PRIVATE EQUITY FUND FINANCIAL STATEMENTS

PRIVATE EQUITY FUND FINANCIAL STATEMENTS PLAY A CRUCIAL ROLE IN PROVIDING TRANSPARENCY, ACCOUNTABILITY, AND
INSIGHT INTO THE FINANCIAL HEALTH OF PRIVATE EQUITY INVESTMENTS. THESE STATEMENTS ARE ESSENTIAL FOR FUND
MANAGERS, INVESTORS, AND REGULATORS TO ASSESS PERFORMANCE, RISKS, AND COMPLIANCE WITH ACCOUNTING STANDARDS.
UNDERSTANDING THE COMPONENTS, PREPARATION METHODS, AND REGULATORY REQUIREMENTS OF PRIVATE EQUITY FUND
FINANCIAL STATEMENTS IS VITAL FOR STAKEHOLDERS SEEKING TO MAKE INFORMED DECISIONS. THIS ARTICLE DELVES INTO THE KEY
ASPECTS OF PRIVATE EQUITY FUND FINANCIAL STATEMENTS, INCLUDING THEIR STRUCTURE, COMMON ACCOUNTING PRACTICES,
VALUATION APPROACHES, AND DISCLOSURE OBLIGATIONS. ADDITIONALLY, IT EXPLORES CHALLENGES UNIQUE TO PRIVATE
EQUITY REPORTING AND HOW THESE FINANCIAL STATEMENTS DIFFER FROM THOSE OF OTHER INVESTMENT VEHICLES. THE
FOLLOWING SECTIONS PROVIDE A COMPREHENSIVE OVERVIEW TO ENHANCE CLARITY AND UNDERSTANDING FOR PROFESSIONALS
ENGAGED IN PRIVATE EQUITY FUND MANAGEMENT AND ANALYSIS.

o OVERVIEW OF PRIVATE EQUITY FUND FINANCIAL STATEMENTS

Key CoMPONENTS OF PRIVATE EQUITY FUND FINANCIAL STATEMENTS

ACCOUNTING STANDARDS AND V ALUATION METHODS

® DISCLOSURE REQUIREMENTS AND REGULATORY CONSIDERATIONS
o CHALLENGES IN PREPARING PRIVATE EQUITY FUND FINANCIAL STATEMENTS

o DIFFERENCES BETWEEN PrRIVATE EQUITY AND OTHER INVESTMENT FUND STATEMENTS

OvVERVIEW OF PRIVATE EQUITY FUND FINANCIAL STATEMENTS

PRIVATE EQUITY FUND FINANCIAL STATEMENTS PROVIDE A DETAILED ACCOUNT OF THE FINANCIAL POSITION, PERFORMANCE, AND
CASH FLOWS OF A PRIVATE EQUITY FUND. THESE STATEMENTS ARE TAILORED TO REFLECT THE UNIQUE CHARACTERISTICS OF
PRIVATE EQUITY INVESTMENTS, INCLUDING ILLIQUIDITY, LONG~TERM HORIZONS, AND COMPLEX VALUATION ISSUES. THE PRIMARY
USERS OF THESE FINANCIAL STATEMENTS ARE LIMITED PARTNERS (LPS), GENERAL PARTNERS (GPS), AUDITORS, AND
REGULATORY BODIES WHO REQUIRE ACCURATE AND TRANSPARENT REPORTING TO EVALUATE FUND PERFORMANCE AND
COMPLIANCE. TYPICALLY/ THESE FINANCIAL STATEMENTS ARE PREPARED ON A PERIODIC BASIST™QUARTERLY OR
ANNUALLY—AND MUST ADHERE TO APPLICABLE ACCOUNTING FRAMEW ORKS.

PURPOSE AND IMPORTANCE

THE MAIN PURPOSE OF PRIVATE EQUITY FUND FINANCIAL STATEMENTS IS TO PRESENT A FAIR AND COMPREHENSIVE PICTURE OF
THE FUND’S FINANCIAL ACTIVITIES. THEY ASSIST INVESTORS IN ASSESSING RETURNS, UNDERSTANDING RISKS, AND MAKING
INFORMED INVESTMENT DECISIONS. FURTHEEMORE/ THESE STATEMENTS SERVE AS A BASIS FOR PERFORMANCE BENCHMARKING, FEE
CALCULATIONS, AND REGULATORY REPORTING.

USERS OF FINANCIAL STATEMENTS

KEY USERS INCLUDE:

o LiMITED PARTNERS (LPS): REQUIRE TRANSPARENCY ON INVESTMENT STATUS AND FUND PERFORMANCE.

o GENERAL PARTNERS (GPS) USE STATEMENTS FOR INTERNAL MANAGEMENT AND INVESTOR REPORTING.



® AUDITORS: VERIFY ACCURACY AND COMPLIANCE WITH ACCOUNTING STANDARDS.

* REGULATORS: ENSURE ADHERENCE TO LEGAL AND FINANCIAL REPORTING REQUIREMENTS.

Key COMPONENTS OF PRIVATE EQUITY FUND FINANCIAL STATEMENTS

PRIVATE EQUITY FUND FINANCIAL STATEMENTS TYPICALLY COMPRISE SEVERAL CORE COMPONENTS THAT COLLECTIVELY
PROVIDE A COMPREHENSIVE FINANCIAL OVERVIEW. THESE COMPONENTS INCLUDE THE BALANCE SHEET, INCOME STATEMENT,
STATEMENT OF CASH FLOWS, AND NOTES TO THE FINANCIAL STATEMENTS. EACH ELEMENT PLAYS A DISTINCT ROLE IN OUTLINING
THE FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

BALANCE SHEET

THE BALANCE SHEET PRESENTS THE FUND’S ASSETS, LIABILITIES, AND NET ASSETS AT A SPECIFIC POINT IN TIME. KEY ASSETS
OFTEN INCLUDE INVESTMENTS IN PORTFOLIO COMPANIES, CASH AND CASH EQUIVALENTS, AND RECEIVABLES. LIABILITIES MAY
CONSIST OF ACCRUED EXPENSES, MANAGEMENT FEES PAYABLE, AND OTHER OBLIGATIONS. THE NET ASSET VALUE (NAV)
REPORTED HERE IS CRITICAL FOR INVESTOR REPORTING AND FUND VALUATION.

INCOME STATEMENT

THE INCOME STATEMENT REFLECTS THE FUND’S REVENUES, EXPENSES, GAINS, AND LOSSES OVER A REPORTING PERIOD. REVENUES
PRIMARILY ARISE FROM DIVIDENDS, INTEREST INCOME, AND REALIZED GAINS ON INVESTMENTS. EXPENSES INCLUDE MANAGEMENT
FEES, OPERATING COSTS, AND PERFORMANCE-BASED CARRIED INTEREST. THIS STATEMENT IS ESSENTIAL FOR UNDERSTANDING
PROFITABILITY AND OPERATIONAL EFFICIENCY.

STATEMENT OF CASH FLOwS

THIS STATEMENT DETAILS THE INFLOWS AND OUTFLOWS OF CASH, CATEGORIZED INTO OPERATING, INVESTING, AND FINANCING
ACTIVITIES. |T HIGHLIGHTS THE FUND’S LIQUIDITY POSITION AND ABILITY TO MEET FINANCIAL OBLIGATIONS OR DISTRIBUTE
RETURNS TO INVESTORS.

NoOTES TO FINANCIAL STATEMENTS

COMPREHENSIVE NOTES PROVIDE EXPLANATORY DETAILS ABOUT ACCOUNTING POLICIES, VALUATION METHODS, RISK FACTORS,
AND CONTINGENCIES. THESE DISCLOSURES ENHANCE THE TRANSPARENCY AND INTERPRETABILITY OF THE FINANCIAL STATEMENTS.

ACCOUNTING STANDARDS AND VALUATION METHODS

PRIVATE EQUITY FUND FINANCIAL STATEMENTS MUST COMPLY WITH ESTABLISHED ACCOUNTING STANDARDS SUCH AS
GENERALLY ACCEPTED ACCOUNTING PrINCIPLES (GAAP) or INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS).
THESE STANDARDS DICTATE RECOGNITION, MEASUREMENT, AND DISCLOSURE REQUIREMENTS TAILORED TO THE COMPLEXITIES OF
PRIVATE EQUITY INVESTMENTS.

ACCOUNTING FRAMEWORKS

GAAP AND IFRS PROVIDE GUIDANCE ON THE TREATMENT OF INVESTMENT VALUATIONS, REVENUE RECOGNITION, AND EXPENSE



REPORTING. PRIVATE EQUITY FUNDS OFTEN FOLLOW SPECIALIZED GUIDANCE SUCH AS THE FINANCIAL ACCOUNTING STANDARDS
Boarp’s (FASB) ASC 946 or IFRS 10 AND 12, WHICH ADDRESS INVESTMENT ENTITIES AND CONSOLIDATION PRINCIPLES.

V ALUATION OF INVESTMENTS

V ALUING PORTFOLIO INVESTMENTS IS A CORE CHALLENGE IN PRIVATE EQUITY FUND FINANCIAL STATEMENTS. SINCE MANY
INVESTMENTS ARE ILLIQUID AND NOT PUBLICLY TRADED, FAIR VALUE MEASUREMENT TECHNIQUES ARE EMPLOYED, INCLUDING!

o MARKET APPROACH: USING COMPARABLE MARKET TRANSACTIONS OR MULTIPLES.
o INCOME APPROACH: DISCOUNTED CASH FLow (DCF) ANALYSIS BASED ON PROJECTED CASH FLOWS.

e CosT APPROACH: VALUATION BASED ON THE COST TO REPLACE OR REPRODUCE ASSETS.

FUND MANAGERS MUST APPLY CONSISTENT AND TRANSPARENT VALUATION METHODOLOGIES TO ENSURE RELIABLE REPORTING.

DiscLOSURE REQUIREMENTS AND REGULATORY CONSIDERATIONS

PRIVATE EQUITY FUND FINANCIAL STATEMENTS MUST MEET STRINGENT DISCLOSURE REQUIREMENTS DICTATED BY REGULATORY
AUTHORITIES AND INDUSTRY BEST PRACTICES. THESE DISCLOSURES ENHANCE INVESTOR CONFIDENCE AND PROTECT MARKET
INTEGRITY.

REGULATORY FRAMEWORKS

DEPENDING ON JURISDICTION, PRIVATE EQUITY FUNDS ARE SUBJECT TO OVERSIGHT BY BODIES SUCH AS THE SECURITIES AND
ExcHange CommissioN (SEC) IN THE UNITED STATES Or THE EUROPEAN SECURITIES AND MARKETS AUTHORITY (ESMA) IN
EUROPE. THESE REGULATORS MANDATE SPECIFIC REPORTING STANDARDS TO ENSURE TRANSPARENCY AND INVESTOR PROTECTION.

MANDATORY DISCLOSURES

TYPICAL DISCLOSURES IN PRIVATE EQUITY FUND FINANCIAL STATEMENTS INCLUDE:

® [NVESTMENT VALUATION POLICIES AND ASSUMPTIONS

e DETAILS OF FEES AND CARRIED INTEREST STRUCTURES

RISk EXPOSURES AND CONCENTRATION RISKS
® RELATED PARTY TRANSACTIONS AND CONFLICTS OF INTEREST

® SUBSEQUENT EVENTS IMPACTING FINANCIAL POSITION

CHALLENGES IN PREPARING PRIVATE EQUITY FUND FINANCIAL STATEMENTS

PREPARATION OF PRIVATE EQUITY FUND FINANCIAL STATEMENTS INVOLVES UNIQUE CHALLENGES ARISING FROM THE NATURE OF
INVESTMENTS AND MARKET CONDITIONS. THESE CHALLENGES REQUIRE SPECIALIZED EXPERTISE AND ROBUST INTERNAL CONTROLS.



ILLIQUIDITY AND VALUATION UNCERTAINTY

MANY PORTFOLIO COMPANIES LACK ACTIVE MARKETS, MAKING THE DETERMINATION OF FAIR VALUE SUBJECTIVE AND COMPLEX.
V ALUATION UNCERTAINTY CAN IMPACT REPORTED NAV AND INVESTOR PERCEPTIONS.

CoMpLEX FEE STRUCTURES

ACCOUNTING FOR MANAGEMENT FEES, PERFORMANCE FEES, AND CLAWBACKS DEMANDS PRECISE TRACKING AND ALLOCATION
MECHANISMS TO ENSURE ACCURACY AND COMPLIANCE.

ReEGULATORY COMPLIANCE AND AUDIT REQUIREMENTS

MAINTAINING UP-TO-DATE KNOWLEDGE OF EVOLVING ACCOUNTING STANDARDS AND REGULATORY MANDATES IS CRITICAL.
ADDITIONALLY, FUNDS MUST FACILITATE THOROUGH AUDITS TO CONFIRM THE INTEGRITY OF FINANCIAL STATEMENTS.

DIFFERENCES BETWEEN PRIVATE EQUITY AND OTHER INVESTMENT FUND
STATEMENTS

PRIVATE EQUITY FUND FINANCIAL STATEMENTS DIFFER SIGNIFICANTLY FROM THOSE OF MUTUAL FUNDS, HEDGE FUNDS, OR OTHER
INVESTMENT VEHICLES DUE TO THE DISTINCT INVESTMENT STRATEGIES, LIQUIDITY PROFILES, AND ACCOUNTING TREATMENTS
INVOLVED.

LoNG-TERM INVESTMENT HORIZON

PRIVATE EQUITY FUNDS TYPICALLY INVEST WITH A MULTI-YEAR HORIZON, LEADING TO INFREQUENT PORTFOLIO TURNOVER AND
A FOCUS ON UNREALIZED GAINS, UNLIKE MUTUAL FUNDS THAT REPORT FREQUENT TRADING GAINS AND LOSSES.

V ALUATION COMPLEXITY

UNLIKE PUBLICLY TRADED SECURITIES COMMONLY FOUND IN MUTUAL FUNDS, PRIVATE EQUITY INVESTMENTS REQUIRE COMPLEX
VALUATION METHODOLOGIES THAT INCORPORATE MULTIPLE ASSUMPTIONS AND ESTIMATES.

FEE STRUCTURES AND PERFORMANCE REPORTING

PRIVATE EQUITY FUNDS OFTEN HAVE CARRIED INTEREST AND HURDLE RATES THAT IMPACT INCOME RECOGNITION AND REQUIRE
DETAILED DISCLOSURES, CONTRASTING WITH THE SIMPLER FEE MODELS OF OTHER FUNDS.

FREQUENTLY ASkeD QUESTIONS

\WHAT ARE THE KEY COMPONENTS OF PRIVATE EQUITY FUND FINANCIAL STATEMENTS?

THE KEY COMPONENTS TYPICALLY INCLUDE THE BALANCE SHEET, INCOME STATEMENT, STATEMENT OF CASH FLOWS, STATEMENT
OF CHANGES IN PARTNERS’ CAPITAL, AND ACCOMPANYING NOTES THAT PROVIDE DETAILED DISCLOSURES.



How DO PRIVATE EQUITY FUNDS REPORT THEIR INVESTMENTS ON FINANCIAL
STATEMENTS?

PRIVATE EQUITY FUNDS USUALLY REPORT THEIR INVESTMENTS AT FAIR VALUE, REFLECTING THE ESTIMATED MARKET VALUE OF
PORTFOLIO COMPANIES, RATHER THAN AT HISTORICAL COST, TO PROVIDE MORE RELEVANT AND TIMELY FINANCIAL INFORMATION.

\WHAT ACCOUNTING STANDARDS GOVERN THE PREPARATION OF PRIVATE EQUITY FUND
FINANCIAL STATEMENTS?

PRIVATE EQUITY FUNDS GENERALLY FOLLOW ACCOUNTING STANDARDS SUCH As US GAAP (ASC 946) or IFRS (IFRS 10
AND IFRS 12), WHICH PROVIDE GUIDANCE ON INVESTMENT ENTITIES AND CONSOLIDATION POLICIES.

How 1S CARRIED INTEREST REFLECTED IN PRIVATE EQUITY FUND FINANCIAL STATEMENTS?

CARRIED INTEREST IS TYPICALLY RECORDED AS AN EXPENSE OR LIABILITY RELATED TO THE GENERAL PARTNER’S SHARE OF
PROFITS, DISCLOSED IN THE FINANCIAL STATEMENTS AND NOTES TO REFLECT THE INCENTIVE COMPENSATION STRUCTURE.

WHY IS TRANSPARENCY IMPORTANT IN PRIVATE EQUITY FUND FINANCIAL REPORTING?

TRANSPARENCY ENSURES THAT LIMITED PARTNERS AND OTHER STAKEHOLDERS HAVE CLEAR AND ACCURATE INFORMATION ABOUT
FUND PERFORMANCE, VALUATION METHODS, FEES, AND RISKS, WHICH SUPPORTS INFORMED DECISION-MAKING AND REGULATORY
COMPLIANCE.

ADDITIONAL RESOURCES

1. PRIVATE EQUITY ACCOUNTING, INVESTOR REPORTING, AND BEYOND

THIS BOOK PROVIDES A COMPREHENSIVE GUIDE TO THE ACCOUNTING AND REPORTING REQUIREMENTS UNIQUE TO PRIVATE EQUITY
FUNDS. |T COVERS TOPICS SUCH AS FUND STRUCTURES, VALUATION TECHNIQUES, AND PERFORMANCE MEASUREMENT. READERS
GAIN INSIGHT INTO THE COMPLEXITIES OF FINANCIAL STATEMENTS AND REGULATORY CONSIDERATIONS IN THE PRIVATE EQUITY
INDUSTRY.

2. FINANCIAL REPORTING AND ANALYSIS FOR PRIVATE EQUITY

FOCUSED ON THE NUANCES OF FINANCIAL REPORTING WITHIN PRIVATE EQUITY FIRMS, THIS BOOK EXPLAINS HOW TO ANALYZE
FUND PERFORMANCE AND INTERPRET FINANCIAL STATEMENTS. |T INCLUDES PRACTICAL EXAMPLES AND CASE STUDIES TO HELP
PROFESSIONALS UNDERSTAND INVESTOR REPORTING AND COMPLIANCE STANDARDS. THE BOOK IS ESSENTIAL FOR FUND MANAGERS,
ACCOUNTANTS, AND ANALYSTS.

3. PrivATE EQUITY FUND FINANCIAL STATEMENTS: A PRACTITIONER’S GUIDE

THIS GUIDE DELVES INTO THE PREPARATION AND PRESENTATION OF FINANCIAL STATEMENTS FOR PRIVATE EQUITY FUNDS. IT
DISCUSSES GAAP AND IFRS CONSIDERATIONS, VALUATION OF PORTFOLIO INVESTMENTS, AND DISCLOSURE REQUIREMENTS. THE
BOOK IS TAILORED FOR ACCOUNTANTS AND AUDITORS WORKING IN THE PRIVATE EQUITY SPACE.

4. UNDERSTANDING PRIVATE EQUITY FUND STRUCTURES AND FINANCIAL REPORTING

THIS BOOK EXPLORES THE INTRICACIES OF PRIVATE EQUITY FUND STRUCTURES AND THEIR IMPACT ON FINANCIAL REPORTING. |T
EXPLAINS PARTNERSHIP ACCOUNTING, CAPITAL CALLS, DISTRIBUTIONS, AND CARRIED INTEREST CALCULATIONS. READERS LEARN
HOW THESE ELEMENTS AFFECT FUND FINANCIAL STATEMENTS AND INVESTOR COMMUNICATIONS.

5. VALUATION AND FINANCIAL REPORTING IN PRIVATE EQUITY

A DETAILED EXAMINATION OF VALUATION METHODS USED IN PRIVATE EQUITY AND THEIR REFLECTION IN FINANCIAL STATEMENTS.
THE BOOK COVERS FAIR VALUE MEASUREMENT, IMPAIRMENT TESTING, AND NAV CALCULATIONS. IT IS A VALUABLE RESOURCE
FOR PROFESSIONALS INVOLVED IN FUND VALUATION AND FINANCIAL REPORTING.

6. PrIVATE EQUITY ACCOUNTING AND FINANCIAL STATEMENT ANALYSIS
THIS TEXT PROVIDES A THOROUGH OVERVIEW OF ACCOUNTING PRINCIPLES APPLIED TO PRIVATE EQUITY FUNDS AND HOW TO
ANALYZE THEIR FINANCIAL STATEMENTS FOR INVESTMENT DECISIONS. |T INCLUDES DISCUSSIONS ON REVENUE RECOGNITION,



EXPENSE ALLOCATION, AND PERFORMANCE METRICS. THE BOOK ASSISTS INVESTORS AND FUND MANAGERS IN EVALUATING FUND
HEALTH AND PROFITABILITY.

7. INvESTOR REPORTING AND COMPLIANCE IN PRIVATE EQUITY FUNDS

FOCUSING ON THE REGULATORY AND COMPLIANCE ASPECTS, THIS BOOK GUIDES READERS THROUGH INVESTOR REPORTING
OBLIGATIONS IN PRIVATE EQUITY. |T DETAILS THE PREPARATION OF QUARTERLY AND ANNUAL REPORTS, AUDIT PROCESSES, AND
SEC REQUIREMENTS. THE BOOK IS ESSENTIAL FOR COMPLIANCE OFFICERS AND FUND ADMINISTRATORS.

8. FINANCIAL STATEMENTS FOR PRIVATE EQUITY: CONCEPTS AND APPLICATIONS

THIS BOOK BREAKS DOWN THE FUNDAMENTAL CONCEPTS BEHIND PRIVATE EQUITY FINANCIAL STATEMENTS AND THEIR PRACTICAL
APPLICATIONS. |T GUIDES READERS THROUGH BALANCE SHEETS, INCOME STATEMENTS, AND CASH FLOW STATEMENTS SPECIFIC TO
PRIVATE EQUITY FUNDS. THE TEXT IS SUITABLE FOR BOTH BEGINNERS AND EXPERIENCED PROFESSIONALS.

9. ADVANCED TOoPICS IN PRIVATE EQUITY FUND ACCOUNTING

COVERING COMPLEX ACCOUNTING ISSUES, THIS BOOK ADDRESSES TOPICS SUCH AS MULTI-FUND ACCOUNTING, CROSS-BORDER
INVESTMENTS, AND TAX CONSIDERATIONS. |T ALSO EXPLORES RECENT DEVELOPMENTS IN ACCOUNTING STANDARDS AFFECTING
PRIVATE EQUITY FUNDS. SUITABLE FOR SENIOR ACCOUNTANTS AND CFOS IN PRIVATE EQUITY FIRMS.
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