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ABSTRACT 

From the perspective of today's investors, it is encouraging to search for optimal subset of 

solutions and opportunities for propulsive investments on capital markets. Imbalances between 

valuation methods, performance ratios and investors’ expectations in different investment 

phases of the private equity represent incentives for pension or private funds under the given 

financial discipline. In this paper, the concept and the role of committed capital follow basic 

terminology of limited partners toward the distribution of general partners’ investments with 

its multiples and residuals paid-in. The linear regression model for the most promising private 

equity funds (456) for 19 periods on a global scale emphasize the dry powder function. The 

results of the authors’ model, shown by data from Preqin Pro database, indicates growing risk 

aversion criteria through the realized gains of residuals or distribution of capital to general 

partners for the last decade. Additional findings with simple cases explain the performance 

ratios as a measure in predicting the total cost of ownership in the discussion part. Researched 

gaps with solutions on mentioned findings provide insight for empirical analysis of general 

partner and its experienced international investors. Predefined criteria that support findings is 

related to fund capitalisation, called up capital, distribution to paid-in capital, residual value 

to paid-in capital, total value to paid-in capital and its multiple ratios. In the conclusion part, 

the authors shall summarise all useful findings related to the area of interest and studies in 

science and business. 

Keywords: capital markets, distribution of capital, linear regression, private equity, total cost 

of ownership  

 

1. IMPACT AND ROLE OF CAPITAL MARKETS ON PRIVATE EQUITY FUNDS 

Current conditions on capital markets create monetary incentives supported by the broader 

portfolio investments in alternative market regimes in which private equity funds operate. The 

dynamics of global capital markets put pressure on committed capital in raising assets’ prices, 

and ticket size deals to deliver more credible results supported by valuation methods (Plenborg 

& Pimentel, 2016) and performance ratios (Preqin Pro, 2019) on secondary markets. 

Diminishing returns on fixed income instruments trigger the investors toward riskier, but more 

lucrative equity asset with the specific long-term pricing, liquidity and monitoring models 

(Morrissette & Hines, 2015). The reflection of current market circumstances has a positive 

impact on the outcome of financial models that presents a hard time assessing innovative 

investments. For example, 456 specialised funds in private equity screened by the authors 

present diversifying strategy for obtaining synergies from “investors towards investors” 

principle, from fundraising up to the liquidation phase during 19 consecutive periods (Ivashina 

& Lerner, 2019). 
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Figure 1: Forms and roles within private equity investing – limited partners (LP) and general 

partners (GP): (A) Traditional fund investing, (B) Co-investing and (C) Solo investing; 

Retrieved from L. Fang et al. / Journal of Financial Economics 116 (2015) 160–178 

 

Taking into consideration the conditions above, private equity - as an alternative asset class - is 

a role model of alternative investment in entrepreneurial finance. The private equity fund 

investment represents direct equity investment with a lifespan of up to 10 years while creating 

positive cash flow in the exit phase on the alternative or secondary market (Harris, Jenkinson, 

Kaplan, & Stucke, 2018). Figure 1 explains controlling mechanism and compensation measures 

between the private equity partners supporting the owners of the fund sources (limited partners 

- LP) and professionals in capital deploying through investment vehicles (general partners - 

GP). By the statute of the funds, broadly recognized procedures give the right to the general 

partners to charge an annual management fee in the amount of 1% - 3% of commitment (or 

assets under management). Consequently, deregulation in the field of the management fee in 

alternative markets motivates fund vehicle investors to consume substantial growth in the by 

fund owners spurred management fees. Also, no less important is that limited partners 

redistribute carried interest in favour of 80:20 for fund owners in the liquidation phase. The 

connotation of sluggish performance within the partners and the industry could become 

recurrent process as low transparency, illiquidity, and difficulty of constructing an optimal 

portfolio. In the end, the biggest advantage of a private equity fund is the ability to prolong the 

fund lifetime till perpetuity if the condition in the statute or rule book is defined in favour of 

general partners. Taking the mentioned into consideration, the process of financial 

intermediation, deregulation and cost structure (Kaplan & Schoar, 2005; Lopez-de-Silanes, 

Phalippou, & Gottschalg, 2015) could force the partners focus on investment capability rather 

than on fundraising and ticket size. The aim of the model and work on the case model will be 

explained in the following chapters. 



46th International Scientific Conference on Economic and Social Development –  
"Sustainable Tourist Destinations" - Varazdin, 24-25 October 2019 

 

36 

2. PERFORMANCE RATIOS IN PRIVATE EQUITY FUNDS 

Broader implication of the model developed by the authors' represent a critical assessment of 

measuring private equity performance in the different investment phase that focuses on 

residuals values paid-in capital or net assets value of funds (Preqin, n.d.). The mentioned values 

represent the ability of a fund to utilise its residual in underlying portfolio investment. When 

the general partners of a private equity contribute to the limited partners with a paid-in capital, 

capital commitment should be fixed for a specific period (usually till the distribution phase, 

backwards to the limited partners). The general partners usually need 5 to 7 years for 

distribution of sources from the initial investment back to the limited partners, which process 

can boost some risks known as illiquidity (Lindsey & Weisman, 2016; Lerner & Schoar, 2004), 

voting transparency (Equity & Markets, 2016) and the hazard of failure. To avoid the said risk, 

the partners in the private equity industry use performance ratios as follows: 

 

Capital call (%) =
Total contribution (%)

Total commitment (%)
∗ 100                                                                         (1) 

                    

Capital call (1) as a measure explains a portion of sum (including management fee) invested 

relative to the total capital commitment. 

 

Distribution to paid − in capital (%)  =
Total LP distribution

Total LP contribution
∗ 100                                       (2) 

 

Distributions to paid-in capital (2) as a measure of cumulative return to investors relative to the 

called-in capital. 

 

Residaul value to paid − in (%)  =
Unrealised Value of Fund

Total LP Contribution
∗ 100                                              (3) 

 

Residual value to paid-in (3) as a measure explains how much capital is still in mechanism 

relative to the capital called-in.  

 

Multiple =
Distributions (%)+ Residuals (%)

100
                                                                                (4) 

 

Return multiple (4) displays payback from portfolio residuals and its distributions. 

 

 

 

 

 

 

 

 

 

Table following on the next page 
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Table 1: Private Equity Fund of Funds: Annual Called up Capital, Distributed and Net Cash 

Flow in ($bn) (2001 – 2018) 

  Year Capital Called up ($bn) Capital Distributed ($bn) Net Cash Flow ($bn) 

 2001 4,3 1,5 -2,8 

 2002 6,8 2,5 -4,4 

 2003 7,1 1,9 -5,2 

 2004 15,3 6,9 -8,4 

 2005 19,0 13,9 -5,1 

 2006 25,0 13,2 -11,8 

 2007 38,6 21,2 -17,5 

 2008 45,2 12,5 -32,7 

 2009 24,8 7,1 -17,8 

 2010 31,8 17,2 -14,6 

 2011 35,2 29,6 -5,7 

 2012 35,0 37,2 2,2 

 2013 29,4 40,3 10,9 

 2014 33,7 83,6 49,9 

 2015 32,2 36,4 4,2 

 2016 31,1 52,4 21,3 

 2017 35,8 59,2 23,3 

 2018 30,8 50,9 20,1 

Source: Preqin Pro database 

 

The general public should be informed that the private equity performance ratios and portfolio 

valuations should be prosecuted under GAAP, IFRS, FAS 157, which is accessible from the 

IPEVC (International Private Equity and Venture Capital) guidelines (IPEV Board, 2012). 

From 2012 (with some exceptions), capital distribution under IPEVC presents stronghold 

position for general partners’ ventures since net cash flow increases cash pile with a different 

internal rate of return (IRR). The IRR, as a performance benchmark in the private equity 

industry, stands for the sum of distributions of realised and unrealised investments with an 

applied discount rate. Any performance fees and provision for unrealised investment related to 

general partner are not included in the calculation. The following mentioned perspective, the 

net cash flows (from Table 1), favours dry powder specificity and underestimation in the next 

chapter.  

 

3. REGRESSION MODEL ANALYSIS FOR PRIVATE EQUITY FUNDS 

Data extracted from Preqin Pro database for linear regression model represent the most 

promising private equity funds (456) for 19 consecutive periods on a global scale. The role and 

the function of dry powder as a benchmark model are described through the residuals value to 

the paid-in mechanism. The dry powder mechanism relates to the amount of capital 

commitment ready to be called up by the general partners for the company acquisition or 

portfolio allocation. From the perspective of buyers, the higher level of dry powder can generate 

higher multiples that lead to increased deal makings. Consequently, assessing the dry powder 

potential may spurr cost optimisation synergies and initiatives related to the favourable 

conditions in the sphere of merger and acquisitions. The higher amount in dry powder leads to 

higher multiples by generating a lower cost of equity. This finding leads the authors throughout 

the last 8 periods in the median fund with a significant growth for the period between 2010 and 

2014. Also, for 19 consecutive periods, the median fund is evaluating investments via 

performance ratios (as a percentage of the base). In the model, the median fund is selected as 

the best option for describing the set data centre as a central tendency measure. For the analysis, 

the authors have used data extracted from the data analysis in excel sheets. 
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Table 2: Private Equity Fund of Funds Performance Benchmark (Median Fund) 

Year No. of funds 
Median Fund 

Called (%) Dist (%) DPI Value (%) RVPI 

2018 19 9.5 0.0 101.3 

2017 21 26.0 0.0 97.8 

2016 25 45.0 5.2 108.6 

2015 27 62.7 11.0 108.6 

2014 28 75.6 13.4 120.5 

2013 24 80.5 17.8 119.0 

2012 23 81.3 25.6 118.0 

2011 25 87.5 57.6 103.8 

2010 14 91.2 65.6 99.5 

2009 19 91.5 80.9 83.2 

2008 47 93.3 109.0 59.9 

2007 31 91.7 125.2 41.6 

2006 41 95.0 120.5 26.0 

2005 29 95.2 131.6 21.3 

2004 17 95.7 134.9 16.6 

2003 12 95.7 162.0 6.0 

2002 12 94.4 158.3 4.5 

2001 23 98.0 157.2 0.0 

2000 19 97.0 140.3 0.0 

Source: Preqin Pro database with modification made by the authors 

 

Data from Table 2 derives an equation describing a relationship between the dependent and 

independent variables: 

 

𝑌𝑣𝑎𝑙𝑢𝑒 (%)𝑅𝑉𝑃𝐼 = 𝛼 + 𝛽 ∗ 𝑌𝑐𝑎𝑙𝑙𝑒𝑑 (%)𝑁−1 + 𝛽 ∗ 𝑌𝑑𝑖𝑠𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛 (%) 𝐷𝑃𝐼𝑁−1 + 𝜀𝑖,𝑁                                                                                                      

 

 𝑌𝑣𝑎𝑙𝑢𝑒 (%)𝑅𝑉𝑃𝐼  stands for residual value paid-in capital by private equity or venture capital fund 

to general partners. 𝛼 equals 1, while 𝑌𝑐𝑎𝑙𝑙𝑒𝑑 (%)𝑁−1 stands for the positive and statistically 

significant coefficient called-in for capital. Generally, the performance of 𝑌𝑐𝑎𝑙𝑙𝑒𝑑 (%)𝑁−1 as 

capital raising base point represents draw down in capital at the vintage year with the 

management fee. 𝑌𝑑𝑖𝑠𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛 (%) 𝐷𝑃𝐼𝑁−1 stands for returns distribution to limited partners after 

all the deductions. 𝜀𝑖,𝑁 stands for errors or residual that is not explained by the equation or 

regression model. Moreover, it means that in the model exists some unexplained difference. 

 

 

 

 

 

 

Table following on the next page 

 

 



46th International Scientific Conference on Economic and Social Development –  
"Sustainable Tourist Destinations" - Varazdin, 24-25 October 2019 

 

39 

Table 3: Residual and probability output of limited partners in private equity over 19 

observations (periods) 
Correlation 1      
RESIDUAL OUTPUT     PROBABILITY OUTPUT 

Observation 
Predicted Value 

(%) RVPI 
Residuals 

Standard 
Residuals 

Predecessor Percentile 
Value (%) 

RVPI 

1 92,019 9,281 0,955  2,632 0 

2 103,586 -5,786 -0,595 9,281 7,895 0 

3 111,960 -3,360 -0,346 -5,786 13,158 4,5 

4 118,852 -10,252 -1,055 -3,360 18,421 6 

5 125,612 -5,112 -0,526 -10,252 23,684 16,6 

6 124,863 -5,863 -0,603 -5,112 28,947 21,3 

7 118,005 -0,005 -0,001 -5,863 34,211 26 

8 91,917 11,883 1,222 -0,005 39,474 41,6 

9 86,902 12,598 1,296 11,883 44,737 59,9 

10 72,561 10,639 1,094 12,598 50,000 83,2 

11 47,097 12,803 1,317 10,639 55,263 97,8 

12 30,568 11,032 1,135 12,803 60,526 99,5 
13 37,352 -11,352 -1,168 11,032 65,789 101,3 

14 26,935 -5,635 -0,580 -11,352 71,053 103,8 

15 24,147 -7,547 -0,776 -5,635 76,316 108,6 

16 -1,627 7,627 0,785 -7,547 81,579 108,6 

17 0,980 3,520 0,362 7,627 86,842 118 

18 4,550 -4,550 -0,468 3,520 92,105 119 

19 19,922 -19,922 -2,049 -4,550 97,368 120,5 

Source: Data analysis in Excel made by the authors 

 

Through the Pearson coefficient correlation model, tested correlation equals one. The tested 

model explains almost 96% of variations over 19 periods (Table 4). Distribution in capital 

supports the unified standards in capital raising and deploying. Interception explains a situation 

where growth value (%) of RVPI will be constant unless the distribution of (%) paid-in capital 

is going to deteriorate to a positive sphere. Moreover, from the result shown in the private equity 

regression model, limited partners as fund of funds could lurk general partners to be more robust 

while achieving a suitable internal rate of return. Decomposition of non-negative residuals and 

predecessor shows more promising results related to the source utilisation and total cost of 

ownership. Core role of the regression model is not to find a solution to the problem. From the 

perspective of business planning, residual and probability output is a good starting point for 

developing a critical awareness of risks in the private equity industry. From the given results, 

general partners should be motivated and compensated if they deliver more credible results over 

a more extended period, if they increase company’s capability rather than ticket size deals and 

if they put a focus on dry powder capacity more than on fundraising capability.  
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Table 4: Regression Statistics test for 19 observations for private equity funds 

Regression Statistics      

Multiple R 0,978488306      

R Square 0,957439366      

Adjusted R Square 0,952119286      

Standard Error 10,3106811      

Observations 19      

       

ANOVA       

  df SS MS F 
Significance 
F  

Regression 2 38264,66 19132,33095 179,9671 1,08E-11  

Residual 16 1700,962 106,3101448    

Total 18 39965,62        

       

  Coefficients 
Standard 
Error t Stat P-value Lower 95% Upper 95% 

Intercept 85,35932966 8,849013 9,646197266 4,52E-08 66,60026 104,1184001 

Called (%) 0,701023785 0,147125 4,76482935 0,000211 0,389133 1,012914078 

Dist (%) DPI -0,95107836 0,061438 -15,48029135 4,76E-11 -1,08132 -0,820835589 

Source: Data analysis in Excel made by the authors 

 

4. PROPOSITION TO THE RESULTS  

The result and data from the regression model show dependence of residuals’ values paid-in 

with other variables. The mentioned model derives distribution of the capital called-in till the 

subprime mortgage crisis (2008). For the period of last ten observations, a model describes high 

capitalisation and potential for the dry powder distribution  in the residual value to paid-in. Cost 

of dry powder in the funds is still lower than the interest rate on a vista deposits in commercial 

banks. Moreover, it represents a robust potential for acquisition or buyouts opportunities for 

general partners on the market. The overall increase of standards within general partners and 

limited partners should be compensated through the evolution in internal rate of return (IRR) 

(Barber & Yasuda, 2017). Moreover, the growth of internal rate of return should always be 

more propulsive than total cost of ownership (Korteweg & Sorensen, 2017) represented by the 

weighted average cost of capital (WACC). The compound annual growth rate of individual 

investments in the fund portfolio can lead the investors to a high reputation risk and more 

volatile surroundings. Given all the mentioned, limited partners should put a focus on fund 

selection and funds manager (Table 5) for further ventures in the more deregulated geographical 

area (i.e. UK, Europe, Asia).  
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Table 5: Top-performing limited partners in private equity industry by geographical 

diversification 

Firm Headquarters 

Overall No. of 

Funds with 

Quartile 

Ranking 

No. of 

Funds in 

Top 

Quartile 

No. of 

Funds in 

Second 

Quartile 

Average 

Quartile 

Ranking 

ATP Private Equity Partners Copenhagen, Denmark 4 4 0 1,00 

SwanCap Partners Munich, Germany 3 3 0 1,00 

Axiom Asia Private Capital Singapore 4 3 1 1,25 

Bay Hills Capital San Francisco, US 6 4 2 1,33 

Twin Bridge Capital Partners Chicago, US 3 2 1 1,33 

TrueBridge Capital Partners Chapel Hill, US 6 3 3 1,50 

Bowside Capital Charleston, US 3 2 0 1,67 

Darwin Ventures San Francisco, US 3 1 2 1,67 

Weathergage Capital Palo Alto, US 8 5 1 1,75 

Performance Equity Management Greenwich, US 4 1 3 1,75 

Greenspring Associates Owings Mills, US 7 4 1 1,86 

Industry Ventures San Francisco, US 9 5 2 1,89 

Franklin Park Bala Cynwyd, US 16 6 6 2,00 

LGT Capital Partners Pfäffikon, Switzerland 15 5 6 2,00 

Wilshire Private Markets Santa Monica, US 13 4 6 2,00 

Private Advisors Richmond, US 8 3 2 2,00 

Accolade Partners Washington, US 5 2 2 2,00 

HQ Capital International New York, US 5 2 2 2,00 

SVB Capital Santa Clara, US 4 2 1 2,00 

Emerald Hill Capital Partners Hong Kong 3 2 0 2,00 

Source: Preqin Pro database with modification made by the authors 

 

5. CONCLUSION  

Recent ventures within the partners in the private equity industry are more focused on 

investment execution than on distributions to the limited partners. In the industry, ticket size 

quality relies on teams of experts with adaptive knowledge in the filed of different industries 

and its peers in the merger and acquisitions processes. The regression model mentioned in this 

paper describes basic terminology in the field of capital markets in the private equity industry. 

At the same time, it encourages readers to think out-of-the-box while creating shortcuts in 

explaining and understanding performance ratios and valuation methods in the industry and the 

model. Funds procedure and function roles are supported by universal laws and supranational 

directives that measure capital outflows and inflows in the capital markets. The main limitation 

of the model and findings show’s growing deregulation in the field of funds procedures which 

is related to the distribution of the management fee contributed by general partners. Future 

studies could develop new criteria and mechanism for determining residual values in the funds 

and the process of financial intermediation in the dry powder function. After all, academic 

approach develops constructive opinions and thesis related to the current challenges in business 

and industry in general. 
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