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Larry Kramer tn conversalion
with Craig Dauchy, Gordon
Davidson, and Larry Sonsint

IDENTIFYING THE SPARK FOR WHAT IS NOW SILICON VALLEY IS
SPORT FOR SOME, BUT FOR OTHERS IT’S THE FOCUS OF SERIOUS
STUDY—WHOLE UNIVERSITY COURSES are designed to track
the origins of this engine of innovation and entrepreneurship,
perhaps hoping to capture it in a bottle. Was it Stanford
University, particularly the financial struggles in the post-
WWII period that led to patent partnerships and the Stanford
Research Institute? Or California’s employment laws that
rendered “no compete” clauses irrelevant? Or was it the geog-
raphy of the place, on the Pacific Rim, westward looking and
warm? It was likely all that and more. One thing is for sure: It
wouldn’t have happened without the inventors and the dream-
ers—and the lawyers who shaped and were shaped by Silicon
Valley, helping to launch some of the most transformative com-

paniesin theworld. And the three “goto” law firmsin “the Valley”

for entrepreneurs starting companies were and still are Cooley,

Fenwick & West, and Wilson Sonsini Goodrich &
Rosati—each as essential to the history of this place as the

inventors and dreamers.

Crawg Dauchy, JD/MBA °75

CRAIG DAUCHY GOT SOME VALUABLE ADVICE AT THE START OF
HIS CAREER. Jim Gaither, JD 64, recruited him to Cooley

LLP as a summer associate, telling Dauchy, “Look, this is a
wonderful career. You'll be able to provide counsel to grow-
ing companies and growing venture funds. They'll grow, you'll
grow, and your career will prosper.” Cooley was then a 35-

lawyer firm with one office in San Francisco but it quickly
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became a leader in the still new practice area of emerging com-
pany representation and venture fund formation. Dauchy
was soon sold on the idea. After graduation, when most of his
classmates headed to big firms in Manhattan, Chicago, and Los
Angeles, he joined the small band of lawyers at Cooley. “It was
the opportunity as a newly minted grad to work with entrepre-
neurs and venture capitalists.” And, he says, Jim was right. “It’s
been terrific. Working with lawyers like Jim and Brad Jeflries,
JD 55 (BA '53), getting involved in those very early companies
was for a young lawyer very exciting. We thought of it as cut-
ting edge and it was. And really, apart from Cooley, Wilson, and
Fenwick, there weren’t that many firms doing it.”

Now with 650 lawyers and 10 offices in key growth areas
in the U.S., as well as in Shanghai, Cooley is one of the most
respected firms in Silicon Valley. Its rise in venture capital
law began in 1958 with the formation of Draper, Gaither &
Anderson, the first West Coast venture capital partnership. And
Cooley made its mark in Silicon Valley history with its repre-
sentation of thousands of tech and healthcare companies such
as Qualcomm, NVIDIA, Gilead Sciences, Zynga, and Yelp.
Today, the prominence of Cooley in emerging company law ex-
tends far beyond California—its reach is global. And Dauchy
has indeed grown with the firm and the Valley. As head of Cool-
ey’s venture capital practice group, he has participated in the
formation of more than 200 venture capital and private equity
funds and in hundreds of venture capital financings. Counsel
to companies in diverse industries, including enterprise soft-
ware, semiconductor, digital media, Web 2.0, medical devices,
and computer hardware products, Dauchy shares his expertise
by occasionally teaching at both Stanford Law and the GSB
and through his book, 7he Entrepreneurs Guide to Busines Law.

Gordon Davidson, JD 749 (BS 70, MS °71)

WHILE NAMES LIKE HEWLETT, PACKARD, JOBS, ELLISON, GROVE,
AND OTHERS ARE ALREADY IN THE HISTORY BOOKS, few out-
side the Valley have heard of Gordy Davidson. But here, he
is legend. Davidson graduated from Stanford University in

1970 with a BS in electrical engineering followed by an MS in
electrical engineering in 1971. He worked at Stanford Research
Institute as a computer systems engineer during the summer
in between. He received his JD in 1974 and then clerked for
Judge Benjamin C. Duniway, LLB '31, on the U.S. Court of
Appeals for the Ninth Circuit. He'd also worked for a computer
startup as an engineer before and during law school and knew
he wanted to work with emerging technology companies. So in
1975 he joined a small firm with that focus, Fenwick & West.
Davidson describes himself as “boring,” married to the same
woman (a Stanford classmate) for 42 years and with the same
firm for 36. But listen to him talk about what he does—from
representing Apple in its early years to taking Oracle public
in 1986 to representing Facebook today—and it’s clear his life
is anything but boring. The firm’s client list is a who’s who of
Silicon Valley, and Davidson, its chairman since 1995, is one
of the driving forces. He loves working with the engineers and

dreamers, helping them create companies that will wrestle with

what he calls “really big problems.” And he shares that enthu-
siasm with students here at Stanford Law School when, in
his spare time, he comes to campus to teach HMergers €5 Acquis-

tions. 1t's equally clear that Davidson is just hitting his stride.

Larry Sonsinc

LARRY SONSINI HAD JUST GRADUATED FROM UC BERKELEY
SCHOOL OF LAW IN 1966 when a favorite professor‘ suggested that
he bypass San Francisco and New York and instead look to start
his career on the Peninsula where “something was happening.”
He found a position with McCloskey, Wilson and Mosher, a
small Palo Alto firm that focused on technology companies. The
salary was considerably lower than he might have earned at a
big city firm, but Sonsini soon discovered that his professor was
right—there was something happening in this place that in just
a few more years would become known as Silicon Valley. The
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semiconductor business was growing up there, with tech com-
panies blossoming around Stanford University. He stayed and
put down roots in the area, choosing to grow with it. The firm
was renamed Wilson Sonsini Goodrich & Rosati in 1978, and
Sonsini became the chairman. “We could see that there was this
niche of startup companies in the area and they required rep-
resentation specific to their needs,” says Sonsini. That insight
gave rise to a new kind of law firm focused on emerging compa-
nies, with lawyers nurturing clients from startup to initial public
offerings to M&A. Sonsini and his colleagues were among the
first “startup lawyers, " taking a chance on the creators, investing
time and wisdom in the dreamers.

Since that early start, Sonsini has helped launch thou-
sands of companies—from the 1980 IPO of Apple to Google’s
historic IPO in 2001 and Hewlett-Packard’s merger with
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Compaq Computer in 2002. The small law firm he took a
chance on as a young lawyer is now a giant in startup law;
it has represented more companies that receive venture fi-
nancing than any other U.S. law firm and advised more U.S.
companies in their public offerings than any other firm since
1998. Its business overall has scaled dramatically, with 11 of-
fices in the United States, China, and Europe, a portfolio of
clients that range from entrepreneurs to multibillion-dollar
global corporations, and a buildup in powerhouse practices
including antitrust, M&A, private equity, securities litigation,
corporate governance and ﬁnance, and intellectual property.
And today the name Larry Sonsini is synonymous with the
Valley, as much a part of this place and its history as the storied

dreamers and startup founders.

The conversation that follows was facilitated by Larry Kramer,
Richard E. Lang Professor of Law and Dean.

KRAMER: What got Silicon Valley started? I think a lot of
people ask this question, but your perspective would be

unique. Why here and nowhere else?

DAVIDSON: It's something I've thought about a lot. I think the
principle reason is Stanford University. [ was an engineering un-
dergraduate and graduate student here, and every single engineer-
ing class started with the story of the founding of Hewlett-Packard
in a garage in Palo Alto and how the Walt Disney Company be-
came its first customer when it ordered eight oscillators from HP
to use in fantasia. So, every engineering student for forty years,
probably longer, was taught to think like an entrepreneur. Obvi-
ously, Frederick Terman encouraged that. And John Hennessy
encourages that today. So Stanford has created a number of very
bright engineer/entrepreneurs willing to take risks.

I come from Boston, and I keep wondering why it didn’t hap-
pen there. The area has a lot of the same ingredients—great uni-
versities, strength in technology, and financing sources. But the

culture is more risk averse and I think entrepreneurship is all

about risk taking.

soNsINI: You know, I certainly think Stanford and the culture
at Stanford contributed greatly. But it’s a combination of many
unique factors that led to Silicon Valley, and the absence of the
symbiotic relationship of those factors elsewhere has been a
problem for many other attempts to replicate it. When I came
here out of Berkeley in 1966, it was just really beginning. But
immediately you saw combinations of some unique things.
First, you had the universities, you had Stanford, you had
Cal. You also had some great enterprises that were technology
based. Certainly, Hewlett-Packard but then Varian, Fairchild
Semiconductor, and so on—it was the breeding ground.

You also had community support that is absent in many
other areas: the ability to get building permits quickly; the rela-
tionship between education and entrepreneurialism—although
we've gota long way to go there. And you also had, reall_y, the
focus of venture capital on technology here, with Art Rock and

Tommy Davis in the early days and then Gene Kleiner and oth-
ers who followed. It’s a balance of all those factor‘s, p]us risk
taking, as Gordy indicates—a culture of entrepreneurialism
plus all those other factors needed to exist. And then you have
to overlay it, I think, with the geography, the location, with the
Pacific here, and the openness. So it’s the unique balance of
many factors found here. You try to see it in other areas—in
Austin, Raleigh-Durham-Chapel Hill, Boulder, and Boston.
However, I think it had a lot to do with not only risk taking but

the commitment here. That was something special, and it still is.

DAUCHY: I think several factors are at play here. Certainly the
ones mentioned by Larry and Gordy. In particular, the Bay
Area’s openness to new ideas and to bucking trends, with peo-
ple willing to take chances here without fear of failure. It seems
that in other parts of the country there is greater reluctance to
take risks. Northern California just isn’t like that—from the
days of the Gold Rush forward, entrepreneurship has flour-
ished. Add to that spirit the training at our great universities
and you find something very special in this part of California.

I would also mention that employment issues have aided
the Vaﬂey's development. Non-competes are not enforceable
in California, so you cannot keep an employee from walking
across the street and joining a competitor—which you can do in
Massachusetts, for example. This freedom of movement adds
to the culture of creativity in the Valley.

And, as Larry said, the culture of venture capital here has
certainly made a difference. In fact, many of the early founders
of venture capital came here from the East and were willing
to forgo Wall Street careers, the traditional path for Harvard
Business School graduates. Those early visionaries came out
West and were willing to take chances on the new technology
companies springing up here. The early success of firms like
Sutter Hill Ventures, Kleiner Perkins, Institutional Venture
Partners, and Asset Management helped create a funding en-
gine that, in turn, encouraged entrepreneurs to leave their em-

ployers and start new companies.

KRAMER: So do you think this can be replicated?
People have tried and failed.

DAVIDSON: Well, itis being replicated. Larry and Craig touched
on a really important piece, which is the venture capital financ-
ing that funded the startup pioneers here. And the focal point
for venture capital is still Sand Hill Road, with something like
sixty percent of the venture capital nationally managed from
there. But you see more venture capital being dispersed across
the country to places like Austin and outside Washington, D.C.,
Boston, Seattle, and San Diego. So, it’s gradually spreading to

other areas and other countries.

soNsINI: I think though, what's been interesting to me is that
these other areas where we saw a lot of activit_y have really slowed

in the last decade and the expansion in many of these places has

died back. We used to talk about the Research Triangle in North



“But what we find with companies that are started in other parts of the
country is that they move here. ... Silicon Valley has a critical mass of all these essential

components, so there’s a lot of talent right here.”

Carolina, we used to talk about Northern Virginia, we used to
talk about Boulder, and Denver. Even Austin has pretty much
kept a flat pace and it hasn’t expanded into Dallas or Houston.
And what's interesting is that if you look at Southern California,
which has always intrigued me—in fact we have an office in San
Diego—there is no real core there. For example, in the Great
Basin, Los Angeles, you have the entertainment industry, with
the creativity and financial structure needed for Hollywood and
some great universities are there—Caltech, USC, UCLA, Har-
vey Mudd. It certainly should and will expand, but Southern

California doesn’t have what this place has, for whatever reason.

DAUCHY: I agree that these other areas have not yet developed
like Silicon Valley, but I also think we will see continued expan-
sion beyond the Valley. After all, the Valley is a state of mind as
much as it is a geography. Look at the trends in where venture
dollars are being spent today; New York City, for example, has
steadily moved up so it is number two or number three now,
after Silicon Valley, in terms of companies attracting venture
capital dollars. And L.A. has recently surpassed San Diego
in venture capital financing dollars, as startups have started to

congregate on the Westside.

KRAMER: Speaking about the connection between educa-
tion and entrepreneurship, you said, “Although we have
a long way to go.” Can you elaborate on that a little—ex-
plore that connection and how central it is and whether

others can or cannot pick up that piece of Silicon Valley?

SONSINI: A relationship between business, the private sector,
and the disciplines at a university is very, very important for all
constituencies. I think the work that Stanford is doing in particu-
lar demonstrates how that relationship benefits education and,
at the same time, the business community. When I talk to people
from China, from Russia, from the Eastern Bloc, I see that there’s
really a big gap between what’s going on here and elsewhere.
Licensing of technologies out of a university is unheard of in

some foreign countries—yet look at what we do at Stanford.

DAUCHY: I've worked with three different universities in the
U.S. to try to get venture funds formed around technology
transfer and licensing opportunities and, in each case, the fund
did not get off the ground. The resistance of the universities,
their need to control technologies developed at their schools,
and their concerns about not participating sufficiently in big
successes all presented very real challenges. Stanford has a
smarter approach—in essence sa_ying “we'll take our cut, but
let’s be certain the technology gets a chance”—that approach
really sets Stanford apart from the others. At other universi-
ties technology licensing can get caught up in the politics of the

GORDY DAVIDSON, JD ' 74 (BS 70, MS '71)

place, with professors and technology offices that want to make
sure that they get their slice of the pie. And then you often
see university administration hovering, wanting to control the
sharing of technology. Stanford’s technology licensing office
has been more or less left alone to do its thing and look at what
has happened—Stanford has benefited economically while an
enormous number of big ideas developed here have flourished

in the marketplace.

DAVIDSON: Stanford is, by far, the most highly advanced uni-
versity in terms of licensing technology. And it’s also the easiest to
deal with, even among the other American institutions. But there
are so many other first-rate institutions that are fostering entre-
preneurship—Carnegie Mellon is a good example. Many of the
leaders of Silicon Valley are Carnegie Mellon graduates and they
are trying to foster more entrepreneurship in the Pittsburgh area.

sONSINI: And I certainly agree with that.

DAVIDSON: But what we find with companies that are started
in other parts of the country is that they move here. The infra-
structure here—the venture capital and all the other services,
not the least of which are the lawyers who are ready to help
companies get started, and the incubators, the support staﬁ‘, the
availability of software engineers—Silicon Valley has a critical
mass of all these essential components, so there’s a lot of talent
right here.

And there are a lot of role models, people who have start-
ed successful companies whom you can reach out and talk to
through connections of a degree or two of separation. They’re
iconic and theyre inspirational to students. It's not hard to be
introduced to an angel investor or a programmer—or somebody
who can be]p you launch a company or get lab space for a life
science company on a very economical basis. The infrastructure
is here along with the role models and the connections. So com-
panies move here for the talent pool, even though there’s more

competition for the talent and you have to pay more.

SONSINI: Infrastructure is an important point. You look at the
accounting firms, the investment banking ﬁrms, the legal ﬁrms,
the consulting ﬁrms, even the real estate brokerage firms—the
commercial real estate development—and then you overlay the
universities. Even the work you see at UCSF—it has started
an incubator group to foster business plans for life sciences right
there on campus. It's that tremendous ﬂywheel effect of all of these
elements and I think that for another place to replicate Silicon
Valley, it’s going to have to replicate infrastructure.

DAUCHY: The Valley model needs to be replicated. My disap-

pointment with some efforts I've been involved with points to
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a larger concern. Our universities are this country’s lifeblood,
with innovations coming from them essential to maintain-
ing our competitive advantage. I can’t tell you the number of
people I have spoken with around the country who say, “We
developed this great technology in the university lab but we just
couldn’t work out a deal to get it into the marketplace.” That’s

very troubling, and as a country we have to do a better job.

KRAMER: So this all naturally segues into the next ques-
tion, which is how safe is this unique environment? Could

government regulation, for example, kill the goose?

SONSINI: I think that the answer is no. Government regulation
can definitely slow it down, can definitely change methodolo-
gies. But it depends on how far it goes. If we over-regulate our
capital markets and curtail access to capital, that’s a key piece.
If we don't create tax incentives, that’s a key piece. I don't see,
certainly in this country; a risk of a shutdown of our basic prin-

ciples, but certainly there’s potential for a slowdown.

DAVIDSON: Government regulation in terms of capital for-
mation for small businesses is actually becoming much more
company-friendly with the JOBS Act, particularly for

emerging growth companies.

DAUCHY: Well, I'm worried. For one thing, I am concerned that
as Washington looks for additional sources of revenue, lawmak-
ers may decide to tax carried interest as ordinary income—
which would mean the entire venture capital industry might
end up paying more taxes. That may mean that extraordinarily
talented people end up choosing to go to other industries, stay-
ing away from venture and private equity. My other concern is
regulation on the disclosure side. Congress’ reaction to the Wall
Street mess was to pass Dodd-Frank, with the consequence that
venture firms are now regulated under the Investment Advis-
ers Act. For the first time, venture firms have to make various
public filings with the SEC and are subject to SEC examination
of their records. The new law already has taken a toll with the
expense of complying. Worse, it has distracted venture capi-
talists from what they should be doing, which is making smart
investments in great companies. Instead, the VCs are worrying
about how to comply with the newly applicable government
regulations. For a long time, our country was very good about
making capital formation easier, not harder. And notwithstand-
ing the JOBS Act, I worry about what additional regulation
might be coming.

KRAMER: And how about intellectual property protection?

DAVIDSON: IP protection is strong. And that's important. I

don’t think we're going to see any weakening of that.

DAUCHY: I think IP protection has to be looked at very care-
fully; we can't always protect all IP, all of the time. If protection

is too strong it may hurt, not help, innovation, and if it is too

weak there can be obvious problems. And from an internation-
al per‘spective, cer‘tain]y, we have to ﬁgure out a way to ensure
that our companies are protected overseas with respect to IP.

Reciprocity of IP protection is critical.

KRAMER: When you think about SOPAs and PIPAs, you're

not worried about any of that?

DAVIDSON: | think there’s some over-swing there in some of the
legislation, but basically support for protecting IP will foster
innovation and protect the investment that you make in inno-
vation. That’s what slows down some foreign countries—the
uncertainty about IP protection.

soNsINI: What I fear is that government regulation could ad-
versely affect our competitive position in the world, vis-a-vis
innovation and commercializing technology. What we do—
everything from patent protection to access to capital, to trans-
parency. What's interesting is that although the venture capital
model, the Silicon Valley model, is not easily replicated, the capital
markets and the access to cash are being replicated. If you look at
the decline of foreign listings in the United States, if you look at
the decline of our IPOs, versus other geographies, you see a shift.
And that is what could hurt all of us. Now, that being said, we've
got a long way to go because the quality of some of the IPOs, in
say China, is turning out to not be the quality of what we have
here. But China, for example, is very interested in duplicating our
securities and exchange commission and our capital markets be-
cause the Chinese see that that’s an important ingredient to our in-
novation. So, government regulation certainly can get in the way

and over time can erode our position.
DAUCHY: | agree with that. Regulation is a big concern.

KRAMER: What about global competition from China and
India—can they replicate Silicon Valley?

DAUCHY: Well, they are certainly trying. We represent 25 dif-
ferent venture capital firms in China right now, and another 15
venture firms in India. We helped set up an incubator in Beijing,
and we're working on one right now in India. Each country has
its own unique social and regulatory issues, without question. But
having said that, parts of China are looking a lot like Silicon Valley.
For example, there is a Starbucks out in the west side of Beijing,
right by Tsinghua University, near several new office buildings
that house venture capital funds. There’s tremendous innovation
happening there. You can visit a floor of one of these buildings and
you will see hundreds of programmers working to create compa-
nies—a new online travel company here, a new online social com-
pany there, the new eBay over there—literally being created as
you stand there. And when you walk into that Starbucks, it feels
just like Silicon Valley—except that Chinese is being spoken. The
aspirations of those Chinese entrepreneurs with whom I speak
are global ; the_y want to compete on a global basis.
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It’s not just about being the biggest Chi-
nese travel website; they want to be the
biggest travel site in the world. So there
is a spirit and drive there that is abso-
lutely exciting. China has more Internet
users than we do—but whether these
companies can monetize that usage in a
way that will drive value to the compa-
nies and to their investors remains to be
seen. And, how will the Chinese govern-
ment ultimately deal with all that? Thatis
a significant qualifier to the opportunity.
But at least for now, what I've seen makes
me think that some of Silicon Valley is al-
ready happening in China and in India.

DAVIDSON: Certainly, both of those
countries have had an enormous impact
already and will continue to do so. When
you take 1.3 billion people and multiply
anything you've got by that number, then
you've got a powerful force. But, so far,
it appears that the creativity and the real
innovation still are centered here, even
with the manufacturing and manpower
advantages that other countries have. And
other countries are developing manpower
advantages over India and China, with
cost advantages. I don’t think that will
detract from the fundamental opportu-
nity for innovation in the United States.
But here’s something to think about: I just
got back from a trip to China. It seems that
everyone there is an entrepreneur and ev-
eryone is connected to the Internet. And
the generation of twenty- to thirty-year-
olds that you meet are as vibrant and as
interested in starting companies as those
you meet on campus here.

soNsINI: I would agree with that. I do
fear global competition in that sense. To
me, it begins with education. And I be-
lieve that those nations are educating their
people to a high end—much better—and
with great volume. They are adopting, in
one form or another, capitalistic principles
that foster innovation. They have access to
capital and they are starting to get govern-
mental support. So I see less replication
of Silicon Valley in the United States and
more replication of Silicon Valley in places
like China and India and Israel. And even-
tually probably Russia.

KRAMER: When you think of the
legal practice in Silicon Valley, you

think of Wilson Sonsini and
Fenwick and Cooley. So what makes
you guys different?

SONSINI: You know, I think a lot about
this. One thing that makes us different is
that we bought in very early to the Sili-
con Valley; or technology; model. In other
words, our firms are focused on repre-
senting entrepreneurs and growth busi-
nesses. And we've built our disciplines,
our training, our mentoring, our systems,
so that they are primarily focused on that
model, whereas a New York firm is built
on what I call a horizontal model—one
that is transaction-driven. There are disci-
plines, whether antitrust or tax, different
types of litigation, different types of regu-
lation, that are all fit to attach on to service
a particular problem.

In the Valley, we think less of the
problem and more about the entity and
the solutions it needs to advance and
grow. And that really is a very different
model economically. It’s a different model
in the way you train or react to the cli-
ent. I think that's why it's very hard for
many firms that come from the East, that
don’t work with that model, to come here
and try to replicate what we're doing. So,
it’s the focus, what drives our business
plan—how we think about growth. It's
much different.

DAVIDSON: I agree. We've all bought into
the model and part of that is having the
entrepreneurial mindset that we partner
with clients when they start a company.
We like to see ourselves as extensions of
the management team and we're partner-
ing with them to build a company from
scratch. That means an investment of time;
it means an investment of money. You
can’t be paid your lofty hourly rates for
every little bit of work you do at the be-
ginning. But you invest in these companies
because the_y can grow one day Into some
of the leading companies in the world
and they’re solving some of the important
problems that the world faces. So we don't
need to make our hourly rates on every
little thing we do in the early stages. And,
you know every nail doesn’t necessarily
need a hammer here. You can be pragmat-
ic in addressing some of the legal issues.

DAUCHY: To be a successful counselor
in the Valley; you can’t charge for every
phone call. You have to invest your time
and expertise in companies. Outside

firms that come into the Valley seem to
have a hard time with this. As for being
a small local firm, our experience shows
that size does matter. Your firm needs to
be large enough—with lawyers in all the
significant disciplines who understand
the issues within the entrepreneurial and
venture community, who understand tech
and venture and “speak the speak” if you
will. The other element of note for our
three firms is that we're all dedicated to
this practice. This is what we do, almost
exclusively. We do it day in, day out. In
the case of Cooley, and I think at Wilson
and Fenwick as well, that dedication and
focus create a buzz and excitement for
our lawyers across practice groups and
across offices. Itis very special.

SONSINI:  One of the major challenges
that we face as our companies become
global, multibillion-dollar enterprises, is
that they need a lot of expertise in key ar-
eas. So the goal for us is to maintain that
entrepreneurial, startup business model
for the growth enterprise. But at the same
time if you want to scale, and that’s a fun-
damental question for any law firm, then
bring in the disciplines to serve those cli-
ents that are growing so big. For example,
we invest a lot in our antitrust department
in Washington, D.C. We've got sixty law-
yers there very focused on regulation and
they compete with many of the big New
York firms, and have to service at that
so-called horizontal level. So you've got
to strike a balance. You want to maintain
what I call the vertical model growing
with a client and not billing to the hilt—
but at the same time be able to transition
into the horizontal.

KRAMER: But how do you do that?
It sounds like less of a problem
structurally than culturally, right?

sONSINI: Well, it’s doable. I think we've
proved we can do it, but it requires a buy
in and a philosophy and a culture. I think
the law firms here are doing that, 1 think
Fenwick is, I think Cooley is, and I think
that makes us incredibly unique and very
sustainable.

DAUCHY: Yes, you need to be large
enough to service these companies as
they grow. You need to have the ex-
pertise required for both startup and
post-IPO clients. So growing with the
client is important.



DAVIDSON: To scale with the clients that
do become the really significant com-
panies—the Apples, the Ciscos, and so
on—you need to have the expertise in
tax and regulatory matters and intellec-
tual property. And one of the great things
about Silicon Valley is that you're able to
attract high-caliber lawyers.

SONSINI: Here’s a classic example: You
take the work that we do for a giant like
Google—it’s doable, and we've proved it.
But it requires a unique culture and lead-
ership and buying in early, growing with
them. I've always said it’s easier for us to
scale up into the horizontal world than
it is for a New York firm on a horizontal
model to scale down. Because, as Gordy
pointed out in his example, the econom-
ics are a major shift: How you bill, how
you relate, how you mentor is a bigger
sea change than what we face going the
other direction.

KRAMER: You've got a lot of competi-
tion trying to come in and that’s
been true for a while. How have you
kept your advantage?

DAUCHY: The lawyers at our firms live
and breathe Silicon Valley. They know
the ecosystem; they’ve seen the issues
hundreds of times before. Our three
firms are known throughout the Valley as
the go-to firms for this kind of specialized
law. I don’t think you can be as successful
at our kind of law with a small group of
lawyers who are operating inside a larger
firm that mostly focuses on labor law or
bond offerings. Their specialties are else-
where—our specialty & serving the com-
panies and investors in this community.

DAVIDSON: Well, part of it is the ecosys-
tem. It is, in the early stages, driven by
venture capital and the networks of con-
tacts in the venture capital funds you've
built. They have developed confidence in
a small number of firms that have dem-
onstrated that they’re able to do some-
thing cost-effectively and to give the right
advice, practical advice—and clients are
steered toward these indigenous firms.

DAUCHY: Also, were growing with
our clients beyond the Valley. In the
case of Cooley, we've been doing for-

for China-based funds for
twenty years. We decided to open an

mations

OEﬁCC there n December fOI‘ three rea-

sons. First, our clients based here wanted
to do more in China and wanted us to
help. A large public chip company; for
example, was a big supporter of that. Sec-
ond, our clients on the ground in China,
both companies and venture capital and
private equity firms, said, “You should
come here because there aren’t lawyers
who do what you do.” The third reason
was that those same clients on the ground
told us that they knew lots of companies
in China that want to do business in the
U.S., that want to make acquisitions, that
need to either prosecute or defend intellec-
tual property cases, that have trade regula—
tion issues, and so on. And they thought
that with our tech focus we would be very
good at helping them. In China, it's all
about trust and relationships and these
clients don’t introduce lawyers lightly to
their friends and colleagues. So those are
very warm introductions. That's why we
went to Shanghai.

KRAMER: What about lateral losses?

DAVIDSON: Say you're a thousand- or a
two-thousand-lawyer firm, and you think
you reaﬂy ought to have an office in
Silicon Valley because there’s obviously
something happening there. You don'’t
really understand what it is, but there’s
Apple, there’s Facebook, there’'s Google.
So these firms hire a couple of partners
laterally and they tell them, “Go get
Google.” “Go get Apple.” “Go get Face-
book.” What they don’t understand is
that you start with a portfolio of a hun-
dred seedling companies and three of
them grow up to be Google, Apple, Face-
book—you can’t just cherry-pick the
great ones. You've got to cast a broad net,
invest in them all, and with that portfolio
some of them will grow to be these mag-
nificent companies that everybody would
like to represent.

SONSINI: It’s a very relationship-driven
business, but as you move, so to speak,
upscale, it becomes less relationship-
driven and more discipline-driven. So,
for example, we have seen the growth
of private equity in Silicon Valley—
growth that has really outpaced, in my
judgment, the growth of venture capital.
That business is still primarily served by
out- of-town firms because it is a unique
financial engineering type of model. But
as those firms decide to parachute into
the technology industry, they have to

differentiate themselves, not just on fi-
nance and engineering but on content.
And they turn more and more to our
type of firm because we've done one
other thing—we've built disciplines to
deal with IP, patents, technology transac-
tions, employee benefits. There’s a lot of
infrastructure that a Fenwick or a Wil-
son Sonsini or a Cooley can do and we
have found a way to deliver that service
economically. So it’s a big challenge to
parachute in here, just as it would be a
big challenge for us to try to break into
the M&A market in New York City.

DAUCHY: All three of our firms have lost
a few partners over the years to out-of-
town firms that have tried to create a
splash with expensive hires. But many
times they have set up what amounted to
outposts for firms that are primarily fo-
cused on other kinds of law and clients.
Emerging technology companies are our
focus—it is what we do. That dedicated
model is the one that has been most suc-
cessful here in the Valley.

DAVIDSON: Intellectual property is
the key to this, because it's some-
thing that we do every day. We all
have deep experts, many with PhDs,
in various technology fields, like life

software,

software-as—a-service, and cloud servic-

sciences—and opeéen-source

es. And when private equity funds invest
n technology, they may have firms that
are very creative in terms of the financial
structuring, but they don’t really have
the resources to understand what the
companies do. When you buy a technol-
ogy company, you're buying the people
and the technology—you're not buying
hard assets to which you can attach some
financial value. So, the fundamental due
diligence of any investment or any merg-
er is focused on the intellectual property,
and that's something that the local firms
all do well. You need a critical mass, you
need a certain amount of deal flow to de-
velop the expertise to know what you're
looking for. And we can all find the two
or three really critical points in an invest-
ment or in an M&A deal when it would
take somebody else a lot longer to sift
through the data.

KRAMER: So, putting aside substan-
tive knowledge, what are the special
qualities that lead to being a success-
ful Silicon Valley lawyer?
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DAUCHY: I tell young lawyers that to
succeed in the Valley you have to enjoy
solving problems. And you have to be a
good listener. You need to listen to the
client’s issues and then put yourself in
the client’s shoes to ﬁgure out what the
client needs. And you have to be willing
to express an opinion. The client often
wants to hear what you think he or she
should do, and the law is often only a
small part of that advice.

DAVIDSON: I give the following advice
to our young law_yers. You've got to be
pragmatic, and you've got to understand
not just what the client’s question is,
but also what the business objective is.
Don'’t be confused by the way the cli-
ent has framed the question. Sometimes
clients will try to frame a question in a
legal or quasi-legal way. If you answer
that question, you're probably going to
run up a big legal bill and not solve the
client’s problem. You need to go behind
what the client asks you, ﬁgure out what
the business objective is, and then help
find a legal solution to the problem for
the client.

SONSINI: Yes, I would agree. I think that
the practice that we're talking about is
the ultimate service practice. The mind-
set is really service—responsiveness,
understanding, patience, and toughness.
You have to have the ability to deal with
volatility—mnot only of personality but of
problem. And, by and large, the “Silicon
Valley practice” is a heavily relationship-
driven practice. You really have to be,
at the beginning, a very good generalist.
You have to understand everything from
how to put together a stock option plan
to deal with trade secret issues, to an em-
ployee benefit matter, to a financing is-
sue. And to say that “I'm an expert in this
and let me bring in three partners that
can do each of those” and all of a sudden
you have a room full of lawyers—that’s
not service. And that's where the tension
is. So, approach it by teaching lawyers
very early on that, on the surface, it's a
very broad menu and service-focused.

DAVIDSON: One thing that is unique
about Silicon Valley; and it’s the one thing
that students should think about, 1s that
we form very strong bonds with our cli-
ents. Our clients become our friends. Our
clients are also young, so as a young law-
yer, you can have a client who is a con-

temporary of yours. In fact they prefer a
lawyer their own age. It's getting harder
every year for some of us! And we live
among our clients. And our kids go to
school with our clients’ kids. You can be
in line at the Safeway or at a dance class
or swim meet and you will see clients
there. You live among your clients and
they become your friends. And I don't
think that’s true of other legal practices.
Or not as true.

KRAMER: And, any particular advice
for law students if this is where they
want to come practice?

soNsINI: I think we've said it: Have an
open mind, be committed to learn and
understand. Be willing to engage and
embrace the uniqueness of all the disci-
plines.

DAVIDSON: I would add, be intellectu-
ally curious about what the clients do.
Because they do very neat things and you
don’t need to be an engineering major
to understand it. Certainly some of the
social networking is intuitive, but even
some of that hard science you can learn
what you need to know pretty quickly
just from talking to the clients or from do-
ing a little background reading. Under-
standing their business really matters.

DAUCHY: When I meet with law students
on campus I tell them that this practice is
not a predictable world. It’s fast-moving;
it's exciting, but it is 24/7 and you have to
be prepared to take that 1 a.m. phone call
from the entrepreneur who needs your
advice to try to solve an urgent problem.
It’s very exhilarating to be that kind of
counselor, but it's also very disruptive.
So to be successful, you reall_y have to
live and breathe the practice, all day, ev-
ery day.

KRAMER: Now let’s talk a little about
the startup business. Gordy, you men-
tioned that part of the business model
is to take out a portfolio of companies
of which a small number will make it
big. How do you decide which small
startups to choose, given the risk?

DAVIDSON: You have to be somewhat
discriminating and over the years you
develop an ability to find the ones that
you think are going to make it. And also,
I think we rely heavily on the judgments

of the venture capital community—the
ones that get funded are the ones that are
going to be good clients.

KRAMER: How and when do you
decide which clients to take on?

DAVIDSON: We all take on clients at the
earliest stages, but the question is how
much work will we do before they get
funded. We help them get started, help
them do it economically, help them help
themselves. For example, we've devel-
oped open-source seed financing docu-
ments, where clients can essentially do
their own seed financing with documents
they can download from the Internet.
Because if you are raising only $200,000-
$300,000, you can'’t afford to involve law
firms and negotiate representations, war-
ranties and the rest. So there are ways
to get companies launched cheaply in
Silicon Valley; there are lots of technolo-
gies available and lots of services from
banks and employers and accountants
and so on. Then you see whether they get
funded. And typically, we all, as firms, do
extend them some credit, take some risk
on some amount of fees. But not an enor-
mous amount and not forever.

SONSINI: A lot depends where they came
from, what they’ve done, and with whom
they’ve associated themselves. And usu-
ally, that's about the only filter I need at
that point. Because, as Gordy pointed
out, you have a bunch of other filters
before you really invest in them. But if
you have young people that you know
worked at Hewlett-Packard or at Cisco
and they want to start a business with a
discipline that they’ve been engaged with
for a while—maybe they’ve had contact
with an angel investor—that’s almost
good enough. Then, ask them to describe
the concept. And then you have to be
very careful to wean them into the firm,
to be sure that they're for real, and see
if they'll stick. It's amazing how quickly
you can tell if they have a shot at it. You
can'’t tell whether they’ll be successful—I
never have very much success with that.

If their
plan is of a certain quality and the char-

DAUCHY: | agree with Larry.

acter of the entrepreneur checks out, we
are likely to take them on.

DAVIDSON: The easy ones are the ones
that have done it before and come highly



recommended. The hard ones are the
ones like Steve Jobs, Steve Wozniak,
Sergey Brin (MS '95), Larry Page, Mark
Zuckerberg. They haven’t done it before.
They're very young and hard to assess.
And that's when you stare deep into their
eyes and try to see their commitment,
their character, and their creativity and
you say, “This kid is crazy, but he’s gonna
do something and I'm gonna back him.”

Let’s talk a bit now about
the business of law. Do you think

KRAMER:

that the legal profession is going
through a dramatic transformation
or a short-term response to a severe
economic downturn?

soNsINI: [ think we are going through a
transformation with many things coming
into play. One of course is the old law firm
model of billing for time, and that’s under
siege and it has been for a long time. So
the economics of the profession are be-
ing looked at and changing. I don’t think
the law firms enjoy the position that they
held for so many years—saying, “We're
an hourly system, we change our hourly
rate every year, and that's who we are.”
The buyer of legal services, particularly
in the enterprise space, is asking ques-
tions. “Do you go for fixed-fee arrange-
ments or discount arrangements? Do
you go for long-term arrangements?”

I also think that the old model of lever-
age in the industry is changing. You used
to have five-to-one leverage of associates
to partners, then four-to-one. That model
is shrinking. The smart buyer of legal ser-
vices wants expertise early and doesn’t
want to be billed for lots of associates.

I think the third thing that’s changing
is that a lot of the metrics that the law
firms judge themselves on—Ilike profits
per partner—have eroded, almost gamed
by the system with equity and non-equity
partners. And I think more revenue per
lawyer is a constant that’s creeping in. So
a lot of the financial metrics are changing
in the industry.

Then there’s the globalization of the
profession. Many firms believe that they
have to scale globally and we've seen
some major mergers. And a lot of lawyers
think that their business plans are solved
just by volume. So you have a lot of lateral
movement within the industry. You have
a lot more merger activity in the industry;
and that’s put a lot of firms on notice that
things are changing.

So, yes, I think there’s a lot of change.
I think it’s going to require a lot of adapt-
ability and we're going to see a lot more
moves.

DAVIDSON: I think the industry has been
evolving over the past ten years, especial—
ly for our three ﬁrms, since the Internet
bubble burst of 2001. While events like
the post—Lehman recession or the more re-
cent Dewey loss might cause some to say
“Wow;, everything has changed,” I think it
has been much more gradua.l than that.

KRAMER: Have you guys changed
substantially already?

DAUCHY: This is a business. The profes-
sion has evolved to the point where part-
ners at law firms know they cannot just sit
back and wait for other partners to bring
them work. We know that to be success-
ful, the partners have to puH together asa
group and care about revenue production
and expenses. And the business is much
more transparent today; thanks to the
legal press, we can all see how the other
U.S. and international firms are perform-
ing. So of course, yes, there’s an empha-
sis on financial performance that didn’t
exist when I joined the industry.

SONSINI: We're trying to be prudent
about it. But we're watching our loads—
what’s coming down. And we're not so
quick on our billing rates. We're staffing
differently. There’s nothing unique here.
But you've got to be consciously aware of
what you want to be and what you want
to become. Many firms, I think, have
grown beyond their business plans. And
we all know what's happening to Dewey
and it's tragic. The business requires
more business management—it's more
of a business, it’s less of a monopoly; it’s
a tougher business, and it requires a lot
more professionalism.

KRAMER: The Dewey issue was driven
very much by the internal compensa-
tion model, right?

DAVIDSON: I think it’s driven by the un-
funded pension plan obligation, mainly.
And that's been the demise of other
firms. But it’s also part of the broad glob-
al business model evolution that Larry
and Craig have been sketching. Law
firms have to operate as businesses. It
was very simple to have a law firm in

the old days where you paid an associate
x, you billed the associate out at 3x, you
sent a bill to the client, and the client paid
it. You had to be pretty incompetent not
to make money with that business model.
And now we have to be a real business.
Clients want to pay for value, not time
and effort. And we have to provide value
and bill accordingly.

Ten years ago we [at Fenwick] em-
barked on a very deliberate effort to
move away from the billable hour—and
we would do it actually faster than our
clients would. We think it has a lot of
advantages. But not all clients have the
ability to know what something should
cost, so many would rather negotiate for
a discount than for a fixed fee. Then they
can report to their superiors that they
got a 15 or 20 percent discount, and the
CFO is happy. If they say, “I got the firm
to agree to a fixed rate of $300,000 for
this acquisition,” the CFO doesn’t know
if that’s a good price or a bad price. We
know because we have the data, but it's
hard to convince the clients.

Right now, we have something like
twenty-seven ongoing “business model
initiatives” focused on changing the
basic processes for what we do. For
instance, we require all of our part-
ners to do a budget for every project
that we think is going to be more than
$250,000. And we provide a dashboard
to the partners every day showing how
they're doing against budget and why.
We have data on the last 300 mergers
we've done, the last 300 patent litiga-
tions we've done, what they cost by
week, by function, by the number of
parties, number of patents, the struc-
ture of the deal. So we've built up a
great deal of instrumentation on what
things should cost and how clients can
do some of the work themselves in order
to save money if that’s what they want.
And we're all looking at how we evalu-
ate and compensate assoclates. We have
non-lawyers to do some of the tasks,
we have different categories of law-
yers to do document review and some
of the patent searches and those sorts
of things that don’t necessarily require
the high-priced legal talent that we've
been throwing at some problems. But
we all have to be subject to the rules of
business—be smart about how we train
people, what we spend money on, how
we charge for people, how we charge
for the services we provide, and how
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we synchronize with our clients’ objec-
tives. So that’s creating a lot of strain on
law firms, ours included, because the
traditional law firm model is somewhat
anachronistic in today’s world.

DAUCHY: We certainly have different
billing arrangements that we can employ;
depending on the needs of a particular
client. Sometimes hourly rates make
sense, sometimes they absolutel_y do not.
On the expense side, law firms are tak-
ing a very hard look. Orrick has estab-
lished its administrative complex in West
Virginia to save money. Other firms have
dramatically reduced their office size per
lawyer. The ratio of lawyers per secre-
tary continues to increase. All of those
things are being looked at by well-
managed firms. The key, though, is to not
put so much pressure on expenses that
you hurt the culture.

KRAMER: In some sense, firms as
businesses are getting pulled by two
really difficult things at the same
time. One of them is customers saying
you have to bring prices down and
the other is the demand of your most
productive partners to be more highly
compensated. Part of that traditional
model was a lockstep compensation

scheme.

DAVIDSON: Part of it was that your worth
was measured by your compensation and
it wasn’t necessarily your job satisfac-
tion. What we do is hard and the hours
are long and it’s a little bit like watching
a baseball game—90 percent of the time
it’s routine and 10 percent of the time
it’s exhilarating. You have to prepare for
the exhilarating part. So, job satisfac-
tion matters as much as money does. If
you're in a collegial environment where
you're doing exciting things, do you re-
ally need to malke $4 million a year? Or is
$3 million enough? I think realistically,
lawyers make a lot of money and there’s
going to be pressure on what lawyers can
make. You mentioned Dewey and the
compensation—certain partners there
were guaranteed amounts that weren't
sustainable by the practice. And thatisn’t
going to work.

soNsINI: I think it's a major issue. If
you try to manage or build a firm, based
solely on the economics, you are going to
find that it's a very difficult model because

you find yourself growing by paying a
price. And you're not thinking about cul-
ture, integration, synergy. To get into this
world of guaranteed salaries and to try to
match salaries just to grow is dangerous.
I think that you have to focus on a merit
system without guarantees. And you have
to have people buy into what you're try-
ing to do. If you enjoy working on growth
enterprises and if you want to be a part of
technology and if you want to be a part
of what's driving world economies, then
think of this practice. And the economics
will be good. So that is a major tension in
firm space today because the lateral mar-
ket is really pricey right now and you've
seen it in many examples. But the prob-
lem here is that the success rate in terms of
sustainability with the lateral model is not
very good. If you look out five years, it’s
less than 50 percent, according to some of
the national averages. Now, that’s a pret-
ty expensive model to run. I think it's a
major challenge, so I echo what Gordy’s
saying—we try to run this like a business,
we step back and say, “Forget about the
old metrics of the legal business; instead
think what is the business we're running?
What is our business model? How is it in-
tegrated? How are the feedback systems?
What are the dashboards we're using?”
And then try to get people to buy into the
long—term, as opposed to a short-term,
contract. It is one of the toughest busi-
nesses in America today.

DAUCHY: Frankly; there is a heavy sub-
jective element to our compensation sys-
tem and that subjective element is based
on how much a partner contributes to the
firm’s success. Part of that contribution is
measurable by billable hours and revenue
production. But much of it is not measur-
able in these terms—for example, contri-
butions to the culture, to firm administra-
tion, and to pro bono work. There are a
wide variety of factors that help make a
firm “successful” and all those factors need
to be recognized. Critically important is
that your partners trust that compensation
is structured to take those factors into ac-
count fairly.

DAVIDSON: We strongly believe that
teamwork and collegiality and collabo-
ration are the keys to managing a law
firm—not buying the talent. People do
derive more job satisfaction by accom-
plishing something as a team—you can
do more miraculous things as a team

than you can as an individual. And if you
have internal competition for dollars,
that’s just an unhealthy environment to
operate in. I think every single partner
in our firm could make more money on
the lateral market. But we haven't lost
many partners to other firms. Some of
them retire, some have become judges,
and that sort of thing. There’s a glue—
a culture that has to be something other
than money. Money’s important at a
certain level but so long as it’s within
a range, it doesn’t have to be the most
amount of money:.

KRAMER: So before we wrap up I
want to ask you what you see as the
sort of exciting frontiers of the mod-
ern legal profession, looking at, not
just what’s happening now, but going

ahead ten years?

DAVIDSON: That's a good question. I've
always thought that the answer for me
and for us is technology. Technology is
going to continue to change and con-
tinue to provide new social challenges,
new advances to the way we live and
interact, and present new legal chal-
lenges. And those are fascinating to
me. When I was a law student, a lot
of my colleagues were going to law
firms that represented banks and 1
thought to myself “please, don’t let me
go there.” So technology and the kinds
of companies we work with will con-
tinue to generate novel problems with
big impacts on the world, which don’t
have legal solutions that you can look
up in a textbook or a case. You're go-
ing to have to fashion the solution from
scratch and that's what makes a prac-
tice renewably enjoyable and reward-
ing for us. I don’t know in what field
that will occur, but I do think it'll be
connected in some way to technology.

sOoNSsINI: I agree. When I think back
on the forty-five years I've been doing
this, the legal challenges have really been
driven a lot by what's come out of tech-
nology. And if you see the globalization
of technology and innovation today, and
if you see the impact of technology on the
consumer, we're really entering a world
where technology is now at home, at
your desk, it’s on your kitchen table. And
that is ballooning the issues.

Issues of privacy, issues of protecting
intellectual property; the monetization of



data—we are just in the first inning of all
of that. And that’s going to grow—it’s go-
ing to move economies, it’s going to build
boom industries, it's going to affect the
way we raise our children, how we edu-
cate our children. And all of that is going
to come with social problems that lead to
legal problems.

History teaches us that the law comes
out of the social mix, and the social mix
is greater than ever. Look at just the last
decade—with social media, Internet
searching, social networking—and look
what it has fostered. We're just beginning
to understand the legal problems. And
you can see it in the way that the govern-
ment is dealing with it and how other na-
tions are dealing with it. I think that’s the
big thing, technology, and that's where

our businesses are focused.

DAUCHY: I would add international le-
gal issues to the list—cross-border deals,
international arbitration, protection of
intellectual property across international
borders. There is absolutely no doubt
that the world is shrinking and shrink-
ing rapidly. Most all of our clients in ten
years will need help on international is-
sues. And I think that will produce some
very exciting legal opportunities for law-
yers, whether they are housed here in the
Valley or overseas.

KRAMER: Okay—last question. If

you ask me, law students today are
coming out of law school much better
prepared to practice than we were.
But legal practice is much different
today. So are you satisfied with the
quality of lawyers you're getting? And
what should law schools do to better

prepare them?

soNsINI: [ would say that the quality of
young lawyers is tremendously high com-
pared with the past. When I taught here at
Stanford, last fall, I was just so impressed
with the quality and diversity and depth of
the backgrounds and the level of inquiry.
Same thing when I taught over in Berke-
ley. T think the quality’s great. As to the
second part of the question, to me it’s to
bring the private sector more into the class-
room—the pragmatics of what the law is
all about. Because all of these law students
are incredibly bright and they’re learning
the law, but the law is really learned in
practice. To be a great lawyer, you really
need experience and you need depth of

judgment—you need to fail.

And frankly, Larry, what you're do-
ing is great—you're bringing in people
from the private sector, youre opening
up technology into the classroom. You've
introduced more joint degrees, more com-
bination business school/law school de-
grees—and ethics centers, integrity cen-
ters, and governance centers. To me, it's
all about broadening the menu. When 1
was in law school, you pretty much knew
the class selection and the textbooks. I
never saw anything in the outside world
and I never had a businessperson come in
and lecture about business.

DAVIDSON: I have similar thoughts. 1
did see an occasional person from the
business world, with visiting professors
and with practical, legal problems, and
I thought those courses were really in-
triguing. But—Larry, you and I have
talked about this in many, many con-
texts—I think what you've done here,
for example, in terms of getting the law
school calendar in line with the universi-
t_y’s quarter system, enabling many more
interdisciplinary courses and greater
course selection, and teaching collabo-
ration and team problem solving—all
of this is very important. The students
do come out with a high level of energy
and really a broad set of interests and an
understanding of the world and enthu-
siasm to go make a mark on the world.
Here’s an example. In our summer
associate program, we post projects on
our intranet. A couple of years ago the
first project I posted asked, “What is
the regulation of virtual currency in a
virtual world?” and a summer associ-
ate chose that one. When she came in,
I asked her why she picked that project
and she said, “Well, I'm a third-level
black belt in a video game with virtual
currency, so I think I'll understand this,
and I'm interested in the legal problem.”
The next project I posted had to do
with a survey on corporate governance,
based on reviewing some Harvard Busi-
ness Review articles, and the same asso-
ciate picked that project too! I asked
her why, and she said, “Well, 1 sub-
scribe to the Harvard Busines Review.”
So here you've got a law student who is
an avid video gamer and subscribes to
the Harvard Business Review. That's what
law students are like today. They have
varied interests. They're deep, they're
thoughtful, they're curious. So they're

enormously well equipped to do some-
thing great.

I think the mismatch is still when
new lawyers land in a law firm and they
have long hours and they do work that
is viewed by them as tedious. You know,
the really exciting stuff doesn’t hap-
pen every day or right away, so I think
there’s a mismatch in the kinds of things
they’re equipped to do and interested in
doing, and what the work is actually like
for a first year lawyer in a law firm. So,
the challenge for all of us is to continue
to make a career in a law firm a fulfilling
experience for the long term.

And I think the clinical programs are,
again, a good thing. And I congratulate
you for taking them to a new level here at
Stanford Law School.

There are many other things that le-
ga.lly trained lawyers go on to do—as
you know. They've been presidents of
Fortune 500 companies, ambassadors,
and people who have devoted their lives
to curing diseases in third-world coun-
tries. Theyre high-performing, highly
capable people. Broadening their legal
education is a good thing.

DAUCHY: I agree. The legal training here
at the law school is superb. But since
you asked for a possible area of im-
provement, I would like to see, at least
for new corporate lavvyers, a bit more
practical training. For example, I have
taught a class at the law and business
schools where we conduct a VC financ-
ing activity. I give the class a term
sheet, and I give them reading materials
to prepare them. I then divide the class
into teams of venture capitalists and
entrepreneurs and have them negotiate
the term sheet. And they have to fashion
the arguments for and against the vari-
ous points. They don’t know when they
walk into the class if they're going to be
the entrepreneur or the venture capital-
ist, so they have to know both sides. So
they're getting negotiating experience,
getting exposure to what it’s like to be
a VC, what it’s like to be an entrepre-
neur. | know there’s been an increase in
these kinds of classes at Stanford, but in
my dream world you would have even
more. We all know a Stanford student
can find the law—it’s really the practi-
cal training that would help a first year
jump into practice on day one.

KRAMER: Thank you. This was great.
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