Association of Corporate Treasurers
CPD Spotlight Test

Private Equity

Question 1
Participants in the ‘private equity’ sector include both LPs and GPs.

Which of the following describes these participants correctly?

(a) LP means ‘limited participant’ and GP means ‘gross participant’ – the former having limited access to gains but some protection against losses
(b) LP means ‘limited participant’ – a reduced fee level gives access to investments which have already shown some growth.  The LP investment is therefore lower risk and lower return.  GP means ‘general participant’ – a higher fee level covers the extra initial investigation of investments giving the opportunity for maximum risk and return.
(c) LP means ‘limited partner’ – a fee-paying investor in a private equity fund; GP means ‘general partner’ – a fee-receiving manager of the private equity fund.
(d) LP means ‘limited partner’ – a fee-paying investor in a private equity fund; GP means ‘gross partner’ – typically an offshore investor who receives any gains free of UK tax.

(e) Don’t know

The right answer is (c)LP means ‘limited partner’ – a fee-paying investor in a private equity fund; GP means ‘general partner’ – a fee-receiving manager of the private equity fund
Coller Capital Global Private Equity Barometer, Winter 2006-07, www.collercapital.com 
Question 2

Private equity funds globally have already raised significant funds in 2007. What was the total raised in 2006?

(a) over $200bn

(b) over $300bn

(c) over $400bn

(d) over $500bn

(e) don’t know

The right answer is (c) over $400bn

Reports vary on the exact amount, $440bn reported in the Economist based on S&P data, $432bn according to Private Equity Intelligence, $404bn reported in the FT in January 07.  All reports exceed the figure of $400bn.
Private Equity Intelligence, Global Fundraising Review  http://www.preqin.com/gfrr.aspx
The Economist, Feb 10th – 16th 2007, Briefing, Private Equity pp81-83.
Financial Times FT.com, Private Equity, January 21st 2007
Question 3

Short term returns to private equity have been reported in The Economist, who quote their source as Venture Economics and Thomson Datastream,  according to the size of the private equity fund.  The size categories used are ‘small’, ‘medium’, ‘large’ and ‘mega’ while the timescale for returns is the three years ending Sept 2006.
Which of the following shows the correct findings for the private equity fund returns?
(a) all private equity funds showed returns which exceeded the return to the S&P500 index

(b) all private equity funds except ‘small’ funds exceeded the return to the S&P500 index 
(c) all private equity funds except ‘mega’ funds exceeded the return to the S&P500 index
(d) only the ‘mega’ funds showed returns which exceeded the return to the S&P500 index

(e) don’t know

The right answer is (b) all private equity funds except ‘small’ funds exceeded the return to the S&P500 index.

The Economist, Feb 10th – 16th 2007, Briefing, Private Equity pp81-83.

Question 4

Some observers have argued that Private Equity funds extract all of the value of from a business and then sell on the rump. The moral of this, of course is that the buyer of a business from a private equity seller will rarely get a good deal.

Recently an academic study has investigated all IPOs from 1980 – 2002 to establish whether ex-private equity IPOs performed differently to other IPOs.
Which of the following represents the abbreviated findings of the study?

(a) ex-private equity IPOs outperformed both other IPOs and the overall stock market

(b) ex-private equity IPOs outperformed the overall stock market but not other IPOs

(c) ex-private equity IPOs outperformed the overall stock market for the first few years but then underperformed the stock market and other IPOs

(d) ex-private equity IPOs underperformed the overall stock market and other IPOs

(e) don’t know

The right answer is (a) ex-private equity IPOs outperformed both other IPOs and the overall stock market.
The study, “The Performance of Reverse Leveraged Buyouts” by Jerry Cao of Boston College and Josh Lerner of Harvard Business School, found that of 500 IPOs floated by private equity firms outperformed both the overall stock market and other IPOs that were not backed by Private Equity.  They also found that highly leveraged firms performed no worse than those with less debt and that bigger IPOs backed by private equity did even better than the smaller ones.
The Economist, Feb 10th – 16th 2007, Briefing, Private Equity pp81-83.

Question 5

It is widely believed that leverage is routinely high in private equity transactions.  In mid-2006 the FSA undertook a survey to identify the risks involved in private equity.  As part of this study a survey was undertaken of banks involved in leveraged lending.  Which of the following was found in this survey to be true for the 5 largest transactions?
(a) The average debt / EBITDA ratio was 8.2 and the purchase price/EBITDA was 16.

(b) The average debt / EBITDA ratio was 6.4 and the purchase price/EBITDA was 14.

(c) The average debt / EBITDA ratio was 4.5 and the purchase price/EBITDA was 10.

(d) The average debt / EBITDA ratio was 3.0 and the purchase price/EBITDA was 9.

(e) Don’t know

The right answer is (b) the average debt / EBITDA ratio was 6.4 and the purchase price/EBITDA was 14.

The survey found that the debt/ebitda ratio had increased to 6.41, but that the rate of growth had slowed.  The purchase price/ebitda ratio had increased from 11 in 2005 to 14 in 2006.
Answer (e), with a debt/ebitda ratio of 3 is more likely to be found in an investment grade business than a private equity backed company.

FSA  www.fsa.gov.uk/pubs/discussion/dp06_06.pdf
Question 6

In a survey of investors in private equity, Coller Capital asked which country was seen as the most favourable environment for private equity.
Which of the following countries was voted the most favourable environment for private equity?

(a) United States

(b) Australia

(c) Italy

(d) United Kingdom

(e) Don’t know

The right answer is (d) United Kingdom.

The UK was voted the most favourable, followed by Canada, Australia and then the US. 
Coller Capital, Global Private Equity Barometer Winter 2006-07, www.collercapital.com 

