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Buffet Partnership Fees Structure: Is it ideal fee structure for fund 

management? 

Mr. Ajay Kumar is managing a Portfolio Management Services(PMS) firm called 

Superstar funds for the past 5 years. His firm’s portfolio has significantly 

outperformed the benchmark index BSE SENSEX in the last 5 years. His firm also 

creates customized portfolio for customers based on their risk return profile. Prior to 

the start of the PMS, he had 15 years of work experience with reputed fund houses in 

various aspects of fund management. Mr. Ajay is an MBA from one of the reputed 

business schools in India and he is also CFA charter holder. Superstar funds delivered 

an annualized return of 16% in the last 5 years after adjusting all the costs. The 

benchmark BSE SENSEX index delivered a return of 11% during the last 5 years.   

Mr. Akash is the batch mate of Ajay in the MBA programme and currently owning a 

medium sized software firm. Akash is also a client of Superstar funds. Akash is 

always concerned with the huge fees charged by PMSs and Mutual Funds and he 

frequently raises this point with Ajay in their conversations. Akash is basically not 

fine with the fixed fees charged by fund houses when are not doing well. However, he 

is fine with extra payment when the portfolios are outperforming significantly. Ajay 

used to dismiss this idea by citing the lack of financial feasibility. 

Akash started to read about fund management fees structure of PMSs, Mutual Funds 

and Fund Managers worldwide. Most of the fees structure models are fixed cost 

model plus a performance-based fees. He came across a different fund management 

fees structure called 1960s Buffet Partnership Fees where there are no fixed fees and 

fees will be charged only when there is significant outperformance. Charlie Munger, 

Vice Chairman of Berkshire Hathaway and business partner of Berkshire Hathaway 

termed Buffet Partnership Fees structure still as the best fund management fees 

structure in the fund management industry. Charlie Munger also mentions that there 

are fund managers who are still practicing the Buffet Partnership Fees structure for 

long period of time. Akash thought it might be then financially viable. He decided to 

collect more information regarding the fees structure of various investments. The 

details collected by Akash are summarized as follows: 

Table 1 

Fund Management Fees Structure of Investments 

No Investment Fund Management Fees 

1 Index/ETF .05% to 0.5% 

2 Mutual Funds 2 to 2.5% 

3 Stocks Nil 

4 PMS 2% per annum charged quarterly @ 0.5% on average NAV 

and 

10% share of the returns above 10% per annum 



Table 2 

Buffet Partnership Fees Structure 

The formula is 0/6/25. The are three components in this fees structure: 

1) 0% Management Fee

2) 6% Annual performance hurdle with high water mark. That means you need a

minimum of 6% gain to start getting paid. The high water mark is the highest

peak in value that the investment has reached. The manager cannot collect an

incentive fee unless the fund’s value is above the high water mark and returns

are above the hurdle rate.

3) 25% fee on gains over 6%

Akash is not interested in ETFs/Index funds since the target returns are higher. He 

also cannot focus on stocks directly due to the lack of time. This means that he can 

invest only in Mutual Funds, PMSs and other portfolio management firms. His main 

concern is the existing fixed fees plus performance based fees charged by these firms 

and its impact on long term wealth creation. Having equipped with the above 

information, he decided to take up the matter with Ajay again. He met Ajay and raised 

the following questions: 

1) Can you follow Buffet partnership fees structure without affecting your

current long term profitability?

2) What is the impact of Buffet partnership fees on the portfolio when compared

with the existing fees structures?

Akash is not sure about the long term financial viability. He cites that Buffet 

partnership fees structure has the following advantages: 

1) There is a level playing field between investors and fund managers. Investors

will be charged only when there is significant outperformance.

2) In the current system, fund managers are always protected with fixed fees

irrespective of the performance of the fund. This will lead to

underperformance in the long run.

3) A fund house may be able to adopt Buffet partnership fees structure without

taking a hit on their existing long run profitability. However, there may be

impact on short run profitability. There are fund managers who are

successfully following this fees structure

Ajay developed an interest in Buffet partnership fees structure since he is very sound 

financially and interested in long term wealth creation of his customers. He is in a 

position to absorb short-term financial losses for long-term wealth creation. Please 

help Ajay in addressing the questions raised by Akash. 
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