Using Venture Capital to Enhance Portfolio Returns – Andrew Metrick
This was a remarkably interesting paper which dealt chiefly not with how appropriate or not such investments are but focused on the difficulty of reporting returns and establishing fair value.

Most investment managers report time – weighted returns but with private equity funds there are problems:

   Money is committed to a fund

   Not all of the money is taken at once – it is drawn down when needed for investment so it is spread over time.

   Similarly the money is usually not returned all al once – only when investments are exited so there is no simple portfolio value at the end of the year.

   A further problem is private equity is generally illiquid so it is difficult to establish a market value.

Hence there are two accepted valuation methods

                           Internal Rate of Return

                           Realization Ratio

The paper discussed the pros and cons of each e.g. IRR is dollar weighted not time weighted and can show poor returns in early years as companies take manage ment fees without returning much wheras the Realization ratio or times money multiple of money or absolute return is simply the total amount of money returned divided by the total investment and may be more appropriate over the long term

The conclusion was that the two measures are somewhat complimentary and it is best to leave the evaluation to thefor specialist companies offering a monitoring service in the field.
