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We are thrilled with the surging popularity of entrepreneurship through acquisition (ETA), or
search funds, on MBA campuses. We have devoted our careers to supporting ETA entrepreneurs
as academics and investors and are former entrepreneurs ourselves, so seeing increased activity
levels excites us. After all, we believe that ETA is a wonderful way to build a life and an
entrepreneurial career. What other model can propel a young, inexperienced entrepreneur
without capital or an innovative entrepreneurial idea into a CEO role immediately after
completing an MBA degree?

With such a rapidly increasing number of entrepreneurs charging into the search fund world, we
are concerned that at least some subset of the population is doing so prematurely and without
careful and deliberate consideration. Pursuing an ETA project involves a gargantuan
commitment that cannot be over-emphasized. The decision will impact a person’s career, family
dynamics, financial opportunities, and geography - and for a significant period of time.
According to the 2022 Stanford Graduate School of Business Search Fund Study, a typical search
lasts two years, and the average operating period is approximately six years - this is a long
commitment for a recent MBA graduate who previously likely held no job for more than a few
years. Furthermore, an ETA journey will test the most qualified candidates. As enticing as the
model might be, ETA is not for the timid. It is an excruciatingly demanding odyssey filled with
peaks and valleys that will challenge even the most emotionally stable participants. Finally, the
Stanford study cites that approximately 35% of searchers fail to close an acquisition, and 27% of
those who close a deal fail to create positive economic value. This is a lengthy and onerous
program - and the odds of generating a positive return are only 48%.*

Despite these dynamics, we are unwavering and enthusiastic proponents of ETA - if the potential
searcher has thought deeply about the model and has a tight fit for the program. If the aspiring
entrepreneur has performed all the necessary research on search funds and engaged in
meaningful introspection to attempt to discover whether they are truly ready and prepared to
embark on a search path, they should absolutely proceed. However, if they have not significantly
reflected on their qualifications and readiness, they should pause and reevaluate. This is not a
choice to be made cavalierly.

Part of the challenge some entrepreneurs might face is that they do not even know what questions
they should ask themselves to examine whether they are a likely fit. To help potential searchers,
we have developed a series of eight questions that might help curious aspiring entrepreneurs



Yale scHOOL OF MANAGEMENT

better assess if ETA is a possible match and a course they should pursue. This octet of inquiries is not
intended to be comprehensive, and there are likely many additional questions to study. Still, these eight
issues worth exploring will undoubtedly help get entrepreneurs into a pensive zone and begin their
assessment of whether ETA is suitable for them. Pursuing ETA is a profoundly personal decision, and
entrepreneurs should resist the temptation to be persuaded by outside influences. They must do the advance
work before making the life-changing commitment to become search fund entrepreneurs. Our points will
better help students be true to themselves. Some of our prods relate to personal characteristics, while some
are more skill-based. Skills can always be learned; we are not sure personal characteristics are entirely
malleable.

The ogdoad cluster of questions we will investigate is detailed in Figure 1. As we explore each subject, it is
not our aim to provide definitive answers; that would be impossible. Each individual must answer our
queries appropriately for themselves. Rather, we will discuss the question, share why we think it is worthy
of scrutiny, and offer some thoughts for students to consider as they attempt to answer the prompt.

Figure 1: Eight questions to consider before launching a search fund project

@ Am I considering ETA because I cannot imagine doing anything else?
@ Am I okay with being different and taking the road less traveled?

@ Do I have the skills to lead and grow a company?

@ Am I gritty enough for this project?

@ Can I tolerate all of the ambiguity and risk in ETA?

@ Am I comfortable selling all the time?

@ Do I have the appropriate support networks for an ETA career?

@ Do I have reasonable financial expectations for an ETA pathway?

Eight questions

Before we delve into the heart of this note, we want to warn readers who might use our framework that
answering the questions below will take time and lots of it. This is not intended to be an internet quiz that
can be processed in ten minutes, providing a dubious answer. Instead, these cues will likely take weeks and
months to process and synthesize fully. The questions are meant to be hard and even uncomfortable to
answer. Entrepreneurs will struggle and will need to return to the framework multiple times before feeling
confident in their position. We also encourage entrepreneurs to discuss these questions with peers, friends,
classmates, family members, mentors, and even faculty members. Ideally, people who know and surround
the entrepreneur can provide honest feedback and reflection as the entrepreneur wrestles with our questions
and the decision to pursue ETA.

Furthermore, many ETA entrepreneurs with the strongest convictions in their pursuit of ETA have exposed
themselves to real-world situations through internships, projects, or other means to stress test the areas
where they felt the greatest uncertainty before committing to ETA. To the extent that aspiring
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entrepreneurs can test their hypotheses ahead of an eight-year commitment in a low-cost and efficient
manner, we encourage them to do so.

Finally, we cannot provide readers with a scaling mechanism to ultimately decide whether they are prepared
to engage in ETA. Unfortunately, that is a subjective task that only the potential entrepreneur can assess.
Perhaps when pondering our octagon of prompts, readers can evaluate their readiness quotient on a low-
medium-high basis. Too many lows might warrant pause and caution. Unanimous highs might indicate
readiness and pursuit. In reality, there will probably be a mix of lows, mediums, and highs. This will likely
cause the entrepreneur to pause and evaluate which dimensions are must-haves and which factors are nice-
to-haves - in other words, which are the most essential elements. We will provide some thoughts on this
in the discussion below.

01 Am I considering ETA because I cannot imagine doing anything else?

We believe this is the question that aspiring entrepreneurs must confront. MBA graduates typically have
many compelling career choices; consulting and finance are two common and popular examples. These
professional arcs begin with a well-orchestrated on-campus recruiting process and include a crisply defined
progressional career path. There is little ambiguity, and there can be significant financial riches. ETA is
arduous, vague, and an opaque and circuitous route. There must be some overwhelming reasons to shun
something that is well-defined and easier to embark on for a murky alternative filled with pitfalls.

Aspiring entrepreneurs must examine and understand why they are choosing ETA. We think the very best
answer is that they cannot imagine doing anything else with their lives. If the thought of working on Wall
Street sounds more like a battle posting than an opportunity, if consulting feels like watching the game
from the sidelines instead of playing it, if a student believes that running, leading, and growing a small
business sounds like their definition of professional nirvana - ETA might be the right choice.

We need to mention one important thing here, and we will explore it in more detail below. We do not
believe money is a great reason to chase the ETA dream. Yes, a search fund can result in attractive wealth
accumulation, but that is just an outcome and one that might be years in the offing. ETA is really about
driving a business forward, serving customers and team members, and architecting systems and processes
to facilitate growth, sales, and the development of an appealing culture. If these things excite someone, ETA
is one way to experience and enjoy these activities.

Furthermore, we truly believe leading and serving is a privilege and an honor. If students think the ETA
tour is only about money, we strongly suggest they look to private equity, hedge funds, or startup
technology companies instead. The probability of financial success might be higher, and the responsibilities
will not be the weighty ones carried by CEOs.

Finally, ETA is not a plan B. This is not something to do after a consulting offer failed to materialize. This
must be a first choice and a fantasy, not a backup. It is just too taxing to do if ETA is not really the aspiration.
We often hear entrepreneurs describe the aha moment when they first discovered ETA. It is common for
people who love their CEO role to recount how their reflexive reaction when they first heard ETA explained
was, “That is exactly what I want to do!”

The very best reason to pursue ETA is that it feels like a calling, and there is absolutely nothing else the
aspiring entrepreneur can even imagine doing. This is a crucial issue that cannot be ignored. It is innate to
the individual and must be present for the entrepreneur to commit enthusiastically.
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02 Am I okay with being different and taking the road less traveled?

Pursuing an ETA career can cause someone to feel lonely, different, and as though they are walking down
the road less traveled. While this is certainly not a reason to avoid a search fund project, students
contemplating this type of entrepreneurship must be comfortable feeling this way. Despite the surging
growth in ETA, there is still a very small nominal number of students who choose this track post-MBA. In
2020, 66 traditionally funded searches were launched, according to the Stanford study.® While this was a
new zenith, it is still puny compared to the number of graduating MBAs who head into consulting or
financial firms. For example, according to a report produced by Menlo Coaching and cited in a 2021 Poets
& Quants article, in 2020, Booth and Kellogg placed 109 and 99 students, respectively, at McKinsey, Bain,
and BCG.® Consulting placements at three firms from these two schools independently overshadowed all
the searches launched in the same year.

Furthermore, ETA’s participation rate (the number of graduating MBA students in the top twenty
programs opting into ETA as a percentage of all eligible MBA graduating students) is currently only
approximately 1.8%." While this is significantly higher than historical rates, it is still a relatively minuscule
number. ETA is clearly a different post-MBA experience and profile than is typical.

Explaining the murky model to family and friends unfamiliar with the framework is cumbersome and
awkward. Many listeners will politely nod while thinking the entrepreneur could not secure a real job.
Classmates tend to concentrate in superstar cities, while ETA entrepreneurs shop for apartments in locales
like Moline, Illinois. We certainly think post-MBA search entrepreneurs can build fulfilling and meaningful
lives in cities like Moline, but it is unlikely that the searcher will bump into former section-mates while at
dinner. Moreover, business school friends will share stories about billion-dollar private equity deals,
promotions, and work trips to Sydney and Dubai at the fifth-year reunion. If they close a deal, the search
fund entrepreneur will discuss their porta-potty business and the challenges of managing a blue-collar
workforce.

ETA is a wholly unique and different excursion than the prototypical post-MBA trail. At times,
entrepreneurs will feel isolated, filled with self-doubt, misunderstood, and disconnected from their MBA
peers. Aspiring entrepreneurs need to get comfortable with this notion before committing to ETA.

Different is never wrong or bad, but when someone plans on being different, they had better be at ease
taking the road less traveled. While this is important, entrepreneurs can grow into their roles and situations
over time. As the business scales and the CEO builds a new life in a fresh industry and city, they can
successfully adapt and thrive.

03 Do I have the skills to lead and grow a company?

On the ETA circuit, there is much emphasis on sourcing, acquiring, and structuring the acquisition. We
understand this because closing a deal is a gating mechanism to landing in a CEO role. But we want to be
clear: ETA is fundamentally about being a CEO; it is not about doing a deal. In the ETA experience, the deal
component, which might be two years, is a blip compared to the time investment as an operating CEO,
which will likely be five to ten years. Furthermore, while finalizing a deal can create value if the acquisition
is completed at an attractive price, the vast majority of equity value creation in the ETA crusade occurs

" We estimate participation by using search fund launches (150 for traditionally fund and self-funded) as our
numerator and the number of MBA students in a class in the top twenty MBA programs (8,300) as our denominator.
Our MBA student count is for full-time MBA programs and excludes executive MBA and other degree programs.
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through the operation and growth of the acquired business. Therefore, aspiring CEOs must scrutinize
whether they genuinely have the necessary skills to lead and grow a company. While some of these skills
are hard skills, many of these abilities involve temperament and soft skills that culminate in the fuzzy notion
of leadership.

Post-acquisition, the entrepreneur’s ascent into the CEO position is both an exhilarating and a daunting
transition. The moment the acquisition is complete, they find themselves at the helm, a position filled with
pressure and high stakes. That is why before they begin embarking on ETA, the searcher needs to conduct
a thorough self-assessment of their managerial proficiency, industry insight, and intrinsic capability to scale
a business.

First, the entrepreneur’s ability to construct and rally teams and coalitions is of paramount importance. Skill
at navigating a spectrum of personalities and backgrounds is an important facet of developing a superb
team. For example, the motivational systems for blue-collar and white-collar workers are different - yet
cohesion is vital in a small business setting where every team member’s contribution is magnified.
Therefore, the entrepreneur must question their competency in this regard - can they be the linchpin that
binds diverse backgrounds into collective success?

Second, ETA demands that the entrepreneur be willing to wade into the operational weeds. Unlike number
crunching in Excel models, running a business is an immersive experience. It requires a leader who is
comfortable with and skilled in the hands-on work that daily operations entail. We think this granular
involvement is where strategic decisions meet practical execution, where the entrepreneur’s direct input can
catalyze significant impacts on productivity and growth.

Lastly, we think that the best entrepreneurs are dynamic and multifaceted. They are adept at managing a
team while being an agile learner, capable of quickly filling any gaps in their skill set. In addition, they also
know when and how to leverage the expertise within their team. The capacity to recognize and address their
own limitations and weaknesses — either through delegation or education — is a telltale sign of a leader
poised for success. Furthermore, the CEO’s skills must adapt and flex as the business grows and changes.
For example, the requisite skills for the acquisition when it has $1 million in EBITDA" and 40 employees
will be very different from those needed to run a $10 million EBITDA business with 250 team members.
While these two companies might have the same logo and provide the same products and services, they are
very dissimilar organizations with dramatically different CEO roles. Being an effective leader in both is very
challenging because of the diverse skill sets and temperaments required. We explore this notion in our case
note, The Evolution of a Search Fund CEO and Company.

Ultimately, the entrepreneur’s search fund flight is a testament to their ability and willingness to grow —
not only the business they have acquired but also themselves as leaders and entrepreneurs. We think that
the key to their success lies in their honest appraisal of their abilities and their openness to filling any gaps
either with personal development or by drawing on the collective strength of their team.

ETA is all about growing and building a business, but aspiring entrepreneurs might not have all the
requisite skills in advance. If they acquire an enduringly profitable business, they will have time to develop
and learn how to lead and scale. All ETA entrepreneurs were rookies at one point, and many gracefully
matured into seasoned leaders. And we believe most CEOs can, too, if they put in the time and effort.

" Earnings before interest, taxes, depreciation, and amortization.
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04 Am I gritty enough for this project?

We cannot think of a single more important personal characteristic for searchers than grit. University of
Pennsylvania Professor Angela Duckworth, author of the book Grit, defines grit as the tendency to sustain
interest in and effort toward very long-term goals.” We think of an entrepreneurial venture as pushing a
big boulder up a hill day after day for years. The entrepreneur is just trying to make a bit of progress each
day, a few more steps up the hill. It is not glamorous; it is tedious, relentless work that requires
perseverance, resilience, and sticking to it in good times and bad. According to Duckworth, grit is not talent,
luck, or intense desire for a fleeting moment. Grit is passion and perseverance for long-term goals. Grit is
adhering to a goal even when the inevitable obstacles get in the way.

The ETA program is not a sprint but an ultra-marathon requiring grit. It is not an IQ test that mandates
brilliance; it is an endurance test that demands perseverance. We cannot imagine a search fund entrepreneur
being successful in the absence of grit; it is inconceivable to us. Aspiring entrepreneurs should scour their
past for signs of this quality. Perhaps grittiness is an intrinsic trait that is exhibited in one venue and might
also pop up in another. For example, we have encountered many searchers who were former endurance
athletes (triathlons and marathons); scores of military stars who were Navy Seals, Army Green Berets, and
graduates of the service academies; people who had full-time jobs while full-time students to pay their way
through college; curious folks who taught themselves a challenging language for an English speaker (think
Chinese or Russian); and proficient, self-taught musical instrument maestros. We even once heard an
entrepreneur proudly say they lost 100 pounds without medical intervention. These are all examples of
grit, and the hope is that such grittiness can port to ETA. If aspiring entrepreneurs are unsure of their
grittiness, we recommend taking Duckworth’s terse ten-point grit quiz at Angela Duckworth.

The ETA passage demands not only financial investment but also emotional resilience. The entrepreneurial
path is one of ups and downs, and the emotional fortitude to withstand this rollercoaster is as vital as the
readiness to embark on the search. Entrepreneurs must question their willingness to shoulder - and keep
shouldering - the responsibilities and stresses that come with the CEO title. It is a mantle that brings with
it the weight of expectations and the looming risk of termination should performance falter.

Even the most successful ETA ride is awash in setbacks. When raising a fund, the entrepreneur will often
hear “No,” or worse, nothing at all. The same is true when making offers to buy companies. Despite
spending hours analyzing and building relationships, the entrepreneur cannot dwell on the rejection, loss,
or what could have been. Instead, they must embrace a next-one-up mentality and quickly move on to the
succeeding target.

Once at the wheel, the entrepreneur will have their determination tested further. The transition from
acquisition to operation is significant as the entrepreneur shifts from the thrill of the chase to the
steadfastness required for building and sustaining a business. It is a phase where the reward systems differ
markedly from those of the search portion of the voyage. Unlike the measurable milestones of acquiring a
company, the growth phase is characterized by intangibles — the satisfaction of team building, the
excitement of creating value, and the challenge of steering company culture.

After the acquisition, every ETA CEO learns the company they bought is not exactly what they thought.
While there will be some positive surprises, like an unexpectedly capable employee, most CEOs discover
negatives like a customer relationship that is less sticky than anticipated or more technical debt or
underinvestment than they realized during diligence. While the possibilities for surprises are endless, fixing
things that the CEO thought already worked costs unexpected time and money. Rather than being a victim
of these circumstances, the ETA CEO must embrace their reality, mobilize their team, and utilize the
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available resources to overcome these unanticipated obstacles and deliver the value they laid out in their
investment thesis.

A whole different category of surprises comes from people. Early on, the newly minted CEO will likely be
held up for raises and promotions, face competitors poaching employees, and experience friction with the
previous owner. Over time, as the team gels and becomes the new CEO’s team rather than the old owner’s
squad, unexpected resignations or departures can take a substantial emotional toll on the CEO, who
thought a key teammate was in it for the long haul.

Throughout these vicissitudes, the CEO must operate with fewer resources or under worse-than-expected
conditions while maintaining composure and forward progress. These conditions require a mix of
resourcefulness, intrinsic motivation, and perseverance rarely required in other vocations.

The burdensome work of building and reshaping an existing business is not just about strategic decision-
making. It is about weathering the storms of daily operations, managing people, and constantly innovating
to stay competitive. To succeed positively, an entrepreneur must find joy in this process, embracing the
grind that comes with the CEO role, for it is in the trenches of gritty day-to-day management where the
seeds of success are sown.

Grit is a must-have component in assessing ETA readiness. If entrepreneurs do not believe they possess an
abundance of grit, they might want to pass. Furthermore, although we are not grit experts, we are uncertain
whether grit can be a learned or acquired trait, like selling, for example.

05 Can I tolerate all of the ambiguity and risk in ETA?

ETA is a hazy trek at best. At the outset, searchers will not know in what industry they will operate, where
they will live, what company they will hopefully purchase, or what their likely outcome will be in five to ten
years. Furthermore, there is no preordained way to grow or create value when operating a business.
Additionally, CEOs will face vagueness and nebulousness repeatedly. It is a voyage that will always seem a
bit foggy. Students contemplating ETA should evaluate their ability to work in an ambiguous and uncertain
context before locking into a search because of this obscurity can lead directly to increased risk.

The vast majority of the decisions a searcher or CEO faces are not black or white but instead are somewhere
within the shades of gray. CEOs are often missing key information that would push them in one direction
or another when making decisions. They typically lack the resources or time to vet choices as much as they
might like. Furthermore, diving deep into the intricacies of one problem means other questions and
challenges are left unattended, which can come at a great cost to the organization. We occasionally think of
the CEO role as playing a game of three-dimensional chess where the rules frequently change. Sometimes,
there are too many of the wrong pieces and too few of the right pieces. There is insufficient time or
information for the critical issues and abundant useless information for the unimportant issues. It is a
wonderful intellectual challenge but never perfectly clear or crisp.

When compared to other typical post-MBA career choices, search funds pose significant risk at multiple
junctures. There is risk in raising the necessary funds to support the search, there is risk in attempting to
find and close a deal where approximately 35% of ETA participants fail, there is risk as an operating CEO,
and there is risk in trying to create economic value - 48% of searchers do not generate a multiple of invested
capital (MOIC) equal to or greater than one. Risk lurks at every corner, and the entire process is littered
with potholes requiring graceful circumnavigation.
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Getting comfortable with this ambiguity and risk can be especially challenging for recent MBAs, many of
whom have demonstrated their propensity for avoiding uncertainty by spending two years seeking a
prestigious degree in business school rather than taking the plunge directly into entrepreneurship. Aspiring
ETA participants need to carefully assess their ability to tolerate risk before committing to a search. ETA
probably will not work for those who crave predictability and have no tolerance for deviation, ambiguity,
and flexibility.

Many potential search fund entrepreneurs are hyper-overachievers. They have excelled in academics,
professional roles, and other venues. Part of this success might be attributable to an intense focus on
controlling situations (we are guilty of this overzealousness, too). While this characteristic might have
propelled previous accomplishments, searchers need to brace themselves for the reality that as a CEO and
during the search phase, they will not always be in control, no matter how badly they want to be. There are
too many random variables that influence outcomes to try to control everything. Not only is it impossible,
but also attempting to do so would be infuriating.

Furthermore, once an operating company gets a bit of scale, the CEO will be unable to exercise unilateral
control. Other team members will need to make decisions for an organization not to bottleneck at the CEO.
When this happens, the CEO will inevitably be disappointed with at least some, if not many, decisions that
underlings make. Entrepreneurs cannot control every situation and decision in a complex, growing
enterprise - and CEOs need to get accustomed to that. This is a perfect example of a CEO accepting good
enough and abandoning the desire for perfection.

In addition, CEOs might be surprised that there are many consequential situations they have minimal or
low influence over - for example, a key customer is unexpectedly acquired, and the acquirer has an internal
team that does the same work performed by the entrepreneur’s company. Overnight, a great customer can
turn into a fierce competitor with intimate knowledge of the entrepreneur’s operations.

Uncertainty and ambiguity are inevitable, and unfortunately, they are amplified when things go awry — and
things always go awry, even in the very best companies and outcomes. CEOs should intellectually and
honestly examine how they will react to enigmatic situations when things are going poorly. As stressful as
incertitude might be, it is far worse when the company is shaky and crumbling at the edges. CEOs need to
understand this and how they might react. Being in excellent physical and mental health is a positive place
to start and can help buffer ETA’s vagaries, but the aspiring entrepreneur should also be prepared and have
a plan in place for when that health is challenged.

No searcher or CEO is immune to uncertainty and risk. Preparing for the inevitable ambiguity of this
mission by developing a set of coping mechanisms to operate in unpredictable circumstances will serve
entrepreneurs well.

06 Am I comfortable selling all the time?

Most prospective searchers think searching is about sourcing a business, structuring and executing a deal,
and leading a company. ETA does encompass these elements. However, if there is one skill that is more
important than any other in the search fund tour, it is selling. There is rarely a moment when a searcher or
CEO is not selling.

When raising the initial search fund, potential entrepreneurs sell investors on the model if the investors are
unfamiliar with the program. Additionally, the entrepreneur is selling investors on their vision for the
project (software company, programmatic acquisitions, tech-enabled services, franchise entrepreneurship).
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Furthermore, the potential CEO might be selling investors on geography (Bolivia, the U.S. Mountain West,
New Zealand). Most significantly, the entrepreneur is selling investors on themselves - their character,
previous professional experiences, and intellect - and their ability to be a successful CEO and create equity
value for investors over a five- to ten-year operating period.

We typically use the verbs buy, acquire, or purchase when talking about interacting with prospective
company owners who might trade their precious business for cash. In reality, these verbs do not accurately
reflect the dynamics at play. Searchers are actively selling owners on the notion of allowing a young and
inexperienced entrepreneur to swap cash for their cherished company, which they might call their baby.
Make no mistake, an owner with a decent business in a reasonable industry has much power and many
suitors in this dance. Of course, valuation and structure might influence whom they select as the victorious
buyer. However, do not underestimate the power and impact of relationship building - which is just
corporate speak for selling.

Business brokers need to be sold, too. Prosperous and good brokers have many interested buyers clamoring
for access to their deal inventory. Brokers need to triage whom they share what deals with and when.
Entrepreneurs must sell brokers on why they are qualified buyers and deserve access to high-quality deals
first.

Once operating a business, the CEO is always in sales mode, selling vendors on better terms and pricing,
selling team members on the vision and strategy, selling employees on compensation plans and structures,
selling creditors on more debt capacity or superior terms and conditions, and selling current customers on
new pricing schemes and increased volume commitments. Furthermore, in an emerging small business, the
CEO is the salesperson-in-chief in the customer-gathering process. We pity CEOs who falsely believe that
winning new customers and amplifying revenue are simply exercises in increasing an Excel line item by
10% annually like they did in their MBA days or private equity jobs. We promise that growing revenue is
not that elementary and requires active CEO engagement, especially when attempting to win marquee
customers. Moreover, nobody is likely to be as passionate and persuasive as the CEO or tell the company’s
story better when wooing potential clients. Search fund CEOs must be prepared to lean into the selling
routine when courting prospective customers.

The selling regimen does not abate as the company scales. There are opportunities to sell acquisition
candidates, more sophisticated creditors on every increasingly complex financing arrangement, and board
members on evolving strategies.

The final act of the CEO’s sales foray culminates in selling the business in the exit production. There is
selling the investment bank on taking the assignment and selling potential buyers on both the asset and an
outlier, two-standard-deviation valuation (structured as all cash, no diligence, no contingencies, and no
representations — a dream).

Be assured that selling is at the core of the CEO role in a small business. We believe superior selling skills
can even overcome impaired operations, off-kilter strategies, and soft performance. ETA CEOs need to be
comfortable selling and selling all the time. Unfortunately, MBA programs do not typically teach sales and
selling; this is likely a learn-on-your-own project. Selling need not be intimidating or overwhelming. We
firmly believe all CEOs can develop into at least competent sellers. Selling is also not exclusive to the domain
of life-of-the-party extroverts. We know some excellent sellers who are also introverts, including some of
the authors of this note.
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Unfortunately, part of selling is being prepared for and accepting rejection and lots of it. Business owners
will repeatedly balk at searchers’ overtures, brokers will laugh at cub entrepreneurs without committed
capital, employees will scoff at the latest vision and values pitch, and a steady stream of potential customers
will not even extend a courteous “No” - they just will not respond at all. While sales skills are crucial,
accepting that even the most convincing and dazzling CEO in full-on sales mode will encounter endless
denials is equally important. To prevail, CEOs must dust off the refusals, march forward, and keep on
selling.

Before launching an ETA expedition, entrepreneurs must assess their current ability to sell and how
agreeable they are to selling more in multiple contexts. While many searchers have been quite successful
without formal sales experience before embarking on a search, all experienced search CEOs quickly learn
how to sell effectively to everybody all the time.

07 Do I have the appropriate support networks for an ETA career?

We often joke that ETA is not a solo sport, even if the searcher is a single, solo entrepreneur (as compared
to a paired team of searchers). Behind every searcher is a small group of people who unconditionally listen,
motivate, and assuage. While these characters will not get credit in the searcher’s movie, they are crucial to
the production’s success. Curious ETA participants need to ask themselves if they have these valuable
support networks because, be assured, they will need them - and frequently.

In the growing discussion around ETA, the entrepreneur’s support network is a commonly underrated
element of success. The expedition for a searcher is filled with challenges that require not just financial
backing but also robust emotional and advisory support. Entrepreneurs often turn to experienced mentors
and investors to navigate the complexities of acquisitions and operations. However, the unspoken heroes
of the narrative are the spouses, families, and friends whose unwavering support is vital.

The sacrifices made by searchers and their support groups are considerable. Entrepreneurs may find
themselves in unfamiliar territories, operating within the small business world where infrastructure is
minimal and resources are scarce. Adapting to these conditions to thrive without the safety net of a corporate
framework is a testament to their resilience.

The entrepreneur’s spouse, family, and friends are integral to this equation. Their understanding and
acceptance of the search process, with its inherent sacrifices and uncertain outcomes, form a pillar of
strength. Their role is not passive but one of active engagement, demonstrated by a commitment to stand
by the entrepreneur through the tumultuous nature of ETA. They are the sounding board for ideas, the
comfort in moments of doubt, and often, the voice of reason. These support systems might not understand
discounted cash flow analysis, but their unwavering emotional support can be the boost a searcher needs to
keep moving forward when the project seems bleak. Without their foundation, entrepreneurs might turn
inward and lose momentum.

The emotional toll of navigating the ups and downs of entrepreneurship can be significant. Despite the
presence of a support network, the weight of decision-making and the repercussions of those decisions fall
squarely on the entrepreneur’s shoulders. It is here that mental fortitude comes into play. The entrepreneur
must possess a certain steadfastness and an ability to absorb setbacks and forge ahead despite a frequent
cascade of bad news.

Entrepreneurs should not confuse investors and board members with the non-commercial cheerleaders we
are emphasizing when contemplating support systems. Those financial partners can be helpful and provide
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insightful and sagacious advice, but the relationship is conditional on the CEO’s performance and is built
on a financial transaction. That is a markedly different dynamic than a spouse’s, family member’s, or
friend’s unwavering boosterism. Investors and board members are partners, but they are not loved ones.
Be sure to understand the difference.

An entrepreneur’s support network is multifaceted - composed of mentors, investors, and, critically, family
members. Each plays a distinct role in bolstering the entrepreneur’s ability to live away from the comforts
of a structured business environment, absorb the sacrifices required, and manage the inevitable stress that
comes with ETA. We believe that while the entrepreneur is often at the forefront, their network’s collective
resilience, commitment, and support propel the pilgrimage forward.

While support networks are vital, they can be built and acquired along the way. Executive coaches, Young
Presidents’ Organization, Vistage, and Entrepreneurs’ Organization are examples of peer-to-peer learning
groups that are invaluable resources accessible post-acquisition.

08 Do I have reasonable financial expectations for an ETA pathway?

Although we do not think pursuing a search exclusively for financial reasons is a wise choice, money is
obviously one of many reasons students jump on the ETA train. Aspiring entrepreneurs should gauge their
tinancial expectations, but we strongly encourage them to keep their hopes in check. If entrepreneurs dream
of billion-dollar or even centi-millionaire paydays, that is likely completely unrealistic. Decamillionaire
status has frequently occurred with ETA, but not as a percentage of participants. Multi-decamillionaire,
much less so. In our case note, Ten Reasons to Absolutely not Pursue Entrepreneurship through
Acquisition, we explore the mathematical realities of ETA. The simple conclusion is that there are some
triumphant winners, but only 35% of all entrants generate more than a 2.0x MOIC. A scant 4.8% are in
the vaunted 10x club. If wealth accumulation is the singular objective, risk-adjusted choices like private
equity or hedge funds are likely more appealing. ETA is many wonderful and positive things, but it is not a
guaranteed lottery ticket.

Aspiring searchers need to be prepared to not close a deal, to buy a company and conclude the project by
destroying investor capital (MOIC less than 1.0x), and worst of all, to operate a company for years with no
CEO equity compensation in sight. We discuss these deleterious scenarios in our note On the Nature of a
Search Fund Not Working Out as Planned.

The size of an acquired company will impact current compensation and the ability to earn future equity.
Searchers should consider the size of their ideal target company in this context. For example, many self-
funded searchers purchase small businesses with less than $1 million in EBITDA. This could hamper
personal current earnings after debt service, capital expenditures, taxes, and changes in working capital.
Additionally, starting with a smaller initial EBITDA number will make it harder to enjoy equity rewards.
We decompose this in Exploring Search Fund Entrepreneur Economics. These dynamics can pose
headwinds for a searcher used to a multi-six-figure consulting compensation package, especially if their
family’s financial needs demand a healthy monthly current income.

Moreover, CEOs cannot perceive compensation or bonuses as unidirectional and constantly increasing. If a
business falters, CEOs might forgo bonuses and even base salary. This sobering reality and how it could
impact a family situation must be understood. As challenging as it may be, searchers might need to
differentiate between personal needs and wants during the search phase and the post-acquisition chapter.
Hint: posh country clubs are wants, not needs.
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We are always concerned when entrepreneurs put their financial needs above the company. Personal
economic rewards are just a derivative of the company’s performance, and all the energy and emphasis
should be focused on doing what is best for the company’s health. This can be a flash point when perfectly
fine businesses are pushed beyond their reasonable inherent limits to generate more for CEOs or
shareholders. When we hear of these situations, we think of Aesop’s golden goose fable. A terrific company
can be humming along, and because of their personal economic needs and desires, the CEO pushes the firm
for more and faster golden eggs until the company is impaired and sickly. Reasonable financial expectations
are a healthy place to start the ETA quest.

Leading a business can be an intellectually and emotionally fulfilling opportunity, but the business is also a
tinancial conduit for the CEO. CEOs could predefine how much money is enough and when they might
lock in gains. This might impact operating strategies and investor dynamics. We caution entrepreneurs
against ever-expanding wealth goals and needs. “There is never enough” is a horrible disease that leaves its
victims chasing an elusive mirage.

Finally, we are all guilty of comparing ourselves to others. In ETA, CEOs might contrast themselves to peer
ETA CEOs or MBA classmates conquering Wall Street. Regardless, CEOs must be ready to see themselves
lagging in the compensation arms race. Preparing for this might make the reality easier to process and
understand. Better yet, search CEOs should embrace Theodore Roosevelt’s often-cited statement,
“Comparison is the thief of joy.”

Although we do not define ETA by wealth alone, searchers need to enter the game with some established
philosophies on how money fits in for them. Otherwise, they might make a commitment that cannot fulfill
their needs. If entrepreneurs do not begin with realistic and grounded objectives, searchers will learn to
reset their financial expectations as their tour progresses. This might come with disappointment, but reality
will become crystal clear once the CEO operates the business.

Conclusion

We are unabashed ETA promoters and believe it is a terrific post-MBA arc. However, it is unequivocally
not for everybody. Curious potential ETA participants must reflect deeply on whether search funds are
actually for them. This is not a decision to be made lightly. We hope that the eight questions we present in
this note help prospective search fund entrepreneurs discover whether they think ETA is for them - or not.
We encourage students to rigorously evaluate our prompts over weeks and months and to continually test
their fit and match with ETA. Consider which ingredients are must-haves ex ante and which can be
developed or acquired post-acquisition. Furthermore, review whether each element scales at a high,
medium, or low.

Being brutally honest and conceding that ETA might not be the right choice beforehand is a far superior
outcome than squandering years to reach the same conclusion. Alternatively, reviewing our questions and
deciding that, yes, ETA is a perfect match will help entrepreneurs jump into their venture with confidence,
enthusiasm, and greater self-awareness.

As educators, our primary purpose is to catalyze our students to think critically. We hope this note nudges
you to think, too, because the topic at hand is really about how you will architect your life as well as your
vocational choices. Whether we see you in the ETA jungle or not, we wish you good luck and success in
discovering your pathway and calling! Ultimately, regardless of your direction, be true to yourself.
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