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Abstract  The article broaches the issue of private equity funds in financing the development of family businesses. 
The initial step was the preparation of a definition and description of the fund, with particular focus on it 
advantages and drawbacks, scrutinised from the point of view of a family business partner. Further analysis 
concerned the appropriate preparation of a family business to co-operate with a fund, i.e. initial terms of 
transaction, the choice and due diligence of a fund, and the fundamental rules of collaboration within the 
investment period. The theoretical part of the article was illustrated with an example of the well-known jewellery 
company W. Kruk, which in 1993 was one of the first family businesses in Poland to commence a co-operation 
with a private equity fund. The financial and non-financial support offered by the fund dramatically accelerated 
the development of the company, strengthened its image and reputation, and contributed to the development 
of a strong brand, which in 2002 enabled the company to go public and enter the Warsaw Stock Exchange. 
Another example of PE/VC investment in family business at the stage of start-up is Eratech SA, operating 
successfully in the utilization sector.

Introduction
The optimisation of the financing structure is one of the key factors in the development of family businesses, 

where others include: the succession of power and ownership, the professionalization of management, and conflict 
mitigation in the family circles to avoid a negative influence upon the company’s operations. There are numerous 
ways to describe and classify the financing sources in an enterprise, but any presentation must include the following: 
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a) the source of funds, b) the entity in possession of the funds, c) the application of the funds, and d) the time 
allocated to the disposal of the capital (Skowronek-Mielczarek, 2007: 18). In the case of family businesses, which 
are – by nature – loaded with a higher financial risk, the criterion regarding the ownership of amassed capitals 
seems to be of upmost importance. In consequence, potential financing sources of a family business are divided 
into three categories: own capitals – the owners’ own contributions and company’s reinvested earnings, borrowed 
capitals, which most often take the form of credits and loans granted by financial institutions, but may also take 
some alternative forms (e.g. leasing, factoring, forfaiting, franchising, EU funds), investors’ capital contributions 
made as shares (private equity/venture capital, business angels, mezzanine financing), and the purchase of shares 
in a public or private offering (so called equity financing). In the United States for example more and more owners 
find capital in the private equity market. There are in this country four basic types of funds to choose from, each 
with their own pros and cons: venture capital, institutional private equity, family equity, and mezzanine (De Visscher, 
2000: 96). 

In the last decade the Polish market has witnessed a constantly growing interest of private equity funds 
in family businesses (Fundusze..., 2008). At the same time, family businesses have been showing a noticeable 
change in their attitude towards this source of financing, which is confirmed by an increasing number of agreements 
signed with PE funds. The main purpose of the article is presenting a private equity fund as an effective, alternative 
source of family business development financing as well as the necessary preparatory steps which must be taken 
by the business prior to the commencement of a collaboration with such an investor with particular focus on rules, 
regulations, terms and phases of the cooperation. It is not the author’s intention, however, to scrutinise the operation 
of PE funds, since such knowledge is widely available in Poland. On the other hand, there are very few theoretical 
publications analysing the relationships between family businesses and funds, which makes, at least partially, 
bridging this gap the second aim of the article.

The methodology applied by the author consists in reviewing the literature presenting some practical findings 
of consultants and practicians working for the collaboration of family businesses with private equity funds. Their 
experience and opinions provide an invaluable insight into the nature and key success factors of such alliances. 
To acknowledge the potential of private equity funds in family business development in the Polish conditions, the 
author places two case studies of Polish family businesses in the article, which show spectacular growth of them 
achieved owing to the financial and managerial support of private equity funds. Unfortunately, due to the strictly 
private culture inherent in family businesses, gathering some more detailed information on the conditions of their 
cooperation with the funds has appeared to be impossible. Finally, the author formulates conclusions which could 
encourage Polish family businesses to benefit from the opportunities created by private equity funds and help them 
to set up reciprocally advantageous relations with the investors.   

The advantages and threats of collaboration with a private equity fund
Offering a number of advantages (Private Equity Consulting, 2013), private equity investments contribute to 

growth in a company’s efficiency, providing an enterprise with financing opportunities at all stages of its development. 
A fund has a long-term prospect, focusing on the future, in contrast to banks, which focus on the present, even 
when granting a long-term loan or credit. At the same time, as a co-owner of the enterprise with a position similar 
to the entrepreneur’s, the fund can afford to adapt a more flexible attitude to risk, to make decisions about the 
future of the enterprise, and to seek innovative and unconventional solutions, which is not possible with banks. 
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No official collaterals are required, but in return PE investors demand more influence upon the enterprise and 
a higher equity risk premium. The entrepreneur maintains most control over management, and therefore, while 
choosing entrepreneurs, funds are looking for genuine leaders who – with the assistance of the funds – will be 
able to substantially increase the total corporate value of any given enterprise. The collaboration with a PE fund 
also increases a company’s trustworthiness, which translates into an improved brand image at home and abroad. 
Moreover, the capital that the company receives is followed by expertise in management, including international 
business contacts, whose acquisition could normally be very expensive and time-consuming. Another advantage 
is that a business remains a closed-type company, with very limited access to the sensitive information about 
the company, whereas raising capital via public offering obligates the entrepreneur to fulfil detailed procedural 
informative duties. This is a key aspect in the case of family businesses, which are extremely reluctant to reveal 
sensitive information, especially the data concerning family relationships and financial results. The company is also 
granted support in strategic management, with particular focus on constructing long-term development strategies 
and finance management. The company is not obliged to make any cash payments for the benefit of the fund 
(dividends, distributions, etc.), as it would have to do in the case of a bank loan or credit. Due to the ownership issue, 
the participation of the PE fund does not diminish company’s creditworthiness, which allows it to acquire additional 
funds for its development, e.g. in the form of a bank loan, credit or lease. The presence of a PE fund also increases 
the effectiveness of the management in the company, e.g. in terms of the discipline of managerial staff – a private 
equity investor demands regular reporting, and thus it prevents ineffective undertakings and ensures the rationality 
of executed operations. The fund may also react instantly to situations overmatching the managerial staff, or predict 
future difficulties.

Entrepreneurs must be aware of the potential threats and obligations resulting from the collaboration with 
a PE fund (Private Equity Consulting, 2013), taking into consideration that the total cost of capital acquisition may 
be relatively high. A private equity fund may also limit the entrepreneur’s freedom of operation, both in temporary 
management and in the preparation and implementation of development strategies. In exceptional circumstances 
the entrepreneur might even lose his current position in his own company. It may also be necessary to get 
accustomed to new rules, regulations and additional duties such as regular organisation of board and supervisory 
committee meetings, preparation of interim reports, etc. The company is obliged to share the retained earnings with 
the fund, while banks only demand interest repayment regardless of profit and gains. The fund provides relatively 
poor industry support, and, therefore, a strategic industry investor may have a more effective influence upon the 
growth and development of the company. A private equity fund is a temporary investment, since in several years the 
fund exits the partnership, which may have significant implications. Thus, the partners must develop a detailed exit 
strategy, which is such an important financial operation that it may often be performed only by making the company 
public. And the public offering scenario should be analysed by the company prior to signing the PE fund agreement.

The relationships between a family business and a private equity fund
Due to their financial stability, long-term planning and customer loyalty, family businesses are a good investment 

for private equity entities. On the other hand, however, as noticed by Budziak, they are not an easy partner and raise 
numerous doubts about such issues as low level of transparency, high percentage of informal connections, hidden 
non-business expenses, bringing family problems into the sphere of business, nepotism, different decision-making 
logic and dissimilar time horizons of operation (Budziak, 2013). In what circumstances should a family business 
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consider concluding an agreement with a private equity fund? The right answer depends on the manner in which 
the company is planning to dispose of the financial means gained from its business operations. Does it hope to 
ensure financial liquidity through a partial withdrawal of financial means from the company? Would it like to sell the 
whole company due to succession or strategic reasons? Or maybe it wishes to take this opportunity to develop and 
expand.

In the majority of cases, private equity investors are interested in the growth and development of family 
businesses. A PE fund should be treated as transitional capital, and thus, finding an attractive investor, negotiating 
terms, and planning his withdrawal at the end of the agreement period are the main issues related to the collaboration 
between a family business and a PE fund. A family business should, therefore, make appropriate preparations prior 
to the conclusion of an investment agreement (De Visscher, 2006: 22–23; Cohen, 2006: 17).

Preliminary terms of co-operation with a PE fund
From the perspective of a family business the following preliminary stages are the prerequisites:

 – An appropriately developed concept of the company’s growth and the scheme of its implementation. Prior 
to finding a PE investor the company must develop a carefully thought out business plan, defining the way 
in which the capital will be distributed and how it will contribute to the growth of the company. The current 
board ought to study, comprehend and support the scheme.

 – Clearly defined liquidity needs of the owners – when structuring a transaction with a PE partner, the 
company should identify the owners’ needs for liquidity. After joining a partnership, private equity investors 
will determine the possibilities to ensure liquidity for the family members. They will, however, demand to 
allocate most of their capital to be invested in the financial growth, and not in the liquidity of stock and 
shareholders.

 – An effective chain of command in the company – prior to the introduction of PE investors, the family chain 
of command must be tested for functionality and efficiency. The board and/or the general meeting of 
stockholders/shareholders ought to assist in defining the family’s business objectives, and to counterweight 
the PE partners throughout the investment period (De Visscher, 2006: 22–23; Cohen, 2006: 17).

Due diligence of the private equity fund
It is also imperative to perform due diligence of the potential fund, with regard to the following criteria as they 

are crucial for family businesses:
 – Trust – any relationships with PE funds must be developed with mutual trust and respect. It is highly 

advisable to perform a profound assessment of the PE managers, i.e. their career history, reputation and 
integrity.

 – Job content skills – the capital should not be the only asset the company receives from the PE partners. 
Their participation in the implementation of development schemes is equally important and, therefore, the 
company should search for a partner with a profound industry knowledge, who actively operates in the 
industry.

 – Experience in collaboration with family businesses – a PE partner must understand the unique character 
of a family business and, in an appropriate manner, address such needs and issues as: ownership liquidity 
and control, family board, organisational culture, family tradition and heritage, and attachment to the local 
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community. It is also vital to analyse and assess any previous investments of the potential partner made 
in other family businesses.

 – Background and reputation of the PE fund – it is highly recommended to co-operate only with the funds 
that offer good standing with investments and collaboration with institutions from the economic and social 
environment. What makes a good partner is his readiness to support his investments even if they did not 
achieve the expected financial results (De Visscher, 2006: 22–23; Cohen, 2006: 17).

A PE fund structure and the collaboration with a family business
The structure and operation of the fund should also be subject to analysis, with particular focus on:

 – The size – the fund should be relatively small, because this guarantees the investment in the family 
business will be of great importance to the PE partner. For larger funds a relatively small amount of money 
will never be an important investment. Similarly, the fund must not be too small. Should the company 
need greater capital, the investor must be able to provide it. An investment in a family business should not 
account for less than 5% or more than 25% of the fund’s portfolio (De Visscher, 2006: 22).

 – The management structure – the majority of PE funds are formed by several professional investment 
partners and are managed by a general partner. A family company needs a fund which can draw senior 
management’s attention to the investment and maintain the continuity of dialogue with the family.

 – The type of fund investor – not all PE funds are identical. Investment terms and flexibility are often 
determined by the type of investor within the fund. For instance, these PE funds whose investors are 
multifamily offices or individuals will by nature offer the highest level of flexibility regarding investment 
terms as well as best timing and exit strategies.

 – Additional opportunities – what kind of strategic management, board representation and business contacts 
can the PE partners offer? Sometimes a consulting company which provides counselling services for 
a family business undergoes a transformation into a PE fund and may upgrade its capital offer with 
a deeply strategic point of view (De Visscher, 2006: 22–23; Cohen, 2006: 17).

Fundamental terms of co-operation between a fund and a family business
In order to build appropriate relationships a family business and a fund must address the following questions:

 – In regard to the investment structure – what is the length of the investment? Do the investors plan to 
receive ordinary or preferred shares of the family business? What privileges do the investors expect? What 
percentage of ownership do they expect to receive in exchange for the invested capital? It is also worth 
remembering that the transitional capital may be a minority or majority stake. Will the agreement include 
a takeover clause allowing the PE fund to take control over the company if it begins to fail to achieve 
specified results? And, finally, what rate of return do the fund owners expect?

 – In regard to the board – how many seats in the board do the investors expect to receive and how actively 
are they planning to participate in the board’s operations? How many ‘outside people’ (e.g. managers, 
experts, advisors) would they like to employ? What resources and experience – e.g. new technologies, 
international contacts – will the ‘strangers’ bring into the company? (De Visscher, 2006: 22–23; Cohen,  
2006: 17).
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In Poland, where many PE funds compete for a relatively small number of potential investment opportunities, 
a family business may be very fastidious about making its final choice. Therefore, it is worth looking for a partner 
who could offer something more than just money. After a carefully performed due diligence and planning process 
the company should not encounter any difficulties in finding the right partner who will help it meet its business, family 
and liquidity objectives.

W. Kruk and Eratech SA – case studies
The well-known jeweller company W. Kruk is a good example of a family business which – as one of the first 

enterprises in Poland – established a very effective collaboration with a PE fund. Even though the company (and 
more precisely Wojciech Kruk) is now the shareholder of Vistula Group SA with 4.863% shares of the initial capital 
(Zawiadomienie..., 2013), the example still remains justifiable to illustrate an effective co-operation with outside 
institutional investors. The collaboration with the PAEF Fund (Polish-American Enterprise Fund) commenced in 
1993, at an early stage of the company’s transformation triggered by the political changes and democratic transition 
in Poland in 1989. “It was when Polish capitalism was formed, so we all had to learn everything from scratch. 
The support and experience of an American fund helped us swiftly create a brand based on our family tradition. This 
was a factor that allowed us to become one of the most recognised, prestigious Polish brands,” says Wojciech Kruk 
(Najlepszy partner…, 2011). The development of a common strategy and the creation of good relationships between 
the family business and the investment fund was chosen as the most significant element of collaboration. In the case 
of W.Kruk the fund allowed the family to keep full control over the company, and ensured its constant development 
– from a typical family business, later co-operating with the investment fund, to a public limited company. What is 
more, the fund also took a fresh look at the issues connected with the company’s fossilised corporate structure. 
And last but not least, it did not impose any changes to the identity, business features, brand logos or trademarks 
of the company. It was the collective interest to patiently build the company’s value, by jointly overcoming obstacles 
and mutual learning. The fund turned out to have been a counsellor who did not interfere without the need, but was 
always ready to offer advice and assistance in difficult times.

The partnership with the fund facilitated the public offering of the company and resulted in its stock exchange 
debut. And all this because funds possess valuable experience in corporate governance, and are extremely 
effective in performing evolutionary, but not revolutionary transitions from ‘family business governance’ to the 
widely accepted ‘corporate governance’, which is greatly appreciated and appraised by stock exchange investors 
(Najlepszy partner…, 2011).

Another example of PE/VC investment in family business is Eratech SA, established in 2000 by a group of 
specialists working for the utilization sector till then. They managed to identify a niche in that field. At the end of 
the nineties majority of producers mainly focused on recycling insignificant wastes as paper, glass and plastic. 
Yet, there were not enterprises dealing with the utilization of dangerous substances as acids, emulsions, dis-
solvents and other chemicals. The new regulations on waste management came into force in 1996 and inspired the 
entrepreneurs to set up a business in the legal form of general partnership. Unfortunately, necessary capital was 
lacking for the start-up. Only in 1999 the financial support of a venture capital fund PBK Investments enabled the 
founders to start the business. The support amounted to 1,3 million PZL in return for 66% of shares in the ownership 
(Tamowicz, 2004: 63). The three graduates from the Lodz Institute of Technology, the founders of the business, 
were able to purchase, restore and adapt the production halls of the former company Anilana to the needs of their 
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enterprise owing to the VC funds. In 2001 the business was ready to implement the first orders and contracts. It has 
been operating up to now and remains under the control of family. The presented case proves the opportunity for 
family businesses to get a financial support from PE/VC funds in spite of the general reluctance of the latter to 
engage into such entities. What’s more the VC fund entered Eratech at the stage of start-up, which seems to be 
typical for capital investors of that kind (Tamowicz, 2004: 63).

Private Equity and the process of succession in family businesses
Polish family businesses which were founded in the early 1990’s will soon have to face a succession of power 

and ownership. In the great majority of these companies it shall be the founder’s will to preserve their family status. 
The performance of succession appears to be a relatively straightforward task if there are successors willing to 
follow the founder’s footsteps. The situation becomes more complicated, however, when family successors do 
not plan active and/or passive commitment in the family business, or when there are no successors in the family 
business. Taking global trends into consideration, the sale of company to a PE fund seems to be a real alternative 
to family succession, also in Poland. Once the company has reached appropriately high rates of return, the fund 
will perform an efficient, secure and professional change of ownership, and, as a result, it will also turn the efforts 
of numerous family generations into cash, without withdrawing a prestigious brand from the market (Łągiewka and 
Kożuchowski, 2013). Therefore, not only do PE funds assume the role of a catalyst in the development of family 
businesses, but they can also prevent closures of enterprises when their current owners have lost the ability to run 
them successfully. The completion of a sales transaction is a very complex process that requires careful preparation 
and time, but the involvement of a PE fund may guarantee its legal and organisational correctness.

Conclusions  
Taking into account the interests of family business, the analyses presented in the article make it possible to 

formulate several general conclusions regarding the relationship between a company and a PE fund: 
 – upon fulfilment of certain conditions, a private equity capital may constitute an effective form and possibility 

of support (not only financial), necessary for further development of a family business, or for financing its 
succession,

 – the collaboration between a family business and a PE fund must be carefully prepared, including the 
preliminary terms of transaction, making the right choice, performing a due diligence process of the 
fund against the criteria set by the company, and detailed agreement on conditions of the contract, with 
particular focus on the investment structure and the fund’s participation in corporate management,

 – in numerous cases the co-operation between a family company and a fund results in significant 
improvement in the quality of a company’s operations, and precedes its public offering (NewConnect or 
even Warsaw Stock Exchange),

 – funds may be a very effective support for the family businesses which are not capable of performing 
successful generation changes, especially if there are no successors in the family,

 – the professionalization of a family business is another vital aspect, triggered by the presence of an outer 
factor in the form of a modern private equity fund.

To recapitulate, the speed of company development is very high in modern economy, and success depends 
not on decades or years, but – more often – on months of operation and management. PE funds address the 
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needs of the companies willing to meet the high requirements of the market, and offer a chance for an accelerated 
development of family businesses, which are often run in accordance with obsolete and inadequate management 
models. To become reality, however, the co-operation between a family business and a fund must be meticulously 
prepared and based on the rules of genuine partnership that will satisfy both parties.
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