
At Columbia University Busi-
ness School’s 15th annual 
Private Equity and Venture 

Capital Conference, a record 750 
attendees came to discuss the present 
and future of their business. Held at 
Columbia University’s Lerner Hall on 
January 30th, the event built upon 
previous years’ conferences with a 
focus on strengthening relationships 
among companies’ management, 
private equity and venture capital 
sponsors, and third party advisers.

The conference featured six panels 
and three keynotes on topics rang-
ing from Calpine’s restructuring to 
private equity opportunities in real 
estate. While nearly all of the speak-
ers touched upon how to weather the 
recession and adapt to turbulence in 
the capital markets, that hardly meant 
everyone was thinking alike.  Some 
speakers outlined new opportunities 
in government-assisted financial merg-
ers or distressed real estate senior debt, 
while others advocated operational ef-
ficiency and specialization in technical 
fields to create value in their existing 
portfolios. Other panels addressed the 
growth of Gerson Lehrman Group, 
long-term LP thinking, and doubts 
about the venture capital model.

As Columbia Business School Dean 
Glenn Hubbard noted in his opening 
remarks, the conference occurred at 
a crucial time in the world economy. 
“2009 will probably be like 1933, 
meaning new regulations, and major 

changes in the regulatory playbook,” 
he said. “Though disruptive, these 
changes will make the careers of those 
who anticipate them,” said Professor 
Laura Resnikoff, director of Colum-
bia’s Private Equity Program. In a 
volatile business environment, one 
thing is certain: the conference’s at-
tendees will have plenty to talk about 
when they return next year.

PRIVATE EQUITY IN THE EYE 
OF THE STORM

In a testament to the relevance of 
the private equity model in a time of 
economic crisis, J.C. Flowers’s keynote 
address combined a private equity 
veteran’s insights into distressed  
assets with a first-person account of 
the weekend that AIG and Lehman 
Brothers collapsed.

Faced with systemic financial risk, 
J.C. Flowers & Co was an obvious 
place for Wall Street and Bush Admin-
istration officials to turn. A financial 
executive with the resources to close 
a deal quickly, Flowers rushed back 
from Tokyo when Bank of America 
said it wanted to partner with him in 
buying Lehman. As his analysts pored 
over the crippled bank’s books late 
Thursday night, AIG’s Bob Willum-
stadt asked Flowers to meet him for 
lunch. Flowers agreed, he said, then 
asked why the CEO wanted to talk.

“Because we’re going to run out of 
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cash shortly,” Willumstadt replied.
As the landscape of American 

finance underwent its most significant 
shift in decades, Flowers dispatched 
additional teams to Merrill Lynch and 
AIG. By Saturday, he was meeting 
with Treasury Secretary Hank Paulson 
and New York Federal Reserve Chair-
man Tim Geithner about arranging 
federal support for the purchase of 
Lehman. The two men declined, so 
Flowers raised a new topic. He showed 
them a one-page AIG document 
predicting that the company would be 
bankrupt by Wednesday. Paulson and 
Geithner were interested.

The crisis entered a new stage that 
day, as Flowers and the government 
raced to arrange a deal that would save 
the world’s largest insurer. Partnering 
with Allianz Capital, Flowers made an 
offer at 3pm on Sunday – at AIG’s par 
value, $2 a share.

“We couldn’t do it for less, other-
wise we would have,” he said.

As dire as the situation was, the 
chaos that began when the markets 
opened the following Monday caught 
everyone by surprise. Lehman’s bank-
ruptcy marked the start of a “new era,” 

Flowers said. “It was like the Cuban 
Missile Crisis. The system could not 
stand one more of these. For a while 
in October or November, I spent every 
weekend reviewing a company that 
was about to go broke.”

The government did the 
best it could, Flowers said, 
but fell short of consistency. 
“In three collapses, debt 
holders got 100 cents on the 
dollar. In two others, the 
debt holders got wiped out. 
There is no rhyme or reason 
to this,” Flowers observed.

But market uncertainty 
hardly means that Flowers 
is keeping a low profile. He 
said that for those with capi-
tal and a willingness to work 
with government, failures 
in the banking industry will 
offer buying opportunities 
just as good as those that followed the 
Savings & Loan  
Crisis in the early 1990’s. A key part 
of good deals, he said, will be getting 
the government to shoulder the bulk 
of the risk.

The deal that Flowers cobbled 

together to buy failed lender IndyMac 
is a perfect example of the approach, 
he said. As soon as he and his partners 
signed the deal, they wrote off every 
cent of potential losses the government 

had not guaranteed under loss-sharing 
provisions. It was still a winner.

“We are buying dollars for 50 cents,” 
he said. “We don’t worry about the dili-
gence, because the risk is being guaran-
teed by the United States of America. 
I don’t think we are at the bottom, but 
it doesn’t matter because we don’t have 
any downside. That is the beauty of 
government assisted deals.” 

Eventually, Flowers said, the market 
will return to paying investors like him 
for taking risk. For the time being, 
however, the best deals will involve 
helping the government clean up Wall 
Street’s mess. Given the temerity of 
many institutional investors and wide-
spread shortages of capital, he said, the 
government will likely have to turn to 
funds like his.

“Many parts of the government 
think it would be nice to have this great 
source of capital to invest in financial 
institutions,” he said. “But there are 
long, deep seated customs that don’t sit 

“It was like the Cuban 
Missile Crisis. The sys-
tem could not stand 
one more of these. For 
a while in October or 
November, I spent ev-
ery weekend reviewing 
a company that was 
about to go broke.”

Opening remarks and Keynotes  continued from page 1

Chris Flowers, J.C. Flowers & Co., emphasized that market uncertainties offer great opportunities.
Opening remarks and Keynotes   
continued on page 3
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comfortably with that. My guess is that when this is all over, 
we and others will be permitted to own 100 percent of banks 
in the U.S..”

CLICKING WITHOUT CONFORMING
In an address about the changing nature of media, Bob 

Pittman, co-founder of MTV Networks and former CEO of 
AOL Time Warner, suggested ignoring conventional wisdom. 
Pittman lauded the power and potential of the Internet, argu-

ing that consumer convenience should be the crucial consid-
eration for media companies weighing strategic options.  

Pittman argued that the media and technology sectors have 
long been volatile areas for private equity firms.

He speaks from experience. In 2002 he launched The Pilot 
Group, LLC, a New York-based buyout shop that invests in 
consumer branded companies. He acquired web properties 
such as Daily Candy, which was eventually sold to Comcast 
for $125 million in August 2008. Pilot also took stakes in TV 
stations, including Chicago-based Barrington Broadcasting 
LLC, the owner of numerous regional TV stations.

Pittman said that the Internet is trumping traditional 
media such as newspapers because it is cheaper and more 
convenient. It also provides entertainment and information, 
and helps people manage their lives. Consumers are “brand 
buyers,” Pittman said, and “convenience is king. I’ve yet to see 
a case where convenience doesn’t win,” Pittman said. He cited 
the microwave oven and cable TV as examples of profitable 
technologies that built sizable markets by satisfying emerging 
consumer needs. 

Unlike costlier traditional print and direct mail ads, the In-
ternet is a platform that can efficiently showcase new products, 
Pittman said. To be sure, the Internet has a ways to go before 
catching up with print, TV and radio when it comes to adver-
tising revenue. Recent statistics show that it generates $11.4 bil-
lion, or 2.5% of advertising dollars, compared with newspapers’ 
$35.8 billion or 7.9% of advertising dollars.

Google might be a household word, but TV remains the 
king and commands 90.2% of viewers, with radio coming in at 

79.4% and the Internet at 65.6%. News-
papers readership in the U.S. slid from 
81% in 1964 to 50% in 2008.

“The Internet is filling the gap, the 
Internet is not killing TV -- it is killing 
print,” Pittman said.

Pittman closed his speech by sharing 
four wisdoms on how to manage change, 
a key here being to do things differently. 

Don’t listen to conventional wisdom. 
“Build the culture,” he told the audience. 
Listen to the consumer, build the vision, 
have an operational plan and build the 
culture. “Develop opportunities through 
culture, embrace change and do not 
ignore it,” he said.

Worship dissent. “Dissenters give you 
your roadmap,” said Pittman, offering 
Star Wars and putting the man on the 
moon as examples. “The smartest people 
use their intelligence and say why not?”

Tolerate and expect mistakes. They are a byproduct of in-
novation.

Have a bias towards quick decision making. One needs “just 
enough data, not all,” Pittman said.

A key question Pittman sidestepped is whether newspapers 
have a future. He did predict, though, that blogging and satel-
lite radio would continue to grow if industry leaders could ad-
dress key marketing challenges. “Satellite radio provides a great 
function, 
but how do 
you price 
it and sell 
it?” Pitt-
man asked. 
Though 
he does see 
some future 
for print, Pittman said that as the Internet increasingly becomes 
a source of information, premium news analysis is what will set 
successful media companies apart.

Bob Pittman, The Pilot Group, LLC, shares his four wisdoms.

“Develop opportunities 
through culture, em-
brace change and do 
not ignore it”
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Calpine’s successful turnaround 
was the focus of a lively panel 
discussion moderated by Chris 

Scinta, a reporter at Bloomberg News 
who covered Calpine’s bankruptcy. 
Joining Scinta in discussing the North 
American natural energy giant was 
Ken Buckfire, ’87, a founder of Miller 
Buckfire & Co. LLC, a New York-
based bankruptcy advisory shop that 
provided financial counsel to Calpine; 
Rick Cieri, a partner at law firm 
Kirkland & Ellis LLP, Calpine’s lead 
legal advisor; James Bartlett, president 
of LS Power Equity Partners; and Greg 
Doody, Calpine’s former chief restruc-
turing officer and general counsel.

Before a standing-room-only audi-
ence Calpine’s rescue team of bankers, 
lawyers and corporate deal makers 
took a step-by-step approach in dis-
secting the work they did to help one 
of North America’s largest independent 
power producers from collapsing un-
der some $22.5 billion in debt.

Buckfire and fellow panelists talked 
about the tools and tactics employed to 

save the company in a tight 18-month 
time frame, beginning at the end of 
2005, when the company filed to 
restructure under Chapter 11. That 
followed weakening power markets, a 
gas price surge in the wake of Hur-
ricane Katrina, and management 
missteps, including what a judge called 
“misuse in spending,” which “severely 
undermined” Calpine’s ability to do 
business.

Calpine was the first company to 
file for reorganization under the new 
bankruptcy laws in 2005. On Janu-
ary 31, 2008, Calpine emerged from 
bankruptcy and started trading again 
on the New York Stock Exchange.

Buckfire and fellow panelists ex-
plained how the deal makers cleaned 
up the Calpine debacle, raising funds 
to repay Calpine’s eight existing credi-
tors in full. In the end, Calpine suc-
cessfully reduced $7.2 billion in debt 
and secured $7.3 billion in exit financ-
ing two years later. Eventually, Calpine 
recognized $8.7 billion in equity value, 
which was distributed to creditors.

Although Calpine’s crisis unraveled 
before the economic downturn, Buck-
fire said he sensed that the credit mar-
kets were skating on thin ice. When 
the troubled company clinched a solid 
bid from Goldman Sachs in July 2007, 
Calpine’s advisers made sure Goldman 
stayed on board with a “tight commit-
ment letter,” which expired on January 
31, 2008, said Doody. The commit-
ment letter was crucial. “We knew that 
in February the capital markets were 
going to crack,” said Buckfire.

A significant challenge was solicit-
ing unsecured creditors, Buckfire said. 
“They [unsecured creditors] were very 
skeptical, and thought it would be a 
five year bankruptcy.” Nevertheless, the 
bankers refused to budge on Calpine’s 
valuation.

Calpine’s legal advisor, Kirkland & 
Ellis LLP, led the creation of a “wa-
terfall plan,” which would distribute 
Calpine’s reorganized equity to unse-
cured creditors until they were paid in 
full, with the balance, if any, cascad-
ing to interest holders, in compliance 
with the absolute priority rule. The 
plan paid off the company’s existing 
creditors. The company sold off dead 
weight assets and streamlined opera-
tions by cutting staff. Calpine then at-
tracted unsecured creditors, including 
LS Power Equity Partners, which has 
since sold all of its Calpine stake.  

Buckfire said that a key to Calpine’s 

Calpine’s Restructuring
By Amy Wu

Ken Buckfire, Richard Cieri and other panelists share a light moment. Calpine Panel  continued on page 5

“Any company 
that files with 
no cash has 
no leverage 
with creditors”
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reorganization’s success was constant 
and open communication among the 
advisers on both sides. Those on the 
same side, such as Buckfire and Cieri, 
also have a history of working on deals 
together. 

Could Calpine’s success be replicat-
ed in these difficult economic times? 
Buckfire said no. “The capital markets 
have closed. You couldn’t finance the 
debtor-in-possession financing [better 
known as DIP, whereby a new lender 
providing DIP financing obtains 
priority over the debtor’s assets], and 
we would have had to resort to tactics 
popular in the 1970s and 1980s, 
and fight the creditors out.” Calpine 
would have been forced to liquidate 
in today’s market, Cieri said. “Any 
company that files with no cash has 
no leverage with creditors,” said Cieri.

Amid the economic downturn, 
bankruptcy specialists such as Buck-
fire are seeing an uptick in work, but 
Buckfire maintains that restructuring 
is a niche activity for Wall Street. “In 
three to five years, the golden age of 
bankruptcy will be over,” he said.

Buckfire anticipated a growing need 
for advisers to creditors, and a likely 
surge in company liquidations. Se-
cured debt will trump unsecured debt, 
he said, given that easy credit’s halcyon 
days have passed. “I really miss those 
days,” said Buckfire.

GrowinG Gerson lehrman Group
By Emily Schmall

in 2004, Gerson lehrman Group (GlG), founded in 1998 by two yale law school 
graduates, mark Gerson and thomas lehrman, haggled for venture funding at a 
Korean deli across the street from the group’s cramped Times Square office. De-
spite the group’s modest circumstances, rob stavis, a partner at bessemer venture 
partners, decided to cut the company a check for $20 million—the most bessemer 
had ever invested in a single round.

at a panel that 
explored the 
relationship 
between GlG 
and its finan-
cial sponsors, 
stavis and 
mike bingle 
of silver lake 
partners dis-
cussed watch-
ing GlG come 
into its own at 
a steady, prof-
itable pace.

“at the end 
of the day, 
there’s noth-
ing better 
than watching a young company with a lot of talent grow and evolve,” Stavis said. In 
November 2003, GLG’s management made five-year revenue projections that have 
since proven “almost to the mark,” Stavis said.

Now, GLG chief executive Alexander St. Amand, the company’s first employee, is 
looking to build on the company’s $284 million in revenues. GLG’s key insight was 
that investors no longer had confidence in equity research. So GLG has built a “mar-
ketplace for expertise,” where subscribers pay up to $1 million a year to be connect-
ed to one of the one million experts in the GlG database and to attend seminars on 
subjects such as Nigerian oil, timber industry valuations or the Chinese impact on 
U.S. furniture manufacturing, organized by St. Amand and hosted at university clubs 
in New York City and California.

customers can call a telecommunications expert in bangalore or a medical 
researcher in Durham, N.C. with particular knowledge of a disease, for example, 
before making an investment decision. A big portion of GLG’s business is selling 
compliant software for their customers. The software matches customers with 
consultants based on pricing and area of interest. St. Amand says that many 
of GLG’s customers are private equity shops. “It’s sort of like a Match.com for 
experts,” he says.

within a year of bessemer’s investment, Goldman sachs, which according to stavis 
valued the company between $350 and $500 million, had made an offer. No deal 
could be reached, and GLG was pulled off the market.

In 2007, St. Amand decided to seek additional financing through an auction pro-
cess open only to a select group of its 200 private equity customers. In January 
2008, mike bingle of silver lake, which typically only makes late-stage invest-
ments, jumped on the opportunity, sinking $200 million into the company for a 
25% stake and two board seats. “We’d really fallen in love with the company,” 
Bingle said. The equity investors are seeking strategic exit opportunities, either 
through an IPO or a sale.

John Morris, Rob Stavis, Alexander St. Amand and Mike Bingle  
enjoy discussing Gerson Lehrman.

“In three to five 
years, the golden 
age of bankruptcy 
will be over”
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Strong personal relationships, little to no leverage, and an 
emphasis on company culture. These traits might seem 
like holdovers from a bygone era of American business, 

but a panel of experts discussing the carve-out of Dialogic 
from Intel maintained that they are key elements of private 
equity’s future.

Panelists included Investcorp principal Anand Radhakrish-
nan and Ernst & Young principal John Vester, as well as 
Dialogic CEO Nick Jensen and the firm’s COO Tim Murray. 
Moderated by the Financial Times’ Henny Sender, the panel 
approached Dialogic as a case study for carve-out practices. 
Dialogic was a pioneering logic board producer purchased 
by Intel in 1999. The 600-employee business then suffered 
from benign neglect within Intel’s mammoth operations. But 
restoring its independence was no easy task. As Murray noted, 
“When you’re doing a carve-out, you have carve-out finan-
cials, which means that you don’t trust them.” Complicating 
matters, the industry was moving from a hardware-based busi-
ness to one in which software handled the bulk of data signal-
ing and processing. Succeeding in that transition was essential 
to Dialogic’s relevance.

The business clearly needed more attention than Intel could 
afford to give it, and Investcorp’s Radhakrishnan, the panel’s 
first speaker, already knew and liked Jensen, the executive who 
managed Intel’s media and signaling operations. What’s more, 
Radhakrishnan had a background in computer science and 
electrical engineering, so he knew enough to appreciate the 
company’s industry leading role.

But Investcorp did its homework on the business’s technology 
and management before diving in. “Life is too short to get into 
a deal with a manager you don’t get along with,” Radhakrish-

nan explained. Jensen, 
meanwhile, took his time 
considering other poten-
tial suitors -- and whether 
Investcorp would be a 
match. “It came down to 
knowledge of our busi-
ness,” Jensen explained.

These might seem like 
common sense issues to 
address when contemplat-
ing a carve-out, but panel-
ist and Ernst & Young 
principal Vester, says both 
personal and business 
compatibility are often 

given short shrift. In a study of 100 deals made over the last few 
years, Vester said, he and colleagues found that companies fared 
far better if all parties dedicated a year to due diligence before 
committing, and if the business’s original management stayed in 
place. To put it simply, Vester said, forcing a deal does not work.

Another consideration in the process was Dialogic’s cus-
tomers. While the industry tends to have a sticky client base 
-- switching costs are high -- Jensen and Radhakrishnan ran 
the possible deal past more than 20 of the company’s biggest 
customers. Doing so, they say, helped prevent defections down 
the road.

Of course, there was one obstacle the men had not actually 
addressed: buying Dialogic from Intel. Because of the timing 
of the negotiations, Radhakrishnan and Jensen had not even 
settled the terms of their own deal yet when they sat down to cut 
a deal with Intel over a possible carve-out. But each man knew 
he could rely on the other. “If we did do a deal, it would be with 
them,” Jensen said.

The newly independent company retained its customers and 
the core of Dialogic’s “entrepreneurial” work force by paying 
close diligent attention to simple logistics and the maintenance of 
continuity. After addressing those issues, they turned their attention 
to growing the business through acquisitions, first through the ad-
dition of Cantata’s parent company, EAS Group in 2007, and then 
OpenMedia Labs in March of 2008.

The current recession has put stress on both Investcorp and 
Dialogic, Jensen and Radhakrishnan agreed, but their long-
standing relationship -- along with well crafted legal covenants 
-- ensure that their interests are aligned. Investcorp will have to 
wait a few years longer than it initially expected to exit the deal, 
but Radhakrishnan is confident it will make the firm’s targeted 
internal rate of return of 20-30 percent on the deal.

That kind of patience and attention to management will serve 
all parties involved well, said the panel’s moderator, Financial 
Times reporter Henny Sender. “These are the kinds of deals 
we’re going to see in the future,” she said. “The deals will not rely 
on finance, they will rely on operational expertise.”

The Carve-out of Dialogic  
from Intel 
By Jeff Horwitz

John Vester,  Tim Murray and Henny Sender engage with the audience.

As Murray 
noted, “When 
you’re doing a 
carve-out, you 
have carve-
out financials, 
which means 
that you don’t 
trust them.”
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Though the value of commercial and residential 
properties has plummeted, a panel of real estate 
investors said the bottom of the well may still be a 

ways away.
Jeffrey Barclay, ‘83, managing director of ING Clarion 

Partners, said trying to make real estate deals in the current 

climate is “absolute torture.”
The industry has adopted a conciliatory tone and is 

making huge mark to market write downs. Morgan Stanley 
has marked down its assets from $1.6 trillion to $600 bil-
lion over the past year. With greater numbers of distressed 
sales bubbling up, it’s a buyer’s market, particularly for a 
buyer unencumbered by “legacy” assets -- assets loaded up 
with debt that were bought at the height of the real estate 
boom.

Tim Morris, chief investment officer of 
Morgan Stanley’s $40 billion Real Estate 
Special Situations Fund III, has been in-
vesting in distressed real estate since April 
2008. “The worse it gets, the better the 
opportunities are,” Morris said. “If you’re 
well-positioned, there are opportunities to 
make good investments on the buy side.”

Morris said it has become nearly im-
possible, though, to hedge against risk. 
“Historically, there hasn’t been a synchro-
nized real estate market. But values came 
crashing all at once. There’s no place to 
hide.”

Bradford Wildauer, ‘88, a partner at 
Apollo Real Estate, said that he became 
very concerned about what was happen-
ing to asset values in 2004. Apollo was 
purchasing distressed properties as late as 
last year. “It turns out it wasn’t distressed 

enough,” Wildauer said.
Although commercial real estate investors had resolved 

not to repeat the mistakes they made during the 1990s, 
when they bought too many assets with debt, Barclay made 
the Keynesian remark that the “animal spirit of doing 
deals” got the best of them.

In 2009, avoiding debt and improving liquidity is the 
order of the day. Barclay said ING recently sold three office 
buildings at a loss, in an attempt to improve the firm’s po-
sition. “The temptation in private equity is simply to hold 
on for dear life,” Barclay said. “But unless a magic wand 
gets waved, there’s not going to be much liquidity in real 
estate for a while.”

As institutional investors pull cash out of real estate 
holdings and banks concentrate their lending among top 
borrowers, Barclay fears “there’s a tidal wave coming.” The 
silver lining? The panel anticipates a lot of cleanup work.

Looking Through the Window: Real Estate Private Equity’s Capital  
Opportunity 
By Emily Schmall

“But unless a magic 
wand gets waved, 
there’s not going to be 
much liquidity in real 
estate for a while.”

Brad Wildauer, Jeff Barclay, Tim Morris and Peter Grant talk about the “buyer’s market”
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“Venture capital is not 
dead,” declared Roger 
Krakoff, a venture part-

ner at Sigma Partners, at the outset of 
the venture capital panel, titled “‘If 
it ain’t broke...’ Does the VC Model 
Need Fixing?”

The session got off to an emphat-
ic start with the panelists agreeing 
that venture capital (VC) is here to 
stay, though not necessarily in the 
form that investors have been ac-
customed.

In addition to Krakoff, the panel 
also featured Roger Ehrenberg ’93, 
managing partner of IA Capital 
Partners, LLC, Laura Sachar ’91, a 
founding partner at StarVest, and 
Jeff Horing, managing director at 
Insight Venture Partners. Dan Pri-
mack, editor-at-large with Thom-
son Financial, served as moderator.

Ehrenberg started off by provoca-
tively suggesting that the VC model 
is “quite broken,” partly because 
the cost of starting companies, at 
least in the digital realm, has fallen 
almost to zero. Thus, many com-
panies don’t need much money to 
grow, and most VCs are not de-
signed for such small investments. 
“So limited partners need to be hip 
to the jive and change the model.”

Krakoff suggested that the model 
could actually morph back to a 
more traditional 1983, ’85, ’87 
model with fewer firms that were 
less quick to “flip” companies, and 
were more inclined to bring in 
managerial and mentoring exper-
tise. Sachar largely agreed that 
the accepted model of investing 
in “revolutionary technology” was 
over. She said that VCs would now 
have to look at firms working in 
“applied technology rather than just 
pure innovation.” She also suggest-
ed that with a change of the model, 

VCs would have to reappraise the 
flip multiples they were expecting 
and re-define exit strategies.

On the issue of multiples, Horing 
agreed that while technology had 
matured a great deal, the “idea of 
innovation was not going away.” He 
suggested that his firm was primar-
ily looking at already successful 
businesses that need a fresh round 
of capital to achieve their full po-
tential. However, he cautioned that 
the era of huge multiples of 20 or 
30 times the initial VC investment 
could be changing. In the future, he 
said, investors may have to consider 
small early stage investments and 
look at multiples of five to six times 
their initial investment.

There was considerable discus-
sion on the issue of multiples – 
particularly as the panelists cited 
the strong correlation between the 
VC sector and the Initial Public Of-
fering (IPO) sector. With the IPO 
window shut for at least a while due 
to the crisis on Wall Street, they 
noted, VCs may have a hard time 
earning high multiples by taking 
companies public. Yet as Sachar 
pointed out, it was funds that 
invested early that required huge 
returns from IPOs; VCs invest-
ing in the growth stage 
did not need such “big 
wins,” as they were 
cushioned from the 
early losses that come 
with fledgling compa-
nies.

There were also dif-
fering opinions on the 
fundamental new shape 
that the VC model 
could take. While 
Ehrenberg advocated “a 
culture of nimbleness” 
that would allow VCs 

to make quick, inexpensive mis-
takes, identify the winners, invest 
in them, and hope to win big, Kra-
koff cautioned against “fast failure” 
and suggested that companies need 
more patient capital rooted in thor-
ough research. 

In conclusion, Primack asked if 
clean energy could prove to be the 
next dot com: “could clean energy 
save venture capital?” Once more 
Ehrenberg and Krakoff took slightly 
differing lines with Ehrenberg 
suggesting that while clean energy 
soaked up a lot of dollars, he didn’t 
see the returns coming. Krakoff, by 
contrast, was cautiously optimistic 
and noted that while oil prices were 
currently low, he did not think en-
ergy would become cheaper over the 
long run. He said that prices would 
rise once demand picked up again 
and suggested the Obama adminis-
tration stimulus might jumpstart the 
energy sector the way that support 
from the Defense Advanced Re-
search Projects Agency (DARPA) 
had ignited the internet sector. 
Sachar noted that rather than clean 
technology, the stimulus could actu-
ally boost the healthcare services sec-
tors, including healthcare-IT, which 
could offer rich pickings for VC.

“If it ain’t broke…” Does the VC Model Need Fixing?
By Aman Sethi

“So limited partners 
need to be hip to 
the jive and change 
the model.”
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“Two-thousand and eight is the year 
to take your lumps,” said Adam G. 
Clemens ’89, President of New York 

Life Capital Partners (NYLCAP), “Don’t hide the 
ball. Take it now, be realistic and don’t come back 
in 6 months with more bad news.” As the panel on 
limited partners, “Eye on the Horizon, Long Term 
LP Thinking in a Volatile Market”, concluded, the 
relationship between limited partners (LPs) and pri-
vate equity was still intact, but the balance of power 
had certainly shifted away from the general partners 
(GPs) towards the LPs.

“At present we see no sense of urgency to invest on 
the part of the LPs,” noted Michael McCabe ’05, of 
Hamilton Lane’s senior investment team, “In fact, I 
wouldn’t be surprised to see GPs provide a significant 
incentive to LPs for the first close.” However, Mc-
Cabe was quick to point out that the fallout of the 
2008 meltdown, in terms of the relationships between LPs 
and private equity, would not be as extreme as the fallout 
after the tech bubble burst. “Private equity does well in bad 
times and great in good times, the evidence is that it per-
forms. After the tech bubble burst, LPs and venture capital 
had an irrecoverable fall out. That hasn’t happened this time 
between LPs and private equity.”

Clemens and McCabe were joined on the panel by Holly 
Holtz ’89, director of alternative investments at New York-
based TIAA CREF. David Snow, executive editor and direc-
tor at PEI Media served as the moderator, and kicked off the 
discussion by referencing stories in the media that “painted 
a picture of LPs as having no money – was that real and 
serious?” A suggestion that the panel hastily rebutted, even 
as Holly Holtz pointed out that LPs had some “practical con-
cerns” about the way the market was going and that at present 
“deployments were slow”.  As Clemens pointed out, no one 
“was going to point new money out there and see it written 
down.” McCabe was confident that that allocation balances 

would normalize, “This is a cyclical business,” he explained.
Aside from concerns on the current status of the market, 

the panel also engaged with the issue of “Fair Value” to some 
degree. Fair Value is a requirement that forces market partic-
ipants to “mark” their portfolios to the market when assess-
ing their worth.  Clemens said that, while most large firms 
were diligently attempting to be as transparent as possible, 
they were tending to see a continuum of valuations rather 
than solid discrete figures. As he noted, “Even though you 
have four major auditors – they are coming with different 
values.” McCabe suggested that a lack of clarity was causing 
a degree of confusion. “Everyone is doing the best they can 
[but]...Depending on the model, GPs of mine have been up 
10 percent or down 40 percent - no one knows what to do.”

In the Q&A session, the panelists fielded a range of ques-
tion from what they felt would be the long term market 
status and its effect on fees demanded by private equity, but 
were wary of predicting any long term trends. On the mat-
ter of private equity fees, Holtz fell back on the old saw of 
market behavior, pointing out that fees, like everything else 
“were a function of supply and demand,” though she was 
less guarded on TIAA CREF’s investment policy. “We have 
about 10 percent of our funds committed to Asia,” she ex-
plained, “but the downturn is global. We have been discuss-
ing our geographic strategy. In buyouts, there will probably 
be more US focus than Asia focus. But we are optimistic 
about long term prospects in Asia.”

In a lighter vein, when asked if they were encouraging 
GPs to do attractive minority deals, “We are not telling 
them what to do,” replied McCabe, “We are paying them to 
figure it out!”

Eye on the Horizon: Long Term LP Thinking in a Volatile Market 
By Aman Sethi

David Snow, Adam Clemens, Michael McCabe and Holly Holtz discuss 2008’s valuation challenges.

“Everyone is doing the best 
they can [but]...Depending  
on the model, GPs of mine 
have been up 10 percent or 
down 40 percent - no one 
knows what to do.”
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