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Short question :-  

Unit 1: Introduction to Private Equity Investment 

1. What is meant by Private Equity? 

2. Briefly explain the historical evolution of Private Equity. 

3. Define Venture Capital. 

4. What is the difference between Private Equity and Venture Capital? 

5. Explain any two benefits of Private Equity. 

6. What are the major types of Private Equity investors? 

7. Explain the term “fund life cycle” in PE. 

8. What is meant by committed capital in PE? 

Unit 2: Mechanism of Private Equity Investment 

9. Explain the mechanism of Private Equity investment. 

10. Who are Limited Partners (LPs)? 

11. Who are General Partners (GPs)? 

12. What role do Portfolio Companies play in PE investments? 

13. Explain the relationship between LPs and GPs. 

14. What is a PE fund structure? 

Unit 3: Private Equity Investment Process 

15. What is deal sourcing in Private Equity? 

16. What is meant by due diligence? 

17. Explain the DCF method of valuation. 

18. What is pre-money and post-money valuation? 

19. What is a term sheet? 

20. What are control mechanisms used in PE financing? 

Unit 4: Growth, Risk, and Exit Strategies 

21. Explain growth strategies used in PE and VC investments. 

22. What is a Leveraged Buyout (LBO)? 

23. How is risk assessed in PE and VC investments? 

24. Explain any two exit mechanisms in Private Equity. 

25. Briefly discuss the future outlook of Private Equity in India. 

 

 

 



 

Long  Question :-  

Unit 1: Introduction to Private Equity Investment 

1. What is meant by Private Equity? Explain its meaning, features, and importance in 

business financing. 

2. Briefly explain the historical evolution of Private Equity. Highlight the major stages 

of its development. 

3. What is Venture Capital? Explain its concept and distinguish it from Private Equity. 

4. Explain the major types of Private Equity investors and discuss the benefits of 

Private Equity investment. 

Unit 2: Mechanism of Private Equity Investment 

1. Explain the mechanism of Private Equity investment. Describe the stages involved 

from fund raising to exit. 

2. Who are Limited Partners (LPs) and General Partners (GPs)? Explain their roles, 

responsibilities, and relationship. 

3. Explain the structure of a Private Equity fund. How does it operate? 

4. Discuss the role of Portfolio Companies in Private Equity investments. 

Unit 3: Private Equity Investment Process 

1. Explain the Private Equity investment process with reference to deal sourcing, due 

diligence, and valuation. 

2. What is due diligence? Explain its types and importance in Private Equity investment. 

3. Explain the major valuation techniques used in Private Equity, including DCF and 

pre-money and post-money valuation. 

4. What is a term sheet? Explain its key clauses and discuss control mechanisms used in 

PE financing. 

Unit 4: Growth, Risk, and Exit Strategies 

1. Explain the growth strategies adopted in Private Equity and Venture Capital 

investments. 
2. What is a Leveraged Buyout (LBO)? Explain its structure and operational 

improvements involved. 

3. How is risk assessed in Private Equity and Venture Capital investments? 

4. Explain the exit mechanisms in Private Equity and discuss the future outlook of 

Private Equity in India. 

     

 

 

 

 

 



 

Answer of short question :-  

 

Unit 1: Introduction to Private Equity Investment 

1. What is meant by Private Equity? 
Private Equity refers to investments made in privately held companies or unlisted firms by 

investors, with the aim of improving performance and earning returns through growth or exit. 

2. Briefly explain the historical evolution of Private Equity. 
Private Equity originated in the 1940s–50s in the USA, expanded in the 1980s with leveraged 

buyouts, and grew globally in the 1990s–2000s with institutional investors participating actively. 

3. Define Venture Capital. 
Venture Capital is a form of private equity that provides funding to early-stage, high-growth 

start-ups in exchange for equity. 

4. What is the difference between Private Equity and Venture Capital? 
Private Equity invests in mature companies, while Venture Capital focuses on start-ups and 

early-stage firms. PE generally involves larger investments and lower risk than VC. 

5. Explain any two benefits of Private Equity. 

 Provides long-term capital for business growth 

 Offers managerial expertise and strategic guidance 

6. What are the major types of Private Equity investors? 
Major PE investors include institutional investors, pension funds, insurance companies, 

sovereign wealth funds, and high-net-worth individuals. 

7. Explain the term “fund life cycle” in PE. 
The fund life cycle refers to the life span of a PE fund, usually 8–10 years, covering fund 

raising, investment, value creation, and exit. 

8. What is meant by committed capital in PE? 
Committed capital is the amount promised by investors (LPs) to a PE fund, which is drawn by 

the GP as and when required. 

Unit 2: Mechanism of Private Equity Investment 

9. Explain the mechanism of Private Equity investment. 
PE investment involves fund raising, identifying target companies, investing capital, improving 

operations, and exiting through IPO or sale. 

10. Who are Limited Partners (LPs)? 
Limited Partners are investors who provide capital to the PE fund but do not participate in 

management. 



11. Who are General Partners (GPs)? 
General Partners are fund managers responsible for managing the fund, making investment 

decisions, and overseeing portfolio companies. 

12. What role do Portfolio Companies play in PE investments? 
Portfolio companies are the businesses in which PE funds invest and work to improve their 

performance and value. 

13. Explain the relationship between LPs and GPs. 
LPs provide capital, while GPs manage investments. GPs act as fiduciaries, working in the best 

interest of LPs. 

14. What is a PE fund structure? 
A PE fund structure typically consists of LPs, GPs, and portfolio companies, usually organized 

as a limited partnership. 

Unit 3: Private Equity Investment Process 

15. What is deal sourcing in Private Equity? 
Deal sourcing is the process of identifying potential investment opportunities through 

networks, intermediaries, and market research. 

16. What is meant by due diligence? 
Due diligence is a detailed investigation of a target company’s financial, legal, and operational 

aspects before investment. 

17. Explain the DCF method of valuation. 
DCF (Discounted Cash Flow) values a company based on the present value of its expected 

future cash flows. 

18. What is pre-money and post-money valuation? 
Pre-money valuation is the value before investment, while post-money valuation is the value 

after investment. 

19. What is a term sheet? 
A term sheet is a non-binding document outlining key terms and conditions of a PE investment. 

20. What are control mechanisms used in PE financing? 
Control mechanisms include board representation, voting rights, protective covenants, and 

management oversight. 

Unit 4: Growth, Risk, and Exit Strategies 

21. Explain growth strategies used in PE and VC investments. 
Growth strategies include market expansion, product development, mergers and 

acquisitions, and operational improvements. 

22. What is a Leveraged Buyout (LBO)? 
An LBO is the acquisition of a company using a high level of borrowed funds, with assets as 

collateral. 



23. How is risk assessed in PE and VC investments? 
Risk is assessed by analyzing market conditions, financial performance, management 

quality, and industry risks. 

24. Explain any two exit mechanisms in Private Equity. 

 IPO: Selling shares to the public 

 M&A: Selling the company to another firm 

25. Briefly discuss the future outlook of Private Equity in India. 
The future of PE in India is positive due to economic growth, start-up expansion, 

digitalization, and increased foreign investment. 

 

Answer of Long Question :-    Unit :- 1 

Q. 1. What is meant by Private Equity? Explain its meaning, 

features, and importance in business financing. 

Meaning of Private Equity 

Private Equity (PE) refers to investment made in privately held companies or in public 

companies with the intention of taking them private. These investments are generally made by 

private equity firms, institutional investors, or high-net-worth individuals in exchange for 

an ownership stake. The main objective of private equity is to improve the performance and 

value of the business and earn high returns through exit routes such as IPOs, mergers, or 

acquisitions. 

Private Equity investments are long-term in nature and involve active participation in 

management to enhance operational efficiency, profitability, and growth. 

 

Features of Private Equity 

1. Investment in Unlisted Companies 
Private Equity mainly focuses on companies that are not listed on stock exchanges. 

2. Long-Term Investment Horizon 
PE investments are generally held for 5 to 10 years, allowing sufficient time for value 

creation. 

3. Active Management Involvement 
Private equity investors play an active role in strategic decision-making, board 

participation, and operational improvements. 

4. Equity Ownership 
Investment is made in the form of equity or equity-linked instruments, giving ownership 

rights to investors. 

5. High Risk–High Return 
PE investments carry higher risk compared to traditional investments, but they also offer 

higher potential returns. 

6. Exit-Oriented Approach 
Returns are realized only at the time of exit through IPO, mergers and acquisitions, or 

secondary sale. 



7. Professional Fund Management 
Private Equity funds are managed by experienced professionals known as General 

Partners (GPs). 

 

Importance of Private Equity in Business Financing 

1. Provides Long-Term Capital 
Private Equity provides patient capital, which is essential for expansion, restructuring, 

and innovation. 

2. Supports Business Growth and Expansion 
PE funds help companies enter new markets, launch new products, and scale operations. 

3. Improves Corporate Governance 
Active involvement of PE investors improves transparency, accountability, and 

professional management. 

4. Financial and Strategic Expertise 
Apart from capital, PE investors provide managerial skills, industry knowledge, and 

strategic guidance. 

5. Helps Turn Around Weak Companies 
Private Equity plays a major role in reviving financially distressed or underperforming 

businesses. 

6. Encourages Economic Development 
By supporting businesses, PE contributes to job creation, innovation, and overall 

economic growth. 

 

Q. 2. Briefly explain the historical evolution of Private 

Equity. Highlight the major stages of its development. 

Introduction 

Private Equity (PE) has evolved over several decades from informal private investments to a 

well-organized and globally recognized asset class. Its development reflects changes in financial 

markets, regulations, and business needs. 

 

Major Stages in the Historical Evolution of Private Equity 

1. Early Origins (1940s–1960s) 

 Private Equity originated in the United States after World War II. 

 Wealthy families and individuals invested directly in private businesses. 

 The first formal venture capital firms, such as American Research and Development 

Corporation (ARDC), were established to finance innovative companies. 

 Focus was mainly on small and growing enterprises. 

 



2. Institutional Development Phase (1970s) 

 Growth of organized PE funds due to regulatory changes. 

 Pension funds were allowed to invest in private equity, leading to an increase in available 

capital. 

 Professional fund management practices began to emerge. 

 Venture Capital gained importance in funding technology-based start-ups. 

 

3. Leveraged Buyout Boom (1980s) 

 The 1980s saw the rise of Leveraged Buyouts (LBOs). 

 Large acquisitions were financed using significant amounts of debt. 

 PE firms focused on restructuring underperforming companies to improve efficiency. 

 This period marked the expansion of PE into large-scale corporate transactions. 

 

4. Global Expansion and Diversification (1990s–2000s) 

 Private Equity expanded beyond the US to Europe, Asia, and emerging markets. 

 Growth of large buyout funds and sector-focused investments. 

 Improved legal and regulatory frameworks supported PE activity. 

 Increased participation of institutional investors globally. 

 

5. Modern Phase and Emerging Markets Growth (2010 onwards) 

 Emphasis shifted towards value creation, operational improvements, and sustainable 

growth. 

 Increased focus on technology, healthcare, infrastructure, and ESG factors. 

 Rapid growth of Private Equity in emerging economies such as India and China. 

 PE became a major source of funding for start-ups and mature companies alike. 

 

Q. 3. What is Venture Capital? Explain its concept and 

distinguish it from Private Equity. 

Venture Capital (VC) is a type of private equity investment that provides financial support to 

early-stage, start-up, or high-growth companies with strong innovation potential. VC 

investors take equity ownership in exchange for funding and also provide managerial and 

technical guidance. 

Concept of Venture Capital 

 Focuses on innovative and scalable business ideas 

 Invests in seed, start-up, and early growth stages 

 High risk due to business uncertainty 

 Returns depend on rapid growth and successful exit 



Difference between Venture Capital and Private Equity 

Basis Venture Capital Private Equity 

Stage of investment Early-stage companies Mature companies 

Risk level Very high Moderate 

Investment size Relatively small Large 

Management control Limited Significant 

Objective Growth and innovation Restructuring and value creation 

Thus, while VC is a subset of PE, it differs in terms of risk, stage, and investment strategy. 

 

Q. 4. Explain the major types of Private Equity investors 

and discuss the benefits of Private Equity investment. 

Major Types of Private Equity Investors 

1. Institutional Investors: 
Pension funds, insurance companies, and mutual funds investing large amounts for long-

term returns. 

2. Sovereign Wealth Funds: 
Government-owned funds investing surplus reserves. 

3. High-Net-Worth Individuals (HNIs): 
Wealthy individuals investing personal capital. 

4. Endowments and Foundations: 
Universities and charitable trusts seeking long-term growth. 

5. Private Equity Firms: 
Specialized firms managing PE funds on behalf of investors. 

Benefits of Private Equity Investment 

 Access to long-term and stable capital 

 Improved operational efficiency and governance 

 Strategic and managerial support 

 Higher return potential compared to traditional investments 

 Encourages innovation and expansion 

In conclusion, Private Equity investors play a vital role in providing capital, expertise, and 

growth opportunities to businesses. 

 Unit 2: Mechanism of Private Equity Investment 

Q 1. Explain the mechanism of Private Equity investment. 

Describe the stages involved from fund raising to exit. 



The mechanism of Private Equity (PE) investment refers to the systematic process through 

which PE firms raise funds, invest in companies, create value, and finally exit to earn returns. 

Stages in the Private Equity Investment Mechanism 

1. Fund Raising 

PE firms raise capital from investors known as Limited Partners (LPs) such as pension funds, 

insurance companies, and HNIs. Investors commit capital for a fixed fund life, usually 8–10 

years. 

2. Fund Formation 

A PE fund is structured as a limited partnership, where the PE firm acts as the General 

Partner (GP) and manages the fund. 

3. Deal Sourcing 

The GP identifies potential investment opportunities through networks, investment banks, 

intermediaries, and direct approaches. 

4. Due Diligence 

A detailed analysis of the target company’s financial, legal, operational, and strategic aspects 

is conducted to assess risks and potential returns. 

5. Valuation and Deal Structuring 

Valuation techniques such as DCF and comparable analysis are used. The deal structure 

defines equity, debt, control rights, and governance. 

6. Investment and Monitoring 

The PE firm invests capital and actively participates in strategic decisions, board management, 

and operational improvements. 

7. Value Creation 

Value is created through growth strategies, cost optimization, mergers, and professional 

management. 

8. Exit 

Returns are realized through IPO, mergers & acquisitions, or secondary sale. 

Thus, the PE mechanism is a long-term, value-driven investment process. 

 

Q 2. Who are Limited Partners (LPs) and General Partners 

(GPs)? Explain their roles, responsibilities, and relationship. 



Limited Partners (LPs) 

LPs are the investors who provide capital to the PE fund. 

Examples: Pension funds, insurance companies, banks, sovereign wealth funds, HNIs. 

Roles and Responsibilities: 

 Commit capital to the fund 

 Bear limited liability 

 Do not participate in day-to-day management 

 Expect returns at fund maturity 

 

General Partners (GPs) 

GPs are the fund managers responsible for managing investments. 

Roles and Responsibilities: 

 Raise funds from LPs 

 Identify and evaluate investment opportunities 

 Make investment decisions 

 Monitor portfolio companies 

 Execute exit strategies 

Relationship between LPs and GPs 

 Based on trust and fiduciary responsibility 

 GPs act in the best interest of LPs 

 GPs earn management fees and performance-based incentives (carried interest) 

This partnership structure ensures efficient fund management and accountability. 

 

Q. 3. Explain the structure of a Private Equity fund. How 

does it operate? 

A Private Equity fund is typically structured as a Limited Partnership. 

Structure of a PE Fund 

1. Limited Partners (LPs) – Capital providers 

2. General Partner (GP) – Fund manager 

3. Fund Vehicle – Legal entity pooling capital 

4. Portfolio Companies – Businesses invested in 

Operation of a PE Fund 

 LPs commit capital for the fund’s duration 



 GP draws capital as required for investments 

 GP manages investments and portfolio companies 

 Profits are distributed after exit based on agreement 

This structure ensures risk sharing, professional management, and transparency. 

 

Q. 4. Discuss the role of Portfolio Companies in Private 

Equity investments. 

Portfolio companies are the businesses in which PE funds invest. 

Role of Portfolio Companies 

 Act as value creation vehicles 

 Implement strategic and operational changes 

 Improve profitability and efficiency 

 Provide returns to PE investors upon exit 

PE firms often assist portfolio companies with: 

 Strategic planning 

 Financial restructuring 

 Corporate governance 

 Market expansion 

Portfolio companies are central to achieving PE investment objectives. 

 

Unit 3: Private Equity Investment Process 

Q. 1. Explain the Private Equity investment process with 

reference to deal sourcing, due diligence, and valuation. 

The PE investment process involves a series of structured steps. 

Deal Sourcing 

Identification of potential investment opportunities through networks, intermediaries, and market 

research. 

Due Diligence 

Comprehensive evaluation of: 

 Financial performance 

 Legal compliance 

 Operations and management 



 Market position 

Valuation 

Determining company value using: 

 DCF method 

 Comparable company analysis 

 Pre-money and post-money valuation 

This process helps PE firms minimize risk and maximize returns. 

 

Q. 2. What is due diligence? Explain its types and 

importance in Private Equity investment. 

Meaning of Due Diligence 

Due diligence is a thorough investigation conducted before making an investment decision. 

Types of Due Diligence 

1. Financial Due Diligence – Cash flows, profitability 

2. Legal Due Diligence – Contracts, compliance 

3. Operational Due Diligence – Efficiency, systems 

4. Commercial Due Diligence – Market and competition 

Importance 

 Identifies risks 

 Validates valuation 

 Prevents future losses 

 Ensures informed decision-making 

 

Q. 3. Explain the major valuation techniques used in Private 

Equity, including DCF and pre-money and post-money 

valuation. 

DCF Method 

Values a company based on the present value of expected future cash flows, discounted at an 

appropriate rate. 

Comparable Company Method 

Uses valuation multiples of similar companies. 



Pre-money and Post-money Valuation 

 Pre-money: Value before investment 

 Post-money: Value after investment 

These techniques help determine fair pricing and ownership structure. 

 

Q. 4. What is a term sheet? Explain its key clauses and 

discuss control mechanisms used in PE financing. 

A term sheet is a non-binding document outlining investment terms. 

Key Clauses 

 Valuation 

 Investment amount 

 Ownership percentage 

 Exit rights 

Control Mechanisms 

 Board representation 

 Voting rights 

 Protective covenants 

 Management control 

These ensure investor protection and governance. 

 

Unit 4: Growth, Risk, and Exit Strategies 

Q. 1. Explain the growth strategies adopted in Private 

Equity and Venture Capital investments. 

Growth strategies aim to enhance company value. 

Major Strategies 

 Market expansion 

 Product diversification 

 Mergers and acquisitions 

 Operational improvements 

 Technology adoption 

Both PE and VC focus on scalable and sustainable growth. 

 



Q. 2. What is a Leveraged Buyout (LBO)? Explain its 

structure and operational improvements involved. 

An LBO is the acquisition of a company using significant borrowed funds. 

Structure 

 High debt financing 

 Equity contribution by PE firm 

 Assets used as collateral 

Operational Improvements 

 Cost reduction 

 Management restructuring 

 Efficiency enhancement 

LBOs aim to maximize returns through financial leverage and performance improvement. 

 

Q. 3. How is risk assessed in Private Equity and Venture 

Capital investments? 

Risk assessment involves evaluating: 

 Market risk 

 Financial risk 

 Operational risk 

 Management risk 

 Regulatory risk 

Tools include scenario analysis, sensitivity analysis, and due diligence. 

 

Q. 4. Explain the exit mechanisms in Private Equity and 

discuss the future outlook of Private Equity in India. 

Exit Mechanisms 

1. Initial Public Offering (IPO) 

2. Mergers and Acquisitions (M&A) 

3. Secondary sale 

Future Outlook of PE in India 

India offers strong growth potential due to: 

 Economic expansion 



 Start-up ecosystem 

 Digital transformation 

 Favorable reforms 

The future of PE in India is highly promising. 

 


