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industry. Many thanks to both 
for their contributions! 

 
As always, we welcome feed-
back and greatly appreciate 
your support.  See the “Get 
Involved” box on the left of 
this page to learn more about 
opportunities to get involved.  
 
Go Bears! 
 
Your Co-Chairs,  
Tom Beerle, Bertram Capital 
Tim Heston, Bertram Capital 

It has been a very busy and 
productive few months for the 
BPEN team since our last 
newsletter. We are making 
some real progress in building 
the infrastructure necessary to 
support such a large and geo-
graphically diverse member 
base.  
 
Accomplishments over the 
past 3 months include:  

 Launch of our new website 
(see article below) 

 Launch of mentoring pro-
gram (see article on pg. 3) 

 Hosted a great networking 
event in San Francisco 

 Established a productive 
working relationship with 
Richard Lyons, Dean of the 
Haas School of Business, 

 BPEN featured in June 
California Business Review  

 Continue to expand our 
network (see latest additions 
on the sidebar to the left) 

 
As is always our goal, we 
strive in these newsletters to 
present you relevant, unique, 
and insightful analysis of the 
PE world. This includes a 
look into the research and 
perspectives of both the aca-
demic and real-world. We are 
very excited that in this edi-
tion we will be highlighting 
the award-winning research of 
Professor Hayne Leland on 
optimal capital structure while 
also hearing from Kevin Mur-
phy, a Vice-President at En-
core Consumer Capital, on his 
perspectives of the state of the 

Message from the Co-Chairs: 

BPEN Moves On-Line: www.BerkeleyPENetwork.org 

The BPEN has established its 
presence on-line.  The website 
will allow members of our 
community to view upcoming 
events, learn about new 
BPEN initiatives , access past 
newsletters, and find opportu-
nities to get involved with the 
school. Though still under 
construction, we have com-
pleted the initial platform for 
our site. For those alumni 
who have not yet been added 
to the database, there is a 

place for new members to 
sign up to our contact list.   

 

The BPEN will continue to 
develop the website to add 
additional functionality and 
improve our overall services. 
Our vision is that if you are 
looking to meet professionals 
in the industry, the website 
will allow you to contact a 
robust network of accom-
plished alumni who shared the 
Berkeley experience. If your   
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Get Involved: 

 Volunteer to serve as 
a mentor/mentee in 
our new mentorship 
program (see article) 

 Plan or sponsor an 
event in your city 

 Volunteer to present 
at the Haas Private 
Equity Speaker Series 
(not until the Fall) 

 Contribute financially 
to support the 
growth of the BPEN 

 Send us feedback/
comments on how to 
make the BPEN 
more useful to you 

firm is considering taking on 
an intern or even searching for 
a full-time associate to join 
your team, the BPEN website 
will be an ideal conduit 
through which to source 
Berkeley’s best talent in the 
private equity industry. 

 

We hope you find the website 
a valuable tool. Please provide 
your feedback and check-in 
often for updates. 
www.berkeleypenetwork.org 

Newest Members to 
BPEN Community: 

Jeff Chung , Associate 
Silver Lake Sumeru         
jeffrey.chung@yahoo.com 

Kabir Ahmed, Associate 
Oaktree Capital                   
kahmed@berkeley.edu            

Peter Su, Associate 
DCM                              
petersu@berkeley.edu 

Jesse Wedler, Associate 
TPG  
jesse.wedler@gmail.com 

Jon Marshall, Associate 
Castanea Partners  



Note from Editors: In January 
2009, Professor Hayne Leland 
from the Haas Business School 
was awarded the $100,000 
Stephen Ross prize for the most 
influential paper in the past 15 
years in the field of financial eco-
nomics. Given the complexity of 
the subject matter, Professor 
Leland has graciously provided 
summary comments as to the appli-
cability of his research. 
 
HL: My paper examines how 
a firm should mix debt and 
equity to minimize its financ-
ing costs, or “cost of capital.”  
By minimizing the cost of 
capital, the optimal mix will 
lead to the greatest firm 
value. 
  
The optimal mix or leverage 
ratio depends on the several 
aspects of the firm and the 
economic environment.  The 
risk of operational cash flows, 
the fraction of cash flows 
retained in the firm, the cor-
porate tax rate (which deter-
mines the tax benefits of debt 
financing), the size of losses 
caused by default (a current 
debate with respect to GM) 
and the level of  interest rates 
all play a role in determining 
optimal leverage.  The best 
financing mix will balance the 
tax advantages of debt fi-
nancing versus the potential 
costs incurred by default. 
 
We derive an explicit (though 
quite complex!) formula that 
expresses the optimal lever-
age ratio as a function of the 
variables above.  But like 
most theories, explicit formu-

las can be obtained only with 
strong assumptions.  The 
principal assumptions made 
here are that although firm 
cash flows fluctuate through 
time, the level of risk and 
other variables remain con-
stant.  Subsequent studies 
relax many of these assump-
tions.   
 
What distinguishes my work 
from previous examinations 
of capital structure is its ex-
plicit calculation of an opti-
mal leverage ratio.  Earlier 
studies predicted general ten-
dencies (“firms with higher 
risk should use less debt”), 
but did not offer precise sug-
gestions as to the optimal 
mix.  
 
To determine optimal lever-
age, the interest rate on risky 
debt must be known.  But 
this depends on the amount 
of debt the firm issues, as 
well as the variables men-
tioned above.  So a second 
contribution of the paper is 
the pricing of risky debt.  The 
variables that are important in 
pricing debt are very similar 
to those used by the bond 
ratings agencies, and the 
model can be used to deter-
mine cumulative default 
probabilities as well as bond 
prices. In this sense, our for-
mula “automates” (and hope-
fully outperforms!) the tradi-
tional bond-rating process.  
Our results also show that 
high yield bonds can have 
qualitatively different behav-
ior than investment grade 
bonds.  For example, higher 

firm risk can actually increase 
the value of a junk bond. 
 
The approach offers some 
insights into recent problems 
in credit markets.  High lever-
age is the natural outcome of 
assuming low risk.  The tem-
porarily-docile economic 
times of the Greenspan era 
clearly led to a severe under-
estimation of future risk, 
which in turn led to overlev-
eraging.  The paper also 
makes clear the distortionary 
effects on financing of a tax 
system that allows deductions 
for returns to bondholders, 
but not for returns to stock-
holders.  The unwinding of 
excess leverage has played an 
important role in magnifying 
the credit crisis.   
 
Since 1994, numerous exten-
sions have been made to the 
basic model.  Many of these 
relax the strong assumptions 
I made to get explicit formu-
las. Others have extended the 
model to consider the effect 
of corporate risk hedging, the 
interaction of capital struc-
ture and investment deci-
sions, and conflicts between 
manager and shareholder 
interests.   
 
 

Comments on “Corporate Debt Value, Bond Covenants, and 

Optimal Capital Structure”; Journal of Finance, Sept, 1994 
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In keeping with our mission 
to support the development 
of leading Cal professionals 
within private equity, the 
BPEN is proud to launch the 
Cal PE Mentoring Program.  
 
The goal of this program is to 
provide junior PE profession-
als with the advice and exper-
tise of senior investors in the 
industry.  We are looking to 
pair pre-MBA associates with 
Principal / VP level investors 

to help Cal undergrads as 
they embark on their careers 
in this industry.  Additionally, 
we will match post-MBA 
senior associates with Manag-
ing Director and Partner level 
investors to provide ongoing 
impartial career guidance. 
 
The benefits of this program 
for mentees is obvious and 
limitless. For mentors, this 
will be a great way to pass on 
experiences and impart wis-

dom to the next generation 
of Cal PE professionals, as 
well as maintain a connection 
to UC Berkeley through rela-
tionships with young Cal 
grads. 
 
Both prospective mentors 
and mentees should email 
info@berkeleypenetwork.org 
to participate in this unique 
program or to learn more.  

BPEN Launches Alumni Mentoring Program 

Perspective: Kevin Murphy, VP Encore Consumer Capital, SF 

We hear anecdotally that now is a great time for private equity funds to be investing given depressed valuations 
and market disruption.  Are you finding this to be the case, and where do you see the greatest opportunities? 

KM: We have seen valuations back up quite a bit, but a direct result of this has been a general 
trend that owners of high-quality businesses have held off taking capital when they otherwise 
might have. For the better part of the last 12 months it seems that only companies that really 
needed the capital were in the market, and very often those companies were not attractive 
investment opportunities in our view. The good news is that recently higher quality businesses 
seem to be slowly wading back into the market. 

What, if anything, is Encore Consumer Capital doing differently in response to the current market environment 
and economic conditions?  

KM: We are in the fortunate position of having a healthy, growing portfolio of companies 
while at the same time having a substantial amount of our current fund available for invest-
ment. We continue to actively engage owners of leading food and consumer products busi-
nesses with the hope and expectation that we will be able to add to the portfolio in the com-
ing quarters. In terms of doing things differently because of the market conditions, I would 
say that my colleagues and I are spending even more time than we ordinarily would working 
with our management teams on strategic projects. This is both because there are fewer deals 
getting done at the moment and because of the fact that many of our companies have some 
exciting opportunities in front of them that we can be helpful with. 

Looking into your crystal ball, what impact will the government's recent participation in the market have on the 
private equity industry in the next 5-10 years? 

KM: Hard to say, but on balance I am much more concerned than I am excited about the 
government’s expanded role in the private sector. For the private equity industry there is of 
course the issue of the tax treatment of proceeds from the sale of a PE backed Company, 
which has quieted down for the moment because there haven’t been any proceeds to tax. I 
expect that the issue will resurface if we are fortunate enough as an industry to see a period of 
successful exits. If the economy stabilizes then the need or opportunity for the gov’t to con-
tinue to expand its influence should wane, but maybe that is just wishful thinking on my part. 
The pendulum has swung so much that I would expect to see expanded regulation and in-
volvement by the government, and while I would agree that there is a need (cont’d on page 4)  
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capital...” 
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The Berkeley Private Equity Network strives to foster the network of Berkeley alumni working in 

Private Equity and to mentor current students interested in pursuing a career in the industry. To 

achieve these aims, we 

 organize mixers of PE alumni in SF and other cities 

 provide a directory (for alumni only) of Cal alumni PE professionals facilitating networking ef-

forts among the alumni 

 mentor current students interested in PE by assisting in the development of a personalized 

search plan, reviewing resumes, and establishing contact with the most appropriate alumni 

 develop targeted curriculum at UC Berkeley (e.g. speaker series) to foster the continued edu-

cation of students pursuing  PE careers 

BPEN Mission: “Developing a Cal Community within Private Equity” 
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Contact Info: 
 

info@berkeleypenetwork.org 
 
Co-Chairs: 

Tom Beerle, MBA ’09 
tbeerle@bertramcapital.com  
 

Tim Heston, MBA ‘09 
theston@bertramcapital.com 
 
Student Director: 

Adam Valainis, Haas MBA ‘10 
adam_valainis@mba.berkeley.edu 
 

BERKELEY PRIVATE 

EQUITY NETWORK 

www.BerkeleyPENetwork.org 

 SF Mayor Gavin Newsom spoke at Haas on May 11th 

 Former Haas Dean, Tom Campbell, announces plans to run for Governor of California 

 Haas Professor Laura Tyson has joined Obama’s Economic Recovery Advisory Council. She’ll be 

working on a team charged w/ simplifying the federal tax code 

 Haas Professor Carl Shapiro has been named chief economist in the US Department of Justice's anti-
trust division 

 Haas Professor Alex Mas has been named chief economist in the US Department of Labor 

Related Happenings around UC Berkeley: 

for additional thoughtful regulation in certain areas of the financial markets, I can easily envi-
sion the government going overboard in ways that could negatively affect private equity and 
the business community more broadly. 

If you were fresh out of Berkeley what type of fund would you join today and why? 

KM: My goal coming out of Haas was to find a group of people who were talented investors 
and high quality, high integrity people. One without the other did not appeal to me. I realize 
this is easier said that done, especially in a choppy market, and I feel very fortunate to have 
ended up where I am. Also, and this is nothing more than personal preference, I strongly 
prefer investing in smaller businesses over large ones so that I can be much more engaged 
with our management teams in trying to help our companies be successful. I think that the 
skills and personality traits that Haas instills and hones – strategic thinking and decision mak-
ing, innovative approaches to problem solving, collaborations – are very well suited to work-
ing in middle market private equity. 

Perspectives (cont’d) 


