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The focus of Aon’s study is to understand 
recent trends and plan design changes given 
the tremendous growth and evolution of the 
industry. Our research is intended to provide 
participants with added insights into compet-
itive practices as they look to optimize their 
compensation programs and drive perfor-
mance. In addition, our report highlights 
regional differences and, to the extent possi-
ble, differences in investment strategy, own-
ership structure, and firm complexity.

The venture capital and private equity 
sector in the Kingdom of Saudi Arabia and 
the Middle East has seen an unprecedented 
growth during the past five years and is con-
tinuing to break records in terms of the 
volume and number of deals closed in the 
sector with total deals in 2022 exceeding 
two billion Saudi riyals, an increase of 270% 
than last year. To continue supporting the 
growth of investments, we feel, as the Saudi 
Venture Capital and Private Equity Associa-
tion, the necessity of providing conditions 
for success, and one of the most important 
factors that can be contributed to raising 
the standards of the sector is the sharing of 
best practices. Thus, we present to you 
“Private equity and Venture Capital Meth-
ods of Pay Trends”.

All participants (+50 firms) completed a 
detailed questionnaire to ensure consistency 
and robustness in our data collection effort. 
Additionally, follow up contacts were made 
on an as-needed basis to ensure accuracy. 
This approach allowed Aon to gather specific 
information on annual plans, carry, and relat-
ed termination provisions. Consistent with all 
of our work, Aon is committed to protecting 
the confidentiality of our clients’ data. Given 
this commitment:

This study’s results are presented in 
tabular format.

We have included as much detail as 
possible, but in a way that preserves 
the confidentiality of all participants’ 
information.

+50 firms completed 
a detailed questionnaire 
to ensure consistency 
and robustness in our 
data collection effort.

Introduction
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Executive 
Summary

Of firms report funding 
annual incentives
exclusively from man-
agement fee revenue

Of firms are utilizing a 
carry-funded incentive 
pool that allows for 
broader participation

Of survey participants 
indicate that vested 
points are forfeited in 
the case of a voluntary 
termination to a com-
petitor
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Carried 
Interest

The primary vehicle for wealth creation 
across private markets would be considered 
by most to be carried interest. In our work with 
clients, it is evident that carry plan designs are 
evolving based on shifting investment strate-
gies, dynamics of the current global economic 
cycle, and updates to existing plans in major 
industry players with a long-standing history 
of operating carry plans. The top four carried 
interest design issues that firms currently wres-
tle with include:

1. Eligibility and Allocation: Formally or 
informally, firms need to determine which 
populations should participate in the carry 
program – always with the caveat that man-
agement reserves the right to use discretion in 
special situations. Firms tend to struggle with 
one of two eligibility/allocation challenges: 
how best to expand carried interest alloca-
tions from a very small group of receivers to a 
broader base of contributors; or how best to 
limit the population after having been overly 
broad in allocations in the recent past? 
Although there is no one ‘correct’ approach to 
allocating carried interest, who participates 
and to what degree is one of, if not, the most 
scrutinized aspect of a firm’s carried interest 
program.

2. Vesting Schedules: In recent years, firms 
have looked closely at their vesting schedules 
to ensure balanced interests of investors and 
employees. Specifically, firms have evolved 
their vesting schedules to reflect a longer time 
horizon and / or are shifting the weighting of 
vesting towards the back end of the schedule. 
In some cases, firms have decided a portion 
of their point allocation will remain unvested 
(e.g., 25% of allocated points do not vest until 
final disposal of assets in a fund).

3. Leaver Provisions: Historically, carry 
leaver provisions have been divergent from 
those typically observed in traditional 
long-term incentive plans (e.g., RSUs or 
options). It had been common practice for 
firms to allow unvested carry points to contin-
ue to vest in termination scenarios such as 
involuntary termination without cause, death 
or disability or retirement. However, firms that 
maintained more generous provisions in past 
funds are becoming increasingly stringent 
with provisions in most recent funds and less 
likely to allow unvested points to continue 
vesting for individuals no longer employed.

4. Improved Firm-Wide Alignment: Given 
record levels of distributions realized by GPs, 
some firms have been thinking through how to 
use a portion or a greater portion of their carry 
pool to recognize a broader population of 
employees. While this value is typically deliv-
ered as ordinary income rather than a 
long-term capital gains tax basis, it is addition-
al recognition to those who are contributing to 
the success of the GP, but not necessarily 
directly to a fund.
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It is interesting to see the combinations and 
permutations of carry plan mechanics across 
firms participating in this study. From one 
perspective, the features seem straightfor-
ward and easily understood (i.e., LP / GP split, 
House / Team split, X% hurdle rate, waterfall 
type etc.) However, when taken together, even 
minor differences in individual design features 
can result in a very different economic experi-
ence for the GP and plan participants. This 
section lays out the core construct of carry 
plans from fund alignment of carry through 
exit and distribution of realized value.

   Size  and  Complexity:  large,  global 
multi-line firms tend to have more evenly 
balanced House / Team splits – typically 
within a range of 40 / 60 – 60 / 40.

There are typically two important pre-estab-
lished splits of proceeds that are major contrib-
utors in determining the value of carry to plan 
participants: the LP / GP split, and the House 
/ Team split. The most understood and utilized 
LP / GP split is 80 / 20 – although some varia-
tions exist. Depending on the GP leverage in 
negotiating terms with the LP, this ratio could 
vary from 75 / 25 for GPs with strong track 
records to 85 / 15 or less for GPs whose invest-
ment teams or asset class experience are not 
as established.

Start of the Decision Tree

Beneath the top-level results, it is notable to 
see trends based on firm location, size / com-
plexity, and ownership structure (i.e., public 
vs. private).

   US vs. UK Headquartered Firms: partici-
pants with headquarters in the UK tend to be 
more favourable to the team compared to 
their US counterparts.

House / Team Split

Carried Interest 
Plan Design

  Private Ownership: interestingly, there 
appeared to be no clear trend in smaller, 
private firms – reinforcing the importance of 
track record and founding partner involve-
ment.
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In carry plan design, a foundational decision 
is how to align the long-term profits interest of 
invested capital with the firm’s operating 
model and investment strategy. In some 
cases, the asset class may heavily influence 
the ‘best fit’ alignment method. However, in 
most cases firm culture and compensation 
philosophy is the driving force. We observe 
four primary methods used by participants in 
this study:

Most firms reported that they primarily align 
their carried interest allocations on a Fund 
Wide basis (73%), with other approaches 
used less often. Interestingly, in some cases, 
firms may also grant variable awards in addi-
tion to their fund wide allocations on a 
deal-by-deal basis. For UK participants, we 
see a clear trend in that many firms follow a 
European Waterfall model (as detailed on pp. 
20) and utilize a fund-wide approach. Con-
versely, for US participants, we did not 
observe any clear trends in alignment.    Fund-Wide: Carried interest is expressed 

to individuals as an allocation of interest in 
future profits above a hurdle resulting from all 
deals across the defined lifespan of the fund – 
after all fees and invested capital are returned 
to investors.

Alignment of Carried 
Interest

  Deal-by-Deal: Carried interest is expres 
sed to individuals as an allocation of interest 
in future profits above a hurdle from specific 
deals that occur over the defined lifespan of 
the fund – after all fees and invested capital 
are returned to investors; typically, these are 
deals in which the individual is directly 
involved.

    Evergreen: Carried interest is expressed 
to individuals as an allocation of interest in 
future profits above a hurdle for specific deals 
that occur during life of the fund – after all fees 
and invested capital are returned to investors; 
allocations are typically reviewed and / or 
adjusted annually.

  Vintage Year:  Carried  interest  is 
expressed to individuals as an allocation of 
interest in future profits above a hurdle for all 
investments made in a given year (i.e., a 
‘vintage’) – after all fees and invested capital 
are returned to investors.

73%
primarily align their 
carried interest alloca-
tions on a Fund Wide 
basis
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Alignment of Carried 
Interest

Carried Interest Eligibility 
and Allocation
With carry alignment established, firms then 
set guidelines to assist in determining alloca-
tions to individual plan participants. Key inves-
tor-driven allocation issues within firms 
include: how their interests align with the 
investment team, and how broadly and deeply 
firms allocate outside the investment team 
(e.g., senior executives, I/R staff, etc.). In all 
cases, the most significant carry allocations 
are granted to senior investment professionals 
involved with the fund. We observe firms are 
less consistent in the amount of allocations 
set aside for senior executives, key investor 
relations staff, and business support func-
tions. In the case of investor relations, a limit-
ed amount of carry tends to be directed to the 
Head of I/R and key contributors to the fund’s 
capital raising effort. For business support 
functions (i.e., finance, legal, or other senior 
leaders), carry allocations are typically 
reserved for the business unit head and their 
most experienced direct reports supporting 
the fund. These business support function 
allocations become much more controversial 
in captive PE groups that depend on a 
firm-wide shared service model for administra-
tive support.

One additional design decision involves 
whether to establish a reserve pool. Most 
firms (71%), often those with a fund wide align-
ment to carry, indicate they utilize a reserve 
typically 5% to 15% of the Team pool. The 
reserve is most often used to reward outstand-
ing performance over the life of the fund and 
to ensure new hires who join midstream can 
participate in future growth. In addition, firms 
often recycle forfeited points from terminated 

employees back into the reserve pool to 
supplement the initial points set aside at the 
start of the fund less any interim allocations. If 
reserve points are not allocated, most firms 
indicated the reserve pool is returned to the 
house. A minority of firms allocate back to the 
team on a pro-rata or discretionary basis. 
How points are recycled back to employees is 
at the discretion of the GP.

The primary importance of carry allocation 
timing is to provide clarity and transparency 
for investors and investment professionals. 
For investors, it is important to know that 
individuals (i.e., key persons) to whom they 
have entrusted their committed capital have 
‘skin in the game’ as early as possible. Invest-
ment professionals should be properly moti-
vated to ensure sound investment decisions 
and to maximize value creation during the life 
of the fund. And, as expected, how or to what 
carry is aligned (e.g., fund wide, deal-by- deal 
etc.) will have significant influence on the 
specific timing of carry allocations to individu-
als. For fund-wide firms, carry allocations are 
primarily made prior to the start of the invest-
ment period (83%), including allocations 
made at first close, final close, or inception of 
the fund. Vintage year firms are mixed in that 
they allocate on an annual basis – either at the 
beginning year, prior to the start of an invest-
ment period, or at the end of the year after all 
investment activity for the year is complete.

Lastly, firms that align carry on a deal-by-deal 
basis deliver allocations according to an 
individual’s contribution to a specific deal – 
with multiple allocations occurring during the 

Carried Interest Timing of 
Award Allocations
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life of the fund. Beyond timing of allocations to 
initial plan participants, firms also need to  con-
sider when to allocate points points in the 
event of promotions or new hires. Firms report-
ed that in the case of a promotion, increases 
in point allocations are typically handled at the 
next allocation window (e.g., new fund). For 
new hires,
most receive carry allocations at the time of 
hire on prospective basis to avoid the nega-
tive impact of a tax event (i.e., that may occur 
if points are allocated retroactively to the time 
of initial investment).

Vesting in carry plan designs is of interest to 
all plan participants, however, these terms will 
typically only impact carry distributions in the 
case of a termination. For example, if there is 
a realization event after year 3 (assuming a 
5-year rateable vesting schedule) and a distri-
bution occurs (except for a holdback or 
escrow), existing employees would be entitled 
to the full pay-out regardless of the vesting 
schedule. Using the same example, if an 
individual terminates prior to the realization 
event, they would be entitled to receive only 
the portion of carry points vested during their 
employment.In the past, we have observed 
the prevalent vesting practice to be 5 years 
with straight-line, rateable vesting. More 
recently, firms have adjusted their designs by 
extending vesting schedules and, in some 
cases, back-end weighting point vesting. 
Data provided by participating firms reinforces 
this shift. Although approximately half of 
participating firms vest 100% within 5 years of 
grant, the other half of firms vest either 
between 6 to 10 years or withhold a portion of 
points until final disposal or liquidation of 
assets (i.e., points never vest). For the firms 
that hold back the final tranche of vesting 
(26% of all firms), the amount typically ranges 
between 10% and 25% of all points. The table 
below provides detail on vesting schedules 
deployed by study participants:  

With carried interest allocated to participants, 
how and when is value realized? In all cases, 
investors receive invested capital and reim-
bursements for management fees charged 
during the life of the fund prior to funding of 
the carried interest pool. From this point, the 
fund mechanics inclusive of the hurdle require-
ment, catch-up provisions, the waterfall, and 
holdback / clawback provisions are all key 
contributing factors to the timing and quan-
tum of individual distributions.

Vesting

Fund Distributions

The point above which the GP begins to earn 
profits for themselves is commonly known as 
the ‘hurdle’. Anecdotally, we have heard much 
discussion about adjustments to hurdles in 
fund agreements. Investors are clamouring for 
higher hurdle rates to lock in more attractive 
returns; and GPs seek to reduce hurdles due 
to pricing pressures and lower IRRs. With all 
the back and forth, 95% of firms reported that 
their hurdles remained at historic levels, or 8% 
on invested capital. Interestingly, two firms did 
report using a multiple on invested capital 
(i.e., MOIC) to express their hurdle. For firms 
using a rate (vs. multiple) on invested capital, 
the clear majority (94%) use a compound vs. 
simple rate of return; with a compound rate 
offering a far more favourable term for inves-
tors. Although a small design distinction, the 
real dollar impact of using compound vs. 
simple rates requires investment teams to 
achieve much greater levels of profit for inves-
tors before the carry pool is funded.

The Hurdle
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Another core design feature that impacts 
investment team profits is the existence of a 
hard vs. soft hurdle. In the case of a hard 
hurdle, most LP / GP splits are 80 / 20 on 
profits beyond the established hurdle. Howev-
er, in the case of a soft hurdle, investment 
teams earn a higher percentage (‘catch-up’) of 
the split above the hurdle up to the point 
where an effective rate of 80 / 20 is achieved 
(e.g., 100% of profits above an 8% hurdle until 
the effective rate for the team from the first 
dollar of profits is 20%). 95% of participating 
firms reported using a soft hurdle with a 
catch-up. And, when using a catch-up, the 
prevalent practice was 100%, however, sever-
al firms used an 80 / 20 catch-up and a minori-
ty of firms 50 / 50. The graphic below 
illustrates a soft hurdle with a 100% carry 
catch up:

Hard vs. Soft Hurdles and Carry 
Catch-Up
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In the realm of carried interest design, the 
type of waterfall has a material influence on 
the timing of carried interest payments. Defini-
tions of each are important:

European vs. American 
Waterfalls

  European Waterfall: a carry waterfall 
whereby no carry can be distributed to pro-
gram participants until all committed capital 
has been returned, management fees are 
reimbursed, and the performance hurdle has 
been achieved.

   American Waterfall: a carry waterfall 
whereby carry may be distributed to program 
participants ahead of the repayment of com-
mitted capital, and prior to the achievement of 
any performance hurdle. Early distribution is 
achieved by investors being repaid only the 
capital used on investments realized to date 
(plus the preferred return on that sum). The 
surplus is available for distribution to the firm 
and investors according to the pre-agreed 
split, as long as the fund meets capital and 
hurdle requirements on a cumulative basis. 
Many firms also consider the value of unreal-
ized assets in this process. Of the participat-
ing firms, there is nearly a 50 / 50 split in use 
of an American vs. European waterfall. As its 
namesake suggests, most of the firms using 
the European waterfall are UK headquartered 
firms – and some US headquartered firms with 
fund-of fund or secondary strategies. Con-
versely, of the 11 firms that report using an 
American waterfall, US based buyout firms 
are strongly represented. Despite investor 
interest to lean more to a European waterfall 
approach, we have not observed a material 
shift.

 investors against downside scenarios where-
by the GP has received payments without full 
return of invested capital, reimbursement of 
management fees, and their preferred return. 
Firms apply a holdback in the case of interim 
payments to investment professionals, typical-
ly 15% to 30%, to create a buffer in the event 
of poor performance later in the life of the 
fund. Notably, it is common for former employ-
ees, post-departure, to have a higher hold-
back percentage apply (e.g., up to 50%). As 
shown in the chart to the right, this generally 
applies to US-based firms that follow an Amer-
ican waterfall approach. Given the lower risk 
associated with the European waterfall
(i.e., no interim payments prior fund liquida-
tion), use of holdbacks are less common. 
Clawback provisions are typically enforced as 
a last resort and after all holdback funds and / 
or escrow accounts have been exhausted. 
The process involves full recoupment of all 
interim payments made to participants in the 
GP carried interest program. Although a 
scenario most firms will go to extremes to 
avoid, it is generally viewed as important prac-
tice to include in any plan agreement to 
mitigate risk and reinforce investor confi-
dence. As shown above, 77% of firms have a 
clawback provision inclusive of firms who 
operate either an American or European water-
fall.

Special plan requirements such as holdbacks 
and clawbacks are designed to protect 

As mentioned earlier, many firms have strug-
gled with finding creative ways to drive the 
right behaviours and create greater alignment 
across the platform. One approach we have 
observed in recent vintages is the concept of 
‘carry funded incentives’. In its essence, this 
utilizes performance fees (i.e., typically 1% to 
3% of team pools) to help firms achieve two 

Other Plan Provisions

Carry Funded Incentives

11



key objectives: 1) It reinforces a ‘one firm’  
culture where everyone Carried Interest Propri-
etary and Confidential Private Equity Pay Prac-
tices 21 wins when a fund performs; and 2) It 
provides another tool in the toolbox for senior 
leaders and HR teams to use in driving 
optimal behaviours – beyond what is available 
in vehicles used as part of the annual compen-
sation cycle. And, since value delivered 
through a carry funded incentive is upon distri-
bution (i.e., the pool is only funded, when a 
distribution is made from the GP), the adminis-
trative burden is much less onerous than a 
process whereby future interests are deter-
mined prospectively (i.e., at the start of the 
fund). Specifically, recipients of carry funded 
incentives do not need to become part of a 
pass-through entity or partnership to be 
eligible. And, at the time of grant, all awards 
are provided on a discretionary basis with no 
expectation that they will become part of an 
individual’s annual compensation run rate. 
Although the prevalence of carry funded incen-
tives, as indicated by participants in this 
study, does not appear to be significant (i.e., 
approximately 20% of firms), in our discus-
sions and work with firms outside of this 
report, we believe this to be an emerging prac-
tice.

20%
of firms are utilizing a 
carry- funded incentive 
pool that allows for 
broader participation
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In our discussions with clients, we heard a 
strong sentiment to shift leaver provisions 
from what can be described as employee 
friendly to more employer and investor friend-
ly. Specifically, firms are frustrated with invest-
ment professionals no longer employed by the 
firm receiving distributions, in some cases, 
long after their departure. And, the argument 
that leavers added value when capital was 
invested doesn’t sit well with those having to 
manage and dispose of the asset many years 
down the road. True to our observations, we 
have seen a shift in provisions such that 
unvested points are now almost always forfeit-
ed and recycled to current staff instead of 
remaining with the departing employee 
through fund liquidation. As such, forfeiture 
provisions for unvested carry are now closely 
align with more traditional long-term incentive 
vehicles described above (i.e., ‘need to be 
here to get paid’). Regarding Death, Disability 
and Retirement, historically leaver provisions 
in these scenarios have been generous. 
Specifically, acceleration or uninterrupted vest-
ing would have been considered standard 
practice. More recently, firms are becoming 
more stringent in their views on the continua-
tion of unvested carry points. Of the firms 
reporting leaver provisions in these areas:

It is notable that in the case of vested carry 
points, the theme of firms being more restric-
tive than in the past continues. Consider the 
practices observed by a sampling of participat-
ing firms – again for vested carry allocations:

Leaver Provisions

of firms forfeit all or a portion of unvested carry

46% Death and
Disability

of firms forfeit all or a portion of unvested carry

73% Retirement

58%

European vs. American 
Waterfalls
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of survey participants 
indicate that vested 
points are forfeited in 
the case of a voluntary 
termination to a com-
petit
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