
of the next century
The Si l ver La ke pa r t ners are wa g ering on a whole

new way to invest in infot e c h — t he biggest, badde s t

L B O f u nd ever to hit Si l ic on Va l le y. The y ’ ve ra i s e d

more than $2 billion in a mat t er of months. Can

t hey ma ke it wor k ?Mou nt Everest base camp, May

1999. In the frigid morning air, on a laptop charged up by a

pair of car batteries, technology executive Charles Corfield

furiously pecks out an e-mail to Silicon Valley: 

“You can get packages to me in Nepal via DHL to the ex-

pedition agent in Katmandu…. It takes two to three weeks

to get documents turned around (from U.S.A. to Everest

base camp back to U.S.A.). Assuming, worst case, that the

logistics prove too diffi-

cult to ha nd le the pa-

p erwor k, do you wa nt to

leave a placeholder for me in the offering so I can complete

t he pa p erwork and fina ncial arra n g ements on my ret u r n

(late May)?” 

Ha rd to bel ieve, eh? Here’s a guy about to risk life and

l i mb climbing Mou nt Evere s t, and he’s getting all wor ke d

up over some “of fering” on the ot her side of the pla net .

What’s up with that ?

As it turns ou t, Corf ield isn’t the only one ma king a mou n-

tain out of this particular transaction. You see, Corfield is

trying to get in one of the biggest, hottest deals ever to hit

Silicon Valley, or Wall Street for that matter. It’s called “Sil-

ver Lake,” as in Silver Lake Partners, a humongous, new-

e c onomy LBO fund that is set to pour billions of dol la r s

into buyouts of undervalued infotech companies.

It’s a radical conc e pt. LBO tech com pa n ies? The laws of

f i na ncial nat u re say you can’t do that, right? And yet so

c om p elling is the lo g ic beh i nd Si l ver La ke (a nd so ski l l f u l l y

has the fund been sold by its general pa r t ners!) that mone y

has pou red into it like a fla sh flood. You wa nt to talk abou t

buzz? Poke arou nd a little bit and you’ll find out that every-

body who’s anybody in Si l ic on Va l ley and Wall St re et has in-

vested in Si l ver La ke. Tech giants like Bill Gates and 

M ic hael Dell (t h rough their money ma na g er s) and La r ry 

E l l i s on have anted up. So have big players at all the ma jor

i n ve s t ment banks. And then there are the institutions: GM ’ s

p en s ion fund, Calpers, St a n ford, and the Wor ld Bank. All

t old, the fund’s pa r t ners (w ho have never wor ked toget her

b e fore) have raised $2.2 billion in only a few months. “I

think it’s a mat t er of an idea whose time has come, brou g h t

to ma r ket by the right people,” says Dav id St o c kman (ye s ,

that D av id St o c kma n), a pa r t ner at Blac k s t one and the

firm’s poi nt man for its inve s t ment in the fund .

Why is everyone gushing over Si l ver La ke? The simple an-

swer is that the fund offers a whole new way of investing in

t he growth en g i ne of our econom y — i n fotech. (Say no more ,

right?) The fund is ma naged by a team of top guns from Si l-

ic on Va l ley and Wall St re et, each with an overflow i n g

Rolo dex and résumé. There’s high-voltage, Si l ic on Va l ley su-

p erstar inve s t or Ro g er Mc Na mee, whose firm, Int e g ral Cap-

ital Partners, is partly owned by the venture capital jugger-

naut Kleiner Perkins. Then there’s former head Hambrecht

& Quist banker Jim Dav id s on. Buyout mae s t ro Glen n

Hutchins from Blackstone. And Dave Roux, a one-time se-

n ior exe c u t i ve at Orac le and Lotus. Some have taken to call-

ing the Silver Lake partners “the four amigos.” “The strat-
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In the early 1980s, Mc Na mee, then at T.

Rowe Pr ice, was one of the first customer s

of Dat e x t, a database pu bl i shing com pa n y

of which Roux was the fou nder and CEO.

Mc Na mee’s funds were also one of the

biggest sha reholders of Lotus when Rou x

was that com pany’s sen ior VP of cor p orat e

develo p ment. Dav id s on’s wife met Mc-

Na mee on a Deer Va l le y, Utah, ski slo p e

during a Ha mb recht & Quist con ferenc e

a nd insisted that the couples me et that

night for di n ner. Mc Na mee and his wife

lat er became godpa rents of Dav id s on ’ s

s on. And so on. (By the way, “Si l ver La ke ”

is taken from the na me of the main ski vil-

lage at Deer Va l le y. )

The idea beh i nd Si l ver La ke began to

t a ke shape years ago. “Glenn [Hu t c h i n s ]

a nd I first kic ked arou nd doing a tech

LBO fund back in the summer of 19 9 4, ”

s ays Dave Roux. “We called the pro je c t

D elta Capital, and we even had some

money committed, but we conc lu ded at

t hat poi nt the wine ne e ded more cel la r

t i me.” And so Hutchins, who had been at

t he White House as a special ad v i s er,

went to work at Blac k s t one to do bu you t s .

Roux took a job as exe c u t i ve vice pre s i-

dent of cor p orate develo p ment at Orac le ,

w here he was in cha rge of Orac le’s merg-

ers and ac qu i s i t ions ac t i v i ty, its vent u re

c a pital por t fol io, and its inve s t ments in

ot her com pa n ie s .

Skip ahe ad to the fall of 19 9 7, when Mc-

Na mee ha p p ened to ment ion to Roux that

he was getting conc er ned about the rising

va lu at ions in vent u re capital and was tak-

ing a lo ok at LBOs. In fac t, Mc Na me e

s a id, he’d actually been doing some wor k

to that end with Klei ner Per kins and Mor-

gan St a n ley; the lat t er was hel ping to un-

derwrite Int e g ral’s re s e a rch effort. “I told

Ro g er, ‘Well, I’ve been doing some of that

t o o , ’ ” recalls Roux. “And we got toget her

to com pa re notes. Ro g er pu l led in his

f r iend Jim [Dav id s on], who I also knew,

a nd we began a thre e - way con ver s at ion . ”

During the wint er of 19 9 7–98, Roux and

D av id s on in pa r t ic u lar cont i nued to no o-

d le over the idea, of t en at San Jose Sha r k s

a nd Golden St ate Wa r r iors games. But at

t hat poi nt there were pr ior com m i t ment s ,

of cou r s e—as in real jobs. Roux, for one ,

had told La r ry Ellison that he wou ld be

La ke’s data (w hat they call the “secret

sauce” part of their research) shows that

50% of all publicly traded tech companies

sell on average for one times annual sales

or less. Amazing, huh? Of course, those

companies aren’t growing like a Dell, but

many are still posting top- and bot t om -

line growth of 10% or more. For an old-

e c onomy com pany that wou ld be ju s t

ducky, but for a tech company in the In-

ternet Age, that just doesn’t cut it.

So, the Silver Lake guys say, it turns out

t hat within the tech universe there is a

huge body of healthy companies that are

g rowing well above GDP yet are com-

plet ely una p pre c i ated by the ma r ket .

That’s practically the definition of a com-

pany suitable for a tradi t ional LBO. To

take this point one step further, some of

t he most com p elling oppor t u n i t ies the Si l-

ver La ke guys see are actually la rg e ,

healthy subsidiaries of tech giants that are

no lon g er perc ei ved as core bu s i nesses. An

e xa m ple wou ld be Luc ent before it wa s

spun off from AT & T. “These are perfe c t l y

good businesses that now happen to be in

t he wrong plac e , ”s ays Hutchins. “And be-

c ause bu yout funds wou ldn’t do tech,

these businesses often couldn’t be sold.”

So you have this pool of mat u re tech

c om pa n ies, ripe for LBOs, and at the

s a me time you have all those above - men-

t ioned institutional inve s t ors scouring the

c a pital ma r kets for a less crow ded and le s s

e x p en s i ve way to play technolo gy. Perfe c t .

New sup pl y. New dema nd. A new ma r ket .

And maybe the next gre at nexus of Wa l l

St re et and Si l ic on Va l le y. This was the

g re at epi phany of the Si l ver La ke genera l

pa r t ners. “To us it’s one of the most in-

c re di ble oppor t u n i t ies we have seen in

years and years,” says Mc Na mee, who is

scaling back his vent u re capital ac t i v i ty to

focus on Si l ver La ke. 

Si l ver La ke seems to have come to-

g et her in a fla sh, uniting some of the

s martest money on both coasts. But it’s

also the story of four old friends who

found themselves in the right place at the

right time with the right idea and were

bold enough to act on it.

Hutchins and Roux first became friend l y

nearly 25 years ago while underg rad u at e s

at Ha rva rd (don’t hold that against them) .

egy of the fund is very interesting,” says

Si l ic on Va l ley godfat her Jim Cla r k, an-

ot her inve s t or, “but what at t racted me wa s

the team.” 

B e fore Si l ver La ke, inve s t ors who

wa nted to be in technolo gy cou ld basic a l l y

ei t her buy sha res of pu bl ic tech com pa n ie s

or buy into pr i vate com pa n ies through ven-

t u re capital. Of course, both pu bl ic and pr i-

vate sector tech investing have pro d uc e d

i nc re di ble returns over the past de c ade ,

w h ich has at t racted gre at pi les of capi t a l ,

w h ich in turn has driven pr ices sky - h i g h .

So essent i a l l y, both tradi t ional venues of

t e c h nolo gy investing are now sat u rated. 

B u youts as a means of investing in

t e c h nolo gy really haven’t been on the

map. For one thing, you generally don ’ t

LBO com pa n ies with sup er -r ich va lu a-

t ions (C i s c o), or com pa n ies with no earn-

ings (t he Int er net s), or com pa n ies with

volat i le profit streams (Com paq). For

years, the ma nt ra of the LBO fund ma n-

a g er was: “We don’t do real estate. We

don’t do oil and gas. And we d o n ’ t do

tech.” But the Si l ver La ke pa r t ners be-

l ieve they have di s c overed a huge anoma l y

t hat will allow them to do technolo gy bu y-

outs. They have no int ent ion of going af-

t er highflying com pa n ies. Instead, the y

a re setting their sights on a la rge group of

slower - g rowth tech bu s i nesses, com plet el y

off Wall St re et’s radar scre en. 

“Until very recently, no way could you

have done Silver Lake,” says John Phelan

of MSD Capital (that’s Michael Dell’s pri-

vate inve s t ment firm). There really weren ’ t

enough seasoned tech com pa n ies with sta-

ble cash flows that ma ke for good LBO

candidates. But that’s all changed.

Here are some numbers the Silver Lake

guys like to throw around to buttress their

argument. (Or, as Hutchins is fond of say-

ing, “In God we trust. All ot hers bring

data.”) As a percentage of GDP, the tech-

nolo gy ind u s t ry has nearly dou bled during

the past 20 years to 8.2%. And as a per-

centage of the S&P 500 market cap, tech

has more than tripled over that period to

18.1%. The U.S. information technology

industry now comprises about 1,000 pub-

lic companies with about $1 trillion in an-

nual revenue and a combined market cap

of $3 trillion. In short, the tech industry

has grown up. The perc e pt ion that tech

c om pa n ies are a homo g ene ous group of

high-growth, expensive, unstable toddlers

and teenagers is simply not true anymore.

Scores and scores of tech companies are

slower growth, less pricey, and stabler. 

The most stunning piece of Si l ver
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during the fund’s six-year inve s t ment pe-

r iod. Some ser ious scrat c h .

To secure that much LBO de b t, the 

No. 1 place to shop on Wall St re et is

Jimmy Lee’s of f ice at Chase Ma n hat t a n .

Lee, a Chase vice cha i r man, is the king of

this bu s i ness. For t u nat ely for the fou r

amigos, Hutchins had wor ked with Le e

for years. Even more for t u nat el y, Lee, too,

was musing about tech LBOs. Says Le e :

“ When Glenn told me about Si l ver La ke ,

I said, ‘Funny you shou ld call. We ’ ve ju s t

b e en lo oking at this area. Come on in.’ ”

Hutchins did just that in the first we ek of

Fe b ru a ry, and Lee qu ic kly agreed to wor k

with the fund. 

The next order of bu s i ness was lining

up limited pa r t ner s — t he not - s o - s ma l l

mat t er of getting the mone y. This was a

process that resulted in some classic “Sili-

Hutchins broke the news to Davidson on

the slopes, and Davidson gave him a jubi-

lant high-f i ve. And so the team was set. 

O ne of the most impor t a nt steps the

pa r t ners had to take next was to en s u re

t hat debt fina ncing wou ld be ava i la ble. For

all its Si l ic on Va l ley sequins, Si l ver La ke is

every bit a tradi t ional LBO fund (t he same

ki nd of thing that KKR has been of fer i n g

for 20 ye a r s). The way these babies work is

t hat the fund’s general pa r t ner s — t he guys

w ho run the thing—raise money from lim-

ited pa r t ners, or inve s t ors. That money is

lat er coupled with a huge slug of bank

loans and high-yield bonds (t he leverage, or

t he L, of the LBO), which is a mu l t i ple of

t he cash raised. That blend of debt and

c a sh is what’s used to buy out com pa n ie s .

By using mostly debt with a sl ice of cash ,

i n s t e ad of all cash, the fund’s pa r t ners can

ma ximize returns, much in the same way

an inve s t or in stocks can ampl i fy his gains

by buying sha res on ma rgin. But just like a

stock bought on ma rgin, an LBO is riskier

t han a pla i n - va n i l la equ i ty inve s t ment,

s i nce losses, too, are ma g n i f ied. Genera l l y,

a slower - g rowing bu yout pro spect (s ay a

food com pa n y) is leveraged at arou nd fou r

to one. Hutchins figures that the fa s t er -

g rowing com pa n ies that Si l ver La ke ho p e s

to bu y — a nd they are alre ady lo oking at

do z en s — shou ld be leveraged at more like

two to one. That impl ies the pa r t ner sh i p

will be bor rowing many billions of dol la r s

c ence has so far been unwa r ra nted, at le a s t

in terms of raising mone y. In fac t, the Si l-

ver La ke pa r t ners say that they cou ld have

c ol lected $4 billion and that the biggest

c ha l lenge so far has been cutting limited

pa r t ners back. But to be fair to  the

b a n kers, when Si l ver La ke first appro ac he d

Merrill, Hutchins, the only memb er of the

team with any actual LBO exper ienc e ,

wasn’t even on board !

“We knew we had to get someone with

bu yout expertise,” says Roux. “We ke pt

ho ping it wou ld be Glenn because we were

working with him informally anyway and

b e c ause he’s the best.” Fina l l y, late la s t

year Hutchins relented: “He told us he wa s

g oing to Deer Va l ley with his family ski i n g

over Christmas,” says Davidson. “And the

three of us said, ‘Gee, we just happen to

be going there with our fa m i l ies too.’ ”

TPG, Texas Pacific Group, the powerful

LBO shop run out of Fort Worth by Dav id

Bonderman. TPG had already done a few

t e c h nolo gy bu youts (s uch as Zilog and

Pa rad y ne) as part of its genera l - i nt ere s t

f u nds. But the idea of a fund de dic at e d

solely to tech was said to be as compelling

to Bonderman as it was to the Silver Lake

g roup. Bonder man cou ld absorb Si l ver

La ke into his firm and cre ate a turnke y

o p erat ion. “Bonder man told them the y

wou ldn’t have to wor ry — he wou ld ra i s e

a b out $700 million,” says a Wall St re et

source. And Silver Lake was supposed to

come up with a couple of hundred million

bucks from its contacts in the Valley. Al-

though talks went on for weeks, the Silver

Lake group ultimately said thanks, but no

thanks. The idea of giving up control was

too much. Even for a nine-figure check! 

Wh i le the idea of a billion - dol lar first-

t i me fund by a newly for med pa r t ner -

ship in an area virtually devoid of LBO ac-

t i v i ty appa rently didn’t bot her Dav id Bon-

der man, it was re c ei ved with some 

t re pid at ion by Merrill  Ly nch at first.

“ When we he a rd the plan, we imme di at el y

t hought it was special,” says Kevin Alber t,

he ad of Merrill’s LBO fund raising prac-

t ice. “We also thought it was big.” Re c a l l s

D av id s on with a grin: “When we told Mer-

rill we wa nted to do a $1 billion fund, the y

s ort of rol led their eyes and said, ‘How

a b out $500 million ? ’ ” The bankers’ ret i-

t he CEO of an Orac le subsidi a ry calle d

Network Com pu t er, which was in need of

a ma jor turna rou nd. 

By the summer of 1998, though, Rou x ’ s

over haul of that com pany seemed to be

t a king hold, and in October he asked Elli-

s on for his le ave. Ok ay, said Ellison, find a

C EO for Network and you ’ re free. (A side

note: Network Com pu t er, rena med Liber-

ate Te c h nolo g ies, just pu l led off a suc c e s s-

ful IPO in mid - Ju l y. Roux remains its cha i r-

man.) Me a n w h i le, Dav id s on, as he ad of

t e c h nolo gy inve s t ment banking at H&Q,

was also becoming excited by the pla n .

D av id s on had prev iou sly suggested to

ot her sen ior H&Q pa r t ners, inc lu di n g

C EO Dan Case, that the firm move further

i nto the bu yout bu s i ness by expa nding its

merc ha nt - b a n king effort to inc lu de taki n g

c ont rolling stakes in com pa n ies. But ulti-

mat ely Case de c l i ned, fore s e eing con fl ic t s

with inve s t ment - b a n king clients if H&Q

were to begin buying out whole com pa n ie s .

So Dav id s on too de c ided to pull up stake s

a nd join what was then not much more tha n

a conc e pt, now called NBT Capital (for

Next Big Thing). 

By that fall, ot her bankers like Fra n k

Q u at t rone of CSFB were pitching in on

N B T. Dav id s on, who had been wor ki n g

on the nuts and bolts of the pro ject’s bu s i-

ness plan, made an all-impor t a nt pre s-

ent at ion with Mc Na mee to the Klei ner

Per kins pa r t ner ship. The verdic t ? The

Klei ner crew gave it the high sign. An-

ot her ma jor step forwa rd. Me a n w h i le ,

Hutchins was inc reasingly finding himsel f

out in Si l ic on Va l le y, scouting com pa n ie s

for Blac k s t one. His old bu ddy Roux wou ld

i nt ro d uce him arou nd and also hit him up

for cou n s el on their bu rg e oning pla n .

The NBT team then began to call

around on Wall Street to set up financing

for the deal. A fund this size would need

several layers of bankers, but none more

important than a financial agent or an in-

vestment banker to help sell the deal. The

two players in this particular business are

DLJ and Merrill Ly nch, and the Si l ver

Lakers were wooed hard by both. DLJ’s

salesman was none other than John Chal-

sty, the firm’s Sean Connery–sound-alike

for mer CEO. Merrill sent Herb Allison ,

then its COO and president, out to Silver

Lake’s Sand Hill Road offices to talk up

the boys. Merrill won the business.

Me a n w h i le , Si l ver La ke was ap-

pro ac hed by several big-le a g ue bu you t

firms, each with offers to partner. The Sil-

ver La ke guys de c l i ned to com ment on

this, but one of those of fers came from
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hubris and greed. Si l ver La ke, these crit-

ics say, is going big just for the sake of big-

ness. And take a lo ok at what their ma n-

a g ement fee brings in! A mere 1.5% of

a s s ets annually for the general pa r t ner s

a mou nts to more than $30 million in this

f u nd. Of course, Si l ver La ke’s re sp onse is

t hat scale is truly impor t a nt for its mo del ;

a nd in the age of the Int er net, being first

a nd having scale con vey all sorts of com-

p et i t i ve ad va nt a g e s .

The bot t om line, of course, is that no-

body has any idea whet her Si l ver La ke

will hit or miss. Su re, the pa r t ners have

b e en extraordi narily successful ra i s i n g

mone y, but that’s like winning the first

rou nd of the playoffs. You don’t see the

A t la nta Braves cele b rating that anymore .

The only thing that really cou nts in the

LBO bu s i ness is successfully liqu id at i n g

t he fund and pro d ucing bigtime ret u r n s .

Only then will the Silver Lake team truly

be champs. 

It’s a late July after no on, and Dave

Roux has taken the day off to fl y -f i sh the

C a laveras River in the fo othills of the

Sier ras, about 100 miles east of San Fra n-

cisco Bay. It’s an unusual outing becau s e

Roux, a ser ious fisher man, is having ab-

s olu t ely no luck at all. After yet anot her

ha pless go at a promising stretch of the

r i ver, Roux lo oks up and says, “That’s the

g re at thing about fishing. It teac hes pa-

t ience and hu m i l i ty — s omething that’s in

short sup ply in the technolo gy bu s i ne s s . ”

How true. So far it’s been easy for Rou x

a nd his amigos to la nd the big ones. For

t he guys from Si l ver La ke to succeed in

t he long run, though, they may ne e d

plenty of what the river teac he s . F

a b out the pa r t ner ship and sent Si l ver

La ke a check for $10 million — t he fund ’ s

m i n i mum—sight unseen. (It was re-

t u r ned.) Or the time Hutchins was ke pt

waiting by an inve s t ment committee of a

ma jor univer s i ty because it was holding a

me eting to approve the scho ol’s bu y i n g

i nto the fund, before Hutchins made his

pitch! All rema r k a ble stuff in a bu s i ne s s

w here general pa r t ners of t en really have

to work the do g - a nd - p ony to raise mone y.

Now the que s t ion is, Have these guys

created the next Apollo moon mission or

t he next Hindenb erg? There are det rac-

tors. On the one hand are those who cling

to the idea that tech companies can’t be

LBOed. This camp solemnly points to the

di s a s t rous 1989 bu yout of Pr i me Com-

puter by the Whitney Group. Prime, then

with more than $1 billion in annual sales,

blew up in Wh i t ney’s face, a wat er she d

event in the history of tech LBOs. Of

course, the Silver Lake guys can tell you

c ha pt er and verse why they won’t ma ke

the same mistakes that Whitney did.

On the ot her ha nd, there are those who

s ay that Si l ver La ke is really nothing new.

Fu nds like those run by Beh r man Capi t a l

a nd Bro ad v iew, they say, have been LBO-

ing tech com pa n ies for years, albeit on a

much sma l ler scale. The Si l ver La ke pa r t-

ners say their fund is so much bigger that

it isn’t even in the same le a g ue. Wh ic h

brings up anot her set of obje c t ion s :

con Valley meets Wall Street” moments.

For instance, Silver Lake told the Merrill

b a n kers that they wa nted to raise some

20% of the fund, at that point $200 mil-

lion, from their well-heeled buddies back

in the Valley. Smart, since they should be

an easy sou rce of capi t a l — a nd pre s u m-

a bly they wou ld network for the genera l

pa r t ners. Fine, said the Merrill banker s .

But one que s t ion: Do those guys re a l l y

have that kind of money? (Duh!)

Another moment occurred when Silver

La ke was pre s enting to the Blac k s t one

pa r t ner ship. Pic t u re the four amigos on

one side of the table and the Blackstone

grandees, including Pete Peterson, Steve

Schwarzman, and Stockman, on the other

side. “It was all very Wall Street, and then

there’s Roger [McNamee] being Roger,”

s ays one pa r t ic i pa nt. “He’s full band w id t h ,

mu l t i ple xed, talking 90 words a minu t e ,

while taking a call on his cell phone and

simultaneously checking his pager. It was

quite something.” (Blac k s t one subse-

quently made a commitment.)

And there are ot her stor ies, a few al-

most as striking as our Mr. Corf ield up at

Mou nt Everest base camp. (He did get

i nto the fund, even though the pa p ers got

lost in Kat ma ndu.) There was the call to

t he team while they were pitching in Eu-

rope, informing them that the Rot h -

s c h i lds wished to pa r t ic i pate. (And the y

a re.) Or the guy in Flor ida who he a rd
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Naysayers point to the disastrous 1989 buyout of
Prime Computer, which blew up on the Whitney
Group—a watershed in tech LBOs.
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