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Private equity is an asset class with the potential to generate a solid outperformance relative to the public 
markets. Due to the dispersion in the performance of private equity funds, however, understanding how this 
asset class can be assessed allows for more thorough performance analysis.  
 
One of private equity's defining features is the irregular timing of cash flows (whether in- or outflows) as 
committed capital may not be called upon immediately and estimating exit horizons with certainty can be 
difficult. As a consequence, private equity returns are often measured in different manners than other asset 
classes. 
 
As a result, experts have adopted various metrics to give investors improved perspectives on their private 
equity investments' performance, and to benchmark them against investments in other asset classes. 
 

I. Internal Rate of Return 
 
The Internal Rate of Return (IRR) is the most commonly used metric by professionals in the field as well as 
leading financial institutions, including the CFA Institute. IRR is defined as the implied annual rate of return on 
an investment, and if used as the discount rate, it renders the net present value (NPV) of an investment zero.  
 

One of the challenges associated with private equity investments is 
that managers can claim to be top-quartile investors by relying on 
certain metrics that may not show the full picture of the portfolio. 
Investors then need to understand key performance metrics to better 
make investment decisions. 
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IRR simply calculates the earned “interest rate” on a series of withdrawals. As such, the size and timing of cash 
flows affect IRR calculation. 
 
When analyzing or comparing IRR between funds, it is important to understand whether the reported IRR is 
gross or net of fees and carried interests, as there can be major differences between the two. Limited Partners 
often look at net IRR to know the actual returns they receive, while General Partners often use gross IRR in 
marketing materials. 
 
The effect of leverage should be considered as private equity investments typically relies on high amounts of 
debt funding, especially when compared to public companies. Thus, investors must determine what part of the 
IRR is driven by leverage and distinguish between levered vs unlevered IRR because leverage affects cash 
flows (i.e. interest and principal payments) and the initial equity invested. 
 
The table below shows the capital calls and distributions for a hypothetical fund where negative cash flows are 
capital calls and positive cash flows are distributions. 

 

 
 

 
II. Performance Ratios 
 
Private equity industry practitioners often use a set of three performance ratios to analyze and assess returns, 
all of which measure interim performance relative to the capital paid in the private equity investment or fund: 
 
 
 
 



 
3  Petiole Asset Management AG | Private markets made accessible 

1. Distributions Divided by Paid-In Capital (DPI) - this ratio measures the portion of the paid-in capital 
that has been cumulatively distributed so far. For example, a DPI of 0.5x means that 50 cents have 
already been distributed to investors for every $1 they invested/contributed.  

 
2. DPI will be zero at the start of investment and will begin to increase as distributions get paid. When the 

DPI becomes equal to 1, it means that the fund has broken even, and any number above 1 indicates 
that the fund has paid out more than what was initially invested. 
 

3. Residual Value (aka NAV) divided by Paid-In Capital (RVPI) - As the term suggests, RVPI is the 
portion of the value of the investment/fund that is unrealized. It is high at the beginning (as most 
investments are yet to be realized/harvested); as the investments are exited, RVPI decreases to zero. 
For instance, an RVPI of 0.6x means that the remaining investments are valued at 60 cents for every 
$1 dollar invested. 
 

4. Total Value divided by Paid In capital (TVPI) - the Total Value consists of both distributions and 
residual value, that is TVPI = RVPI + DPI. A TVPI of 1.45x, for example, means that the investment has 
created a total gain of 45 cents for every $1 dollar invested. 

 

 
 

 
 
To illustrate an example, the graph above reflects the dynamics of the three multiples (DPI, RVPI, 
and TVPI) over the life of a private equity fund/investment. 
 

• TVPI is often <1 in year 1 due to upfront fees related to management and fund setting 
 

• In the early years of the investment period, most (if not all) investments are unrealized or 
unharvested; hence, RVPI is equal to TVPI which indicates that DPI is equal to zero 

 
• As the fund progresses and distributions are made, DPI grows and in the case of the 

sample fund shown above, the first value realization occurred in the 4th year 
 

• The share of the fund’s DPI continues to rise to become equal to the TVPI when all 
investments have been realized or exited 
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Why use both IRR and Performance Multiples? 
 
IRR and Performance Multiples are two important analysis tools on their own. IRR incorporates 
the time value of money but is not sufficient in defining an investment’s absolute return, which is a 
perspective covered by the multiples. When used together, they provide better insights on the 
potential benefits of private equity investments. 
 
 
III. Relative Performance Indicators 
 
Public Market Equivalent (PME) 
 
The performance of public investments is measured on the basis of time-weighted returns which 
aren’t particularly comparable to the IRR of private investments. In an attempt to address this, 
Public Market Equivalent is created where an investment in a private equity fund is compared to 
an equivalent investment in a public benchmark (i.e., S&P 500, Dow Jones). The PME is generated 
by establishing a hypothetical investment that purchases and sells shares in the selected public 
market in a way that mimics the private equity fund cash flows. For example, if a $50m drawdown 
was made by the private equity fund, then $50m will be hypothetically invested in the public 
market index which will yield two directly comparable IRRs. 
 
If the IRR of the private equity investment is greater than the IRR of the private market equivalent, 
then the fund can be considered to have outperformed. 
 
PME+  
 
PME+ is an adjustment to PME that was developed to address the short exposure problem that 
can be present in the PME calculation if large distributions are made. It does so by scaling 
distributions with a factor called lambda until the final valuation of the private market index is 
equivalent to the NAV of the private equity.  
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IV. Conclusion 
 
By approaching private equity performance analysis with IRR, Multiples, PME, and industry 
context, investors can better analyze how quickly investments saw returns, the absolute returns of 
an investment, and how did the investments fair against the public market.  
 
Petiole's transparent portfolio reporting and thorough deal selection provide investors with world-
class investment analysis. Contact our team to learn how we assess fund performance and our 
investment approach today.  
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Disclaimer 
 

This presentation was issued by Petiole Asset Management AG (“PAM”) on May 28, 2022 and is provided to you for informational purposes 
only and contains proprietary information that may not be reproduced, distributed to, or used by, any third parties without PAM’s prior 
written consent. 
 
This presentation is not intended for citizens or residents of the United States of America or “US Persons” as that term is defined in 
“Regulation S” of the US Securities Act of 1933. If any, no investment products presented here are permitted for sale under the Securities 
Act of 1933 or any other regulation applicable in the United States. Accordingly, no investment product may be offered or sold directly or 
indirectly in the United States of America to residents and citizens of the United States of America or to “US Persons”. 
 
All information, figures, calculations, graphs and other numerical representations appearing in this presentation have not been audited and 
may be subject to change over time. Furthermore, certain valuations (including valuations of investments) appearing in this presentation 
are subject to change as they may be based on either estimates or historical figures that do not reflect the latest valuation. Although all 
information and opinions expressed in this presentation were obtained from sources believed to be reliable and in good faith, no 
representation or warranty, express or implied, is made as to their accuracy or completeness. The information contained herein is not a 
substitute for a thorough due diligence investigation. Past performance is not indicative of and does not guarantee future performance. 
The performance data do not take account of the commissions and costs incurred on the issue and redemption of units. Exit timelines, 
prices and related projections are estimates only, and exits could happen sooner or later than expected, or at a higher or lower valuation 
than expected, and are conditional, among other things, on certain assumptions and future performance relating to the financial and 
operational health of each business and macroeconomic conditions. 
 
PAM makes no representation or warranty, express or implied, with respect to any statistics or historical or current financial data, whether 
created by PAM through its own research or quoted from other sources. With respect to any such statistics or data delivered or made 
available by or on behalf of PAM, it is acknowledged that (a) the investor takes full responsibility for making its own evaluation of the 
materiality of the information and the integrity of the quoted source and (b) the investor has no claim against PAM. 
 
To the extent this presentation contains any forecasts, projections, goals, plans and other forward-looking statements, such forward-
looking statements are inherently subject to various parameters, most of which are difficult to predict and many of which are beyond 
PAM’s control and may cause actual performance, financial results and other projections in the future to differ materially from any 
projections of future performance, results or achievements expressed or implied by such forward-looking statements. 
Investors should not place undue reliance on these forward-looking statements. PAM undertakes no obligation to update any forward-
looking statements to conform to actual results or changes in PAM’s expectations, unless required by applicable law. 
 
PAM makes no representation or warranty, express or implied, with respect to any financial projection or forecast. With respect to any 
such projection or forecast delivered or made available by or on behalf of PAM, it is acknowledged that (a) there are uncertainties inherent 
in attempting to make such projections and forecasts, (b) the investor is familiar with such uncertainties, 
(c) the investor takes full responsibility for making its own evaluation of the adequacy and accuracy of all such projections and forecasts 
so furnished to it and (d) the investor has no claim against PAM. 
 
This presentation represents a summary of certain information, the full terms of which are contained in a Private Placement Memorandum 
that should be reviewed for a more complete understanding of the investments and their risks. In addition, this presentation does not 
constitute and should not be construed as investment advice, tax or legal advice, an offer to sell, or a solicitation to buy, any instrument 
or other financial product, nor does it amount to a commitment by PAM to make such an offer at present or an indication of PAM’s 
willingness to make sure an offer in the future. 
 
Petiole Asset Management AG is a company limited by shares with registered address at Bahnhofstrasse 64, 8001 Zurich, Switzerland 
and is authorized as investment manager by the Swiss Financial Market Supervisory Authority FINMA. 
 
All rights reserved. Copyright © 2022 Petiole Asset Management AG 


