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Lessons from private equity and policies to reform 
corporate governance 
Notes from 23rd November Good Governance Forum. 4-7.15pm, hosted by PwC.  

In the first session, the group discussed the lessons for listed company boards from private equity. 
The second session was on what policy reforms to corporate governance the group would like to see 
from the government’s new agenda. 
 

Questions to consider 
• Are non-executive directors (NEDs) empowered and encouraged to take action and lead in 

partnership with management? 
• Do NEDs act in partnership with executives, or as arms-length monitors? 
• Are NEDs incentivised to support long-term value creation, or to protect their reputation? 
• Does the board have the right balance between independence and expertise? 
• Is the priority of the board value creation, or compliance and regulation? 
• Is there a clear internal decision making process that through information and frameworks 

increases the quality of decisions throughout the organisation? 
• What is the time horizon of board discussions? Is this 3-5 years, or half years and quarters? 
• Is there a highly tailored reporting framework with specific milestones for each metric, or is it 

generic? 
• Are NEDs committing sufficient time to the company to spend informal time meeting people 

throughout the organisation? 
• What additional resources are at the NEDs disposal to develop a sufficient depth of analysis? And 

are they making use of them? 
• Does the chairman’s background and experience compliment the CEO? Could the chairman take 

over as CEO if required? 
 

Background 
The focus for the Good Governance Forum in 2016 is on opportunity aversion in the boardroom and 
how this can be overcome. There is a growing concern that boards too often focus on mitigating risk 
and avoiding downsides, rather than embracing the risk necessary to capture opportunities. So far in 
2016 the GGF has looked at issues from time allocation to information. See the event summaries for 
more detail. GGF Summary April 2016, GGF Presentation April 2016, GGF Summary July 2016, 
Interview with Antony Jenkins, GGF Summary September 2016. 
 

Speakers 
Conor Kehoe, Senior Partner at McKinsey & Company, founded McKinsey’s Investor and Private 
Equity Practice in Europe and leads the Firm’s global development in this sector and in Governance. 
A software engineer by background, he previously led McKinsey's TMT practice in Europe and is one 
of the founders of McKinsey New Ventures. Previously, Conor was a member of the Executive 
Committee of Granada Group, an FT100 UK Media and Leisure Company, where he was Chairman 
of one of its four divisions and an Exco member. 
 
Simon Witney is a lawyer with 20 years’ experience advising private equity firms.  He is currently 
working on a doctoral research project looking at the corporate governance practices of private equity-
backed companies, working with 50 such companies to map their governance structures and 
practices.  He is also a member of the BVCA’s Council. 

  

http://tomorrowscompany.com/wp-content/uploads/2016/05/GGF-Summary-27th-April-2016-160516.pdf
http://tomorrowscompany.com/wp-content/uploads/2016/07/GGF-27-April-presentation.pdf
http://tomorrowscompany.com/wp-content/uploads/2016/07/GGF-Summary-July-2016.pdf
http://tomorrowscompany.com/publication/discussion-antony-jenkins/
http://tomorrowscompany.com/wp-content/uploads/2016/11/GGF-Summary-September-2016.pdf
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1st session: What can listed company boards learn from 
private equity? 
Summary of opening comments and Q&A from Conor Kehoe 
• Investors are turning to private equity because it delivers a higher return. Evidence finds that, on 

average, private equity outperforms listed equity by 3ppt per annum. This is a high margin in the 
low return world we find ourselves. 

• Private equity is growing as a result of this, but still remains 1/30th the size of listed equity. So 
there is potentially much further to go in the transition. 

• McKinsey has been researching why private equity outperforms listed equity. Many people in 
private equity said their key value add was finance, but McKinsey did not find evidence for this. 
Instead, they found evidence that active engagement after the acquisition from the deal partner 
added value. 

• The outperformance of private equity owned companies primarily comes from margin expansion 
or multiple uplift through M&A, rather than higher revenue growth. The logic of the latter being that 
private equity funds conduct M&A with potential synergies, but sell before they are realised, 
hence the higher valuation multiple. 

• McKinsey found that if value creation was from M&A then performance was higher if the lead 
partner had an M&A background. Similarly, if value creation was from margin expansion, then a 
lead partner with an operational background was more successful. 

• The most successful private equity funds engaged intensely in the first 6 months after an 
acquisition. This led to them often changing management quickly, within the first few months. While 
less successful private equity funds would still change management as often, but after 18 months. 

• Surveys of directors who sit on both private equity and listed company boards found some key 
differences. 

o The priorities on boards in private equity owned companies (pe boards) are value creation 
and risk management. On a listed company board, it is compliance, regulation, governance. 

o NEDs on pe boards commit more time to the company. The difference is mainly informal 
contact, such as meeting people throughout the company. 

o NEDs on pe boards helped lead on strategy, while in listed companies NEDs followed the 
executives on strategy. 

o In private equity the time horizon is around 3 years, while on listed company boards it is 
quarterly or half yearly. 

o On pe boards NEDs have much higher incentives. On listed company boards NEDs have 
very limited financial upside, while their reputations are on the line. 

o Successful pe boards where the private equity partners have actively engaged have very 
tailored performance metrics with clear milestones attached to each one that link into the 
strategy. 

• Participants who have experienced both PE and plc governance see PE as the superior 
 
 
Summary of opening comments and Q&A from Simon Witney 
• Legally the governance structures of listed companies and private equity look very similar, but 

how they operate in practice is very different. 
• While there is some debate around the evidence, there is broad consensus that private equity is 

better at delivering shareholder value. What is even clearer is that the underlying companies in 
private equity outperform listed companies, with the high fees in private equity reducing the 
difference in returns to investors. 

• Academics focus on how governance overcomes the principal-agent problem. Therefore, for 
private equity they explain the outperformance from three main areas. 

o Private equity companies have higher debt that constrains management and so reduces 
agency costs. 

o Management have higher share ownership and so greater long-term incentives. 
o Private equity funds are more engaged in monitoring management. 
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• Simon’s research found it is not that boards in private equity owned companies ‘monitor’ 
management, but that they work in close partnership. The word ‘partnership’ was mentioned 
repeatedly in interviews he conducted with private equity NEDs and executives. 

• Another key difference was that private equity funds have an intense focus on putting in place a 
clear decision making process. Chief Financial Officers who have worked in both listed and 
private equity say that private equity is far more rigorous. After an acquisition private equity 
partners will spend days sat with management developing the right reporting frameworks and 
metrics. 

• Private equity prefers small boards of around 5-6 people. Made up of 2-3 executives and 2-3 
NEDs. Most meetings are of the full board, with a lower use of sub-committees. 

• Simon’s research also found that the role of the chairman is crucial in private equity. Often an 
individual was appointed who had the experience to step in as CEO if needed. They were also 
chosen to have a complementary skill set. For example, if a company’s strategy was to expand 
into the USA and the CEO had detailed sector knowledge, but no experience of the US. Then the 
private equity fund would appoint a chairman who had expanded a business into the USA. The 
chairman bought the situational experience, while the CEO had the sector experience. 

• Simon highlighted two key lessons for listed company boards, while acknowledging that private 
equity also had lessons to learn from listed companies. First, the value of an intense focus on the 
decision making process. Second, the value of blockholders in supporting long-term value 
creation. 

 
Discussion summary 
Importance of empowering NEDs 
• Chairman and NEDs in attendance said that the key messages from the speakers resonated with 

their experience. An individual who had been chairman during the IPO of two private equity 
owned companies said the NEDs on these boards had been the most engaged he had worked 
with. 

• Many highlighted the danger if NEDs care too much about their reputation, rather than being 
aligned to support long-term value creation. 

• Some individuals said that too often NEDs on listed companies are not that engaged. Other 
individuals who are NEDs on a few boards said they had a different experience on the boards 
they sat on. Overall there was agreement that some listed companies achieve the level of 
engagement from their NEDs that is seen in private equity, but many do not. 

• There was broad agreement that a key lesson for listed companies was how to empower NEDs 
both in shaping norms to encourage challenge and in giving them the resources to do this. 

• It was also mentioned that the most effective NEDs challenge in a way that is not antagonistic to 
management. 

 
Comparison to listed company structures 
• It was noted that a private equity board is in some ways closer to a listed company executive 

committee, with the monitoring function being conducted by the private equity partners. 
• A few companies said that they take a private equity style approach to how they manage certain 

divisions, and these divisions often deliver the superior returns. In one company this came about 
from acquisitions of entrepreneurial companies. 

 
Independence versus expertise and depth of analysis 
• Some people questioned if too much emphasis with governance has been placed on 

independence, at the cost of expertise and depth of analysis. 
• It is often said that NEDs on listed company boards need to take a ‘helicopter view’, however this 

is very different to how NEDs in private equity operate. Instead, they have the time, resources and 
willingness to get stuck into the detail.  
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Importance of engaged long-term shareholders 
• A recurring theme in the discussion was the importance of shareholders. A key lesson from 

private equity is the benefit of having long-term and engaged shareholders, or ‘blockholders’. 
• Some mentioned the problem for listed companies is that the majority of engagement on 

governance with shareholders focuses on risk mitigation, rather than value creation. 
  
Some caution on direct lessons 
• There was also agreement from all, including the speakers, on the need to have some caution on 

the lessons. Private equity typically does not own companies with greater than a $10bn enterprise 
value. Therefore, part of the private equity approach may only be appropriate for smaller 
companies. 

• A further note of caution was that while private equity solves many of the governance problems 
between management and investors, it shifts the principal-agent problem up the chain to between 
the private equity fund and its investors (LPs).  

 
 
 

2nd session: What reforms can the government introduce 
to improve corporate governance? 
The second session was on what reforms by the government to corporate governance would support a 
focus on purpose and the long-term. The purpose of the session was to feed into the research project 
being conducted by Tomorrow’s Company for the All Party Parliamentary Corporate Governance Group. 
The session started with a talk from Laurie Fitzjohn-Sykes on the policies being considered. 
 
Summary of opening comments from Laurie Fitzjohn-Sykes (Tomorrow’s Company Director of 
Research) 
Key challenges facing corporate governance 
• Shareholders primarily influence companies via the share price rather than formal governance 

structures. 
• Despite 25 years of technical improvements to governance, NEDs are still stretched to deliver 

what is expected of them given the time and resources they have available. 
• The nomination process remains relatively closed. NEDs are appointed by and owe their 

allegiance to the chairman. 
• Section 172 of the 2006 Companies Act is legally clear, but there is a lack of mechanisms to hold 

boards accountable to their duties to wider stakeholders. Too often the focus is on short-term 
profit rather than long-term shareholder value. 

• Executive pay is rising faster than wages, earnings and returns to shareholders. Evidence finds 
little link to performance. And it is often cited as the key issue damaging public trust in business. 

 
Policies being considered by Tomorrow’s Company  
1) New category of stewardship investor – in order to create a base of long-term engaged 

shareholders the option could be given to shareholders to opt-into a regime with balance of 
incentives and obligations. For example, a 3 to 5-year lock-up on trading, becoming an insider 
and tax incentives.  

2) Shareholder nomination committees – to give long-term shareholders more influence, shareholder 
nomination committees could be introduced, similar to structures in Scandinavia. 

3) Stakeholder advisory panel – to increase the voice of stakeholders. It would have power through 
the right to make an annual public statement, and through regular dialogue with the nomination 
committee. 

4) Guidance on time and resources – In the FRC’s upcoming update to the Governance Code in 2018, 
guidance could be introduced on a higher time commitment from NEDs and an office of the NEDs. 

5) Broadening the remit of the remuneration committee – The terms of the remuneration committee 
could be widened to include the pay and incentives of all employees. 
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Discussion summary 
Overall, there was broad agreement in support of policies 3, 4 and 5. Polices 1 and 2 were recognised 
as important but fraught with more difficulties around the practically of implementation. 
• There was broad agreement that dysfunctional equity markets need to be tackled. There was also 

agreement on the aim of creating long-term engaged shareholders. However, there were 
concerns that policy 1 had many practical difficulties, such as inside information. 

• There was agreement that section 172 should not be rewritten. Currently section 172 is a 
standard of expectation, rather than a standard of liability. The degree of discretion given to 
directors means that no director is taken to court for being in breach of section 172. 

• Alongside this, someone mentioned that few boards give active consideration to section 172 in 
their decisions, and where they do it is often closer to box ticking. 

• There was support for improving the mechanism that challenge and hold boards accountable to 
wider stakeholders. As such, there was support for the idea of a stakeholder advisory panel. 
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