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Okay, here’s a quiz on investment bankers.
See how many you believe are true:

(1) Investment bankers lend or invest
money directly into deals.

(2) It is not nec-
essary for investment
bankers to be licensed
as securities broker/
dealers.

(3) Most of the
value added by invest-
ment bankers occurs
prior to the agreement
in principle being ne-
gotiated. Attorneys
and accountants
handle the due dili-
gence and closing.

(4) The larger the firm, the better the
deal capability.

(5) Only investment bankers special-
izing exclusively in a given industry sector
know the space well enough to be effective.

Here are the correct answers: (1) False;
(2) False; (3) False; (4) False; (5) False.

How did you do? If you got ‘em all right,
you’re ready to be a very good client for an
investment banker.

(1) Do investment bankers invest di-
rectly? No, Merchant Bankers invest directly.
Private Equity Fund managers and Venture
Capital Fund managers invest directly. Sub-
ordinated Debt Fund managers lend directly.
Investment bankers may ALSO be merchant
bankers but most are professionals who act
as advisors.

Investment bankers, by contrast, are
agents. They are professional advisors to cli-
ents, just as attorneys and accountants are
professional advisors. In many cases, invest-
ment bankers are actually trained as attor-
neys and accountants prior to becoming
bankers.

But investment bankers, while filling a
vital role on the transaction team, differ from
attorneys and advisors in one very key as-
pect.  They are not compensated by the hour
but, by industry custom, receive a success fee
or commission upon, and only upon, success-
ful completion of the assignment.

Many investment bankers, to offset the
risk of a transaction not closing after months
of labor have been invested, will price their
services to include a retainer plus a success
fee.

The retainer accomplishes three objec-
tives from the banker’s perspective: (1) It
provides some compensation in the event
that a transaction does not ultimately close
for reasons beyond the banker’s control; (2)
It establishes a fiduciary duty to the client
and removes any legal doubt as to where loy-
alties should lie; (3) It enables the banker to
determine that a given client is fully com-
mitted to what is, at best, a long and gruel-
ing process.

(2) Must investment bankers be li-
censed? One quick and easy way to separate
those who have made rock-solid commit-
ments to the profession is to determine if
they are licensed at the state and federal lev-
els.

Any agent representing a client in a
transaction involving the sale of securities
must be licensed by the Securities and Ex-
change Commission and by each state in
which an offer to sell those securities is made.
An offer may consist of any conversation
about the transaction. Despite these reason-
ably clear cut rules, there are many firms and
representatives of firms that are not licensed.
Ask about licensing and you’ll have a good
first read on professional capability and com-
mitment.

(3) Where is the most value added?
Many would say the most important
contribution an investment banker
makes is in matching a client with a
source of funding or a buyer.

There’s no doubt that successful mar-
keting of the transaction is a key skill, but
the greatest contributions of a very good in-
vestment banker can only be appreciated af-
ter the deal appears to have been struck.
That’s when the terms initially offered must
be protected against erosion during due dili-
gence with an equally aggressive defensive
strategy by the bankers.

We estimate that 60-70 percent of our
total professional labor in a transaction is in-
vested after the deal has been initially struck.

This is counter-intuitive to most clients, es-
pecially those like once-in-a-lifetime sellers
or infrequent equity and debt solicitors.

Because bankers have that big success
fee dangling out there upon completion of
the transaction, they have the most incen-
tive of any professionals on the deal team to
complete the process as rapidly as possible.
Authorizing a banker to lead the process
helps to ensure that the issues arising along
the way will get dealt with quickly and ef-
fectively.

Good bankers, however, must know
how to work smoothly and cooperatively
with the irreplaceable skills brought by the
attorneys and accountants who are also criti-
cal members of the team. Once the key busi-
ness issues are settled in the definitive docu-
ments, the rest of the process must depend
on the lawyers for closure and the bankers
should defer to them at that point.

(4/5) Are larger firms better? Are spe-
cialists better? Yes and no. Smaller, boutique
firms can offer the advantage of a special-
ized process rather than an industry special-
ization. They also offer, for the most part,
deal teams consisting only of senior profes-
sionals, versus the larger firms’ assigning of
more junior bankers to execute the day to
day aspects of a given transaction.

The other side of the issue, however, is
that larger firms can bring more labor hours
to bear more quickly on a given assignment
if unusual speed and urgency are vital. The
larger firms may also be more likely to have
more personnel internally who are experi-
enced in multiple narrow types of transac-
tions, e.g. taking a public company private
or executing a PIPE (“Private Investment
in a Public Equity”), to name two examples.

There are many types of clients and cli-
ent needs and there are many types of in-
vestment banks to meet those needs.

Turney Stevens is Chairman of Harpeth Capi-
tal, LLC, a Nashville-based investment bank-
ing firm with MBA’s, JD’s, and CPA’s on its
staff. The firm is a licensed NASD broker/dealer
in 29 states.
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