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Be more like Buffet 
Louis Elson, managing partner, 
Palamon Capital Partners

Palamon founder Elson called for a 
complete overhaul of the traditional ten-year 
fund model.

“The limited partner structure that 
dominates our industry, and was introduced 
in the late 1970s to make investment more 
transparent for tax purposes and to allow GPs 
to have total control of their portfolios, is 
now broken,” Elson said, arguing that the LP 
fund had become inflexible and created 
misalignment and discontinuity.

Zombie funds, for example, create a 
situation where capital could be locked up for 
years and LPs can’t do anything about it. The 
traditional model is also illiquid, and 
managers are charged an illiquidity premium 
by their investors that is not always realistic. 

Creating some kind of liquidity, Elson 
said, was crucial for private equity’s long-term 
development. Investors need the freedom to 
move in and out of funds, but leave GPs free 
to lead investment strategy.

The Palamon head said that the industry 
should look at Warren Buffet’s Berkshire 
Hathaway investment firm as a guide: “The 
ultimate private equity investor is Warren 
Buffet. He has created a private equity vehicle 
that borrows short and invests long, and 
allows investors to come in and out without 
disturbing the investment strategy. As private 
equity practitioners we need to figure out a 
way to do just that.” 

Never fire a founder 
Ernie Richardson, founder, 
Eastwood Langley

Richardson said that when private equity 
portfolio companies run into problems, the 
first thing firms do to try to address the issue 
is change the management team. 

“In every private equity firm there is a 
backroom with a sign reading: ‘In the event of 
failure’ on the door. In the room there are two 
buttons on the wall. Button A is ‘fire the 
chairman’ and Button B is ‘fire the founder’. 
My proposition is to never fire the founder  
of a private equity-backed business,” 
Richardson said.

Richardson argued that firms were guilty 
of thinking that “bringing in the grown-ups” 
(i.e. executives from outside a business) 
would improve returns. He cited the example 
of Apple, which had to call Steve Jobs back 
into the business after his first departure to 
re-energise the company.

“There is no evidence to distinguish 
performance between founder chief 
executives and the hired hands that come in,” 
Richardson said. 

The Eastwood Langley head added that the 
people who started a business were also likely 
to work harder through tough times: “What 
you do know is when you are in difficult 
situation and trying to rescue a company the 
people who will stay with you are the 
founders, while the hired hands dust off their 
CVs and think about the next job. Never ever 
fire your founder chief executive.”

Abolish carry 
Andrew Hartley, managing 
partner, Aldwych Equity Partners

Hartley argued that after changes to the 
taxation of carry in the UK and the 
restrictions placed on base cost shifting, there 
was a case to be made to no longer use carry 
as the primary incentive mechanism in a 
private equity fund.

Hartley said that, according to data he had 
compiled from LPs, out of 255 funds in 
Europe between 2000 and 2012, 40 per cent 
did not make the carry hurdle. 

He added that through the course of a ten-
year fund firms and personnel also changed 
significantly, and that fund lives were now 
stretching out to 15 years. 

This made carry less appropriate as the 
dealmakers it was meant to incentivise at the 
beginning of a fund’s life often moved on 
before the carry actually vested. 

“An incentivisation mechanism that only 
works for 60 per cent of firms and probably 
only half of the people managing those funds 
can’t be effective. My big idea is to restructure 
funds and simply have shorter investment 
periods,” Hartley said.

Hartley explained that it would be possible 
to take a €1bn fund and split it over five years, 
with different limited partnerships every year, 
allowing for a new vintage and carry reset 
each time.

“There is an opportunity to rethink the 
carry model to the benefit of investors and 
GPs,” Hartley said.

The grandmother test
Charlie Johnstone, origination 
partner, ECI Partners

Johnstone said that the private equity 
industry was facing attacks from the left and 
right of the political spectrum and needed to 
stamp out “bad behaviour”.

Johnstone said: “We allow bad behaviour 
to perpetuate in our industry. Here are some 
examples of the behaviour I am talking about: 
Slipping in clauses about exit fees without 
telling management or rolling vendors; using 
your investor’s capital to invest your own 
money in sweet equity without telling them, 
so effectively leveraging off all the fees and 
investment they put in; firing members of the 
management team shortly before an exit, 
taking their sweet equity; charging for captive 
consultancies or raising debt, activities which 
should be a core of your fund; charging fees 
on massive committed capital, rather than 
charging fees on the capital you know you are 
actually going to invest. I could go on...”

Johnstone believes everything a firm does 
should be able to pass the grandmother test: 
“You should be able to sit down with your 
grandmother and morally justify what you do. 
If you can’t do that, then you shouldn’t be 
doing what you do. Just because it is legally 
viable doesn’t mean that you should do it.”

The ECI partner said bad behaviour was 
“massively damaging” to the industry at a 
time when private equity was under attack 
from the left and right. The asset class needed 
to hold itself to the highest standards.
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Shaking the tree At a cocktail party hosted by Real Deals  
and JTC Group in London, four dealmakers tore up the 
private equity rule book and offered their thoughts on how 
the industry can be transformed.
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