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BACKGROUND
 Private equity has underperformed public equities over the trailing 8-years
 Purchase price multiples and private equity fundraising are near record highs
 Investors wonder…Is it worth the hassle?
Private Equity as an Asset Class - Private equity is different
than most assets classes for a number of reasons. Most
private equity funds are illiquid and investors receive
distributions from investments at the manager’s discretion.
Private equity managers typically call capital to fund new
investments over several years, compared to more liquid
asset classes in which investors are fully invested at
inception. As a result, private equity strategies typically
experience the “j-curve” effect in which it takes a long
period of time to overcome organizational expenses and
management fees to show positive performance figures.
Private equity investors typically receive multiple capital
calls each year and are subject to more complicated tax
filings. For all of these reasons investors expect to receive a
premium for investing in private equity compared to public
equity.
Do Investors Receive an Illiquidity Premium? – According
to private markets data provider, Preqin, the median
private equity manager generated a 13.6% annualized
return over the trailing eight years (as of March 31, 2017,
the most recent performance information available). The
S&P 500 has been in a bull market over the same period,
generating a 17.0% annualized return. Over the shorter
time frame, investors have not received an “illiquidity
premium” for investing in private equity.

Private Equity Purchase Price Multiples and Fundraising –
The median acquisition price for a private equity-backed
company purchased in the first half of 2017 was 10.8x
EBITDA (Source: S&P Capital IQ). This is up from 10.0x
EBITDA in 2016, and higher than the transaction multiples
of 2007, the end of the last cycle. At the same time, private
equity fundraising continues its torrid pace and 2017 could
exceed the global fundraising high water mark of $487
billion set in 2008. It seems reasonable to assume that a
record level of capital available to invest will push purchase
price multiples higher and potential returns lower.
However, after a fund is raised, private equity managers
control the pace at which the fund is invested. For
example, a buyout fund that held a final close in 2008
likely invested in 2008, 2009, and 2010. This provides time
diversification even within a single private equity fund.
The chart below illustrates that although 2007 and 2008
were record fundraising years with more than $475 billion
of capital raised globally, the median private equity
managers during those vintage years generated a 9.6%
and an 11.5% net IRR since inception, respectively. These
funds, while raised during a very frothy fundraising
environment (similar to today), still generated
competitive returns.
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A Longer Term Performance Perspective – Given the illiquid
nature of the asset class, it is more constructive to
compare the performance of private equity to public
equity over longer periods of time. Using Preqin median
quarterly returns back to 1Q 2001 (first quarterly return
provided) the chart above compares the portfolio value
of investing $1 per quarter in Private Equity, the S&P 500,
and the MSCI ACWI (global stocks). Over 16 years, the
terminal value for the private equity portfolio was $173,
compared to $145 for the S&P 500 and $124 for the MSCI
ACWI. From an internal rate of return (IRR) perspective, this
simplified analysis results in an 11.0% net IRR for private
equity, a 9.1% IRR for the S&P 500, and a 7.4% IRR for the
MSCI ACWI.
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ACG’S POSITION
Private equity investments exhibit unique challenges
when compared to traditional asset classes. Investors
allocating to private equity need to be aware of the
illiquidity and additional administrative burden inherent in
the asset class. Private equity may underperform public
equity over short timeframes. However, private equity
managers have shown the ability to generate attractive
absolute and relative returns over long periods of time,
even during robust fundraising environments. Private
equity should be considered a strong complement to,
not a replacement for, public equities in well diversified
investment portfolios.
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DISCLOSURES AND LEGAL NOTICE
The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions of any other firm.
This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG believes to be
reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does not itself endorse or guarantee,
and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information contained herein.
Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”, “project”, “estimate”,
or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or performance of a particular investment strategy
may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making their
investment decisions. ACG has no duty to update or amend such forward-looking statements.
The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.
Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a range of
possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment risk. The output of the
Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized financial principles and reasonable
estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates may yield different results. ACG expressly disclaims any
responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in deriving the probability distributions, (ii) any errors or omissions in computing or
disseminating the probability distributions and (iii) and any reliance on or uses to which the probability distributions are put.
The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual investment results
and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any estimate of what could have
been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in existence during the relevant period. The source
and use of data and the arithmetic operations used for calculating projected returns may be incorrect, inappropriate, flawed or otherwise deficient.
Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will experience returns
comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future producing materially different results
than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes only. An investment cannot be made directly into an
index. Indices are unmanaged and do not reflect the deduction of advisory fees.
This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such matters. No
assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly, annual or other periodic
basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.
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