Fundamentals of Private Equity
A Closer Look at MOIC and IRR%
Each quarter, for each Valley Forge Fund, we report the Multiple of Invested Capital (MOIC) and Internal Rate of
Return (IRR%). Both are important performance measurements, but we are often asked which is more
important for wealth creation.
Multiple of Invested Capital is calculated by taking the ending value of all distributions from an investment and
dividing it by the amount originally invested. For example, if you invest $5 and its dividends and growth equal
$10, you have doubled your money or MOIC = 2X.
Internal Rate of Return is calculated using the time value of money. It is the rate of earnings that is required to
provide a specific stream of cash flows, taking into consideration the time duration of the investment. Using the
same figures above, an investment of $5 which doubles to $10 would have the following IRR%:
Table 1. Double Your Money – 2.0X MOIC
Duration of
Investment
3 Years
5 Years
7 Years

IRR%
26.0%
14.9%
10.4%

Accordingly, a high IRR% result is beneficial – it allows for the redeployment and continued growth of capital
sooner than with a low IRR investment. The challenge then, is to find continuous opportunities to reinvest the
capital at a high IRR%. The table below outlines the compounding effect of long term performance, or the
reinvestment of capital at a 15% IRR:
Table 2. Consistent 15% IRR
Duration of
Investment
3 Years
5 Years
7 Years

MOIC
1.52X
2.01X
2.66X

When evaluating new investment opportunities, it is important to take into consideration both measurements.
As illustrated above, a high MOIC with a long duration does not help create wealth. Table 1 shows that the IRR
of a 2X investment over 7 years is only 10.4%. Similarly, a high IRR% can be deceiving if the duration of the
investment is too short. Note in Table 2 that a 15% IRR in 3 years is only a 1.52X MOIC.
The key to long term wealth creation is the consistent growth of the portfolio as expressed in terms of MOIC,
but IRR% provides the measurement to compare the unpredictable timing of cash flows from a private equity or
private real estate investment to other investments. Valley Forge investors who have committed to consecutive
funds, allowing for consistent redeployment of capital, have had the best wealth-building results.

