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This booklet was written by Jonathan Yates, Research Analyst at GillenMarkets, and is also available in eBook format (PDF, ePub or Kindle).


About Gillen


Gillen is a boutique investment advisor offering expert advice on the management of personal, pension and corporate monies. We place a strong emphasis on fully understanding our clients’ needs, so that we can make informed decisions and plans, together.


We are investment advisors, not product sellers. Our investment solutions are structured to meet the specific needs of each individual client with minimum assets of €500k.


Our investment advisory fee structure aligns our interests with yours, ensuring that we sit on the same side of the table as our clients.


With our fee structure, there are:


• No upfront commissions or fees payable by clients.


• No dealing costs.


• No early redemption penalties.


• No VAT.


Just a transparent 1.0% annual advisory fee on the assets under advice.


We also offer a subscription-based investment newsletter for do-it-yourself investors and training courses both in-person and online for those wishing to learn more about the principles of sound investing.


We believe trust is earned. Our belief is that we work for clients, looking at each individual’s needs and taking a commonsense, long-term approach.


We have built an outstanding team with the depth of knowledge and experience to meet all our clients’ investment needs. We have an appetite for learning and sharing and we always partner with our clients as equals.


We’d like to hear from you!


Contact details


T: + 353 (0)1 287 1400
 E: info@gillenmarkets.com
 W: www.gillenmarkets.com


Follow us on Facebook, LinkedIn, Twitter and Gillenmarkets.com.


ILTB Ltd (trading as Gillen/GillenMarkets) is regulated by the Central Bank of Ireland.
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Disclaimer


Investing carries risk and none of the stocks or funds highlighted in this booklet constitute a recommendation by the author, GillenMarkets or the publisher and none of these parties can assume liability for any losses that may be sustained should a reader subsequently invest in them, and any such liability is hereby disclaimed. Readers should take professional advice before making any investment. None of the material in this publication constitutes investment advice or an offer to invest in any of the funds referred to. No one receiving this publication should treat it as a personal recommendation as it does not take into account the needs and objectives, personal circumstances, including investment experience, financial position, or attitude to risk of recipients.


Warning


Past performance is not a reliable guide to future performance.
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SUMMARY


The prospect of above average returns has always made private equity an attractive sub-sector of investing in financial markets. Simply put, private equity refers to investments in non-publicly listed companies, either through ownership of the company or an interest in the entity – with specialised, long-term focused managers taking stakes in private companies with the aim of growing these companies over time.


In Ireland, the principal way for investors to gain exposure has been through third-party international private equity funds made available or distributed by Irish-based stockbrokers, which often come with substantial initial investment requirements and long-term lock-in periods (making them illiquid investments).


For retail investors, these high minimum investment levels and the prospect of having to lock away money for many years can take a considerable amount of the shine off such private equity offerings. In addition, the fact that stockbrokers and other product sellers offering up these investments are getting paid based on the amount of money raised for a fund offering creates an inevitable conflict of interest.


All is not lost, however, as, in our view, the UK listed private equity sector, a universe of listed private equity funds, offers what we consider to be a far better alternative. Even a small investor can invest in private equity via high-quality, liquid funds listed on the London Stock Exchange without the burden of high minimum investment levels, long-term lock-in periods or onerous upfront fees, but which have also historically delivered the attractive returns we have seen from their unlisted private equity counterparts.


With that in mind, this booklet aims to inform the reader about the key considerations in private equity investing. We first take you through the background of private equity markets – from the first boom of leveraged buyouts in the 1980s to today’s market which is valued at around $6.3 trillion globally.


We then explain the typical characteristics of private equity, including the structure of private equity partnerships, the historical returns generated from private equity investing, and the common investment categories of venture capital, growth capital and leveraged buyouts.


Our attention then turns to the specifics of the UK listed private equity sector – with an overview of the various funds available, including some of the advantages of investing in these funds and the fee structures associated with them. Subsequently, we introduce the key risks in private equity investing – using our common framework which looks at (i) business risks (ii) financial risks and (iii) valuation risks to better inform readers.


Interest rates play a crucial role in capital market returns – with lower interest rates offering a potential boost to asset prices, while higher interest rates can often weigh on asset prices – and have come into focus recently due to rising interest rates in developed countries, following an extended period of ultra-low rates. Understanding the role interest rates play in valuing assets is fundamental for any investor, and we look to educate the reader in that regard.


By the end of this booklet the reader will have a deeper understanding of private equity investing. For those interested in investing in private equity markets, we hope that with an understanding of the UK listed private equity universe and the key risks it entails, you can make more informed investment decisions and can increase the odds of generating attractive investment returns.


Jonathan Yates
 March 2023









1: AN INTRODUCTION TO PRIVATE EQUITY


Background


Modern private equity markets date back to 1946 with the founding of two venture capital firms, J.H. Whitney & Company and American Research & Development Corp., which was founded by Georges Doriot, known as the “father of venture capitalism”. Generally, investments tended to be small and were focused on starting and expanding companies. The first private equity fund structure, known more commonly in the industry as a partnership, was introduced in the 1960s.
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