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As educators, entrepreneurs, and investors in entrepreneurship through acquisition (ETA)
projects, we have witnessed an explosion of activity in this niche entrepreneurial space. What was
once an infrequent post-MBA career path is becoming increasingly normalized. In the 1980s,
when search funds” were initially conceived, there were maybe one or two intrepid entrepreneurs
who pursued this option each year. There were no formal courses on ETA in MBA programs,
and it was a concept that was exclusively based in the U.S. Fast forward 30 years, and the
landscape has completely changed.

ETA is now formally taught at almost all elite MBA schools, and activity levels are up sharply.
According to the 2020 Stanford University Graduate School of Business Search Fund Study
Selected Observations, 51 new search funds were launched in 2019 (the most recent year for
which there are data).® According to the study, from the early 1980s to the early 2000s, search
fund activity was limited to single-digit launches in any given year. However, factoring in the
data from more recent years, Stanford identifies a total of 401 search funds that have been
initiated since 1983. Although the Stanford study paints a picture of dynamic growth and robust
activity, we believe the data are understated since the study does not include self-funded search
funds or accelerator-sponsored searches.

Moreover, search fund activity is not limited to the U.S. It is experiencing rapid growth
internationally. According to the Barcelona-based business school IESE’s International Search
Funds 2020: Selected Observations, from 2011 to 2019, there were 132 search funds launched
outside of the U.S. and Canada, representing 25 countries on five continents, with 29 of these
taking place in 2019 (the most recent year for which there are data).® Furthermore, in a recent
Wall Street Journal article, ETA was profiled as an actionable post-MBA career path.” Of course,
we wholeheartedly agree, but to see an article in the Wall Street Journal about this niche form of
entrepreneurship was surprising and encouraging. Search funds and ETA are having a moment.

Considering the proliferation of ETA, we are surprised that there are not more students who
choose to launch a search fund after business school. After all, 51 ETA projects (in 2019) is still
a small percentage of all MBA students where ETA courses are taught. MBA students have access
to a plethora of information on all things ETA. There is a burgeoning body of content on why
MBA students should pursue a search fund, how to go about launching a search, and how to

" In this case note, we will use the terms entrepreneurship through acquisition and search funds
interchangeably.
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think about operating and growing a small business. One topic that has not received attention and
examination is why MBA students do not pursue ETA after business school.

We are unabashed fans of ETA; we have devoted decades of our careers to the topic and think that it is an
absolutely wonderful way for young aspiring entrepreneurs to rapidly become a CEO after an MBA
program without having a specific idea for launching a business. We also have experienced and assert that
ETA is a delightful way to build a life.

When we interact with our students, we frequently hear them articulate similar themes about their careers.
MBA students want to be entrepreneurs and CEOs and to lead and build an organization, and they want to
do it sooner rather than later. They crave leading an organization that reflects their vision and values. They
imagine crafting a culture and strategy that reflects their philosophies and style. MBA students want to be
on a path to financial independence and even large wealth accumulation. They covet flexibility in their job
structure with the freedom to set their own hours and schedule. They desire to be creative and use all their
academic, professional, and personal skills to architect their business. They aspire to be stimulated and
challenged, and they do not wish to be a small part of a big nebulous organization; instead, they yearn to
see the entire field.

None of this is surprising; we all would like many of the same things in our careers. While there is no
guarantee of success or an easy journey, we believe ETA delivers everything our students claim to desire in
a career arc. So, we are perplexed why more MBA students do not embrace search funds immediately after
completing their MBA. When thinking about ETA, we believe the right question is “why would I not do
this?” rather than “why would I do this?”

To understand why more students in MBA programs are not launching search funds, we surveyed MBA
students who took an ETA course. We identified 18 schools with a formal ETA course and asked faculty
members to share our survey with their students. Thirteen schools (Figure 1) participated in our project,
with the survey being sent to 880 students, of which 369 completed the study (a 42% response rate). We
asked students the following questions:

* Are you pursuing ETA after graduation immediately, never, or planning to do so in the next five
years?

= If you are seeking ETA, what type of search are you launching (traditionally funded, self-funded,
accelerator or incubator, a holding company, or another form of ETA)?

* If you are not pursuing ETA immediately after graduation (the core focus of our investigation),
please rate the following potential encumbrances using a Likert scale of strongly agree, somewhat
agree, neither agree nor disagree, somewhat disagree, and strongly agree:

I am not pursuing ETA because I feel like I need to have more experience first.
I am not pursuing ETA because I think it is too risky for me.

I am not pursuing ETA because I think the geographic risk of not knowing where the company
would be located is too great.
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I am not pursuing ETA because I feel like I need to have higher cash compensation for the next
couple of years.

I am not pursuing ETA because I do not think I could raise the capital to finance the project.
I am not pursuing ETA because I did not learn about it until too late in my MBA program.

I am not pursuing ETA because I think it is just too hard a journey.

I am not pursuing ETA because I think sourcing a deal is too difficult and not for me.

I am not pursuing ETA because I think the equity financial awards are not great enough for
me.

I am not pursuing ETA because I do not have an operating partner for the project.

I am not pursuing ETA because my romantic partner is not on board.

I am not pursuing ETA because I was not inspired by the ETA coursework or faculty.
» Please identify the top three reasons (from the above list) you are not pursuing ETA.

* Please identify any reasons in addition to the ones enumerated above that prevented you from
considering ETA.

Figure 1: Schools participating in the survey
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We are curious why even more students do not pursue ETA for two key reasons. First, we think this is an
incredibly compelling opportunity and want to understand better why students do not concur. Second, for
those students who are thinking about ETA but have trepidation for some reason, we want to design our
syllabi and curricula better to help them learn and feel confident that this is a tenable path. As educators,
we believe that if our students are curious and interested in pursuing ETA but choose not to for some reason,

3 WHY MBA STUDENTS DO NOT PURSUE ENTREPRENEURSHIP THROUGH ACQUISITION



Yale scHOOL OF MANAGEMENT

we have not done an adequate job in some way. To be clear, it is absolutely not our intention to try to
convince students who are not interested in ETA to pursue this option. This is an arduous and challenging
journey (it can also be gratifying and fun) and should not be followed by anybody who is not completely
enthusiastic about the proposition.

In this case note, we will present the following:

*  The results of our survey
* Some counterpoints to the reasons why students do not pursue ETA
* The issues around launching a search fund within five years of graduation

* Some ways that we, as educators, can help students who want to pursue ETA but do not

How many MBA students actually plan to launch a search fund?

In our survey, in which we had 13 MBA schools participate, we had 52 respondents identify as planning to
commence a search fund immediately after graduation from their MBA program. The survey was sent to
880 students who took an ETA course. Therefore, the 52 students launching a search fund represent 6%
of the students in our data set who were exposed to ETA in a formal course. We calculated the number of
full-time MBA students enrolled in the schools in our data set at 6,071. Therefore, the 52 students
initiating a search fund represent a scant 1% of the total student population. See Figure 2 for a visual image
of this funnel.

Figure 2: MBA students to search fund participants funnel

880 Students in ETA courses (14%)

Survey participants (42%)

Students doing ETA post-graduation
. (14% of survey participants, 6% of ETA students,

and 1% of all MBA students)

Of the 52 students actually inaugurating a search fund, the vast majority (67%) plan to do so through a
traditionally funded model. Self-funded searchers are the second most favored approach with 18%, and
accelerators or incubators and holding companies represent 4% and 2%, respectively. See Figure 3 for
student information in our survey sample set and Figure 4 for the form of ETA selected.
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Figure 3: The survey sample set
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Figure 4: Form of search chosen by students embarking on an ETA path

Self-funded - 18%

Accelerator or incubator 8%
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Another form of ETA 2%

Despite the growth and academic popularity of search funds, relatively few students actually pursue this
journey post-MBA - just 6% of students who take an ETA course and a paltry 1% of all MBA students. We
tind these participation rates surprisingly low given the gripping and unique opportunity search funds offer.
MBA students have the chance to catapult themselves into an entrepreneurial CEO role immediately after
business school with little operating experience, no capital investment, and no brilliant business idea
required. Since we believe the ETA route provides for all of the typical career goals students desire, why are
94% of the students who closely examine ETA in a formal course opting out? Several of these reasons will
be covered next as we share how our survey participants assessed potential encumbrances in the ETA
odyssey.
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Impediments to launching a search fund

In our survey of 369 participants, 137 (37%) students had no intention of ever engaging in ETA, and 182
(49%) planned to embrace ETA within the next five years (Figure 5). We recognize that beginning a search
fund is an intimidating decision and process. As attractive as we believe the proposition is, it is fraught with
much uncertainty and lacks the structure of more traditional post-MBA jobs in consulting and finance. We
know that many students deliberate whether or not a search fund is for them because we have these
conversations with scores of students every semester.

Figure 5: Percentage of students who will never consider ETA, plan to do so immediately, and plan to do
so in the next five years

Iam NOT pursuing ETA and do not 379
think I will ever pursue ETA °
Tam doing ETA immediately - 14%

Iplan to do ETA in the next 5 years 49%

When discussing whether ETA is a fit for a student, we often hear the same potential impediments (Figure
6) that prevent students from leaping forward. While we appreciate and respect students’ perceptions of
these barriers, we assert that the hurdles might not be as insurmountable as students perceive. We will share
the students’ survey results and offer a few thoughts on the hindrances mentioned. Once again, we are not
trying to convince any student to pursue ETA who is set against the idea (the 37% who have no intention
to explore ETA). Instead, we are trying to help encourage those students (the 49% who want to search in
the next five years) who are curious and intend to pursue a search within the next five years that they are
indeed capable of doing so now.

Figure 6: Top impediments students highlighted for not doing ETA in our survey"
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No operating partner [ NREEEEENE 48
Romantic partner not on board [N 25
Not inspired by ETA coursework or faculty [l 6

" We present the data as a nominal count since students could identify their top three reasons for not pursuing ETA.
Thus, the count sum in this figure is greater than the number of surveys completed.
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We will now detail the survey results in order of the students’ greatest concerns.
I am not pursuing ETA because I feel like I need to have more experience first.

Many students express the need for more experience before launching a search fund. We understand this
sentiment because we have felt unprepared for our CEO roles. Being a CEO is hard (and exhilarating),
there is no specific roadmap to follow, and CEOs are left alone to construct their own days as they see fit. It
can be perplexing and daunting to not even know if you are spending time on the right opportunities and
challenges. Unlike the sanitized classrooms MBA students experience, with tidy cases and instructor-
provided study prompts, being a CEO does not have prompts, formatted exhibits, and paired readings with
hints at the answers. Leading a company where people look to you for answers can catalyze impostor
syndrome - especially as a young, first-time executive — in even the most confident CEOs. In our survey
(Figure 7), a full 60% of students believed they need more experience before embarking on an ETA journey,
while 31% indicated experience was not a reason to skip ETA.

Figure 7: I am not pursuing ETA because I feel like I need to have more experience first.

Neither agree nor disagree 9%
Somewhat disagree 12%

Strongly disagree 19%

Before Cambridge, Nithish Bhat Kunjar (Cambridge Judge Business School 2022) led sales closures at
Total Environment, a sustainable design and real estate development firm based in India, creating a market
for green homes with projects in India and the U.S. During his MBA program, Kunjar took a course
exploring ETA and thought for a while about working towards setting up a search fund. However, he
concluded it was better for him to join an impact venture capital firm in London.

I believe that ETA is the best bet for an entrepreneurial person who does not have a great
idea but does have the right skill set to lead and run an organization. I briefly considered it
as a career option, but I decided against it due to the uncertainties involved in identifying
investors and the right companies. However, perhaps with some additional professional
experience — and a greater penetration of search funds into India - I will consider an ETA
project further down the road.

We cannot disagree that more experience would be helpful for students prior to launching a search fund.
We sometimes feel that the academic experience we offer students is akin to teaching someone to ski without
being on the snow. We talk about skiing, read about skiing, listen to other people who have skied, and
analyze the right and wrong ways to ski, but we do not actually ski. It is hard to know what skiing is like
until someone is actually on the snow and trying to ski. Being a CEO is quite similar. The classroom
laboratory is a wonderful place to learn and prepare for a CEO role, but it is not the same as being a CEO.
Despite this, we believe our students are quite ready to be leaders and CEOs. Most have meaningful
professional experience before entering their MBA program, and most are incredibly bright, inquisitive,
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thoughtful, ambitious, gritty, and hardworking - the very characteristics that help CEOs thrive. We believe
that most of our students are truly ready to lead a company (with typical ETA economic characteristics and
scale) with their professional experience, academic training, and personal attributes.

Additionally, running a small business is mostly common sense. However, as educators, we sometimes
make it more complicated than it is. Many people successfully build and lead companies without our
students’ pedigreed professional and academic experiences. Finally, while we concur that more experience
is a plus, students should consider what type of experience they are garnering post-MBA if they are not
pursuing ETA. While working at a prestigious global consulting firm is a fantastic career opportunity, being
a consultant does not teach you how to be an entrepreneur. Of course, working at a consulting firm allows
students to grow, mature, and season, but it does not provide direct experience of being a small company
CEO. If students genuinely believe they need more experience before beginning their search, we encourage
them to explore working at a small business, preferably a search fund-acquired company, in a role that is
as proximate as possible to the CEO. This exists in the many CXO programs that are proliferating.

I am not pursuing ETA because I think it is too risky for me.

At first examination, ETA certainly seems like a risky adventure. It lacks the certainty and clear,
progressional steps of more traditional post-MBA routes, such as consulting. Sometimes, we observe
students who find it difficult to even describe ETA to people who are not steeped in the world of search
funds. Approximately one-third of aspiring searchers do not find a company to acquire, and, of the two-
thirds who do purchase a company, one-quarter of the acquisitions fail to generate a positive economic
return.® When contemplating ETA, students cannot know for sure if they will be able to buy a company,
what industry it might be in, or its exact location, not to mention whether it will deliver a positive pecuniary
outcome. That sounds pretty risky even to us, and we endorse the model and have a fairly high tolerance
for risk and ambiguity. In our survey (Figure 8), 55% of students noted that ETA was too risky for them.

Figure 8: I am not pursuing ETA because I think it is too risky for me.

-----

...............................................................................................................

Neither agree nor disagree 16%
Somewhat disagree _ 17%
Strongly disagree 11%
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During his second year of business school, Luke Cho (University of Chicago Booth School of Business
2022) was enrolled in an entrepreneurship through acquisition course. Prior to Booth, Cho served in the
U.S. Army and worked for the Department of State in various logistics and operational roles. He enjoyed
learning about and exploring ETA, but he decided instead to join McKinsey in New York City.

ETA was one of my favorite classes at Booth. The professors’ expertise and the guest
speakers’ experience were very insightful, and I believe they can be used in any industry or
role in my career. I also had a chance to do an internship with a search fund, but ultimately,
I decided it was too risky for me, at least immediately post-graduation. Coming from a
non-traditional background, I was concerned about two things. First, I was worried that I
would not have other employment opportunities if ETA did not work out. Second, I was
also worried about attracting investors, given my lack of experience outside of government.

We acknowledge the presence of risk in ETA. But the real question to consider is whether it is riskier than
other post-MBA choices. Our friends and mentors, Harvard Business School Professors Rick Ruback and
Royce Yudkoff have written on this exact topic. In a Harvard Business Review article titled “Why More MBAs
Should Buy Small Businesses,” Ruback and Yudkoff argue that the risk and angst of small business owners
are very high when initially purchasing and running an inchoate enterprise. This contrasts with the well-
oiled process of being a consultant (a proxy for a typical post-MBA career) with its lockstep promotions
and the perception of a steady and guaranteed paycheck. However, Ruback and Yudkoff assert that there is
a flipping of angst and risk as time passes. As the small business CEO gains traction with a portfolio of
customers, they develop diversified cash flow streams coupled with independence and autonomy. For the
consultant, angst actually grows as they advance in their career. There is intense pressure to become a
rainmaker with travel and pitch requirements - this is if the post-MBA consultant survives the pyramid-
like structure of a consultancy predicated on operating leverage and high turnover in the lower ranks.
Furthermore, as a small business owner, it is hard to be fired, whereas working for someone else always
presents the risk of an unplanned termination for performance or ill-fated reasons.

Former Stanford Business School Professor and current best-selling author Jim Collins uses a wonderful
metaphor when talking about building a career and life. One potential path is to pursue a paint-by-numbers
course that appears to have little risk and a predetermined outcome (the picture is on the box) where
somebody else draws the lines and picks the colors. The result is predictable, and, according to Collins,
mediocre - paint-by-numbers art does not reside in august museums. Alternatively, the paint-by-numbers
outlook can be avoided, and a blank canvas approach embraced. A blank canvas is intimidating and risky;
there are no rules, directions, or hints to follow. It is free-form and open, and the painter gets to select the
lines and colors. But, Collins asserts, if a person starts with a blank canvas and gets it right, they wind up
with a masterpiece worthy of the finest museums. We encourage our students to consider a blank canvas
philosophy for their careers and lives. Yes, it is risky, but creating a masterpiece might just be worth the
risk.

I am not pursuing ETA because I think the geographic risk of not knowing where the company would be located is
too great.

We understand that where someone lives is an important part of their happiness equation. It contributes a
significant dimension to their overall quality of life. Geography impacts school choices for children, peer
social opportunities, and housing prospects. Post-MBA students tend to cluster in glamorous commercial
destinations, and being part of that network is fun and exciting. Furthermore, geography can be a hotly
contested issue for dual-career professional couples since neither spouse wants to be shut out of desirable
professional opportunities because of location. Traditionally, the ETA mantra has espoused seeking a
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business with no geographic constraints at all. The goal is to optimize around acquiring a superb business
regardless of location. In our survey (see Figure 9), 46% of students indicated that they did not launch a
search due to geographic ambiguity. In comparison, 35% offered that geography was not why they did not
establish a search fund.

Figure 9: I am not pursuing ETA because I think the geographic risk of not knowing where the company
would be located is too great.

...............................................................................................................

Neither agree nor disagree 19%
Somewhat disagree 16%
Strongly disagree 19%

Sawyer Coleman (Tuck School of Business at Dartmouth 2023) was enrolled in an entrepreneurship
through acquisition course in the first year of his MBA program. Prior to beginning his studies at Tuck,
Coleman worked in sales and marketing at Expedia Group, one of the world’s largest online travel
companies. Although he thoroughly enjoyed the course exploring ETA, he has chosen to work for
Brunswick Corporation in a general management—focused leadership development program, where he will
be based in the Chicago area.

Before coming to business school, I was unfamiliar with the entrepreneurship through
acquisition route. I loved learning about the entire process while connecting with current
searchers and CEOs; I could envision myself owning and operating a small business at
some point in my career. However, I chose not to pursue ETA immediately after graduation
for two key reasons. First, I felt that I needed to further develop my general management
and finance skills before taking on such a role, as I had limited exposure to these areas
before business school. Second, I am not able to be geography agnostic at the moment, as
being close to family after graduation is a priority for both my wife and me.

The historically rigid approach to geography in ETA has softened in the past decade, with many searches
now having a regional focus rather than a national focus. Furthermore, self-funded searchers can draw their
maps however they choose with no investor constraints to manage. We believe that purchasing a desirable
business is possible with a regionally focused search. It is harder to source a business when there is a hyper-
focus on geography (a specific county or city), but that has happened.

Although we cannot promise students that they will be able to acquire a business in the exact location they
desire, we believe that searchers tend to buy businesses in geographies that fit them. After all, that is where
they tend to look for businesses. To solve the geographic conundrum, we suggest a few concepts to
students. First, if a searcher needs to be in a specific location (a general region like the West Coast), we
encourage them to consider a self-funded search where there is more autonomy and control over target
selection. Second, if geography is a priority and potentially a constraint, the searcher needs to relax other
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parameters like industry (more choices) or firm size (smaller businesses). Third, when considering the
dynamics with another professional spouse, searchers (with their spouse) can define multiple mutually
acceptable locations to explore that can meet the needs of both parties. Fourth, we encourage searchers to
open their eyes and realize that, while Austin, London, Manhattan, and San Francisco are lovely cities, there
are wonderful destinations beyond these locations, such as Charlotte, Indianapolis, Kansas City, and Salt
Lake City. Finally, many second and third-tier cities have desirable businesses to acquire and offer pleasant
lifestyles.

I am not pursuing ETA because I feel like I need to have higher cash compensation for the next couple years.

Although we believe that focusing on current cash compensation is not the best way to accumulate wealth
(we are overwhelmingly biased towards potentially greater equity rewards), we understand that young
professionals need current cash income for living expenses, and this might be especially true if MBA
graduates have student loans with monthly debt service requirements. Many MBA students mentally (if
not explicitly) measure their standing with classmates by the anticipated first-year cash-compensation
barometer. One of the usual reasons MBA students seek an advanced education experience is for a post-
graduation salary lift. Furthermore, if a post-MBA student has just invested several hundred thousand
dollars in education, there is an anticipation of some current economic returns after graduation (especially
if the student has a romantic partner who incurred sacrifices and helped finance the MBA tuition). In our
survey (see Figure 10), 58% of participants revealed that they needed to have higher cash compensation in
the short term, and 30% believed that current cash compensation was not a dissuading factor in their
decision not to take up a search fund.

Figure 10: I am not pursuing ETA because I feel like I need to have higher cash compensation for the
next couple years.

Neither agree nor disagree 13%
Somewhat disagree ‘ 15%
Strongly disagree 15%

Melissa Liu (Stephen M. Ross School of Business at University of Michigan 2022) enrolled in an ETA
course in the last year of her MBA program. Prior to beginning at Ross, Liu was an analyst at Ford Motor
Company, a major U.S. automaker. Her first position after graduation will be with Tata Consultancy
Services as a consultant in the manufacturing group.

ETA was a great course and an exciting experience for me. I learned a lot about acquisitions
that I'll be able to bring with me in my future career, but ultimately it wasn’t for me. To
begin with, I took this course after I had already been recruiting for full-time post-grad
roles, so I had already received a full-time offer. That being said, even if I had taken this
course sooner, I still probably would not have pursued ETA. I was really concerned about
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the risk involved, and I preferred the predictability of a real job with a real salary after
school. In addition, I am pretty risk-averse, so I could not see ETA as something for me.

We think of current cash compensation as a two-pronged vector in the ETA ecosystem. First, there is
compensation to consider during the typical two-year search period. Then there is compensation once a
company has been acquired and the searcher shifts to a CEO role. According to the 2020 Stanford
University Graduate School of Business Search Fund Study Selected Observations, 98 searchers actively
searching on December 31, 2019, had a median and mean salary of $110,000 and no bonus.® This
contrasts with a median starting salary of $140,400 at the Yale School of Management in 2021.
Additionally, Yale students received a median $30,000 signing incentive and a guaranteed $22,950 year-
end bonus.'® While the ETA negative cash compensation variance is notable, we think of it as part of the
sweat equity investment the entrepreneur is making for the potentially higher salary as a CEO and the equity
rewards granted to the entrepreneur with no financial investment.

Cash salaries jump materially once a search fund entrepreneur becomes a CEO (typically after
approximately two years). According to the 2020 Stanford University Graduate School of Business Search
Fund Study Selected Observations, the median total (salary plus bonus) compensation for a sitting CEO
was $253,500."" Pay tends to increase the longer the business is held, and many CEOs can anticipate more
significant current cash remuneration as the company matures, scales, and is held for multiple years.
Anecdotally, we think this cash compensation (excluding the equity option value) is in line with median
post-MBA cash compensation two years after graduation. This reflects a normalization for search fund
entrepreneurs.

I am not pursuing ETA because I do not think I could raise the capital to finance the project.

Raising capital can be intimidating and awkward. Asking people for money is sometimes unpleasant and
leads to rejection and the attendant emotional feelings of self-doubt and failure. We empathize because we
have asked many people for money in our professional lives and know that the process can be a slog, involve
laborious work, and lead to disappointing results. In our survey (Figure 11), 35% of contributors shared
that fear of raising capital was why they did not explore ETA, while 44% pointed out that raising money
was not a reason for jettisoning ETA.

Figure 11: I am not pursuing ETA because I do not think I could raise the capital to finance the project.

o .,

Strongly agree 9%

...............................................................................................................

Neither agree nor disagree 22%

Strongly disagree 23%

12 WHY MBA STUDENTS DO NOT PURSUE ENTREPRENEURSHIP THROUGH ACQUISITION




Yale scHOOL OF MANAGEMENT

Nate LaBombard (Kelley School of Business at Indiana University 2022) held a wealth management role
for a private firm in Wisconsin before pursuing a Master’s in Finance at Indiana University. Although he
took an ETA course as part of his program, he plans to join an investment bank after finishing his summer
internship at a middle-market bank in Chicago.

My family ran a small business when I was growing up, so I was particularly excited going
into the ETA class. It ended up being my favorite course; however, I decided that if I were
going to acquire a small business, it would be without a search fund. As a result, I would
have to find a way to finance the deal myself. This would prove difficult due to a lack of
personal funds or investments from family and friends, and I knew that relying solely on
bank loans would be risky, with no assets to fall back on. I decided it would be best to start
a career that provided a substantial income and would elevate my negotiation and business
savvy in the interim. Hopefully, I will be able to purchase a business of my own in the
future.

There has never been a more advantageous moment to raise money in the search fund world. The ecosystem
is awash in capital, whether one is raising funds for a search or an acquisition in a traditionally funded or
self-funded model. In Exhibit 1, we build out our estimation of capital infusion in the search fund
ecosystem. We estimate that approximately $45 million is being invested in searches annually, and an
additional $325 million is being invested annually in acquired companies. Capital is absolutely not a
constraint in any way, and capital is chasing talent (entrepreneurs) to get into deals. Anecdotally, we hear
about entrepreneurs who are oversubscribed in their fundraising efforts, investors who are cold-calling
students who attend ETA conferences, entrepreneurs who interview investors on why they should be
admitted to a fund, and investors making commitments before a private placement memorandum is even
completed. We are in a moment when entrepreneurs have all the power in the fundraising process.

Furthermore, many aspiring entrepreneurs recount fundraising as a fun and exciting process. It is filled
with calls and meetings with successful investors who have interesting stories and the opportunity for
entrepreneurs to talk about themselves - and who does not enjoy that? It is akin to speed dating, where
everybody is super. Although we acknowledge that there are many reasons not to engage in ETA, raising
capital is absolutely not a current hurdle.

I am not pursuing ETA because I did not learn about it until too late in my MBA program.

Starting the ETA process as early as possible is undoubtedly helpful. Taking remote internships while in
the first year of an MBA program, doing a meaningful in-person summer internship, and beginning
immersion in the ETA ecosystem helps determine if this is the right path, builds networks, increases the
probability of success in fundraising, and allows aspiring searchers to accumulate more knowledge.
Learning about search funds before or early in an MBA program enables students to tailor their MBA
experience to launching a search after graduation. Course selection, faculty mentoring, and key internships
can all be explored on a leisurely timeline. Discovering ETA in the spring semester of the second year does
not preclude initiating a search, but it does make it more difficult. In our survey (Figure 12), a full 40% of
students felt that they could not pursue ETA because they learned about it too late in their MBA program,
while 49% of students do not consider this a reason for not searching.
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Figure 12: I am not pursuing ETA because I did not learn about it until too late in my MBA program.

Strongly agree - 10%

Neither agree nor disagree 11%
Somewhat disagree ‘ 15%

Strongly disagree 34%

Andrew Seth Jacobs (Yale School of Management 2022) enrolled in an elective on ETA in the fall of his
second year at Yale SOM. He loved the content so much that he chose to further his ETA education through
an independent study in search fund due diligence for his spring semester. While he found the search fund
path incredibly exciting and aligned with his long-term career goals, he is pursuing management consulting
after business school with Bain in Washington, DC, instead.

The ETA career path offered everything I wanted for my future: comprehensive
applications of business, team leadership, institutional development, and significant wealth
creation. While it’s at the top of my list of future endeavors, it wasn’t the right path for me
immediately after business school. By the time I took the course, I had already worked at
Bain and committed to a full-time role. I was very excited to return to the support network
I had built there over the summer.

Starting ETA late is indeed tricky but not insurmountable. For students who discover ETA later in their
MBA careers, we suggest ramping up rapidly by securing a virtual internship, attending one of the many
ETA conferences sponsored by academic institutions, and focusing exclusively on ETA for the remainder
of their MBA program. At one point, search funds had a loosely seasonal calendar rhythm, with a flock of
students raising funds in the spring in anticipation of graduation. That is no longer the case, and searchers
raise funds year-round. So, engaging in ETA asynchronously is possible. A latecomer can use the summer
after graduation to catch up quickly and join the fray. We are certain that there is a way to engage for
someone who is qualified, committed, and passionate about ETA, even if the starting process is delayed.

I am not pursuing ETA because I think it is just too hard a journey.

Partaking in ETA is indeed extremely hard. We would never want to persuade somebody who is set against
ETA to do it. Our role as educators is not to convince students to do something they do not want to do;
rather, it is to inspire and show students they are indeed capable of doing something they want. We are
always fearful that ETA can be romanticized or made to seem easy in an academic setting. That is absolutely
not the case. ETA is a perfect example of something requiring grit - intense focus and commitment over a
sustained period. ETA is not a concentrated burst of energy; it is multiple consecutive marathons (often at
a sprinter’s pace). This is unequivocally an arduous path. In our survey (see Figure 13), 34% of students
indicated ETA was too hard a course to pursue, but 46% of students who said they were not following ETA
did not attribute it to ETA being too hard a journey.
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Figure 13: I am not pursuing ETA because I think it is just too hard a journey.

Strongly agree - 7%

Neither agree nor disagree 20%
Somewhat disagree 22%
Strongly disagree 24%

Pranav Daryanani (Yale School of Management 2022) was an emerging market corporate credit analyst
within Deutsche Bank’s asset management division. He enrolled in an entrepreneurship through
acquisition course in the second year of his Yale SOM MBA program. During his time at Yale, Daryanani
also co-founded an online publishing platform, istoria.io. However, he ultimately decided to delay his
entrepreneurial plans, and instead of pursuing his start-up or ETA, Daryanani is joining Bain & Company
as a consultant in Indonesia.

Professor Wasserstein’s class on ETA was an important part of my business education at
Yale. However, I found ETA to be difficult for two reasons. First, I found acquiring a
business would be especially challenging as a young outsider coming into an existing
culture, operation, and team. Second, I was hesitant about the demands of balancing
investor relations and business operations during the early days of ETA.

While ETA is hard, we assert that almost all post-MBA career arcs are very difficult. Many MBA students
choose consulting after business school. This is also a challenging path with extensive travel, client
demands, and a low probability of becoming a partner. Investment banking is another popular post-MBA
career. This is also a hard journey. Urgent client pitches, demanding bosses, high-stakes deadlines, and
thinning numbers in senior positions define the trade. Working at a large corporation with aspirations of
landing a coveted C-suite role takes decades of work, often with multiple relocations and capricious bosses
- it is hard. Trying to find product-market fit in a clever start-up while raising capital and building
organizational infrastructure is challenging. We think every competitive post-MBA role is characterized by
years of hard work. Search funds are no different. We encourage students to keep in mind that hard is not
bad. Hard can be fun, intellectually fulfilling, and emotionally and financially rewarding.

I am not pursuing ETA because I think sourcing a deal is too difficult and not for me.

Sourcing a deal can be complicated and not much fun. Nobody embarks on the search fund odyssey because
they want to source a deal. Rather, sourcing is a prerequisite to ascending to a CEO role, which is why
people embrace ETA. Sourcing is an endless rollercoaster with emotional highs (I think this is the deal that
will actually happen) and lows (the prospective seller had a change of heart and backed out at the last
minute). Finding a business to acquire is a nebulous process with false starts and lots of opportunities to
hurry up and wait. Potential sellers will often not take calls and meetings, and when they do, searchers will
need to prove they are capable and desirable buyers. Locating a business that meets investor parameters,
satisfies creditors, is priced with a valuation that makes the target actionable, and gets through the gauntlet
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of diligence sparks the phrase “threading the needle.” In our survey (Figure 14), 28% of students concurred
that sourcing was too high an encumbrance for them to consider a search journey, while 51% of

respondents disagreed that sourcing was a deterrent.

Figure 14: I am not pursuing ETA because I think sourcing a deal is too difficult and not for me.

Strongly agree - 7%

Neither agree nor disagree 21%
Somewhat disagree 32%
Strongly disagree 19%

Katie Aldrich (Tuck School of Business at Dartmouth 2023) was enrolled in an entrepreneurship through
acquisition course in the first year of her MBA program. Prior to matriculation at Tuck, Katie was a
consultant at McKinsey & Company, focused on operations and large-scale transformations. She had
previously also worked as a process engineer at a large pharmaceutical company, Sanofi, before joining
McKinsey. Although Katie enjoyed the course exploring ETA, she ultimately decided against pursuing this
path. Instead, Katie is returning to McKinsey & Company after graduation.

ETA was a great course at Tuck and I really enjoyed the excitement of seeing the potential
growth opportunities in industries and in companies. I could see myself becoming the CEO
of the company after acquisition and would have enjoyed the challenge of running a
company. However, I was very concerned about the risk of choosing the wrong industry or
company, as it is clear to me how critical a successful sourcing effort is to the totality of the
ETA undertaking. The percentage of companies that had low returns or difficult journeys
to success seemed too high to me. I also wanted the financial stability of joining a larger,
more stable company after MBA.

We will not pretend that sourcing is a joy - it is not. It can be frustrating and tiring. Yet scores of searchers
have successfully sourced compelling businesses and successfully closed on the target. It is possible.
Sourcing will enable searchers to sharpen their MBA skills in practice and in action and will allow them to
discover many niche businesses with exciting business models - it is a literal backstage tour of the economy.

Additionally, searchers will meet and talk with business brokers who have their fingers on the pulse of the
acquisition market and sellers who have heroically built and led businesses. These sellers can be inspiring
and are often fountains of wisdom and advice. While searchers often have pedigreed resumes with name-
brand employers and academic institutions, sellers in the arena are entrepreneurs who typically have birthed
and nurtured dynamic enterprises — they represent the backbone of the commercial market. So, while
sourcing can be a slog, it is also a valuable and inspiring educational opportunity. Finally, sourcing is a
gating chapter to becoming a CEO in the search fund journey. Being a CEO, especially at a young age, is a
terrific opportunity with rich intellectual and financial rewards; we think sourcing is worth enduring to
obtain the prize. In the chronology of a search fund, sourcing is a relatively brief chapter in the entire process
- typically two years - while being a CEO is hopefully a five- to ten-year, incredibly fulfilling, and satisfying
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stint. And, once the sourcing window is closed, it quickly becomes a distant memory to the person relishing
the CEO moment.

I am not pursuing ETA because I think the equity financial rewards are not great enough for me.

Many MBA students make career decisions based on the opportunity to accumulate long-term wealth
through equity. We wholeheartedly support this perspective and believe it reflects a balance sheet view of
the world compared to a profit and loss statement view. Additionally, it is a tax-efficient mindset. While we
would not encourage students to optimize their lives or career choices around equity accumulation
exclusively, we do think it is a valid priority. Our survey (see Figure 15) indicated that 20% of respondents
did not follow a search fund because the equity rewards were not ample, and 59% of students did not
believe that the potential equity was why they passed on a search.

Figure 15: I am not pursuing ETA because I think the equity financial awards are not great enough for
me.

Strongly agree - 6%

e, K

Neither agree nor disagree 21%

Somewhat disagree 33%

Strongly disagree 26%

JP Madarasz (Yale School of Management 2022) was enrolled in an entrepreneurship through acquisition
course in the second year of his MBA program. As an executive MBA student at Yale SOM, Madarasz was
also a senior director at EY-Parthenon, serving clients on global mergers and acquisitions. Instead of
pursuing ETA, Madarasz is continuing to grow his experience and build his consulting group.

As an executive MBA student, my appetite to do a traditional search is limited, given my
current responsibilities and lifestyle needs. I'm mid-career, and the trade-off of leaving my
tirm, which is sponsoring my degree financially, just doesn’t make sense right now. While
the ETA experience could be incredible, the risk-adjusted expected value of the equity
opportunity isn’t enough to compel me to take that kind of risk. Additionally, the platform
of working in a large organization provides many resources, benefits, and safety nets that
would go away if I were to shift courses.

While chasing a search fund does not typically offer the potential equity rewards of a Silicon Valley start-
up that gets traction and exits through an initial public offering, search funds do provide the opportunity
for material equity accumulation for the entrepreneur. According to the 2020 Stanford University Graduate
School of Business Search Fund Study Selected Observations, for the 131 search funds that made an
acquisition prior to December 31, 2018, the average equity value for each entrepreneur is $4.36 million.
The mean earned equity per entrepreneur was $6.47 million for entrepreneurs who exited (while the
median was $3.25 million)."> When considering these equity values, students should recall that
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approximately one third of search fund entrepreneurs fail to acquire a business. So, the equity values have
a survivorship bias. While these equity values do not offer the pharaonic riches of technology unicorns, we
believe that mid-single-digit millions is a delightful outcome for a first-time CEO typically in their early
thirties. With an initial capital windfall, search fund entrepreneurs have several choices (transition to an
investor, raise another search fund, buy a company individually without outside capital) to multiply their
grubstake into more considerable sums if they choose.

We would never assert that pursuing a search fund is the only or best path to wealth accumulation, but we
do believe that it offers a unique and compelling combination of quantitative and qualitative rewards for
young, first-time entrepreneurs on an attractive, risk-adjusted basis.

I am not pursuing ETA because I do not have an operating partner for the project.

Having an operating partner in an ETA project helps mute some of the highs and lows since there is a
colleague experiencing the same ride. We endorse partnerships since there are two brains and four hands
instead of one brain and two hands. Partners can help each other with the inevitable workload and mitigate
inherent weaknesses. The one hundred percent increase in bandwidth is especially helpful when searchers
are engaged in diligence on a target and managing multiple workstreams while chasing the finish line and
keeping an active pipeline of prospects alive. Furthermore, the 2020 Stanford University Graduate School
of Business Search Fund Study Selected Observations paints a picture of partnerships achieving higher
returns than solo searchers. Excluding the top three search funds, partnerships had a 3.7x return on
investment, while solo projects had a 2.4x return on investment. Additionally, partnerships accounted for
68% of searchers with a greater than 5x return.'® In our survey (Figure 16), 24% of participants indicated
not having an operating partner quelled their desire for ETA. In comparison, 51% of students did not
believe being a solo searcher was a reason not to engage in ETA.

Figure 16: I am not pursuing ETA because I do not have an operating partner for the project.

Neither agree nor disagree 25%

Somewhat disagree 19%

Strongly disagree 32%

Prior to attending Columbia Business School, Juan Pablo Bravo (Columbia Business School 2022) worked
at Lottus Education, an investment platform focused on acquiring and operating universities with search
fund roots. He took a course in ETA during the second year of his MBA program. Instead of pursuing ETA,
however, Bravo co-founded mattilda and joined as CFO. mattilda is a Mexico City—based fintech/edtech
start-up aimed at becoming the bank for private schools.

I seriously considered doing a search fund. I did my research and talked with current
searchers and also with students who were thinking about launching their own search fund.
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This process helped me realize that finding a partner is not an easy job. That is why I
decided to join mattilda as I will be partnering with very well-prepared people I have
already worked with in the past.

A complementary operating partner in ETA is wonderful and yields personal and emotional benefits in a
tenuous business venture fraught with ups and downs. Generally, we think an excellent partnership is
superior to being solo, but being solo is vastly better than a corrosive partnership. Being in a toxic
partnership is enervating and makes every day a test of wills and an exercise in walking on eggshells - it is
awful. So, while we appreciate not having an operating partner as a hindrance, it might also be easier to
travel the ETA path as a single leader who brings in additional talent to address specific skill and capacity
deficiencies. Not having a partner is certainly lonely, but it is harder to have a falling out with yourself than
with another person.

We also feel that there are many ways for solo searchers to build the benefits of a partnered search into their
solo journey. For example, a solo searcher could engage a subset of their investors in a regular
communication cadence to provide more perspectives and ideas. A solo searcher could also hire a junior
partner during their search to help increase the bandwidth and horsepower of their search process.
Similarly, once in the CEO role, a solo searcher could augment their senior team by employing additional
management talent that they might not otherwise prioritize if it had been a partnered search. There are
other resources available to solo searchers, such as MBA peers, executive coaches, service providers, and
investors’ networks, that could stymie the isolation and lack of additional capacity in a solo search. While
partnered searchers and solo searchers can utilize these resources equally, we recommend that solo searchers
lean in deeper to the resources available to them to drive value in their searches and acquired companies.

I am not pursuing ETA because my romantic partner is not on board.

We think it is wise to strongly consider a romantic partner’s needs and goals when mapping out career
decisions - especially in a search fund that might require multiple relocations. Harmony with a romantic
partner is certainly more important than career aspirations and is a lifetime goal and commitment. A search
tund will likely end, but, hopefully, the right spouse is forever. It can be challenging for a romantic partner
to process the lack of a real job after an MBA program, which might cause relationship strain. Furthermore,
being in a romantic relationship as an entrepreneur adds significant elements to each decision. After all,
romantic partners can be de facto advisors, shareholders, and employees in a venture. Aspiring search fund
entrepreneurs are asking a great deal from their romantic partners. In our survey (see Figure 17), 12% of
participants indicated that their romantic partner not being on board with the project was a pivotal reason
to scrap the ETA idea. In contrast, 57% signaled their romantic partner was not a salient reason for
abstaining from a search fund.
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Figure 17: I am not pursuing ETA because my romantic partner is not on board.

Strongly agree I 1%

Somewhat agree - 11%

Neither agree nor disagree 31%
Somewhat disagree 15%

Strongly disagree 42%

Evan Sullivan (Harvard Business School 2022) served as SEAL Officer in the United States Navy for ten
years with service deployments to the Middle East and Africa, where he led both small and large teams.
During the second year of his MBA program, he took a course exploring ETA. Although he enjoyed the
course, he decided against pursuing this path in favor of continuing to build and work for the company he
founded during the summer between his first and second years at HBS.

Before attending business school, I had promised my wife that we would move to the
greater Philadelphia area to be closer to her family, an amenity we did not have while I
served in the military. Although a geographically centered search is possible, I felt that
constricting the geographic area to such a tight location posed a significant risk to the
search. Therefore, although I believe search presents one of the greatest opportunities for
post-MBAs to pursue, I felt that pursuing a search immediately following my MBA
program was incompatible with my family’s needs.

Respecting a romantic partner’s wishes is wise. We have found ourselves in trouble when we have not
heeded our spouses. When thinking about a two-career couple, it might be helpful to think about the family
as a portfolio of career reward and risk - no different than a securities portfolio. For example, we encourage
our students to imagine a two-career couple as one bond and one equity career. An individual who is a
public-school teacher can be a proxy of a bond with a reliable salary and dependable benefits. The other
spouse, pursuing a search fund, can be considered equity — much riskier than the bond-like schoolteacher,
but with much more upside. Combining these two paths is compelling and can work well for a couple. So,
while a search fund is not for every couple, it might offer some appealing benefits in context. Additionally,
we have discussed the partner conundrum with many searchers, and one potential solution is for careerists
to take turns being the primary career. For example, a search funder can promise that, after a decade, they
will cede to the spouse’s wishes, and the spouse’s will be the primary career. If a romantic partner is not
fluent in ETA concepts, the aspiring searcher should share literature and make introductions to searchers
and the romantic partners of searchers to help them understand the process better.

I am not pursuing ETA because I was not inspired by the ETA coursework or faculty.
We believe there is a connection between a dynamic and engaging classroom experience and students

learning course material and even considering pursuing the course material in greater depth as a career. We
have all experienced an exceptional teacher who makes learning electric and brings course material to life in
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a way that deepens learning opportunities. As educators, we aim to be those special teachers who inspire
students to learn and envision what they can be. We hope to remove barriers for students and expand their
horizons through exciting coursework and lively classroom conversations. We are delighted that, in our
survey (Figure 18), only 2% of students indicated that they did not pursue ETA due to the coursework or
instructional faculty. In contrast, 89% of our scholars countered that they disagreed that coursework and
faculty were a reason for not seeking ETA.

Figure 18: I am not pursuing ETA because I was not inspired by the ETA coursework or faculty.

Strongly agree 0%

Somewhat agree I 2%

Neither agree nor disagree 8%
Somewhat disagree 14%

Strongly disagree 75%

While we are flattered that the vast majority of students taking ETA courses at the universities included in
our data set were not dissuaded by the coursework or faculty, for those who have been, we encourage
connections with faculty members at other academic institutions. One of the most wonderful characteristics
of the ETA ecosystem is the openness and support shared amongst its members. If a student is not
connecting with their faculty members but is curious about the academic work that explores ETA, they
should reach out to ETA faculty members at other schools. We are all deeply passionate about ETA,
teaching, and helping people pursue and explore this path, and we are thrilled to help in any way we can.

Some thoughts on launching a search fund as a mid-career professional

In our survey, 49% of respondents indicated that they intend to shift careers into ETA within five years of
graduation. When we talk to students about their thought process and decision to defer launching a search
fund, they articulate concern about student debt, operating experience, a desire to credentialize their
resume, and a general lack of confidence. We empathize and appreciate these concerns and feelings - we
have felt them too. If students plan to pursue ETA mid-career, we have some thoughts on how to best
prepare for a delayed launch and stay on their intended career arc.

One concept we always joke with students about is composing a resignation letter in advance to commit to
staying on the ETA track. We mirthfully suggest that when a student is about to embark on their consulting
job post-graduation, they write a resignation letter in advance and share it with a trusted friend. The student
should instruct the friend to mail the letter to the consulting firm on a specified date (perhaps one to five
years into the future) if the student has not already resigned from the consulting firm. We offer this idea in
jest, but getting incrementalized and enticed into staying one more year in a job that might not be exactly
what a student desires and envisions for their life is easy. After all, next year’s bonus might cover the new
home’s down payment, and in two years, there will be a promotion with a doubling salary. We are not
trying to coax students into ETA, just help the ones who want to do it construct a pattern to increase the
odds of actually doing it.
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We will now offer some tips for students to remain on the ETA track even when they defer it post-
graduation.

Tilt the post-MBA job towards search fund-centric themes. When students take jobs in consulting and
tinance (the most popular post-MBA choices), we encourage them to eschew Fortune 1000 assignments
and gravitate towards small and medium-sized businesses if possible. This might mean working at a sell-
side investment bank that focuses on sub-$25 million earnings companies. Or a consulting firm that has a
client portfolio that is smaller in nature. Dedicating years to behemoth organizations might help students
mature and season and use compensation to extinguish student debt, but it might not truly prepare them
to be small company CEOs. Finally, if students are truly committed to ETA at some point, an excellent post-
graduation choice can be to work in a small company as a senior executive or aide-de-camp to the CEO.
There are many opportunities like this in the search fund community. This approach will provide a bird’s-
eye view of small company CEO life and provide meaningful learning opportunities.

Continue learning about search funds. After graduation, it can be easy to drift away from the ETA
community, its ideas, and more learning opportunities. We suggest that students allocate a few hours per
week (two to five) to staying abreast of search fund literature. There is an overabundance of content being
produced in the search fund community (we are guilty of contributing to that), and keeping current on the
literature is a wonderful way for students to see where ideas are percolating, continue to stimulate their
interest and engagement, and learn about how the sector is evolving and iterating. This learning
opportunity can be augmented by attending some of the many search fund conferences that academic
institutions host annually. These one-day conferences are an excellent way to be immersed in all things ETA
and get caught up.

Build networks within the ETA community. One of the most attractive features of the search fund
ecosystem is its embracing, supportive, and collaborative culture. Most people are happy to help and talk to
would-be entrepreneurs and provide whatever thoughts they can to ease the journey. We encourage
students to engage in the community and connect with multiple perspectives to stay motivated and
engaged. Students can think about approaching fifty ETA participants divided into the following
categories: ten rookie searchers in their first year of searching, ten experienced searchers in their second
year of searching, ten former searchers who could not find a business to acquire, ten searchers who ascended
into a CEO role and are leading an operating company, and ten searchers who shifted into a CEO role and
then exited the business with positive and negative outcomes. This listening and learning tour can help
students stay engaged and learn. We also encourage students to build warm relationships with at least
twenty-five ETA investors. These conversations can be low-key and should occur annually to maintain the
link. The investors can be individuals or institutions.

Structure personal life issues to engender searching. If students choose to defer ETA with the intention
of pursuing it later, we strongly suggest that they orient their personal lives to help facilitate searching at a
later point. This includes living frugally and saving as much money as possible. It is too easy to upsize a
lifestyle with current cash compensation, but if students want to search mid-career, they will appreciate an
economic cushion. Students can also continue to discuss lifestyle choices and life design topics with their
romantic partners to help orient family decisions to embrace a mid-career entrepreneurial choice.

Based on our survey, there appears to be a robust subset of students who want to embrace ETA in a second
career chapter. This might be a programming and structural opportunity for academic institutions. MBA
programs can develop specific programming and content for alumni seeking this path. We will now explore
a few more things educators can do based on our survey results.
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What we can do as educators to help those students who want to search but cannot
surmount the encumbrances

ETA is still a relatively nascent topic in business schools, and educators (including us) are still developing
curricula to best meet pedagogical objectives and student needs. We believe educators are responsible for
providing students with as much factual and experiential information as possible on search funds but not
making a hard sell for students to pursue ETA as a career. We do not think educators should look at the
data results in this note and try to debunk students’ concerns. However, we do believe educators should
evaluate their syllabi to see where they can help students who are eager about ETA (the 49% of survey
respondents who want to do a search fund in the next five years) but do not feel ready - that is our
opportunity to assist our students. We think there are four key issues for us to address.

Exposure to ETA earlier in the MBA program. In Figure 12 above, 40% of students agreed or strongly
agreed that they did not pursue ETA because they learned about it too late in their MBA program. This
might happen because ETA courses are often slotted as second-year electives. While it is true that students
can still choose ETA as a career even when they learn about it later in their MBA program, many students
could have already accepted a job offer before becoming aware of or fully understanding ETA. To help
expose all students to ETA earlier in the MBA odyssey, we suggest the following six potential action steps:
host an optional single introductory session geared towards first-year students in October (Everything you
wanted to know about search funds in 60 minutes); work with career services offices to make sure career
counseling professionals are aware of and understand ETA and communicate this as a potential arc to first-
year students; place a case with an ETA element in a mandatory first-year course; connect with ETA, private
equity, venture capital, and entrepreneurship clubs to host ETA-centric events targeting first-year students
in the fall semester; collaborate with ETA alumni to share their journeys and stories with first years; and
finally, facilitate search fund investors visiting campus to host lunch-and-learn sessions on ETA topics.

Addressing the operating experience paradox. Many students feel like they need more experience before
embarking on an ETA expedition - this was the number one cited reason for shunning ETA. While it is
important for students to feel adequately prepared before making the ETA leap, unfortunately, there is no
way to have CEO experience before being a CEO. We think we can assuage students’ trepidation about
operating experience by emphasizing in class that scores of search fund entrepreneurs buy and lead small
businesses successfully every year without prior operating or CEO experience. Additionally, when
protagonist guests join class, they can specifically address how they navigated the CEO role without
previous operating experience. Furthermore, educators can develop cases that explicitly tackle the operating
experience question. Finally, instructors need to prevent students from deifying case protagonists and
remind students that the polished, capable, and confident CEOs they see were once confused rookies - just
like them.

Exploring the notion of ETA being too risky. We acknowledge that ETA can seem like a risky endeavor,
but when we explore what risk really means to students, it is often the ambiguity that frightens them. Many
MBA students have followed predictable paths of achievement in their lives that have propelled them into
elite MBA classrooms. These paths often have defined roadmaps of advancement and progression - and
ETA definitely lacks an easy and well-defined course of action. It is important to help students realize that
ambiguity, while sometimes unsettling, is not necessarily risky. We also believe that when students
articulate concerns about risk, what they are really saying is “I might fail” - and this is absolutely true. We
try to devote at least one class session in each ETA course to exploring what failure looks like and what the
impact is on a searcher’s career and life. Of course, even failed searchers move on with their lives and have
productive (and thriving) careers in other venues. Helping students understand that failure might happen
and that, while dislocating, it is not the end of a career is useful. Although we teach and have written a few
cases addressing failure in search, more must be done. It is more fun to write about and teach the success
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stories, but exploring the failures (and the epilogue of failure) presents students with a more balanced and
realistic view.

Addressing the perception of geographic constraints. Many students cited geographic risk as a deterrent
to ETA. We understand that students desire geographic certainty and prefer a handful of post-MBA
metropolitan locations. It could be useful for educators to make students aware that the historical dogma
of searchers needing to be willing to live anywhere is not as rigid today. Some investors support geographic-
focused searches, and while it might be more challenging to find the perfect business with location
constraints, it is possible to raise capital and buy a solid business in a narrow geography. Furthermore, it
might be useful for students to explore through cases that running a mid-sized company in a city like
Columbus, OH, not only can be a wonderful life, but also might be easier than in a hypercompetitive market
like Manhattan.

Conclusion

Despite increasing enthusiasm for ETA in MBA programs, only approximately one percent of all MBA
students pursue this path immediately after graduation. Yet 49% of surveyed students plan to engage in
ETA within five years of graduation. Students identify multiple impediments that preclude embracing ETA
directly after completing their MBA, with a lack of operating experience, ETA being too risky, and
geographic issues being the most prevalent encumbrances. While we concur with and understand students’
trepidation and thoughts, we believe there are counterpoints to these issues that should be contemplated
and that make ETA a truly actionable path.

If students choose to pursue ETA as a mid-career professional within five years of their MBA graduation,
there are multiple strategies and tactics to consider to prepare themselves better and increase the probability
of follow-through. As educators, we are not attempting to lure students into ETA who are hesitant to
consider it; rather, we are very interested in helping students who want to pursue ETA but do not feel ready
to do so. Educators can take specific steps to lift those students and help assuage their fears and lack of
confidence.

We hope this note helps students considering a search fund odyssey and educators creating search fund
curricula. Whether you are launching a search fund immediately after completing your education or at some
point in the future, we wish you luck and success and are delighted to assist you in any way. If you have
opted out of ETA and are pursuing another path, we also wish you luck and success and hope your ETA
coursework helps you in your chosen journey.
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Exhibit 1: Capital in the ETA ecosystem

Estimated annual search funds
Average search capital per fund
Annual search capital invested

Estimated annual searches buying a company
Estimated equity per transaction

Annual investment capital

Total capital invested annually in search
Searches that did not acquire
Search capital for searches that did not acquire

Value of capital in acquired companies

Estimated multiple of invested capital
Estimated equity value
Annual wealth creation (equity value less invested capital}
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100
$450,000

$45,000,000

65
$5,000,000
$325,000,000

$370,000,000
35
$15,750,000
$354,250,000

3.0x
$1,062,750,000
$692,750,000

G=C+F
H=A-D
I=H*B
J=G-1

L=K*J

M=G-L
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Owners?” Harvard Business Review, 28 June 2016, hbr.org/2016/06/which-mbas-make-more-
consultants-or-small-business-owners. Accessed 27 May 2022.

=  Ruback, Richard S., and Royce Yudkoff. “Why Buying a Company Can Be Better than Starting One.”
Harvard Business Review, 5 Apr. 2016, hbr.org/2016/04/why-buying-a-company-can-be-better-than-
starting-one.

=  Ruback, Richard S., and Royce Yudkoff. “Why More MBAs Should Buy Small Businesses.” Harvard
Business Review, 25 Mar. 2016, hbr.org/2016/03/why-more-mbas-should-buy-small-businesses.
Accessed 27 May 2022.

=  Ruback, Richard S., and Royce Yudkoff. “You Should Consider Buying a Small Business. But When?”

Harvard Business Review, 15 Feb. 2017, hbr.org/2017/02/you-should-consider-buying-a-small-business-
but-when%20Report%20Briefing.
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This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an
endorsement of the organization in question, or illustrate either effective or ineffective management techniques or strategies.

Copyright 2022 © Yale University. All rights reserved. To order copies of this material or to receive permission to reprint part or
all of this document, please contact the Yale SOM Case Study Research Team: email case.access@vyale.edu.
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