what is private equity

what is private equity is a question that many investors, business professionals, and students often explore
to understand a significant sector in the financial industry. Private equity refers to investment funds,
generally organized as limited partnerships, that buy and restructure companies not publicly traded on
stock exchanges. This form of investment plays a crucial role in the economy by providing capital to
private companies, facilitating growth, restructuring, or turnaround efforts. The article will cover the
fundamentals of private equity, how it operates, the types of private equity investments, the benefits and
risks involved, and its impact on businesses and the broader market. By understanding what private equity
entails, readers can gain insights into its strategic importance and the opportunities it presents. The
following sections will offer a comprehensive overview of private equity’s structure, processes, and

significance.
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Understanding Private Equity

Private equity is a form of investment where capital is directly invested in private companies or public
companies that are taken private. Unlike public equity, which involves buying shares traded on stock
exchanges, private equity investments are not available to the general public and involve a more hands-on
approach. Investors in private equity typically include institutional investors, such as pension funds,
endowments, and wealthy individuals, who commit capital to private equity funds managed by

professional investment firms.

The primary goal of private equity is to generate high returns by acquiring significant or controlling stakes
in companies and improving their value over time before eventually exiting the investment. The timeline
for private equity investments usually spans several years, during which the private equity firm works

closely with the company’s management to implement strategic, operational, or financial changes.



The Private Equity Market

The private equity market has grown substantially over the past few decades as investors seek alternative
investments beyond traditional stocks and bonds. This sector includes various types of funds and strategies
designed to meet different investment objectives and risk tolerances. The global private equity industry
manages trillions of dollars in assets, reflecting its importance in corporate finance and economic

development.

Key Players in Private Equity

Private equity involves several key players, including limited partners who provide capital, general
partners who manage the funds, portfolio companies that receive investments, and advisors who offer
expertise. General partners are responsible for sourcing deals, conducting due diligence, negotiating terms,

and overseeing portfolio companies to maximize returns.

How Private Equity Works

The mechanics of private equity involve raising capital, investing in target companies, managing those
investments, and eventually exiting at a profit. The process is highly structured and requires significant

expertise in finance, operations, and strategic management.

Fundraising and Capital Commitment

Private equity firms raise capital from limited partners through fundraising rounds. Investors commit
funds that are drawn down over time as investment opportunities arise. These commitments are typically
locked in for a period of 7 to 10 years, during which the private equity firm deploys capital and manages

the investments.

Investment Process

The investment process starts with sourcing potential companies that fit the fund’s investment criteria.
This is followed by rigorous due diligence, including financial analysis, market assessment, and operational
review. Once a target is selected, the private equity firm negotiates the purchase terms and executes the

transaction, often using a combination of equity and debt financing.

Value Creation and Management

After acquisition, the private equity firm actively collaborates with the company’s management to drive



improvements. This might include operational restructuring, expanding product lines, entering new
marKkets, or optimizing capital structure. The objective is to increase the company’s profitability and overall

valuation over the investment horizon.

Exit Strategies

Private equity investors seek to realize returns through exits, which can take several forms:

e Initial Public Offering (IPO): Taking the company public by listing shares on a stock exchange.
¢ Trade Sale: Selling the company to another business or strategic buyer.
¢ Secondary Buyout: Selling the company to another private equity firm.

¢ Recapitalization: Restructuring the company’s debt and equity to return capital to investors.

Types of Private Equity Investments

Private equity encompasses a variety of investment strategies tailored to different stages of a company’s

lifecycle and risk profiles. Understanding these types is essential for grasping the scope of private equity.

Venture Capital

Venture capital is a subset of private equity focused on early-stage companies with high growth potential
but also higher risk. Venture capitalists provide funding to startups in exchange for equity, often helping to

guide the company through its initial development phases.

Growth Equity

Growth equity investments target more mature companies that require capital to expand operations, enter
new markets, or finance acquisitions. These companies typically have established revenue streams and

proven business models.

Buyouts

Buyout funds acquire controlling interests in established companies. Leveraged buyouts (LBOs), where



debt financing is used to enhance returns, are a common form of buyout. These investments often involve

restructuring to improve operational efficiency and profitability.

Distressed Investments

Distressed private equity focuses on companies facing financial difficulty or bankruptcy. Investors acquire

assets at a discount and work to turn around the business through restructuring and strategic changes.

Benefits and Risks of Private Equity

Investing in private equity offers several advantages but also presents certain risks that investors must

consider carefully.

Benefits

e High Return Potential: Private equity investments often aim for superior returns compared to public

markets by unlocking value through active management.

e Diversification: Private equity provides portfolio diversification by investing in non-publicly traded

companies, reducing correlation with traditional assets.

e Access to Expertise: Investors benefit from the operational and strategic expertise of private equity

managers who work closely with portfolio companies.

e Long-Term Focus: The extended investment horizon allows for meaningful company

transformations and sustainable growth.

Risks

e Illiquidity: Private equity investments are typically locked up for years, limiting the ability to

quickly access capital.

e Market and Operational Risk: Company performance may be impacted by economic conditions,

competitive pressures, or management challenges.

e Leverage Risk: Use of debt to finance acquisitions can amplify losses if the company underperforms.



e High Minimum Investment: Entry into private equity funds often requires substantial capital,

limiting accessibility.

Private Equity’s Impact on Businesses and Economy

Private equity has a profound influence on the companies it invests in and on the broader economy. By
providing capital and expertise, private equity firms help businesses grow, innovate, and improve

efficiency.

Business Growth and Transformation

Private equity-backed companies often experience accelerated growth due to capital infusion and strategic

guidance. This can lead to job creation, increased competitiveness, and innovation within industries.

Market Efficiency and Competition

Private equity encourages market efficiency by restructuring underperforming companies and reallocating
resources to more productive uses. This dynamic can enhance competition and overall economic

productivity.

Economic Development

Private equity investments support economic development by funding emerging sectors, revitalizing
distressed companies, and enabling entrepreneurial ventures. These activities contribute to economic

diversification and resilience.

Frequently Asked Questions

What is private equity?

Private equity is a form of investment where funds are directly invested into private companies or

buyouts of public companies that result in their delisting from public stock exchanges.



How does private equity work?

Private equity firms raise capital from investors to create funds, which they then use to acquire ownership

stakes in companies, improve their operations, and eventually sell them for a profit.

What types of companies do private equity firms invest in?

Private equity firms typically invest in companies that are private, undervalued, or in need of

restructuring, spanning various industries and stages from startups to mature businesses.

What are the benefits of private equity investments?

Private equity investments can provide higher returns compared to public markets, operational
improvements in portfolio companies, and strategic guidance, although they come with higher risk and less

liquidity.

How is private equity different from venture capital?

While both involve investing in private companies, private equity usually focuses on more mature

businesses and buyouts, whereas venture capital targets early-stage startups with high growth potential.

Additional Resources

1. Private Equity at Work: When Wall Street Manages Main Street

This book by Eileen Appelbaum and Rosemary Batt explores how private equity firms operate and their
impact on the companies they acquire. It provides a detailed analysis of the effects of private equity
ownership on jobs, wages, and productivity. The authors use empirical data to challenge common

perceptions, offering a balanced view of the benefits and drawbacks of private equity investments.

2. King of Capital: The Remarkable Rise, Fall, and Rise Again of Steve Schwarzman and Blackstone
‘Written by David Carey and John E. Morris, this book provides an inside look at one of the world’s most
successful private equity firms, Blackstone. It chronicles the firm's rise and the strategies that propelled it to
prominence. Readers gain insights into the private equity industry through the story of Steve

Schwarzman’s leadership and vision.

3. Private Equity: History, Governance, and Operations

By Harry Cendrowski, James P. Martin, Louis W. Petro, and Adam A. Wadecki, this comprehensive guide
covers the evolution, organizational structure, and operational mechanics of private equity. It serves as an
educational resource for understanding how deals are sourced, structured, and managed. The book is useful

for both practitioners and students of finance.

4. The New Tycoons: Inside the Trillion Dollar Private Equity Industry That Owns Everything



Jason Kelly’s book dives into the private equity industry’s massive influence on the global economy. It
profiles key players and firms, explaining how private equity reshapes industries and drives corporate

strategies. The narrative sheds light on the scale and scope of private equity investments worldwide.

5. Private Equity Operational Due Diligence: Tools to Evaluate Liquidity, Valuation, and Documentation
Authored by Jason Scharfman, this book focuses on the operational due diligence aspect of private equity
investing. It provides practical tools and techniques to assess risk factors related to liquidity, valuation, and
legal documentation. The book is aimed at investors and fund managers who want to improve their due

diligence processes.

6. Investment Banks, Hedge Funds, and Private Equity

By David P. Stowell, this text offers a comparative look at three major sectors of finance, including private
equity. It explains the distinct roles and functions of each, with a focus on how private equity firms raise
capital and create value. The book is well-suited for readers seeking a broad understanding of alternative

investments.

7. The Private Equity Playbook: Management’s Guide to Working with Private Equity

Written by Adam Coffey, this guide is tailored for company executives and managers who interact with
private equity firms. It explains the expectations, strategies, and operational changes involved when a
company is acquired by private equity. The book serves as a practical manual to navigate the private

equity partnership successfully.

8. Private Equity Accounting, Investor Reporting, and Beyond
By Mariya Stefanova and Anne-Gaelle Carlton, this book delves into the financial and accounting practices
specific to private equity. It covers investor reporting, fund administration, and compliance issues. The text

is designed for finance professionals working within or alongside private equity firms.

9. Private Equity: Fund Types, Risks and Returns, and Regulation

Douglas J. Cumming and Sofia A. Johan provide a scholarly overview of private equity funds, discussing
their various structures, associated risks, and regulatory environment. The book combines theoretical
frameworks with practical insights, making it valuable for academics and industry professionals alike. It also

highlights recent trends and challenges in the private equity sector.
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integrating insights from academic research with examples to derive practical recommendations.
Paul Gompers and Steven Kaplan begin by reviewing the history of private equity then exploring the
evidence on performance of private equity investments at both the portfolio company level and fund
level, documenting the creation of economic value. The book then presents a set of actionable
frameworks for driving value creation in private equity investments. It concludes by examining how
private equity investors raise funds and how they successfully manage their private equity firms.

what is private equity: Private Equity H. Kent Baker, Greg Filbeck, Halil Kiymaz, 2015-06-25
This book provides a synthesis of the theoretical and empirical literature on private equity (PE). It
provides insights about topics such as major types of PE (venture capital, leveraged, buyouts,
mezzanine capital, and distressed debt investments), how PE works, performance and measurement,
uses and structure, and trends.

what is private equity: Private Equity Paul Gompers, Victoria Ivashina, Richard Ruback,
2019-03-15 ’Private Equity’ is an advanced applied corporate finance book with a mixture of
chapters devoted to exploring a range of topics from a private equity investor’s perspective. The goal
is to understand why and which practices are likely to deliver sustained profitability in the future.
The book is a collection of cases based on actual investment decisions at different stages for process
tackled by experienced industry professionals. The majority of the chapters deal with growth equity
and buyout investments. However, a range of size targets and investments in different geographical
markets are covered as well. These markets include several developed economies and emerging
markets like China, Russia, Turkey, Egypt and Argentina. This compilation of cases is rich in
institutional details, information about different markets, and segments of the industry as well as
different players and their investment practices - it is a unique insight into the key alternative asset
class.

what is private equity: Private Equity Harry Cendrowski, Louis W. Petro, James P. Martin,
Adam A. Wadecki, 2012-05-01 An authoritative guide to understanding the world of private equity
(PE) investing, governance structures, and operational assessments of PE portfolio companies An
essential text for any business/finance professional's library, Private Equity: History, Governance,
and Operations, Second Edition begins by presenting historical information regarding the asset
class. This information includes historical fundraising and investment levels, returns, correlation of
returns to public market indices, and harvest trends. The text subsequently analyzes PE fund and
portfolio company governance structures. It also presents ways to improve existing governance
structures of these entities. A specific focus on portfolio company operations, including due diligence
assessments, concludes the text. Seamlessly blends historical information with practical guidance
based on risk management and fundamental accounting techniques Assists the book's professional
audience in maximizing returns of their PE investments Highly conducive to advanced,
graduate-level classroom use Purchase of the text includes access to a website of teaching materials
for instructional use Learn more about PE history, governance, and operations with the authoritative
guidance found in Private Equity: History, Governance, and Operations, Second Edition.

what is private equity: Private Equity 4.0 Benoit Leleux, Hans van Swaay, Esmeralda
Megally, 2015-01-20 “Private equity is more economically significant than ever, as institutions hunt
for high returns in a risky world. Private Equity 4.0 examines the role, workings and contribution of
this important industry in a straightforward yet revealing manner.” Dr. Josh Lerner Jacob H. Schiff
Professor of Investment Banking Chair, Entrepreneurial Management Unit Harvard Business School
A multi-perspective look at private equity's inner workings Private Equity 4.0 provides an insider
perspective on the private equity industry, and analyzes the fundamental evolution of the private
equity asset class over the past 30 years, from alternative to mainstream. The book provides
insightful interviews of key industry figures, and case studies of some of the success stories in the
industry. It also answers key questions related to strategy, fund manager selection, incentive
mechanisms, performance comparison, red flags in prospectuses, and more. Private Equity 4.0 offers
guidance for the many stakeholders that could benefit from a more complete understanding of this
special area of finance. Understand the industry's dominant business models Discover how value is



created and performance measured Perform a deep dive into the ecosystem of professionals that
make the industry hum, including the different incentive systems that support the industry's players
Elaborate a clear set of guidelines to invest in the industry and deliver better performance Written
by a team of authors that combine academic and industry expertise to produce a well-rounded
perspective, this book details the inner workings of private equity and gives readers the background
they need to feel confident about committing to this asset class. Coverage includes a historical
perspective on the business models of the three major waves of private equity leading to today's 4.0
model, a detailed analysis of the industry today, as well as reflections on the future of private equity
and prospective futures. It also provides readers with the analytical and financial tools to analyze a
fund's performance, with clear explanations of the mechanisms, organizations, and individuals that
make the system work. The authors demystify private equity by providing a balanced, but critical,
review of its contributions and shortcomings and moving beyond the simplistic journalistic
descriptions. Its ecosystem is complex and not recognizing that complexity leads to inappropriate
judgments. Because of its assumed opacity and some historical deviant (and generally transient)
practices, it has often been accused of evil intents, making it an ideal scapegoat in times of economic
crisis, prodding leading politicians and regulators to intervene and demand changes in practices.
Unfortunately, such actors were often responding to public calls for action rather than a thorough
understanding of the factors at play in this complex interdependent system, doing often more harm
than good in the process and depriving economies of one of their most dynamic and creative forces.
Self-regulation has clearly shown its limits, but righteous political interventions even more so.
Private equity investment can be a valuable addition to many portfolios, but investors need a clear
understanding of the forces at work before committing to this asset class. With detailed explanations
and expert insights, Private Equity 4.0 is a comprehensive guide to the industry ways and means
that enables the reader to capture its richness and sustainability.

what is private equity: International Private Equity Eli Talmor, Florin Vasvari, 2011-06-24
Bringing a unique joint practitioner and academic perspective to the topic, this is the only available
text on private equity truly international in focus. Examples are drawn from Europe the Middle East,
Africa and America with major case studies from a wide range of business sectors, from the
prestigious collection of the London Business School’s Coller Institute of Private Equity. Much more
than a simple case book, however, International Private Equity provides a valuable overview of the
private equity industry and uses the studies to exemplify all stages of the deal process, and to
illustrate such key topics as investing in emerging markets; each chapter guides the reader with an
authoritative narrative on the topic treated. Covering all the main aspects of the private equity
model, the book includes treatment of fund raising, fund structuring, fund performance
measurement, private equity valuation, due diligence, modeling of leveraged buyout transactions,
and harvesting of private equity investments.

what is private equity: Mastering Private Equity Claudia Zeisberger, Michael Prahl, Bowen
White, 2017-06-06 The definitive guide to private equity for investors and finance professionals
Mastering Private Equity was written with a professional audience in mind and provides a valuable
and unique reference for investors, finance professionals, students and business owners looking to
engage with private equity firms or invest in private equity funds. From deal sourcing to exit, LBOs
to responsible investing, operational value creation to risk management, the book systematically
distils the essence of private equity into core concepts and explains in detail the dynamics of venture
capital, growth equity and buyout transactions. With a foreword by Henry Kravis, Co-Chairman and
Co-CEO of KKR, and special guest comments by senior PE professionals. This book combines
insights from leading academics and practitioners and was carefully structured to offer: A clear and
concise reference for the industry expert A step-by-step guide for students and casual observers of
the industry A theoretical companion to the INSEAD case book Private Equity in Action: Case
Studies from Developed and Emerging Markets Features guest comments by senior PE professionals
from the firms listed below: Abraaj * Adams Street Partners * Apax Partners ¢ Baring PE Asia °
Bridgepoint ¢ The Carlyle Group ¢ Coller Capital * Debevoise & Plimpton LLP « FMO ¢ Foundry



Group ¢ Freshfields Bruckhaus Deringer ¢ General Atlantic ¢ ILPA ¢ Intermediate Capital Group *
KKR Capstone * LPEQ ¢ Maxeda ¢ Navis Capital * Northleaf Capital « Oaktree Capital * Partners
Group ¢ Permira ¢ Terra Firma

what is private equity: Private Equity in Action Claudia Zeisberger, Michael Prahl, Bowen
White, 2017-06-09 Global Best Practice in Private Equity Investing Private Equity in Action takes you
on a tour of the private equity investment world through a series of case studies written by INSEAD
faculty and taught at the world's leading business schools. The book is an ideal complement to
Mastering Private Equity and allows readers to apply core concepts to investment targets and
portfolio companies in real-life settings. The 19 cases illustrate the managerial challenges and
risk-reward dynamics common to private equity investment. The case studies in this book cover the
full spectrum of private equity strategies, including: Carve-outs in the US semiconductor industry
(LBO) Venture investing in the Indian wine industry (VC) Investing in SMEs in the Middle East
Turnaround situations in both emerging and developed markets Written with leading private equity
firms and their advisors and rigorously tested in INSEAD's MBA, EMBA and executive education
programmes, each case makes for a compelling read. As one of the world's leading graduate
business schools, INSEAD offers a global educational experience. The cases in this volume leverage
its international reach, network and connections, particularly in emerging markets. Private Equity in
Action is the companion to Mastering Private Equity: Transformation via Venture Capital, Minority
Investments & Buyouts, a reference for students, investors, finance professionals and business
owners looking to engage with private equity firms. From deal sourcing to exit, LBOs to responsible
investing, operational value creation to risk management, Mastering Private Equity systematically
covers all facets of the private equity life cycle.

what is private equity: Private Equity Demystified John Gilligan, Mike Wright, 2020 Private
equity has grown rapidly over the last three decades, yet largely remains poorly understood. Written
in a highly accessible style, the book takes the reader through what private equity means, the
different actors involved, and issues concerning sourcing, checking out, valuing, and structuring
deals.

what is private equity: Private equity Great Britain: Parliament: House of Commons: Treasury
Committee, 2007-08-22 Vol. 1 of the report was published as HCP 567-I, session 2006-07 (ISBN
9780215035714)

what is private equity: The Masters of Private Equity and Venture Capital Robert Finkel, David
Greising, 2009-12-21 Ten Leading private investors share their secrets to maximum profitability In
The Masters of Private Equity and Venture Capital, the pioneers of the industry share the investing
and management wisdom they have gained by investing in and transforming their portfolio
companies. Based on original interviews conducted by the authors, this book is filled with colorful
stories on the subjects that most matter to the high-level investor, such as selecting and working
with management, pioneering new markets, adding value through operational improvements,
applying private equity principles to non-profits, and much more.

what is private equity: Value-creation in Middle Market Private Equity John A. Lanier,
2016-02-17 Value-creation in Middle Market Private Equity by John A. Lanier holistically examines
the ecosystem relationships between middle market private equity firms and their portfolio
companies. Small business is the job creating engine in the US economy, and consequently is a
prime target market for private equity investment. Indeed, private equity backs over six of each 100
private sector jobs. Both the small businesses in which private equity firms invest, and the private
equity firms making the investments, face inter- and intra-company fiduciary leadership challenges
while implementing formulated strategy. The architecture of each private equity firm-portfolio
company relationship must be uniquely crafted to capitalize on the projected return on investment
that is memorialized in the investment thesis. Given the leveraged capital structure of portfolio
companies, the cost of a misstep is problematic. Individual private equity professionals are typically
members of multiple investment teams for the firm. Not only may each investment team have its own
unique leadership style, but its diverse members have to assimilate styles for each team in which



they participate relative to a specific portfolio company. Acquisitions and their subsequent
integrations add exponential complexity for both private equity investment and portfolio company
leadership teams; indeed, cultural integration ranks among the most chronic acquisition obstacles.
Accordingly, the stakeholders of private equity transactions do well to embrace leadership best
practices in applying value-creation toolbox best practices. The perspectives of both the private
equity investment team and the portfolio company leadership team are within the scope of these
chapters.

what is private equity: Private Equity Funds James M. Schell, Pamela Lawrence Endreny,
Kristine M. Koren, 2024-08-28 Outstanding practical guide that gives attorneys, investment
professionals, tax practitioners and corporate lawyers the tools they need to handle any aspect of a
private investment fund.

what is private equity: Private Equity Harry Cendrowski, Louis W. Petro, James P. Martin,
Adam A. Wadecki, 2012-03-22 An authoritative guide to understanding the world of private equity
(PE) investing, governance structures, and operational assessments of PE portfolio companies An
essential text for any business/finance professional's library, Private Equity: History, Governance,
and Operations, Second Edition begins by presenting historical information regarding the asset
class. This information includes historical fundraising and investment levels, returns, correlation of
returns to public market indices, and harvest trends. The text subsequently analyzes PE fund and
portfolio company governance structures. It also presents ways to improve existing governance
structures of these entities. A specific focus on portfolio company operations, including due diligence
assessments, concludes the text. Seamlessly blends historical information with practical guidance
based on risk management and fundamental accounting techniques Assists the book's professional
audience in maximizing returns of their PE investments Highly conducive to advanced,
graduate-level classroom use Purchase of the text includes access to a website of teaching materials
for instructional use Learn more about PE history, governance, and operations with the authoritative
guidance found in Private Equity: History, Governance, and Operations, Second Edition.

what is private equity: Inside Private Equity James M. Kocis, James C. Bachman, IV, Austin
M. Long, III, Craig ]J. Nickels, 2009-04-20 Inside Private Equity explores the complexities of this
asset class and introduces new methodologies that connect investment returns with wealth creation.
By providing straightforward examples, it demystifies traditional measures like the IRR and
challenges many of the common assumptions about this asset class. Readers take away a set of
practical measures that empower them to better manage their portfolios.

what is private equity: Private Equity and Venture Capital Serena Gallo, Vincenzo Verdoliva,
2022-07-14 The terms venture capital and private equity may differ across countries. This book
discusses venture capital not only as risk capital toward unlisted companies with the aim to enhance
the investee firm, but also analyses broader forms of entrepreneurial investment: from early stage
financing to buyout and turnaround transaction. This book is divided into four sections. The first
section aims to shed light on the terminology and offers a comparison between private
equity/venture capital, and the traditional banking sector as financing sources. The second section
details the differences between private equity and venture capital transactions on the basis of firm
life cycle, and summarizes the main characteristics of both private equity and venture capital
investors and investee firms. The third section illustrates the evolution of the private equity and
venture capital industry before and after the financial crisis by looking at three fundamental aspects:
fundraising, investment and divestment, all in terms of volume and trends. The last section discusses
the basic elements of corporate valuation applied to private equity and venture capital industry, with
some practical examples.

what is private equity: Private Equity Investments Claudia Sommer, 2012-10-08 Private Equity
experienced dramatic flutuations in investment activity in line with the turbulences of financial
markets in recent years. Claudia Sommer develops a theoretical framework of factors driving private
equity investment activity and the resulting performance implications. Using a data set of more than
40,000 European transations between 1990 and 2009 she applies a variety of econometrial



approaches and shows how neoclassical aspects, information asymmetries, agency conflicts, and
market timing contribute to the dynamics in the private equity market. In a performance analysis of
more than 1,300 European private equity funds, she reveals how fund performance is linked to
investment activity.

what is private equity: The Venture Capital Industry in Europe A. Schertler, 2006-04-12 By
analyzing venture capital industries, this book substantially adds to the understanding of Europe's
venture capital industries. It discusses the microeconomics of fund raising, investment and exiting
behaviour of venture capital companies and relates the microeconomics of venture capital finance to
the industry features in European countries.

what is private equity: Private Equity Review Stephen L Ritchie, 2017-05-12 The Private
Equity Review, edited by Stephen L Ritchie of Kirkland & Ellis LLP, reflects the fact the market
continues to become more geographically diverse, meaning that private equity professionals need
guidance from local practitioners about how to raise money and close deals in multiple jurisdictions.
With this need in mind, this book contains contributions from leading private equity practitioners in
29 different countries, with observations and advice on private equity deal-making, investing and
fundraising in their respective jurisdictions. Contributors include: Iain McMurdo, Maples and
Calder; Christian Hoedl, Uria Menendez.

what is private equity: Private Equity. Critical analysis from the points of view of investors and
target companies Henning Wenzel, 2016-02-19 Seminar paper from the year 2013 in the subject
Business economics - Investment and Finance, grade: 1,7, University of applied sciences, Cologne,
course: International Investment & Controlling, language: English, abstract: Private Equity plays an
increasingly important role in the financing of a wide range of businesses. Over the past 20 years,
private equity has been on of the fastest growing markets for corporate finance. One of the reasons
the private equity industry exist is that, in many cases, companies have needs for capital which, for
various reasons, cannot be met from the public markets. Investors that provide capital to private
equity funds invest in an asset class that entails relatively high-risk and high illiquidity in what
remains a largely unregulated market. Planning how to exit an investment is just as important as
preparing to make one because a merger adds value only if synergy, better management, or other
changes make the two firms worth more together than apart. The target companies are supported
with accountants, lawyers, investment bankers and other specialists. Especially Start-up companies
are often characterised by negative cash flows and demand high investments. PE gives the chance to
reduce the financial gap between selffinancing and stock exchange listing and can also help to
improve the equity ratio. Another advantage of PE for target companies is the increase of equity and
an improved balance sheet structure. Regarding to that, the negotiating position is strengthened
towards creditors, the credit rating is improved and the financial room for investments increases.
The main disadvantage of PE for target companies is the weakened influence of the initial
shareholders. Especially different strategically views between those two groups might be difficult to
solve. Due to the fact of the high risk, from the investors’ perspective, PE is a very interesting form
of investment. Especially under diversification aspects the investment in PE funds make sense,
because the investors offer investment opportunities that can not be replicated in the financial
market and on top of that have a low correlation with other asset class. The firms standard practice
of buying businesses and then, after steering them through a transition of rapid performance
improvement and selling them is at the core of private equity’s success.
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