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The relationship between entrepreneurs 
and private equity: secrets of a happy 
partnership 

 

“There needs to be a deep understanding of the 
purpose of the business, with a proposal aligned to 
this goal”. 

A successful relationship between entrepreneurs and private equity should be based on a 
detailed understanding of the firm to be backed, the appropriate due diligence from both sides 
and a shared recognition of the portfolio company’s goals. Without this, the relationship can 
often founder. 
 
That was the view of attendees at a panel discussion focusing on the changing entrepreneurial 
attitudes to private equity, hosted by the specialist leadership consultancy, Tyler Mangan. 
Chaired by Nicholas Neveling, Deputy Editor of Real Deals, panellists, including entrepreneurs 
and private equity professionals, shared their thoughts on the new imperatives for 
entrepreneurs and private equity houses alike. 

What motivates the modern entrepreneur? 
One panellist, a director of a leading UK mid-market private equity firm, indicated that there had 
been a clear shift in entrepreneurs’ expectations of private equity, with the modern business-
owner now able to be selective: “There has been a massive proliferation of capital in the private 
equity community, and for deals above £10million there is more capital than there are 
opportunities. So entrepreneurs can pick and choose.” 

To meet this challenge investors now have to demonstrate why their capital can add more value 
than the competition. This view was outlined by another panel member, a chief executive of a 
global technology consultancy. So far, the firm has resisted private equity funding and he 
suggested that the services he could only have obtained from private equity five years ago, 
such as market support and networking, he now has easy access to. “The vast majority of 
private equity firms who approach me have very credible and relevant experience, as well as 
excellent references. But private equity now has to offer something really special, which for me 
would be about long-term purpose and values for the organisation.”  

Another panellist, a chief executive of an industrial biotechnology company, supported this view: 
“Traditionally private equity will offer knowledge on M&A and international markets for example, 
but many companies have now already developed this knowledge. Ultimately when I seek 
investment I’m looking to raise cash for the short term, but backers now also have to offer me 
significant context and market influence which otherwise I would not have been able to access.” 

Due diligence: making a deal work 
 
According to a snap poll of attendees, 67% believe private equity investment has become more 
attractive to entrepreneurs of late, perhaps owing to the squeeze on bank funding. However, the 
same poll suggested that due diligence remains rudimentary. Most private equity respondents 
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said that they undertook basic checks such as reviewing external references and considering 
recruitment needs. In-depth and valuable processes such as considering team-wide training 
needs and using psychometric testing remain rare.    
 
With modern entrepreneurs now demanding more from private equity, investors need to use the 
due diligence process to demonstrate a bespoke, in-depth understanding of the firm they are 
looking to invest in, in order to provide reassurance of a fruitful working relationship in the 
future. The private equity director explained: “Entrepreneurs are very specific to their 
businesses and there is a large spectrum of variation. Private equity firms need to understand 
the market, to listen and ask questions, to build a relationship with the entrepreneur and then 
make a tailored response”. 
 
“The relationship is very important, because whilst people who experience our input realise the 
value, a lot of what we do sounds very generic in conversation.” 
 
The technology consultancy chief executive agreed: “There needs to be a deep understanding 
of the purpose of the business, with a proposal aligned to this goal.” Those private equity firms 
who ask poorly researched questions, or simply ask ‘how much’ are a ‘cause for concern’ for 
entrepreneurs, and will not inspire confidence. 
 

Business Plans: worth the paper they are written on?  
Business plans are often a starting point for the due diligence process. Yet the panel agreed 
that the targets laid out in a business plan are at best unrealistic. The chief executive of the 
biotechnology company said: “I have yet to see a business plan which is not incredible. Why are 
we putting these plans together, which nobody believes? You’re creating a lie before you’ve 
even started.” 
 
A chief executive of a specialist technology investment and advisory firm, suggested that the 
entrepreneur uses the business plan to try and remain in control: “Entrepreneurs hear so many 
horror stories, so they want to remain in the driving seat. A business plan is a means to try and 
ensure this happens.” The business plan is the tool that elucidates the goals and aspirations of 
the entrepreneur, and is therefore a valuable step in the negotiating process. 
Private equity firms are accustomed to the overly optimistic business plan, according to the 
private equity director, but entrepreneurs should nevertheless maintain an attention to detail: 
“Numbers aren’t an answer in themselves, but they are a useful language. If entrepreneurs do 
not understand this, we’re not going to give them any money.” 

 
“The vast majority of private equity firms who approach me 
have very credible and relevant experience, as well as 
excellent references. But private equity now has to offer 
something really special, which for me would be about 
long-term purpose and values for the organisation.”  
 
Not a one-way street  
Panellists also highlighted the fact that due diligence is a two-way process. Bringing an investor 
into the inner circle of a business is a huge decision and it is important for a firm to be goal-
aligned with a potential investor, otherwise it could prove a fractious journey. The private equity 
director called on entrepreneurs to be more thorough with their own due diligence reviews of 
private equity firms: “As a private equity company I am amazed by how few people take 
references out on us. You don’t need to speak to many people to get a real picture of the firm.”  
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One panellist is currently developing a lingerie and love stuff firm, having launched the business 
in 2005, and has just gone through a round of funding. Having taken the time to carry out due 
diligence and identify the right investors to work with, the panellist found the benefits have been 
significantly ‘beyond cash’. 
 
She said: “I was looking for more than money; I required market knowledge, advice and 
support, and these benefits were as important as the basic cash investment.” 
 
Indeed the rapport between an entrepreneur and private equity investor is central to the 
relationship, as the panellist explained: “As is often said, taking on investors is like a marriage, 
you want the same approach and hopes for the future. Through the investment process you 
learn an investor’s culture and how they work and this should be crucial to the final decision.” 
 
Eyes on the exit 
 
A foundation of a successful relationship is an agreement on the exit plan at the outset. Private 
equity firms and entrepreneurs can have differing approaches to the timing of an exit, and the 
private equity director suggested the discipline of agreeing the plan helps ‘drive value and 
strategic decision making’. He added that it should not be in the interests of a private equity firm 
to generate short-term profit; instead it should aim to see a business grow in a sustainable 
manner beyond the exit. Decisions on exit should be made jointly, he argued, otherwise this will 
likely lead to discord between the two parties. 
 
As a businessman, the perspective of the biotechnology chief executive contrasts this view, and 
his first priority when taking on investment is to build value to the business, and ‘the exit can 
look after itself’. However he did acknowledge that potential future tension could arise from 
investors ‘planning the exit, caring about the business model so it’s saleable, and rubbing up 
against what I felt was the right value building proposition for the business’. 
 
A partner at a wealth management advisor pointed out that private equity investment is, at 
present, exit driven, and suggested investor firms may now have to consider alternative ways of 
generating returns. This could include allowing for long holding periods and taking a cut of the 
profits instead of insisting on making money from the exit. Such an approach would allow firms 
to generate returns over time whilst not restricting the organisation to what could be a disruptive 
early exit. 
 
As such the panel agreed that private equity needs to maintain originality and creativity in how 
to add value to investee businesses, and to think about adjusting their business model where 
appropriate to do so. 
 

In short, a complex but rewarding environment 

The panel agreed that, in addition to capital, private equity firms can offer significant support 
and valuable access to an entrepreneur. Entrepreneurs, in return, can deliver exceptional 
returns to private equity backers and add value to a portfolio. The market has evolved to the 
extent that an entrepreneur now expects a bespoke service, with private equity firms required to 
understand a respective business, and carry out detailed research before making a tailored 
response. But with taking on investment such a momentous decision, entrepreneurs should also 
take the time to carry out their own due diligence on private equity firms, to ensure a partnership 
has every possible chance of success. 
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Tyler Mangan, a specialist leadership 
consultancy, works with senior executives 
and leadership teams to build the 
infrastructure and capabilities within their 
organisations to be focused, capable, 
supported and influential. 
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