The Headhunter Group:
Private Equity Participation Guide

In Private Equity, the real upside usually isn’t in the base salary, but in the combination of carry, co-
invest, and/or management equity. The exact net outcome depends on waterfall, vesting, leaver
provisions, dilution, debt, and taxation.

I. Working at a Private Equity Fund

Mechanism What is it? What does it mean for a

candidate?

Management Typically around 1.5%—2.0% per year. Pays for the organisation and
fee During the investment period usually base compensation. This is not
charged on committed capital; your upside.

afterwards often stepped down to
invested capital or cost basis.

Carried interest  The GP typically participates in 10%— This is often where the biggest
20% of profits after LPs have first upside arises for senior team
received their capital back plus the members, and sometimes for
agreed preferred return/hurdle. operating partners or selected
Internal allocation varies by fund. professionals.

Co-invest Your own money invested alongside Good alignment, but your capital
the fund or alongside specific deals. is often locked up for years and
Returns and risks track the underlying  you carry real downside risk.
investment.

Practical Example: €200 Million Fund

Assumption Indication

Management fee during 2.0% of €200m = approx. €4.0m per year for the
investment period management company

Fund performance If €200m grows to €400m gross, gross profit is €200m
Carry pool At 20% carry, the gross carry pool in simple terms is a

maximum of approx. €40m, but the actual payout
depends on hurdle, catch-up, waterfall, and any clawback
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Your share of the carry pool If your internal allocation is 2% of the carry pool, that is
indicatively €0.8m gross

Your co-invest A €150k co-invest that doubles becomes €300k; profit
€150k before tax and costs

What Consultants Should Flag for Candidates
An 8% hurdle is often market standard, but not universal.
A European waterfall is generally more LP-friendly than a deal-by-deal / American waterfall.

Always ask: how many carry points do you get exactly, how does vesting work, what happens on
departure, and is there a mandatory co-invest requirement?

Common Misconceptions

Misconception ‘ Correct explanation
"2% carry" This typically means 2% of the internal carry pool, not 2% of the
fund size.
Management fee = No. The management fee is revenue of the management company
bonus and is separate from carry distributions to professionals.
Co-invest = free upside No. Co-invest is your own money with real downside exposure

and limited liquidity.

2. Working at a Portfolio Company

At a portfolio company you typically receive no carry at the fund level. The upside usually comes
from a MIP, sweet equity, STAK/certificates, SARs, and/or co-invest in that single company. This can
be very attractive, but the outcome is concentrated in one asset.

Structure Core mechanics Plain-language explanation
STAK/ A foundation holds the shares; In the Netherlands this is a widely
certificates management receives certificates used structure to let management

with economic rights while voting share in returns without giving up full
control typically remains control.
centralised.
MIP / sweet Management typically invests High potential, but debt, prefs, and
equity proportionally more in ordinary investor rights typically rank ahead.

shares than the sponsor. This can
generate high upside, but ordinary
shares sit at the bottom of the
waterfall.
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SAR Cash-settled right to value Lower upfront commitment and often
appreciation, without actual share simpler, but net outcome is
participation. frequently less attractive than well-

structured equity.

Co-invest Your own money directly or Strong alignment, but your capital is
indirectly in the portfolio company.  locked up and risk is concentrated in
a single company.

Why ‘1%’ Is Not Automatically 1% of Exit Value

What happens at exit?

| Enterprise value does not flow one-for-one to management: net debt, transaction costs,
and sometimes shareholder loans/prefs are deducted first.

2 The waterfall then determines how much value goes to the investor and how much goes
to management.

3 Fully diluted percentage, vesting, good/bad leaver provisions, and any dilution then come
into play.
4 Only then do you know what your certificates, sweet equity, or SARs are actually worth.

Simple Portfolio Example

Headline figure More realistic reading
"Exit at €200m, so 1% is Too simplistic. First adjust for debt, then for the structure of
€2m" prefs/loans, then for the management pool, and only then for your

individual allocation.

Practical translation Suppose that after debt, prefs, and the waterfall, € 10m ultimately
flows to the management pool. An allocation of 10% of that pool is
approx. €1.0m gross, not automatically €2.0m.
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Candidate Conversation Checklist

vhwpn —

Am | receiving real equity, certificates, or a cash-settled SAR?

What is my fully diluted percentage?

What happens on departure: good leaver, bad leaver, vesting, repurchase price!
Is there a mandatory personal investment or loan requirement?

What is the tax treatment under this structure and jurisdiction?

Key Factual Notes

Management fee should not be stated flatly as “2% of fund assets’; more accurate is 1.5%—
2.0% with a step-down after the investment period.

20% carry and an 8% hurdle are common market conventions, but not universal.

In the Netherlands, STAK + MIP/sweet equity are common structures; tax treatment
remains dependent on the specific structure and facts.

SARs in the Netherlands are often taxed similarly to employment income, which can result in
a lower net outcome than well-structured equity.
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