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Similar to its predecessors, this year’s report 
will look at the terms and conditions of private 
equity funds, and how these impact both 
investors in private equity funds (LPs) and those 
managing such funds (hereafter referred to in 
this report as either Managers or GPs).  With the 
benefit of the research we have undertaken in 
previous years, we provide a historical context, 
illustrating the trends and deviations that may 
signal more significant changes to come, as 
well as those areas that have remained more 
rigid and which may be expected to survive the 
current disruption, as the industry contends 
with COVID-19.  
 
 
 

Welcome to the sixth edition of MJ Hudson’s 
Private Equity Fund Terms Research
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This year’s research will be published in two parts. 

In this first part, Economics, we analyse the current economic terms and conditions of private 
equity and venture capital funds, comparing the results with the findings of our previous research. 

As with previous MJ Hudson research reports, we aim to provide both LPs and GPs with an 
enhanced understanding of the current strengths and weaknesses of the fundamental terms 
impacting private equity funds. This research covers private equity funds, venture capital funds, 
turnaround funds and growth funds.

Included in this first part of our sixth edition is an examination of the core economic terms that govern a private fund, as 

well as analysis of the levels and calculation methodologies of management fees (both during and after the investment 

period). The prevalence and nature of management fee discounts, and the operation of distribution waterfalls and carried 

interest models (including hurdle rates, ratchets and catch-up) are likewise covered. Innovations in carried interest models 

and the distribution waterfall are assessed, as are deal-by-deal enhancements (e.g., interim clawbacks, carry escrows and 

guarantees of GP clawback obligations).

Part II will be published in 2021 and will consist of the following sections: 

Alignment: will examine the key terms that impact upon the alignment of interests between LPs and Managers, such as 

the size of the GP commitment; management fee offsets; successor fund restrictions; and co-investments;

Governance: will look at the governance of private funds and presents current trends in the key investor protections; and

Investment Strategy: will concern provisions around investment strategy (specifically, investment restrictions and 

diversification thresholds), along with the topic of fund-level borrowing and bridge financing.

In this report, there are references to best practice, as recommended by the Institutional Limited Partners’ Association 

(ILPA) in its widely respected Private Equity Principles¹. Readers should note that the ILPA issued a new version of the ILPA 

Principles in June 2019.

It is important to note that, whilst the report itself was compiled in 2020, the research presented in it is based upon analysis 

of the terms and conditions of a significant sample of private equity and venture capital funds that either came to market 

or raised capital the year before (see “Sixth Edition’s data sample”, below), although some of the funds sampled will have 

had their final close in 2020. As such, it is drawn from the fundraising market that existed prior to the global Coronavirus 

(COVID-19) pandemic and the subsequent lockdown measures introduced by many governments around the world. 

If you have any questions about this research or the services MJ Hudson provides to LPs, GPs, and their advisers, please 

contact one of the MJ Hudson representatives listed below, or your usual MJ Hudson contact. 

 
Yours, 
MJ Hudson

1.ILPA Private Equity Principles 3.0, June 2019, available at https://ilpa.org/ilpa-principles/ and hereafter referred to as ILPA.
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 Sixth edition’s data sample

This report presents MJ Hudson’s review of key economic and 
non-economic terms across a significant sample of private 
equity and venture capital investment funds that either came 
to market or raised capital in 2019 (although some will have 
had a final close in 2020), where MJ Hudson advised either the 
Manager of the fund in question, or a prospective LP in the fund. 
All the data in this report is proprietary to MJ Hudson and has 
been extracted from the MJ Hudson fund terms database. 

Across the entire sample, the funds targeted or raised over US$158 billion in capital commitments. 

The plurality (41%) of funds surveyed were buyout funds, with growth capital funds the next most numerous 

(32% of all funds surveyed), followed by venture capital funds (21%). Turnaround funds were the least 

numerous, representing just 6% of all the funds surveyed. 

Only 6% of the funds in the sample were first-time funds², representing less than 1% of the capital that 

Managers within the sample targeted or secured.

As the key economic and non-economic terms of funds in related asset classes (including infrastructure, real 

estate and private debt) can vary from those of private equity vehicles (sometimes significantly), the decision 

was taken to exclude such related asset classes from this edition. Fund terms data on those asset classes can 

be made available to MJ Hudson clients on agreed terms. 

Note: due to rounding, in some instances percentages may not sum exactly to 100%. 

2. Funds have only been classified as “first time funds” where the vehicle represents the Manager’s first fund launch. Where a fund represented a Manager’s first fund of a  
    particular strategy, but the Manager has raised funds before, these were not considered to be first time funds for the purpose of our research and the numbers above.
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Only 39% of the sample comprises funds where the Manager principally operates or originates from Europe, a lower 

proportion than in previous reports. The largest category of funds in this year’s sample — 52% of the sample — is 

comprised of funds where the Manager principally operates or originates from the United States of America. The remaining 

9% of the sample comprises funds where the Manager operates or originates from elsewhere in the world.

U.S.— centric domiciles (Delaware and Cayman Islands) were the most prevalent in this year’s sample, representing 56% 

of the total. Vehicles from the UK nexus (domiciled in England, Scotland and the Channel Islands) represented 14% of the 

total. In this year’s sample there are a substantial number of Luxembourg-domiciled funds, accounting for 11% of the total. 

In terms of domicile, our previous analysis suggested Managers were increasingly less likely to choose an offshore 

jurisdiction in which to domicile their funds. However, with 30% of funds being domiciled offshore (Cayman Islands, 

Guernsey, Jersey), this is almost exactly the same percentage as we found in last year’s research and stabilises the trend 

seen in earlier years. This number goes up to 41% if you include Luxembourg, which is considered by many to be an 

offshore jurisdiction. 

Previous shifts can perhaps be partly explained by LPs’ expectations of investing in onshore structures. The opening up 

of European markets under the passporting regime to those fund managers authorised as full scope Managers under the 

Alternative Investment Fund Managers Directive has also played a part.

Please note that, whilst data presented in this report is aggregated from the funds in the sample, the commentary also 

draws on the MJ Hudson team’s broader LP and GP advisory experience.

Turnaround   6.0%

Buyout           41.0%

Growth          32.0%

Venture         21.0%

FIG.1 PERCENTAGE OF FUNDS BY STRATEGY FIG.2 PERCENTAGE OF FUNDS BY MANAGER ORIGIN

Europe   39.0%

US          52.0%

ROW      9.0%
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Summary of Research Findings
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M A N AG E M E N T  F E E 

2% remains the most commonly seen 
management fee. 53% of all funds charge 
a management fee of 2% during the 
investment period. However, only 20% of 
the capital being sought/raised attracted 
a 2% management fee.

This year, a lower proportion of capital is 
commanding a management fee of 1.5% 
or less. 44% of all capital sought/raised 
had headline management fees of 1.5% 
or less. This compares with 52% in our 
2019 research and 79.5% in 2018.

Compared to previous years, the number 
of funds charging a management fee 
during the investment period in excess 
of 2% has stabilised – 15% by number, 
compared with 21% in 2019, 12% in 
2018 and only 5% in 2017.

D I S T R I B U T I O N  WAT E R FA L L S

62% of funds were structured with fund-
as-a-whole distribution models this year, 
with a further 35% having deal-by-deal 
structures. The remaining 3% employed 
modified or hybrid structures.

In this year’s research, 40% of U.S. 
Managers offered fund-as-a-whole 
structures, compared with 27% of such 
Managers in our 2019 research.

Only 12% of European Managers offered 
either a deal-by-deal or hybrid/multiple 
waterfalls, an identical figure to that seen 
in our 2019 research.

M A N AG E M E N T  F E E  S T E P - D O W N

The management fee steps down on expiry of the investment period in 
88% of funds, a reduction from the peak of 95% of funds seen in 2019.

M A N AG E M E N T  F E E  D I S C O U N T S

12% of funds offer LPs discounted management fees that are disclosed 
in the LPA, down from 18% in our 2019 research and 24% in our 2018 
research.

H U R D L E

68% of funds have a hurdle of exactly 8%. This is the most 
common hurdle rate and it is a slight increase on the 60% of 
funds with this hurdle rate seen in our 2019 research. However, 
we still see a downward trend in the prevalence of the 8% hurdle, 
from 76% in 2017 and 71% in 2018.

Some 29% of funds have no hurdle at all, an upward trend on the 
23% seen in the previous report and 12% in 2018’s research. 

1  |  S U M M A R Y  O F  R E S E A RC H  F I N D I N G S

Key trends in fund economics
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C A R R Y

20% remains the standard for carried 
interest, with 91% of funds pegging carry 
at this level.

23% of funds have a tiered or stepped 
carried interest model, continuing the 
upward trend seen in our research since 
2017.

Initial carried interest rates above 20% 
appeared in 9% of funds in this year’s 
sample. The overwhelming majority of 
these were venture capital or growth 
capital funds.

Some Managers are providing choice 
for LPs, offering dual waterfalls or mixed 
carry/fee rates, within one fund.

R E C YC L I N G

94% of funds in this year’s sample permit 
recycling of investment proceeds, an 
increase from 89% in our 2019 research. 

The highest limit imposed on the amount 
of capital commitments that may be 
invested (post-recycling) was 150% of 
commitments, an increase from 130% 
seen last year. 

Recycling limits between 100% and 
120% of commitments are the most 
common.

G P  C L AW B AC K

GP clawback remains prevalent and it is 
rare to encounter a fund without one. 
97% of all surveyed funds have a GP 
clawback mechanism.

Escrow provisions feature in 23% of all 
surveyed funds, a significant decrease on 
the 44% in our 2019 report.

Only 13% of funds with deal-by-deal 
waterfalls have an escrow, a reduction 
from 23% seen in our 2019 report.

C ATC H - U P

Almost 84% of funds have a catch-up mechanism. This is the same 
figure as seen in 2019’s research.

74% of funds this year with a catch-up mechanism have 100% 
catch-up; the proportion has fluctuated: 74% in 2017, down to 
68% in 2018, and up to 79% in 2019.

L P  C L AW B AC K

All our surveyed metrics with regards LP clawback are trending towards positions more favourable to Managers. This includes whether 
clawback amounts are limited with reference to committed capital and/or distributions, and whether there are time limits from time of 
distribution and/or liquidation of the fund. 

1  |  S U M M A R Y  O F  R E S E A RC H  F I N D I N G S

Key trends in fund economics
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2 0 1 7 2 0 1 8 2 0 1 9 2 0 2 0

1.5% management fee (investment period – by number of funds) 13% 19% 10% 9%

1.5% management fee (investment period – by capital) 31% 59% 34% 36%

Existence of management fee discount 5% 24% 18% 12%

Existence of management fee step-down post investment period 78% 87% 95% 88%

No hurdle 15% 12% 23% 29%

Fund-as-a-whole carry 

     Europe 88% 80% 88% 88%

     U.S. 36% 36% 27% 40%

100% GP catch-up 74% 68% 79% 74%

GP clawback in place 89% 90% 97% 97%

Use of escrow provisions 41% 36% 44% 23%

1  |  S U M M A R Y  O F  R E S E A RC H  F I N D I N G S

Comparison of key metrics in fund economics
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Core Economic Terms:  
Management Fee

2
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Calculation basis 
 
It is market standard for private equity funds to calculate management fee during the 
investment period as a percentage of total commitments.

97% of the funds sampled for this year’s report by number fall into this category, whilst 99% of capital sought or raised 

within the sample was accounted for by funds that charge their management fee on the total commitments basis.  

Headline management fee rates 
 
A management fee during the investment period of 2% of capital committed per year has been 
something of the standard for private equity funds. Hence the expression, “2 and 20”. In recent 
years, however, commentators have asked whether management fees would (or should) be 
lower than this traditional rate. Here, we cut through the noise to assess the latest trends in 
the market. 
 

In our 2020 research cohort, 2% remained the most common management fee rate, consistent with our published research 

dating back to 2017. In our sample, management fee rates ranged from 0.5% to 3%, with the arithmetic mean being 

1.93%. The arithmetic mean for our 2019 cohort was 1.96%, indicating minimal change. 

FIG.3 BASIS FOR CALCULATING MANAGEMENT FEE DURING 
THE INVESTMENT PERIOD (BY NUMBER OF FUNDS)

Invested capital         3.0%

Total commitments   97.0%

2  |  C O R E  E C O N O M I C  T E R M S :  M A N AG E M E N T  F E E

Management fee during the investment period
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The values in Fig 4 do not account for the possibility of fee discounts being offered by side letter nor are they filtered to 

show how the total capital sought or raised, or the asset class, can vary the results.

This year, 20% of capital sought or raised attracted a 2% management fee. Compared with prior years, this is lower than 

2019’s 24% of funds but is an increase on the 10% seen in 2018. The aggregate amount of capital sought or raised by 

funds charging exactly 1.5% represents 36%, up from 34% last year. Overall, 78.5% of capital sought or raised in our 

sample charged a management fee of less than 2%. 

2019 202020182017

0% 10% 20% 30% 40% 50% 60% 70%

Below 1%

1% - 1.25%

1.26% - 1.5%

1.51% - 1.75%

1.76% - 2%

Above 2%

4.6%

16.9%

0.0%

1.5%

1.5%

3.4%

4.8%

3.0%

16.9%

18.6%

12.9%

12.1%

9.2%

6.8%

1.6%

10.6%

63.1%

42.4%

59.7%

57.6%

4.6%

11.9%

21.0%

15.2%

FIG.4 MANAGEMENT FEE RATES DURING THE INVESTMENT PERIOD (BY NUMBER OF FUNDS) 

2  |  C O R E  E C O N O M I C  T E R M S :  M A N AG E M E N T  F E E

Management fee during the investment period
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A similar pattern exists when comparing the asset classes within our sample (buyout, growth, venture capital and 

turnaround funds). With typically smaller fund sizes, growth and venture capital funds on average charge higher rates of 

management fee. Consistent with last year’s data, the venture capital funds in our sample (with one exception) attract 

headline management fee rates of at least 1.75% This year, growth and buyout showed a similar structural pattern: by 

number (rather than capital sought), a majority of funds in each asset class attracted a headline fee rate between 1.76% 

and 2%, with minimal numbers raising capital on a management fee rate above 2%. 

0% 10% 20% 30% 40% 50%

Below 1%

1% - 1.25%

1.26% - 1.5%

1.51% - 1.75%

1.76% - 2%

Above 2%

4.4%

38.7%

0.9%

28.8%

25.6%

1.5%

1.26-1.5%1.0%-1.25%Below 1% Above 2%1.76%-2%1.51%-1.75%

Turnaround

Venture

Growth

Buyout

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

25%50%

7% 43%

14%5% 5% 5%

22% 59%

25%

50%

71%

15% 4%

FIG.5 MANAGEMENT FEE RATES DURING THE INVESTMENT PERIOD (BY CAPITAL SOUGHT OR RAISED)

FIG.6 MANAGEMENT FEE RATES DURING THE INVESTMENT PERIOD (BY NUMBER OF FUNDS AND FUND STRATEGY)

2  |  C O R E  E C O N O M I C  T E R M S :  M A N AG E M E N T  F E E

Management fee during the investment period
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2017

2018

2019

2020

0% 5% 10% 15% 20% 25%

4.9%

24.1%

17.7%

12.1%

First closer

Commitment size

Both

0% 10% 20% 30% 40% 50%

12.5%

50.0%

37.5%

FIG.7 PERCENTAGE OF FUNDS WHERE LPS CAN RECEIVE A DISCOUNT ON MANAGEMENT FEE (BY NUMBER OF FUNDS) 

FIG.8 WHAT IS THE BASIS OF THE DISCOUNT? 

Management fee rates may be discounted by a GP needing to secure the commitments of a 
particularly large investor, or to entice an LP to commit early to the fund. 
 

Discounts are often granted by a side letter agreement between the GP and the LP, making it harder to ascertain the true 

extent to which fees are discounted. Despite most funds operating a “most favoured nation” (MFN) disclosure process 

with respect to side letters, beneficial fee terms are often excluded from MFN arrangements.  

 

However, some GPs offer transparency of their discount terms, from which we can provide an indicative sample. 12% 

of the funds in this year’s sample offered a form of management fee discount to select categories of investor³. Of these 

disclosed offerings, we are seeing a downward trend from nearly a quarter of funds in our 2018 survey to 18% last year. 

Discounts are offered as incentives for LPs to either commit early (helping the fund gain traction in marketing) or to 

commit more capital. 50% of the funds within our sample offering a discount did so on the basis of commitment size, 

with 12% doing so exclusively for those coming in at first closing (i.e., an “early bird discount”). 38% of the sampled funds 

offering discounts did so on a hybrid basis; in other words, an LP had to commit both at first closing and with a large 

enough cheque in order to gain the discount.

3. Relates to fee discounts offered more widely to unaffiliated investors that are either set out in the Limited Partnership Agreement or otherwise in the fund documentation, or are  
    otherwise broadly addressed in side letters. Separately negotiated discounts for a single investor are not included in the results analysed here. 

2  |  C O R E  E C O N O M I C  T E R M S :  M A N AG E M E N T  F E E

Management fee discounts
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2017

2018

2019

2020

0% 20% 40% 60% 80% 100%

78.3%

86.7%

95.2%

87.9%

FIG.9 PERCENTAGE OF FUNDS WHERE MANAGEMENT FEE STEPS DOWN FOLLOWING THE END OF THE INVESTMENT PERIOD 
(BY NUMBER OF FUNDS)

It is conventional for the management fee to change after the investment period ends. In this 
section, we look more closely at how this convention operates in practice.

FIG.10 DOES THE STEP DOWN RELATE TO PERCENTAGE 
CHARGED OR THE BASIS ON WHICH THE PERCENTAGE IS 
CALCULATED? (BY NUMBER OF FUNDS)

Percentage reduc�on on mgt fee paid in prior �me period 13.8%

Change in calcula�on basis 55.2%

Percentage reduc�on and change in calcula�on basis 31.0%
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Management fee after the investment period

88% of funds in this year’s sample include a post-investment 

period management fee step down of some form. We saw 

a peak of 95% in last year’s research, with the 2020 figures 

reverting to closer to what we saw in 2018. 

The funds in this year’s sample that did not have a step down 

were all venture capital or growth funds with well-established 

track records of success. 

The rationale for the post-investment period step down is 

that, as a fund moves from the investment to the harvesting 

stage and begins to exit investments, the effective amount 

of capital under management, and also the portfolio 

management burden on the GP, begins to fall. 

To reflect this, 86% of funds in this year’s sample that have a 

management fee step-down change the calculation basis of 

the management fee from “aggregate capital commitments” 

to “invested, unrealised capital”. Just over half of these funds 

go further and also lower the 2% (or another amount) to a 

smaller figure. 

The remaining 14% of the funds in our sample that did have 

a step down did so by a charging a reduced percentage 

compared with the prior fee period, often tapering to a floor 

rate.
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Other events, such as the raising of a successor fund or an uncured key person event, can 
also trigger a step-down in management fee. However, such events are often included in the 
definition of the investment period and either trigger the end of the investment period (and 
consequent step-down in management fee), or cannot happen until the investment period 
has ended.

Funds may also have provisions for further tapering and/or step-down in management fees upon an extension to a fund’s 

investment period or an extension of the fund’s overall term. In the case of the former, the investment period will often be 

deemed to have ended as it would normally have done (and hence management fee will step-down), but the Manager is 

allowed to continue to make new investments.

In the case of an extension to the fund’s overall term, a Manager may put an offer of reduced or tapered management 

fee to its LPs, in order to have the extension approved (where this is necessary), even if a fund’s documentation does not 

mandate a tapering or further step-down in management fee. For example, a Manager may agree to stop drawing fees on 

the fund in question, altogether, in return for LPs approving the extension to term, thereby allowing for the orderly winding 

up of a vehicle. 

2  |  C O R E  E C O N O M I C  T E R M S :  M A N AG E M E N T  F E E

Additional management fee step-down provisions
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Core Economic Terms:  
The Waterfall and Carried Interest
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Historically, European funds have tended to favour an all-contributions-plus-preferred-return-
back-first (“fund-as-a-whole”) model waterfall. U.S. funds, or those managed or advised by GPs 
based in the U.S., have tended to favour the more GP-friendly “deal-by-deal” waterfall, albeit 
often enhanced or modified to include the early return to investors of all or partial costs, 
impairments and fees. Deal-by-deal structures offer accelerated payment of carried interest to 
the fund manager and to the members of the investment team set to receive these payments. 
Pure deal-by-deal structures, however, are increasingly rare as investors demand various 
modifications to allow them to recoup a bigger share of their capital spent before any carried 
interest is paid. 
 

The balance between the two distribution waterfall models has fluctuated in recent years and, to a large extent, is a function of 

the sample of funds in any one year’s research cohort. There was evidence in our 2015 survey of fund terms that the fund-as-a-

whole approach had made inroads into the U.S. market. However, the use of the deal-by-deal model increased on both sides of 

the Atlantic in our 2016 research, and then stabilised at 36% in the U.S. funds analysed in both the sample for our 2017 and 2018 

research.

Some European Managers, especially high-performing, in-demand managers, have been able to successfully push deal-by-deal 

structures or modified, hybrid structures that have some aspects of deal-by-deal. They may employ parallel structures with both a 

European and a U.S./Cayman-based vehicle to access different pools of investors; or they may offer two types of waterfall (fund-as-

a-whole and deal-by-deal) within the same partnership entity, so that investors can elect whichever option they prefer. 

 

Generally, we have seen little change in the market from 

last year so far as the fundamental waterfall structure is 

concerned. 

62% of private equity funds this year were structured with 

fund-as-a-whole distribution models (compared with 65% 

last year) and 35% had deal-by-deal structures, an increase 

of 8% from last year’s sample. The remainder (3%) employed 

a modified or hybrid structure (down from 8%). 

Of the funds in this year’s sample with Managers or GPs 

predominately based in Europe, 88% had a fund-as-a-whole 

structure (an identical proportion to last year’s sample), with 

the figures for deal-by-deal and hybrid structures being 

reversed. For U.S.—managed funds (and those raised by 

groups with their origins in the U.S.), 40% used fund-as-a-

whole waterfalls (an increase from 27% last year), with 57% 

using deal-by-deal structures (down from 68% last year).

4. A distribution waterfall is the method by which distributions made by a fund are allocated between its LPs and the GP. The use of the word ‘waterfall’ references the fact that the  
    totality of a gain is distributed according to a cascading structure made up of tiers. When one tier’s allocation requirements are satisfied then excess proceeds are subject to the  
    allocation requirements of the next tier, and so on.

FIG.11 WHAT IS THE FUND’S WATERFALL STRUCTURE? (BY 
NUMBER OF FUNDS)

Fund-as-a-whole     62.1%

Deal-by-deal            34.8%

Hybrid or mul�ple   3.0% 
waterfall

3  |  C O R E  E C O N O M I C  T E R M S :  T H E  WAT E R FA L L  A N D  C A R R I E D  I N T E R E S T

Distribution waterfall⁴
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FIG.12 WATERFALL STRUCTURES: U.S. AND EUROPEAN-MANAGED FUNDS (BY NUMBER OF FUNDS)
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FIG.13 WHAT IS THE CARRIED INTEREST PERCENTAGE? (BY NUMBER OF FUNDS)5

The 20% carry is an established and persistent feature of the private equity landscape and, 
consistent with this, the vast majority (90% by number) of funds in this year’s research (as with 
previous years) have a carried interest rate of 20%. 

5. Note that Figure 13 does not show funds that charged a higher rate of carried interest in our 2018 sample, as such rates were not charged on a stand-alone basis. A number of funds in  
    the 2018 sample, in fact, had carry rates above 20% but as part of a stepped or tiered carried interest model.
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Carry

Some Managers can charge a carried interest above 20%. These are typically well-established and highly successful 

Managers, where LPs are happy to pay for outsized performance. Initial carried interest percentages above 20% appeared 

in 7% of funds in this year’s sample. Of these, half were turnaround funds, with the remainder split between buyout, 

venture capital and growth capital funds. Some other Managers structure a tiered or stepped carried interest model, 

whereby the carry percentage charged ratchets up if certain performance thresholds are reached. In the reviewed sample, 

tiered or ratcheted carry appeared in 23% of funds. Our year-on-year research suggests this trend is growing, but we note 

that our sample this year also includes a slightly greater proportion of growth and turnaround funds, which may account 

for the change here.

Above 20%20%

Buyout

Growth

Turnaround

Venture

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

96% 4%

93% 7%

95% 5%

75% 25%

FIG.14 CARRIED INTEREST PERCENTAGE BY FUND STRATEGY (BY NUMBER OF FUNDS)
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Figure 14 shows what proportion of funds in each asset class within our sample have a baseline carried interest above 

20%. We use the word “baseline” to qualify the data here, as many funds have a stepped or tiered carried interest model, 

with 20% as the initial rate of carried interest. Such funds may then pay, for example, 25% carried interest once a certain 

return hurdle is met. Of the venture funds that have a baseline carried interest rate of 20% in the above chart, 62% offer a 

tiered carried interest rate, meaning if the returns are sufficient, some would find themselves in the “above 20%” category 

instead. Of the growth funds with a carried interest rate of 20%, this proportion that could pay tiered carried interest is 

30%, and for buyout funds that pay 20% carried interest, 4%. No turnaround funds in the sample offered tiered carried 

interest.

2017

2018

2019

2020

0% 5% 10% 15% 20% 25%

12.5%

3.8%

19.4%

22.7%

FIG.15 PERCENTAGE OF FUNDS WHERE TIERED OR STEPPED CARRY IS AVAILABLE TO THE GP (BY NUMBER OF FUNDS)
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Carry

Alternative carried interest models included within this year’s sample of funds included those where investors can opt 

for another class of fund interest bearing a higher carried interest rate and compensated by a lower management fee, or 

where investors are given the option to select different carried interest rates. This is usually linked to paying different 

management fee rates, with higher carried interest offset by a lower management fee.

It is normal practice for carry not to be paid on income or the proceeds of any recapitalisations prior to the return to 

investors of invested capital. 82% of funds in this year’s reviewed sample had such a prohibition, a similar figure to last 

year’s 85%.

FIG.16 CAN CARRY BE PAID ON INCOME OR RECAPS BEFORE 
INVESTED CAPITAL IS RETURNED? (BY NUMBER OF FUNDS) 

Yes   18.2%

No 81.8%



24   |   MJ Hudson - Private Equity Fund Terms Research (Part I: Economics)

2019 202020182017

Greater than 8%

8%

Less than 8%

No hurdle

2.6%

1.7%

4.8%

0.0%

76.3%

71.2%

59.7%

67.7%

0% 10% 20% 30% 40% 50% 60% 70% 80%

14.5%

11.9%

22.6%

29.2%

6.6%

15.3%

12.9%

3.1%

FIG.17 WHAT IS THE HURDLE RATE? (BY NUMBER OF FUNDS)

We continue to see some evidence that, after more than fifteen years of persistently low 
interest rates, the previously sacrosanct 8% hurdle (or “preferred return”) rate is under 
challenge. However, broadly the 8% hurdle lives on. Despite an increased recognition from 
the market that, in the prevailing low interest rate environment, it can no-longer be seen as a 
“risk-free” rate.  
 
68% of funds surveyed this year have a hurdle of exactly 8%. This was the most common hurdle rate seen this year and an 

increase on the 60% of funds in last year’s sample that had a hurdle rate of exactly 8%. However, it is quite a long way off 

the 76% of funds in our 2017 sample that had a hurdle rate of exactly 8% and 71% seen in 2018. 

Whilst the largest proportion of all funds sampled for this year’s report have an 8% hurdle rate, there are a small number 

of funds that are pitching sub-8% hurdles, or even doing away with the hurdle entirely. Although the proportion of sample 

funds that had a hurdle of less than 8%, but more than zero, has dropped, 29% had (at least initially) dropped the hurdle 

altogether, a continued increase on the numbers seen in our 2019 (23%) and 2018 (12%) surveys. 

 

It is worth noting that our sample of funds contains a number of venture capital funds. Historically, the hurdle has not 

been the ubiquitous phenomenon amongst venture funds, as it has been for buyout vehicles.
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FIG.18 HURDLE RATE BY FUND STRATEGY (BY NUMBER OF FUNDS)

Figure 18 above demonstrates the proportion of funds within each sample strategy that have no hurdle, a hurdle less than 

8%, or one that is exactly 8%. No funds in our sample this year had a hurdle over 8%. The chart demonstrates that a clear 

majority of venture funds have no hurdle (although the practice is not universal) and that only a small proportion of buyout 

funds go to market with no hurdle.

Our research shows that 96% of funds with a hurdle mandate that it compounds annually. 

FIG.19 DOES THE HURDLE COMPOUND ANNUALLY? (BY 
NUMBER OF FUNDS)

Yes  95.7%

No   4.3%
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FIG.20 WHAT IS THE CATCH-UP RATIO? (BY NUMBER OF FUNDS)

Almost 84% of funds have a catch-up mechanism, allowing a Manager to rebase its profits once 
the hurdle has been achieved, thus neutralising the preferred return.   
 
As illustrated by Figure 20,  a 100% catch-up to the management house is the most common formulation (74% of those 

funds with a catch-up mechanism), as has been the case in our prior research. This is the most GP-friendly formulation, as 

it means 100% of all distributions, once the preferred return is reached, go to the management house until it has “caught-

up”, allowing it to receive its share of all fund profits in the quickest possible fashion. Other permutations of the catch-up 

formula result in a slower catch-up, as future distributions are also distributed to investors (in varying proportions).
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FIG.21 CAN DISTRIBUTIONS BE WITHHELD OR RECALLED FOR 
INVESTMENT? (BY NUMBER OF FUNDS)

Yes     18.2% 

No      81.8% 

To help ensure the efficient use of a fund’s capital, the vast majority of funds allow for recycling 
of capital under certain circumstances. 94% of funds in this year’s sample (an increase from last 
year’s 89%) allow for distributions to be withheld or recalled for re-investment. 
 
Where recycling is permitted, there is sometimes a limit on the percentage of total capital commitments that can be 

invested. The maximum limit seen in the surveyed sample was 150% of total capital commitments (last year’s highest 

was 130%), with between 100% and 120% the most frequently chosen limit. 39% of the funds that permitted recycling 

specified a limit that was greater than each fund’s total commitments. Almost one-quarter of funds surveyed, however, 

had no limit. 

3  |  C O R E  E C O N O M I C  T E R M S :  T H E  WAT E R FA L L  A N D  C A R R I E D  I N T E R E S T

Recycling



28   |   MJ Hudson - Private Equity Fund Terms Research (Part I: Economics)

  
 
 
 

Clawbacks and Escrow
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97% of surveyed funds this year have a GP carried interest clawback mechanism. This is now an 
entrenched feature of the funds landscape, with this year’s 97% being a higher proportion than 
in other years when we have surveyed the market. 

2017

2018

2019

0 20% 40% 60% 80% 100%

89.0%

90.0%

96.8%

2020 97.0%

FIG.22 PERCENTAGE OF FUNDS THAT HAVE A GP CLAWBACK PROVISION (BY NUMBER OF FUNDS)

As ILPA notes in its Principles, a GP clawback mechanism – backed by a significant escrow (see below) – is especially 

important in deal-by-deal waterfalls. Despite the ubiquity of the GP clawback mechanism, in practice its efficacy is 

somewhat blunted by the limited adoption of clawback protections, recommended by ILPA:

• 36% of all funds with a GP clawback include interim clawbacks (the percentage for deal-by-deal funds only is 64%)

• ILPA strongly recommends joint and several liability of individual GP members as best practice, as LPs contract with the  

     GP, as a whole, rather than with individual members. In cases where joint and several liability is not provided, a potential  

     substitution, per ILPA, would be a creditworthy guarantee of the entire clawback repayment. 64% of all funds with a GP  

     clawback have a guarantee in place backing up the GP’s obligation to return carried interest (deal-by-deal funds only:  

     90%)

• 6% of all funds with a GP clawback place an obligation on the GP to repay the whole deficit, including taxes (deal-by- 

     deal funds only: 0%). However, it should be noted that the current version of the ILPA Principles no-longer requires that  

     all carry clawbacks should be gross of tax

• ILPA recommends that (where clawback amounts to be paid are net of tax), instead of assuming the highest  

     hypothetical marginal tax rate in a designated location, the rate should be based on the actual tax situation of the  

     individual GP members. In 38% of funds where clawback amounts to be paid are net of tax, the tax deducted is  

     calculated based on a hypothetical maximum (the numbers for deal-by-deal funds are 14% - actual amount of tax paid  

     and 86% - hypothetical maximum)
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Escrow provisions feature in 23% of all surveyed funds, a significant decrease on the 44% in our 
2019 report. We would caution against the suggestion that this is a permanent swing in the 
market, however, as different GPs come to market at different times. A sustained drop in the 
use of escrow in the next year would suggest that in a GP-friendly market, LP protections such 
as this are in decline. 

2017

2018

2019

0% 10% 20% 30% 40% 50%

40.8 %

36.2%

43.5%

22.7%2020

FIG.23 PERCENTAGE OF FUNDS THAT HAVE AN ESCROW PROVISION IN PLACE (BY NUMBER OF FUNDS)

The amounts deposited in an escrow range from 10% of carry, all the way to 100%, with the latter being prevalent in 33% 

of the funds with an escrow arrangement in this year’s sample.

The actual share of carried interest deposited in escrow, per se, may not be quite as straightforward as the headline 

numbers suggest, however, as the conditions of release and the valuations allowing earlier release of carried interest may 

have a significant bearing on the actual amounts retained in escrow.

FIG.24 WHAT PERCENTAGE OF CARRIED INTEREST 
DISTRIBUTIONS ARE  WITHHELD IN AN ESCROW ACCOUNT? 
(BY NUMBER OF FUNDS)

100% 

Sub-30% 

30% 

50% 

46.7%

6.7%
13.3%

33.3%

ILPA recommends the use of carry escrow accounts with 

significant reserves (generally of at least 30% of carry 

distributions), to provide an effective mechanism for a 

clawback guarantee. This is particularly necessary, per 

ILPA, in deal-by-deal waterfall structures, where there is 

an increased risk of carry being paid to a GP that it has 

not, in fact, earned. It is, therefore, perhaps paradoxical 

that only 13% of all funds surveyed with a deal-by-deal 

waterfall had any escrow arrangements at all (a decrease 

from 23% last year), with a mere 4% withholding the ILPA 

recommended 30%+ of carry distributions.
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To cover indemnity and other obligations of the fund (particularly with respect to deal 
exits), most private equity funds nowadays include provisions allowing for LP giveback of 
distributions – the so-called “LP clawback”.

In prior versions of this report, we followed the ILPA recommendations when structuring the data points to capture. 

Although these recommendations are not included in ILPA’s Principles 3.0, we still consider those recommendations to be 

a suitable structure for our analysis of this issue, and by keeping this structure, year on year comparisons can be made. 

In 30% of funds in this year’s sample, either there was no LP clawback, or a percentage of commitments was not the basis 

for the limitation (an increase from 24% in 2019).

LP clawback provisions can combine to place an onerous burden on LPs, with (potentially) no limits on the percentage of 

capital commitments that are subject to clawback, and an open-ended (i.e., non-time limited) clawback obligation. Whilst 

no funds in our survey placed no limit on the percentage of committed capital that is subject to clawback, some 23% had 

no limit on when the clawback could happen, post distribution, and 24% had no limit on when the clawback could happen, 

post fund termination.

P E RC E N TAG E  O F  F U N D S  W H E R E : 2 0 2 0 2 0 1 9

LP clawback limited to no more than 25% of committed capital 61% 82%

LP clawback limited to no more than 2 years following date of distribution 32%  31%

LP clawback limited to both no more than 25% committed capital and 2 years following distribution 19.7% 31%

Funds with no time limit on clawback post distribution 23% 23%

Funds with no time limit on clawback post fund termination 24% 19%
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The costs incurred in raising a new private equity fund can be substantial and include not only 
legal and structuring costs, but also the travel expenses incurred during marketing roadshows, 
costs relating to preparing the marketing and due diligence materials that will support the 
raise, the cost of an electronic data room, and so on. It is now established practice that these 
costs are ultimately borne by the fund and, therefore, its investors, but subject to a cap. 

91% of the funds surveyed in this year’s sample had some form of cap on organisational expenses. The chart below 

compares such caps expressed as a percentage of total commitments of the funds in our sample. In practice, such caps are 

often expressed as a cash amount. We convert these amounts to ensure meaningful comparisons can be made. 

FIG.25 WHAT IS THE CAP ON ORGANISATIONAL FEES AS A 
PERCENTAGE OF TOTAL COMMITMENTS? (BY NUMBER OF 
FUNDS)

>1.0% 

No cap/LPA silent 

Up to 0.5% 

Between 0.5% and 1.0% 

9.1%

72.7%

12.1%

6.1%
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So, what is the current state of play? And has there been 
any meaningful innovation in the main economic terms 
of private equity funds?

The headline economic terms of private equity funds remain as they have been for years, but certain trends with respect to the 

hurdle and use of escrow are becoming entrenched. 

Management fees continue to be charged on committed capital during the investment period, with Managers showing little 

appetite for moving towards alternative arrangements (whether by charging management fee on invested capital, or budgeted 

management fee arrangements). A management fee of 2% remains typical, until a fund is at or close to the billion+ size range. 

Discounts on management fees may be available to LPs, although their incidence is becoming less common. Given that our research 

does not capture side arrangements for fee discounts, this may instead reflect a growing trend towards greater secrecy between 

GPs and LPs. 

However, this is not to say that economic terms have remained static.

Whilst a 20% carried interest is still overwhelmingly the norm, some Managers are seeking to innovate through offering 

prospective LPs alternative carried interest arrangements. A small proportion of Managers (this year lower than the number seen 

last year) offered dual or hybrid distribution waterfalls, with aspects of both the whole-of-fund and deal-by-deal models. It is 

unclear at this stage whether there will be sustained growth in the use of this model. 

Once more, we have seen U.S. Managers offering fund-as-a-whole structures and European Managers utilising the traditional U.S. 

deal-by-deal model, with a clearer trend line towards growth in the use of fund-as-a-whole models by U.S. Managers. By contrast, 

the year-on-year change in the proportion of European-managed funds using a deal-by-deal model is static. However, it remains 

broadly the case that the vast majority of U.S. funds continue to utilise deal-by-deal waterfalls, whilst those managed by European-

based firms continue to favour the fund-as-a-whole model.

We are seeing a sustained decrease in the use of escrow accounts to back up GP clawback provisions. LPs should be insisting on 

the inclusion of escrow arrangements, particularly in deal-by-deal structures where the risk of carry being paid to a GP that it has 

not in fact earned is greater. Instead, we saw a significant majority of funds with deal-by-deal waterfalls going to market without 

any escrow provisions. 

The inclusion of a hurdle or preferred rate of return before a Manager receives carry remains the most common formulation in 

private equity funds. There has been, however, keen debate on whether or not a hurdle - especially at the traditional 8% level - 

makes sense in the prevailing macro environment.

On the one hand, 8% cannot be said to be representative of a “risk free” rate in the low interest rate environment that has prevailed 

for over a decade. On the other hand, if a private equity manager is holding out the promise of mid-high teens (or higher) net 

returns, an argument over an 8% preferred return hurdle rate seems difficult to support. It hardly declares confidence.

The fact that over one-quarter of all the funds surveyed this year have no hurdle might suggest that the former argument is in the 

ascendance (the number of funds without a hurdle has been on an upward trend since our data set commenced in 2015). Certainly, 

there is evidence that (some) GPs continue to put pressure on the hurdle – and that (some) LPs are accepting either a lower hurdle 

or, in some instances, no hurdle at all. This is perhaps a recognition that something that is intended to be representative of a “risk 

free” rate of return is overpriced at 8%.

However, it is too early to trumpet the death of the hurdle. The majority of funds that have a sub-8% preferred return, or none of 

all, continue to be either venture funds and/or U.S.-managed vehicles. Over 93% of all the buyout funds analysed for this report 

had an 8% hurdle.
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What does this mean for the next wave of fund terms to 
be negotiated?

In ordinary times, we would:

(i)    predict continued change around the edges, with Managers seeing what limits could be tested in a strong fundraising  

       environment;

(ii)   expect to see creative waterfalls and other arrangements that defy categorisation within our data capture model; and/or

(iii)  caveat that as different funds come to market at different times, we may see a reversion to 2017 or 2018 figures as  

       successor funds to those of that vintage are launched.

However, since the emergence of Covid, the market has been impacted and the global economic outlook is facing short-to-medium 

term uncertainty. But the industry is slow-moving and in ordinary times, it can take years for new trends to take hold. 

We now wait to see how the market terms change (if at all) in our next research report. We may find that funds launched after the 

emergence of Covid are dramatically incomparable to their forerunners, and that this year’s report marks an end-point for an old 

market model and next year, the beginning of the next.

Time will tell. 
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MJ Hudson is one of the world’s leading 
specialist legal and asset management 
consultancies

MJ Hudson provides expertise and infrastructure support 

to fund managers, investors and other specialists in 

the asset management industries. The firm’s services 

include law, fund management solutions, international 

administration, investment advisory, data & analytics and 

IR & marketing.

This comprehensive range of capabilities, coupled 

with MJ Hudson’s ability to draw on many industry 

perspectives, allows the firm to build project teams that 

are extremely effective at helping clients achieve multiple 

goals. From its offices across Europe’s major asset 

management centres and North America, MJ Hudson’s 

team of 180 professionals works in all alternative and 

traditional asset classes, including private equity, venture 

capital, hedge funds, real estate, infrastructure, energy, 

private credit and the equity and debt capital markets.

About MJ Hudson’s Law Practice

MJ Hudson’s lawyers work with asset managers, 

institutional investors, management teams and 

advisers, with a focus on M&A, finance and fund 

formation. 

Founded in 2010 as a new model of law firm focused 

on one industry and as an ABS, the MJ Hudson law 

team began with a focus on alternative assets and 

has quickly built a reputation as one of the market’s 

most astute and commercial practices advising across 

financial services in three jurisdictions.
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