
	
	
					

Private	Equity	Share	
	

What	is	'Private	Equity'	
Private	equity	is	capital	that	is	not	noted	on	a	public	exchange.	Private	equity	is	
composed	 of	 funds	 and	 investors	 that	 directly	 invest	 in	 private	 companies,	 or	
that	 engage	 in	buyouts	of	public	 companies,	 resulting	 in	 the	delisting	of	public	
equity.	 Institutional	 and	 retail	 investors	 provide	 the	 capital	 for	 private	 equity,	
and	the	capital	can	be	utilized	to	fund	new	technology,	make	acquisitions,	expand	
working	capital,	and	to	bolster	and	solidify	a	balance	sheet.	
Private	 equity	 comes	 primarily	 from	 institutional	 investors	 and	 accredited	
investors,	 who	 can	 dedicate	 substantial	 sums	 of	 money	 for	 extended	 time	
periods.	In	most	cases,	considerably	long	holding	periods	are	often	required	for	
private	 equity	 investments,	 in	 order	 to	 ensure	 a	 turnaround	 for	 distressed	
companies	or	to	enable	liquidity	events	such	as	an	initial	public	offering	(IPO)	or	
a	sale	to	a	public	company.	
Since	 the	 1970s,	 the	 private	 equity	 market	 has	 strengthened	 readily.	 Pools	 of	
funds	are	sometimes	created	by	private	equity	firms	in	order	to	privatize	extra-
large	 companies.	 A	 significant	 number	 of	 private	 equity	 firms	 perform	 actions	
known	 as	 leveraged	 buyouts	 (LBOs).	 Through	 LBOs,	 substantial	 amounts	 of	
money	are	provided	 in	order	 to	 finance	 large	purchases.	After	 this	 transaction,	
private	 equity	 firms	 attempt	 to	 improve	 the	 prospects,	 profits	 and	 overall	
financial	 health	 of	 the	 company,	 with	 the	 ultimate	 goal	 being	 a	 resale	 of	 the	
company	to	a	different	firm	or	cashing	out	through	an	IPO.	
	
Fees	and	Profits	
The	fee	structure	for	private	equity	firms	typically	varies,	but	usually	includes	a	
management	fee	and	a	performance	fee.	Certain	firms	charge	a	2%	management	
fee	annually	on	managed	assets	and	require	20%	of	the	profits	gained	from	the	
sale	of	a	company.	
Positions	 in	 a	private	 equity	 firm	are	highly	 sought	 after,	 and	 for	 good	 reason.	
For	example,	consider	a	firm	has	$1	billion	in	assets	under	management	(AUM).	
This	firm,	like	the	majority	of	private	equity	firms,	is	likely	to	have	no	more	than	
two	dozen	investment	professionals.	The	20%	of	gross	profits	generates	millions	
in	 firm	 fees,	 so	 some	 of	 the	 leading	 players	 in	 the	 investment	 industry	 are	
attracted	to	positions	in	such	firms.	At	a	mid-market	level	of	$50	million	to	$500	
million	 in	deal	values,	associate	positions	are	 likely	to	bring	a	salary	 in	the	 low	
six	figures.	A	vice	president	at	such	a	firm	would	stand	to	earn	something	close	
to	$500,000,	while	a	principal	could	earn	more	than	$1	million.	
	
Transparency	
Beginning	in	2015,	a	call	was	issued	for	more	transparency	in	the	private	equity	
industry,	 due	 largely	 to	 the	 amount	 of	 income,	 earnings	 and	 sky-high	 salaries	
earned	 by	 employees	 at	 nearly	 all	 private	 equity	 firms.	 As	 of	 2016,	 a	 limited	
number	 of	 states	 have	 pushed	 for	 bills	 and	 regulations	 allowing	 for	 a	 bigger	
window	into	the	inner	workings	of	private	equity	firms.	However,	lawmakers	on	



Capitol	 Hill	 are	 pushing	 back,	 asking	 for	 limitations	 on	 the	 Securities	 and	
Exchange	Commission’s	(SEC)	access	to	information.	
	
Featured	Brokers	-	Trading	Center	-	Buy,	Strip	And	Flip	Share	
When	 a	 private	 equity	 firm	 buys	 out	 a	 target	 firm	 (usually	 with	 a	 leveraged	
buyout)	and	then	sells	the	target	firm	in	an	IPO	within	a	relatively	short	period	of	
time.	Along	the	way,	the	private	equity	firm	may	take	out	loans	to	make	special	
dividends	or	carry	out	other	actions	to	improve	its	own	financial	situation.	
Private	 equity	 firms	 typically	 own	 and	 manage	 a	 target	 firm	 for	 a	 number	 of	
years.	 In	 this	 time,	 the	 company's	 management	 and	 financial	 situation	 are	
improved	 before	 the	 private	 equity	 firm	 cuts	 the	 newly-successful	 company	
loose	with	an	IPO,	at	which	time	the	private	equity	firm	earns	a	nice	return	for	all	
its	work.	In	the	buy,	strip	and	flip	situation,	purchased	firms	are	held	for	only	a	
year	or	two	before	the	IPO.	This	usually	means	that	the	firm's	financial	situation	
is	virtually	unchanged	and,	as	a	result,	most	of	 these	 IPOs	do	not	perform	very	
well.	
	
Club	Deal	Share	
A	club	deal	is	a	private	equity	buyout	or	the	assumption	of	a	controlling	interest	
in	a	company	that	 involves	several	different	private	equity	 firms.	This	group	of	
firms	 pools	 its	 assets	 together	 and	 makes	 the	 acquisition	 collectively.	 The	
practice	 has	 historically	 allowed	 private	 equity	 to	 purchase	 much	 more	
expensive	 companies	 together	 than	 they	 could	 alone.	Also,	with	 each	 company	
taking	a	smaller	position,	risk	can	be	reduced.	
While	club	deals	have	grown	in	popularity	in	recent	years,	there	are	many	issues	
that	 can	 arise	 related	 to	 regulatory	 practices,	 conflicts	 of	 interest	 and	market-
cornering.	For	example,	there	are	concerns	that	club	deals	decrease	the	amount	
of	money	that	shareholders	receive,	as	a	group	of	private	equity	firms	has	fewer	
parties	to	bid	against.	
There	are	some	private-equity	 firms	 that	do	not	engage	 in	club	deals	as	a	rule,	
but	the	choice	is	up	to	the	firm	and	the	wishes	of	the	limited	partners	who	make	
most	of	the	big	money	decisions	within	those	firms.	As	with	many	large	private	
equity	deals,	the	main	objective	is	to	fix	up	and	then	dress	up	the	acquisition	for	
future	sale	to	the	public.	
	
Equity	Share	–	genrally	speaking	…..	
Generally	speaking,	equity	is	the	value	of	an	asset	less	the	amount	of	all	liabilities	
on	that	asset.	It	can	be	represented	with	the	accounting	equation:		
	

Assets	-Liabilities	=	Equity.	
	
Equity	can	have	somewhat	different	meanings,	depending	on	the	context	and	the	
type	 of	 asset.	 In	 finance	 in	 general,	 you	 can	 think	 of	 equity	 as	 one’s	 degree	
ownership	in	any	asset	after	all	debts	associated	with	that	asset	are	paid	off.	For	
example,	 a	 car	 or	 house	 with	 no	 outstanding	 debt	 is	 considered	 entirely	 the	
owner's	equity	because	he	or	she	can	readily	sell	 the	 item	for	cash,	and	pocket	
the	resultant	sum.	Stocks	are	equity	because	they	represent	ownership	in	a	firm,	
though	ownership	of	shares	 in	a	public	company	generally	does	not	come	with	
accompanying	liabilities.	



Reverse	Leveraged	Buyout	Share	
The	offering	of	shares	to	the	public	by	a	company	that	was	taken	private	during	a	
leveraged	 buyout.	 In	 the	 leveraged	 buyout,	 a	 private	 equity	 firm	 would	 have	
purchased	the	publicly	traded	company	by	borrowing	heavily	(using	leverage)	to	
purchase	all	the	company's	stock	and	using	the	target's	assets	as	collateral.	
After	 the	 LBO,	 the	 private	 equity	 firm	 repackages	 the	 company	 while	 it	 is	
privately	owned	and	can't	be	as	heavily	scrutinized	by	the	public.	 It	then	offers	
the	company's	shares	for	sale	again	in	an	RLBO.	A	number	of	academic	research	
studies	 covering	 the	 period	 from	 1980	 to	 2000	 found	 that	 shares	 issued	 in	
RLBOs	performed	well	after	the	IPO.	
	
Private	Company	Share	
A	private	company	is	a	company	with	private	ownership.	As	a	result,	it	does	not	
need	 to	 meet	 the	 Securities	 and	 Exchange	 Commission's	 (SEC)	 strict	 filing	
requirements	for	public	companies.	Private	companies	may	issue	stock	and	have	
shareholders,	 but	 their	 shares	 do	 not	 trade	 on	 public	 exchanges	 and	 are	 not	
issued	 through	 an	 initial	 public	 offering	 (IPO).	 In	 general,	 the	 shares	 of	 these	
businesses	are	less	liquid	and	the	values	are	difficult	to	determine.	
There	 are	 four	main	 types	 of	 private	 companies:	 sole	 proprietorships,	 limited	
liability	 corporations,	 S	 corporations	 or	 C	 corporations.	 All	 of	 these	 types	 of	
private	companies	have	different	rules	for	shareholders,	members	and	taxation.	
	
Crossover	Fund	Share	
An	 investment	 fund	 that	 has	 investment	 holdings	 in	 both	 public	 and	 private	
equity.	This	is	to	say	that	it	invests	in	companies	that	are	traded	publicly,	and	in	
companies	that	are	privately	held.	
To	find	out	if	a	fund	is	a	crossover	fund,	simply	look	at	the	general	investments	
that	 it	 makes,	 either	 by	 examining	 its	 holdings,	 or	 by	 looking	 at	 the	 fund's	
prospectus.	If	you	realize	the	fund	does	hold	both	public	and	private	equity,	then	
that	 particular	 fund	 is	 indeed	 a	 crossover	 fund.	 These	 funds	 are	 typically	 high	
yield/high	growth	funds.	
	
Primary	Offering	Share	(IPO)	
The	first	of	issuance	of	stock	for	public	sale	from	a	private	company.	This	is	the	
means	by	which	a	private	company	can	raise	equity	capital	through	the	financial	
markets	 in	order	 to	 expand	 its	business	operations.	This	 can	also	 include	debt	
issuance.	A	primary	offering	 is	usually	done	to	help	a	young,	growing	company	
expand	its	business	operations,	but	can	also	be	done	by	a	mature	company	that	
still	 happens	 to	 be	 a	 private	 company.	 Primary	 offerings	 can	 be	 followed	 by	
secondary	offerings,	which	serve	as	a	way	for	a	company	that	is	already	publicly	
traded	to	raise	further	equity	capital	 for	 its	business.	After	the	offering	and	the	
receipt	 of	 the	 funds	 raised,	 the	 securities	 are	 traded	on	 the	 secondary	market,	
where	the	company	does	not	receive	any	money	from	the	purchase	and	sale	of	
the	securities	they	previously	issued.	


