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There are many changes afoot in the search fund and entrepreneurship through acquisition
(ETA) ecosystem. Entrepreneur and investor participation is surging, and the model is rapidly
globalizing. However, the basic structure (raise funds, search, acquire, operate, exit) remains
intact. A cardinal gating juncture in the ETA process is purchasing a target company. Nobody
can ascend to the CEO throne or multiply capital without successfully closing a deal. That pivotal
point is undergoing rapid evolution and pressure. This note will explore these dynamics and
what is driving them.

The first step in any search fund or ETA project is to raise capital to finance the approximately
two-year search. Raising capital appears to be fairly easy in today’s environment. By our estimate,
there are several hundred investors, though we do not have an exact count. These investors are
enthusiastic and compete to gain entry into searchers’ cap tables. There are frequent campus
visits, endless coffee chats, and multiple other efforts to woo entrepreneurs. While we do not
have data or evidence to make claims about search-stage capital-raising success rates, anecdotally,
it seems that the vast majority of aspiring search entrepreneurs secure funding at the search stage.

The second step in the ETA quest is to source and close on a target company. This step is far
more difficult and much less enjoyable than the capital-gathering process. There are endless ups
and downs and near misses. What looks promising often evaporates in the ninth inning of the
acquisition game. Within the ETA ecosystem, the search acquisition rate (SAR), which is the
share of funded searchers who close an acquisition within the search window, has become a
growing topic of discussion. In ETA circles, the SAR is widely believed to be falling, a view
supported both by anecdote and by data from active investors.

Historically, the SAR has tended to be in the 70% range, meaning seven out of ten searchers
purchased a company and catapulted into the CEO role.* This legacy SAR was baked into
investors’ and entrepreneurs’ calculations about entering the arena, whether as a capital provider
or as human talent. As the SAR declines, the math changes and will have deleterious effects on
all constituents participating in the ETA game.

This note explores the consequences of a flagging SAR. This is a sensitivity exercise, and we
examine what happens when the SAR crumbles to 50%, 40%, or even 30%. In Appendix 1, we
see a trailing cumulative SAR at approximately 70% (the good old days), a trailing flow rate SAR
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at roughly 40% (41% before rounding,” the recent historical incremental reality derived from data in the
June 2026 Stanford Graduate School of Business Search Fund Study®), a run rate cohort SAR around 40%
(below Stanford’s directly measured 48% for the 2021-2024 launch cohort,® because our investor data
leads their still-resolving figures; what appears to be the new normal), and a go-forward cohort predictive
SAR near 30% (our best estimate for the terminal SAR of the most recent observable cohort of search
funds).

Once again, we are not focused on answering the question, “What exactly is the SAR today?” However, we
do want to ground our analysis in reality. Accordingly, rounding these rates to clean reference points, we
will present the dissection with SAR implications of 70%, 50%, 40%, and 30%. These four numbers span
different eras rather than describing a single current SAR (the cumulative rate, for instance, has eased from
roughly 71% historically to about 58% today, as shown in Appendix 1), so we use them as analytical
anchors, not as competing estimates of where the SAR sits now. Readers will then have a sense of the SAR
consequences based on what they believe the future is.

Spoiler alert: The dropping SAR phenomenon is pernicious for entrepreneurs, limited partners (LPs), and
general partner (GP) investors alike, but the damage is not shared equally, and the inequality is the story.
Entrepreneurs suffer because the odds of becoming a CEO have fallen significantly, and the present value
math of the ETA route is waning relative to alternative post-MBA arcs. LPs are acutely affected because
management fees and search capital are largely fixed costs, while successful acquisitions are becoming
scarcer. A lower SAR may impair capital efficiency and committed-capital utilization, even when underlying
deal quality remains constant. GPs feel it too; their fixed management fees hold up, but carry, where most
of their upside sits, is highly SAR-sensitive, so their total compensation still falls sharply as acquisitions
become more limited. The same fixed-fee structure that shields the GP is precisely what exposes the LP, a
thread we will return to throughout this note.

We are not pessimists or naysayers when it comes to ETA. Rather, we believe it is an amazing opportunity
for our students, entrepreneurs, and investors. However, we believe in math and want all participants (new
searchers, legacy investors, novel investors, and limited partners) to understand the dynamics when the
SAR slackens. Of course, the SAR will differ across investors and entrepreneurs; our note explores the
overall directional implications for each type of player when the SAR weakens.

In this note, we will not address how to cure an atrophying SAR —we do not know how, other than by being
luckier. We do not know how investors can help entrepreneurs amplify the SAR, and although we discuss
how each party might respond, we cannot tell any individual entrepreneur how to guarantee they will be
among the winners. We will also not prognosticate exactly what a rerated SAR means for ETA’s future.
Once again, we do not know, and only time can truly tell.

Instead, we will cover a trio of principal themes related to a sliding SAR (Figure 1). Before the map, one
confession. This note is long, dense, and shamelessly mathy —we never met a spreadsheet we didn’t like.

" We calculate this using the data provided in the 2024 and 2026 Stanford Graduate School of Business Search Fund
Study. To calculate the trailing flow rate SAR, we subtract the cumulative total number of funds raised to date in the
2024 report from that in the 2026 report. This is the number of net new funds raised between periods (F). We use
the same methodology to compute the number of funds still searching (S), acquired (A), and quit (Q), so that F = S
+ A + Q. Two funds deviated from the search fund model during the period and are excluded from F and from all
subsequent calculations. To tabulate the number of resolved funds (those that have reached a conclusive end, R), we
sum the number of acquired and quit observations, excluding funds still searching, whose outcome is not yet known
(R =A + Q). The trailing flow rate SAR is simply acquired divided by resolved (A / R). If readers review the 2026
Stanford study carefully, they will not see the 41% trailing flow rate SAR; we derive that number.
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But a skidding SAR is a numbers story, so we show our work rather than wave our hands. Stay with us,
and we believe it will be an illuminating read. We hope it helps students, entrepreneurs, and capital
providers better understand the core dynamics of the search fund adventure. Let’s dive in!

Figure 1: The roadmap for this note

The why The math The implications

The why

Having framed the consequences of a declining SAR, we now turn to why this is happening. To be clear,
these are hypotheses, and we do not have evidence confirming why the SAR is declining. We are confident,
however, that entrepreneurs and investors are curious about why the rules of the game are changing, and
we are too. This is our attempt to better understand these changes. Five forces may underpin the slowdown
in the SAR (Figure 2). The first three concern the external market (who is buying, who is selling, and the
market structure around them), while the last two concern the searchers themselves, how they behave and
how talent is sorting across vehicles. If forced to weight these factors, we suspect the three market-side
forces are doing most of the work, with talent bifurcation the genuine wildcard, though we hold these views
loosely.

Figure 2: A quintet of hypotheses that might explain the why of the falling SAR

0 Buyers exist in abundance

@ Sellers are better informed than ever

@ ETA may have historically benefited from an unusually favorable market structure

@ An option mindset is present and pervasive

@ A bifurcation of talent is underway

01 Buyers exist in abundance

There was a time when selling a small, quirky business was a genuine challenge. Demand for $1 to $3
million EBITDA" companies in industries such as porta-potties, HVAC, and dental practices was nearly
nonexistent. Sellers were primarily concerned with liquidity, not valuation. Oh, how things have changed.
Today, there are several types of potential acquirers for lower-middle-market assets, and within each
archetype, there are countless suitors.

Within the search fund community, participation in the marketplace has exploded. At the dawn of search
funds, there were one or two aspirants per year, and some years had none. Now, we estimate that at least

" Earnings before interest, taxes, depreciation, and amortization.
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hundreds of searches, both traditionally funded and self-funded, are launched each year. MBA programs
produce an army of searchers every spring, ready to pursue a business.

ETA chasers (both funded and self-funded) are not the only ones hunting for small businesses. Other types
of buyers are exploring the market as well. Private equity (PE) firms are increasingly targeting smaller deals,
especially as larger transactions become more costly and competitive. Some PE firms are testing the waters
with smaller companies, competing directly with what used to be ETA’s niche. These PE buyers are well
funded, professional, and may have lower return expectations, making them attractive and credible. Besides
PE firms, fundless sponsors, who lack committed capital and assemble funds on a deal-by-deal basis, are
also actively seeking small businesses. They are experienced buyers and are appealing to sellers.
Furthermore, some social media personalities are encouraging non-typical ETA entrants and military
veterans to buy small businesses as a career path. While these shoppers might not have the pedigreed
profiles of the MBA set, they add to market activity. Lastly, strategic buyers, usually larger operating
companies, aim to strengthen their existing businesses by acquiring similar companies to expand their
operational platforms.

Put all these buyers together, and competition stiffens in what was once ETA’s sweet spot. With more
buyers clustering around the same desirable, financeable deals, the SAR is squeezed for searchers. Increased
buyer density means that even if the absolute number of actionable businesses remains stable, the
probability of any individual searcher successfully closing an acquisition may decline. Aggregate small-
business transactions can be rising even as the per-searcher SAR falls, because total volume reflects how
much of a large, underexploited pool is being activated, while the SAR reflects any one searcher’s odds of
winning a contested, time-constrained match.

02 Sellers are better informed than ever

Today, sellers are better informed than ever, with more data, market comparisons, and insights. As they
juggle numerous buyer inquiries, they learn and understand terms such as EBITDA, seller discretionary
earnings, and earnouts, and their expectations for valuation and deal structure rise; they are less focused
solely on liquidity. With improved information flow, sellers feel more confident and assertive. Perhaps they
previously did not know the true value of their business and were excited by a 3x EBITDA bid; now they
do know and quote 12x trades. The notion of a search-type buyer offering liquidity at highly favorable
buyer valuations is fading. Plumbers, for example, now discuss EBITDA multiples, add-backs, and the
volume of weekly inquiries they receive. Overall, sellers hold more power.

This revised seller positioning creates more exit options and a more aggressive stance. Sellers are less
inclined to accept lower valuations, believing they have a put to the marketplace at higher levels. Data from
arelated project show that the EBITDA multiples for completed ETA transactions have risen modestly over
time, but ETA pricing has remained more restrained than the broader market. Crucially, ETA buyers largely
decline to meet these asks. Disciplined by return targets and limited acquisition financing, searchers pass
on a 12x deal rather than pay up. ETA searchers do not chase the richest asks —the richer asks are met by
buyers with lower return hurdles or cheaper capital, such as PE firms and strategics, or go unsold. What
widens is the gap between the prices ETA buyers face and the prices they can afford to pay. As more owners
anchor to valuations searchers will not accept, a larger share of opportunities fail to clear, at least in ETA
land. Consequently, searchers, among the most price-disciplined buyers, face alower SAR even as the prices
they ultimately pay have edged up.
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03 ETA may have historically benefited from an unusually favorable market structure

ETA may have experienced a golden moment, a transient period of market inefficiency marked by
fragmented sellers, limited buyer sophistication, constrained debt and equity (except if you were in the
club), and low competition, creating a highly desirable context for a certain type of buyer to purchase a
certain type of company and build significant equity value. As these inefficiencies diminish, the SAR may
simply be shifting to a sustainable, more competitive level rather than collapsing. Many of these
developments are positive (better-informed sellers, more available search capital, and wider participation
all signal a maturing ecosystem), even as they compress the SAR and alter return economics. Yet a shift that
is healthy for the ecosystem can still be destructive for the individual entrant, who absorbs the lower odds
when running the present-value math.

That same maturation does more than erode ETA’s old edge; it also introduces a new friction, because it
sits at the closing stage rather than the search stage. Even as search capital has become trivially easy to raise,
the institutionalization of the investor base may have made acquisition capital harder to assemble. As
individual, pass-the-hat backers give way to PE-like institutions with formal investment criteria, mandates,
and charters, the binding constraint shifts from the search stage to the closing stage. A searcher can be
funded easily and still fail at the finish line, piecing together an institution-heavy cap table that increasingly
resembles an independent-sponsor or unfunded-search equity raise—a slower, more demanding process
that lets promising deals evaporate in the ninth inning.

04 An option mindset is present and pervasive

The growing availability of search capital may reduce the degree of bilateral dependency between
entrepreneurs and investors. Historically, entrepreneurs often felt deeply tied to a concentrated investor
base, while investors made relatively few bets and were highly engaged in each outcome. As the ecosystem
scales, participation becomes more option-like for entrepreneurs. Jumping into ETA is essentially an option
for entrepreneurs. They have a chance at a handsome payday if they can find a business to buy and
successfully amplify its equity value. If they cannot find a business to buy, there is no harm. If they do
purchase a business and subsequently destroy all of the equity value, there is no culpability, and investors’
expectation is only that the talent do their best and perhaps apologize if there is an equity impairment. This
is fundamentally a “heads I win, tails you lose” proposition. As our entrepreneur model shows in Figure 9,
the cost of failing to close is modest—a net present value (NPV) of $1.20 million, only about $190,000
below the $1.39 million non-ETA path. We acknowledge that entrepreneurs incur opportunity costs when
engaging in ETA, but many searchers who fail to buy a business pivot and land well enough on a typical
post-MBA track.

This dynamic, coupled with abundant investor appetite to fund entrepreneurial searches, may encourage
broader participation in the ecosystem. From the entrepreneur’s perspective, this route is a low-cost option
with the potential for a larger payout, and they can raise search capital relatively easily, so why not take a
chance? This can result in some aspiring entrepreneurs entering the game, but without full commitment
and resolve. When inevitable challenges arise, they shut down the search or never fully pursue the path with
zeal. Either ways, it results in no deal being completed and contributes to the slumping SAR patterns we
observe.

05 A bifurcation of talent is underway

Previously, there was a relatively codified and singular way to approach ETA, which we now call the
traditional search fund. In addition to the now normalized self-funded search funds and accelerators, the
newest model du jour is the long-term hold vehicle. In this iteration, the ETA quarterback raises
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approximately $25 to $50 million in committed funds to purchase multiple assets, perhaps across multiple
industries. The structure resembles PE in certain respects, with the twist of being long-dated, meaning the
explicit mandate is to hold assets and not engage in the typical five-year exit. Whether observers like them
or not, they are all the rage, especially with the talent perceived to be most desirable.

This creates a perceived bifurcation of talent in the search landscape, with top talent opting for the long-
term hold model for its benefits and opportunities, while candidates slightly lower in the hierarchy are
relegated to basic, standard searches. Put differently, certain vehicles attract a disproportionate share of
highly sought-after talent. If talent, rather than serendipity, is the key differentiator in securing a business
to buy, traditional search might see the SAR dip as the very best talent migrates to long-term hold vehicles.
Using a crude analogy (and this is the marketplace’s view, not ours), long-term hold players are akin to the
varsity team, while traditional searches are the junior varsity: The average talent in the long-term hold arena
is seen as more successful at closing deals. The long-term hold crowd also has a mandate to execute many
acquisitions, gobbling up more supply to the potential detriment of the traditional search segment.

Any of these whys alone might be enough to prompt a weakening of the SAR in the ETA arena. However,
when we consider the three market forces—more buyers, better-informed sellers, and a less favorable
market structure (most concretely, harder acquisition capital) —compounding at the same closing stage,
while the two searcher-side dynamics pull in the same direction, the effect is even stronger. Some ETA
observers might argue that there are plenty of acquisition targets in the sea and that acquisition rates need
not fall. That is true too. The U.S. Census Bureau counts roughly 1 million employer firms with 10 to 99
employees, prime ETA targets.” It does not report EBITDA, so employee count is our best proxy. We can
visualize the pool of target ETA acquisition candidates (Figure 3) as new firm starts plus the existing pool,
less closures and exits.

Figure 3: ETA target pool visualization

New firm starts

l

Firms available for

potential acquisition

Exits and closures

l

Figure 4 shows that the pool of potential ETA acquisition candidates, employer firms with 10 to 99
employees, grew modestly over the 22-year span from 2000 to 2022, based on U.S. Census Bureau data.
The increasing trend suggests that entries exceed exits, but as a practical matter the pool has remained
relatively stable as the growth rate is very low (cumulative growth of 7.5% over 22 years as we calculate in
Exhibit 1). For the detailed data in tabular format, see Exhibit 1. With approximately 1 million firms, the
market appears large and accessible under reasonable assumptions. For instance, even if just 1% of these
tirms are actionable, that still leaves 10,000 targets. This challenges the notion that competition is
increasingly intense, as we and other market participants have argued.
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Yet a large candidate pool need not translate into a high close rate, because the pool and the SAR measure
different things.” The pool counts the firms that exist; the SAR measures the much smaller flow of
winnable, financeable deals a single searcher can actually close within a roughly two-year window.
Unfortunately, not all of these businesses are for sale; many are too small, and some are in lousy industries.
This results in searchers and other buyers clustering in the same handful of industries with desirable
economic characteristics, so many will miss out on a deal. Most of the pool never comes to market in any
given opening, and the firms that do (those that are for sale, in a desirable industry, of adequate quality,
and available at a payable price) form a small, heavily contested subset. If the pool of targets were truly
unlimited, two things would not be true: Entry EBITDA multiples would not be climbing year over year,
and the per-searcher SAR would not be falling. In fact, both are, which strongly suggests the binding
constraint is the flow of closeable deals, not the count of firms. As more buyers compete for that subset of
closeable deals, winnable opportunities are split more thinly, and sellers become increasingly selective on
certainty, terms, and buyer credibility as suitors multiply. The per-searcher SAR can therefore fall even as
the candidate pool stays flat and aggregate small-business transactions rise.

Figure 4: Total employer firms and firms with 10-99 employees
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Finally, part of the decline may be compositional rather than fundamental, tying back to the talent
bifurcation described above: It may reflect greater selectivity among searchers and investors, or quality
rising even as the average rate slumps. High-quality searchers may continue to experience a high SAR,
implying the market is bisecting rather than deteriorating uniformly.

The math

To evaluate the mathematical impact of a compressed SAR, we developed several models to analyze the
effects on entrepreneurs, general partner investors, and limited partner investors. As previously mentioned,

" Since this might be a perplexing concept, we offer an analogy: the U.S. housing market. Without any research, we
know there are many homes in the U.S. (the pool); however, it might still be difficult to purchase a home in the
desired neighborhood at a reasonable price, since only a small portion of the pool might be for sale at any given
moment, and any single house hunter competes with many other buyers for those same listings. Furthermore,
mortgages might be difficult to obtain, or mortgage rates might be too high. All of these factors affect the rate at which
buyers successfully purchase homes, regardless of the size of the housing pool. The constraint binds more tightly when
a buyer must purchase within a fixed window, as an ETA player must, but a homebuyer need not.
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each group has a distinct perspective in the ETA contest, and a condensed SAR has different magnitudes of
impact on each.

To develop the models, we made several assumptions, which we will outline shortly. However, the most
important premise is the SAR. We set it at a range from 70% to 30%, representing an array of potential
viewpoints. Anecdotal ETA chatter points to lower close rates, and data from three well-informed investors
(Appendix 1) show rates that swing widely from year to year, with recently resolved cohorts running well
below the historical 70% norm—the most recent in the low 40s, and the still-searching 2024 cohort
tracking near 30%. The same appendix shows why the present rate is hard to pin down: The newest cohorts
are still searching, so their outcomes are not yet known, and a close rate is, by construction, a lagging
indicator. Recall, the focus of our note is not to establish precisely what the current SAR is, but rather to
demonstrate the economic effects of a shrinking SAR on various parties. Our claim is conditional. We have
some evidence that the SAR has fallen materially below the historical norm, but we do not treat that figure
as settled. The contribution of this note is the implication, not the measurement: If rates are now materially
lower than the historical norm, here is what follows for each constituency.

Four themes warrant mathematical consideration as ETA acquisition rates diminish (Figure 5).

Figure 5: The math elements we will discuss

o Our assumptions
@ The entrepreneur’s angle

The general partner investor’s perspective
8 P perspe

@ The limited partner investor’s standpoint

01 Our assumptions

We perform two principal analyses. The first focuses on the entrepreneur’s economics, and the second
addresses GP and LP implications. Although the GP and LP economics are intertwined, we will discuss
them separately below. We will highlight the assumptions we made in each of our models. First, we will
address the entrepreneur. Our assumptions are not perfect and are directional at best (Figure 6). We are
not attempting to move toward a specific outcome and are attempting to be neutral. If a reader does not
agree with our assumptions, they should create models using their own.

When entrepreneurs pursue ETA, they implicitly make a present-value decision by comparing other career
paths to ETA. To illustrate, we developed a model analyzing expected cash flows across three potential post-
MBA trajectories. The first option is a typical career in consulting, banking, or a corporate role. In this
scenario, we assumed a starting salary of $250,000, growing at 6% annually, with a 20% promotion bump
in years four and seven. Ordinary income tax rates are 35%.

Our second scenario envisions a successful ETA launch leading to an acquisition. We assume a $150,000
salary for two years during the search phase, increasing to $275,000 in year three after the acquisition. The
salary grows by 6% annually. The business operates for five years, and upon sale, the entrepreneur receives
$2.25 million before taxes, as reported in the 2024 Stanford Graduate School of Business Search Fund
Study, which cites this as the median equity proceeds for exited searchers.® Since ETA outcomes are right-
skewed, the expected value probably exceeds the median. We may be conservative in choosing $2.25
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million, but we believe it is an objective and justifiable figure rather than an arbitrary number, and we will
provide a sensitivity table below. Ordinary income and capital gains tax rates are assumed to be 35% and
25%, respectively.

The final path represents the searcher who enters ETA but does not purchase a business. We assume a
salary of $150,000 over the two-year search period, followed by the same salary as an MBA peer who did
not choose ETA, reduced by 15% to reflect switching penalties. Salary then increases by 6% annually, with
occasional promotional raises. From years three to seven, the switching penalty gap narrows by 5% each
year, fully closing in year seven. Ordinary income is taxed at 35%.

We use a seven-year horizon throughout. All salary cash flows, ETA and non-ETA alike, are discounted at
3%; we deliberately use a single rate across paths to avoid suspicion of tilting the comparison, and while
3% is low and likely understates risk, it applies symmetrically to every scenario. The successful ETA
terminal value is discounted separately at 18%. These rates capture distinct ETA risks: The SAR reflects
the probability of ever completing an acquisition, while the 18% rate reflects the uncertainty of the equity
outcome conditional on a deal closing, so the two are complementary, not redundant. A discount-rate
sensitivity table follows to show the range of outcomes.

We acknowledge that our seven-year analysis does not capture any of the potential actions a successful ETA
exiter might undertake, such as launching an investment fund or purchasing another company. We chose
to truncate at year seven because it runs through the successful searcher acquisition arc to exit, and
contemplating events after year seven might be too much prognostication to carry any reasonable accuracy.

Figure 6: Our assumptions for entrepreneurs

Discount rate — safe (W-2) 3.0%
Discount rate — ETA exit proceeds 18.0%
Tax rate (ordinary) 35.0%
Tax rate (long term capital gain) 25.0%
Search period (years) 2
Operate period (years to exit) 5
Total horizon (years) 7
Starting comp (post-MBA) $250,000
Searcher stipend (years 1-2) $150,000
Annual non-ETA compensation growth 6.0%
Non-ETA promeotion bump (years 4, 7) 20.0%
CEQ salary (operating) $275,000
CEQ comp growth (operating) 6.0%
Searcher pre-tax exit proceeds $2,250,000
Re-entry compensation multiplier (year 3, % of peer) 85.0%
SAR 70%, 50%, 40%, 30%

Our assumptions for the GPs and LPs follow (Figure 7). All the models operate with a $50 million
investment fund that has a five-year investment period and a ten-year fund life. During the five-year
investment period, we modeled investments in search funds for the first five years, but we also allowed for
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acquisitions after year five to account for the two-year delay between search investments and acquisitions.
The fund charges a 2% management fee on committed capital during years one to five, which then decreases
to 1% on invested capital after that. It allocates $50,000 to 20 searches per year over the five-year
investment period. Acquisitions are completed two years after each search, with exits occurring five years
post-acquisition. Each closed acquisition involves an investment of $640,000, estimated as 8% of an $8
million total equity check. The GP receives 20% of profits and follows a whole-fund European waterfall,
with carry crystallizing only at final liquidation. There are no recycling or preferred returns to keep things
easy and simple.

We assume a fee reserve up front, which makes the effective deployable capital less than the nominal fund
size. Acquisition volume in each case is capped by the lower of two limits. The SAR, applied to the 100
funded searches over the investment period, sets the count eligible for completion (70 at a 70% SAR, 50
at 50%, and so on). Equity sets the count that can actually be financed. For example, when the SAR is 70%,
of the $50 million fund, $5 million is reserved for fees and $5 million funds searches, leaving $40 million
of sponsor equity, which at $640,000 per acquisition funds roughly 62.5 deals. Equity, therefore, binds
when the SAR-eligible count exceeds it, and the SAR binds below this amount. All exit, MOIC,S and IRR"™
figures are computed off the equity actually deployed, not the SAR-eligible count. Readers might now be
thinking that if investors cannot get their fill with a lower SAR, why not just invest in more searches? We
have thought about that as well, and will discuss it shortly.

Search capital is treated consistently on the return and fee sides. On the return side, the search dollars
behind a closed acquisition roll into that platform as invested equity (they step up 1.5x at closing and then
earn the deal’s MOIC, an effective multiple of roughly 5.3x on a successful search), while search dollars
spent on searches that never close earn nothing. Only the SAR fraction of total search spending, which runs
$5 million at the single budget and $10 million when doubled, which we will introduce and discuss below
in the implications section, rolls into the return-bearing base. On the fee side, the 1% post-investment-
period fee accrues on invested capital outstanding and on deployed equity plus rolled-in search capital, and
it declines to zero as the portfolio is realized.

$ Multiple on invested capital.
" Internal rate of return.
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Figure 7: Our assumptions for GPs and LPs

Assumptions Value

Searches per year 20
Search investment per search $50,000
Annual search capital $1,000,000
Investment period (years) 5
Sponsor ownership % 8.0%
Deal equity capitalization $8,000,000
Sponsor equity per deal $640,000
MOIC 3.5x
Acquisition delay (years) 2
Fund size $50,000,000
Hold period (years) 5
Fee & structure

Search step-up 1.5x
Management fee — investment period 2.0%
Management fee — post-investment 1.0%
Carried interest 20%
2.x search multiple 2.0x

Scenario toggles Rate

Case A SAR.
Case B SAR
Case C SAR
Case D SAR
Case E SAR
Case F SAR
Case G SAR

We need to assume a MOIC growth for each investment’s value from entry to exit (Figure 8). We used a
3.5x multiplier, based on data from the 2024 Stanford report.® The MOIC contribution was calculated by
applying the provided percentages to different MOIC ranges. For ranges with two specific values, we took
the midpoint. For the range greater than 10x, we used 13x. Reproducing the 4.5x to 5.0x cumulative
MOIC reported in the Stanford studies would instead require assigning the greater-than-10x bin roughly
26x and 33x, respectively. We do not consider these reasonable as forward-looking assumptions. We hold
this 3.5x gross MOIC fixed across all cases so that the SAR is the only input that varies, isolating the channel

we study.

Figure 8: MOIC expected value calculation

70%
50%
40%
30%
50% 2x
40% 2x
30% 2x

Outcome Probabiliry MOIC Contribution
Loss 31.0%
Partial loss 66.0% 0.5x 0.10x
Total loss 34.0% 0.0x 0.00x
MOIC Gain 69.0%
1-2x 27.0% 1.5x 0.28x
2-5x% 36.0% 3.5x 0.87x
5-10x 25.0% 7.5x 1.29x
>10x 11.0% 13.0x 0.99x

Expected value (MOIC) 3.5x

02 The entrepreneur’s angle

We will begin our analysis from the entrepreneur’s perspective, as they are the principal protagonist in the
ETA drama. As flagged at the outset, the entrepreneur bears a sharp edge when the SAR deteriorates. Here
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is the arithmetic. Our calculations indicate that the non-ETA option outperforms the ETA route when the
SAR is below about 50%. A declining SAR does not merely weaken the case for ETA. It can reverse it. Ata
70% SAR, ETA held a positive expected-value advantage of about $75,000 over the non-ETA path, making
it the preferred choice. As the SAR falls, that advantage erodes and then reverses. The expected value is
roughly neutral at a 50% SAR, swings negative at 40%, and at a 30% SAR, the original edge is nearly
mirrored as a roughly $76,000 disadvantage. The takeaway seems to be that the cost of a failed attempt is
modest, so the downside alone does not deter entry. As we pointed out earlier, the fail branch is not doom
and gloom. It is only about $190,000 less than the non-ETA branch, spread over seven years. Still, a
modest cost of failure should not be mistaken for a modest decision. What changes as the SAR falls is the
direction of the bet, from a premium over the non-ETA path to a penalty, and that reversal, not the dollar
magnitude, is why a rational entrant should reconsider.

The shift from a 70% SAR to any lower assumed rate shifts the decision, turning an advantage into a clear
disadvantage, and a risk-averse searcher now accepts a neutral-to-negative expected value simply for the
chance to play. Because the ETA payoff is far more volatile than a salaried path, a risk-averse searcher would
require a premium to be indifferent, which raises the break-even SAR above the roughly 50% our expected-
value math implies, while the non-pecuniary rewards discussed later (CEO experience, autonomy, and
optionality) push in the opposite direction. We do not formally price either effect, so readers should treat
the 50% crossover as a risk-neutral benchmark rather than the threshold a cautious searcher actually faces.

Our detailed model is outlined in Exhibit 2, with summary results shown in Figure 9 below. The net
present value (NPV) for the non-ETA route is $1.39 million, while the NPV for a successful ETA deal is
$1.58 million. For searchers who do not close a deal, the NPV is $1.20 million, leading to expected values
of $1.46 million, $1.39 million, $1.35 million, and $1.32 million at SARs of 70%, 50%, 40%, and 30%,
respectively.

Figure 9: ETA versus non-ETA expected value table

SAR 70% 50% 40% 30%
NPV (Non-ETA) $1,394,366 $1,394,366 $1,394,366 $1,394,366
NPV (ETA — close) $1,583,273 $1,583,273 $1,583,273 $1,583,273
NPV (ETA — fail) $1,204,484 $1,204,484 $1,204,484 $1,204,484
NPV (ETA — expected) $1,469,636 $1,393,878 $1,356,000 $1,318,121
A (ETA - Non-ETA) $75,270 ($488) ($38,367) ($76,246)
Verdict ETA wins Neutral Non-ETA wins Non-ETA wins

We next sensitize the SAR, exit discount rate, and terminal value; across all three levers, the ETA advantage
only survives when the SAR stays high. As the SAR rises, the gap by which non-ETA leads shrinks, making
ETA more justifiable. In Figure 10, varying the SAR shows a quick rise in expected values that favor ETA
as rates climb.
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Figure 10: Closing rate sensitivity table

NPV (Non-ETA)

NPV (ETA exp)

A (ETA — Non-ETA)

10%
Break-even SAR

Sensitizing the exit discount rate (Figure 11) alongside the SAR reveals that higher discount rates
combined with a lower SAR lead to a negative delta for ETA. Conversely, a higher SAR paired with lower

$1,394,366
$1,394,366
$1,394,366
$1,394,366
$1,394,366
$1,394,366
$1,394,366
$1,394,366

50%

$1,507,515
$1,469,636
$1,431,757
$1,393,878
$1,356,000
$1,318,121
$1,280,242
$1,242,363

discount rates supports the ETA value proposition.

Figure 11: SAR and discount rate sensitivity table

SAR ¥ [/ Exit rate »

12%

15%

$113,149
$75,270
$37,391
($488)
($38,367)
($76,246)
($114,125)
($152,004)

18%

ETA wins
ETA wins
ETA wins
Neutral
Non-ETA wins
Non-ETA wins
Non-ETA wins
Non-ETA wins

21%

20% ($67,407) ($93,196) ($114,125) ($131,200)
30% ($6,169) ($44,852) ($76,246) ($101,859)
40% $55,069 $3,491 ($38,367) ($72,518)
50% $116,307 $51,835 ($488) ($43,177)
60% $177,545 $100,178 $37,391 ($13,835)
70% $238,783 $148,521 $75,270 $15,506

Finally, the terminal value plays a significant role in our analysis. In Figure 12, we illustrate how the ETA
advantage or disadvantage varies with increasing terminal values. The numbers in red fall below the non-
ETA pathway, which has an NPV of $1.39 million. In simple terms, larger terminal values have a stronger
effect and are preferable and matter even more as the SAR falls.
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Figure 12: Terminal value sensitivity table (expected ETA NPV — non-ETA)

Exit proceeds ETA-close NPV ETA quit NPV 70% SAR 50% SAR 40% SAR 30% SAR
$500,000 $1,171,246 $1,204,484 ($213,149) ($206,501) ($203,178) ($199,854)
$750,000 $1,230,107 $1,204,484 ($171,946) ($177,071) ($179,633) ($182,196)
$1,000,000 $1,288,968 $1,204,484 ($130,744) ($147,640) (5156,089) ($164,537)
$1,250,000 $1,347,829 $1,204,484 (589,541) (§118,210) ($132,544) ($146,879)
$1,500,000 $1,406,690 $1,204,484 (548,338) ($88,779) ($109,000) ($129,221)
$1,750,000 $1,465,551 $1,204,484 ($7,136) ($59,349) ($85,456) ($111,562)
$2,000,000 $1,524,412 $1,204,484 $34,067 ($29,919) ($61,911) ($93,004)
$2,250,000 $1,583,273 $1,204,484 $75,270 ($488) ($38,367) ($76,246)
$2,500,000 $1,642,134 $1,204,484 $116,472 $28,042 ($14,823) ($58,588)
$2,750,000 $1,700,995 $1,204,484 $157,675 $58,373 $8,722 ($40,929)
$3,000,000 $1,759,856 $1,204,484 $198,878 $87,803 $32,266 ($23,271)
$3,250,000 $1,818,717 $1,204,484 $240,080 $117,234 $55,811 (5,613)
$3,500,000 $1,877,578 $1,204,484 $281,283 $146,664 $79,355 $12,046
$3,750,000 $1,936,438 $1,204,484 $322,486 $176,095 $102,899 $29,704
$4,000,000 $1,995,299 $1,204,484 $363,688 $205,525 $126,444 $47,362
$4,250,000 $2,054,160 $1,204,484 $404,801 $234,956 $149,988 $65,020
$4,500,000 $2,113,021 $1,204,484 $446,004 $264,386 $173,532 $82,679
$4,750,000 $2,171,882 $1,204,484 $487,206 $293,817 $197,077 $100,337
$5,000,000 $2,230,743 $1,204,484 $528,499 $323,247 $220,621 $117,995

03 The general partner investor’s perspective

The GP serves as the investment sponsor in the ETA process. They do not contribute proprietary capital;
instead, they raise funds from limited partners and act as agents, investing those funds in ETA projects.
The GP earns two types of compensation. The first, management fees, involves fixed fees during the
investment period, calculated on committed capital, and further fees after the initial period, based on
invested capital. These fees are predictable and are not performance-based. The second form of
compensation is profit sharing, often called a carry, which is an equity interest in gains realized after the
LPs have recouped their entire invested capital. As the SAR slides, these compensation streams are affected,
and the opportunity for GP rewards changes.

The primary effect is that the GP deploys progressively less of the fund as the SAR falls. We trace four
scenarios (Case A ata 70% SAR, Case B at 50%, Case C at 40%, and Case D at 30%). Of the $50 million
committed, $5 million is reserved against investment-period management fees, leaving about $45 million
as the investable base. At a 70% SAR, the fund puts essentially all of that base to work, so the binding
constraint in Case A is the number of eligible acquisitions and the fee reserve, not the SAR. As the SAR
declines, deployment falls within that base: $45.0 million at a 70% SAR (Case A), $37.0 million at 50%
(Case B), $30.6 million at 40% (Case C), and $24.2 million at 30% (Case D), or 100%, 82%, 68%, and
54% of the investable base, respectively. This impacts MOIC, fee generation, and downstream profit
sharing. Since search capital invested ($1 million per year, representing 20 investments at $50,000 each,
for a total of $5 million) is a fixed cost, it must be spread over the acquisition volume. That fixed cost rises
from 11% of deployed capital in Case A to 14%, 16%, and 21% in Cases B through D. This dilutes MOIC
at each step down the SAR, from 3.55x at a 70% SAR (Case A) to 3.41x at 50% (Case B), 3.30x at 40%
(Case C), and 3.13x at 30% (Case D). As MOIC decreases, the GP receives a smaller profit-sharing pool,
and IRRs slip. IRR steps down with the SAR, from 27.3% ata 70% SAR (Case A) to 25.9% at 50% (Case
B), 24.8% at 40% (Case C), and 23.1% at 30% (Case D), as dead search capital accumulates.
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Figure 13: The impact of a declining SAR on GP and LP economics

Case A Case B Case C Case D

(70% SAR) (50% SAR) A(B-A) A% (B-A) (40% SAR) A(C-A) A% (C-A) (30% SAR) A(D-A) A% (D-A)

Fund-level (Gross)
Acquisitions completed 70 50 (20) (28.6%) 40 (30) (42.9%) 30 (40) (57.1%)
Capital deployed (search+equity) $45,000,000 $37,000,000  ($8,000,000) (17.8%) $30,600,000  ($14,400,000) (32.0%) $24,200,000  ($20,800,000) (46.2%)
Gross exit value $159,804,900 $126,254,700  ($33,550,200) (21.0%) $101,003,760  ($58,801,140) (36.8%) $75,752,820  ($84,052,080) (52.6%)
Gross MOIC 3.55x 3.41x (0.14x) (3.9%) 3.30x (0.25x) (7.1%) 3.13x (0.42x) (11.9%)
Gross IRR 27.3% 25.9% (1.5%) (5.3%) 24.8% (2.6%) (9.4%) 23.1% (4.2%) (15.5%)
LP capital contributed $51,650,400 $43,416,000  ($8,234,400) (15.9%) $36,772,800  ($14,877,600) (28.8%) $30,129,600  ($21,520,800) (41.7%)
LP net profit $86,523,600 $66,270,960  ($20,252,640) (23.4%) $51,384,768  ($35,138,832) (40.6%) $36,498,576  ($50,025,024) (57.8%)
LP net MOIC 2.68x 2.53x (0.15x) (5.6%) 2.40x (0.28x) (10.4%) 2.21x (0.46%) (17.3%)
LP net IRR. 21.6% 19.5% (2.0%) (9.4%) 18.0% (3.6%) (16.6%) 15.8% (5.8%) (26.8%)
Capacity utilization 90.0% 74.0% (16.0%) (17.8%) 61.2% (28.8%) (32.0%) 48.4% (41.6%) (46.2%)
Investment-period fee $5,000,000 $5,000,000 - = $5,000,000 - = $5,000,000 - -
Deployed-capital fec $1,650,400 $1,416,000 (§234,400) (14.2%) $1,172,800 ($477,600) (28.9%) $929,600 ($720,800) (43.7%)
Total management fees $6,650,400 $6,416,000 ($234,400) (3.5%) $6,172,800 ($477,600) (7.2%) $5,929,600 ($720,800) (10.8%)
Carry earned $21,630,900 $16,567,740  ($5,063,160) (23.4%) $12,846,192 ($8,784,708) (40.6%) $0,124,644  ($12,506,256) (57.8%)
Total GP compensation $28,281,300 $22,983,740  ($5,297,560) (18.7%) $19,018,992  ($9,262,308) (32.8%) $15,054,244  ($13,227,056) (46.8%)

Those MOIC and IRR movements flow into the GP’s dollar compensation through two channels,
management fees and carry. Management fees split into two tranches that behave differently as the SAR
moves. The committed-capital tranche is stable: At 2% on the $50 million committed base for five years,
it contributes $5.0 million in every case, Case A through Case D alike, because the commitment does not
shrink when deals fail to close; this tranche functions like a preferred return for the GP. All of the fee
sensitivity therefore runs through the deployed-capital tranche, earned on invested capital after the
investment period, which falls with the SAR: $1.65 million at a 70% SAR (Case A), $1.42 million at 50%
(Case B), $1.17 million at 40% (Case C), and $0.93 million at 30% (Case D). Combined, total
management fees are $6.65 million, $6.42 million, $6.17 million, and $5.93 million across the four cases.

Similarly, carry, which functions more like a call option and does not resemble the preferred return nature
of fees, is affected by two factors. First, fewer dollars are invested as the SAR diminishes. Second, fixed
search capital costs create headwinds, leading to a decline in MOIC. When both factors are considered,
carry erodes across the four cases: $21.63 million at a 70% SAR (Case A), $16.57 million at 50% (Case
B), $12.85 million at 40% (Case C), and $9.12 million at 30% (Case D). Carry is the compensation lever
where the brunt of the GP’s pain lies, since it is far more SAR-sensitive than either fee tranche. Combining
both forms of remuneration (management fees and carry), total GP compensation runs $28.3 million at a
70% SAR (Case A), $23.0 million at 50% (Case B), $19.0 million at 40% (Case C), and $15.1 million at
30% (Case D). Relative to the 70% case, the GP gives up about $5.3 million at a 50% SAR, $9.3 million
at 40%, and $13.2 million at 30%. At every step the pain concentrates in carry: Lost carry accounts for
roughly 95% of each shortfall, with fees making up the small remainder.

The asymmetry between the two compensation streams is the heart of the GP’s story. The fee stream proves
shock-resistant because the larger, first-period tranche is charged on committed capital, which does not
move when the SAR drops: LPs still committed the money, and GPs still get paid on it. Carry, by contrast,
absorbs nearly all of the SAR shock.

A flagging SAR has a real and material impact on the GP’s economics. Keep in mind, we did not alter the
per-deal gross MOIC assumption or any other input across Cases A through D; the only dynamic toggle is
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the SAR: The fund-level MOIC figures shown earlier move solely because dead search capital is spread
across fewer closed deals, yet we see how corrosive that one change can be. A fair question is whether
holding the per-deal return constant is realistic. In a tougher, more competitive market, two forces pull in
opposite directions: More buyers chasing the same deals can bid prices up, lowering returns, while choosier
searchers and investors may close only on stronger businesses, raising returns. We cannot say which force
wins, and it does not change our story, so we keep the return steady and let the SAR do the work.

04 The limited partner investor’s standpoint

LPs serve as capital providers to GPs and share the same gross fund economics. However, LPs pay GPs for
managing their capital, so the compensation fees discussed earlier in the GP section are actually LP expenses
that dilute the fund’s returns and reduce net LP returns. Across all private capital management scenarios, a
gap exists between gross and net returns due to fees. ETA funds are no different, though this chasm widens
if the fundamental assumptions around the SAR deteriorate. We will continue to reference Figure 13 above,
which also illustrates the LP calculations.

LPs face the same obstacles as the GP, including less capital deployed due to the change in the SAR and too
much dead search capital eroding returns. LPs also contend with the conundrum that fixed fees on
committed capital dilute returns. LP net MOIC steps down with the SAR, from 2.68x at a 70% SAR (Case
A) to 2.53x at 50% (Case B), 2.40x at 40% (Case C), and 2.21x at 30% (Case D). Net IRR moves the
same way, 21.6% at 70%, 19.5% at 50%, 18.0% at 40%, and 15.8% at 30%. The additional fees materially
erode LP economics as the SAR falls, and most sharply at a 30% SAR. As mentioned earlier, the very fee
stream that makes the GP shock-resistant is what makes the LP shock-exposed.

It is worth making the structural point explicit. Because the LP provides essentially all of the fund’s capital
while the GP’s management fees are largely fixed, a declining SAR is felt more in the LP’s net return than
in the GP’s fee income. This asymmetry is a feature of the committed-capital fee structure common across
private asset classes rather than anything particular to ETA, but it becomes more consequential as the SAR
falls.

At every case the LP’s net IRR falls at roughly twice the rate of the fund’s gross IRR. The fund’s gross IRR
slips from 27.3% at a 70% SAR to 25.9% at 50%, 24.8% at 40%, and 23.1% at 30%, relative declines of
about 5%, 9%, and 16% from the 70% case. The LP’s net IRR falls further at every step, from 21.6% to
19.5%, 18.0%, and 15.8%, relative declines of roughly 9%, 17%, and 27%, nearly double the gross-IRR
decline at each case. The gross IRR is a fund-level measure, not the GP’s own return. As the carry analysis
above shows, the GP’s total compensation itself falls about 47% from Case A to Case D, so it is the GP’s
fees, not its overall economics, that prove shock-resistant. This largely stems from LPs committing the
entire $50 million fund and paying a 2% management fee on the full amount during the investment period.
However, with a 30% SAR, only about $24 million is actually invested. Because the 2% fee is charged on
the full $50 million commitment regardless of how much is deployed, a lower SAR steadily raises the
effective fee burden on each dollar of capital actually put to work, from a fee load spread across $45 million
deployed in Case A to the same fee spread across only roughly $24 million in Case D. This is the committed-
capital utilization problem we flagged at the outset.

The clearest way to see this utilization problem bite is at the unit level, so we convert the fund into per-unit
economics, shown in Figure 14. A good way to think about this is a GP asking themselves the question,
“What does the math look like on a per-recruited-searcher basis?” We include metrics such as capital
deployed per searcher, capital deployed per dollar of search capital, LP profit per searcher, LP profit per
search dollar, fee load per deployed dollar, and carry per search dollar. Although GPs and LPs ultimately
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focus on MOIC and IRR, these unit economics are the key drivers in the ETA game, and each one worsens
as the SAR declines, since the same fixed costs are distributed over fewer closed deals.

The magnitudes vary by metric. Capital deployed, per searcher and per search dollar alike, falls about 18%
ata 50% SAR, 32% at 40%, and 46% at 30%, relative to the 70% case. LP profit, both per searcher and
per search dollar, drops more steeply, roughly 23%, 41%, and 58% across the same cases. Carry per search
dollar tracks LP profit almost exactly (about 23%, 41%, and 58%), while fees per search dollar, anchored
by the fixed committed-capital tranche, give way far more gently: about 4%, 7%, and 11%.

Figure 14: Unit economics across the SAR cases

Case A Case B Case C CaseD
Metric (70% SAR) (50%SAR) A% (B-A) (40%SAR) A% (C-A) (30%SAR) A% (D-A)
Deployment per dollar
Capital deployed per searcher $450,000 $370,000 (17.8%) $306,000 (32.0%) $242,000 (46.2%)
Capital deployed per $1 search capital $9.00 $7.40 (17.8%) $6.12 (32.0%) $4.84 (46.2%)
Return per dollar
LP net profit per searcher $865,236 $662,710 (23.4%) $513,848 (40.6%) $364,986 (57.8%)
LP net profit per $1 search capital $17.30 $13.25 (23.4%) $10.28 (40.6%) $7.30 (57.8%)
GP comp per dollar
Management fees per $1 search capital $1.33 $1.28 (3.5%) $1.23 (7.2%) $1.19 (10.8%)
Carry per $1 search capital $4.33 $3.31 (23.4%) $2.57 (40.6%) $1.82 (57.8%)

Because cumulative paid-in capital in the tables above exceeds the $50 million commitment, one convention
bears clarification. As an example, in Case A, the $50 million commitment comprises roughly $45 million
deployed into search and the subsequent acquisitions, plus about $5 million reserved for management fees
during the investment period. Actual lifetime fees, however, total approximately $6.65 million (some
$1.65 million above that reserve) because the 1% fee continues to accrue after the investment period ends.
Cumulative LP paid-in capital, therefore, reaches about $51.65 million, modestly above the $50 million
commitment. This reflects the fund’s fee convention rather than a discrepancy: $50 million is the
committed (investable) base, while $51.65 million is the total LP outlay, including all fees. The LP net
MOIC figures above are computed on this $51.65 million paid-in base.

Management fees follow a single convention across every scenario: 2% of committed capital during the five-
year investment period, then 1% of invested capital outstanding thereafter. At acquisition, search capital is
rolled into the acquired platform and treated as invested capital, so the 1% post-investment-period fee
accrues on that rolled-in search capital for as long as any acquired platform remains in the portfolio, and
ceases once the fund is fully realized and all platforms are exited. We apply this treatment uniformly across
all cases so they remain directly comparable. As noted in our assumptions, only the SAR fraction of search
spending rolls into the return-bearing base; the rest is written off.

The implications

A diminishing SAR and its mathematical ramifications have consequences for the ETA ecosystem. As this
information is absorbed into the marketplace, participants will respond accordingly. If any one constituent
(entrepreneur, GP, or LP) taps out of the game, the equilibrium will be challenged, and the system will
teeter unless substitutes emerge. The implications we now discuss include the options open to each party
as they attempt to re-equilibrate. The three constituencies in Figure 15 are each predicted to respond to
this evolving dynamic as follows.
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Figure 15: The constituencies we will explore

@ Entreprenecurs

@ Investors (general partners)

@ Investors (limited partmers)

01 Entrepreneurs

We believe entrepreneurs have the most to consider as the SAR collapses. At the simplest level, what was
once a 70% probability of reaching first base and becoming a CEO is now much lower —somewhere in the
50% to 30% range, depending on whose data you believe. These odds are dramatically different and signal
a stark shift in the overall search economics. A coin-flip-or-worse chance just to get in the arena is a
challenging bet to make when other enticing post-MBA career opportunities await. Furthermore, those
lower odds of becoming a CEO are followed by the normal ETA gauntlet of trying to create value, with
some CEOs destroying all or part of the equity value and not earning any equity compensation. Of course,
there will always be a few winners, and some will be spectacular, but with a new hurdle, the entrepreneur’s
decision-making process will, and should, change.

One response is for entrepreneurs to seek additional cash and equity compensation to restore the NPV to
its historical value proposition. Another is for the searcher to accept that their NPV and expected value
calculations will be dramatically altered and to place higher value on other potential return components,
such as the experience of being a CEO, calendar autonomy, agency, and future optionality.

Entrepreneurs could also respond to a lower SAR and expected value by pursuing traditional non-ETA
post-MBA arcs like consulting or by considering a startup or even franchise entrepreneurship. We did not
model these opportunities in this note, and these avenues have their own NPVs and risks, but as ETA looks
like a riskier proposition, entrepreneurs might look for larger binary outcomes in startups or less risk in
franchise land.

The deeper implication of a falling SAR is a sorting one. A searcher who genuinely faces a higher personal
close rate is not irrational for pursuing ETA; the math works for them, even if the average expected value
calculation is negative below roughly a 50% SAR. ETA increasingly makes sense only for those who credibly
belong in the top tier (or who value non-pecuniary benefits enough to accept a negative expected financial
value). Of course, distinguishing rational self-selection (“I genuinely face better odds”) from mere
overconfidence (“It won’t happen to me”) is an important nuance here.

A fair question to ask at this point is, if the SAR is decreasing and the present-value calculations for searchers
are declining, what explains the continued pursuit of the ETA dream by so many? While we do not have all
the answers, one possible explanation is that the talent market has not yet fully incorporated new data and
insights. The SAR is a lagging indicator and will take time to reflect these market changes. Initial reactions
may treat this as a temporary fluctuation rather than a new normal, a view that could prove correct, but if
it does not, the repricing described here is not a fluctuation to wait out but a structural shift to plan around.

02 Investors (general partners)

General partner investors are capital stewards, and when LPs invest in their funds, they have a mandate to
deploy that capital into ETA assets. As discussed above, when the SAR attenuates, deploying capital
becomes more challenging. One way to address this is for GPs to invest in more search projects, increasing
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the chances of investing in acquired companies and ensuring the fund’s capital is put to work. While this
does not solve the fundamental SAR issue, it targets the symptom —less money being invested. Let’s explore
this scenario and see how GPs’ strategy shifts, leading them to buy more front-end search tickets.

Let’s assume that a GP increases their annual search investments from the 20 used in Cases A through D to
40 in three new examples, Cases E through G. This doubles the search capital from $5 million (20 per year
x $50,000 x 5 years) to $10 million (40 per year x $50,000 x 5 years). All other factors stay the same:
The gross MOIC remains at 3.5x, and each new case runs at the same SAR as its single-budget counterpart:
Case E at 50% (matching Case B), Case F at 40% (Case C), and Case G at 30% (Case D). Figure 16
displays the results of this change, while Exhibit 3 provides a detailed buildup.

Figure 16: Cases E, F, and G GP and LP economics

Case B Case B Case C Case F CaseD Case G

(50%) (50% 2x) A(E-B) A% (E-B) (40%) (40% 2x) A(F-C) A%(F-C) (30%) (30% 2x) A(G-D) A%(G-D)
Fund-level (Gross)
Acquisitions complered 50 100 50 100.0% 40 80 40 100.0% 30 60 30 100.0%
Capital deployed (scarch+cquity) $37,000,000  $45,000,000  $8,000,000 21.6%|  $30,600,000  $45,000,000  $14,400,000  47.1%| $24,200,000 $45,000,000 $20,800,000  86.0%
Gross exit value $126,254,700  $150,093,000 $23,838,300 18.9%| $101,003,760 $144,795,600  $43,791,840  43.4%| $75752,820  $§139,498200 563,745,380  84.1%
Gross MOIC 3.41x 3.34x (0.08x) (2.3%) 3.30x 3.22x 0.08x)  (2.5%) 3.13x 3.10x (0.03x)  (1.0%)
Gross IRR 25.9% 25.7% (0.1%) (0.6%) 24.8% 24.5% (0.3%)  (1.2%) 23.1% 23.0% 0.1%)  (0.6%)
LP capital contributed $43,416,000  $51,306,286  $7,890,286 18.2%|  $36,772,800  $51,460,057  $14,687,257  39.9%| $30,129,600 $51,669,771 $21,540,171  71.5%
LP net profit $66,270,060  $79,0290,371 $12,758,411 19.3%|  $51,384,768  $74,668,434  $23,283,666  45.3%| $36498576  $70,262,743 $33,764,167  92.5%
LP net MOIC 2.53x 2.54x 0.01x 0.6% 2.40x 2.45x 0.05x 2.2% 2.21x 2.36x 0.15x 6.7%
LP net IRR 19.5% 20.0% 0.5% 2.5% 18.0% 19.1% 1.1% 6.2% 15.8% 17.8% 2.0% 12.7%
GP-level (Compensation)

Capacity utilization 74.0% 90.0% 16.0% 21.6% 61.2% 90.0% 28.8% 47.1% 48.4% 90.0% 41.6% 86.0%
Investment-period fee $5,000,000 $5,000,000 - - $5,000,000  $5,000,000 - - $5,000,000 $5,000,000 - -
Deployed-capital fee $1,416,000 $1,306,286  ($109,714) (7.7%) $1,172,800  $1,460,057 $287,257  24.5% $929,600 $1,669,771 $740,171  79.6%

Total management fees $6,416,000 $6,306,286  ($109,714) (1.7%) $6,172,800  $6,460,057 $287257  4.7% | $5,929,600 $6,669,771 $740,171  12.5%

Carry earned $16,567,740  $19,757,343  $3,189,603 193% | $12,846,192  $18,667,109 $5,820917  45.3% $0,124,644  $17,565,686  $8,441,042  92.5%

Total GP compensation $22,983,740  $26,063,629  $3,079,889 134% | $19,018,992  $25,127,166 $6,108,174 32.1% | $15,054,244  $24,235457 $9,181,213  61.0%

At the fund level, gross MOIC and IRR barely move—about 3.34x and 25.7% at a 50% SAR (Case E),
3.22x and 24.5% at 40% (Case F), and 3.10x and 23.0% at 30% (Case G) —since the extra search capital
is only a modest drag once a full portfolio is acquired. What changes is deployment. Doubling search tickets
puts the full $45 million base to work even at lower SARs, lifting the GP’s dollar carry and fees. Because
deployment is restored in every case, the doubled-ticket cases earn roughly $17.6 to $19.8 million of carry
and $24.2 to $26.1 million of total GP compensation across Cases E, F, and G. The gain from doubling is
largest where the single-budget shortfall was deepest. Total compensation rises only modestly at a 50%
SAR, from $23.0 million (Case B) to $26.1 million (Case E); more at 40%, from $19.0 million (Case C)
to $25.1 million (Case F); and most at 30%, from $15.1 million (Case D) to $24.2 million (Case G), a
61% jump. This is positive news and favors the GP.

One nuance in these fee figures is worth flagging, since Figure 16 might otherwise look inconsistent. Both
budgets are bounded by the same deployable base (about $45 million after the fee reserve, of which roughly
$5 million funds searches), and each acquisition is held for the same period before exit, so per-deal timing
is unchanged; what differs is deployment speed. A single search budget (Case B) closes roughly 10
acquisitions per year and takes about five years to fill the cap, whereas Case E’s doubled budget closes about
20 per year and fills the same cap in roughly three years, so its last equity dollar goes in, and comes back,
about two years sooner, clustering exits in years 8 to 10 rather than spreading them across years 8 to 12.
Because the deployed-capital fee accrues at 1% per year on invested basis outstanding after the five-year
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investment period, that compressed window means the fee runs over roughly four years instead of six,
making Case E’s fee ($1.31 million) marginally lower than Case B’s ($1.42 million) despite the larger
deployment, even as the same faster turnaround of capital lifts Case E’s carried interest.

Doubling search tickets modestly improves per-dollar LP net MOIC at every acquisition rate (about +0.6%
ata 50% SAR, +2.2% at 40%, and +6.7% at 30%), so the benefit is largest precisely when acquisition rates
are lowest. But it is not a remedy; every doubled scenario stays well below the 70% base case, about 5%
lower at a 50% SAR (Case E), 9% at 40% (Case F), and 12% at 30% (Case G). Increasing search spend
partially offsets, but cannot reverse, the decline caused by falling acquisition rates. The LP is better off, but
immaterially, and still well below the good old days. There is also a collective cost. The GP is now mentoring
and coaching twice as many searchers and CEOs and may be challenged to deliver on the value proposition,
and twice as many searchers competing for deals may put even more pressure on the SAR, so by easing an
individual fund’s problem, doubling can aggravate the ecosystem’s issue. Doubling also presumes that the
GP can recruit twice as many capable searchers, yet the entrepreneur analysis above points in the opposite
direction. As expected value turns negative below a 50% SAR, the strongest candidates might be the likeliest
to walk. A GP that scales its search program at a low SAR may be filling the extra slots with weaker talent,
feeding back into the decline of the very close rate it is trying to defend.

Let’s not assume everything is perfectly stable yet. We have already seen the doubled cases trail Case A on
LP net MOIC; Figure 17 widens that benchmark to every metric. Even after doubling tickets, the responses
fall short of Case A at every SAR. Gross MOIC is lower by about 6% at a 50% SAR (Case E), 9% at 40%
(Case F), and 13% at 30% (Case G), and gross IRR remains lower by roughly 6% at a 50% SAR (Case E),
10% at 40% (Case F), and 16% at 30% (Case G). GP carry is down about 9% at a 50% SAR (Case E),
14% at 40% (Case F), and 19% at 30% (Case G). Management fees have rebounded, since they are a
function of capital deployed. LPs’ net IRR remains lower by roughly 7% (Case E), 11% (Case F), and 18%
(Case G). Doubling tickets is a partial remedy (it restores deployment), but it does not fully return any case
to Case A.

One line in this Case A comparison runs the other way and, like the Figure 16 fee nuance above, is a timing
artifact rather than a sign of strength. Because both cases deploy up to the same roughly $45 million
deployable base, their peak invested bases are essentially identical, so the deployed-capital fee again turns
on how long that basis lingers after the investment period. Case G’s doubled search budget keeps a
fractionally higher basis in the final tail years, so its 1% post-period fee accrues on marginally more basis
late in the fund’s life, producing a trivial roughly $19,000 fee edge over Case A ($1.67 million versus
$1.65 million). That sliver should not be mistaken for outperformance: Case G’s carry runs about $4.07
million lower and its total GP compensation about $4.05 million below Case A, as the 30% acquisition rate
sharply curtails realized profit.
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Figure 17: Comparing Cases A and E, F, and G GP and LP economics

Case A Case E 7 Case G

(70%) (50% 2x) A(E-A) A% (E-A) A(F-A)  A%(F-A) (30% 2x) A(G-A)  A%(G-A)
Acquisitions completed 70 100 30 42.9% 80 10 14.3% 60 e10)] (14.3%)
Capital deployed (search+equity) $45,000,000 $45,000,000 - - $45,000,000 - - $45,000,000 - -
Gross exit value $159,804,900| $150,093,000  ($9,711,900) (6.1%) | $144,795,600 ($15,009,300) (9.4%)| $139,498,200 ($20,306,700) (12.7%)
Gross MOIC 3.55x 3.34x (0.22x) (6.1%) 3.22x (0.33x) (9.4%) 3.10x (0.45x) (12.7%)
Gross IRR 27.3% 25.7% (1.6%) (5.8%) 24.5% (2.9%) (10.5%) 23.0% (4.4%) (16.0%)
LP capital contributed $51,650,400|  $51,306,286 ($344,114) (0.7%)|  $51,460,057  ($190,343) 0.4%)|  $51,669,771 $19,371 0.0%
LP net profit $86,523,600|  $79,029371  (§7,494,229) (8.7%)| $74,668,434 ($11,855,166)  (13.7%)|  $70,262,743 ($16,260,857)  (18.8%)
LP net MOIC 2.68x 2.54x (0.13x) (5.0%) 2.45x (0.22%) (8.4%) 2.36x 0.32%) (11.8%)
LP net IRR 21.6% 20.0% (1.5%) (7.1%) 19.1% (2.5%) (11.4%) 17.8% (3.8%) (17.5%)
GP-level (Compensation)

Capacity utilization 90.0% 90.0% - - 90.0% - = 90.0% = =
Investment-period fee $5,000,000 $5,000,000 = = $5,000,000 = = $5,000,000 = =
Deployed-capital fee $1,650,400 $1,306,286 ($344,114)  (20.9%) $1,460,057 ($190,343) (11.5%) $1,669,771 $19,371 1.2%

Total management fees $6,650,400 $6,306,286 ($344,114) (5.2%) $6,460,057 ($190,343) (2.9%) $6,669,771 $19,371 0.3%

Carry earned $21,630,900 | $19,757,343  ($1,873,557) (8.7%) | $18,667,109 ($2,963,791)  (13.7%) | $17,565,686  ($4,065214)  (18.8%)

Total GP compensation $28,281,300 | $26,063,629  ($2,217,671) (7.8%) | $25,127,166  ($3,154,134)  (11.2%) | $24,235457  ($4,045,843)  (14.3%)

We can further analyze the unit economics of the doubled-ticket responses (Cases E, F, and G) against Case
A (Figure 18). Capital deployed per searcher and per search dollar is 50.0% lower than Case A in all three,
since each puts the same doubled budget to work. Carry and LP net profit per dollar of search capital are
also worse than Case A throughout, each down by roughly 54% ata 50% SAR (Case E), 57% at 40% (Case
F), and 59% at 30% (Case G). Management fees per search dollar hold up better and, unlike the other
metrics, ease slightly as the SAR falls (down 52.6% in Case E, 51.4% in Case F, and 49.9% in Case G)
because the lower-SAR cases deploy a touch more capital and so earn marginally more fee per search dollar.

Figure 18: Cases A, E, F, and G unit economics

Case E Case F Case G
Metric (50% 2x) A% (E-A) (40% 2x) A% (F-A) (30% 2x) A% (G-A)

Deployment per dollar
Capital deployed per searcher $450,000 $225,000 (50.0%) $225,000 (50.0%) $225,000 (50.0%)
Capital deployed per $1 search capital $9.00 $4.50 (50.0%) $4.50 (50.0%) $4.50

Return per dollar
LP net profit per searcher $865,236 $395,147
$17.30 $7.90

$373,342 (56.9%) $351,314 (59.4%)
$7.47 (56.9%) $7.03 (59.4%)

LP net profit per $1 search capital

GP comp per dollar
Management fees per $1 search capital $1.33 $0.63 (52.6%) $0.65 (51.4%) $0.67 (49.9%)
Carry per $1 search capital $4.33 $1.98 (54.3%) $1.87 (56.9%) $1.76 (59.4%)

In Figure 19, we analyze the aggregate fee implications for the GP across all cases we have discussed. Case
A was the halcyon era when GPs earned the most total compensation. That declines through cases B, C, and
D, but rebounds in cases E, F, and G. However, the 2x response cases never return GPs to case A.
Furthermore, across the various cases, we can observe the mix of fee and carry compensation percentages.
Fee percentages increase as the SAR regresses. In the 2x response cases, since capital gets fully deployed,
the fee percentages compress into a much tighter band, roughly 24% to 28%.
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Figure 19: GP compensation mix (fees versus carry by SAR)

GP metric Case A (70%) Case B (50%) Case C (40%) Case D (30%) Case E (50% 2x) Case F (40% 2x)
Management fees $6,650,400 $6,416,000 $6,172,800 $5,929,600 $6,306,286 $6,460,057
Carry $21,630,900 $16,567,740 $12,846,192 $9,124,644 $19,757,343 $18,667,109
Total GP compensation $28,281,300 $22,983,740 $19,018,992 $15,054,244 $26,063,629 $25,127,166
Fees % of GP take 23.5% 27.9% 32.5% 39.4% 24.2% 25.7%
Carry % of GP take 76.5% 72.1% 67.5% 60.6% 75.8% 74.3%

GPs can pursue other approaches to address the SAR riddle. For example, they can invest more capital per
transaction rather than pursue more transactions. These solutions are cousins, but the former carries some
concentration risk. GPs can also raise smaller funds to avoid the challenge of deploying all the money, or
they can loosen the ETA thesis and become a nano-cap private equity firm investing in proprietary-sourced
deals or in fundless sponsors (mandate creep). They can also make changes on the talent front. If potential
entrepreneurs begin to eschew the ETA opportunity due to new realities, investors could respond by
recruiting less-qualified talent to fill the gap, allocating less capital to the asset class to find a new balance,
or addressing the novel mathematical challenge by offering higher salaries and more equity to talent to align
present value deficiencies and overcome the steep new odds.

Before we move to LPs, let’s consider the outcomes of double-search budget for entrepreneurs. The GP
initiates it, but the strategy affects the entrepreneur segment too. For entrepreneurs as a class, the story is
one of greater access rather than better odds. Funding 40 searchers a year instead of 20 puts twice as many
people in the arena, and because the SAR is unchanged, it produces about twice as many CEOs at every
SAR level, so more individuals reach the seat and capture equity compensation. But the doubling does
nothing positive for the odds any single searcher faces, and the expected value of the attempt remains
negative below roughly a 50% SAR. Worse, filling twice as many slots, and maybe actively recruiting
newbies to do so, means reaching further down the candidate-quality distribution, so the expansion tends
to draw in precisely the marginal candidate for whom the bet is worst. The net effect is harmful on balance;
the remedy that refills the fund does so by enlarging the pool of entrants who face poor odds, and because
the added entrants are weaker than the original cohort, the pool’s average expected value declines even as
no incumbent searcher’s odds improve.

03 Investors (limited partners)

As LPs absorb the implications of a repriced SAR, they will need to assess whether ETA returns provide
sufficient compensation for the asset class. ETA returns are often cited as 35%, as shown in the 2024
Stanford Graduate School of Business Search Fund Study, '° but our model’s Case A produces a gross IRR
of 27.3% (a 3.55x gross MOIC). The gap to that 35% is one of modeling rather than contradiction. We
deliberately assume a conservative 3.5x expected MOIC (Figure 8) rather than the richer realized outcomes
underlying the headline figure. And the cited 35% is in any case a gross number, before LP fees and carry,
so an LP keeps less than that. On both counts, net LP returns are structurally lower. The main concern is
when the risk profile becomes unacceptable for LPs. For instance, a Case A net IRR of 21.6% looks quite
attractive, and even Case B (50% SAR) holds up at 19.5%. But the appeal fades as the SAR falls further,
to 18.0% in Case C (40%) and 15.8% in Case D (30%). For LPs, ETA IRRs need to compare favorably
with other asset classes on a risk-adjusted basis. The figures above come from applying a single average deal
multiple (the 3.5x MOIC) to every deal at a fixed SAR. They show how the typical return shifts as the SAR
falls, but they do not indicate the range of outcomes around it. A proper risk-adjusted comparison would
also weigh ETA’s wider outcome variance against more liquid alternatives.
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With all this in mind, what is an LP to do? First, we will address structural and fee-centric issues. If they
hold enough influence, LPs can negotiate fees and structures directly with GPs. Carry seems well aligned,
as GP carry fluctuates with LP economics. Management fees are less aligned, since across Cases A through
D they fall only about 11% while carry drops roughly 58% —the fee stream barely moves as the SAR
declines. Specifically, LPs can require management fees to be based on deployed capital at all times, just as
fees are currently based on committed capital during the investment period. This addresses the capital
utilization issue, but it can also encourage GPs to push money out just to generate fees.

Additionally, LPs can demand a higher preferred return, which we did not include for simplicity; higher
preferred returns would give LPs all cash flows and rewards until a minimum return is achieved, after which
the GP’s carry would begin. LPs can also ask for increased GP participation in the fund. If fees shield the
GP while LPs bear more variance, LPs should require more GP skin in the game to realign incentives as risk
shifts toward them.

Furthermore, LPs can advocate for appropriately sized funds to reduce friction in capital utilization. A
creative strategy splits LP capital into two parts, one in the traditional fund and another in a sidecar co-
investment vehicle that is only called when deals close, with lower fees and carry.

LPs concerned that a GP will respond to a low SAR by doubling search (which also grows its fee base) can
also cap management fees at the original, un-doubled commitment level, so that expanding the search
program does not by itself expand GP fees. Relatedly, they can ask that any incremental search capital be
pre-committed as a defined tranche with its own terms, making the decision to double a planned, governed
step rather than a discretionary expansion.

LPs also have strategic responses beyond fees and structure. Some LPs can bypass the GP to become
proprietary investors, removing GP friction and associated value-added services. This change shifts LP
economics to resemble GP economics. Additionally, LPs can focus on manager selection, prioritizing top-
tier talent capable of winning deals and avoiding SAR collapse. They can seek managers who have
demonstrated the ability to attract talent with a high SAR. Moreover, they can follow the talent into the
ETA-adjacent long-term-hold structure and jettison the traditional search construct. Alternatively, LPs may
withdraw from the asset class altogether as the fundamental structural dynamics and risk-sharing between
GPs and LPs evolve.

Taken together, these responses explain why the damage from a falling SAR is systemic rather than
confined to any one fund. Each constituency’s rational, self-interested move tends to worsen the collective
position: Entrepreneurs leave, thinning the talent pool; GPs that respond by doubling search push more
searchers into competition for the same scarce closable deals, pressing the SAR down further; and LPs,
watching net returns compress, reprice or pull capital from the asset class. The individually sensible
response is collectively self-defeating —a coordination problem the market cannot easily solve on its own. It
is worth stressing that none of this reflects bad behavior. A GP that doubles its search investments is making
a defensible use of committed capital (and executing on its mandate), not merely chasing fees, just as
entrepreneurs and LPs are responding sensibly to their own incentives. The difficulty is structural, not a
failure of conduct by any party. Whether the ecosystem re-equilibrates at a smaller, more selective scale or
genuinely contracts turns on whether substitutes (long-term-hold vehicles, richer entrepreneur
compensation, fresh LP capital) emerge fast enough to replace the talent and capital that a repriced SAR
drives away.

It is fair to ask whether this issue will correct itself. If searching stops paying, it is possible that fewer people
will try it, competition will ease, and the SAR will recover. However, we doubt it. Fewer search funds would
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not mean less competition for deals, because private equity firms, strategic acquirers, independent sponsors,
and self-funded buyers are all chasing the same small companies, keeping the pressure on. Searchers are
also slow to quit (much of the appeal is running a company, in addition to the economic return), and GPs,
with compelling economic incentives, tend to fund more searches, not fewer. Moreover, the structural
causes, such as better-informed sellers and pricier capital, do not reverse because fewer people search. The
market may soften the decline, but it will not undo it.

Before we wrap up, we are going to exercise our professorial right to assign homework. Calculating NPVs
for the entrepreneur, GPs, and LPs will help readers understand what financially motivates each group to
participate. We have run the entrepreneur’s case; we leave the other two to you. Using the cash flows in
Exhibits 2, 3, and 4, adjust for taxes, apply discount rates appropriate to each party’s timing and risk, and
compare the resulting NPV against the alternative each faces by staying out of the ETA jungle. The
assumptions are yours to estimate. For the ETA ecosystem to persist in homeostasis, every party must clear
a positive NPV. ETA has been a wonderful model for hundreds of entrepreneurs and investors, but as the
SAR resets, all three constituents will need to adjust to keep it compelling and fair for everyone.

Conclusion

This note followed a trio of themes. First, the why: Several forces may be pressing the SAR down, including
more buyers, better-informed sellers, a less favorable market structure (harder acquisition capital), and
shifting talent. Second, the math: A lower SAR can flip the entrepreneur’s expected value from advantage
to disadvantage and erode GP and LP economics, even when nothing else changes. Third, the implications:
Each constituency will adapt differently, but all must reckon with the new arithmetic. Regardless of the
exact magnitude of the decline, the trend has real consequences for entrepreneurs, GPs, and LPs.

The evidence points consistently in one direction: As Appendix 1 documents, the cumulative SAR has fallen
from 71% to 58% over the past two decades, the recent incremental flow rate has dropped to about 40%,
and the three active investors we surveyed report their newest cohorts (2022 at 41%, 2023 at 43%),
running nearly thirty points below the historical 70% norm. All three groups (entrepreneurs, GPs, and
LPs) feel the pernicious effects, and they compound as the rate slides from our Case A (70%) through Cases
B, C, and D (50%, 40%, and 30%). GPs feel the impact, but their fixed management fees serve as a buffer;
LPs, lacking such a cushion, are hit harder —at each step down the SAR their net IRR gives way nearly twice
as fast as the fund’s gross IRR. For entrepreneurs, the decline is large enough to flip the decision: The ETA
advantage over the non-ETA path narrows case by case, turning neutral around a 50% SAR and going
negative below it. As the SAR drops, each group will inevitably consider different strategies to adapt to this
new situation. These strategies will likely focus on capturing value and shifting risk among all three parties
in the drama.

We believe the SAR is under pressure for several reasons, some of which indicate that ETA is a maturing
asset class. This shift suggests it is moving away from being a niche or cottage asset class and is attracting
new entrants seeking returns. Regardless of the catalysts behind the flagging SAR, the new calculations
have significant implications for the asset class. The open question is not whether the SAR has reset, but
whether the three parties can together solve a coordination problem the market will not solve for them:
ETA’s next decade turns on whether entrepreneurs, GPs, and LPs re-equilibrate to a scale and economics
that work for everybody.
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Whether you are an entrepreneur, GP, or LP, we believe ETA is a terrific place to build a company, advance
your career, and invest capital. We are optimistic and encourage our students to consider ETA. However,
the implications of a new SAR are significant and should not be overlooked. We advise entrepreneurs, GPs,
and LPs to enter the arena with eyes wide open, fully understanding the math and probabilities involved,
and then fully commit, embrace the experience, and, for entrepreneurs and GPs, build an exceptional

company. We wish you great fortune, a high personal SAR, and good luck in your expedition! We are
rooting for you every step of the way.
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Appendix 1: Supplemental information on the current and historic SAR

While this note does not mainly focus on a precise current or historical SAR discussion, we have relevant
data and analyses to share. We will outline two work streams: The first examines recent SAR trends, and
the second decomposes data from publicly available Stanford Search Fund studies.

Recent SAR trends

Three active investors have provided recent SAR data. Although this is a small, non-representative sample,
it serves as a directional proxy and should be read as suggestive rather than definitive. We are particularly
focused on the 2022, 2023, and 2024 cohorts, which best reflect current market conditions. The data set
includes 413 unique investments and 348 observable search funds, after eliminating duplicate observations
across investors. The longitudinal SAR is shown in Figure 20. On a de-duplicated basis, the aggregate SAR
ran in the high-50s to mid-60s for the 2019-2021 cohorts (59%, 65%, and 63%) before stepping down
to 41% in 2022 and 43% in 2023 —the recent cohorts sit nearly thirty points below the historical 70%
norm.

Figure 20: SAR data provided by three active investors

Investor 1 8 4 - 12 67% 5 6 - 11 45% 6 5 - 11 55% 3 8 - 11 27% 4 6 2 12 33%
Investor 2 7 6 - 13 54% 9 D - 12 75% 4 1 - 5 80% 2 2 2 6 33% 6 10 2 18 33%
Investor 3 8 7 - 15 53% 15 4 - 19 79% 14 6 - 20 70% 8 10 - 18 44% 10 9 1 20 50%
‘Composite 16 11 = 27 59%' 20 11 = 31 65%' 19 11 = 30 63%| 12 16 1 29 4l%| 17 19 4 40 43%

In Figure 21, we present the same data on a 100% stacked basis, splitting each launch cohort into shares
of successful, failed, and still-searching outcomes. This view highlights one caveat: While our survivor
modeling suggests that the odds of acquiring decline steeply as search funds advance past month 24, there
is certainly precedent for entrepreneurs acquiring companies well into their third, and even fourth, year of
searching. Accordingly, we cannot rule out the possibility that one or more of these long-dated search funds
may acquire, resulting in a modest lift in the ultimate SAR for the corresponding cohort.

Figure 21: Historical cohort analysis (100% stacked)
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In Figure 22, we display data contribution by investor. Investor 1 provided all observations through 2017;
thereafter, Investors 1, 2, and 3 contributed in balanced proportions. This matters for credibility: Because
no single investor dominates the post-2017 data, the decline we observe in the recent cohorts reflects a
broad market pattern rather than one firm’s idiosyncratic deal flow. The pre-2017 figures, drawn entirely
from Investor 1, warrant more caution and are best read as one participant’s experience.
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Figure 22: Data contribution by investor over time
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Finally, we will share a predictive SAR based on patterns from the 2024 cohort to date (Figure 23).
Notably, not all members of the 2024 cohort have concluded their search. Of the 45 search funds in our
study that launched in 2024, 25 have not given up hope. When we apply our best-fitting model for
probability of an acquisition by age, we predict the terminal SAR of this cohort to be 28.9%. Our model
predicts with 95% confidence that the remaining 25 search funds from 2024 will produce O to 9
incremental acquisitions, putting our 95% confidence interval SAR estimate for this cohort at 20% to 40%.
Given the small cohort (45 funds, 25 of them still searching) drawn from a three-investor sample, the one-
decimal point estimate carries more apparent precision than the data can bear; the wide 20% to 40%
interval is the more honest summary. As Figure 23 shows, the 2024 bar combines the acquisitions closed
to date with the modeled increment for those still expected. It is too early to tell how the 2025 cohort is
faring. This forecast is the empirical anchor for the downside case used throughout this note: The 30%
SAR we model is not a pessimistic assumption but essentially where the most recent cohort is tracking
(28.9%).

Figure 23: Historical SAR and predictive SAR for the 2024 cohort
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Decomposing the Stanford Search Fund data

Our friends and colleagues at Stanford Graduate School of Business excel at providing the ETA community
with insightful, actionable, and highly useful data through their biennial Search Fund Study Selected
Observations reports. We value their contributions, and everyone in ETA land stands on their shoulders.

27 THE PERNICIOUS EFFECTS OF FALLING ACQUISITION RATES IN THE ETA ECOSYSTEM



Yale scHOOL OF MANAGEMENT

Before the numbers, a word on our methodology. Ideally, we could take each year’s class of searchers and
follow it to see what share eventually bought a company, a clean cohort view. At the time we prepared this
analysis, Stanford did not publish the data that way, so we could not (more on that below, including how
the 2026 study, released after this note was drafted, has since changed that).

Instead, we lean on three rougher measures, each flawed in its own way but all pointing in the same
direction (the cumulative SAR, the period-by-period flow SAR, and a before-and-after-2014 comparison).
The cumulative rate is propped up by decades-old wins, so it hides how much things have slipped lately.
The flow rate can overshoot the decline when a wave of new searchers hits. The 2014 split smooths over
both. No single metric settles it; together they tell the same story.

To better understand the dynamics surrounding the historical SAR, we reviewed all publicly available
Stanford Search Fund Study reports we could find. These included reports from 2001,'" 2003,'> 2005,
2007,'*2009,'52013,'°2016,'72018,'# 2020, '° 2022,%° 2024->! and 2026.%* There is a 2011 > report
that is only accessible with Stanford credentials, but a friend kindly shared it, so the data is included. We
should note that in 2011, Stanford began to exclude non-U.S. and Canadian searchers from its dataset.
The 2001 and 2003 reports do not clearly break down data in a way that allows confident calculation of a
SAR, so we excluded those reports from our analysis. In Figure 24, we display the aggregated data for the
remaining studies.

Figure 24: The cumulative SAR based on Stanford study data

Stanford study

report year Cumularive funds raised Still searching Deviated Acquired (Y) Resolved (X =Y + Q)

2005 71 12 0 42 17 59 71%
2007 95 22 3 53 17 70 76%
2009 129 41 0 69 19 88 78%
2011 150 26 3 90 31 121 74%
2013 177 32 11 929 35 134 74%
2016 258 75 8 128 47 175 73%
2018 325 86 6 160 73 233 69%
2020 401 90 6 204 101 305 67%
2022 526 107 7 270 142 412 66%
2024 681 150 7 328 196 524 63%
2026 862 197 9 382 274 656 58%

The data for 2005 and 2007 are not explicitly listed in their reports; we derived the figures from the
available information. For all other years, we used the data directly from each Stanford study. The
calculations above are cumulative, which provides valuable insight, but the earliest cohorts can obscure
trends in the more recent ones. Investors and entrepreneurs are less interested in what happened in 2005
and are more focused on where the SAR is heading by 2030. The last column, which reports the camulative
SAR, traces a clear arc. It climbs from 71% in 2005 to a peak of 78% in 2009, then erodes steadily to 58%
by 2026, a roughly 20-point fall from the peak.

Because this is a running total, each period’s figure moves only modestly from the last, so once the decline
begins it falls in nearly every period, with just one flat stretch (74% across 2011 and 2013) and no year
that meaningfully reverses the downward path. Figure 25 plots this as a line graph, a rise into the 2009
peak followed by a long, near-straight-line descent. Sharper cyclical variation appears only once we shift to
the period-by-period flow rate below, where each window stands on its own.
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Figure 25: Cumulative SAR over time
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To be clear, all of the following analyses are our calculations based on the Stanford-provided data. The
incremental SAR over time is revealing (see Figure 26). This metric tracks SAR per period, rather than in
total. Itis a flow rate analysis rather than a cohort analysis. At the time of our analysis, Stanford’s published
data did not include all the information needed for a true cohort decomposition. Based on what was then
available, this was the best analysis we could perform, and it remains useful for directional insights. Notice
how the incremental SAR drops rapidly and, in recent years, has fallen below the cumulative SAR. One
window requires a caveat: The 2005 to 2007 incremental rate computes to 100%, but only because the
cumulative quit count is identical across those two studies, a zero in the denominator’s quit term, not a
genuine run of acquisitions without a single failure. We treat it as a measurement artifact and exclude it
from period averages; leaving it in would inflate the early-period incremental rate.

Figure 26: Flow rate SAR based on Stanford data

A Resolved

A Total funds raised A Still searching A Acquired A Quit (& Acquired + A Quit) Flow rate SAR
2005 » 2007 24 10 11 0 11 100%
2007 > 2009 34 19 16 2 18 89%
2009 » 2011 21 (15) 21 12 33 64%
2011 » 2013 27 6 9 4 13 69%
2013 » 2016 81 43 29 12 41 71%
2016 » 2018 67 11 32 26 58 55%
2018 » 2020 76 4 44 28 72 61%
2020 » 2022 125 17 66 41 107 62%
2022 » 2024 155 43 58 54 112 52%
2024 » 2026 181 47 54 78 132 41%

The incremental SAR offers useful insights but has limitations. The flow rate guards against
underestimating the cumulative decline. It measures searches that resolve within two years, but quitting
happens faster than purchasing. Searchers tend to give up in 18 to 24 months, while buyers often take
longer, sometimes years. When a big wave of new searchers appears, the quitters in that group show up
tirst, and the buyers have not yet closed. This makes the window look worse than the final outcome. The
understatement is bounded, though: Among searchers still unresolved after two years, most ultimately quit
rather than buy late, while a smaller number close as late acquisitions that fall outside the window. On
balance, the timing lag still depresses recent figures, so interpret the 41% as a floor rather than the final
number. Figure 27 shows the incremental flow-rate SAR in graphical form.
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Figure 27: Flow rate SAR over time
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The true recent trailing rate sits between roughly 41% and 58%. The incremental 41% understates it,
because late acquisitions have yet to materialize; the cumulative 58% overstates it, because old successful
vintages prop the average up. At the time of writing, the exact figure could not be pinned down without
vintage-level data Stanford had not yet published; the 2026 study has since provided a direct cohort
measure, discussed below.

What is not in doubt is the direction. Every measurement method, each with its own biases, points the same
way: The cumulative rate has fallen from its 78% peak in 2009 to 58%, and the recent incremental flow
rate is lower still, though the latter is dragged down by the large 2022-2024 cohort, whose acquisitions
are still pending.

After this note was drafted, the 2026 Stanford Search Fund Study, released on June 30, 2026, published
cohort-level acquisition rates by year of fund launch for the first time, the very analysis we had to
approximate. Its direct measure puts the overall concluded rate at 58% and the 2021-2024 launch cohort
at 48%, both inside the 41% to 58% band our three proxies had derived. Stanford also notes that recent
cohorts remain only partially resolved, with the 2023-2024 cohort just 42% concluded, the same timing
lag we argue depresses the flow rate.>* The convergence corroborates our work. Stanford’s new cohort data
confirms the secular decline our proxies identified rather than revising it.

A note on timing. Stanford’s 2026 study corroborates the fall we identified while almost certainly
understating how far it has since gone. Due to temporal dynamics, the 2023-2024 cohort analysis in the
2026 Stanford report likely over-represents winners who have successfully closed deals to date and under-
represents the unlucky who will not close deals (quits). Since only 42% of the cohort is resolved, there is
likely a disproportionate number of quits within that segment. Accordingly, the fully reconciled 2023-
2024 cohort is highly likely to drift down from the report’s to-date 49% SAR.?® That said, some long-
dated searches still convert to acquisitions well past month 24, so this expected decline is likely tempered,
though not reversed, by late conversions in the unresolved segment. Time will tell the story.

The SAR is under pressure and clearly shows a negative secular trend. In Figure 28, we see how the
cumulative and incremental SAR relate to the growing ETA ecosystem. The explanation is straightforward:
The two move together. A strong negative correlation exists between the SAR and cumulative search funds,
and a moderate negative correlation exists between the SAR and new search funds. We do not claim that
ecosystem growth causes the decline, only that the two move together, consistently and strongly. One
caution is worth adding: Over these years, the SAR fell while the ecosystem grew, so a strong negative
correlation was almost guaranteed. Any two numbers trending against each other will correlate, whether or
not one actually drives the other. That is clearest in the —0.93, which pairs two ever-climbing running totals
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and so is nearly guaranteed to track. The —0.73 uses year-by-year figures that jump around more, so it is
mildly less extreme, but it still sets a falling SAR against rising launches and carries the same caveat; we
read both as co-movement, not as proof of a link.

Figure 28: SAR versus cumulative funds raised (r = -0.93) and flow rate SAR versus net new fund
launches (r = -0.73)
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We will conclude our discussion with a brief examination of temporal trends. Stanford highlights 2014 as
a pivotal year, marked by a significant decline in SAR, a view we share. Figure 29 presents key statistics
showing trends before and after 2014. Post-2014, SAR declined notably, with camulative data falling from
75% to 66% (a 9-point decrease) and incremental data from 74% to 57% (a 17-point decrease).
Concurrently, average net new funds per window more than quadrupled, rising from about 27 to 114,
indicating ETA’s increasing popularity. These pre- and post-2014 figures are averages within each era,

with the post-2014 window running through 2026, so they differ from the point-in-time values cited
earlier.™

Figure 29: Key trends pre- and post-2014

Pre-2014 (windows 2005->2013) Post-2014 (windows 2013 ->2026) Absolute change % change
e et lateet AT 75% 66% (8.9%) (11.9%)
Average flow rate SAR 74% 57% (17.0%) (23.0%)
Average net new funds per window 27 4 88 330.8%

" The 75% is the pre-2014 era average, not the 71% starting point or the 78% peak; the 66% is the post-2014
average rather than the 58% latest reading.
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Exhibit 1: Historical data on employment firms in the U.S.

Total employer 10-99 share Total firms
firms Firms 10-19  Firms 20-99  Firms 10-99 of all firms YoY% 10-99 YoY % Source file (Censns SUSB)

2000 5,652,544 617,087 515,977 1,133,064 20.0% - - hops://www.census. gov/dara/tables/ 2000/ econ/susb/2000-susb-annual .heml
2001 5,657,774 616,064 518,258 1,134,322 20.0% 0.1% 0.1% 0.1% 0.1%  hops://www.census. gov/data/tables/ 2001 /econ/sush/ 2001 -susb-annual .hrml
2002 5,607,759 613,880 508,249 1,122,129 19.7% 0.7% (1.1%) 0.8% (1.0%)  hops://www.census.gov/data/ables/ 2002 /econ/sush/2002-susb-annual heml
2003 5,767,127 620,387 515,056 1,135,443 19.7% 1.2% 1.2% 2.0% 0.2%  hops://www.census. gov/dara/tables/ 2003/ econ/sush/2003-susb-annual html
2004 5,885,784 632,682 526,355 1,159,037 19.7% 2.1% 2.1% 4.1% 2.3%  hops://www.census. gov/dara/tables/ 2004/ econ/sush/2004-susb-annual html
2005 5,983,546 629,946 520,897 1,150,843 19.2% 1.7% (0.7%) 5.9% 1.6%  huops://www.census. gov/data/tables/ 2005 /econ/sush/2005-susb-annual .html
2006 6,022,127 646,816 535,865 1,182,681 19.6% 0.6% 2.8% 6.5% 4.4%  hops://www.census. gov/data/tables/ 2006/ econ/sush/2006-susb-annual .hrml
2007 6,049,655 644,842 532,301 1,177,233 19.5% 0.5% (0.5%) 7.0% 3.9%  hreps://www.census. gov/dara/rables/2007 /econ/sush/2007-susb-annual heml
2008 5,930,132 633,141 526,307 1,159,448 19.6% (2.0%) (1.5%) 4.9% 2.3%  hops://www.census. gov/dara/tables/ 2008/ econ/sush/ 2008 sush-annual html
2009 5,767,306 610,777 495,673 1,106,450 19.2% (2.7%) (4.6%) 2.0% (2.3%)  huops://www.census. gov/data/rables/ 2009/ econ/susb/2009-susb-annual .hrml
2010 5,734,538 617,089 475,125 1,092,214 19.0% (0.6%) (1.3%) 1.5% (3.6%)  hetps://www.census.gov/data/tables/2010/econ/susb/2010-susb-annual html
2011 5,684,424 592,963 481,496 1,074,459 18.9% (0.9%) (1.6%) 0.6% (5.2%)  hups://www.census.gov/data/tables/ 201 1 /econ/susb/201 1 -susb-annual html
2012 5,726,160 593,641 494,170 1,087,811 19.0% 0.7% 1.2% 1.3% (4.0%)  hups://www.census. gov/data/tables/ 2012 /econ/susb/201 2-susb-annual .html
2013 5,775,055 600,551 503,033 1,103,584 19.1% 0.9% 1.4% 2.2% (2.6%)  hups://www.census.gov/data/tables/ 2013/ econ/susb/201 3-susb-annual .html
2014 5,825,458 608,502 513,179 1,121,681 19.3% 0.9% 1.6% 3.1% (1.0%)  hups://www.census.gov/data/tables/ 2014/ econ/susb/ 201 4-susb-annual .html
2015 5,900,731 617,390 526,106 1,143,496 19.4% 1.3% 1.9% 4.4% 0.9%  https://www.census. gov/data/tables/2015/econ/susb/2015-susb-annual html
2016 5,954,684 626,900 538,283 1,165,183 19.6% 0.9% 1.9% 5.3% 2.8%  hops://www.census. gov/data/tables/2016/econ/susb/2016-susb-annual html
2017 5,996,900 631,981 544,485 1,176,466 19.6% 0.7% 1.0% 6.1% 3.8%  hops://www.census. gov/data/tables/ 2017 /econ/sush/ 201 7-susb-annual .html
2018 6,075,937 645,970 550,877 1,196,847 19.7% 1.3% 1.7% 7.5% 5.6%  htps://www.census. gov/data/tables/ 2018/ econ/sush/2018-susb-annual html
2019 6,102,412 640,827 555,046 1,195,873 19.6% 0.4% (0.1%) 8.0% 5.5%  htps://www.census. gov/data/tables/2019/econ/susb/2019-susb-annual html
2020 6,140,612 638,663 552,921 1,191,584 19.4% 0.6% (0.4%) 8.6% 5.2%  htps://www.census. gov/data/tables/ 2020/ econ/susb/2020-susb-annual html
2021 6,294,604 636,541 519,015 1,155,556 18.4% 2.5% (3.0%) 11.4% 2.0%  htps://www.census. gov/data/tables/ 2021 /econ/susb/202 1-susb-annual html
2022 6,395,635 656,917 561,160 1,218,077 19.0% 1.6% 5.4% 13.1% 7.5%  htips://www.census. gov/data/tables/2022/econ/sush/2022-susb-annual html

2000 2022 Cumulative growth CAGR

Total employer firms 5,652,544 6,395,635 13.1% 0.56%

Firms 10-19 617,087 656,017 6.5% 0.28%

Firms 20-99 515,977 561,160 8.8% 0.38%

Firms 10-99 1,133,064 1,218,077 7.5% 0.33%

32 THE PERNICIOUS EFFECTS OF FALLING ACQUISITION RATES IN THE ETA ECOSYSTEM



Yale scHOOL OF MANAGEMENT

Exhibit 2: Net present value calculations for non-ETA versus ETA pathways

Path 1: Non-ETA Path 2A: ETA — dose deal Path 2B: ETA — fail to close

Gross Gross Gross
Year compensation  After-tax PV factor Year compensation Year compensation  After-tax PV factor

1 $250,000 $162,500 0.9709 $157,767 1 $150,000 $97,500 0.9709  $94,660 1 $150,000  $97,500 09709  $94,660
2 $265,000 $172,250 09426 $162,362 2 $150,000 $97,500 0.9426  $91,903 2 $150,000  $97,500 09426  $91,903
3 $280,900 $182,585 09151 $167,091 3 $275,000  $178,750 09151 $163,582 3 $238,765 $155,197 09151  $142,027
4 $357,305 $232,248 0.8885 $206,349 4 $291,500  $189,475 0.8885 $168,346 4 $321,574 $209,023 0.8885 $185,715
5 $378,743  $246,183 0.8626 $212,360 5 $308,990  $200,844 0.8626 $173,249 5 $359,806 $233,874 0.8626  $201,742
6 $401,468 $260,954 0.8375 $218,545 6 $327,529 $212,894 0.8375 $178,295 6 $401,468 $260,954 0.8375 $218,545
7 $510,667 $331,933 0.8131 $269,892 7 $347,181 $225,668 0.8131 $183,489 7 $510,667 $331,933 0.8131 $269,892
7 $2,250,000 $1,687,500 0.3139 $529,748

NPV (Non-ETA) $1,394,366 [l NPV (ETA — close) $1,583,273 [l NPV (ETA — fail) $1,204,484
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Exhibit 3 (1/2): GP economics detailed buildup for Cases A, B, C, and D

1 ($1,000,000) 20 70% = - - ($1,000,000) - ($2,000,000)  ($2,000,000) $1,000,000  ($1,000,000) - (%1,000,000)
2 ($1,000,000) 20 70% = = - ($1,000,000) - ($2,000,000)  ($4,000,000) $1,000,000  ($2,000,000) - ($2,000,000)
3 ($1,000,000) 20 70% 14 ($8,960,000) - ($1,000,000) - ($10,960,000) ($14,960,000) $1,000,000 ($11,960,000) - ($11,960,000)
4 ($1,000,000) 20 70% 14 ($8,960,000) - ($1,000,000% - ($10,960,000) ($25,920,000) $1,000,000 ($21,920,000) - ($21,920,000)
5 ($1,000,000) 20 70% 14 ($8,960,000) - ($1,000,000% - ($10,960,000) ($36,880,000) $1,000,000 ($31,880,000) - ($31,880,000)
6 - 5 70% 14 ($8,960,000) = ($408,400) - ($9,368,400) ($46,248,400) $408,400 ($40,840,000) - ($40,840,000)
7 - - 70% 14 ($4,160,000) - ($450,000% - (54,610,000) ($50,858,400) $450,000 ($45,000,000) - ($45,000,000)
8 S 5 70% = - $35.796,208 ($349,200) - $35447,098 ($15411,302) $349,200 ($45,000,000)  $10,080,000 ($34,920,000)
9 s 5 70% = - $35706,208 ($248,400) - 835547808  $20,136,505 $248400 ($34,920,000)  $10,080,000 ($24,840,000)
10 S 5 70% = - $35.796,208 ($147,600) - 835648698  $55,785,203 $147,600 ($24,840,000)  $10,080,000 ($14,760,000)
11 s 5 70% = - $35.796,298 ($46,800) - 835749498  $01,534,790 $46,800 ($14,760,000)  $10,080,000  ($4,680,000)
12 = = 70% - - 816,619,710 - ($21,630,000) ($5,011,190)  $86,523,600  $21,630,900  ($4,680,000) $4,680,000 =

$159,804,900 $86,523,600 $28,281,300 $45,250,000

Case B: 50% SAR

Year Search capiral

1 ($1,000,000) 20 50% = - - ($1,000,000) - ($2,000,000) ($2,000,000)  $1,000,000 ($1,000,000) - ($1,000,000)
2 ($1,000,000) 20 50% = - - ($1,000,000% - ($2,000,000) ($4,000,000)  $1,000,000 ($2,000,000) - (%2,000,000)
3 ($1,000,000) 20 50% 10 ($6,400,000) - ($1,000,000% - ($8,400,000) ($12,400,000)  $1,000,000 ($9,400,000) - ($9,400,000)
4 ($1,000,000) 20 50% 10 ($6,400,000) - ($1,000,000% - ($8,400,000) ($20,800,000)  $1,000,000 ($16,800,000) - ($16,800,000)
5 ($1,000,000) 20 50% 10 ($6,400,000) - ($1,000,000) - ($8,400,000) ($29,200,000)  $1,000,000 ($24,200,000) - ($24,200,000)
6 - - 50% 10 ($6,400,000) - ($306,000) - ($6,706,000) ($35,906,000) $306,000 ($30,600,000) - ($30,600,000)
7 - - 50% 10 ($6,400,000) - ($370,000% - ($6,770,000) ($42,676,000) $370,000 ($37,000,000) - ($37,000,000)
8 - - 50% - - $25250,940  ($296,000) - $24954940 ($17,721,060) $206,000 ($37,000,000)  $7,400,000 ($29,600,000)
9 - - 50% - - $25250,940  ($222,000) - $250289040  $7.307.880 $222.000 ($29,600,000)  $7,400,000 ($22,200,000)
10 - 5 50% = - $25250,940  ($148,000) - §25,102,940  $32,410,820 $148,000 ($22,200,000)  $7,400,000 ($14,800,000)
11 - - 50% = - $25250,940 ($74,000) - $25176,940  $57,587,760 $74,000 ($14,800,000)  $7,400,000  (57,400,000)
12 - - 50% = - $25250,940 - ($16,567,740)  $8,683,200  $66,270,960  $16,567,740  ($7,400,000)  $7,400,000 -

$126,254,700 $66,270,960 $22,083,740 $35,750,000
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Exhibit 3 (2/2): GP economics detailed buildup for Cases A, B, C, and D

Case C: 40% SAR

Year Search capital

1 ($1,000,000) 20 40% - - - (81,000,000} - ($2,000,000)  ($2,000,000) $1,000,000  ($1,000,000) - ($1,000,000)
2 ($1,000,000) 20 40% - - - ($1,000,000) - ($2,000,000)  ($4,000,000) $1,000,000  ($2,000,000) - ($2,000,000)
3 ($1,000,000) 20 40% 8 ($5,120,000) - ($1,000,000) - ($7,120,000) ($11,120,000) $1,000,000  ($8,120,000) - ($8,120,000)
4 ($1,000,000) 20 40% 8 ($5,120,000) - (81,000,000} - ($7,120,000) ($18,240,000) $1,000,000 ($14,240,000) - ($14,240,000)
5 ($1,000,000) 20 40% B (85,120,000} - (81,000,000} - ($7,120,000) ($25,360,000) $1,000,000 ($20,360,000) - ($20,360,000)
6 . . 40% 8 ($5,120,000) - ($254,800) - ($5,374,800) ($30,734,800) $254,800 ($25,480,000) - ($25,480,000)
7 . . 40% 8 ($5,120,000) - ($306,000) - ($5426,000) ($36,160,800) $306,000 ($30,600,000) - ($30,600,000)
8 - - 40% = - $20,200,752 (5244,800) - $19,955952 ($16,204,848) $244,800 ($30,600,000) $6,120,000 ($24,480,000)
9 - - 40% = - $20,200,752 (5183,600) - $20,017,152 $3,812,304 $183,600 ($24,480,000) $6,120,000 ($18,360,000)
10 - - 40% = - $20,200,752 ($122,400) - $20,078,352  $23,800,656 $122,400 ($18,360,000) $6,120,000 ($12,240,000)
11 - - 40% - - $20,200,752 ($61,200) - $20,139,552  $44,030,208 $61,200 ($12,240,000) $6,120,000  ($6,120,000)
12 . . 40% - - $20,200,752 - ($12,846,102) $7,354,560  $51,384768  $12,846,192  ($6,120,000) $6,120,000 -

$101,003,760 $51,384,768 $19,018,992

1 ($1,000,000) 20 30% = = - ($1,000,000) - ($2,000,000)  ($2,000,000) $1,000,000  ($1,000,000) - ($1,000,000)
2 ($1,000,000) 20 30% = = - (81,000,000} - ($2,000,000) ($4,000,000) $1,000,000  ($2,000,000) - ($2,000,000)
3 ($1,000,000) 20 30% 6 ($3,840,000) - (81,000,000} - ($5,840,000) ($9,840,000) $1,000,000  ($6,840,000) - ($6,840,000)
4 ($1,000,000) 20 30% 6 ($3,840,000) - (81,000,000} - ($5,840,000) ($15,680,000) $1,000,000 ($11,680,000) - ($11,680,000)
5 ($1,000,000) 20 30% 6 ($3,840,000) - (81,000,000} - ($5,840,000) ($21,520,000) $1,000,000 ($16,520,000) - ($16,520,000)
6 - - 30% 6 ($3,840,000) = ($203,600) - ($4,043,600) ($25,563,600) $203,600 ($20,360,000) - ($20,360,000)
7 5 5 30% 6  ($3,840,000) = ($242,000) - ($4,082,000) ($29,645,600) $242,000 ($24,200,000) - ($24,200,000)
8 5 5 30% = - $15,150,564 ($193,600) - $14,956,964 (514,688,636) $193,600 ($24,200,000) $4,840,000 ($19,360,000)
9 5 5 30% - - $15,150,564 ($145,200) - $15,005,364 $316,728 $145200 ($19,360,000) $4,840,000 ($14,520,000)
10 - - 30% = - $15,150,564 ($96,800) - $15,053,764  $15,370,492 $96,800 ($14,520,000) $4,810,000  ($9,680,000)
11 - - 30% = - $15,150,564 ($48,400) - $15,102,164  $30,472,656 $48,400  ($9,680,000) $4,840,000  ($4,840,000)
12 - - 30% = - $15,150,564 - ($9,124,644) $6,025020  $36498,576  $0,124.644  ($4,840,000) $4,840,000 -

$75,752,820 $36,498,576 $15,054,244 $21,450,000
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Exhibit 4 (1/2): GP economics detailed buildup for Cases E, F, and G

Case E: 50% SAR 2x

Year Scarch capital

1 ($2,000,000) 40 50% = - - ($1,000,000) - ($3,000,000)  ($3,000,000) $1,000,000  ($2,000,000) - ($2,000,000)
2 ($2,000,000) 40 50% = = - ($1,000,000) - ($3,000,000)  ($6,000,000) $1,000,000  ($4,000,000) - ($4,000,000)
3 ($2,000,000) 40 50% 20 ($12,800,000) - ($1,000,000) - ($15,800,000) ($21,800,000) $1,000,000 ($18,800,000) - ($18,800,000)
4 ($2,000,000) 40 50% 20 ($12,800,000) - ($1,000,000) - ($15,800,000) ($37,600,000) $1,000,000 ($33,600,000) - ($33,600,000)
5 ($2,000,000) 40 50% 20 ($9,400,000) - ($1,000,000) - ($12,400,000) ($50,000,000) §1,000,000 ($45,000,000) - ($45,000,000)
6 = = 50% 20 = = ($450,000) = ($450,000)  ($50,450,000) $450,000 ($45,000,000) - ($45,000,000)
7 - - 50% 20 = - ($450,000) = ($450,000)  ($50,900,000) $450,000 ($45,000,000) - ($45,000,000)
8 - - 50% = - $54,801,154 ($285,429) - $54,605,726 $3,705,726 $285,420 ($45,000,000)  $16,457,143 ($28,542,857)
9 - - 50% = - $54,801,154 ($120,857) - $54770,207  $58,476,023 $120,857 ($28,542,857)  $16,457,143 ($12,085,714)
10 - - 50% = - $40,310,601 - (819,757,343)  $20,553,340  §$79,029371  §19,757,343 (§12,085,714)  $12,085,714 -
11 = = 50% = = = = - - $79,029,371 = = = =
12 = = 50% = = = = - - $79,029,371 = = = =
Toual 200 100 $150,093,000 $79,029,371 $26,063,629 $42,500,000

Case F ;: 40% SAR 2x

Year Scarch capital

1 ($2,000,000) 40 40% s = - ($1,000,000) - ($3,000,000)  ($3,000,000) $1,000,000  ($2,000,000) - ($2,000,000)
2 ($2,000,000) 40 40% - 5 - ($1,000,000) - ($3,000,000)  ($6,000,000) $1,000,000  ($4,000,000) - (54,000,000)
3 ($2,000,000) 40 40% 16 ($10,240,000) - ($1,000,000) - ($13,240,000) ($19,240,000) $1,000,000  ($16,240,000) - ($16,240,000)
4 ($2,000,000) 40 40% 16 ($10,240,000) - ($1,000,000) - ($13,240,000) ($32,480,000) $1,000,000 ($28,480,000) - ($28,480,000)
5 ($2,000,000) 40 40% 16 ($10,240,000) - (81,000,000) - ($13,240,000) ($45,720,000) $1,000,000 ($40,720,000} - ($40,720,000)
6 - - 40% 16 ($4,280,000) - ($450,000) - ($4,730,000) ($50,450,000) $450,000  ($45,000,000) - ($45,000,000)
e = = 40% 16 - - ($450,000) - ($450,000) ($50,900,000) $450,000 ($45,000,000) - (%45,000,000)
8 = = 40% = - $42,363,056 ($318,343) - 842,044,713  ($8,855,287) $318,343 ($45,000,000)  $13,165,714 ($31,834,286)
9 - - 40% s - $42,363,056 ($186,686) - 842,176,370  $33,321,083 $186,686 ($31,834,286)  $13,165,714 ($18,668,571)
10 - - 40% S - $42,363,056 ($55,029) - 842,308,027  $75,629,109 $55,020 ($18,668,571)  $13,165714  ($5,502,857)
i1 - - 40% s - §17,706,433 - (518,667,100) ($960,675)  §74,668,434  $18,667,100  ($5,502,857) $5,502,857 -
12 = = 40% = - - = = - $74,668,434 5 S 5 S

$144,795,600 $74,668,434 $25,127,166
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Exhibit 4 (2/2): GP economics detailed buildup for Cases E, F, and G

Case G: 30% SAR 2x

Year Scarch capital

1 ($2,000,000) 40 30% - - - ($1,000,000) - ($3,000,000) ($3,000,000)  $1,000,000 ($2,000,000) - ($2,000,000)
2 ($2,000,000) 40 30% . 5 - ($1,000,000) - ($3,000,000) ($6,000,000)  $1,000,000  ($4,000,000) - ($4,000,000)
3 ($2,000,000) 40 30% 12 ($7,680,000) - ($1,000,000) - ($10,680,000) ($16,680,000)  $1,000,000 ($13,680,000) - ($13,680,000)
4 ($2,000,000) 40 30% 12 ($7,680,000) - ($1,000,000) - ($10,680,000) ($27,360,000)  $1,000,000 ($23,360,000) - ($23,360,000)
5 ($2,000,000) 40 30% 12 ($7,680,000) - ($1,000,000) - ($10,680,000) ($38,040,000)  $1,000,000 ($33,040,000) - ($33,040,000)
6 . 5 30% 12 ($7,680,000) 5 ($407,200) - ($8,087,200) ($46,127,200) $407,200 ($40,720,000) - ($40,720,000)
7 . 5 30% 12 ($4,280,000) - ($450,000) - ($4,730,000) ($50,857,200) $450,000 ($45,000,000) - ($45,000,000)
8 . 5 30% . - $30,609,891 ($351,257) - $30,258,634 ($20,598,566) $351,257 ($45,000,000) $9,874,286  ($35,125,714)
9 - - 30% . - $30,609,801 ($252,514) - $30,357,376  $9,758.810 $252,514 ($35,125,714) $0,874,286 ($25,251,429)
10 - - 30% . - $30,609,891 ($153,771) - $30,456,119  $40,214,929 $153,771 ($25,251,420) $9,874,286 ($15,377,143)
11 - - 30% - - $30,609,801 ($55,029) - $30,554,862  $70,769,792 $55,029 ($15,377,143) $9,874,286  ($5,502,857)
12 . 5 30% - - $17,058,637 - ($17,565,686) ($507,049)  $70,262,743  $17,565,686  ($5,502,857) $5,502,857 5

$139,498,200 $70,262,743 524,235,457
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This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an
endorsement of the organization in question, or illustrate either effective or ineffective management techniques or strategies.

Copyright © 2026 Yale University. All rights reserved. To order copies of this material or to receive permission to reprint part or
all of this document, please contact the Yale SOM Case Study Research Team: email case.access@yale.edu.
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