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Introduction to
Investment Banking

'I'ell people that you are an investment banker and you will likely get vary-
ing responses. Some will be highly impressed and may ask if they can
hitch a ride on your private jet. Others will blame you personally for nearly
blowing up the global economy in 2008 and for all the ills of the world that
have followed. But perhaps the most frequent reply goes something like this:
“Oh, you’re an investment banker. Do you have any good stock tips?”

One thing is pretty certain: Ask a random person from Main Street, not
Wall Street, to describe what it is that an investment banker does, and he or
she will likely have no idea.

Maybe you are trying to decide whether to recruit for investment bank-
ing. How will you decide? First, you need to know what you are getting
into. Will your life as a junior banker be glamorous? Will the work be intel-
lectually challenging? Will you be well paid for all of your sacrifices? What
will you learn? And where can a foundation in banking take you over the
longer term?

Now, let’s suppose you decide to go for it. Full steam ahead with recruit-
ing. What’s the first thing you need to do? You need to be knowledgeable—
or at least sound like you’re knowledgeable. You need to be able to articu-
late what investment banks do and what investment bankers do. There is no
more surefire way to fail at the recruiting and interviewing process than to
come across as naive about the industry.

Okay, so let’s say you’ve successfully navigated the recruiting process.
You have offers—good offers. You’re going to be an investment banker.
Now what? Go in with your eyes open, have realistic expectations, and un-
derstand what it takes to succeed. Know what you want out of it and, most
importantly, do it for the right reasons. Take this advice and your career will
flourish. Don’t, and you will struggle and be miserable, and your time spent
as an investment banker will likely be brief.
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This chapter is meant to give you a broad overview of investment
banking and of what life will be like as a junior investment banker. We
will begin with a discussion of the various functions of a typical large
investment bank, the kinds of transactions that investment banks execute,
and the different types of investment banks that exist. Next we will cover
the structure of an average investment banking division and the standard
hierarchy of job titles. Following that, we will talk about the actual work
that investment bankers perform, and the culture and lifestyle that you
should expect as a junior banker. Finally, we will wrap up the chapter with
a discussion of some of the common career paths that exist for bankers
leaving the industry and clear up some frequently held misconceptions
about investment banking.

OVERVIEW OF AN INVESTMENT BANK

Let’s start with the basics. An investment bank is an institution that provides
financial advice and raises money for three main sets of clients: companies,
governments, and wealthy individuals.

However, the large investment banks of the world, the firms like
Goldman Sachs and Morgan Stanley, do a lot more than just advise and
raise money for their clients. In other words, they do much more than just
investment banking. For example, they have departments that sell and trade
various securities, provide research to institutions and individuals about
such securities, manage the investments of institutions and wealthy indi-
viduals, and trade the bank’s own capital.

Following is a brief list of the many of the significant functions and/or
divisions of a typical large investment bank. These functional areas are
considered to be part of the institution’s front office. Loosely speaking,
that means that they are client-facing and typically revenue-generating
parts of the firm. Investment banks also have substantial middle-office and
back-office roles. Middle-office areas of the bank encompass such things
as risk management and treasury management, whereas back-office roles
include operations and information technology (IT).

Key front-office functions include:

® Investment banking.
m Sales and trading.

® Proprietary trading.
® Research.

® Asset management.

® Private banking.
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As you may be aware, not every investment bank is large, and not eve-
ry investment bank provides all of these types of financial services. Some
investment banks indeed only do investment banking, and not trading or
research or asset management. We will discuss the different types of invest-
ment banks later in this chapter.

Moreover, even the large investment banks may be just one division of a
larger financial institution. Some firms provide not only investment banking
services to companies but also commercial banking services. Such services
typically include bank lending, money market savings accounts, and cash
management. A firm that contains both an investment bank and commercial
bank is often referred to as a universal bank. And even universal banks may
be just a small part of a larger retail bank with a retail branch network that
offers banking services to individuals, including checking and savings ac-
counts, credit cards, and mortgages.

Key Divisions of an Investment Bank

As mentioned earlier, large investment banks do many different things. This
section includes a brief description of these divisions or functional areas,
and a short discussion of the lifestyle of the types of finance professionals
who work there.

Keep in mind that the various divisions of banks are often structured
differently from one another, and banks frequently have different names
(and sometimes acronyms) for the same functions. An example of such a
difference is private banking, which might fall under the umbrella of asset
management at some firms and be an independent division at others. Some
more poorly run banks even go through the exercise of restructuring their
divisions every few years.

Investment Banking Given that the remainder of this chapter is about the
investment banking division, we will keep this section very short. Invest-
ment banking is the division within an investment bank that advises compa-
nies, sometimes governments, and occasionally wealthy individuals on two
things:

1. Executing large financial transactions such as an acquisition, sale, or
divestiture.

2. Raising substantial amounts of money both privately and publicly
through the debt or equity markets.

Within a larger financial institution, the investment banking division is
sometimes abbreviated IBD, or referred to as corporate finance or advisory.
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There are also plenty of standalone firms that only do investment banking.
From this point on in the book, when we use the term “investment bank-
ing,” we are speaking specifically of this functional area or division.

Sales and Trading Sales and trading is the division within the investment
bank that, as its name indicates, sells and trades various securities and finan-
cial instruments. The sales and trading division is often abbreviated S&T
and is sometimes referred to as capital markets or just markets.

The sales and trading division earns revenue through trading commis-
sions and trading profits. By being both a buyer and seller of securities,
it also provides liquidity to the marketplace, often referred to as market
making. Over the past decade or so, a large focus of the sales and trading
division has also been on inventing and structuring complex financial prod-
ucts (derivatives) such as interest rate swaps, collateralized debt obligations
(CDOs) and credit default swaps (CDSs).

Examples of securities and financial instruments that are sold and
traded by this division include:

m Equities (i.e., stocks).

® Fixed income securities (i.e., government and corporate bonds).
= Currencies.

= Commodities.

® Derivatives.

Professionals who are employed in this division work on what is
known as the trading floor, an often-cavernous room taking up entire
physical floors of the buildings that house financial institutions. The trad-
ing floor is segregated by financial product into what are known as desks.
Individuals sit on a desk depending on what financial product they sell or
trade. For example, a trader might sit on an equity derivatives desk or a
convertible bonds desk.

Each desk typically has three types of personnel: institutional salespeo-
ple, traders, and sales traders. Salespeople suggest trading ideas and take
trading orders from clients. These clients include institutional investors such
as hedge funds and other asset managers. Traders then execute those trades.
Sales traders act as intermediaries between the sales people and the traders.

Over the past several decades, the sales and trading division has become
the largest front-office division of a typical large investment bank, both in
terms of headcount and revenue. However, at most firms, this division has
shrunk significantly over the past several years as trading revenue has de-
clined, as more trading has become automated, and as products that were
once considered complex have become standardized and “plain vanilla.”
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These trends have had a negative impact on recruiting, especially among
undergraduates and MBA students.

The sales and trading division of investment banks have placed a large
focus on increasing revenue and profits by inventing highly complex finan-
cial instruments that are not standardized and cannot be traded on an ex-
change. However, the hiring needs to structure and trade these kinds of
products have focused on those with highly quantitative skills such as PhDs
in the hard sciences, mathematics, and finance.

In general, sales and trading tend to attract individuals who are inter-
ested in the markets, have aggressive personalities, and handle stress well.
The trading floor tends to be a male-dominated, fraternity-like atmosphere.
Women are underrepresented, even by the standards of the finance industry.
The lifestyle is intense during market hours, with traders and salespeople
glued to their multiple computer monitors and phones. However, compared
with investment banking, there is much more predictability to the hours.
Plus, traders rarely work nights or weekends, the exception being salespeo-
ple who entertain clients. Compensation in sales and trading can be very
high, even at relatively junior levels, though the compensation can be very
volatile as market conditions change. Exit opportunities from sales and
trading are generally limited to doing similar work at a hedge fund or other
asset manager.

Proprietary Trading One of the greatest sources of profits for some of the
large investment banks over the past decade has been from trading securi-
ties with the firm’s own capital, as opposed to trading on behalf of a client.
This activity is known as proprietary trading, or prop trading for short. Es-
sentially, proprietary trading is like an internal hedge fund within the sales
and trading division. However, recently regulators have tried to put a stop
to proprietary trading, arguing that it is too risky of an activity for regulated
banks. It remains to be seen how successful regulators will be in curtailing
proprietary trading since it is difficult for regulators to distinguish between
trades made on behalf of a client and trades that are not.

Sell-Side Research Sell-side research departments produce the fundamental
research and analysis of industries, companies, economies, and related se-
curities such as stocks, bonds, and currencies. The largest division within
the research department is typically equity research, where analysts are re-
sponsible for covering the stocks of companies within a specific industry.
Research analysts produce reports with detailed analysis, earnings forecasts,
and commentary about the companies that they cover. They also often is-
sue buy and sell recommendations, and come out with price targets on the
stocks of those companies.
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Research departments have two main sets of clients: internal and exter-
nal. Internal clients are those that are within the bank, such as the equity
sales and trading department. External clients are those that are outside of
the bank, namely institutional investors such as hedge funds, pension funds,
and mutual fund companies. Individual investors are also considered to be
external clients.

Historically, many research analysts acted as investment bankers, help-
ing to market their firm’s mergers and acquisitions (M&A) and capital
raising services to senior management of the companies that they covered.
However, after the dot-com bust of the early 2000s, regulators tried to put
an end to that practice, citing the inherent conflict of interest between inde-
pendent research and investment banking. This has resulted in shrinkage of
the equity research departments at most large investment banks and gener-
ally lower compensation for research analysts. Now that analysts cannot
act as investment bankers, research is thought of as more of a cost center
than a revenue generator. Research analysts are under significant pressure
to cover a great number of companies and have strong relationships with
institutional investors who will place trades with the bank, an activity that
does generate revenue.

Equity research analysts have a similar skillset to investment bank-
ers, and, in fact, some research analysts do make the switch to bank-
ing and vice versa. Like investment banking, research requires finance,
accounting, valuation, and financial modeling skills. However, research
analysts generally have more in-depth knowledge of the industry and
companies that they cover than do bankers. In addition to the reports
that research analysts publish, and the financial models underlying those
reports, analysts spend time meeting with management, attending indus-
try conferences, and meeting with and talking to institutional investors
such as hedge funds.

Equity research tends to attract individuals who like to follow the stock
market, enjoy fundamental research, and have an interest in a particular in-
dustry. The stress level is high, though not at the level of trading, and hours
are long, though not at the level of banking. However, life gets very chal-
lenging during earnings seasons, when there is intense pressure to publish
reports following each covered company’s earnings release.

Chinese Wall Before we move on from our discussion of equity research,
there is one additional topic worth mentioning: that of the Chinese Wall.
Within an investment bank, a Chinese Wall is a separation between individ-
uals who possess non-public information about a company and those who
should only have public information. The most significant of these Chinese
Walls exists between research analysts and investment bankers. For example,
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a research analyst should not know about a potential M&A deal on which
an investment banker is secretly working. The compliance departments of
investment banks take this separation very seriously and typically limit or
chaperone interaction between the research analysts and the bankers.

Asset Management and Private Banking The asset management division of an
investment bank manages and administers the assets of institutions such as
pension funds, endowments, foundations, corporations, governments, and
individuals. This division may manage investments on behalf of clients in
all sorts of financial assets, such as equities and fixed income, as well as
alternative investments such as hedge funds and private equity. Within the
asset management division there are many different types of job functions
including buy-side research (which is similar to sell-side research), portfolio
management, and risk management. Asset management is sometimes also
referred to as investment management.

The private banking department advises and manages money for high net
worth individuals, their families, and their estates. In addition to managing
money, they might help with such things as tax planning and estate planning.
Private banking is sometimes also referred to as private client services (PCS) or
private wealth management (PWM). This division may be a standalone division
of the investment bank, or it may fall under the asset management or invest-
ment management umbrella. Most large financial institutions that offer private
banking have different tiers of service, depending on the wealth of the client and
the amount of assets a client has under the firm’s management.

As with equity research, individuals attracted to asset management tend
to enjoy following the markets and have good fundamental analysis and
valuation skills. Individuals in asset management tend to stay in asset man-
agement, though they may move from an investment bank to another type
of institution such as a hedge fund or mutual fund company.

Private banking requires very strong sales and client management skills,
in addition to a varying degree of finance knowledge. At the junior levels,
cold-calling is often required, and at the senior levels, significant entertain-
ing. Wealthy individuals are often demanding clients, and catering to them is
not always easy. Private banking is one area of the bank that tends to attract
a significant number of women.

OVERVIEW OF INVESTMENT BANKING

Now that we’ve introduced the larger entity known as the investment bank
and many of its important divisions, it is time to turn our attention specifi-
cally to investment banking, which is the focus of the remainder of the book.
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We will start with a discussion of the types of transactions that invest-
ment bankers execute for their clients, and how they market their services
and pitch for new business. Then we will cover the different types of invest-
ment banks that exist, namely the bulge bracket firms and the boutiques.
We will conclude this section by talking about the structure of the different
groups within a typical investment bank.

Types of Investment Banking Transactions

The primary role of an investment banker is to execute financial transactions
for their clients. When we talk about an investment banker advising a client,
what we really mean is a banker is advising on the execution of a transaction
or potential transaction. The most common types of transactions that bankers
execute are mergers and acquisitions, leveraged buyouts, capital raises, and re-
structuring transactions. Before bankers are hired to execute a transaction for a
client they typically have to market their services, a process known as pitching.

Mergers and Acquisitions (M&A) For a number of reasons, companies some-
times merge with or acquire other firms, or purchase divisions or assets of
other firms. For all but the smallest of deals, firms hire investment banks
to help execute these transactions. Companies also hire investment bank-
ers when they want to sell their entire company or divest divisions or large
amounts of assets. Together, these types of transactions are known as merg-
ers and acquisitions or, for short, M&A.

For an investment bank, this kind of advisory work can be segregated
into two types: sell-side M&A and buy-side M&A. Sell-side M&A refers to
the work representing a company that seeks to sell itself or a portion of its
assets. On the flip side, buy-side M&A refers to the work advising a com-
pany that seeks to buy another company or portion of a company. In any
given M&A transaction, there are typically one or more investment banks
advising each side of the deal.

We will discuss mergers and acquisitions in much greater detail in
Chapter 7.

Leveraged Buyouts (LB0S) ILeveraged buyouts (LBOs) refer to a type of trans-
action whereby a company is acquired using a substantial amount of debt to
help finance the purchase. The companies that make these types of acquisi-
tions are a special type of investment fund known as a private equity firm
or financial sponsor. Investment banks advise private equity firms on the
acquisition and help to raise the substantial amounts of funding required to
complete the transaction.

We will discuss leveraged buyouts in more significant detail in Chapter 8.
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Capital Raisings As we mentioned earlier in this chapter, one of the two pri-
mary roles of the investment banking division is to help raise money for
companies. Companies often require money for many different reasons,
such as to fund organic growth, for a product or geographic expansion, for
an acquisition, or because they have to repay existing lenders or investors.
As we will discuss in Chapter 3, there are many different types of funding
available to most companies, but nearly all types of funding can be catego-
rized as either debt or equity.

Investment bankers help companies raise debt and equity from both
the private and public markets. Raising capital is a highly regulated proc-
ess, especially when seeking funds through the public markets, such as
issuing traded stocks or bonds. In the United States, investment banks and
the investment bankers who work on fundraising transactions must be
licensed by regulatory agencies. Even raising money privately from banks,
hedge funds, or other accredited investors requires following regulatory
processes.

Most fundraisings, whether public or private, and whether for debt or
equity, follow a similar process. Perhaps the most talked-about of fundrais-
ing processes is when a private company issues new shares of common stock
to public investors. This is known as an initial public offering, or IPO. Many
investment banks (collectively known as the underwriters) are involved in
selling the new securities to both institutional investors and individual in-
vestors (also referred to as retail investors). However, there are typically one
or two investment banks that play the lead role in the fundraising process,
known as the bookrunner, or lead manager (or joint bookrunners/lead man-
agers, in the case of multiple investment banks).

The lead manager(s) does a substantial amount of work through the
IPO process. Key tasks include doing substantial due diligence on the com-
pany, working with the company’s management and lawyers to draft and
revise the S-1 registration statement (which becomes the prospectus), and
determining the appropriate valuation for which to issues shares. The lead
manager also organizes what is known as the road show, where manage-
ment markets the company and presents its investment case to prospective
institutional investors. The lead investment bank also helps to coordinate
with the other underwriters on the deal (the co-managers). After all of that
work, shares are allocated to investors and the stock begins trading publicly.
Generally for an IPO, the investments banks receive fees of up to 7 percent
of the amount of money raised, with the lead manager receiving the largest
share, though in recent years, IPO fees for large and high-profile IPOs, such
as GM and Facebook, have been significantly lower.

In addition to helping private firms issue new shares to the public in an
IPO (known also as a primary offering), investment banks often help public
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companies sell additional new shares to investors, which is known as a fol-
low-on offering. There is typically much less work that needs to be done in
a follow-on offering than for an IPO, and the time it takes to execute the
transaction is much shorter. Sometimes investment banks also help institu-
tional investors sell large blocks of existing public shares of a company in
what is known as a secondary offering.

When investment banks help companies raise money privately, it is typi-
cally referred to as a private placement. These types of fundraises are gener-
ally, though not always, smaller in size than a public offering. They are also
less regulated than a public offering, but the process and the work required
of the investment bank are quite similar. The investment bank must perform
due diligence and valuation, and help draft the marketing material known
as a private placement memorandum (PPM) or offering memorandum, as
well as seek out and negotiate with investors or lenders.

Restructuring When times are good, investment bankers are busy helping
companies raise money and make acquisitions. When times are bad, some-
times companies get into trouble. Companies may find themselves in the
position of not having enough funds on hand to pay the interest or principal
on their debt, or even operate their business. Or they may be in breach
of various financial requirements (known as covenants) that lenders have
placed on them. Companies in such a precarious state are referred to as be-
ing distressed. In distressed situations such as these, investment bankers are
frequently brought in to provide advice.

Just as M&A assignments can be bifurcated into two broad categories
(buy-side and sell-side), so can restructuring work be split into two type
types. In the case of restructuring, there are investment banks that advise
the distressed company, which is known as being on the debtor-side. In a
typical distressed situation, there are also investment banks hired to ad-
vise the lenders and/or investors of the company, known as being on the
creditor-side.

Debtor-side work involves representing a distressed or bankrupt com-
pany through a financial reorganization or recapitalization. Often this re-
structuring takes place under the legal protection of a bankruptcy court
(a Chapter 11 reorganization), though sometimes a restructuring transac-
tion can be effectuated without the company having to file bankruptcy (an
out-of-court restructuring). The general goal of the debtor-side adviser is to
help negotiate a reduction or elimination of the company’s debts so that the
company can be healthy when it emerges from bankruptcy or from the re-
structuring transaction. Bankers also help distressed companies raise funds
to allow them to operate while in bankruptcy (debtor-in-possession, or DIP
financing) and raise funds to allow them to operate upon emerging from
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bankruptcy (exit financing). Debtor-side work also frequently involves the
sale of assets or multiple sales of assets, as in a sell-side M&A transaction.

Creditor-side involves representing the creditors (or a certain group of
creditors) of a distressed or bankrupt company to try to maximize recov-
eries to that constituent. In a large restructuring, there are often multiple
classes of creditors, each represented by a different investment bank.

Generally restructuring work is very interesting, given the legal back-
drop of the bankruptcy laws. Transactions are also often contentious given
the highly sophisticated parties involved (i.e., distressed hedge funds) and
the fact that these parties are fighting over a zero-sum pool of money (the
value of which is typically declining the longer the company is distressed or
in bankruptcy). Much of the work involved is similar to that in M&A and
fundraising processes, involving due diligence, valuation, modeling, and the
creation of marketing materials and other presentations. However, timeta-
bles are often much quicker than in healthy transactions, and the technical
work of junior bankers such as valuation often plays a key role in determin-
ing recoveries to the various creditor classes.

Unlike M&A and capital raises for healthy companies, for which ad-
visory work is generally dominated by the larger investment banks, most
restructuring work is done by smaller, boutique banks. This is due to the fact
that large institutions often have conflicts of interest in distressed situations
because they had a role in previously raising funds for the now-distressed
company. Moreover, given the contentious nature of most restructuring
transactions, large banks are reluctant to negotiate against the interests of
some of their best clients, namely hedge funds and large institutional in-
vestors that typically make up a sizable portion of a distressed company’s
bondholders or other class of lenders. Lastly, keep in mind that within the
small community of investment banks that do have restructuring practices,
some firms focus primarily on either debtor-side or creditor-side roles, and
some firms will perform both functions (though obviously not on the same
transaction).

Pitching

While investment banks get paid for executing transactions for clients,
bankers spend much of their time marketing their firm’s services to prospec-
tive clients. This marketing activity is known as pitching. In fact, in nearly
all circumstances, before a bank is hired to execute a particular transaction,
it will have pitched for the business first.

Broadly speaking, there are three different types of pitches. The first
type of pitch is an introductory pitch, when the investment bank or a
particular senior investment banker meets a new prospective client for the
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first time. In this type of pitch, the bankers are there to introduce the firm
and the firm’s services to the company, and to learn about the company
and its anticipated need for future investment banking services. The goal
of such a pitch is to begin a relationship with the company that will ulti-
mately result in the bank being hired to execute one or more transactions
down the round.

The second kind of pitch is what we will call an untargeted pitch. In
an untargeted pitch, bankers will present a variety of different investment
banking “ideas” to a client, such as possible acquisition targets. The bank-
ers will also frequently use this opportunity to provide management with
an update on current market conditions. These types of pitches are used
by bankers to get in front of senior management periodically, sometimes as
often as every month for large companies that execute lots of transactions
and are frequently in the market for investment banking services. The goal
of this kind of pitch is to continue to foster a relationship with the company
and to demonstrate helpfulness so that when the client is ready to hire a
bank to execute a transaction, the investment bank is considered. It is unu-
sual for the “ideas” presented in these kinds of pitches to result in actionable
transactions.

The third kind of pitch is a targeted pitch, where investment bankers
meet with the management of a potential client to talk about one or more
specific transactions. Frequently, this kind of meeting is initiated not by
the investment banker but by the company. This is the case when the com-
pany is contemplating a transaction and wants to hire an investment bank
to help execute it. Often the company will invite a number of investment
banks to pitch for the business in what is commonly referred to as a bake-
off or beauty contest. Occasionally, such contests will go through multiple
rounds of pitching, something that is difficult for bankers because, in each
round, they will have to come up with additional material to present to
management.

Pitchbooks In nearly every single meeting in which bankers pitch clients,
junior investment bankers assigned to the pitch will create what is known
as a pitchbook. A pitchbook is a PowerPoint presentation that gets printed
in color, bound with a fancy cover, and presented to potential clients in the
actual pitch meeting. Enormous work often goes into the process of creating
these pitchbooks. In fact, junior bankers can routinely expect to spend half
of their time or more working on pitchbooks, as opposed to working on live
transactions.

A typical pitchbook contains a number of different sections. One of the
first tasks of the deal team assigned to a new pitch is to decide what sec-
tions should be in the pitchbook. The list of sections is also often referred
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to as the pitchbook’s table of contents, or TOC. Pitchbooks can run from
a couple dozen pages to a hundred pages or more, the length of which will
often vary, depending on the type of pitch but also on the senior investment
banker running the pitch. Some senior bankers are notorious for demanding
“fat pitchbooks.” Many junior bankers believe there is an inverse relation-
ship that exists between the size of the pitchbook and the quality of the
senior banker.

Following are examples of some of the key sections contained in a typi-
cal investment banking pitchbook.

Credentials and Experience The goal of the credentials and experience
section is to impress a prospective client with the vast experience and
range of services that the investment bank can offer. In addition to pro-
viding an overview of the firm, this section will highlight the bank’s (or
group’s) experience working with similar types of companies and/or ex-
ecuting similar types of transactions. For example, a pitchbook created
for a sell-side M&A pitch will naturally highlight the firm’s vast experi-
ence executing sale transactions. This section contains little analysis and
is mostly boilerplate material that is periodically updated. Usually each
group within the investment bank has its own set of materials for this
section. In an introductory type of pitch, this section might be the only
one contained in the pitchbook, whereas if the bank is pitching a client
it knows well, this section may be relegated to the back of the pitchbook
in an appendix.

The credentials section will typically include a grid of “tombstones”
highlighting relevant deals with which the bank has been involved. It may
also include one or more case studies, containing more detailed information
about a previous transaction and its successful outcome.

League Tables One additional set of information nearly always contained
in the credentials and experience section is known as the league tables.
League tables are rankings of investment banks compiled by various services
and grouped by type of investment banking activity. The most commonly
used source for investment banking league tables is Thomson Reuters.

The goal of including league tables in a pitchbook is to make the invest-
ment bank appear to be the top-ranked adviser for relevant transactions.
It is often up to the junior bankers putting the pitch together to “slice and
dice” the league table data to make their employer be ranked first, or at least
in the top three, of the league tables.

As an example of this often-silly exercise, suppose a number of in-
vestment banks are pitching to provide advice to a $1 billion European
technology company that is contemplating selling itself. One bank might
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present the league tables showing that is ranked number one for all global
M&A transactions. A second firm might show being ranked number one
for European M&A transactions. A third bank might be ranked number
one for European M&A transactions in the technology sector, and a fourth
bank might show being ranked number one for European technology M&A
for deal sizes of $750-$1.25 billion (for which there might only have been
one recent deal!).

Situation Overview/Market Overview Another common section included in
pitchbooks is a situation overview, or market overview. The section might
include commentary and/or analysis about the company, its industry and
industry trends, and the company’s current positioning within its industry.
Typically, a positive spin is put on company information and recent perform-
ance so as not to offend management. This type of section might also include
information about the current M&A or financing environments, and any oth-
er relevant data that will help encourage the client to consider doing a deal.

Strategic Alternatives Even if an investment bank has been invited to pitch
regarding a specific transaction, the bank will typically include a strategic al-
ternatives section highlighting other possible transactions the company may
want to consider. Alternatives might include a sale of the company, a sale of
a division, a capital raise, or doing nothing at all. However, since bankers
only get paid for doing deals, doing nothing is usually not recommended.
Bankers will typically list the pros and cons (or advantages and disadvan-
tages) of each strategic alternative. However, as one of the unspoken rules of
investment banking, words with negative connotations like “cons” or “disad-
vantages” are not used. “Cons” become “issues,” and “disadvantages” turn
into “risks.” After all, issues can be dealt with and risks can be mitigated.

Valuation As we will discuss in Chapter 5, a valuation exercise is per-
formed for nearly all investment banking transactions. Since the majority
of pitches discuss one or more possible transactions, a section on valua-
tion is common in most pitchbooks. Generally, the pitchbook will include
a summary page showing a range of concluded values, as well as summary
pages for each of the different methodologies utilized. Sometimes the de-
tailed work supporting the summary valuation exhibits are included in an
appendix to the pitchbook.

Depending on the type of transaction being contemplated, bankers may
skew the valuation higher or lower. When pitching a sell-side assignment, the
valuation is likely to be on the aggressive side. In other words, hire us and we
will get you a top price. On the other hand, for a buy-side pitch, valuation
is more likely to be conservative. Sophisticated clients that deal frequently



Introduction to Investment Banking 15

with investment bankers understand these types of games that bankers play
and know to temper expectations accordingly. However, less sophisticated
clients can become upset when transaction value winds up being substantially
different from a banker’s initial valuation. In a pitchbook, bankers always
label valuation and other analysis as preliminary so as not be held legally or
reputationally responsible for analyses that later gets revised, or for mistakes
or inaccuracies. In addition, presentation pages containing analysis typically
have very detailed footnotes describing the sources of information that have
been used and the assumptions that have been made.

Potential Buyers/Investors/Targets A pitch for a sell-side assignment will
typically contain a list of potential buyers that the investment bankers think
might be interested in acquiring the company or assets being sold. Most of the
time this list will be segregated into two categories of buyers: strategic buyers
and financial buyers. Strategic buyers are usually companies in the same or a
related industry as the seller and would be interested in making the acquisi-
tion for “strategic” reasons. Financial buyers are typically private equity firms
that might be interested in acquiring the firm in a leveraged buyout.

Some background information is frequently included for each possible
buyer, along with some commentary specifying the rationale for the buy-
er being interested and the likelihood of success for each buyer. For some
pitchbooks, a couple of bullet points are sufficient to describe each poten-
tial buyer; other times the pitchbook will contain a slide for each buyer. If
the list is sufficiently targeted, bankers may even perform some preliminary
analysis for a transaction with each possible buyer, such as an accretion/
dilution analysis (which we will discuss in Chapter 7).

Similar to the buyer’s list contained in a sell-side M&A pitch, a list
of potential investors will be compiled for a fundraising transaction. In a
pitchbook for an untargeted buy-side pitch, this section will often contain
detailed profiles of possible acquisition targets that the company may (or,
more likely, may not) be interested in purchasing. These are usually among
the most painful types of pitches to put together for junior bankers, espe-
cially when the number of profiles reaches into the dozens.

Summary Conclusions Most pitchbooks will contain a summary or con-
clusion section detailing the investment bank’s recommendations based on
its understanding of the situation and on its preliminary analysis. Depend-
ing on the type of pitch, recommendations may include pursuing a particu-
lar transaction or using a certain financing structure.

Bios At the end of nearly every pitchbook is a section containing bios. Of
all the sections contained in the pitchbook, the bios are typically the only
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section actually read by the potential client. Bios are usually a paragraph
or two of information about each member of the team who will work
on the engagement should the investment bank be hired. The bios of the
bankers in attendance at the actual meeting are often highlighted, and bios
are typically listed in the order of each banker’s job title. However, be-
tween bankers of the same rank (especially managing directors), the order
is sometimes highly contested. It is not enjoyable for the junior investment
bankers putting the pitchbook together to get caught in the middle of such
a political squabble.

Winning the Pitch Given how much work goes into creating pitchbooks, it
would be reasonable to think that the investment bank that creates the best
pitchbook will get hired. Alas, this is rarely the case. The quality of the
pitchbook (or the analysis contained therein) rarely decides which invest-
ment bank will get hired. Since bankers typically have access to the same
information and perform the exact same types of analysis, pitchbooks from
different investment banks tend to be very similar.

For the most part, investment bankers are hired based on the quality of
their relationships with the potential client and their experience executing
similar transactions. Some large companies that frequently engage invest-
ment bankers like to spread the work around multiple banks; other com-
panies tend to stick with one investment bank for all of their transactions.
Except for very small transactions, the decision to hire a bank is almost
never based on the fees that the bank will charge. Investment banking fees
tend to be very comparable from bank to bank.

Types of Investment Banks

The universe of investment banks can be segregated into two types: bulge
bracket banks and boutiques. On one hand, this is a gross simplification of
the world, since as we will see there is a lot of diversity within the boutique
landscape. On the other hand, this is pretty much the way people who work
in the industry think.

In this section, we will describe the two different types of investment
banks, in terms of the type of work they do, the types of transactions they
execute, and the clients they advise. Later in this chapter, when we talk
about the lifestyle of a junior investment banker, we will discuss some of the
cultural differences between bulge bracket and boutique banks.

Bulge Bracket Investment Banks The term bulge bracket is used very fre-
quently within the finance community to describe a certain subset of
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investment banks. In light of that fact, it may be surprising to you to
learn that there is no technical definition of what bulge bracket means,
and there is no official list of which investment banks should indeed be
considered as members of the bulge bracket.

When we speak of the bulge bracket, we are referring to the large in-
vestment banks that (1) market to and advise the biggest clients in most, if
not all industries, and (2) execute a variety of types of large-cap investment
banking transactions. Bulge bracket banks also tend to operate globally,
having offices across the world, something that is important given the ever-
increasing number of cross-border transactions.

As of 2012, most professionals in the industry would consider the fol-
lowing investment banks to be within the bulge bracket:

® Bank of America Merrill Lynch (BAML).
® Barclays.

u Credit Suisse.

= Citigroup.

® Deutsche Bank.

® Goldman Sachs.

® J.P.Morgan.

® Morgan Stanley.

= UBS.

Keep in mind that this list is not forever static. For a variety of reasons,
over time, banks have dropped off the list and others have been added. The
most recent changes to the bulge bracket community occurred during the
tumultuous period of 2008 and 2009, with the bankruptcy of one bulge
bracket bank, Lehman Brothers (much of its U.S. investment banking assets
acquired by Barclays) and the distressed sales of two others, Bear Stearns
(acquired by J.P.Morgan) and Merrill Lynch (acquired by Bank of America).
In addition, over the past decade other large financial institutions have at-
tempted to break into the bulge bracket. HSBC tried and failed in the mid-
2000s, and Nomura has made an effort in recent years.

Boutique Investment Banks So, if you are not a bulge bracket bank then
you are a boutique investment bank. Admittedly, some of the larger fi-
nancial institutions that are not considered bulge bracket might find
this classification a touch insulting. However, within the context of our
discussion, the term boutique does not necessarily mean that a firm is
small, but that its investment banking presence and/or the type of its in-
vestment banking activity is more limited than that of the bulge bracket.
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Some boutique investment banks are actually quite large, with multiple
offices in multiple countries.
We will classify the boutique investment banks into four categories:

1. Investment banks that focus on one or more investment banking prod-
ucts (product focus).

2. Investment banks that focus on one or more industries (industry focus).

3. Investment banks that focus on smaller deal sizes and smaller clients
(middle market focus).

4. Large domestic or international financial institutions that have limited
investment banking capabilities or dealflow (bulge bracket lite).

Product Focus Some boutiques focus on advising clients on one or more
particular types of financial transactions. Some of the most prestigious
and sought-after boutiques among job seekers specialize in providing ad-
vice on mergers and acquisitions. These investment banks often compete
with the bulge brackets for M&A deals, but they do not offer their cli-
ents a full range of investment banking services. For example, boutiques
may not have the capital markets capabilities to help execute an IPO,
and they may not have the balance sheets necessary to be a lender to a
client in connection with an acquisition. For these reasons, sometimes
boutiques will pair up with a bulge bracket bank when executing a large
transaction.

Following are a few examples of boutiques that are known for having a
strong M&A focus. Note, however, that some of these firms are large and do
much more than solely provide M&A advice. Also keep in mind that M&A
is not the only type of transaction on which boutiques focus. For instance,
there are boutique banks that specialize in restructuring transactions.

® Evercore.

= Greenbhill.

= Lazard.

= Moelis.

u Perella Weinberg.

Industry Focus A second type of boutique investment bank encompasses
firms that focus not on a product like M&A, but on providing services
to clients in one or more specific industries. Some boutiques that fit this
bill specialize in smaller clients and smaller transactions. Others, like the
product-focused banks, will compete with the bulge bracket banks for
larger deals. Some industry-focused boutiques also concentrate on products
such as M&A while others provide a broader range of investment banking
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services, including executing IPOs and private placements, and have capital
markets and equity research divisions. Often industry-focused banks are
small but their senior-level bankers tend to have a high degree of industry
knowledge and strong industry relationships.

Following are three examples of well-regarded boutiques that focus on
a specific industry, with the industry in parentheses.

# Allen & Company (media).
® Qatalyst Partners (technology).
» Simmons & Company (energy).

Middle Market Focus The next category of boutique investment bank to
discuss is those firms that focus on middle market clients and middle market
transactions. Like with the term bulge bracket, there is no correct definition
of what constitutes the middle market. Most people think of the term mid-
dle market as generally referring to companies or transactions valued at less
than $500 million. However, some of the bulge bracket banks define the
middle market as starting higher—say, at $1 billion.

Many of the middle market firms offer the broad range of invest-
ment banking services and also have sales and trading, asset manage-
ment, and equity research arms. However, unlike bulge bracket banks,
which operate nationally or internationally, many of the middle market
boutiques are regionally focused. At the upper end of the middle market,
these boutiques do compete for deals with the bulge bracket banks. This
is especially the case during periods when investment banking activity
is slow, as the bulge bracket firms tend to move down market to try to
keep busy.

Several examples of middle market banks include:

u Jefferies.

= Oppenheimer.

m Piper Jaffray.

= Raymond James.
= Stifel Nicolaus.

“Bulge Bracket Lite” The final category of boutique investment bank is a
little bit harder to categorize than the product-focused, industry-focused,
and middle market shops. This last grouping encompasses large financial
institutions that do some investment banking activity but not enough to
be considered bulge bracket. For lack of a better term, we will call these
firms bulge bracket lite. These institutions are certainly not boutiques from
the standpoint of their entire operations (many are huge firms!), but their
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investment banking divisions are considered boutique because of the lim-
ited investment banking services they provide, their limited deal flow, or
their limited scope of clients.

Often, these firms pursue middle market deals where they have prior cor-
porate banking or private banking relationships. Because these firms are often
very large, with significant balance sheets, they are sometimes co-advisers on
M&A transactions or co-managers on equity raises, but they much less fre-
quently play the lead advisory role on a large deal. As we discussed in the
section on bulge bracket banks, sometimes these firms do attempt to build
their investment banking divisions, either organically or through acquisition,
and break into the bulge brackets. However, history has time and time again
shown this to be an expensive and difficult undertaking.

A few examples of large financial institutions that do a limited amount
of investment banking activity include:

= HSBC.

® Macquarie.
® Nomura.

= Wells Fargo.

Structure of the Investment Banking Division

The investment banking division of a bulge bracket bank is generally divid-
ed into two types of groups: product groups and industry groups. Industry
groups are sometimes also referred to as sector groups or coverage groups.
Some of the larger boutique banks have a similar structure, while smaller
boutiques tend to have fewer, if any, groups. At boutique banks, bankers are
more likely to be product and/or industry generalists rather than specialists.

Investment bankers in product groups typically have product expertise
and execute transactions, while bankers in industry groups do more mar-
keting of the firm’s services by building and maintaining relationships with
companies within the industry they cover. However, the division of labor be-
tween marketing and execution does vary from bank to bank. For example,
some of the bulge bracket banks do not have M&A product groups. Instead,
bankers in industry groups execute deals. It also varies firm to firm whether
junior bankers are hired directly into a group, do a rotation in different
groups, or are hired as generalists. We will talk more about group selection
from a career perspective in Chapter 9.

Product Groups The three most well-known product groups are merg-
ers and acquisitions (M&A), leveraged finance, and restructuring. These
three groups in particular are desirable by many junior investment bankers
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because they are perceived to offer more experience on live transactions,
more modeling experience, and better exit opportunities. The tradeoff is
often longer hours and a tougher lifestyle. There is a degree of truth to this
perception, though how much really depends on the particular bank, on the
level of deal flow, and on general market conditions.

Equity capital markets (ECM) and debt capital markets (DCM), which
are sometimes grouped together as capital markets, are specialized product
groups within the investment bank. In fact, they are really a hybrid group
situated between the investment banking division and the sales and trading
division. Professionals in these groups sit on or near the trading floor, rather
than near the investment bankers. However, they are technically on the in-
vestment banking side of the Chinese Wall. The ECM group helps execute
equity raises such as IPOs while the DCM group typically helps to raise
investment-grade debt for clients. These groups tend to be less analytical
than the other investment banking groups and generally offer fewer exit op-
portunities. However, the lifestyle and hours tend to be significantly better.

Following is a list of many of the product groups of a typical bulge
bracket investment bank:

® Mergers and acquisitions (M&A).
® Leveraged finance.

= Restructuring.

® Project finance/public finance.

= Equity capital markets (ECM).

m Debt capital markets (DCM).

Industry Groups  As we stated, bankers in industry groups market the bank’s
investment banking services to companies in specific industries. At the sen-
ior levels, bankers in industry groups tend to have relationships with the
senior management teams of the companies they cover. In fact one signifi-
cant advantage of industry groups over product groups is that you are more
likely to start making valuable client relationships earlier in your career.
Also keep in mind that at a bulge bracket bank, there are generally far more
investment bankers working in industry groups than are working in product
groups. Finally, it is also worth mentioning that being in an industry group
does not require an enormous amount of industry knowledge—in fact, cer-
tainly less so than working in equity research.

Some of the larger groups are sometimes further segregated into
subgroups. For example, healthcare might be divided into biotechnology,
medical devices, managed care, and pharmaceuticals, while the financial
institutions group (FIG) might be separated into asset managers, banks,
financial technology companies, and insurance.
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The last group in this list, financial sponsors, does not technically refer
to an industry like all the other groups. Bankers in a financial sponsors
group cover private equity firms that make leveraged buyouts (which we
will talk about in Chapter 8). However, since they typically operate like the
other industry groups, marketing the bank’s services and having relation-
ships with clients, they are typically classified as such.

Following is a list of many of the common industry groups to be found
in a typical bulge bracket bank:

= Consumer/retail.

= Financial institutions (FIG).

m Healthcare.

® Industrials and transportation.

= Natural resources.

= Power and utilities.

m Real estate, gaming, and lodging.

= Technology, media, and telecom (TMT).
= Financial sponsors.

THE LIFE OF AN INVESTMENT BANKER

So far in this chapter, we have talked about the institution we call an invest-
ment bank. Now it is time to turn our attention to the professionals who
work there: the investment bankers.

We will start this section with a discussion of the various job titles and
hierarchy that are mainstays of nearly all investment banks worldwide.
Next, we will talk about the actual work that investment bankers perform
on a day-to-day basis. Then we will discuss the lifestyles of both junior and
senior bankers, and the compensation structure that exists in the industry.
We will also examine some of the cultural differences that exist between
bulge bracket and boutique banks, between different geographies, and be-
tween different groups. Finally, we will wrap up this section by talking about
some of the common exit opportunities that exist for investment bankers.

Investment Banking Hierarchy

Like the military, investment banks typically have a very strict hierarchy of
job titles and career progression. From junior to senior, the career ladder or
hierarchy in a typical investment bank is as follows:

® Analyst.
= Associate.
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® Vice president (VP).
m Senior vice president (SVP) or director.
® Managing director (MD).

Some investment banks do deviate from this hierarchy a bit (e.g.,
having the senior vice president and director titles be separate positions).
Moreover, other firms, especially some of the non-U.S. banks, have the
same five-tiered structure but use different names for each position as
follows:

® Analyst.

® Associate director (AD).
® Director.

= Executive director (ED).
® Managing director (MD).

Bear Stearns, before it was acquired by J.P.Morgan, used to refer to the
second most senior position as a managing director and the most senior
position as a senior managing director, confusing job seekers and industry
professionals alike.

Finally, keep in mind that in equity research, the titles of analyst and
associate are reversed. Equity research associates are the most junior level
position, and analysts can have anywhere from several years to several dec-
ades of experience.

Regardless of the job titles used by any given investment bank, the
general job functions of each position tend to be very consistent. Over
the next few pages, we will provide an overview of each role, including
a discussion of the traits and skills that can help make one successful at
each level.

Analyst Analysts are typically men and women directly out of top under-
graduate institutions who join an investment bank for a two-year program.!

In September 2012, Goldman Sachs announced a change to their analyst program:
The firm is no longer giving two-year contracts to analysts. This is thought to be the
result of the firm tiring of analysts beginning to recruit for private equity and hedge
fund positions well within their first year of employment. Likely, this change is just a
way to keep analysts motivated for two full years, since their bonuses are no longer
essentially guaranteed. However, it remains to be seen if other investment banks will
follow Goldman’s lead and if this will indeed represent a major change to the typical
investment banking analyst program.
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Top-performing analysts are sometimes offered the chance to stay for
a third year, and the most successful analysts can be promoted after three
years to the associate level.

As analysts are the bottom rung on the investment banking ladder, they
do the vast majority of the actual work, which we will discuss later in this
chapter. Analysts are the grunts of the investment bank. They are some-
times derogatorily referred to by the higher ups as the Excel monkeys or the
widget monkeys.

What Makes a Good Analyst? If valuable real estate is due to “location,
location, location,” then a valuable analyst is because of “attitude, attitude,
attitude.” Attitude is really what separates the top-performing analysts from
the middle of the pack. Strong analysts have a proactive, can-do mindset.
They volunteer for work and they never bitch or complain. Good analysts
never have to be asked twice to do something. Great analysts never have to
be asked once to do something.

Analysts need to be smart, to be able to learn quickly, and to have strong
analytical skills. In fact, analysts tend to be the brightest rung on the invest-
ment banking ladder. Basic accounting and finance skills are obviously help-
ful and generally necessary to get through the interview process. However,
some of the best analysts that I’ve personally worked with have been liberal
arts or engineering majors, not business or finance majors.

Analysts also need to have a very strong attention to detail. It goes
without saying that they need the ability to work extremely hard and be
able to handle having little sleep. People skills and a pleasant personality
are also helpful. However, since most analysts have limited interaction with
clients, analytical skills and attitude generally trump people skills. People
skills do help you make friends internally, which, given the political na-
ture of all investment banks, can be beneficial for getting staffed on deals,
come bonus time, and for being considered for a third year and/or associate
promotion.

Associate  Associates are typically men or women recruited directly out of
top MBA programs. A handful of associates are also investment bankers
who have been promoted after having worked three years as an analyst. The
typical investment banking track is to be an associate for three and a half
years before being promoted to the next position, which is vice president.
Associates are also typically categorized into class years as in first years, sec-
ond years, and third years (or for example, class of 2012, 2013, and 2014).

The associate generally has two primary roles. The first is, along with
the analyst, to do the work. The associate’s second function is to check the
work of the analyst. The associate is directly responsible for making sure



Introduction to Investment Banking 25

that the analyst’s work is accurate, correct, and perfect. In reality, whether
the associate actually performs this second role varies. Often, checking the
analyst’s work takes the following form:

Analyst:  “I’'m finished with the analysis.”
Associate: “Is it correct?”
Analyst:  “I think so.”

Associate: “Well, check it again and don’t come back until you are
5 g y
100 percent sure it is correct.”

What Makes a Good Associate to the Firm? Many of the same traits that
make a good analyst also make a good associate, including a great attitude,
the ability to work hard, strong attention to detail, and competent finance
and accounting knowledge. Analytical skills are also important, though less
so than at the analyst level. More important to the associate is possessing
a solid communication and management skillset. The associate needs to be
able to manage the analyst as well as manage the expectations of senior
bankers. Since the associate also typically begins to have significant expo-
sure to clients, he or she needs to be able to represent the firm in a positive
manner and be generally presentable.

What Makes a Good Associate to the Analyst? The analyst works directly
for the associate. Given this strict hierarchy, what makes a good associate in
the eyes of the firm is not always the same as what makes a good associate in
the eyes of the analyst. To an analyst, a good associate is technically strong,
can answer questions, and can be a mentor and teacher. Well regarded as-
sociates take responsibility for errors, help to protect the analyst from the
wrath of the VP or MD, and can even push back at times, given unreason-
able demands.

On the other hand, there are the associates that analysts hate to work
for. These associates tend to create unneeded work, either out of ignorance or
spite. They are quick to blame analysts for mistakes and have the tendency to
throw analysts under the proverbial bus in front of senior bankers. They are
too high and mighty (or lazy) to hit the print button, constantly calling ana-
lysts to ask for things to be printed out for them. Finally, they think what they
learned in business school is correct (it usually isn’t) and refuse to consider
deferring to experienced analysts who frequently know more than they do.

Vice President (UP) The primary role of the vice president is to be to the
project manager on pitches and live transactions. Bankers generally spend
about three years as a VP, though it can vary by a year or so based on
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performance. The vice president position is the most junior of the senior
bankers, and many in the industry regard the VP as the first “real” invest-
ment banking position.

The vice president is frequently the intermediary between the senior
banker (the managing director) and the junior bankers (the analysts and
associates), and typically has the most day-to-day client contact on a deal.
The VP is also responsible for all work product, and for supervising and
directing the analysts and associates. However, the VP very rarely does any
of the actual work.

The VP typically decides the structure (i.e., the table of contents) of
presentations and pitchbooks. On live engagements, the VP is typically the
banker running the deal. The VP must manage the client, manage the senior
bankers, and manage the analysts and associates who are actually doing the
work. It is often at the VP level that bankers begin to form valuable relation-
ships with clients. Depending on the individual and also the bank, some VPs
will start to play a role in client development and marketing.

What Makes a Good Vice President to the Firm? Given that the prima-
ry role of the vice president is as a project manager, the most important
skillset of a VP is naturally someone with strong project management
skills. Specifically, the VP needs to manage three constituencies: the ana-
lysts and associates who do the actual work, the senior banker to whom
the VP reports, and the client. Managing all three is no easy task. Like
the associate but more so, the VP needs strong communication and cli-
ent skills to able to manage up and manage down. A good VP is also
someone who is beginning to develop strong relationships with the firm’s
clients.

What Makes a Good Vice President to the Analyst and Associate? Ask
many a junior banker about the vice president role and they will tell you
that VPs are often useless. VPs don’t do any of the real work (that’s not their
job anymore), they don’t yet have client relationships, and they are not all
that good at managing—or worse: VPs actually slow things down. They
demand unnecessary work in order to ingratiate themselves with senior
bankers and clients, and they are frequently guilty of excessive red-penned
comments on presentations that wind up being reversed or excised by the
more senior bankers.

It is not without reason that many a vice president has been informally
labeled by those above and below as a bag carrier or a bag-carrying VP.
That is to say, the VP’s true utility begins and ends with the task of carry-
ing to meetings and pitches the heavy bag containing the copies of printed
presentations.
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Of course, not all VPs warrant such negative association. To the ana-
lysts and associates, a good VP is efficient, does not create excessive and
unnecessary work, and does not keep the junior bankers waiting around for
no reason. Helpful vice presidents act as buffers to, and interpreters of, the
wishes and whims of senior bankers and difficult clients.

Senior Vice President (SUP)/Director Depending on a variety of considera-
tions, the senior vice president or director will either play the role of project
manager, like the vice president, or a client-development and relationship-
building role, like the managing director. The factors determining whether
the SVP/director will act more like the VP or more like the MD may include
the skills, experiences, and maturity of the individual, the structure of the in-
vestment bank, the particulars of the transaction or project, and the makeup
of the other investment bankers involved. Bankers typically spend two to
four years at the SVP or director level before being promoted to managing
director, a promotion that is often predicated on the banker demonstrating
an ability to form client relationships, to market the firm’s services, and to
successfully bring in new business.

What Makes a Good SVP/Director?  Given the dichotomy of roles, a strong
SVP/director will possess many of the skills required of a vice president and
managing director. From the firm’s perspective, the SVP or director is often
viewed as a budding managing director and is typically evaluated (and com-
pensated) accordingly.

Managing Director (MD) As the most senior-level investment banker, the role
of the managing director is mostly one of client development, especially
in the industry coverage groups. The MD is typically the banker with the
senior-level relationships with a company’s CEO, CFO, head of corporate
development, and sometimes board of directors. The MD is most frequently
responsible for spearheading marketing efforts to a set of current and/or
potential clients. On a live transaction, once the investment bank is engaged,
the MD often plays only a minor role, getting involved when difficulties
arise during the deal and for high level negotiations.

In addition to marketing, client-relationship, and deal-execution du-
ties, some MDs also have broader managerial responsibilities. Especially at
the bulge bracket banks, more senior managing directors are often tapped
to be the head (or co-head) of their particular product or industry group.
MDs that are group heads have responsibility for setting and forecasting
the group’s budget and profit and loss (P&L), making hiring and firing deci-
sions, setting compensation, and deciding on promotions. Group heads also
tend to have strong influences on the culture of their group.
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What Makes a Good Managing Director to the Firm? From the invest-
ment bank’s perspective, a good managing director (at least on the cover-
age side) is someone who brings in business—lots of business. To bring in
business, it certainly helps to have strong client relationships (most MDs
don’t) and be good at marketing and pitching (most MD’s aren’t). Develop-
ing valuable relationships takes time and often involves months or years of
meetings, pitches, and entertaining,.

The best managing directors do add real value to their clients. By
maintaining a high-level network throughout an industry, an MD can have
insight into, for example, what companies might be considering selling divi-
sions and what companies might be in acquisitive moods. A well connected
MD may even occasionally help broker a high-profile merger between two
competitors. However, in today’s oversupplied world of investment bankers
and given the short-term-focused compensation structures that exist, the
days of MDs being long-term trusted advisers to CEOs are mostly behind
us. Managing directors need to bring in revenue each and every year or risk
disappointing bonuses or worse.

What Makes a Good Managing Director to the Analyst and Associate? At
the junior levels of investment banking, getting strong deal experience is
imperative toward building one’s skillset and moving one’s career forward.
From that perspective, an MD that is effective at originating deals is obvi-
ously highly valued by analysts and associates. However, a number of other
factors contribute to make a managing director desirable (or undesirable)
to work for.

The highest-regarded MDs by junior bankers are often demanding but
also fair. They hold everyone to the same high standards, treat analysts
and associates with respect, and take an interest in junior bankers’ career
development. Effective managing directors do not overpromise to clients
and do not set unrealistic expectations. Nor do they micromanage. But
they are decisive and available to answer questions when needed. The best
managing directors also make sure to keep the team informed of high-
level discussions and the big picture, and invite junior bankers to meetings
whenever possible. The worst MDs to work for are those who forget (or
just don’t bother) to tell you that a meeting or pitch was cancelled, forc-
ing you to pull consecutive all-nighters for no reason whatsoever. Yes, this
happens.

Deal Teams Now that we have reviewed each of the various ranks within
the investment bank, let us discuss how they come together to form a
deal team. On nearly every investment banking project, whether a pitch
or live transaction, a deal team will be assigned to the engagement.



Introduction to Investment Banking 29

A typical deal team is made up of four bankers: an analyst, an associate,
a VP or SVP/director, and an SVP/director or MD. Deal teams for large
or high-profile transactions can be larger, with multiple personnel at any
given level. In some transactions, multiple deal teams may be assigned.
For example, an M&A assignment for a healthcare company might con-
sist of a deal team from the M&A group and a separate deal team from
the healthcare group.

While we always use the word “team” to describe the group working on
the project, “team” is somewhat of a misnomer. Unlike in other industries,
in investment banking the deal team is nearly perfectly hierarchical, not col-
legial. That is to say, it rarely feels like a team in the conventional sense. The
analyst reports to the associate, the associate reports to the VP, and the VP
reports to the MD. The senior bankers normally want nothing to do with
the junior bankers, so as long as the work is getting done, this chain of com-
mand is rarely broken.

The "“Work" of an Investment Banker

We have already talked about what investment bankers do in very gen-
eral terms. Investment bankers execute various types of financial trans-
actions for their firm’s clients. They also expend considerable amounts
of time and effort marketing their firm’s services to prospective clients
in the hopes of executing lots more transactions. But what exactly is
the work involved in executing transactions and pitching prospective
clients? In other words, what will you actually be doing on a daily basis
as an analyst or associate?

Broadly speaking, we can categorize the work done by junior invest-
ment bankers into four types:

1. Analysis.

2. Creating presentations and other documents.
3. Administrative tasks.

4. Recruiting and other firm-building activities.

The highly attentive reader among you may have noticed that we pref-
aced this list as the work of junior investment bankers and not all investment
bankers. Why? Because generally, only the analysts and associates actually
do the work. Once you get to the vice president level, you no longer have
to get your hands dirty. So, when we talk about the work of an investment
banker, we really mean the work of a junior investment banker. We will talk
about how senior-level bankers spend their days later in this chapter when
we discuss lifestyle.
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Analysis The first type of work performed by analysts and associates that
we will discuss is analysis. Basically, if a banker is using Microsoft Excel,
then we will consider their work to be analysis. Common examples of work
done in Excel include entering historic company data from public documents
and calculating various statistics using that data (which we will discuss in
Chapter 4), estimating the fair market value of a company or its stock (to
be covered in Chapter 5), and projecting a company’s financial statements
(discussed in Chapter 6). Other varieties of analysis include examining and
charting historical stock performance, and evaluating and sensitizing the
impact of various potential deal structures or financing arrangements.
Analysts spend a significant amount of their time using Excel, perform-
ing various types of analysis. In fact, most of this type of work is performed
by the analysts. However, associates do sometimes help, especially with the
creation of financial models. And as we discussed earlier, associates are re-
sponsible for checking and verifying all of the work done by the analysts.

Creating Presentations and Other Documents The second significant type of
work performed by junior bankers is drafting and editing presentations and
other types of documents. This type of work typically involves the use of
Microsoft PowerPoint or Microsoft Word to put together such materials.
Probably the most common examples of such documents are the pitchbooks
that are used for marketing purposes.

Various types of documents are also created by bankers for use on live
transactions. Examples include materials presented to a company’s manage-
ment or board of directors that provide the deal team’s recommendations on
strategic alternatives or financing strategies, or give updates on a particular
transaction’s process or timing. On sell-side M&A transactions and capital
raises, presentations are created to help management present important in-
formation to prospective lenders, investors, or buyers.

Junior investment bankers also create various types of Word docu-
ments, many of which are used to aid with the marketing of new securities
or the sale of a company or division. Common examples of these documents
include offering memorandums and private placement memorandums used
for equity raises, credit memorandums relating to debt financings, and teas-
ers and selling memorandums utilized on sell-side M&A assignments.

Most presentations and Word documents created by investment bankers
contain two types of content. They contain descriptive, textual information
such as company, industry, and situation overviews. This type of content is
typically in bullet form when in PowerPoint presentations and in paragraph
form when in Word documents. The second type of content is analysis. In
fact, the vast majority of the analysis performed by junior bankers gets in-
serted into presentations and other documents, at least in summary form.
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Analysts and associates often share the workload of authoring and cre-
ating documents. In situations where there are time constraints, the work is
often split up between analysts and associates. Most frequently in these cir-
cumstances, analysts do the Excel work and associates do the writing. This
makes sense since associates tend to have better writing and communication
skills and more advanced business knowledge, given their MBA degrees and
professional work experience.

While the analysts and associates create the documents, the more senior
bankers act as editors. Typically each member of the deal team from the as-
sociate on up will take out his or her red pen in turn, and make comments or
changes. As is often the frustrating case, each member of the deal team has
a tendency to contradict the edits of the previous reviewer. The most senior
banker, typically the MD, has the final say.

This editing process helps teach the junior bankers two important skills.
The first is patience. Analysts and associates are often left sitting around for
hours waiting for comments to be faxed from VPs who are traveling visiting
clients, or from MDs who are vacationing at their beach house or ski lodge.
The second skill is one that is shared with Egyptian scholars: that of trans-
lating hieroglyphics. Many an analyst has wasted hours trying to decipher
the illegible handwriting of senior bankers.

Most of the larger boutique banks and all of the bulge bracket banks
have professionals on staff (non-investment bankers) to aid with the crea-
tion of these documents and presentations. Such departments have various
names, depending on the bank, but are commonly referred to as graphics
or word processing or document presentation services. These groups do not
do analysis or writing but provide help creating graphics, charts, and tables,
and with formatting.

As we discussed earlier in this chapter in the section on pitchbooks,
most of the work product of a banker gets printed in color and bound
with fancy-looking covers for use in client meetings. The vast majority of
banks have copy centers that help with printing and binding, and at many
banks, these centers operate 24 hours a day, as does the graphics/word
processing department. However, it is ultimately the responsibility of the
junior bankers to make sure that presentations and other documents are
printed perfectly and ready in time for the meeting or the deal team’s flight.
Analysts typically examine each page of each copy, a process known as
flipping the books.

Administrative Tasks One of the analyst’s first tasks on a new engagement is
to create what is commonly known as a working group list, which is a list
of the names and contact information for everyone working on the deal,
including the investment banking team, company management, lawyers,
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accountants, and so forth. It is also the analyst’s job to keep this document
up to date for the duration of the transaction. Needless to say, creating
working group lists is not one of the more stimulating tasks required of
investment bankers, and it is for good reason that analysts sometimes refer
to themselves as glorified admins.

Creating working group lists is an example of the third type of work per-
formed by junior bankers. Other administrative tasks frequently performed
by analysts and associates include scheduling conference calls, organizing
meetings, making travel arrangements, and coordinating due diligence and
information exchanges with clients and with the investment bankers on the
other side of the deal. These kinds of tasks arise most frequently when work-
ing on live transactions, especially during the latter stages of a deal, after
most of the analytical and presentation work has been completed.

Moreover, scheduling large meetings for due diligence sessions, investor
meetings, or negotiation sessions often requires dozens of e-mails and phone
calls to ensure all parties are available, a tedious process often referred to
as herding cats. Many an associate has questioned the value of their MBA
degree, having spent hours trying to reschedule a meeting for the third or
fourth time.

Recruiting and Other Firm-Building Activities In addition to the day-to-day work
of Excel and PowerPoint, analysts and associates also spend a portion of
their time on various firm-building activities. In fact, these types of activities
are often required of investment bankers at all levels, and a banker’s level
of participation and enthusiasm is often taken into consideration in one’s
annual performance review.

The activity on which bankers typically spend the most time is recruit-
ing. Given that an investment bank’s core asset is intellectual capital (i.e.,
its bankers), firms take recruiting very seriously, and they spend signifi-
cant time and money on it. For a banker, recruiting activities involve such
things as attending receptions at undergraduate and/or graduate business
schools, meeting candidates for coffee for what are known as informational
interviews, reviewing resumes, interviewing prospective candidates, and
attending sell-day events with candidates who have received offers. Other
firm-building activities include being involved with the firm’s training of
new analysts and associates, mentoring junior bankers, and participating on
various committees.

The Lifestyle of an Investment Banker

There is no such thing as work-life balance in investment banking. As an
investment banker your life is work. To be an investment banker requires
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significant sacrifice, whether those sacrifices are sleep or health, or friendships
or family, or hobbies or holidays. Of course, those costs must have some
benefits, too. Otherwise being an investment banker wouldn’t be the sought-
after job that it is. Those benefits include a level of compensation unusual
to most jobs inside or outside of the finance world, as well as a foundation
and skillset that can lead to careers even more sought-after than investment
banking.

In this section, we will talk about the culture of an investment bank
and what the lifestyle is like for both junior and senior bankers. We will
also discuss what kind of people and personalities tend to do well in this
industry.

Investment Banking Culture  Shortly, we will discuss the work hours and life-
style of a typical investment banker at both the junior and senior levels
of banking. First, let’s turn our attention to the culture of an investment
bank. In reality, culture is a tricky thing to describe. You really have to
live it to truly understand and appreciate it, but I’ll give it my best shot
at describing what the investment banking culture is really like. As you
read this section, keep in mind something that is probably obvious to you:
Culture and lifestyle are very much related, since the culture of an institu-
tion will often play a large role in dictating the lifestyle of the professionals
who work there.

I think that there are four key points you need to know to try to com-
prehend the culture of investment banking:

1. Junior bankers are commodities.
2. Only the work matters.

3. The firm owns you.

4. Everything you do is life or death.

Junior Bankers Are Commodities The first thing to understand is that jun-
ior investment bankers are treated like commodities. Being a commodity
means that you are easily replaceable, and replaceable you are. You will
frequently be reminded that there are hundreds of undergraduates or MBA
students who would die to be in your position.

You are replaceable because of the nature of the work. It is not very
hard intellectually, and it requires little thought and virtually no creativity.
In other words, as long as you are smart enough, have a great attitude, and
are capable of putting in the requisite hours, you can be an analyst or associ-
ate. Moreover, you are there to do the work assigned to you, not to come up
with brilliant ideas. Junior bankers, and especially analysts, are supposed to
be seen but not heard.
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Since you are replaceable, you can be worked until you burn out. This is
especially true for analysts, who are typically employees for only two years,
anyway. Even junior bankers who do manage to differentiate themselves
positively, so-called rock stars, wind up being worked even harder since
senior bankers always want them on their team. This culture helps result in
the “sweatshop mentality” investment banking is famous for, and the hours
and work schedule (which we will discuss in the next section).

Only the Work Matters The next thing about investment banking culture
to understand is that only the work matters, which is another way of saying
that the ends justify the means. From a senior banker’s perspective, as long
as the work gets done and gets done correctly, that the analyst hasn’t slept
in two days or that the associate had to cancel a spouse’s birthday dinner
is inconsequential. This attitude is exacerbated by the fact that a managing
director rarely interacts with the analysts and associates. There is almost
always one or more layers of bankers, such as a VP, in between.

A secondary consequence is that a junior banker’s career development
also takes a backseat. As a junior banker, you are there to do work, not to
learn. Senior bankers do not typically have the time or inclination to be
mentors or to answer questions. It is simply not a high priority for them.

The Firm Owns You Many an analyst has referred to their lives as one
of indentured servitude. It is understood that when you become a junior
investment banker that your life now belongs to the firm. Any free time that
you do have away from the office is because the firm allowed you to have
it. An analyst going home at only 10 pM? A gift from her associate. An as-
sociate being able to attend a friend’s out-of-town wedding? The result of a
magnanimous VP.

Everything You Do Is Life or Death The final thing point I want to make
about the investment banking culture is that, as a junior banker, you are
made to feel like that with everything you do, your life, and indeed the fate
of the world, is on the line. Typo in an e-mail? Mistake in a model? Didn’t
finish your assignment? Your life is over. The world will end.

The result is twofold. First, an enormous amount of stress is embedded
in every task and in every interaction you have with your superiors. Even
a simple chore like sending an e-mail becomes an exercise in fear. It is not
uncommon for grown men and women to break down crying at times from
a combination of this stress and the lack of sleep.

Second, since the bar is set at perfection for everything that you do,
there is really no way to exceed it, only to fall short. Do not expect pats on
the back for exceptional work. Exceptional work is expected. Do expect to
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be yelled at if you make a mistake, even if that mistake is inconsequential
to the big picture. Generally speaking, as a junior banker, you know you are
doing a good job if you are not being yelled at.

The reality is that the instant you realize that investment banking is
just a job and not a life-or-death situation, you have a hard time doing it
anymore.

The Lifestyle of a Junior Banker In case you have not figured it out already,
the life of a junior investment banker is miserable. I'm not trying to scare
you off, or to be provocative or overly dramatic. I just want to be as honest
as possible about what you have to look forward to so that you can set ap-
propriate expectations.

There are 168 hours in a week. As an analyst at a bulge bracket banks
or well-regarded boutique, you should expect to work 90 to 100 of those
hours. A typical weekday might have you arrive at the office around
10:00 am and leave around 2:00 am. Be prepared to work Saturday and
Sunday, too. Have a big pitchbook due this week? You will probably pull
one or more all-nighters. Maybe even two in a row. For everyone’s sake,
hopefully you will have time to go home to take a quick shower and change
clothes. Sometimes you won’t. Occasionally, a workweek will be lighter, but
not by much.

Associates generally have a slightly better schedule and might aver-
age 80-90 hours per week. A typical schedule for an associate might be
weekdays from 9:00 am until perhaps 11:00 pm, and working on either
Saturday or (more likely) Sunday. Associates will sometimes also find them-
selves pulling all-nighters. The first year of an associate’s life is especially
tough, and most first-year associates work similar hours to analysts. Hours
in the second and third years do tend to improve a bit.

While we are on the subject of hours, a few additional things are worth
mentioning. The first is that even if you are in the office for those 16-hour
days, you are not necessarily always doing actual work that entire time.
Sometimes you will be cranking on a model or presentation for literally days
on end, but often a fair amount of time is spent waiting around for com-
ments from your senior bankers or for information from your client. If you
are lucky, you might even have the chance to duck out of the office to go the
gym or grab a quick coffee with your compatriots.

Investment banking also tends to have a pretty strong face-time com-
ponent. That is to say, even if you do not have work to do, you are pretty
much required to be in the office the same hours as the other analysts or as-
sociates. You need to look busy. Consistently leaving early or disappearing
for extended periods of time during the day is a quick way to find yourself
staffed on a new project or to be given extraneous work on a current project
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by your associate or VP as punishment. When market conditions are tough,
deal flow is soft, and layoffs are a risk, face time is even more important.

The third thing to note regarding hours is that, especially among ana-
lysts, there does tend to be a degree of competitiveness over who works
the most hours, with all-nighters earning a special badge of honor. This
tendency naturally results in some exaggeration of how many hours people
say they work.

Believe it or not, most analysts and associates quickly become accli-
mated to working these kind of hours. You tend to surprise yourself by how
productive you can still be with only a few hours of sleep. Somehow models
get built and pitchbooks get created even when you are too tired to speak
coherent thoughts—though, not surprisingly in these instances, the quality
of your work product often suffers.

Nearly all junior bankers will agree that the long hours themselves do
not actually represent the worst thing about the investment banking life-
style. The worst thing is the total lack of control you have over your life.
As an analyst or associate, you could be assigned a new project or given a
new task at a moment’s notice. You are completely tied to the office and are
expected to be reachable at all times day and night, including weekends and
holidays. Even in the infrequent instances when you are able to take a vaca-
tion, you will still be checking in to the office and expected to be working.

This lack of control makes it extremely difficult to schedule time to see
friends and family, to date, and to generally make any plans whatsoever.
For a typical new analyst or associate, the first few months on the job will
be those of consistently canceling dinner plans, weekend plans, and even
vacations at the last minute. You will miss birthday parties, weddings, and
even funerals. The hours and minutes leading up to the evening, especially
on a Friday, are fraught with anxiety, with bankers praying that their phone
doesn’t ring. For most junior bankers, after a few months, the combination
of this apprehension and the fatigue of having to apologize over and over to
friends and family are too much to take. Most analysts and associates stop
making advanced plans altogether.

The upshot of not ever leaving the office and not being able to make
plans is that you tend to lose touch with your classmates from school and
other friends because you just do not have time to see them. Few people
outside of investment banking really understand your lifestyle, including
girlfriends/boyfriends and spouses. So for better or worse, most of your
friends will be fellow bankers. You don’t have to apologize to them when
you cancel on them. They will understand.

Within the firm, analysts do typically find some camaraderie among
their fellow analysts. On most days, groups of analysts will take a short
break from work in the evening to eat dinner together in a conference room.
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It is an opportunity to relax, share some firm gossip, and complain about
life. Since analysts will likely be at the office late anyway, a few minutes
spent socializing are worth it. This is less true for associates, however. As-
sociates more often have boyfriends or girlfriends or spouses, and prefer to
eat at their desks while working so they can get home as early as possible.
Finally, it is worth mentioning that at both the analyst and associate
level, the first six to nine months are especially difficult, since you tend to be
clueless about what you are doing and add little value to the deal team. You
are constantly scared of making mistakes but also scared to ask questions.
It generally takes about two years before you really feel comfortable. This
is one of the reasons why analysts who stay for a third year are so valuable.
Not only have they built up their knowledge base, but they often act as men-
tors to the first-year analysts and sometimes even the first-year associates.

Travel Before we move on to talk about the lifestyle of senior bankers, let
us discuss one last aspect of a junior banker’s work life: travel. The major-
ity of a junior banker’s time will be spent in the office. However, sometimes
analysts and especially associates will be invited to travel to go to pitches
and other meetings. In fact, going to meetings can occasionally be a reward
for good work.

On the other hand, junior bankers may have a significant opportunity
to travel when they are working on live deals. For example, during the early
stages of a sell-side M& A transaction, the analysts and associates will often
spend a significant amount of time at the client’s headquarters doing due
diligence and gathering information. Later in the transaction, junior bankers
may continue to travel to the client’s headquarters to babysit management
presentations and to accompany prospective buyers and their bankers on
due diligence trips and site visits. If you are lucky, you may even get to fly on
your client’s private jet—a definite perk!

Other than racking up frequent-flier miles and hotel points, there are at
least three things that junior bankers like about traveling. The first is that
you usually don’t get staffed on a new project when you are on the road.
Second, traveling is a respite from the daily grind of the office. The third
benefit is that you might actually get a chance to catch up on some much-
needed sleep on the plane. Just pray that you are not sitting next to your
MD on the plane, as he or she, reading your presentation for the first time,
points out every single typo.

The Lifestyle of a Senior Banker At the vice president level, the hours start to
improve significantly. At bulge bracket banks, VPs might work 60-80 hour
weeks on average. However, even more importantly, VPs start to have much
more control over their lives. They can make dinner plans during the week,
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go away for a weekend, and even take an occasional week-long vacation.
If they have to work weekends or late nights, which they often do, VPs can
usually do so from home. And since VPs are usually the project managers
on a deal or pitch, they frequently get to select the time of internal meetings
and conference calls.

On the flip side, there is a lot of pressure on VPs to show that they are
adding value, especially since the average vice president is not actually do-
ing the work and does not yet have strong industry and client relationships.
Especially insecure VPs tend to require analysts and associates to do a lot of
unnecessary work and analysis in order to try to ingratiate themselves with
both managing directors and clients.

The work of a vice president, as project manager, is to set the direction
for presentations and analysis, to make edits, and to be the point person
to the client or opposing investment bank on a deal. At many investment
banks, some VPs also act as the staffer or resource manager, with the job of
assigning projects analysts and associates.

The role of the staffer is a thankless one. Junior bankers hate you for
assigning them to a new project at 5:00 p™ on a Friday. Senior bankers hate
you for assigning a weaker analyst or brand-new associate to their transac-
tion. Moreover, the staffer must always be reachable, as new pitches or deals
can come in at any time, day or night, weekday or weekend. Luckily, most
investment banks allow the staffer to cut down on (or even eliminate) the
amount of deals he or she is expected to work on while playing this role, and
rotate the job of staffer once a year.

Compared with the rest of the investment banking hierarchy, managing
directors have a much more normal work schedule, at least when they are not
traveling. MDs tend to come in early in the morning (often between 7:00 am
and 9:00 am) and leave relatively early, by banking standards (between
6:00 pm and 7:00 rm). However, MDs are often on the road visiting clients
and prospective clients, traveling on average perhaps three out of every five
days. When they are in the office, MDs tend to spend a lot of time on the
phone and in meetings. They also often participate in various managerial du-
ties, such as being a part of recruiting and compensation committees.

While the hours of a managing director aren’t too bad aside from the trav-
el, the lifestyle of an MD is not an easy one. MDs are under intense pressure to
pitch clients and bring in deals, year after year. Given the amount of money in-
volved, there are often internal politics at play, with MDs fighting over clients,
over credit for deals, over compensation, and over resources for their staff or
group. This is especially true when market conditions are difficult.

The People  Now let’s turn our attention to the types of people that are both
attracted to and excel at investment banking careers.
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Analysts  Analysts tend to be smart and tend to be very high achievers.
Most analysts come in to investment banking having worked exceptionally
hard in school to get very high grades and have filled their free time with
extracurricular activities and internships. This makes sense, since working
hard and being able to juggle many things at once while excelling in all are
the same traits that make a strong analyst.

With regard to personality, there is generally more diversity among ana-
lysts than among any of the other more senior positions of banking. Some
analysts are more personable and outgoing, some more shy and reserved.
Some are nerdy and analytical, and some are very social and gregarious. As
long as you are not at the extreme of personality and are willing to work
hard, you can do well as an analyst. Having said that, among the very top-
rated analysts, there is probably a bias for those who have more sociable
qualities.

Even though most analyst have Type A personalities and are high
achievers, within an analyst class there tends to be much more camaraderie
than competition. Since analysts rarely work together on the same project or
deal, there isn’t much reason to be competitive. And even given the fact that
analysts are ranked against each other each year, the tough lifestyle of bank-
ing and the sheer number of hours they spend together in the office tend to
bring them together. Of course, in nearly every analyst (and associate) class,
there is always the one outlier who is cutthroat and political.

Associates—MDs At the associate level, individuals in investment banking
tend to be more homogeneous. They are still smart and high-achieving but
generally somewhat less so than the analysts. Whereas analysts are typically
bankers for only two years, associates are viewed as people who could be
MDs someday. Therefore, they tend to have better social and communica-
tion skills than analysts, traits they will need to move forward on the track
toward being a senior-level banker.

Most senior investment bankers are assholes.> As we discussed earlier,
the culture inherent to the industry is one in which you have to be willing to
treat other people poorly, especially the junior staff. There is simply no other
way to get all of the work done under the time frames and circumstances re-
quired by clients and transactions alike. Moreover, as a senior-level banker
you need to have the sharp elbows and ruthlessness necessary to win at
the political games that your compensation and career advancement will
require.

Associates attracted to investment banking as a long-term career tend
to possess many of these personality traits, but these kinds of traits are also

2Yes, asshole is the technical term.
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reinforced and further developed as associates become more senior invest-
ment bankers.

In addition, senior investment bankers and aspiring senior bankers
also must share a love of money. As we will discuss when we get to
compensation later in this chapter, there is simply no other reason to
put up with the long-term sacrifices required of banking other than for
the compensation. For a typical banker, this pursuit of money and all
things related will have a much higher priority than most other things.
In other words, if you are not interested in talking about fancy cars,
exotic vacations, expensive clothes, and trophy wives, it is best to avoid
inviting investment bankers to your next cocktail party. And of course,
the arrogance and self-importance that often accompany high levels of
compensation in any industry, tend to reinforce the view of bankers as
“difficult” people.

Lifestyle and Culture Differences For the most part, banking is banking. In
other words, regardless of the type of investment bank, the location of the
office, or the particular group, you should expect the work to be similar, and
the lifestyle and the culture to be similar. However, there are some relatively
minor differences between different banks and different groups. (Note that
we will return to this subject in Chapter 9 when we discuss how to choose
between multiple job offers.)

Differences among the Bulge Bracket Banks There are very few differences
between the culture and lifestyle of the various bulge bracket banks. This is
reinforced by the fact that senior bankers tend to switch banks with some
frequency, thus stirring up the cultural pot. In fact, there is considerable
more variability between the various groups within a bank than among the
large banks. That the bulge bracket banks are difficult to differentiate actu-
ally presents a challenge when recruiting and interviewing, which we will
discuss in Chapter 9.

The one outlier amongst the bulge bracket is Goldman Sachs. Different
from the other large financial institutions, Goldman does have its own
unique and very strong culture. Since entire books have been written about
the firm, its history, and its culture, we can only scratch the surface. Briefly,
the culture is one of the firm first and the individual second. This is the
opposite of most other investment banks, where individuality is the rule
and loyalty is virtually nonexistent. Goldman invests more in its recruiting
process to ensure its employees are the right fit for the firm, and it invests
more in its training and mentoring to ensure employees continue to uphold
its values. One obvious benefit is that employees tend to have much longer
tenures than at the other bulge bracket banks.
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Differences between Bulge Bracket and Boutique Banks Many of the
name-brand boutiques have cultures that are similar to that of the bulge
brackets. There are also boutiques, often smaller firms, where the lifestyle
is considerably better (i.e., fewer work hours). There are even a handful of
boutiques where you will likely work even harder than at a bulge bracket.
One thing to keep in mind that it is much tougher to generalize about bou-
tiques given how many there are and how broad is the range of different
types. Having said that, there are some generalizations that can be made
that will hold true much of the time.

Analysts and associates at boutiques frequently have the opportunity to
take more responsibility than their bulge bracket equivalents, as deal teams
are often smaller. Junior bankers at boutiques also tend to have more inter-
action with senior bankers, as well as with clients, and are more likely to be
invited to attend pitches and meetings. There also tends to be less face time
at boutiques than at bulge bracket banks, meaning fewer wasted hours and
fewer total hours spent in the office.

Differences among Geographies Discussing the cultural and lifestyle dif-
ferences between different geographies always carries the risk of offending
people. Bankers tend to be very possessive of their home office location and
often take pride in the “toughness” of their culture and lifestyle vis-a-vis
offices in other geographies. As with boutiques, it is difficult to generalize
here, too.

Having said all that, though, generally, the life of an investment banker
is more difficult in New York than anywhere else. Even though other major
financial markets have grown enormously in recent decades, New York is
still the central hub of investment banking activity and will likely remain
so for some time. The other big international banking centers, London and
Hong Kong, come next.

In any of the major regions of the globe, offices in secondary financial
cities tend to be a bit more relaxed, and bankers tend to work fewer hours.
This is especially true of regional offices, which we often refer to as satel-
lite offices. However, there are always exceptions. In fact, not all regional
offices are truly satellite offices since some industries get covered outside of
the major financial centers. For example, an M&A banker in San Francisco
probably has a better lifestyle than an M&A banker in New York. The same
might not be true for a technology banker, given that an investment bank’s
technology group is often headed out of San Francisco.

One additional geographic difference worth mentioning is that of in-
vestment banking in emerging markets such as Latin America, Eastern
Europe, and China, Southeast Asia, and India. These areas have seen enor-
mous growth in investment banking activity over the past decade. However,
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given the less-developed capital markets in these regions, investment bank-
ing tends to be more relationship-driven and less of a commodity. The result
is that people often have the opportunity to become relationship bankers
much earlier in their careers than in regions with more mature markets. In
these markets, it is not unusual for even associates to be calling on clients
and to perform marketing activities.

Differences among Groups Once again, I preface this section with the
warning that generalizations are difficult to make and fraught with risk.
Alas, some groups, especially within bulge bracket banks do have reputa-
tions for having better or worse lifestyles. Bankers in product groups such
as M&A, leveraged finance, and restructuring, on average, probably work
more hours than bankers in industry groups. However, this will not neces-
sary hold true if there is little deal flow for that product due to market con-
ditions. For example, if the credit markets are shut down, leveraged finance
bankers will be twiddling their thumbs. Similarly, if the markets are boom-
ing and bankruptcies are few, restructuring bankers might be seen leaving
the office at 7 pm.

The same can be said for industry groups. Often the lifestyle of a partic-
ular coverage group depends mostly on the level of deal flow in that sector.
For instance, if there are a lot of deals in industrials but few in healthcare,
then the analysts and associates in the industrials group will likely be busier
and work more hours. However, group culture is also highly dependent on
the MD or MDs running that group. If the head of the group head is laid
back, face time will likely be limited. If the MDs are more typical bankers
and are aggressive about marketing and pitching, then the junior staff will
likely be working long hours, even if deal flow is light.

Lastly, recall from earlier in this chapter that both equity capital mar-
kets (ECM) and debt capital markets (DCM) tend to offer significantly bet-
ter lifestyles (and lower compensation) than most of the other groups within
investment banking.

Being a Female Investment Banker Like most areas of finance, investment bank-
ing is very much a male-dominated culture (though nowhere near as extreme
as trading). While certain groups tend to have more women (the consumer/
retail coverage group is a typical example), overall the male/female ratio is
heavily skewed male. While the industry has made progress in recent years
in recruiting and retaining women, this fact alone leads to a number of
consequences.

Given that most analysts and associate are men, it tends to be more
difficult for the women to make strong friendships and to feel a true sense
of camaraderie with their peers. Furthermore, female junior bankers are
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routinely forced to put up with the often-tasteless, inappropriate, and chau-
vinistic jokes of 22-year-old analysts (and 40-year-old managing directors).
It is also much harder for female bankers to find mentors, given the limited
number of senior female bankers at a typical investment bank.

In addition, the investment banking lifestyle presents different challenges
for women than for men. For better or worse, most societies have different
expectations for men and women when it comes to physical appearance.
The lack of time available to junior bankers to meet such basic needs as
eating healthy, exercising, and even getting one’s hair cut tends to take a
tougher toll on most women than it does on most men.

At the senior levels of banking, the differences are even more pro-
nounced. As is the case in any high-powered industry, when it comes to
having a family, the obvious sacrifices and tradeoffs that women must make
tend to dwarf those of men. Moreover, female bankers tend to miss out on
certain opportunities to build or strengthen relationships with both clients
and colleagues. As much as the finance industry likes to hide it, a fair amount
of networking and client entertaining still involves heavy consumption of
alcohol and visits to strip clubs. Finally, it is a fact of the world in which we
live, especially in certain cultures, that female bankers are often taken less
seriously by the senior management of clients.

Compensation In any industry or job, if you are going to work very long
hours in a very stressful environment then you better get paid well for your
efforts. This is certainly true for investment banking. Long-term, the chief
rationale for being an investment banker is for the money. And even though
there are a handful of other reasons to be a banker at the analyst or associ-
ate level, you still need to be highly compensated for making the sacrifices
that you are required to make. In this section, we will talk about every
banker and prospective banker’s favorite topic: compensation. Before we get
to actual figures, we need to first discuss a few things.

Compensation in investment banking is nearly always made up of two
components: a base salary and a bonus. In addition, new analysts and asso-
ciates straight out of school typically receive a signing bonus. The base sala-
ry is fixed each year and is paid throughout the year like a normal paycheck.
The bonus is completely discretionary and is paid at the end of a bank’s
fiscal year, except for analysts at most banks, who are paid their bonuses in
the middle of the year. The annual bonus typically makes up a significant
portion of a junior banker’s compensation and is often the vast majority of
a senior banker’s compensation.

Total compensation can vary significantly from year to year, depending
on market conditions. While base salaries sometimes move up or down each
year, most of the variability comes from bonuses. Recent difficult economic
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conditions have seen a number of trends in banking compensation. Total
compensation has declined since the beginning of the financial crises given
that the industry has shrunk in headcount. Individual compensation has
also declined, but less so. The percentage of compensation attributed to base
salaries has risen as regulators, especially in Europe, have made efforts to
curtail bonuses.

In addition, an increasing portion of bankers’ bonuses are being paid
in company stock or special illiquid securities, beginning at the associate
level. This reflects the desire of investment banks both to better align the
incentives of bankers and also to limit cash payments, given declining rev-
enues. Some investment banks have even put a cap on cash bonuses as little
as $150,000. Depending on the bank, the portion of one’s bonus paid in
company stock cannot be converted into cash for up to five years. A banker
typically loses the value of these shares if he or she leaves the firm before the
stock has vested.

The compensation figures that follow are merely estimates and are rep-
resentative of average compensation at bulge bracket banks in major mar-
kets such as New York. Pay in smaller geographic markets is often, though
not always, less. Some boutique banks pay at scales or even above the bulge
bracket, though most, especially middle market banks, pay somewhat less.
One final thing to keep in mind is that compensation tends to be commen-
surate with hours and lifestyle.

Both analysts and associates are grouped into classes (first-year, sec-
ond-year, and third-year), and are also ranked by performance and grouped
into tiers or buckets. The figures discussed here are generally for top-ranked
analysts and associates, which typically make up no more than 20 percent
of a class. However, there tends not to be significant variability to bonuses
in different buckets, except for poorly ranked bankers who might receive no
bonus and/or be terminated. For analysts, for example, bonuses might be
lower by around $5-10K by tier.

Analyst Compensation In 2012, compensation for the average top-ranked
first-year analyst at a bulge bracket bank included a base salary of approxi-
mately $70,000 and a bonus of $40,000-$60,000, for total compensation
of $110,000-$130,000. First-year analysts also frequently receive one-time
signing bonuses of $15,000-$20,000.

Pay for second-year analysts consisted of a base salary of $80,000 and a
bonus of $60,000 — $80,000, for total compensation of $140,000-$160,000.
Third-year analyst saw base salaries of about $90,000 and bonuses of
$80,000-$100,000, for total compensation of $170,000-$190,000. Con-
sider that few other jobs pay nearly $200,000 to 24-year-olds, three years
out of college!
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Associate Compensation Base salaries for top-ranked first-year associates
have ranged from $100,000 to $125,000 in recent years. Bonuses for first-
year associates have ranged from $75,000 to $150,000, for total compensa-
tion of $175,000-$275,000. Associates in their first half-year (often referred
to as the stub year) recruited out of business school also typically receive a
signing bonus of $40,000-$45,000.

For second- and third-year associates, base salaries generally increase
approximately $15,000-$20,000 for each year, and bonuses tend to in-
crease $50,000-$75,000 per year. Total compensation for a highly regarded
third-year associate can approach or possibly even exceed $400,000.

VP Compensation At the vice president level and above, there tends to
be much more variability of compensation than at the analyst or associ-
ate level. Bonuses can vary significantly with title, class year, and especially
performance. Base salaries at the VP level tend to start around $175,000,
with total compensation of perhaps between $400,000 and $700,000. Note
that salaries for SVP/directors will be somewhere in between those of VPs
and MDs.

MD Compensation Base salaries for managing directors have risen sig-
nificantly over recent years and often range from anywhere from $250,000
to $600,000. Bonuses for MDs are the most variable of any level of invest-
ment banker, ranging from zero (be lucky you have a job) to several million
dollars or more.

Exit Opportunities

In the previous section, we stated that the primary reason to consider in-
vestment banking as a long-term career is for the compensation. However,
over the shorter term, investment banking can often represent a bridge or
stepping-stone to another job or industry. We typically refer to these other
jobs or industries as the potential exit opportunities of investment banking.

For many investment bankers, the most desirable exit from banking is
to a career on the buy side. Investment banking is considered part of the sell
side, since bankers sell their services to clients. The buy side is when you are
the client and you make the investment decisions. When bankers speak of
moving to the buy-side, they are most frequently referring to two types of
investment firms: private equity and hedge funds.

As we will discuss in Chapter 8 when we cover leveraged buyouts, private
equity refers to firms that make control investments in companies. Bankers
are attracted to private equity partly because the compensation can be signifi-
cantly higher than investment banking, but also because it seems cool to buy
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and sell companies, to sit on boards of directors, and to be able to give advice
without having to do any of the work. Of course, the grass is sometimes
greener, and many private equity professionals work just as hard as bankers.

Hedge funds refer to firms that invest in different types of securities and
employ different strategies in the hopes of achieving high-risk adjusted re-
turns for their investors. The types of hedge funds that attract ex—investment
bankers are typically those that do fundamental analyst of companies, such
as long/short equity funds or funds that take activist roles in the companies
in which they invest. Other types of hedge funds that appeal to bankers are
special situation funds, such as those that focus on merger arbitrage or dis-
tressed companies. As with private equity, the compensation at a hedge fund
can sometimes dwarf that of investment banking.

Now, let’s discuss some of the common exit opportunities for analysts,
associates and for senior bankers. Keep in mind one very important point:
Of all the levels of investment banking, analysts have by far the most exit
opportunities. In fact, the more senior an investment banker you become,
the more limited your exit opportunities tend to be.

Analysts Probably the most common exit for analysts after their two-year
program is to private equity. In fact, historically there was a very common
track of two years as an investment banking analyst, two years as a private
equity associate, off to business school to get an MBA, and then back to
private equity at either the same firm or a different firm. In recent years,
however, the growth of hedge funds has altered this path somewhat. Many
analysts go directly to hedge funds after their two-year analyst program or
after spending two years in private equity. As opposed to private equity,
once in a hedge fund, it is somewhat less common to leave to get an MBA.

Other exit opportunities include going to work for a medium or large
company in its corporate development group. Sometimes analysts wind up
joining companies that they worked with on one or more transactions while
a banker. Some bankers leave to be an entrepreneur and start a business,
while others join their family business. It is not altogether uncommon for
certain analysts to find that they strongly dislike business and finance alto-
gether and do something totally different, like go to law school or medical
school, or become a teacher.

Finally, as we discussed earlier in this chapter, some analysts do stay on
for a third year and then get promoted to associate. A handful of bankers
also go directly to business school. Once in business school, a few typically
wind up going back into investment banking, but the vast majority do not.

Associates As we already stated in the introduction to this section, the exit
opportunities for associates are significantly more limited than they are for
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analysts. In fact, it is a very common misconception among MBA students that
investment banking at the associate level is a bridge job to private equity. It
is not. While not completely unheard of, few associates are successful making
that transaction. Hedge funds represent a somewhat higher probability but,
again, certainly less so than for analysts. More common are corporate devel-
opment jobs, entrepreneurial ventures, and family businesses. Occasionally,
associates will switch to other areas of finance, such as equity research or asset
management. And just like with analysts, many associates leave the finance
world altogether.

Senior Bankers The exit opportunities for VPs, SVPs/directors, and MDs are
more limited still. Corporate development jobs represent the most common
transition, especially going to work for a client to execute internal M&A
transactions. Occasionally, a senior banker (most likely an MD) will make the
switch into private equity. This tends only to be case if the MD has very strong
relationships in an industry and can help the private equity firm with deal flow.

Truth be told, the real exit for a senior banker is retirement. It is the goal
of many an investment banker to make a lot of money and then retire at a
young age, perhaps in his or her 40s. Retirement might mean playing golf
all day or investing one’s own money or opening a restaurant or doing any
number of other things that the person did not have time to do when hard
at work as an investment banker.

A discussion of exit opportunities for senior bankers does beg a certain
question: Once you have made it as a banker to the vice president level or
above, other than for retirement, why leave? Chances are, you have put in
the hard work and hours, and are now reaping the benefits in terms of com-
pensation. Few jobs will pay anywhere near what banking will. Of course,
many senior bankers do leave the industry—but more often than not, the
choice to leave was not theirs.

FREQUENTLY ASKED QUESTIONS

In the introduction to this chapter, we talked about the need to be knowl-
edgeable about investment banking in order to be successful at the recruit-
ing process. We also cited the importance of knowing what you are getting
into and of having realistic expectations. In my experience teaching and
mentoring prospective investment bankers, most undergraduate and MBA
students share many of the same misconceptions about the industry. In the
spirit of helping you to understand what investment banking really is, and
what being an investment banker really is like, let’s conclude this chapter by
answering some frequently asked questions.
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1. Is investment banking right for me if I love to follow and invest in
the stock market?

This is an easy one. No. The day-to-day work of an investment
banking actually has very little to do with the stock market. Yes, the
stock market has an influence on investment banking activity, and
yes, as an analyst or associate you will perform analysis that values
a company’s stock. However, if you are interested in the stock mar-
ket and investing in general, you are much better off pursuing asset
management, trading, or equity research.

2. Do investment bankers really advise companies?

We mentioned early on in this chapter that one of the alternatives
names used for the investment banking division is advisory. It would
therefore seem obvious that the answer must be yes. However, the
reality is much less clear.

In a very narrow sense, investment bankers do provide advice
on certain aspects of a transaction on such things as valuation and
financing structure. In reality, what bankers are paid by clients to
do is not to give advice but to execute transactions. In fact, it is rare
that a transaction occurs because a banker suggested it. Most of the
time, a client wants to do a deal and then hires the banker. If you are
interested in providing strategic advice to companies, you are much
better off working for a strategic consulting firm like McKinsey &
Company.

3. Will investment banking teach me about business?

Investment banking will teach you a lot about a small subset of
finance, which is in turn only a narrow aspect of business. Invest-
ment banking will not teach you much about sales or marketing or
operations or product development—topics that are usually much
more important to running or growing a business.

It is a fact of life that investment bankers, given their levels of
compensation and inherent personalities, often take the view that
finance is paramount, that companies are easy to run, and that most
CEOs are dumb. Yes, some CEOs are dumb, but running a suc-
cessful business is much harder than executing an M&A transac-
tion. Long story short, if what you really want to do is learn about
business then seek out a management trainee program at a large
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company. Rotate through different divisions. Run a factory. Become
a CEO. You can always hire a banker to execute your transactions.

4. Is the work of an investment banker challenging? Is it intellectually
challenging?

The work of a banker is challenging in certain respects. Dealing
with difficult people can be challenging. Debugging a model at
3:00 AM can be challenging. Writing a coherent industry overview
after you’ve been up for 36 hours straight can be challenging. Not
falling asleep at a pitch in front of a CEO of a Fortune 500 company
after you’ve barely slept in a week can be challenging.

Getting up the learning curve can be intellectually challenging,
especially given that the typical new analyst or associate is “thrown
into the fire” and is not given much guidance. But what you are re-
ally learning during this process is not the accounting or the finance
theory or the valuation techniques or the various deal structures.
What you are really learning is how to be an investment banker:
how to have the proper attention to detail, how to format a presen-
tation, how to craft a professional e-mail.

Once you know what you are doing, there isn’t much that most
bankers find intellectually challenging. People like to say all the
time that banking isn’t rocket science. It’s true. You will never use
more than about fourth-grade math. For junior bankers, occasion-
ally a detailed, complicated financial model can be stimulating to
build. But that’s about it. In summary, what is challenging about
investment banking is the lifestyle, not really the work itself.

5. Why don’t investment banks just hire more people and pay them less?

The answer is threefold. For one, it’s just the culture of banking to
work really hard. And if people are working really hard, being put
under a lot of stress, and making significant sacrifices, then they
need to be paid accordingly.

The second answer is that the nature of investment banking
transactions is that they are often extremely fast-paced and often
require work to be done at a moment’s notice with very quick turn-
around. The implication of that is you need a small number of peo-
ple who are intimately knowledgeable about the deal to be able to
complete the work in a timely manner. There isn’t usually time for
new people to get up to speed. Plus some of the work, like building
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financial models, cannot easily be handed back and forth from one
banker to another.

Finally, if I'm a senior banker, [ want one person that is responsi-
ble for doing the work so if something isn’t finished or isn’t correct,
I know who to yell at.

6. Is banking a work hard, play hard environment?

A lot of people who work in finance, especially in trading, refer to
their jobs as work hard, play hard. It really isn’t the case in invest-
ment banking. You may work hard, but you rarely play hard or
indeed play at all. Some analysts do get out of work at 3:00 AmM and
go to clubs. They are the exception. Most bankers just want to go
home and go to sleep.

7. Is investment banking compensation really that great?

Yes and no. Even taking into account recent trends, compensation
in investment banking is higher than nearly all other jobs available
to undergraduates and MBA students, both at the junior levels and
senior levels of banking. However, the upside is nowhere near as
high as it could be in private equity, hedge funds, or starting a busi-
ness. However, banking compensation is generally less volatile than
buy-side jobs and certainly less risky than being an entrepreneur.
The bottom line is that banking is one of the safer ways to make a
lot of money, but not an extraordinary amount of money. Though
keep in mind that given the world we live in post—economic crises,
nothing is truly safe.

8. Do all roads lead to private equity?

As an analyst at a bulge bracket bank or highly regarded boutique,
you have a very good shot at breaking into private equity. Making
the transition at the associate level or above is much more difficult.

9. Do the skills that make a good junior banker make a good senior
banker?

This is one of the perverse things about investment banking. Being
able to build a model has almost nothing to do with being good
at pitching a client. Analysts need to have a great attitude, strong
analytical skills, and the ability to put their heads down and do



Introduction to Investment Banking o1

the work. Successful MDs are persuasive and relentless salespeople
who are also good at playing politics. The skillsets are nearly com-
plete opposites.

10. Is investment banking good for society?

Does the world need investment bankers? Yes. For companies to
grow they need money, and investment bankers help raise money.
Do we need so many investment bankers chasing the same deals
and the same clients? No. Should companies really be making ac-
quisitions left and right? Probably not. Should our best and bright-
est students be investment bankers? Certainly not. Like all areas of
finance over the past two decades, investment banking grew too big
and compensation grew too high. Now both are shrinking and will
likely continue to shrink. But the industry will never go away.

So, let me answer the question another way. Are you saving
the world by being an investment banker? No, obviously not. In-
vestment banking is a job. It is like most other jobs, except that it
demands more of you and pays better. And like most other jobs,
you’re doing your tiny little part to make the world go ’round and
to put food, albeit of the gourmet variety, on the table.

11. Is investment banking worth the sacrifices?

Ah, this is the $64,000 question, isn’t it? That’s why I saved it for
last. The answer is, of course, that it depends. And what it depends
on, of course, is you. Most of the folks interested in investment
banking can be divided into three categories:

= Recruiting for an analyst position as a stepping stone to the buy side.

= Recruiting for an associate position as a stepping stone to the buy-
side or some other career.

= Considering investment banking as a long-term career.

Let us discuss the pros and cons of investment banking for each group.

Recruiting for an analyst position as a stepping stone to
the buy side

The surest way into private equity and well-regarded hedge funds is
to have been an investment banking analyst. In fact, there are very
few other routes in. So, if you are looking for a career in private
equity or hedge funds, if you want to be the next Henry Kravis or
George Soros, then recruiting for an investment banking analyst
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program out of an undergraduate institution is close to what we
call a no-brainer.

Your life for two years will be hard. But you are young, you have
lots of energy, and you probably do not have a family yet. Hence,
the sacrifices you will make are a little bit easier to swallow than
they are for others. Plus, given that most analysts only stay for two
years before moving on, there is a light at the end of the tunnel. Two
years goes by pretty quickly, even while working 100-hour weeks.
Moreover, the skills and experiences that you will receive as an ana-
lyst will be valuable for anything you wind up doing professionally
later in your career. This includes not just the finance skillset, but
the work ethic, attention to detail, and ability to deal with difficult
people.

Whether a long-term career in private equity or hedge funds is
worth it is a separate question altogether. While we will not discuss
it directly, most of the factors you should take into account when
considering a long-term career in banking (see the following sec-
tion) are similarly relevant.

Recruiting for an associate position as a stepping stone
to another career

Each year, lots of MBA students recruit for investment banking as-
sociate jobs. Some of them are interested in having a career as an
investment banker. Others view banking as a bridge to another ca-
reer, just as do prospective analysts. Then there are those that pur-
sue banking because they do not know what else to do, or they get
caught up in the prestige, or because it just seems like a cool thing
to do. If you fit into the second or third groups, you need to really
think about whether banking is worth it.

Similar to being an analyst, you will learn very valuable finance
and life skills as an associate. You should also make pretty good
money, which is especially helpful for the majority of associates
who have graduated business school with large student loans. But,
you need to understand that the exit opportunities as an associate
are much more limited than those of an analyst, especially to the
buy side. Please don’t expect to work two years as an associate and
then go and do mega-buyouts at KKR. The odds of that happening
are slim indeed.

Furthermore, unlike the analyst program, which is typically two
years in length, there is no obvious exit ramp as an associate. The
minute you decide that you want out of banking, your performance
will suffer, and you will have difficulties mustering the energy to do
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the work and put up with the hours, lifestyle, and difficult people.
It will be hard to hide your lack of motivation from peers and su-
periors alike. This can impact not only your compensation but also
your ability to get a new job.

Lastly, keep in mind that the longer that you stay in banking, the
harder it is to leave it. Not only do the exit opportunities diminish
over time, but you also get accustomed to the level of compensa-
tion, and the lifestyle and ego that the compensation affords. Few
other jobs will be able to match this.

Considering investment banking as a long-term career

Now, let’s talk about those of you who are considering being an
investment banker as a career. You need to decide what is important
to you. Long-term, the primary reason to be an investment banker
is for the money. As mentioned multiple times in this chapter, there
are few careers that pay as well as investment banking. But you
need to be willing to make many sacrifices.

Will you be able to take vacations, flying first class and staying
at the Four Seasons? Probably. Will you be able to relax by the pool
uninterrupted by conference calls? Probably not. Will you be able
to send your children to the finest private schools? Probably. Will
you be around to attend most of their soccer games and ballet recit-
als? Probably not. You get the idea.

Money is not the only consideration if you are thinking about a
career as an investment banker. You also need to like the work, the
culture, and the people. Merely being able to tolerate these things is
not enough. Finally, the most successful bankers are often what we
call deal junkies. They get satisfaction and an ego boost out of clos-
ing a deal—and then they move on to the next deal, the next client.

As for us, let’s move on to all of the knowledge and skills you
will need to be an investment banker. That is what the rest of this
book is about.






