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Some Thoughts on How to Be an Effective and
Impactful Director on a Search Fund Board

Serving as a director requires reflection, fit, and awareness

Rob LeBlanc!
A. J. Wasserstein?

Professor Irv Grousbeck, the MBA Class of 1980 Consulting Professor of Management at
Stanford University’s Graduate School of Business, developed the search fund model, a key
component of which is the coaching, guidance, and mentorship provided by boards of directors
to nascent searchers and chief executive officers. Part of the model’s success has been pairing
highly talented but inexperienced aspiring entrepreneurs with patient capital, going-concern
businesses, and highly experienced investors and directors. While the traditional search fund
model has gone through various iterations and now includes accelerators, entrepreneur-in-
residence programs, self-funded searches, holding-company vehicles, and global geographic
expansion, the basic premise of facilitating partnerships between young, inexperienced CEOs
and seasoned directors who can help guide their entrepreneurial journeys remains intact and
central to its ongoing success.

Search funds are proliferating, and what was once an obscure post-MBA career path has become
more popular and normalized. According to the 2022 Stanford Graduate School of Business
Search Fund Study, there are currently 138 search fund operating companies and 107 searchers
who have not yet acquired businesses.® Additionally, the IESE International Search Funds
Selected Observations 2022 counted 78 operating companies purchased through searches and
79 searches for viable businesses currently underway outside North America.* These data
exclude self-funded searchers who probably account for hundreds of operating companies and
hundreds more searches. In aggregate, there are approximately 325 current search fund
operating companies and 260 searchers.” If two-thirds of these searchers actually acquire firms,
approximately 500 search businesses will need directors to support their CEOs." If each company
has four directorships, 2,000 director seats will need to be filled globally in the next year or two.

Although search funds are expanding, qualified directors are relatively scarce. For example, based
on an analysis of its own portfolio, Anacapa Partners - a leading San Mateo, California-based
institutional search fund investor - reported that, in 2011-2021, the number of search fund
launches increased six- to sevenfold, but the number of new directors increased no more than
twofold. This scarcity of director talent has the potential to jeopardize the bedrock principle of

“ 138 (U.S. operating companies) + 78 (non-U.S. operating companies) + 109 (assumed self-funded
searches) = 325 current operating companies; 107 (U.S searches) + 78 (non-U.S. searches) + 75 (self-
funded searches) = 260.

325 (current operating companies) + 66% * 260 (current searches) = 496 operating companies.


https://anacapapartners.com/site/global/home/p_home.gsp
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what makes a search fund so unique and special - the mentorship and sagacious advice of seasoned
directors.

Although we usually author entrepreneur- and CEO-centric content, this note explores basic governance
and director issues from the perspective of board members. Furthermore, it is intended to support new
search fund investors who have recently entered the search community and lack extensive experience within
the search fund context. Because these new investors partner with entrepreneurs and invariably become
directors, they ought to understand the nuances of serving as directors on search fund boards and how to
assist searcher-CEOs. Additionally, we aim to share our thoughts with the many sitting search fund CEOs
and former search fund entrepreneurs who commonly join boards. There is a vast difference between
holding a CEO position and being a director. Managing this transition between roles can be challenging for
people who have formerly held CEO positions. Although this note is aimed at directors, we also hope that
searchers and CEOs will find our thoughts helpful in constructing, managing, working with, and leveraging
their boards.

Finally, we do not mean to overemphasize or deify the role of directors in the search fund model. Although
itis necessary for them to provide principal oversight and governance, good directors and competent boards
are insufficient to drive positive operational and economic outcomes. Ideally, like medical professionals
abiding by the Hippocratic Oath, they should do no harm; at worst, they can be disruptive and distracting;
but generally, they are able to accelerate and amplify already positive outcomes and act as problem solvers
during times of crisis.

Searcher-CEOs remain the key catalysts for high performance. An excellent CEO captaining a successful
business will do fine with mediocre directors, but even the most talented directors cannot rescue a poor
CEO leading a struggling company. Our intention in this note is not to overvalue the director’s role but to
help increase the number of willing and able search fund directors, augment their understanding of their
roles, and help them provide positive support to CEOs.

In this note, we explore the following topics:
o The five Cs framework for evaluating a director's role
@ How and why search fund company boards differ from other types of boards
@ How best to construct a search fund company board
@ What kind of background and experience makes a good search fund director

@ Personal characteristics required of a good search fund director

01 The five Cs framework for evaluating a director’s role

A directorship on a search fund company board is a heavy responsibility that requires a time commitment,
emotional investment, and a fiduciary obligation to non-director shareholders. Any glamour and prestige
associated with board membership are likely to dissolve in the reality of multi-hour Zoom meetings and the
necessity of being an intellectual and emotional lynchpin when things go wrong. Additionally, directors’
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compensation is typically modest and hardly worth the mental pressure of a directorship. People who aim
to become directors should do so for the right reasons and assess whether they are capable of holding and
suitable for such positions.

We have developed a simple five-element framework to help aspiring directors contemplate whether they
adequately fit specific director positions. This five Cs framework (Figure 1) is built on the necessary
qualifications for an impactful director. Potential directors who can positively affirm that they understand
the five Cs and can see themselves adding value as directors should proceed humbly and cautiously to
joining a search fund board.

Figure 1: The five Cs framework
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Context

When contemplating a director role in a search fund-acquired business, potential directors should clearly
understand how and why search fund boards differ from other for-profit (public and private) and not-for-
profit boards. Directors should have sound knowledge of how search boards operate, their expectations,
and the associated fiduciary responsibility. Previous experience serving on a public-company, venture
capital- or private equity-sponsored, or family-business board may be desirable, but it does not resemble
serving on a search fund board. To add value, potential directors should pause and consider how these
nanosized company boards operate and function.

Competency

We believe each director on a search board plays a specific role in the organization. Some directors wear a
tinance hat, while others are purely operationally oriented. A director can be a professional investor or a
former executive (see Figure 2). These various backgrounds are all valuable and, when combined, can lead
to a robust board composition. Potential directors must understand and be comfortable with their assigned
roles and feel confident they can play them well and add value. While all board members are likely to have
a generalist streak, the best directors have specific skills and competencies that are in demand and helpful
to CEOs.
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Capacity

Being a director is a part-time job that requires dedication and availability. One of the most essential
elements of being a successful director is the capacity for service. Promptly answering emails and phone
calls, attending and being punctual for in-person and Zoom meetings, maintaining attention and focus
during board sessions, and preparing thoroughly for all meetings are the most fundamental elements of
being a competent director. If a potential director lacks the required capacity and cannot commit to these
rudimentary elements of a director’s role, they should pass over the opportunity.

Complementarity

Potential directors should complement other directors and the CEO and not have overly redundant skills,
experiences, or perspectives. All CEOs have strengths and weaknesses that board members should
complement and compensate for. For example, a CEO intent on deploying a programmatic acquisition
strategy would derive value from a director who previously and successfully executed a similar process,
regardless of the industry. Furthermore, a director with geographic or industry roots in the acquired
company’s market or industry could successfully complement and serve a CEO in that market or industry.
The same could be true along functional lines. For example, a CEO without experience in finance and
accounting could benefit from a director with a strong financial background.

Chemistry

Boards are composed of individuals, and to harness the full potential of a board, there must be personal
rapport and a good fit between them. Potential board members should evaluate whether they have a genuine
affinity for the industry and feel comfortable with the CEO. It is unfair to a CEO for a director to join a
board when they are lukewarm about the business or the leader. Furthermore, a potential director should
connect and feel at ease with the other directors serving on the board. A successful working board is
intimate, and the directors need to collaborate effectively - often independently and offline, without
management - to best support the CEO.

02 How and why search fund company boards differ from other types of boards

Before we explore the distinctiveness and uniqueness of search boards, we must first explain how they
resemble corporate boards. All company boards have a prime responsibility to protect the interests of all
shareholders; ensure that their companies are well-managed by competent management teams that, at a
minimum, can maintain liquidity and solvency without taking unnecessary risks; and oversee compliance
with all applicable laws and regulations. More generally, this fiduciary obligation - sometimes expressed as
discharging the duties of candor, care, and loyalty - means that an individual director and a collective board
must do all they can to protect and enhance long-term shareholder value.

In addition to these foundational elements of sound governance, a good director in the search fund
community should understand and appreciate what makes a director’s role in a search fund-acquired
company different from serving on other boards. Indeed, search fund boards are unlike boards of venture
capital- or private equity-backed, family-owned, or publicly traded companies, where it is more common
for directors to have prior experience and access to readily available resources. Search fund-acquired
companies can differ in several pertinent ways, which, when combined, create unique dynamics that
directors must manage. These include 1) the degree of CEO experience; 2) the type of investors; 3) the
degree of control these investors exert; 4) investors’ stock-holding periods (and liquidity expectations); 5)
investors’ risk-return profiles and priorities; 6) the CEO’s priorities for the business during holding
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periods; 7) the board’s priorities for the CEO during holding periods; and 8) the prevailing governance
standards, reporting expectations, and compliance obligations. A summary of these differences is shown in
Exhibit 1.

When comparing search fund board dynamics to those in other types of companies, the most fundamental
and overarching difference is that searcher-CEOs lack experience and are required to run businesses that
they did not build themselves. In this context, directors must be particularly responsive, supportive, patient,
and tolerant. However, search funds are also returns-seeking vehicles designed intentionally to achieve high
performance, so a board cannot wait or coach indefinitely if the results are poor.

This tension creates a unique conflict for search fund directors to manage: giving searcher-CEOs room to
make mistakes and learn (possibly even eroding some value in the short term) while maintaining their
strong fiduciary responsibility to all stakeholders and not compromising long-term value-creation
objectives. This balance can be hard to achieve, especially in the early days, when searcher-CEOs are least
experienced and least understand their acquired businesses.

03 How best to construct a search fund company board

We will now focus on the specifics of building a robust board, which requires understanding several factors,
including 1) board functions; 2) board composition and director characteristics; 3) director skills,
experiences, perspectives, and motivations; and 4) director term limits.

Board Functions

The board of a search fund-acquired company should adequately perform the fundamental functions of
any governance body, including fulfilling fiduciary duties; maintaining strong corporate governance, risk
management practices, financial reporting standards, and legal and regulatory compliance processes;
setting the company strategy; supporting operations (which can include technical or product inputs, if
relevant); monitoring finances (ensuring solvency and liquidity); allocating capital (which can involve
scrutinizing financial results, raising additional equity and debt capital, pursuing bolt-on acquisition
opportunities, distributing dividends, completing share buybacks, and handling exits); and leveraging
relevant networks (suppliers, customers, and other investors in the right industries and countries) for the
company’s benefit.

However, and noting the differences discussed previously, an effective board of a search fund-acquired
company should also purposefully excel at developing the searcher-CEO as an operator and leader;
supporting, coaching, and mentoring the searcher-CEO; and fully demonstrating the search fund model’s
tradition of experienced directors committed to mentoring inexperienced CEOs.

Board composition and director archetypes

A competent search fund-acquired company board generally comprises a blend of perspectives and four
(sometimes overlapping) archetypes: the investor, the operator, the local, and the domain expert. The investor
contributes the perspective and pattern recognition of an experienced search fund investor who has
participated in many search funds, their resulting acquisitions, and (ideally) exits.

Preferably, the operator is a former searcher-CEO or small business operator. Importantly, this director is
not necessarily a senior executive with a corporate background, even with extensive operating experience,
because a large corporate context is often too different to be relevant.
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A local director can also play a critical role in search funds in a new or emerging market. This will probably
be a person with experience in operating and scaling businesses and leveraging deep and relevant networks
in the local market.

Finally, in a highly technical industry, a domain expert director can add value through industry expertise and
relevant thought leadership in the acquired firm’s specific sector. However, this type of expertise is often
overvalued by inexperienced searcher-CEOs and can often be obtained through advisory or consulting
relationships (without the strategic cost of maintaining a board seat), as required (these archetypes will be
discussed in more detail later in the note).

The company seller could join the board, especially if they are reinvesting proceeds from the sale into the
company, but this is generally discouraged. Including a seller on a board may lead to unnecessary conflict
in later years. A best practice is to foster incentive alignment and knowledge transfer in other ways (e.g.,
through a large seller note or paid consulting arrangements). If a seller is rolling equity and insists on a
board seat, then the searcher should consider negotiating in advance a call option over the seller’s equity
and an expedient mechanism to remove the seller from the board if necessary. Such a negotiation can feel
awkward (or, in some instances, even ruinous to the relationship) during an acquisition process since it
involves agreeing on separation terms while planning a partnership. Nevertheless, such separations do
happen, so we encourage searchers and their boards to broach and address this topic as early as possible if
they intend to include sellers on their boards and cap tables.

Board observers (members who attend all meetings and receive all relevant materials but do not vote) are
also sometimes included on search fund boards, either because a significant investor demands such a seat
or because the searcher wishes to retain a particularly strategic investor who is unwilling to take an
operational director seat. Regardless of the rationale for their inclusion, such observers should be used
sparingly and with discretion - and expectations should be clearly established upfront - because often, due
to the diluted nature of the position, observer performance (despite otherwise good intentions) can also
become diluted through a lack of preparation, engagement, or contribution. Conversely, some observers
can add tremendous value without formal responsibility or compensation and are thus invaluable. It often
comes down to the specific individual, their track record, and the company’s situation.

Family or friends should generally not be offered board seats, as such preexisting relationships can create
unnecessary conflicts of interest and cloud judgment.

Board size and director investments

A board should include three to five people, most notably the searcher,” one operator, one investor, and one
local investor-operator if it is a new market for search funds.

The majority of, if not all, directors should initially invest a meaningful monetary amount in the business.
Later, as the company matures, independent non-investor directors may be considered. If a director is an
institutional investor, they should be one of the more prominent investors in the transaction. Ideally, the
investment should be material for the investor (i.e., a large investment in a given fund). If a director is an
individual investor, the amount should be economically material to their personal balance sheet.

A director could be recruited from outside the investor group if they can contribute a valuable perspective.
Often, investors (or limited partners) in larger institutional search fund investment groups can play a

* If the searcher is a partnership between two entrepreneurs, they will often share a single board seat.
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hybrid role in this case because they are not direct investors; they have strong indirect alignment and a high
degree of independence, which can be a valuable combination.

Lastly, to revisit the fifth C in our framework, the board should have interpersonal chemistry as a group
and with the searcher-CEO as a person - or at least be neutral. If directors share values, have a common
view of success, and genuinely enjoy working together, the resulting synergy can foster higher performance
- and be fun, which is not to be discounted on what is typically a long and arduous business journey.

Director skills, experiences, perspectives, and motivations

Directors should bring practical and functional skills, domain expertise, or relevant networks to help the
company succeed, particularly if the searcher is weak in those areas. For example, if a searcher acquires a
business-to-business software-as-a-service (SaaS) firm and has never built a professional enterprise sales
organization, a director with experience in scaling a Saa$ sales function could be precious. However, in the
absence of apparent fits, vital and otherwise aligned generalists are preferable to highly specialized experts
because issues characteristically evolve - and the value of broader pattern recognition increases — over time.
As mentioned previously, specialized expertise can typically be obtained through consultants at any time,
as needed (e.g., for advising on developing a sales organization).

At least one of the non-searcher directors should be deeply experienced across other search fund boards.
Ideally, at least two directors should have prior search fund board experience, such that those with search
fund experience form the majority (or most significant minority) of board members. In general
(particularly under uncertain conditions), default values, assumptions, and (sometimes unknowingly)
decisions will be based on the majority of the board’s opinions and experience. For example, if most
directors have a technical and venture capital background, board decisions are likely, over time, to reflect
venture capital and technical norms. This dynamic is not harmful per se (especially if a particular company
is technology-related and has high growth), but it is worth considering when establishing the board’s
makeup.

Furthermore, the director’s perspective and level of engagement matter. Indeed, while each director
archetype should be able to apply specific experience and knowledge to different topics, these inputs may
not always be at the right - or most appropriate - level of detail for the issue. Thus, it is worth considering
the perspective of each director - does it provide a high-level but fundamental insight, or is it granular and
detail-oriented? Both can matter, depending on the nature of the problem, so it is helpful to have directors
with complementary backgrounds and different perspectives and aptitudes considering issues from as many
different angles as possible.

Lastly, regarding motivation, it is essential to understand why someone wants to serve as a director. Is it to
pass on experience or to gain experience? To nurture a major investment or to constructively fill time post-
retirement? Understanding motivations is critical because being a good director can require a significant
investment of time and effort and because such contributions can have a meaningful impact on searcher
(and company) performance. Ideally, directors have sustainable intrinsic sources of incentives that exceed
their expected tenure.

Term limits

Although generally not formalized in the search fund community, term limits should be introduced or at
least discussed. Like a company, a board is not a permanent or static body. Businesses evolve, requiring
different skills, networks, and perspectives over time, and boards should reflect this evolution.
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Furthermore, the capacity or interest of individual directors (or the investors they represent) may also
change over time, necessitating changes in board composition.

Hence, clear term limits (two years at a minimum but five years at a maximum) should be considered, if
not formalized, because they facilitate the graceful exit and entry of directors, enable searchers to construct
the right team at the right stage of the business journey, and enhance overall company governance.
Furthermore, a board should consider having a standing agenda item at least once annually to evaluate
which capabilities the board needs for the next three to five years and consider adding or swapping directors
as necessary.

04 What kind of background and experience makes a good search fund director

Beyond the fiduciary duties of candor, care, and loyalty to the company, a search fund company director’s
central focus is on CEO development, which means that the director should, relative to directors on the
boards of other types of companies, have more time, greater ad hoc availability, and a higher willingness to
engage with the CEO. Furthermore, such a director should have a high tolerance for mistakes and long
learning curves, perhaps expect more openness and vulnerability from the CEO, and demonstrate a greater
willingness to listen. The director should also have a great aptitude for, and enjoy, developing talent (i.e.,
coaching and mentoring) and inspiring confidence in less-experienced colleagues. In addition, such a
director should have excellent judgment regarding the business in general and regarding talent
development in particular, with a proven capacity to balance support, development, and coaching with
objective feedback, performance improvement, and accountability. Finally, the right individual should be
willing to earn low fees, since search funds tend to pay directors $10,000-30,000 per annum in board fees
(commonly around $20,000), which can seem very low for the time and effort spent compared to market-
based alternatives. In addition, to incentivize proper preparation and engagement, some boards pay
directors only for the meetings they actually attend rather than fixed annual fees.

Assuming these antecedents are in place, a thorough determination of competency requires a nuanced
understanding of a director’s prior experience, the particular CEO and company, and the board being
assembled. Putting aside the highly experienced veteran directors who already have established track
records in the search fund community (a profile that is growing increasingly scarce), we see four pathways
to becoming a new director in a search fund-acquired company. Each director archetype is valuable but
involves some potential blind spots that should be considered.

Former searcher-CEQOs

Former searcher-CEOs (or current searcher-CEOs with at least three years of experience) are now investing
and joining boards. Directors with this background possess an unparalleled understanding of - and
empathy for - the search journey and knowledge of the search fund model. They often have excellent
general operational experience, and if paired with the right assets, they can often offer functional or relevant
industry expertise. If they are also experienced investors, they can contribute to the additional pattern
recognition and networking that is more typical of institutional investors. Conversely, former searchers
commonly have limited director experience, often have only worked with their own boards as CEOs, and
often have operating experience limited to a single company in a single industry and, frequently, one
geography. Former searcher-CEOs can also be capacity constrained if they are still busy operating their
businesses or actively investing in other search funds (or other asset classes). Moreover, because they often
participate individually, such directors may invest limited amounts of capital.
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Less-experienced institutional investors

Members of large institutional search fund investment groups, often without prior board experience, may
nevertheless have significant availability and attention to detail as directors. Often, they are young, at a
similar age and stage to searchers, and, hence, relate to them more as peers, which fosters improved rapport
and frankness. In addition, such directors can offer a deep understanding of the search fund model and
strong pattern recognition based on their broad search fund portfolio (and their colleagues’ and internal
resources). Finally, if someone with prior experience in an industry is placed on a company’s board, they
can often contribute technical expertise and networks. However, this type of director typically has limited
board experience and relatively little work experience. If the director is too young or inexperienced, the lack
of expertise could discredit them in the eyes of the searcher or other directors.

Local family office principals or high net worth individuals

Principal managers of local family offices or high net worth individuals with prior board experience but no
search fund board experience are often invaluable in new or emerging search fund markets because they
have broad operational and investment experience as well as much-needed local knowledge, networks, and
expertise. If the asset fits this prior experience, a local director can also offer functional or technical expertise
in addition to non-search-fund-specific board and director experience. Embedded in this last pro is the first
con - a local director may have no prior experience on the board of a search fund-acquired firm, so their
inclinations may be more geared toward venture capital, private equity, and family or publicly owned board
dynamics. Moreover, they will have a limited understanding of the search fund model, its legacy values,
and norms, and how such boards and investments generally play out.

Industry experts

Industry experts with deep investment, operational, and board experience but no search fund operational
or board proficiency, as discussed previously, should only cautiously be included on boards, as their relevant
scope of expertise is often limited in practice, and the searcher-CEO’s perceived knowledge gaps can close
rapidly post-acquisition. That said, highly experienced executives, operators, or investors in a given
industry - especially in small businesses rather than large corporations - can add outstanding value to the
boards of search fund-acquired companies because of their technical skills, industry experience, and
networks, not to mention their understanding of industry-specific norms, precedents, and patterns. The
disadvantages of a director with a specific industry background are similar to those of a local expert. Their
operational or investment experience may be in venture capital, private equity-backed firms, or family-
owned or publicly traded companies. In addition, such directors may have limited experience or
understanding of the search fund model. Lastly, if they do not invest directly (i.e., only fractionally via
participation in a larger institutional fund), they may have limited economic exposure to the company itself
and thus fewer economic incentives, which could be detrimental if the director is otherwise busy.

It should be noted that many potential directors do not fit neatly into any of these archetypes, but rather
represent compelling hybrids, which bring many advantages without any or all of the disadvantages. We
use archetypes here to characterize the most common pathways to becoming a director in a search fund-
acquired company. For a summary of the pros and cons of each archetype, see Figure 2.
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Figure 2: Various director archetypes
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Ultimately, a director’s capacity and responsiveness are more important than previous skills, experiences,
or interests. Coupled with the fact that search fund CEOs are less experienced, search fund-acquired
companies are typically small and, therefore, unpredictable. Consequently, search fund board work is
intermittent but often urgent, so directors must be willing and able to be actively engaged.

Directors’ workloads are often heaviest at the early stage of landing the acquisition and for 1-2 years
thereafter while the searcher-CEO finds their feet and determines how to create value. During this period,
meetings can be held as frequently as weekly on an informal basis, with more structured monthly checkup
meetings and quarterly meetings being quite common. In the post-pandemic world, not all of these
meetings are held face-to-face. However, at least one quarterly board meeting per year should be in person,
as should meetings for any extraordinary event (i.e., crisis management). The workload often decreases
after the first three years, assuming the company is performing according to expectations, but the initial
workload and travel requirements should not be underestimated.

05 Personal characteristics required of a good search fund director

Although serving as a director requires hard skills, domain expertise, and functional experience, it also
requires an appropriate tone, demeanor, and style. We believe directors must have certain soft skills and
personal characteristics to do their jobs well and flourish. Although we highlight a handful of necessary
attributes for directors, we do not claim the list is comprehensive.

Humility

Directors are typically older, more experienced, and wealthier than CEOs. CEOs know this and do not need
frequent reminders of their youth, inexperience, and lack of financial assets. Directors should adopt a low-
key, humble tone with CEOs and fellow board members despite their wealth and accomplishments.
Furthermore, notwithstanding a director’s enormous knowledge of finance, operations, deal-making, and
business in general, they will never know more about the operating company than the CEO. While directors
can ask probing and insightful questions, they should refrain from posing as greater experts than CEOs.
Humility will go a long way toward helping a director win a CEO’s trust, respect, and admiration.
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Seek to serve, not to be served

Some directors expect to be served since they can hire, fire, and compensate their CEOs as they wish.
Paradoxically, we believe directors should see themselves as servants of their CEOs, businesses, and other
shareholders. Directors should aim to help and support their CEOs and provide them with thoughtful
counsel, emotional support, and uplifting encouragement when necessary. Additionally, directors should
make themselves readily available to answer other shareholders’ questions and provide insights into their
companies’ performance and trajectories. Finally, directors should be willing to manage specific discrete
projects, such as helping source debt or recruiting a key hire. Directors can demonstrate service by asking
CEOs, “How can I help you?”, “What do you want to get out of the next board meeting?” and “What
support do you need?” A directorship is about serving, not being served.

Be thoughtful and kind

Being a CEO can be a lonely experience, even with a partner. The role is fraught with unforeseen challenges,
limited resources, and a general atmosphere of potential chaos and fear of failure. Directors can alleviate the
associated stress simply by being kind and thoughtful to CEOs. When things go well, positive
reinforcement and congratulatory feedback can be highly motivating for hardworking CEOs. Such positive
feedback can be given verbally at board meetings, privately in phone calls, or via private messages and
handwritten notes. CEOs work hard to please directors and shareholders and may crave approbation, which
directors should provide generously. Directors should also seek to understand the CEO’s personal life and
situation. A new baby, marital problems, or a sick parent can all impact the CEO’s and the company’s
performance. Directors need to be attuned to these life events; see the whole person, not just the CEO; and
be willing to smooth bumps on the road.

Signal that the CEO matters

When interacting with their CEOs, directors should focus on the CEO, not themselves. This means being
on time for calls and meetings, turning phones and computers off during meetings, concentrating entirely
on the CEO, and listening to and considering the CEO’s thoughts. The conversation should focus on the
CEO and the company, not the director’s personal interests. Thorough preparation is vital; reading all
provided materials is expected, and submitting questions in advance of a meeting gives the CEO time to
craft appropriate answers. Signaling that the CEO matters will help both directors and CEOs - and their
companies - thrive.

Speak softly and make modest requests

Board members tend to speak loudly, whether they realize it or not, which amplifies statements, questions,
and demands in the CEO’s ears. Instead, board members should make requests and offer suggestions
quietly and empathetically. A director’s careless statement or comment can upset a CEO, particularly an
inexperienced one. For example, fulfilling a director’s innocent request to conduct a relatively unimportant
analysis of a new growth strategy might require a week of the CEO’s time, meaning that the director may
unintentionally have usurped the CEO’s time and prevented other, more germane, projects from being
tackled. Directors should avoid asking CEOs for unnecessary data and analyses merely for convenience or
a sense of contribution or importance and should approach CEOs gently, offering pertinent advice that does
not cause distress.
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Maintain a performance orientation

Being humble, helpful, considerate, supportive, and mindful does not mean glossing over poor performance
or avoiding difficult topics or confrontations. Quite the opposite: search funds are, by design, return-
seeking, performance-oriented investment vehicles, and directors have a fiduciary goal to enhance long-
term value. And, to the core point of personal development, searchers did not embark on this career path to
have a poor or even middling outcome - they, and their investors, want to excel. Such high performance
routinely requires constructive critical feedback, involves painful mistakes and setbacks, and includes
moments of outright disagreement and conflict. However, like great coaches might give star players tough
love, pointing out mistakes and pushing them to train harder to get better and realize their full potential,
effective directors should do the same with CEOs, even when the subject matter is difficult. Anything less
could be a breach of fiduciary duty and would most likely be a disservice to the CEOs’ own growth and
development — which itself is the primary driver of the search fund model. The key is maintaining the right
tone and delivering constructive criticism on salient points at the correct times in suitable formats with
situational awareness and empathy.

Conclusion

A new or aspiring search fund-acquired company director must consider many factors. Some directors may
have served on boards that did not exhibit the dynamics mentioned above, and in such cases, retrospective
analysis of the reflections discussed here may prove helpful. We recommend that potential directors ask
themselves the following questions based on our framework to guide their associated preparation and
analysis of future director roles:

* Do I understand how the boards of search fund-acquired companies differ from those of other
companies?

* AmIaware of my (director archetypal) background, my strengths, and potential blind spots in the
context of the board of a search fund-acquired company?

* Am I sustainably motivated to serve as a director, and do I genuinely have the capacity and
willingness to engage and travel as much as necessary for the duration of my envisioned term of
office?

* Do Icomplement others on the board so that we collectively give the searcher-CEO the right bench
strength and perspective to win without causing redundancy in directors’ skill or expertise?

* Do I take pleasure in the business, the industry, the other board members, and the searcher on an
interpersonal level?

These questions support the determination of a good fit for a potential director and a search fund company
board and can help the search fund community address one of its most binding constraints - the scarcity
of director talent.

Good luck in your journey as a search fund director!
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Exhibit 1: A comparison of search fund company boards to other board structures

Type of Company

AN

Factors { W ] 'ﬁ‘ﬁ
inflnencing FEST ado
board role Search fund-acquired Venture capital -backed  Private equity-backed Family-owned Publicly traded
CEOQ Almost always none: CEOQ Sometimes none: CEQ Medium to high: Medinm o high: CEQ Very high: CEO always a
experience new to the role post- often a founder (in CEQO often seasoned often a professional professional, often
acjuisition place since the (and in place priorto with longer terare (if  tenured, and highly
company’s formation) investment) not a family member)  experienced
and often a repeat role
Investor High net worth Private HNWIs: Large private Individual familiesand  Retail investors and large

individuals (HNWIs):
dedicared family offices
and professional private
funds

various private funds
with various limited
parmers (LPs), family
offices, and corporate
venmure capitalises
(VCs)

investors and some
public funds with
institutional LPs;
family offices

family offices

instimtional investors

Limited: usually several
minority investors (rarely
any more than 20% of the
ownership group)

-

Concentrated: often one
“lead” investor (with
maore than 50% of the
latest round of
financing)

Concenwrated: often
one “lead” investor
(with more than 50%
of the latest round)

Concentrated: family
usnally controls the
majority {more than
50%) of voting shares

Limited: wsnally many
minorities (with some
institutional or activist
investors holding more
than 10% of marerial
blocks), bur real-time
liguidity increases conuwol

Can be up to 10) years and
occasionally longer:
illiguidicy or moderate
liquidity pressure

Five to seven years but
may be shorter: still
relatively illiquid;
pressure [ progress o
next (accretive) funding
round

Five to seven years;
illiquidity or high

ligquidity pressure

Indefinite; often
evergreen; high
illiguidity or limited
liguidity pressure (if
any)

Various; value investors
can hold for long periods;
day rraders and electronic
platforms can rade any
time; high ligunidity

Generate 4-5x muluple of
invested capital (MOIC)

Generate 10x MOIC
retnens (often via

Generate 2-3x MOIC
rerurns (often via

Grow or preserve
wealth; uphold legacy;

Generate top quartile
retirns o yield; often

immarure reporting
capabiliries; investors are
private

BCarce

reporting and control
processes (bur sell
private)
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rewrns (often via hyper-growth); leverage); investors often very highly diversified across
growth); investors investors often highly often very concentrated (if family  other equities
concentrated on fewer diversified across many  concentrared ona few  is not separately
assets (5-25 small assets (50-200 small assets {6-8 large diversified in other
investments per portfolio)  investments per investments per assers)

portfolio) portfolio)
Effectively take over post-  Complete protorypes, Maintain historical Various Various
acquisition; learn and scale  minimum viable EBITDA performance;
the business product (MWVFPs); execute value-creation

idenrify product-marker  strategies

fir; build revenue

traction; achieve

EBITDA; break even
Develop, coach, and hold Push performance and Push performance and  Varions Ensure compliance and
accountable hold accountable hold accountable hold acconntable
Medium: firms are Medium: firms are High: firms are Various: depends on Highest: firms are most
marure, bur small, often nascent; tume, marure, with beuer the family marnre; reporting and
with scarce data and processes, and data are  data and more robust control mechanisms are

best in class; public
marker scrutiny and
regulatory oversight are
highest
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