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	Article


                              

                                 Fee Variation in Private Equity


                              By: Juliane Begenau and Emil N. Siriwardane

                              

                              We study how investment fees vary within private-capital funds. Net-of-fee return clustering suggests that most funds have two tiers of fees, and we decompose differences across tiers into both management and performance-based fees. Managers of venture capital funds and those in high demand are less likely to use multiple fee schedules. Some investors consistently pay lower fees relative to others within their funds. Investor size, experience, and past performance explain some but not all of this effect, suggesting that unobserved traits like negotiation skill or bargaining power materially impact the fees that investors pay to access private markets.
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                                 Fee Variation in Private Equity


                              By: Juliane Begenau and Emil N. Siriwardane

                              

                              We study how investment fees vary within private-capital funds. Net-of-fee return clustering suggests that most funds have two tiers of fees, and we decompose differences across tiers into both management and performance-based fees. Managers of venture capital funds and those in high demand are less likely to use multiple fee schedules. Some...
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	Case


                              

                                 AMC: The Zero Revenue Case


                              By: C. Fritz Foley and Donal O'Cofaigh

                              

                              The onset of the Covid-19 pandemic put theatre company AMC’s already perilous financial situation under even further strain. The company’s high levels of debt resulted in a monthly cash-burn which left it facing an imminent Chapter-11 filing in the absence of significant capital raises. This case raises practical and ethical questions about the measures taken by management to stave off bankruptcy, including at-the-market equity issues and preferred share issues. Should a management team issue equity if market prices seem overvalued, as was the case when AMC was characterized as a meme stock? If common shareholders do not approve an increase in shares outstanding, can managers issue preferred shares if permitted by the corporate charter? Should insiders sell their own shares while issuing shares to the public?
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                                 Biomanufacturing Decentralization by Stämm


                              By: Paul A. Gompers, Jenyfeer Martínez Buitrago and Mariana Cal

                              

                              Stämm, a startup based on decentralizing biomanufacturing processes, is transitioning to product launch. The founders face key challenges to craft the startup’s business model and growth strategy, as well as to choose the optimal model for scaling their technological platform.
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               About the Unit

               Our strategy is to assemble and nurture a faculty whose interests and skills complement
                  each other, and who work well together: 
               

               a) to produce a broad range of finance-related research that is published in top-tier
                  scientific and practitioner journals, and that addresses issues of present and future
                  importance to managers (including regulators and policy makers); 
               

               b) to develop highly-relevant and intellectually rigorous MBA and executive education
                  courses; and 
               

               c) to mentor future academics through the Business Economics doctoral program. 

               Our applied focus and access to business organizations are major advantages which
                  are reinforced by our students and our case-based approach. We have a faculty with
                  broad expertise, and we have resources, field contacts, and institutional support,
                  all of which we can leverage to do richer work and be more productive than we could
                  at other institutions.
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                              Fee Variation in Private Equity
By: Juliane Begenau and Emil N. Siriwardane

                           	April 2024 | 
                              
	Article | 
	Journal of Finance


                           

                           We study how investment fees vary within private-capital funds. Net-of-fee return clustering suggests that most funds have two tiers of fees, and we decompose differences across tiers into both management and performance-based fees. Managers of venture capital funds and those in high demand are less likely to use multiple fee schedules. Some investors consistently pay lower fees relative to others within their funds. Investor size, experience, and past performance explain some but not all of this effect, suggesting that unobserved traits like negotiation skill or bargaining power materially impact the fees that investors pay to access private markets.

                           

                           Keywords: Pension Funds; Fee Dispersion; Search And Negotiation Frictions; Private Equity; Investment Funds

                           

                           
                              
                                 Citation

                                 Find at Harvard

                                 Purchase

                                 Related

                              

                              Begenau, Juliane, and Emil N. Siriwardane. "Fee Variation in Private Equity." Journal of Finance 79, no. 2 (April 2024): 1199–1247.

                              

                           

                           

                        

                     

                  

                  
                     
                        
                              AMC: The Zero Revenue Case
By: C. Fritz Foley and Donal O'Cofaigh
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                           The onset of the Covid-19 pandemic put theatre company AMC’s already perilous financial situation under even further strain. The company’s high levels of debt resulted in a monthly cash-burn which left it facing an imminent Chapter-11 filing in the absence of significant capital raises. This case raises practical and ethical questions about the measures taken by management to stave off bankruptcy, including at-the-market equity issues and preferred share issues. Should a management team issue equity if market prices seem overvalued, as was the case when AMC was characterized as a meme stock? If common shareholders do not approve an increase in shares outstanding, can managers issue preferred shares if permitted by the corporate charter? Should insiders sell their own shares while issuing shares to the public?
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                           Stämm, a startup based on decentralizing biomanufacturing processes, is transitioning to product launch. The founders face key challenges to craft the startup’s business model and growth strategy, as well as to choose the optimal model for scaling their technological platform.
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                           Secretariat, if anyone remembers, won the triple crown at the Belmont Race Track on Long Island, located at the nexus of La Guardia, JFK Airports, the Long Island Railroad and multiple major highways. Belmont Race Track is now being rebuilt along with an adjacent UBS hockey arena for the New York Islanders which can be transmogrified into a spectacular concert venue with great acoustics and amazing design for the likes of Harry Styles and Bruce Springsteen who have already played there to packed audiences. Adjacent to the new arena is the new Belmont Park Village filled with luxury brands such as Prada, Zegna, Polo and the like. Do people who watch and bet on horses, attend hockey games and rock concerts, shop the luxury brands? Is this the way entertainment and retail will have to work together now in the age of ZOOM and e-commerce shopping?
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                           Rick McCathron, CEO of Hippo, considered how the firm’s underwriting model could account for the effects of climate change. Along with providing smart home packages, targeting risk-friendly customers, and using data-driven pricing, the Insurtech used technologically empowered services to create its competitive edge. Given the rise of high-intensity weather events, however, the firm was grappling with major loss ratios and rate hikes. Could Hippo survive a new era of unprecedented weather catastrophes? What should Hippo’s optimal strategy be, in terms of achieving underwriting profit?
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                           Karim Nour, the founder of Kashat, an Egyptian nano-lending fintech company, is contemplating how to manage the growth of his startup. Over the summer of 2022, Kashat's loan disbursements had grown by nearly 40%, fueled by macroeconomic instability in Egypt. However, economic uncertainty had also deterred investors from investing in the region. Nour soon began to realize he did not have the funds to maintain the company's rapid growth, in fact, he may not even have the capital to keep the company running. The case explores Nour's journey as he grapples with the concept of 'hibernating' the company, halting lending operations and preserving Kashat's invaluable data algorithm. Within the case, Nour weighs the risks of hibernating versus holding out for funding as he prepares to meet with Kashat's board. He also considers the possibility of being acquired as a means of continued survival for Kashat.
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                     Harvard Business School seeks candidates in all fields for full time positions. Candidates
                        with outstanding records in PhD or DBA programs are encouraged to apply.
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