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Private Equity Primer

Outline

• What is Private Equity?

– Definition

– Stages/Types of Private Equity

– Why Invest in Private Equity?

– Historical returns

• Returns by era/vintage

• Importance of manager selection

– Risks
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Private Equity Primer

Outline

• How Does Private Equity Work?

– “J” Curve

– What do Private Equity Managers Do?

• Invest in companies at critical stages (i.e., seed, 
growth, turnaround)

• Restructure, refocus or revitalize inefficient 
operating companies

• Acquire growth companies operating in 
fragmented industries

• Create and develop new companies and/or new 
technologies
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Private Equity Primer

Outline

• Ways to Invest in Private Equity

– Fund of Funds Manager

– Direct Investment in Private equity Funds

– Direct and co-investments

• Current State of Private Equity Market and Issues

– No. of Firms and Investments by Vintage Year

– Concerns/Opportunities

– Issues
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Private Equity Primer

What is Private Equity?

Office of the State Treasurer                      5 October 2011



Private Equity Primer

Stages of Private Equity
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Stages of Private Equity

• Venture capital (VC)

– Financial capital provided to early-stage, high-potential, high risk, growth startup companies. The venture 
capital fund makes money by owning equity in the companies it invests in, which usually have a novel 
technology or business model in high technology industries, such as biotechnology, IT, software, etc. 

– In addition to angel investing and other seed funding options, venture capital is attractive for new companies 
with limited operating history that are too small to raise capital in the public markets and have not reached 
the point where they are able to secure a bank loan or complete a debt offering. In exchange for the high risk 
that venture capitalists assume by investing in smaller and less mature companies, venture capitalists usually 
get significant control over company decisions, in addition to a significant portion of the company's 
ownership (and consequently value).

• Growth capital (also called expansion capital and growth equity)

– A type of private equity investment, most often a minority investment, in relatively mature companies that 
are looking for capital to expand or restructure operations, enter new markets or finance a significant 
acquisition without a change of control of the business. Growth capital is often structured as either common 
equity or preferred equity, although certain investors will use various hybrid securities that include a 
contractual return (i.e., interest payments) in addition to an ownership interest in the company.

– Companies that seek growth capital will often do so in order to finance a transformational event in 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. 
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Stages of Private Equity (Cont’d.)

• Buyout 

– The acquisition of a company in which the purchase is leveraged through loan financing, with 
the assets of the company being acquired are put up as collateral to secure the loan.  The 
buyout market is comprised of companies that are established, profitable (or near term 
visibility to profitability), and where the current ownership is looking to exit for financial 
returns or to join a more attractive business or team.  Buyout managers utilize financial 
structuring and operating expertise to improve company financials and position the company 
for a strategic sale

• Mezzanine Financing

– A middle layer of financing in buyout and growth investments, subordinated to the senior 
debt layer, but senior to the equity layer. Mezzanine financing shares characteristics of both 
debt and equity financing

• Distressed Debt

– Corporate bonds of companies that have either filed for bankruptcy or appear likely to do so in the near 
future. The strategy of distressed debt firms involves first becoming a major creditor of the target company 
by acquiring its bonds at a discount, then controlling the company through reorganization or liquidation

• Secondary Investments

– Acquired interests in a private equity fund after the fund has been at least partially deployed in underlying 
portfolio companies. This allows purchasers to receive income from the fund earlier and have greater 
visibility on exits
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Private Equity Primer

Why Invest in Private Equity?
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Historical Returns
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Source: Callan Investments Institute Research, June 2011
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Historical Returns
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Source: Callan Investments Institute Research, June 2011
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Importance of Manager Selection
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Importance of Manager Selection
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Risks
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How Does Private Equity Work?
“J” Curve
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Cash flows of Private Equity Investments
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How Does Private Equity Work?
What Do Private Equity Managers Do?

• Invest in companies at critical stages (i.e., seed, growth, 
turnaround)

• Restructure, refocus or revitalize inefficient operating 
companies

• Acquire growth companies operating in fragmented 
industries

• Create and develop new companies and/or new 
technologies
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How Does Private Equity Work?
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How Does Private Equity Work?
Structure of Private Equity Funds

• GP/LP structure

– Role of General Partner

– Limited Partners

• Fixed private equity fund life

• Fee Structure

– Management Fee

– Performance Fee/“Carry”
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Ways to Invest in Private Equity

• Fund-of-Funds Manager

– Invests in multiple private equity funds on behalf of 
client

– Additional layer of fees

• Direct Investment in Private Equity Funds

– Done in conjunction with investment consultant or 
advisor

• Direct and co-investments
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Ways to Invest in Private Equity
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Example Flow of Funds for Private Equity Program:
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NOTE: This is an illustrative diagram showing

the possible flow of funds for the investment
of PSF monies.  Other structures, as such 

direct co-investments by the investment Up to $50 million (1/6 of fund)
manager, are also possible.

$50 million

Local Private Equity
Fund #4

Investment #2

NV Start-up Company

Investment #3

Buyout Opportunity

Investment #4

Buyout Opportunity

Investment #5

NV Start-up Company

Investment #6

NV Start-up Company
(e.g., High-Tech) (e.g., Manufacturing) (Company moves to (Existing Nevada 

company)

(e.g., Engineering firm) (e.g., Clean Energy)

Nevada)

Investment #1

NV Start-up Company

Local Private Equity
Fund #3

Local Private Equity
Fund #1

Local Private Equity
Fund #2

State of Nevada

Investment Manager(s)

Nevada Capital Investment Corporation

$310 million - close of FY 2011

Outside Investors Business Leadership Council

Invest their own monies in funds

Permanent School Fund



Private Equity Primer

Rationale for Using Fund-of-Funds
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Advantages
• Gain expertise and knowledge of a 

manager with a large staff that has 
done due diligence on hundreds of 
funds – superior fund selection

• Access to fund managers & 
information

• Expertise in area

• Allows quicker implementation

• Training opportunities

• Capital commitment

• Turn-key operation where resources 
are all under one roof (portfolio 
management, legal, operational, etc.)

• Diversification

Disadvantages
• Additional layer of fees (1%) – But how 

do those costs compare to staffing, 
legal and other costs involved in going 
solo?

• Possible remoteness of fund 
management team (out-of-state)

• Potential lack of co-investment 
experience
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Pros and Cons of Fund-of-Funds
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Current State of Private Equity Market
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Global Fundraising By Quarter
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Current State of Private Equity Market
Concerns and Opportunities

• Manager Turmoil and Survival of Fittest

• Regulation

• Greater Investor (LP) Influence
– Separate accounts

– Lower fees/Fund terms more favorable

• Attractive Pricing

• Increased Accessibility to Previously Oversubscribed 
Managers
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