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Course description

Private Equity and Venture Capital is a short course for ICEF master’s students. It combines practical work principles of PE&VC funds with solid theory and empirical evidence. The course has high importance for students who would like to pursue career in PE&VC funds, management consulting companies, investment banking departments, or would like to choose entrepreneurial career track. The course will also be useful for those planning to pursue academic career in the area of corporate finance. The logic of the course is formed in a way to track the full lifecycle of a PE fund’s investment. It covers the organization of a PE funds, fundraising, selection of projects and entry strategies, valuation of and structuring PE deals, managing portfolio companies, and exiting PE investments. The course is taught in English.
Course objectives

The course is aimed to provide students with understanding of the concepts and institutions of the private equity industry as well as to teach the principles and techniques of analyzing and implementing PE investments. Students will learn how to perform industry analysis, value PE investments, model private equity returns, apply due diligence methods, structure PE transactions, manage relationships between investors and entrepreneurs, create value in portfolio companies, and identify suitable exit strategies. A particular attention will be devoted to modeling leveraged buyouts. We will also provide a theoretical rationale behind the practical features of PE investments as well as discuss various important empirical regularities in the PE industry. This should help students develop understanding of the economics of private equity.
Prerequisites

Basic knowledge of corporate finance and investment analysis, basic spreadsheet modeling skills
Methods

· Weakly sessions (4 hours a week, 4 weeks), combining theory, discussion of cases, practical and theoretical problems and empirical evidence.

· Self-study
· Two home assignments (problem sets) to be done individually

· Two case studies to be solved in groups of max. 5 people. The groups will have to present their solutions in class.
Grade determination
· Home assignments (problem sets, performed individually) 22%
· Cases (group work) 22%
· Presentation for the Investment Committee 26%
· Final exam 30%
Main readings:

· Lerner, Josh, Ann Leamon, and Felda Hardymon. Venture Capital, Private Equity, and the Financing of Entrepreneurship. Wiley, 2012. (LLH)

· Metrick, Andrew, and Ayako Yasuda. Venture Capital and the Finance of Innovation. Wiley, 2nd  ed., 2010. (MY)

· Several notes and articles distributed in class

Supplementary readings:

· Robert A. Finkel and David Greising. The Masters of Private Equity and Venture Capital: Management Lessons from Pioneers of Private Investing. McGraw Hill, 2010.

· Gompers, Paul, and Josh Lerner. The Venture Capital Cycle. MIT Press, 2004.
· Fenn, Liang, and Prowse. “The Economics of the Private Equity Market.” Board of Governors of the Federal Reserve System, Release 168, December 1995. Available for download at: http://www.federalreserve.gov/pubs/staffstudies/1990-99/default.htm
· Ramsinghani Mahendra. The Business of Venture Capital: Insights from Leading Practitioners on the Art of Raising a Fund, Deal Structuring, Value Creation, and Exit Strategies. Wiley, 2011.

General corporate finance and valuation references:

· Berk Jonathan, and Peter DeMarzo. Corporate Finance. Prentice Hall, 3rd ed., 2013 (any earlier edition is OK too).

· McKinsey & Company Inc., Marc GoedhartTim Koller

 HYPERLINK "http://www.amazon.com/Valuation-Measuring-Managing-Companies-University/dp/0470424702/ref=sr_1_2?s=books&ie=UTF8&qid=1385729295&sr=1-2&keywords=Valuation%3A+Measuring+and+Managing+the+Value+of+Companies" , , and David Wessels. Valuation: Measuring and Managing the Value of Companies, University Edition. Wiley, 5th ed., 2010 (or earlier editions)

· Damodaran, Aswath. Investment Valuation. Wiley, 3rd ed., 2012 (or any earlier edition).
Course outline
1. Private Equity overview, PE fund organization, and performance (4 classes)
a. Definition of private equity, PE in company funding lifecycle

b. PE investment cycle (entry – growth – exit). Typical activities performed by PE funds, key success factors for PE deals.
c. Types of PE funds. Role of PE funds as intermediaries. Organizational structure of a PE fund (LP-GP agreements). Does the PE fund structure matter?
d. Performance of PE funds. Does private equity outperform public market? Is it possible to predict performance in PE?
e. Russian PE landscape. Role of government in supporting PE/VC. Can the government be an effective VC?
Readings: LLH, chapters 1, 2 and 9; MY, chapters 1-3
2. Selection of projects and entry strategies (1 class)
a. Industry analysis

b. Screening process (deals origination, initial selection, due diligence)
c. Types of entries (full buyout, growth capital, LBO, minority recapitalization, mezzanine, distressed situations)
d. Syndication of investments

Readings: LLH, chapter 3.
3. Valuation of PE investments and PE fund returns (4 classes)
a. Valuation techniques applicable for PE/VC industry (VC method, comparables, transactions, DCF, options analysis) 
b. LBO modeling. PE fund returns calculation
Readings: LLH, chapters 4 and 9; MY, chapters 3, 10-12.
4. Structuring of PE deals (3 classes)
a. Legal system appropriate for PE contracting
b. How to deal with asymmetric information, uncertainty and moral hazard:
i. State-contingent allocation of control

ii. Design of securities
iii. Stage financing

c. Deal structuring practical issues:
i. Legal documents for deal execution (NDA, Term Sheet, SHA, SPA)

ii. Off-shore holding structures 

iii. Deal structuring tools and mechanisms
Readings: LLH, chapter 5. MY, chapters 7-9
5. Portfolio companies management (monitoring, corporate governance, value creation) (1 class)
Readings: LLH, chapter 6.
6. Exiting PE investments (2 classes)
a. Types of exists (IPO, trade sales to strategic/financial investor, MBO)
b. Determinants of successful exit
c. Role of PE/VC reputation in IPO success. Venture backed vs. non-venture backed IPOs
Readings: LLH, chapter 7.

7. Group presentations. Potential target presentation for the Investment Committee represented by guest members. (1 class)
Distribution of hours

	No
	Topics
	Total hours
	Contact hours
	Self study

	
	
	
	Lectures
	Practice
	

	1
	Private Equity overview, PE fund organization, and performance
	38
	6
	2
	30

	2
	Selection of projects and entry strategies
	14
	2
	0
	12

	3
	Valuation of PE investments and PE fund returns
	30
	4
	2
	24

	4
	Structuring of PE deals
	27
	5
	2
	20

	5
	Portfolio companies management
	17
	3
	0
	14

	6
	Exiting PE investments
	22
	2
	2
	18

	7
	Potential target presentation for the Investment Committee
	14
	0
	2
	12


