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Private Equity 
 

What is Private Equity? 

Private equity is a broad term that refers to any investment in a company 

that is not publicly traded. Today, the term commonly refers to the 

operations of investment firms that actively seek to acquire private 

companies. The primary purpose of private equity is the provision of capital 

to help a business grow, develop new products or facilitate the orderly 

change of ownership or management.  

 

In addition to capital, private equity investors tend to impart their proven 

business acumen and may seek a certain degree of control over the 

company. The terms private equity and venture capital are often confused. 

The following table illustrates the difference between the two. 

 

Private Equity Venture Capital 

Evaluates larger and more mature 

companies 

Evaluates new technology and 

emerging companies 

Refinances corporate strategy and 

tactics 

Develops new business ideas and 

innovations 

Optimises management teams and 

their performance 

Finds and supports entrepreneurs  

Transactions typically structured for 

control 

Transactions rarely provide full 

company control  

Creates value from structure, 

operational control and growth 

Creates value through product 

development and growth 

Functions typically through larger 

teams 

Functions through an individual 

and/or small teams 

Increasingly open to many market 

sectors 

Predominantly technology sector 

focused 

Increasingly global penetration Predominantly US 
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State Equity is Different 

State Equity is a bespoke 

corporate advisory group that 

works with: 

 Emerging small cap 

companies;  

 Growing private businesses;  

 Talented entrepreneurs; and  

 Wise investors. 

We help our Clients achieve 

any viable business aspiration 

ranging from business 

commercialisation, expansion, 

restructuring, through to 

divestment or listing.   
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Sources of Private Equity 

There are a number of ways for a growing 

company to obtain access to private equity. 

Three of the most common sources of capital 

are: 

 

Individual Investors  

Typically these investors have had successful 

business careers and amassed substantial 

assets. They seek to invest directly into 

smaller sized companies looking for capital 

and advice on a future direction for the 

business. These investors are able to provide 

their capital along with a high level of 

business acumen to ensure the capital is 

used in the most effective manner. 
 

Private Equity Funds 

Private equity funds obtain their capital 

primarily from superannuation funds and fund 

managers. These funds also seek capital from 

high net worth individuals, companies and 

banks. Private equity firms aim to acquire 

majority stakes in companies that have the 

potential for growth or the possibility to 

combine the assets of a company with 

another as part of a value-added transaction.  

 

Private Equity Fund of Funds 

Fund of funds are specific vehicles 

established for the collection of investors 

funds, with the purpose of investment in 

private equity funds. While individual 

investors and private equity firms can face a 

restriction on their ability to diversify their 

investment, fund of funds can invest in a 

number of different funds, which in turn 

invest in a variety of companies.  
 

Therefore, an investor who places capital in a 

fund of funds has a much larger degree of 

diversification than an investor who takes a 

direct stake in an individual company. 

However, the level of possible control over the 

business is diluted accordingly. 

 

 

 

 

Types of Private Equity 

The following section outlines the four distinct 

life stages of a business, and the type of 

private equity available at each phase. 

 

Seed Stage Capital 

Capital provided at this stage of a businessõ 

life is used to develop or nurture a particular 

idea or concept. Most often the amount 

required is small and directional input is 

minimal. 

 

Start Up Stage Capital 

Businesses in the start up stage require 

funding to assist with business establishment 

costs and product development. Depending 

on the industry and nature of the business, 

financing amounts required at this stage can 

be considerable and the input of the investor 

can be significant. 
 

Expansion Stage Capital 

A business in the expansion stage of its life is 

generally profitable and established. Any 

capital provided to a business in this stage 

contributes to working capital requirements 

and is used to overcome any growth 

restrictions and to assist achieving additional 

product/service capacity. 
 

Buyout Funding 

Companies in a mature stage of their life are 

relatively stable and well established in their 

market with a proven record of cash flows 

and profitability. A change of ownership is 

typically associated with buyout funding and 

the most common forms are a Leveraged Buy 

Out (LBO), Management Buy Out (MBO) or 

Management Buy In (MBI). 
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Private Equity Providers 

As a company matures, any potential returns 

diminish in accordance with the reduction in 

risk faced by the investor. Seed and early 

stage companies can potentially yield 

outstanding returns to investors who are 

willing to accept the substantial risk 

associated with start-upõs.  

 

As a company matures, any potential returns 

diminish in accordance with the reduction in 

risk faced by the investor. 
 

Early Stage/Expansion 

Private equity firms that invest in early stage 

and expansion stage companies are 

sometimes referred to as Venture Capitalists.  

 

These investors are able to place relatively 

small amounts of capital at the early stages of 

a businessõ life when the market value of the 

company is lower than a company in the 

same industry with a proven history of 

profitability. 

 

Managers of private equity companies who 

invest at this stage typically have strengths in 

identifying and commercialising new products 

and technologies, as this particular skill can 

provide the most assistance to a company 

with the potential for growth.  

 

Exit strategies for the investor following the 

establishment of the business can range from 

a trade sale or Initial Public Offering (IPO) to 

sale of the current investors share to the 

remaining shareholders or any number of the 

buyout strategies available to maturing 

companies. 

 

Maturity 

Private equity firms that invest in mature 

businesses look for companies that require a 

change of ownership and management to 

continue to realise profitability or may be 

suitable for a consolidation strategy. 

 

 

 

 

The most common buyout strategies for 

mature companies are: 

 

 Leveraged Buy Out (LBO): the acquisition 

of another company using a significant 

amount of borrowed funds to meet the 

cost of acquisition. Often, the assets of the 

company being acquired will be used as 

security for the loan in addition to the 

assets of the acquiring company. 

 Management Buy Out (MBO): the 

partnering of a private equity firm with 

existing management to acquire 

ownership of the company from the 

current shareholders. 

 Management Buy In (MBI): an external 

management party utilising a private 

equity investor to acquire a management 

position and ownership stake within 

another company.  

The investment horizon for a private equity 

firm is typically between 3 and 6 years. This 

long term view provides the incoming 

shareholders with the opportunity to 

successfully implement effective growth 

strategies devoid of onerous time restrictions 

imposing a negative influence over the 

proposed new directions of the company.  

 

By utilising the appropriate structures, 

investors can achieve returns commensurate 

with the higher investment risk of private 

equity over publicly placed equity 

investments. 

 

Characteristics of attractive companies at this 

stage are: 

 

 Reliable cash flows and a history of 

profitability; 

 Strong market position; 

 Relatively low operational risk; and 

 Operating in an industry with potential for 

further growth or consolidation. 
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Private equity investors who fund buyout and 

consolidation strategies are experts in 

identifying these characteristics in the 

numerous opportunities they see on a 

consistent basis.  

 

The valuation attached to each company is of 

the utmost importance if attractive returns 

are to be achieved. Exit strategies are most 

commonly trade sale or IPO. 

 

Industry Consolidations 

A common strategy and driver of many 

transactions in the private equity industry is 

the consolidation of a number of businesses 

within the same industry or related industries 

to capitalise on potential synergies between 

the firms. Such strategies are often referred 

to as ôroll-upsõ or ôleveraged build-upsõ.  

 

A consolidation usually begins with the 

identification of an appropriate business in a 

suitable industry.  

 

Following the successful acquisition and 

alignment of stakeholder objectives, the 

private equity firm begins the task of 

acquiring related companies which can add 

value when combined with the existing 

business.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Typically the cost of these acquisitions is 

highly leveraged, with the assets of the target 

company often being used as security to 

assist funding the purchase. 

 

The strategy most commonly occurs over a 

period of 3-5 years, a period sufficient enough 

to enable the consolidated entity to realise 

the full strategic and synergistic benefits of 

the roll-up.  

 

At the conclusion of this period, the private 

equity firm will seek to exit its investment by a 

trade sale or more commonly through public 

listing. 

 

State Equity Expertise 

State Equity provides equity and mezzanine 

funding to Australian companies requiring 

capital for:  

 Expansion Financing; 

 Leveraged or Management Buy Outs; 

 Intergenerational Change and Estate 

Planning; 

 Recapitalisations / Turnarounds; 

 Capital Raisings; and 

 Shareholder Exits. 
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Disclaimer 

This guide is provided for general information purposes only and does not consider any specific objectives, situations or needs that you 

may have.  You should not rely on the information provided in this guide.  State Equity accepts no duty of care or liability to you or 

anyone else regarding this guide and is not responsible to you or anyone else for any loss suffered in connection with the use of this 

guide or any of its content. For specific advice, please contact State Equity. 
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