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Private equily
invesling

KUWAILT: Private Equity (PL} is an illiquid alter-
native assel class thal involves investing in pri-
valely held companies. When investors pool their
LJPII'.-.'I.I inlo a [und, the goal is Lo enhance the com-
panies” value and realize profits when exiling in-
vestmenlts. This can be achieved through methods
like initial public olferings (IPOs) or mergers and
acouisilions (A& A).

The Tunds are managed by PE lirms that structure
Lthem as Limited I l]|'.['ll_]'-=|'|l}'l-'- with General Partners
raising capilal from Limiled Partners. Private equi-
Ly investments are illiquid and require several years
helore vielding posilive returns, [ollowing w hat is
known as the J-curve effect.

Privale equity firms are actively engaged in ac-
quiring companics, improving Lheir E:n_-rfnrmuru_'n_-.
and delivering returns Lo investors. They use vari-
ous slralegies such as buyouls, venlure Laplml and
orowlh L:]um Lo Largel companies al dilferent de-
'-.n_]ﬂpm-_nt slages, ["hmu;_rh close collaboration with
management Lleams, Lhese firms i11'|E:|]|_-mn_-1'|t imilialmves
Lo enhance the value of the invested companies over
Lime, distinguishing private equily from other invest-
menl vehicles and positively impacting job creation
and economic growth.

The industry has evolved signilicantly, altracling
a wider range ol investors secking div ersificalion
and market opportunities. The combination of smarl
acquisilions and liquid credit markets fueled private
equily successes in Lhe early 20000k, Following the
Global Financial Crisis (GFC), the recov oy of pri-
vale equily funds was swill, solidifving the industry
as a popular choice among investors. Privale couily
investlmenls are crilical in injecling u_LL]nLJ] inlo pri-
vale companies or converling ]]ll.hlli_ enlilics mlo
privatle enlities. Primary investments involve capital
infusion al various development stages, while sec-
ondary investments entail purchasing existing stakes
in private equily funds. Co-investments allow inves-
Lors Loy parlicipale Llln:nml:iu privale cquily [irms in
specilic deals, providing lower [ees and greater con-
trol over investmenl decisions.

Privale equily [ee struclures include manage-
ment [ees, calculated as a percenlage ol commilled
capilal, and performance fees, aligning LI and GPs
interests by sharing prolits aller achieving specilic
return levels. Investors should assess their risk Lol-
erance, linancial obligations, and expected returns
belore investing in PLE funds.

NBK
Wealth

Privale equily investments Lypically aim Lo pro-
vide higher risk-adjusted retumns but require a long-
Lerm (10-15 vears) commitment due Lo Lhe ||||:;|U|d
nalure of the investments, thus investors in PE Tunds
Lypically expect polential higher enhanced returns
or “illiquidity premium”, Lo compensale for the risk
profile, illiquidity, and long duration of such invest-
menls. There are various privale equily stralegies,
such as venlure capilal, growth capital, lev n_mu'u_cl
buyouls, and distressed funds, each tar reling com-
panies al dilferent lifecy cle slages.

Private equity performance is evaluated using
melrics like Internal Rate of Return (IRR) and invest-
menl t'l'lLI|lIE_2I]L'~ Lo measure Lhe Tund's success, The
NelAssel Value (NAV) plays a crucial role in valuing
privale equily funds, as they are notl publicly rad-
ed, relving on eslimales made bv general partners.
Private cquily investmenls oller altraclive relurns,
creale long-lerm value, and contribute Lo portlolio
diversilication. They demonstrate resilience against
markel oveles, with historical data show ing posilive
]]L']lirt'l'l'hlﬂLL'1]".1:['l|'|1: vears. By including private eq-
uily in a diversified portiolio, investors can polen-
1mﬂ1. enhance relurns and reduce risk. Ullimately,
privale equily presenls opporlunilies for investors
Lo participale in the transformative journey of com-
panies across various industries and sectors.

Private equity involves invesling in privale com-
panies Lo enhance their value and r -calize profils.

It is managed by firms as limited partnerships,
ulilizing sir .Jh_u'lu such as buyouls and venlure cap-
iLal. Belore commilling Lo |ﬂ|:[u|d PL. investments,
imveslors should assess their risk Lolerance and ex-
pected returns.

The performance of PI2 investmenls is evalualed
using melrics like Internal Rate of Return (IRR) and
investment multiples.

e LI ollers altraclive retums, long-lerm value
creation, and diversilication benelits.

o The evolving industry altracts diverse inveslors
secking markel opportunities.

o Nel Assel Value (NAV) is crucial for valuing PE
[unds due Lo the lack of public trading.

o PIL investments display consistent posilive per-
[ormance and are resilient Lo markel oy cles.

NBK
Wealth

21-07-2024

Kuwait Times

Page 10




E-NEWS
CLIPPINGS

PE firms enhance company value through strategic investments

NBK
Wealth

NBK Wealth highlights private equity investing for professionals

KUWAIT CITY, July 20: Private
Equity (PE) is an illigquid alter-
native asset class that involves
investing in privately held com-
panies. When investors pool their
capital into a fund, the goal is to
enhance the companies” value and
realize profits when exiting in-
vestments. This can be achieved
through methods like initial public
offerings (IPOs) or mergers and
acquisiions (M&A). The funds
are managed by PE firms that
structure them as Limited Parmer-
ships, with General Partners rais-
ing capital from Limited Partmers.
Private equity investments are il-
liguid and require several years
before yielding positive returns,
following what is known as the J-
curve effect.

Private equity firms are actively
engaged in acquiring companies,
improving their performance, and
delivering retums to investors. They
use various strategies such as buy-
outs, venture capital, and growth eg-
ity to target companies at different
development stages. Through close
collaboration  with  management
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teams, these firms implement ini-
tiatives to enhance the value of the
invested companies over time, dis-
tinguishing private equity from other
investment vehicles and positively
impacting job creation and economic
growth.

The industry has evolved signifi-
cantly, attracting a wider range of
investors seeking diversification and
market opportunities. The combina-
tion of smart acquisitions and hiquid
credit markets fueled private equity

successes in the early 2000s. Fol-
lowing the Global Financial Crisis
(GFC), the recovery of private eqg-
ity funds was swift, solidifying the
industry as a popular choice among
v estors.

Private equity investments are
critical in injecting capital into pri-
vate companies or converting public
entities into private entities. Primary
mvestments involve capital infu-
sion at various development stages,
while secondary investments entail

purchasing existing stakes in private
equity funds. Co-investments allow
investors to participate alongside
private equity firms in specific deals,
providing lower fees and greater
control over investment decisions.

Private equity fee structures in-
clude management fees, calculated
as a percentage of committed capital,
and performance fees, aligning LPs
and GPs interests by sharing profits
after achieving specific retum lev-

els. Investors should assess their risk
tolerance, financial obligations, and
expected returns before investing in
PE funds. Private equity investments
typically aim to provide higher risk-
adjusted returns but require a long-
term (10-15 years) commitment due
to the illiquid nature of the nvest-
ments, thus investors im PE funds
typically expect potential higher
enhanced retums or “illiquidity pre-
mium”, to compensate for the risk
profile, illiquidity, and long duration

of such investments.

There are various private equity
strategies, such as venture capital,
growth capital, leveraged buyouts,
and distressed funds, each target-
ing companies at different lifecycle
stages. Private equity performance is
evaluated using metrics like Internal
Rate of Return (IRR) and investment
multiples to measure the fund's suc-
cess, The Net Asset Value (NAY)
plays a crucial role in valuing private
equity funds, as they are not publicly
traded, relying on estimates made by
general partmers.

Private equity investments offer
atfractive refurns, create long-term
vialue, and contribute to portfolio di-
versification. They demonstrate re-
silience against market cycles, with
historical data showing positive per-
formance over the years. By includ-
ing private equity in a diversified
portfolio, investors can potentially
enhance retums and reduce nsk.
Ultimately, private equity presents
opportunities for investors to partici-
pate in the transformative joumey of
companies across various industries
and sectors.
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