usually upwards of $1,000,000) which can be drawn at the manager's discretion over
the first few years of the fund.
Limited liquidity. Investments in limited partnership interests (which is the dominant legal form of
private equity investments) are referred to as "illiquid" investments which should earn a premium
over traditional securities, such as stocks and bonds. Once invested, it is very difficult to achieve
liquidity before the manager realizes the investments in the portfolio as an investor's capital is
locked-up in long-term investments which can last for as long as twelve years. Distributions are
made only as investments are converted to cash; limited partners typically have no right to
demand that sales be made.
Investment Control. Nearly all investors in private equity are passive and rely on the manager to
make investments and generate liquidity from those investments. Typically, governance rights for
limited partners in private equity funds are minimal.
Unfunded Commitments. An investor's commitment to a private equity fund is drawn over time. If
a private equity firm can't find suitable investment opportunities, it will not draw on an investor's
commitment and an investor may potentially invest less than expected or committed.
Investment Risks. Given the risks associated with private equity investments, an investor can lose
all of its investment. The risk of loss of capital is typically higher in venture capital funds, which
invest in companies during the earliest phases of their development or in companies with high
amounts of financial leverage. By their nature, investments in privately held companies tend to be
riskier than investments in publicly traded companies.
High returns. Consistent with the risks outlined above, private equity can provide high returns,
with the best private equity managers significantly outperforming the public markets.[51]

For the above mentioned reasons, private equity fund investment is for those who can afford to have
capital locked in for long periods of time and who are able to risk losing significant amounts of money.
These disadvantages are offset by the potential benefits of annual returns which range up to 30% for
successful funds.

Liquidity in the private equity market
The private equity secondary market
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(also often called private equity
secondaries) refers to the buying and
selling of pre-existing investor
commitments to private equity and
other alternative investment funds.
Sellers of private equity investments
sell not only the investments in the
fund but also their remaining
unfunded commitments to the funds.
By its nature, the private equity asset
class is illiquid, intended to be a
long-term investment for buy-andhold investors. For the vast majority
of private equity investments, there
is no listed public market; however,
there is a robust and maturing
secondary market available for
sellers of private equity assets.
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Diagram of a simple secondary market transfer of a limited
partnership fund interest. The buyer exchanges a single cash payment
to the seller for both the investments in the fund plus any unfunded
commitments to the fund.

Increasingly, secondaries are
considered a distinct asset class with
a cash flow profile that is not
correlated with other private equity investments. As a result, investors are allocating capital to secondary
investments to diversify their private equity programs. Driven by strong demand for private equity
exposure, a significant amount of capital has been committed to secondary investments from investors
looking to increase and diversify their private equity exposure.
Investors seeking access to private equity have been restricted to investments with structural
impediments such as long lock-up periods, lack of transparency, unlimited leverage, concentrated
holdings of illiquid securities and high investment minimums.
Secondary transactions can be generally split into two basic categories:




Sale of Limited Partnership Interests - The most common secondary transaction, this category
includes the sale of an investor's interest in a private equity fund or portfolio of interests in various
funds through the transfer of the investor's limited partnership interest in the fund(s). Nearly all
types of private equity funds (e.g., including buyout, growth equity, venture capital, mezzanine,
distressed and real estate) can be sold in the secondary market. The transfer of the limited
partnership interest typically will allow the investor to receive some liquidity for the funded
investments as well as a release from any remaining unfunded obligations to the fund.
Sale of Direct Interests – Secondary Directs or Synthetic secondaries, this category refers to the
sale of portfolios of direct investments in operating companies, rather than limited partnership
interests in investment funds. These portfolios historically have originated from either corporate
development programs or large financial institutions.

Private equity firms
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According to an updated 2008 ranking created by industry magazine Private Equity International[52]
(published by PEI Media called the PEI 50), the largest private equity firm in the world today is The
Carlyle Group, based on the amount of private equity direct-investment capital raised over a five-year
window. As ranked in this article, the 10 largest private equity firms in the world are:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

The Carlyle Group
Goldman Sachs Principal Investment Area
TPG
Kohlberg Kravis Roberts
CVC Capital Partners
Apollo Management
Bain Capital
Permira
Apax Partners
The Blackstone Group

Because private equity firms are continuously in the process of raising, investing and distributing their
private equity funds, capital raised can often be the easiest to measure. Other metrics can include the
total value of companies purchased by a firm or an estimate of the size of a firm's active portfolio plus
capital available for new investments. As with any list that focuses on size, the list does not provide any
indication as to relative investment performance of these funds or managers.
Additionally, Preqin (formerly known as Private Equity Intelligence), an independent data provider,
ranks the 25 largest private equity investment managers. Among the larger firms in that ranking were
AlpInvest Partners, AXA Private Equity, AIG Investments, Goldman Sachs Private Equity Group and
Pantheon Ventures.

Private equity funds
Private equity fundraising refers to the action of private equity firms seeking capital from investors for
their funds. Typically an investor will invest in a specific fund managed by a firm, becoming a limited
partner in the fund, rather than an investor in the firm itself. As a result, an investor will only benefit
from investments made by a firm where the investment is made from the specific fund in which it has
invested.




Fund of funds. These are private equity funds that invest in other private equity funds in order to
provide investors with a lower risk product through exposure to a large number of vehicles often
of different type and regional focus. Fund of funds accounted for 14% of global commitments
made to private equity funds in 2006 according to Preqin ltd (formerly known as Private Equity
Intelligence)
Individuals with substantial net worth. Substantial net worth is often required of investors by the
law, since private equity funds are generally less regulated than ordinary mutual funds. For
example in the US, most funds require potential investors to qualify as accredited investors, which
requires $1 million of net worth, $200,000 of individual income, or $300,000 of joint income
(with spouse) for two documented years and an expectation that such income level will continue.
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As fundraising has grown over the past few years, so too has the number of investors in the average
fund. In 2004 there were 26 investors in the average private equity fund, this figure has now grown to 42
according to Preqin ltd. (formerly known as Private Equity Intelligence).
The managers of private equity funds will also invest in their own vehicles, typically providing between
1–5% of the overall capital.
Often private equity fund managers will employ the services of external fundraising teams known as
placement agents in order to raise capital for their vehicles. The use of placement agents has grown over
the past few years, with 40% of funds closed in 2006 employing their services, according to Preqin ltd
(formerly known as Private Equity Intelligence). Placement agents will approach potential investors on
behalf of the fund manager, and will typically take a fee of around 1% of the commitments that they are
able to garner.
The amount of time that a private equity firm spends raising capital varies depending on the level of
interest among investors, which is defined by current market conditions and also the track record of
previous funds raised by the firm in question. Firms can spend as little as one or two months raising
capital when they are able to reach the target that they set for their funds relatively easily, often through
gaining commitments from existing investors in their previous funds, or where strong past performance
leads to strong levels of investor interest. Other managers may find fundraising taking considerably
longer, with managers of less popular fund types (such as European venture fund managers in the
current climate) finding the fundraising process more tough. It is not unheard of for funds to spend as
long as two years on the road seeking capital, although the majority of fund managers will complete
fundraising within nine months to fifteen months.
Once a fund has reached its fundraising target, it will have a final close. After this point it is not
normally possible for new investors to invest in the fund, unless they were to purchase an interest in the
fund on the secondary market.

Size of industry
A record $686bn of private equity was invested globally in 2007, up over a third on the previous year
and more than twice the total invested in 2005. Private equity fund raising also surpassed prior years in
2007 with $494bn raised, up 10% on 2006. Despite growing turbulence in the financial markets in the
latter part of the year, activity was split equally between the first and second half of the year. Buyouts
further increased their share of investments to 89% from a fifth in 2000. Early indicators show that
activity is down in the first half of 2008 in comparison to the same period in 2007. The contraction in
the credit markets caused by the sub-prime crisis, triggered a slowdown in private equity financing and
it became more difficult for private equity firms to obtain debt financing from banks to complete private
equity deals.
The regional breakdown of private equity activity shows that in 2007, North America accounted for 71%
of global private equity investments (up from 66% in 2000) and 65% of funds raised (down from 68%)
(Table 1, Chart 2). Between 2000 and 2007, Europe’s share of investments fell from 20% to 15% and
funds raised from 25% to 22%. This was largely a result of stronger buyout market activity in US than
in Europe. Between 2000 and 2007 there was a rise in the importance of Asia-Pacific and emerging
markets as investment destinations, particularly China, Singapore, South Korea and India. Asia-Pacific’s
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share of funds raised increased from 6% to 10% during this period while its share of investments
remained unchanged at around 12%. [53]
The biggest fund type in terms of commitments garnered was buyout, with 188 funds raising an
aggregate $212 billion. So-called mega buyout funds contributed a significant proportion of this amount,
with the ten largest funds of 2006 raising $101 billion alone—23% of the global total for 2006. Other
strong performers included real estate funds, which grew 30% from already strong 2005 levels, raising
an aggregate $63 billion globally. The only fund type to not perform so well was venture, which saw a
drop of 10% from 2005 levels.
In terms of the regional split of fundraising, the majority of funds raised in 2006 were focusing on the
American market, with 62% of capital raised in 2006 focusing on the US. European focused funds
account for 26% of the global total, while funds focusing on Asia and the Rest of World accounted for
the remaining 11%.
Venture capital is considered a subset of private equity focused on investments in new and maturing
companies.
Mezzanine capital is similar class of alternative investment focused on structured debt securities in
private companies.

Private equity fund performance
In the past the performance of private equity funds has been relatively difficult to track, as private equity
firms are under no obligation to publicly reveal the returns that they have achieved from their
investments. In the majority of cases the only groups with knowledge of fund performance were
investors in the funds, academic institutes (as CEPRES Center of Private Equity Research) and the firms
themselves, making comparisons between various different firms, and the establishment of market
benchmarks to be a difficult challenge.
The application of the Freedom of Information Act (FOIA) in certain states in the United States has
made certain performance data more readily available. Specifically, FOIA has required certain public
agencies to disclose private equity performance data directly on the their websites[54]. In the United
Kingdom, the second largest market for private equity, more data has become available since the 2007
publication of the David Walker Guidelines for Disclosure and Transparency in Private Equity[55].
The performance of the private equity industry over the past few years differs between funds of different
types. Buyout and real estate funds have both performed strongly in the past few years (i.e., from 20032007) in comparison with other asset classes such as public equities. In contrast other fund investment
types, venture capital most notably, have not shown similarly robust performance.
Within each investment type, manager selection (i.e., identifying private equity firms capable of
generating above average performance) is a key determinant of an individual investor's performance.
Historically, performance of the top and bottom quartile managers has varied dramatically and
institutional investors conduct extensive due diligence in order to assess prospective performance of a
new private equity fund.
It is challenging to compare private equity performance to public equity performance, in particular
because private equity fund investments are drawn and returned over time as investments are made and
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subsequently realized. One method, first published in 1994, is the Long and Nickels Index Comparison
Method (ICM). Another method which is gaining ground in academia is the public market equivalent or
profitability index. The profitability index determines the investment in public market investments
required to earn a target profit from a portfolio of private equity fund investments.[56]
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