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Fundamental Shift Underway in Private Equity Talent Acquisition Strategies

The past decade has been widely viewed as a golden era for private 
equity. As global markets recovered from the shock of the last 
financial crisis, private equity firms did not simply sit back and reap 
the rewards of improving market conditions, according to a report 
by Spencer Stuart. In fact, quite the opposite. The same could be 
at hand for the current pandemic crisis.

The report notes that as private equity firms have learned from past 
crises, they have placed greater emphasis on being more hands on 
with portfolio companies. More often, that means evaluating talent 
and finding new ways to unleash higher levels of leadership to boost 
results and enrich returns. Many firms now deploy a much wider 
range of capabilities to drive value, for example building operating 
partner teams and adding more specialized functional expertise.

Revolutionary Changes Afoot

According to PE talent chiefs, there is in fact a fundamental shift 
underway in private equity HR. According to Jason O’Briant, 
managing director of human resources at Blackstone, private 
equity firms are continually improving the process of talent 
management, moving beyond traditional views of human resourc-
es to something more transformative – with a heavy emphasis on 
talent management & development, culture and engagement. This 
dynamic transformation in focus, and how it will help to improve 
everything from talent acquisition and recruitment to engagement 
and retention strategies, is now at the forefront of the entire sector. 
Blackstone, KKR and others are in the vanguard of revolutionary 
changes afoot.

“A critical component of this approach has been to apply more 
rigorous assessment to the management team and especially the 
CEO,” the Spencer Stuart report said. Private equity firms have 
been early, enthusiastic adopters and expert users of cutting-edge 
assessment methodologies in recent years, said the search firm. 

“Many firms have institutionalized the assessment of management 
teams during the first 100 days following a deal, giving them deep 
insights into their new investment. This allows them to plan and 
shape the right support structure around the management team and 
apply the full range of the investor’s new functional capabilities to 
position the team for success.”

“Not only have we seen increased use of assessments by PE firms 
over the past several years, their use is increasingly sophisticated,” 
said Scott Gregory, CEO of Hogan Assessments, a global provider 
of personality assessment and leadership development services. 
“Although a key focus remains on ensuring the right CEO is in place, 
there is a trend in using assessment to ensure the CEO and his or 
her team function well as a unit and increased interest in linking 
leader personality to financial metrics,” he said. “We’re also seeing 
assessment used earlier than in the past, even during the due 
diligence process, which enables deals to close with a clear plan in 
place for team support and succession.”

Picking the Right CEO in the First Year

A challenge unique to private equity investors is ascertaining 
whether a CEO and management team can work openly and 
collaboratively with their new owners, according to the Spencer 
Stuart report. “Can they adapt to that private equity firm’s particular 
approach and make full use of the support provided to them? Or 
will they maintain a distance to their owners and fail to maximize 
the value of the expertise available? If not, the incumbent CEO will 
underperform, regardless of their capabilities.”

In a separate study, Spencer Stuart looked at the timing of, and 
reasons for, CEO changes in private equity portfolio companies. 
The report concluded that a great deal of value was being lost due 
to underperformance, with (cont’d. to page 2)

PICKING CHIEF EXECUTIVES
Analysis of Why the First Unplanned CEO Change Failed

Source: SpencerStuart



2

PRIVATE EQUITY RECRUITING SPECIAL ISSUE

private equity investors forced into a large number of unplanned 
CEO changes. More than half of these occurred in the later years of 
the deal, i.e. from the third year onwards. 

“Some research suggests that having the wrong CEO in situ after 
the first year is a major reason why deals underperform and typically 
leads to longer hold times and lower returns,” Spencer Stuart said. 
“With all the new assessment capabilities and functional expertise 
at their disposal, private equity firms should be more successful 
than they have been at identifying the right CEO in the first year and 
supporting him or her to be a success.”

Spencer Stuart has also witnessed a clear shift in private equity 
firms’ ability to control the timing of CEO transitions, with only 35 
percent of CEO changes unplanned at the time of the transaction. 
“It is equally encouraging that nearly half of all changes occurred 
within the first year, a growing trend since 2013,” the firm said. “This 
is a strong indicator of rigorous assessment having a clear effect on 
the speed and quality of decision-making.”

Course Correcting

One noticeable trend during the past decade according to Spencer 
Stuart has been the lengthening of average hold periods to around 
five years. “Private equity firms are now commonly facing the conun-
drum of CEOs completing four years in their role without seeing a 
successful exit,” the firm said. “This has created a need for planned 
CEO successions in the later years of some deals (i.e. from the third 
year onwards).” Already, 12 percent of the CEO changes the search 
firm analyzed involved carefully planned succession processes from 
the third year onwards, despite this being a recent development. 
Spencer Stuart said it anticipates that as PE firms hold on to assets 
for longer periods, they will need to strengthen their succession 
planning later in the deal cycle and consider a more diverse pool of 
potential leaders.

Another trend that should give private equity investors pause for 
thought is that around 30 percent of all the CEOs hired were later 
replaced in unplanned changes; on this measure there has been no 
improvement since the search firm’s original study.

This tendency for replacing the CEO more than once during the 
lifetime of a deal reflects PE firms’ greater willingness to course cor-
rect. Although the second CEO change now tends to happen earlier, 
multiple changes of CEO can none- (cont’d. to page 4)
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theless be disruptive. Acting decisively to remove underperforming 
CEOs is important, but some question why it is so frequently required.

COVID-19 Effect

So, what’s changed in 2020 in the current COVID-19 environment, 
and what can we expect as the year progresses? Executive search 
consultants who specialize in private equity recruiting have some 
thoughts. 

“There are multiple transactions that have been cancelled or 
delayed due to the current economic environment,” said John 
Marshall, co-founder and CEO of JM Search, a senior-level talent 
provider serving private equity investors, portfolio companies 
and Fortune 1000s. “This has enabled CEOs to reevaluate their 
current situation from a timing and economic standpoint,” he said. 
“This uncertainty has encouraged them to be more open to new 
opportunities that have opened up in the industry.”

“Collective management team assessment and performance are more 
important than ever,” said Dan Hawkins, founder and CEO of Summit 
Leadership Partners. “Investors now realize it is not enough to assess 
and upgrade just individuals on the team. They must better understand 
the capacity of the team to solve complex business challenges, 
make rapid decisions, and effectively align the organization,” he said. 
“Accelerating team performance for portco management is more 
powerful than simply focusing on the CEO alone.”

Hardwired for Action

Heather Hammond, who co-leads the global banking and markets 
practice at Russell Reynolds Associates, said that the bar for 
portfolio company leadership is exceptionally high right now. “We 
build our assessments in several ways,” she said. “One is by virtue of 
our own expertise and the way we compare their experience to that of 
their peers in the market. We look for patterns, such as continued sus-
tained success in roles that they have had. We look for their success 
being tested in different environments. So, for example, if you take 
someone who has come out of a big conglomerate, have they had 
experiences along the way of perhaps testing that in a more entrepre-
neurial venture either after that experience or before that experience 
that you can look at their experience in different environments?” 
Also, you obviously speak to references. And you do psychometric 
assessments as well to understand how they are wired and what their 
DNA is all about.” 

Another consideration, especially with the specter of darker 
economic days on the horizon, is the question of just how well 
a leader handles tough times. “Obviously, we’re at the end of 
an economic cycle,” said Ms. Hammond. “Things can get more 
turbulent sooner rather than later depending on what’s going in the 
macroeconomic sense or the political sense or what have you, and 
how does complexity and uncertainty test the quality of a portfolio 
company’s leadership?” That’s when the great leaders emerge, 
she noted. “They have to adapt and demonstrate decisiveness and 
judgement on what they’re going to do.”

A New Talent Blueprint

“Our clients seemed to go immediately in one of two directions when 
COVID-19 hit: self-preservation or oppor- (cont’d. to page 5)
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tunism,” said Andrew Thompson, founder and managing partner of 
Notch Partners. “If their portfolio companies were heavily impacted, 
they went into cost reduction and cash management mode. Suddenly, 
the important skill sets were more defensive than growth oriented.”

Now that the dust has settled from the initial pandemic shock, said 
Mr. Thompson, “most PE investors are declaring emphatically that 
they are open for business.” And, he noted, they are seeking to part-
ner with CEOs who understand how to tactically manage through 
a crisis while maintaining the clarity of vision to see opportunities 
where others are just ducking for cover. “Expertise in hard-hit 
industries, such as travel, and growth industries, such as last-mile 
logistics, are at a premium,” he said.

“As one PE partner said in the middle of a search for a $600 million 
company we were closing in March that we were in peacetime 
growth 30 days ago and now it’s wartime and hunker down,” said 
Keith Giarman, managing partner of the private equity practice at 
DHR International. “Specs for a lot of positions – CEO, COO, CFO 
and others – changed overnight depending on the upside growth 
and trajectory of the business,” due to the pandemic, he said. “If 
there is a way to reset appropriately, PE firms need to think carefully 
about the skill sets that will win the war right now.”

Certain market segments are flourishing with the explosion in things 
like e-commerce and the transportation and logistics associated with 
keeping up with demand, Mr. Giarman said. “Companies that were 
rapidly digitizing are moving even faster now, from market-facing 
sales and customer acquisition all the way through the order to cash 
and fulfillment and customer service process,” he added.

Of course, private equity talent leaders themselves know first-hand 
how important human capital can be to driving strong returns. 
For them, aligning talent, capabilities and culture to a clearly 
defined value creation agenda are the best way to deliver the 
superior returns that are expected in a highly competitive market. 
For some, like Jim Hirshorn, partner - private equity and head of 
the portfolio management group at Ares Management, and his 
private equity team, institutionalizing a systematic approach to 
maximize value creation from portfolio companies begins and ends 
with connecting and integrating strategy with talent. The unique 
leadership demands of private equity are creating a new set of 
blueprints for every private equity leader, their talent acquisition 
teams and their executive recruiters.

INSIGHT
Leading During a Crisis

While business leaders have years of experience 
managing and leading teams, the recent Odgers 
Berndtson Leadership Confidence Index revealed 
that 85 percent of senior leaders lack confidence 
in their leadership’s ability to manage disruption 
effectively. 

One of the biggest barriers to managing disruption is a resistance to 
change, according to a a report co-authored by Ali Palmer, partner and 
head of the consumer and telecoms practice at Odgers Interim, and 
Dominick Sutton, chief data officer of BoardEx.
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Robert Hogan is the founder 
and president of Hogan 
Assessment Systems. 
He is an international 
authority on personality 
assessment, leadership, and 
organizational effectiveness. 
His theory-based work in 

personality measurement has contributed to the development of 
Socioanalytic Theory, which maintains that the core of personality is 
based on evolutionary adaptations. Rob Kaiser is president of Kaiser 
Leadership Solutions. He is an advisor, author, and internationally 
recognized authority on leadership.

The two sat down with Hunt Scanlon to discuss how PE firms can do 
a better job at reevaluating their leadership teams. 

Successful private equity firms understand finance, but on average 
they tend to be less sophisticated about people issues. This makes 
sense: deal partners and analysts are trained in finance and are 
good at spotting undervalued assets. “But savvy private equity 
players also understand that reviving an underperforming business 
depends to a large degree on people issues – in particular, it 
depends on the leadership of the portfolio company and its working 
relationship with new ownership,” said Mr. Hogan. 

Considerable evidence suggests that PE firms could do a better 
job evaluating the ability of the leadership team in their acquired 
companies. A survey by Alix Partners found that nearly three-quar-
ters of portfolio company CEOs are removed during the investment 
life cycle. Over half are replaced in the first two years; but only 15 
percent are replaced at the outset. These data suggest that, for four 
out of the five replaced CEOs, the decision takes too long, thereby 
delaying strategic milestones and prolonging the hold time. 

“PE firms can more quickly realize returns on their investments if 
they analyze the leadership of the companies they acquire with the 
same rigor that they analyze the business fundamentals during the 
diligence phase,” said Mr. Kaiser. “The good news is that there is 
a science to analyzing people and the same discipline that is used 
to identify untapped business value can be used to evaluate the 
leadership potential of CEO candidates.” 

Barking up the Wrong Tree 

“In our experience working with PE firms, the conventional wisdom 
regarding what to look for in portfolio company CEOs can be 
misleading,” both agreed. “People assume that brains and experi-
ence are crucial. But it turns out that IQ and prior industry and CEO 
experience do not predict the ability to lead through a profitable exit. 
For instance, a recent survey of managing partners at 32 PE firms 
revealed that experience as a CEO in a publicly traded firm does 
not prepare people for success in the intense PE environment. The 
data also showed prior industry experience predicts the tendency to 

run the same playbook rather than driving radical change typically 
required.” 

The experience factors associated with successful leadership of a 
portfolio company include having worked in a PE environment and 
having previously performed a similar transformation. “This doesn’t 
necessarily mean having been a portfolio company CEO before; 
having held a big job in a PE environment is enough to appreciate 
the pace, the sense of urgency, and the need to be in close commu-
nication with ownership about everything from strategic direction to 
performance details,” said Mr. Hogan. “And a track record of having 
performed the same task successfully – whether that be cutting 
costs, growing revenues, managing debt, raising capital, going 
digital, expanding channels, or what have you – bodes well for 
doing it again and quickly.”

Soft Skills Make the Difference Beyond 

“PE experience and task experience, the factors that best predict 
the ability of CEOs to lead to a successful exit are found more on 
the soft side than the hard side,” Mr. Kaiser said. “And this is where 
it can be challenging for financial experts: understanding people 
is different from understanding balance sheets. However, people 
differ in certain regular and quantifiable ways and research has 
shown which differences make a difference when leading a portfolio 
company.”

The first category the report points out contains the personal factors 
common to most successful PE CEOs. They include: The ability 
to build and lead a high-performing team, a tough-minded tem-
perament with a sense of urgency, resilience, and the willingness 
to admit problems and face difficult realities without spinning or 
sugarcoating them. 

“PE environments usually have limited resources, which points to 
the need for versatile chiefs with a broad range of expertise and 
skills,” said Mr. Hogan. “But versatility is a rare commodity. Less 
than 10 percent of senior leaders are able to consult with their staff 
in decision making while still being able to act acting decisively or 
pay attention to the big picture while also attending to the day-to-
day details. Successful portfolio CEOs need to be able to recognize 
their limitations and staff accordingly; they also need humility in 
order to turn their staff loose. It’s a complex set of capabilities, which 
accounts for the staggering number of CEOs who are replaced.” 

The second category of differences concerns the chemistry 
between the CEO and PE ownership. Mr. Kaiser says that the “big 
issue concerns compatibility: can the CEO and primary deal partner 
agree on performance expectations, communication cadence 
and content, and other, often unspoken, rules of engagement? 
This is about far more than liking each other; it more about mutual 
respect and trust. Establishing a short-hand vocabulary, sharing 
values, and minimizing surprises is very important in a fast-paced, 
pressure-cooker environment.”

The Importance of CEO Performance at Portfolio Companies 

SPOTLIGHT

Robert Hogan Rob Kaiser

(cont’d. to page 8)
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The Science of Personality

“Many people tend to think that personality tests are online ques-
tionnaires or magazine quizzes designed to tell them about their 
type, color, or the house at the Hogwarts School of Witchcraft and 
Wizardry into which they would best fit,” Mr. Hogan says. “However, 
there is a science of personality assessment based on research 
going back over 100 years. It isn’t rocket science, it’s behavioral 
science—and it leads to solid, dependable results.”

“The evidence is clear that personality assessment powerfully 
predicts real life behavior; hundreds of studies with hundreds of 
thousands of working adults show that competently constructed 
personality measures predict performance with surprising 
accuracy,” Mr. Kaiser adds. “Properly validated personality 
measures predict job performance, career success, and leadership 
better than any known alternative, including IQ.”

“Moreover, well-designed personality assessments can forecast 
an individual’s ability to build a team, make tough calls, handle 
pressure, and be candid, flexible, and humble,” he said. “Being able 
to penetrate the veil of self-presentation is important because sitting 
CEOs are likely to be on their best behavior during the courtship 
phase of an acquisition. There is a big difference between people 
at their best—what we call the bright side of personality —and 
people under sustained pressure when you see their dark side—the 
behavioral tendencies that derail teams and careers.” 

Managing Risk on the People Side

Assessing the personalities of CEOs and their leadership teams 
should be a routine part of doing diligence on a potential acquisition 
company. “On the one hand, evaluations of the leaders’ work 
histories can indicate whether they understand the pressures of PE 
environments and if they know how to execute the sorts of changes 
needed to realize value,” Mr. Hogan said. “This tells you whether 
people can do the job on paper. Similarly, personality assessment 
will provide a sense of what it would be like to work with them – how 
they will do the job once in office, what it will be like to have them in 
your life.”

“It is interesting to note that most failures of leadership are less 
about a deficiency in what they know and more about how they 
prioritize time, focus attention, and interact with key people,” said 
Mr. Kaiser. And the most important interaction of all is between the 
CEO and the primary deal partner; with so much at stake, it’s best to 
understand how this relationship will work at the start, including how 
it could go wrong and how to manage it when things get tense.”

“The evidence is clear that personality 
assessment powerfully predicts real life behavior; 
hundreds of studies with hundreds of thousands 

of working adults show that competently 
constructed personality measures predict 

performance with surprising accuracy.”
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How quickly things have changed. Just four months ago, Rob 
Tillman, president of TillmanPartners and managing partner at 
DHR International, noted that private equity investors were poised 
to win during the next downturn, but no one predicted the sudden 
shock to the economy related to the coronavirus crisis.

“At the end of 2019, it was widely believed we were entering the final 
stages of the longest recovery in U.S. history,” Mr. Tillman said. “It 
appeared the bull market and economic strength would lead to a 
strong year in 2020, but a potential slowdown was widely predicted 
for 2021. This scenario would maintain a healthy environment for 
exits and create more attractive buying opportunities.”

Adjustment Period

Fast forward to today; the situation is vastly different. Nevertheless, 
the most well-established firms with significant dry powder are 
likely to win big. Mr. Tillman pointed to a recent conversation he had 
with the leader of one of these firms. The partner said, “sponsor 
to sponsor exits will evaporate and GPs won’t be in a rush to reset 
valuations on their investments.” 

As a result, holding periods will be stretched out, and private equity 
investors will likely invest in carve-outs and PIPES as public compa-
nies reset their businesses.

“While exit and investment activity will gradually return as earnings 
and valuations stabilize, this period of adjustment is going to 
take some time,” said Mr. Tillman. “As a result, investors will 
sharpen their focus on their current investments, and portfolio 
company leadership teams will be tested. Given the focus on hiring 
growth-oriented CEOs and CFOs over the last several years, and 
in light of the belief that a V-shaped recovery is highly unlikely, 
investors will likely need to make some changes.”

One Last Curtain Call

So, how will this upcoming shift in PE impact the market for talent? 
“First, baby boomers may get one last curtain call,” Mr. Tillman 
said. “While boomers were poised to exit the market, the need for 
experienced leaders will likely keep them in the game. This will also 
result in fewer opportunities for unproven, first-time CEOs and CFOs 
which will relieve some of the pressure for academy companies to 
promote their best or lose them.”

In addition to the emphasis on experienced hands, Mr. Tillman said 
that PE firms will no longer place the same level of emphasis on 
growth. “Unlike a classic turnaround business where the investor 
buys an underperforming business and hires a turnaround team, 
investors will find themselves with formerly solid businesses with 
growth-oriented CEOs forced to hunker down.” 

“As many PE investors will tell you, they have traditionally made 
the most money on the heels of some kind of economic upheaval 
or shift,” Mr. Tillman said. “The largest and most well-established 
firms will have an advantage during this next cycle, and don’t be 
surprised to see boomers staying in the game and investors shifting 
from growth to operating oriented leaders.”

Impact on Talent: Private Equity’s 
Upcoming Shift
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(cont’d. to page 11)

Private equity firms conduct rigorous due diligence in assessing 
acquisition targets. Those with the best track records place high 
trust in their ability to size up a prospect’s financials, operations and 
market position. But many mid-sized PE firms are less successful in 
choosing the CEOs who run their portfolio companies. One study of 
PE firms, in fact, found a little less than half had to change the CEOs 
who ran their portfolio companies.

Thinking, Building & Developing

How does this happen? According to a report by FMG Leading, a 
business and human capital advisory firm, “Investors can overlook 
three leadership skills that are crucial to rapid, profitable growth: 
thinking strategically and systemically; building alignment and 
commitment to the firm’s strategy; and developing essential team 
members.” PE firms with solid track records of turning around or 
accelerating already-growing businesses in a short period of time 
have a well-developed knack for choosing businesses with great 
growth or turnaround potential. “In short, they buy right,” said the 
report.

‘Buying right’ has become more important in recent years for PE 
firms, yet also more difficult, said the study’s authors, Matt Brubaker, 
FMG Leading’s CEO, and principal MaryCay Durrant. In addition to 
facing increasing competition on deals, many PE firms struggle to 
determine whether they have the right CEO for the job.

“Whether or not a company is owned by a PE firm, its CEO has a 
massive impact on performance,” said Dr. Brubaker. And a delay in 
replacing an underperforming or ill-equipped CEO can be costly. 
Larger PE firms are more likely to be prepared to evaluate CEOs and 
CEO candidates. “They have developed the infrastructure to employ 
seasoned HR experts, resources and processes to incisively size up 
their portfolio firm CEOs,” said Ms. Durrant. “However, midsized PE 
firms typically lack the resources and don’t have the time to develop 
proprietary tools in the human capital arena.”

Both experts said they were not surprised that many midmarket 
PE firms struggle to assess the CEOs of their portfolio companies. 
“Good investors trust their instincts, and often those instincts are 
sound,” said Dr. Brubaker. “But relying only on those instincts 
alone can be faulty, as the statistics on CEO turnover at PE-backed 
companies demonstrate.”

The unique demands that PE firms place on their portfolio 
companies, they said, require CEOs who excel on three fronts:

1. Combining Strategic and Systems Thinking

PE firms need CEOs who can help them plot a new, faster-growth 
course for the companies they buy. “Strategic skills are a given,” 
said Dr. Brubaker. “But CEOs must also be able to get beneath the 
bold strokes of a new growth strategy. They must be able to identify 
and orchestrate the process and people changes needed to pull it 
off – i.e., the larger system dynamics.”

The top component of a strategic and systemic thinker is the ability 
to balance strategy and tactics – the big 

3 Qualities Private Equity Companies Seek 
When Picking Portfolio CEOs

https://diversifiedsearch.com/
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and small picture. This is often missing in founder CEO who have 
successfully built and sold their firms to PE companies. The skills 
to scale that firm for rapid growth – a firm that will become far more 
complex to manage – are very different. “Those skills are about 
understanding how to make the key working parts of the organization 
function together like a well-oiled machine,” said Ms. Durrant.

2. Building Strategic Alignment and Commitment

Every company, PE-backed or not, needs the top team and the 
managers below them to be aligned on the firm’s strategy and be 
clear on how to execute it. CEOs of PE-backed companies face 
even more urgency to ensure their management ranks are aligned 
on the strategy. The systems, processes and cultures of PE-owned 
companies must be clarified and scaled much faster for rapid 
growth in a five to seven-year timeframe.

“To accomplish that, the CEO must be able to communicate clearly, 
make sound decisions collaboratively, and be a solid business 
planner,” said Dr. Brubaker. “When a CEO is strong in these areas, 
he enables others to climb the mountain with him – to do the work 
and be committed to excellence.”

“The best CEOs know they have far more impact when they equip 
and empower others to execute successfully,” said Dr. Brubaker. 
“Their thinking differs from the CEOs who believe they contribute 
most by focusing on the excellence and capacity of their own 
execution skills. This type of CEO often feels the need to continually 
demonstrate their competence. With an insatiable desire for 
personal recognition, they unconsciously discourage others from 
participation.”

3. Developing Others on the Team

PE-owned companies too often overlook talent development. 
Because of the short timeframe in which they hold their portfolio 
companies, investors may view time dedicated to executive 
development as a luxury. In addition, the investment required to truly 
develop talent can be hard to validate using short-term ROI metrics. 
PE firms frequently view hiring as the answer to talent shortages. 
Why take months or years to make an executive more effective when 
you can simply hire new talent?

“The best-run PE-owned firms we’ve worked with emphasize both 
talent development and recruitment,” said Dr. Brubaker. “When they 
develop talent, they do it wholeheartedly and strategically. They 
focus on skills they believe are crucial to their competitive advantage 
and not widely available in the marketplace. In other words, they 
are huge proponents of talent development – but are usually quite 
selective of which individuals and which skills they develop.”

“The best CEOs know they have far more impact 
when they equip and empower others to execute 

successfully. Their thinking differs from the CEOs who 
believe they contribute most by focusing on the 

excellence and capacity of their own execution skills.”
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Executive search firm Caldwell recently conducted a survey 
on the CFO role to fine-tune its understanding of the skills and 
experiences that define success today for a CFO of a PE-backed 
portfolio company and, equally importantly, which attributes may 
sound appealing but are not essential. More than 300 private 
equity CFOs shared candid responses on their backgrounds and 
how they landed in their current role. The results provided a clearer 
picture of who sits in the CFO chair at many PE-backed portfolio 
companies, and the skills and credentials that are truly impactful in 
their leadership role.

When asked to describe their previous experience, 10 percent of the 
participants said, “I was a divisional CFO or No. 2 finance executive 
in a PE-backed company,” while 20 percent had the same status at 
a public company. Another 35 percent had been a CFO of a public 
or private company. And only 34 percent had been CFO of a PE-
backed company. So just a third of the CFOs in the Caldwell survey 
had previously held a PE CFO role.

Hiring Factors

Among companies with less than $25 million in revenue, only 15 
percent of the CFOs had prior experience as CFO of a PE-backed 
company, while 56 percent of the companies with greater than $500 
million revenue hired a CFO with prior experience in a PE CFO role. 
In the three other revenue categories, the companies hired a CFO 
with prior PE CFO experience 40 percent of the time, or less. These 
findings would seem to indicate that hiring a CFO with prior PE CFO 
experience is a “nice to have,” but not a must-have credential for all 
companies, said the firm.

Caldwell also asked the CFOs: “What were the key factors in your 
hiring?” and asked them to check all relevant factors. Among 
the total population of participants, the No. 1 factor was industry 
experience, and the second factor was PE experience. Tied for third 
were a previous successful exit and a prior role as a stand-alone 
PE CFO.

Looking at the responses by company revenue size, private 
equity experience was the first or second response in all revenue 
categories. Likewise, industry experience was first or second in the 
four lower revenue categories. Among companies with greater than 
$500 million revenue, however, private equity experience was the 
top response, selected by 64 percent of the respondents, while a 
previous successful exit and experience as a stand-alone PE CFO 
were each chosen by 48 percent of respondents. Only in this largest 
revenue category did industry experience drop to the fourth answer, 
tied with public reporting experience. These responses would seem 
to reflect that among the largest companies, investors are more 
likely to be anticipating and hiring for an exit via a public offering.

By comparison, among companies with less than $25 million in 
revenue, public reporting experience was cited as a hiring factor 
only eight percent of the time, while a previous successful exit was 
cited by 17 percent of respondents. Across all revenue categories, 
the CFO had Big Four experience a quarter of the time, or less.

Recruiting CFOs for PE Companies
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In order to adapt to the nuances of modern private equity recruiting, 
it is necessary to first understand how the industry has changed, 
according to recent insights report by Chicago-based executive 
search firm Slayton Search Partners.

The private equity environment has seen explosive growth in the 
2000’s. “Twenty years ago, there were perhaps only 20 private 
equity firms with over a billion dollars in assets,” the search firm 
noted. “Today, there are over 1,000. Assets under private equity 
management are not just growing rapidly, but they represent larger 
and more sophisticated businesses. This type of evolution makes 
clear that the strategy of private equity firms is changing.”

Talent Reengineering 

Slayton points out that before, firms used to emphasize operational 
reengineering. “Firms could take portfolio companies that needed 
direction, streamline processes, and turn that business over for 
a healthy profit,” the search firm said. “Today’s private equity firm 
focus is on talent reengineering, emphasizing getting the right talent 
in the right seats at the private equity and portfolio levels. Not long 
ago, the tenure of executives in portfolio companies, once acquired, 
was one to two years.”

Today, Slayton said prior to purchasing a business, a private equity 
firm will assess a company’s executive team and make personnel 
changes that take effect immediately so that their strategy can be 
instantly employed and the company can hit the ground running. 
“In 2020, we have the luxury of analytics and data that can better 
support the vetting of talent,” the search firm said. “Now, even 
before an interview, we can know what kind of person, leader, and 
developer of talent a candidate really is. Knowing the cultural fit of a 
candidate and how they respond to difficult situations sheds a new 
light on the evaluation process.”

“Hard skills and soft skills are both essential to private equity roles, 
and the talent management processes of today are better able 
to vet those areas,” Slayton said. “There’s no question that it is a 
candidate’s market in private equity. So much growth and focus on 
talent can only be sustained by steady hiring, and yet the pool of 
qualified talent is quite limited. It takes time and effort to capitalize 
on today’s new strategic directions. Engaging with experienced 
recruiters is how many private equity firms are solving the difficulties 
that recruiting in the space brings.”

Slayton Search Partners recognizes that to successfully infuse talent 
and capital into languishing portfolio companies, an innovative, cli-
ent-focused search approach is crucial. “Our skilled search executives 
are highly cognizant of the nuances of the private equity industry, 
building wide networks of talented executives who can fulfill the unique 
cultural fit and exclusive demands of the sector,” the firm said.
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