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Raising capital in the search fund ecosystem involves a well-choreographed dance between
aspiring entrepreneurs and potential investors. Investors are selling search fund entrepreneurs
on why they should be included in a cap table, and entrepreneurs are selling investors on why
they deserve precious capital and time investments. The search fund investor market is a thick
one, with hundreds of investors committed to the asset class. We estimate that these hundreds
of investors have over $1 billion to invest in search funds and search fund acquisitions. On the
entrepreneur side, there are approximately sixty new search funds raised annually in the U.S.
and Canada, according to the 2022 Stanford Graduate School of Business Search Fund Study,?
and a further forty new search funds raised annually outside of the United States and Canada,
according to the 2022 IESE report on international search funds.* This number does not include
other entrepreneurship through acquisition (ETA) forms such as self-funded searchers, search
fund adjacent activity, or search fund accelerator activity. In short, a lot of search fund action is
happening, and the community is proliferating.

Anecdotally, we know and acknowledge that, at least in North America, we are in a moment
where top talent (i.e., the entrepreneurs) have all the power and can choose from scores of
investors to build out their investor base. Gone are the days when entrepreneurs went on a
roadshow, visited potential investors in person, and meekly sought their approval and capital.
Now, investors tread to MBA campuses, eagerly pursuing aspiring entrepreneurs and attempting
to differentiate themselves amongst their many peers to secure a place on oversubscribed cap
tables. However, despite power firmly residing in the talent’s hands, investors and entrepreneurs
still need to match.

Part of the matching process between investors and aspiring entrepreneurs includes
conversations and interactions where both parties assess and size up their counterparts. These
exchanges determine which investors are included in a cap table and which entrepreneurs garner
funding. The basis of these dialogues is a series of questions where investors and entrepreneurs
get to know each other in a process akin to financial speed dating.

In this brief case note, we will detail questions aspiring search fund entrepreneurs might expect
to hear from potential investors. Additionally, we will enumerate some questions that search
fund entrepreneurs may ask to assess potential investors. As investors, we have subjected
numerous entrepreneurs to our pesky questions. Likewise, as entrepreneurs, we have endured
endless interrogations by investors quizzing us. We do not claim that either list is comprehensive,
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but we believe both lists can help entrepreneurs prepare for investor dialogs and assist in better shaping an
ideal investor team and cap table.

Questions investors might ask

We preface this section by highlighting that the decision to launch a search fund requires deep introspection
on the part of the entrepreneur. It is certainly not for everyone. In building their own conviction that the
search fund path is the right one for them, search fund entrepreneurs will develop strong, honest answers
to many of the fundamental questions that investors will ask. We encourage prospective searchers to
leverage the growing collection of cases, books, assessments, MBA courses, internships, and other resources
to deeply test their fit with the search fund path. In that process, clear themes and authentic answers will
be developed to many of the questions that we suggest below.

When a search fund entrepreneur, or a pair of entrepreneurs, initially interacts with potential investors,
they should anticipate what questions the potential investor might ask. These questions can encompass
both personal and professional angles. Investors are trying to get to know the entrepreneur and evaluate
whether that entrepreneur can successfully find a business to acquire and then lead the company to create
economic value. The investor-entrepreneur relationship can easily run up to a decade or more, and since
search fund investments are illiquid, these partnerships are long-term in nature. Investors and
entrepreneurs are eager to pick the best possible partners for their objectives.

Search fund entrepreneurs should consider the questions below and have preplanned, detailed, and succinct
answers for each question. When entrepreneurs hear the questions, they should politely pause and then
reply with a thoughtful, premeditated, rehearsed, and honest response. The answer should be like lines of
a script delivered with precision. The entrepreneur can benefit from repeatedly practicing the answers and
knowing where and when to pause, what words to emphasize, and the exact message the response will
communicate. When interacting with investors, entrepreneurs should not be conceiving answers on the
spot; rather, their answers should already be in the bag.

While there are few questions below with a single right answer, entrepreneurs can use their responses to
help find the right investors - those with alignment for their project. Telling investors what entrepreneurs
think they want to hear is not helpful. It might falsely attract the wrong investors to a project or force
entrepreneurs to contort themselves into untenable or distorted positions.

Here is a list of questions we encourage entrepreneurs to examine and have polished responses for.

Why do you want to pursue a search fund entrepreneurial path?

A key question that investors will want to explore is why exactly an entrepreneur is choosing the search
fund journey. What precisely drives the entrepreneur to opt out of a more traditional post-MBA career
path or to quit their current job? Furthermore, investors will likely probe whether the aspiring
entrepreneur is motivated by money, a passion for building and leading, a desire for independence and
ownership, a distaste for a more structured professional arc, or something else. Entrepreneurs must
have a very tight and crisp answer to the meta-why question.

What is your opportunity cost?

Investors will examine the entrepreneur’s opportunity cost when seeking to raise a search fund. If the
aspiring entrepreneur does not have compelling, actionable choices and the search fund feels like a
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backup plan, that is a bad signal. On the other hand, if a budding searcher has a return offer to a
prestigious job that they are willing to forgo, that is a strong positive indicator. Investors want to feel
like entrepreneurs are leaving something on the table to pursue the search fund pathway and are fully
committed to this endeavor.

What have you done to prepare for this journey?

Investors want to understand that the entrepreneurs know exactly what they are signing up for and that
they have conducted appropriate diligence in preparing for this pathway. This process often includes
significant amounts of self-study, conversations with various current and former search fund
entrepreneurs and small business owners and CEOs, completing MBA internships within search funds
and search fund-acquired companies, and MBA coursework. In addition, investors will want to know
what the entrepreneur learned in the process and how it impacted their thinking about the search fund

path.
What has been your most entrepreneurial experience to date?

Establishing a search fund is fundamentally an entrepreneurial endeavor. Therefore, entrepreneurs
should be prepared to describe what else they have done entrepreneurially in their lives. If the aspiring
entrepreneur has not done anything entrepreneurial previously, that is okay and an acceptable answer.
But a superior answer includes an ability to tell at least some story about some entrepreneurial initiative
at some time - no matter how small and experimental.

What are your biggest personal strengths and weaknesses?

We believe that the first step in managing others is managing oneself. In line with the sage wisdom of
the late Claremont Graduate University Professor Peter Drucker, entrepreneurs should have high levels
of self-awareness and a deep understanding of their own strengths, values, and ways of contributing.
Entrepreneurs should articulate their core skills and how they relate to the search fund trajectory. They
should also show an awareness of where they are more likely to struggle and require support from their
investors, partners, service providers, or through key hires. Insights from various psychometrics and
other self-assessments, plus a reflection on career choices and feedback received in previous roles, might
be successfully leveraged.

How determined and gritty are you?

We love this question and think it is one of the key factors in predicting a potential searcher’s success.
Being gritty absolutely does not guarantee a positive outcome, but not being gritty significantly lowers
the odds of entrepreneurial success. Entrepreneurs need to articulate and communicate their grittiness
quotient - their ability to stay with a challenging project with multiple obstacles over a long period of
time. We are enthusiastic when we hear entrepreneurs telling us about having a full-time job while in
college or business school. We enjoy hearing about ultramarathoners’ training schedules. Teaching
yourself a foreign language or musical instrument points towards determination and commitment. We
once heard an entrepreneur tell us about losing over one hundred pounds. Whatever the anecdote,
entrepreneurs must be prepared to convince investors about their grittiness factor. See University of
Pennsylvania Professor Angela Duckworth’s grit scale to test your grit factor.

What did you like or dislike about previous career experiences?

Part of what drives any search fund entrepreneur to choose the ETA path is channeling what they liked
and disliked about former professional experiences. Entrepreneurs should be prepared to share what
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they enjoyed and disdained about past jobs. This should be done constructively and without carping.
This is an opportunity to share what type of leader the entrepreneur aspires to be and what the
organization’s culture might look like. We are all constantly observing managerial and leadership styles
and mentally synthesizing whom we want to emulate and whom we reject.

What is your duration expectation?

As search funds iterate in form and structure, investors need to ascertain how long the search project’s
runway might be. Plain vanilla search funds typically run in the four- to seven-year range, but there is
a proliferation of long-term holding vehicles with multi-decade time horizons. Searchers should have a
distinct point of view on exactly what they are trying to build and create — and why. There are no correct
answers for holding period and duration, but entrepreneurs should be able to confidently answer their
intention and why they have made that selection.

How do you perceive creating value in a small enterprise (look for operational and sales focus in addition to
financial engineering)?

Running a small business is a thrill that we have thoroughly enjoyed. When it is going well, the high is
euphoric. Atits core, raising outside capital and leading a small business is a project centered on creating
economic value for investors and the CEO. Investors are likely curious to explore how an entrepreneur
perceives the value creation process. Specifically, what go-to tools or ideas are the foundation for
creating economic returns? We like to hear entrepreneurs talk about profitable sales growth, operational
excellence, customer service that drives customer retention and pricing opportunities, and fragmented
markets with significant inorganic growth opportunities. This indicates someone who is an operator at
heart. Entrepreneurs who love to talk about the balance sheet, capital structure, and leverage present
more as financial engineers at heart. While we believe in using the balance sheet to turbocharge returns,
we do not subscribe to the view that a business is at its core about the capital stack. Entrepreneurs
should be prepared to share their personal philosophy here.

What was your childhood like?

At some point in the conversation, the investor might quiz the entrepreneur about their childhood and
personal situation. We do not believe this is a calculated Freudian analysis; instead, the investor is
attempting to understand where the entrepreneur is coming from and what experiences and contexts
have shaped them into who they are today. Entrepreneurs should not perceive this as a therapy session
but should be comfortable highlighting some stories about their family and youth. These snippets can
help to underscore the overall story and message the entrepreneur is trying to send.

What were your parents’ careers like?

When exploring family background, investors could ask about the entrepreneur’s parents’ professional
experiences. Here, entrepreneurs have an opportunity to craft an answer that helps shape why they are
pursuing a search fund. “My parents were small business entrepreneurs, and I grew up talking about
business at the dinner table” feeds the narrative. “My parents worked at large corporate jobs and were
unsatisfied with their professional life with its lack of control, relocations, and layoffs” can underscore
the theme of rejecting that road.

How do your friends or parents feel about your choices?

While we generally think it is wise and beneficial for entrepreneurs to act independently and build a
career and life that appeals to them, it is easier when there is peer and parental support - or at least
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neutrality. Creating a search fund is harder when friends, peers, parents, and in-laws think the decision
is dubious. Search fund entrepreneurship is hard no matter what, and if there is general support, it is
helpful. Entrepreneurs should not only think about where they have support but also be prepared to
talk about it.

Are you in a committed personal relationship?

When chatting about personal dimensions, it is natural to ask whether the entrepreneur is married or
in a long-term relationship. This is not being intrusive or nosy. It is an attempt to learn whether the
entrepreneur has support and whether the partner is mentally and geographically able to commit to the
project. Searchers should be ready to talk about their spouse or partner and what they do professionally,
how mobile their career is, and what opportunities or constraints the project provides for their partner.

Do you have children currently?

Investors will continue the personal dialog by asking whether the entrepreneur has children currently
and where those children live. Investors are fishing for information about family dynamics and
complexity. Toddlers feel different than teenagers when contemplating introducing unknowns such as
increased stress and geographic relocations into a family. Following their personal conviction building
and their discussions with their families about the project, searchers should have well-structured
answers on how the project can comport with their children and work for the family, and they should
be forthright with investors about the constraints family considerations may impose.

How does 'your partner feel about your choices?

If the entrepreneur is married or in a committed relationship, the investor may probe the entrepreneur
with questions about the partner’s commitment to the pilgrimage. Launching a search fund is a family
promise. The entrepreneur and partner should have spent many hours discussing the choice and what
it will mean to careers, children, geography, cash income, and wealth opportunity. This is not a decision
to be taken lightly, and if the partner is not fully on board, the project will be at least slightly hampered.
Searchers can talk about how they have explored this with their partner and how the partner is aligned
with and fully committed to the venture.

What geographies are you contemplating as part of your search?

Search funds were initially conceived with broad geographic scope. A searcher would look for a fantastic
business to acquire without any geographic constraints within the U.S. It was a go-anywhere
philosophy and mandate. Things have evolved in many ways over the last decade. While a broader
geography certainly creates more choices, it is more acceptable now for searchers to have a regional
emphasis or even a tighter geography like a state or large metro area. Regardless of what a searcher
intends to do geographically, they should have a clear and thoughtful answer for their plan and how it
will work. Furthermore, if the geography is narrower in scope, they should communicate why that is
the strategy and what mitigants exist to overcome the smaller target opportunity set.

Similarly, if the entrepreneur will be searching in a non-U.S. market, investors would like to understand
the opportunity set and the depth of the pool of targets within the country and the primary regions
being considered. At the time of writing, most search funds in countries outside of North America still
default to nationwide searches, and deviations from that will benefit from a clear and compelling
answer.
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What economic characteristics are you looking for?

Although the search ecosystem has coalesced around specific economic characteristics like recurring
contractual revenue, low capital expenditures, and secular growth trends, entrepreneurs still need to
focus on which specific features they seek and why. Furthermore, entrepreneurs can share what
weighting and prioritization they give each economic factor and how they chose the weighting scheme.
Finally, entrepreneurs should have a strong sense of what makes a desirable acquisition candidate and
why these characteristics matter. Clear answers to this question help investors assess if the entrepreneur
is likely to look for businesses that match their investment criteria. It is critical for the entrepreneur to
build a cap table with a high likelihood of support once a deal is found.

What industries are you evaluating as part of your search?

Alarge part of the investor-entrepreneur interview might orbit around target industries and investment
theses. This is a wonderful opportunity for the entrepreneur to communicate what economic
characteristics they are seeking and in what weighting, as well as how those characteristics translate
into actionable industry identification. Investors will not expect entrepreneurs to have concrete answers
about industries. Still, they will keenly observe the advanced research and the thought process.
Entrepreneurs must have detailed answers that demonstrate cogent analysis and an outline for
implementation. Does the entrepreneur plan to pursue each industry at once or through a successive
industry-by-industry process? Do they plan to use brokers specializing in this industry, or will they
prioritize trade shows and proprietary outreach?

Whom do you admire?

We are always curious about whom people admire and their rationale. Learning about someone’s role
models tells us whom they aspire to imitate. It does not matter to us whether these targets of admiration
are world-famous celebrities or innocuous characters in a person’s life who were surprisingly impactful.
Entrepreneurs can prepare to talk about whom they look up to and elaborate by detailing the
characteristics or traits they hold in high regard and how they attempt to emulate them.

What does your support structure look like?

Running a search is emotionally gut-wrenching - especially for solo search entrepreneurs. It is a daily
roller coaster with extreme highs and bottomless lows. Careening from “we have a deal” to “the deal is
falling apart” is grueling and inevitable. Searchers should contemplate how they plan to deal with these
vicissitudes. They need to be able to tell investors where their support systems lie and how they will be
able to recharge when they hit the nadir. Family, friends, a coach, a counselor, a search forum, and MBA
classmates are all good answers. A key point is for the searcher to demonstrate cognizance of the
problem and a plan for dealing with it.

How do you interact with people of varying seniority and backgrounds?

One of the many fun elements of running a small business is the opportunity to interact with a wide
range of people. Ultra-high net worth shareholders, credit officers at the bank, vendors, sophisticated
and pedestrian customers, fellow executives, and lower-wage laborers can all be part of the search
CEO’s daily interactions. This cast of characters makes for a dynamic rhythm filled with lots of riveting
conversations, and searchers need to feel comfortable mingling with this wide range of personalities -
especially if their industry theses point towards firms very dissimilar to their own professional
backgrounds. In addition, searchers should be able to show investors that they can communicate
effectively with people of diverse backgrounds and do so naturally and believably.
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What do you want your shareholder group to look like?

Investors will want to know how they fit into a cap table and why they are being sought out.
Entrepreneurs should have a lucid picture of what they want their cap table to look like. Will it be highly
concentrated, with just a handful of investors? Will it be institutionally centric or populated with
individuals? Will it be largely homogeneous or highly diverse with various backgrounds and
perspectives? What personal and professional characteristics does the entrepreneur seek in the
shareholder group, and why do those matter? One of the many wonderful things in the search trek is
that the entrepreneur gets to shape the shareholder group exactly how they choose. Entrepreneurs
should be prepared to articulate what they want the group to look like and why, keeping in mind that
these relationships can last many years, with a subset of search-phase investors becoming investors in
the acquisition and a subset of that group likely serving on the company’s board of directors.

What roles do ‘you want your shareholders to play?

Shareholders can be active or passive investors in the search expedition and be more active at certain
moments. Some can be more involved in supporting transactions, and others are more adept and
interested in helping during the operating phase. Entrepreneurs need to verbalize what they want from
their shareholders and when. Investors will be curious to explore what they are signing up for regarding
role and time commitment.

How do you view debt and equity in a capital structure?

Although we believe entrepreneurs are fundamentally operators and leaders and not financial engineers,
capital strategy and structure do matter. Capital allocation is a key CEO skill. We are always curious to
hear how entrepreneurs plan to finance their businesses and how they think about equity and debt on
the balance sheet. Hearing about plans to use leverage early or later, in large quantities or small, sheds
light on self-introduced risk and how much leeway might exist on the operating side of the business.
While there is no one correct answer and specific responses will appeal to different investors,
entrepreneurs should have a communicable capital structure philosophy.

What security are you proposing and why?

Although most search fund securities adhere to somewhat standardized terms, with vesting schedules
and equity earned for performance, entrepreneurs need to be able to talk about the security they have
selected and structured and the logic behind it. This is especially true if it deviates in any way from what
are perceived as standard and basic protocols.

When have you failed?

No search fund entrepreneur experiences a gilded voyage with successive easy steps. It is hard every day
and filled with minor and major setbacks. A big part of the CEO’s character is revealed when those
setbacks and failures manifest. Searchers need to be comfortable and fluent in talking about failure in
their lives and how they have reacted, regrouped, and rebounded. These failures can be professional or
personal. The entrepreneur needs to be honest and vulnerable and communicate how a failure that
might have been temporarily devastating was not a permanent roadblock and was ultimately
surmountable. If the failure did not result in a phoenix-like reversion, the entrepreneur should discuss
learning opportunities and how to prevent a similar situation from happening.
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What do you read, and what books have influenced you?

This is another question we love. Not only are we curious to hear the answer, but it also reveals how
entrepreneurs continue to learn and stay sharp. Being a CEO can be isolating, and it is easy to become
insular. We believe reading helps CEOs remain current on new ideas and keep their minds open. While
we do not have strong opinions about what people should read, we do believe entrepreneurs and CEOs
should avail themselves of new ideas through reading. In addition, entrepreneurs should be able to talk
confidently about their reading habits.

How did you put together your search budget?

While the Stanford and IESE search fund studies provide a benchmark, building a budget is a personal
endeavor unique to each entrepreneur. Investors want to understand how entrepreneurs think about
their budgets. They want to understand compensation relative to the cost of living within the chosen
geography and relative to the opportunity cost forgone. Allocation to diligence cost, travel, interns, and
other forms of support such as coaching and mental health could also be included. Given the classical
1.5x step-up, regardless of how much was consumed during the search process, investors want
searchers to appreciate that this capital is expensive to the entrepreneur and that budgets should be
fine-tuned to strike the right balance between frugality and sufficiency - a key skill any future CEO
should master.

How did you pick your search vehicle’s name, and what does it mean to ‘you?

In our experience, this is a less frequently asked question. We often see entrepreneurs light up when we
ask this question and then proceed to tell an incredibly personal story attached to the name of their
fund. If a fund name has a meaningful origin story, entrepreneurs should articulate how the name was
selected and the underpinnings of its significance.

Additional questions search fund partnerships should expect

According to the 2022 Stanford Graduate School of Business Search Fund Study, 41% of searches launched
in the United States and Canada in 2021 and 2022 were partnerships, with the IESE report showing a
similar figure of 42% for international markets. The IESE report further indicates that most of the
partnered entrepreneurs stated very similar reasons for choosing this path: complementary professional
backgrounds, a more efficient search process, and simply having a partner to counteract the loneliness of a
grueling search process.

The decision to partner is a deeply personal one, often compared to the choice to marry, and one that
entrepreneurs should take great care in making. Investors will want to probe the strength and coherence of
the partnership throughout their interactions. Along with the questions outlined above, partnered searchers
can expect a few additional questions, such as those listed below, and should also be mindful of the balance
they strike when answering various questions - targeting a roughly even distribution of airtime for each
partner.

Why did you decide to work together?
Entrepreneurs should be able to briefly explain the history of the partnership, how well they know each
other, why they both decided to pursue this path together, and how they have prepared for the quest

as a team. Pairs often consist of MBA or college classmates or former colleagues who have since shared
the ambition to buy and lead a small business. It is not uncommon for one of the members of the
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partnership to have convinced the other to join them in this endeavor. Entrepreneurs should be ready
to explain the pathway towards partnership, any reservations, and how they were overcome.

Do you have a minimum size of investment in mind, and how does that influence your search?

The reality of a partnered search is that two entrepreneurs have to split the economic rewards earned,
usually set at 30% of the remaining ordinary equity for partnered searchers - typically, but not always,
split evenly - as opposed to the complete 25% for solo entrepreneurs. This, combined with the need
for the acquired firm to sustain two executive-level salaries post-acquisition, tends to incentivize
partnered entrepreneurs to pursue larger transactions. Entrepreneurs should be mindful that applying
this size filter may pressurize other screens such as geography, industry, or company characteristics.
Investors want to understand that entrepreneurs have deeply considered these factors when developing
their investment thesis.

What are your partner’s biggest strengths and weaknesses?

We love asking this question during interviews. If it seems like an uncomfortable question, that is
because it can be. The answers and body language exhibited show whether the team has done the hard
work to understand each other well and if they’ve grown comfortable providing each other with
constructive feedback.

How do you make decisions?

Partnerships consist of two individuals, and individuals will have their own preferences and tastes.
Invariably, this will lead to conflicts and disagreements on which path to pursue and which action to
take. Practically, this manifests as choices between which targets to pursue, which negotiation tactics to
take, and which person to hire or fire. Making decisions by mutual agreement is often practical for
significant choices and not practical for many other small ones. Clarifying how decisions get made,
when veto rights apply, and when they do not is critical for partnerships. Entrepreneurs need to be able
to explain their decision-making rules clearly and succinctly.

What has been your biggest disagreement to date, and how did you resolve it?

This question gives investors a window into the sources of friction between the partners, their ability
to resolve and learn from disagreement, and their decision-making rules. By having one or two short
examples ready, plus a concise answer on how the conflict was settled and what the team learned in the
process, pairs can show the depth of their relationship and exhibit why they would be good partners on
a search odyssey.

If this partnership fails for any reason, what is your best guess right now as to why that will happen?

By asking this reflective question that anticipates future failure, investors intend to pinpoint each
entrepreneur’s main concern with the strength of the partnership and how best they can mitigate this
in advance. A crisp answer to this question shows comfort with each other’s weaknesses and radical
open-mindedness to the most significant weakness of partnerships - the risk of the team deciding to
part ways.

What roles do you each expect to take during the search and operating phases?

Sometimes, entrepreneurs have professional backgrounds and personal interests that make the division
of roles obvious - say, one searcher with a background in operations and another with a background in
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finance. This, however, is not always the case - when two former management consultants or
investment bankers partner up, questions about specific roles and responsibilities during the search
process have less obvious answers. The same thinking should be applied to the operating phase,
especially if the type of target and industry is clearly defined upfront. Partnered entrepreneurs need to
have given careful thought and care to how this division of labor will likely be determined and why.

Who will be the CEO post-acquisition?

While there is no single correct view, there are strong opinions about co-CEOs as opposed to CEO/CFO
or CEO/COQO splits. If the team is clear upfront that one of the two will take a more senior role post-
acquisition, the entrepreneurs need to communicate that clearly. While clarity may often only be
achieved once a target has been identified, the team should be able to express how they have thought
about their likely future roles and the rules and values they will leverage to make such future decisions.

What will happen if you decide to part ways?

Much like when entering a marriage, we encourage entrepreneurs to put together an “antenuptial
agreement” of sorts. This partnership document should clearly outline the steps that will be taken
should the partnership be dissolved and how conflict resolution would occur. Entrepreneurs should be
ready to answer some of these uncomfortable questions in a way that shows alignment, humility, and
maturity.

Sara Rosenthal (Stanford Graduate School of Business 2004) is a partner at TTCER

Partners, an investment partnership formed to support entrepreneurs who are buying and

building enduring businesses. Rosenthal has been involved in the search fund ecosystem
for over a decade and has witnessed the community’s rapid growth.

While it may seem obvious, when we are talking with individuals interested in doing a
search, the first thing we want to understand is why they have chosen this unique career
path. We aren’t looking for a line-by-line recitation of their resume but rather the highlight
reel of the formative experiences and lessons learned (both personal and professional) that
led them to raise a search fund. When answering this question, searchers reveal what
motivates them, what skills they bring to the table, and what personal strengths will allow
them to thrive during the roller coaster ride of searching for, buying, and building a
company.

Equally as important is getting to the heart of what is going to make the searcher a good
leader, so we ask questions that help us assess their emotional intelligence, coachability,
humility, adaptability, and resilience (definitely more art than science, but some of the
most fun parts of these conversations). Finally, and importantly, we want to see that the
searcher has a strong analytical framework to explain how they will approach the search.
We ask them to walk us through their industry-company scorecard and articulate their key
metrics, talk about a company they are excited about and why, and explain their conviction
around their industry theses, all of which helps us better understand how they
think, ensures alignment with their investors, and hones their ability to efficiently target,
vet, and prioritize great potential targets from day one.
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Questions search fund entrepreneurs should ask potential investors

It is worth highlighting again that the entrepreneur-investor conversation is, or should be, a two-way
interview. In every conversation, there is typically a moment when the investor has exhausted their list of
questions and asks the aspiring entrepreneur if they have any questions they would like to ask. Once again,
this is not a moment for the entrepreneur to conceive new questions or get caught flat-footed. Instead, this
is an opportunity for entrepreneurs to differentiate themselves and shine with insightful and intentional
queries. Having no questions at all would smack of incuriosity and a lack of a diligence mindset. Peppering
the investor with generic questions would reveal a lack of preparation. Carefully crafted questions that laser
into the investor’s background and previous deal history will demonstrate a genuine inquisitiveness and
provide the entrepreneur with valuable information to assess the potential investor. When asking investors
questions, entrepreneurs should be silent and focus on actively listening and taking notes. Entrepreneurs
should physically and metaphorically lean into the conversation, and taking notes indicates the entrepreneur
cares about the information and answers.

Our wise friend and colleague, Stanford University Graduate School of Business Professor David Dodson,
always states that money has a face. Dodson is conveying that money is not fungible; it comes with strings,
opinions, personalities, and quirks. Capital is unique and idiosyncratic in nature. By questioning potential
investors, entrepreneurs can more accurately discover the face behind the money and the fit with their own
aspirations.

Here are some sample questions we encourage entrepreneurs to ask potential investors.

How many deals are you in?

With a burgeoning search fund ecosystem, investors can be in scores of investments, with some in
hundreds. The number of deals an investor is in might indicate their availability to help and support
the entrepreneur. Deal involvement also illuminates experience, pattern recognition, and general
exposure.

With whom will I interact most?

This question relates primarily to more prominent institutional investors but can also apply to
individual investors. Institutional investors with extensive, complex portfolios will often delegate the
investment management relationship to someone other than a key principal at the firm. This can be a
seasoned investment professional or a recent MBA hire who was literally an MBA classmate of the
entrepreneur. Individual investors can also have support staff who might help manage a portfolio.
Entrepreneurs should seek to clarify exactly who will be their contact person in the investment.

What is your typical check size?
When building a cap table, it is vital for entrepreneurs to consider what the target check size is for each
investor when it is deal acquisition time. Assembling a cap table with small check writers might preclude

getting a deal done. Conversely, having all big check writers might lead to disappointment at closing
when the cap table cannot sate every investor’s appetite.

What role do you like to play?
Entrepreneurs need to understand what role each investor desires to play. With one to two dozen

investors on a cap table, not every investor can or should be actively engaged - that would lead to a full-
time job just managing shareholders. Analogously, if every investor desires to be a passive bystander,
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entrepreneurs might not garner the coaching and mentorship they need to make their rookie business
foray a success.

With whom do you like to co-invest?

The search fund world is a big tent, and as much as investors like to pretend that everybody is fair,
honest, smart, and gets along, that is not quite true. There are cliques within the big tent, and some
investors prefer investing alongside other specific investors, which is completely natural. Entrepreneurs
should understand these pockets of investors and realize that sometimes certain investors move in
packs. This is also critical for cap table construction because searchers actively seeking a diversity of
opinions and independent decision-making may end up with a homogeneous grouping whose
members all coalesce to the same views, reducing a searcher’s ability to close on a good acquisition.

With whom do you not like to co-invest?

The truth is that in search fund land, some investors would prefer not to invest with certain people or
do not wish to invest alongside groupings of other investors representing a concentrated cap table.
Entrepreneurs should be aware of this and avoid mixing investors who tend not to get along with each
other. A search project is hard enough, and entrepreneurs do not need to play peacemaker amongst
investors. Understandably, it is more comfortable to share positive views about peers than negative
views, and searchers should expect some investors to be hesitant in sharing the names of investors with
whom they do not like to work. Therefore, it can be valuable for searchers to have these conversations
instead with other searchers who are further in their search passage since they will have developed a
sense of inter-investor dynamics over their search.

What cap table requirements would you have?

Especially in international markets, investors like to see a strong contingent of local investors that
understand local regulations, can support with access to deal flow, and generally be available in person
more regularly to support the entrepreneurs. Similarly, certain individual investors may like to see
larger institutional investors with deeper pockets on the cap table that can write bigger checks at the
deal stage or support fast-growing firms more readily with follow-on capital.

What industries do you like or dislike?

All investors have some predilections when it comes to industries. Entrepreneurs should note these
biases and discover industry allergies. This helps test for alignment and prevents the entrepreneur from
sourcing a deal that is a hard no for a large group of their investors.

What is your typical desired hold period?

Some investors enjoy shorter holding periods; others think the best holding period is forever.
Entrepreneurs should seek to avoid holding period conflicts by testing what an investor wants early. It
is incredibly disappointing to run an excellent business that investors push to sell when the
entrepreneur wants to hold. This is easily avoidable by asking investors what they desire and
assembling a group that shares the entrepreneur’s ideology.

What is your appetite and capacity for board membership post-acquisition?
There are times when entrepreneurs struggle to assemble a board because investors are so over-
committed with a plethora of investments. Entrepreneurs need to view their investors as the pool from

which they will draft board members. At least some investors need to have the capacity and interest to
potentially serve as a board member.
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How do you think about growth versus risk in the deals you back?

Subsets of investors seek hypergrowth companies and are willing to tolerate binary outcomes (huge
success or huge failure), and some investors look for more controlled growth arcs. Therefore,
entrepreneurs need to ascertain whether they are building an investor group that shares a view with
each other and the CEO.

How do you like to see a deal structured (debt and equity)?

Some investors love to talk about capital structure; they are deal folks and have strong opinions about
balance sheet dynamics. Entrepreneurs should probe this topic to see if the investor has a distinct or
strong orientation about using debt or equity in the company’s financing. This is often tied to investors’
views on growth rates, and the two questions should be asked hand-in-hand.

What size deal do you like?

Pockets of investors are biased towards more significant deals to get more money working for them.
On the other hand, other investors are okay with more pint-sized opportunities. Entrepreneurs should
know what investors prefer so they can tailor their search and sourcing process accordingly and pick
investors aligned with their own desires.

How does your round 1 (buying a unit in the search) decision process work?

Given the current dynamics in the search fund investment community, many investors will commit to
an entrepreneur after a sixty-minute meeting or Zoom call. That is reality. If an investor does not fall
into that pattern, entrepreneurs can ask how an investor decides whom they will back and why and
what the balance of the process would entail. This sets the stage for entrepreneurs to understand and
manage the commitment process, the time investment required to secure an investor’s support, and the
opportunity the entrepreneur will have to further assess the investor.

How does your round 2 (investing in the acquisition target) decision process work?

Entrepreneurs need to be aware of how investors decide whether to invest in a target acquisition or not.
Understanding the diligence process, the investment committee decision-making process, and any
other elements that might factor into how a deal gets scrubbed is useful. In addition, this allows
entrepreneurs to gauge the time and bureaucracy they will encounter in raising the acquisition capital
when an actionable deal is identified and the level of support and diligence they can expect investors to
contribute.

What are some recent examples of why you declined to participate in a deal?

By asking for specific examples, rather than just a conceptual question about how decision-making
works, entrepreneurs can gauge how investors think and what pitfalls they should look to avoid at the
deal stage.

Who are two or three search entrepreneurs that I can ask for a reference about your work together?

Entrepreneurs should perform diligence on their potential investors. We think the best way to do this
is to speak with other searchers who have recently been supported by the investor being considered.
While we believe cold references through direct reach outs are likely to be less biased, asking for a few
references from the investors themselves is an excellent second option and may result in higher response
rates.
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Who else might be interested in investing?

Once an investor has committed to investing in the search, there is an excellent window of opportunity
to ask the committed investor who else they may want to see on the cap table and then ask for a warm
introduction. Investors collaborate and interact frequently, and such introductions are an early
opportunity for investors to be helpful. Of course, such an introduction can be requested before
commitments are made too, but generally, a warm introduction from an investor who has already
committed is more powerful.

Sibusiso Mbonambi (IESE Business School 2023) previously worked as a management
consultant in Sub-Saharan Africa and the Middle East. Before beginning his studies in
Barcelona, Mbonambi managed his family’s meat wholesale and retail business, which

cemented his vision of becoming a small business owner and operator. He established

South Africa’s first traditional search fund, Cosworth Capital, in early 2023.

Entrepreneurs must find the right fit with their investors based on personal chemistry,
track record, experience, and level of engagement. Searchers should not be afraid to ask
investors in-depth questions to assess these factors. For example, which searchers and
CEOs has the investor most enjoyed working with and why? Can they share a story about
a bad outcome or a really challenging situation and explain the role the investor played in
that process? What most excites the investor about their work, and what differentiates
them from other investors? Supplementing these questions with intel from other searchers
and CEOs to learn which investors have been the most instrumental on their trip will give
searchers essential data to help them assemble the best support team possible.

I enjoyed my fundraising process. I was a bit of a pioneer doing a search in Africa. When I
interacted with potential investors, I was grilled with a slew of questions that forced me to
think and reflect on my goals, ambitions, strengths, and weaknesses. But I also got to ask
questions of potential investors, which I found incredibly helpful. These investors will be
my partners and support system for years, so I was really curious to get to know them and
explore who they are. I wanted to make sure there was a match philosophically,
emotionally, strategically, and financially. This is a huge commitment, and I wanted to be
very careful about who would be on my cap table. Although there is no perfect way to assess
that prospectively, I asked many questions — and landed in a fantastic spot with some stellar
partners.

Conclusion

Search fund entrepreneurs should anticipate predictable investor questions in the fundraising process and
should have sharp, scripted answers. By preparing answers in advance, searchers will go into investor
conversations more relaxed and with more confidence. Additionally, having precise, well-honed answers
will help searchers position themselves in the best possible light and attract greater investor curiosity and
interest.

Additionally, searchers should have thoughtful and intentional questions for potential investors. Gathering
information from investors will help searchers assess whether alignment exists and whether the potential
investor might be a positive fit for the searcher’s cap table.
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Asking and answering questions in the investor-entrepreneur matching process will help entrepreneurs
differentiate themselves and will help both investors and entrepreneurs find alignment and complementary
partners - a crucial beginning in the multi-year search fund journey.

We hope this brief case note packed with sample questions helps you better prepare for investor
conversations and find the perfect investors for you. Good luck in your capital formation process, be
prepared for the obvious queries, and keep asking curious questions!
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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.
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