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1.  Reading Passage

Fifty  years  ago  this  month,  three  bankers  walked  out  of  Bear  Stearns  with  an  idea  most  of  Wall
Street  thought  was  reckless:  buy  entire  companies  with  borrowed  money,  fix  them  up,  and  sell
them for a profit. Today, that idea — private equity — controls trillions of dollars and owns slices of
nearly every industry. And on Friday, the firm those bankers built, KKR, rang the opening bell at the
New  York  Stock  Exchange  to  mark  its  50th  anniversary,  then  hosted  a  party  at  New  York's
American Museum of Natural History.

The celebration is also a passing of the torch. KKR's co-founders, cousins Henry Kravis and George
Roberts, are relinquishing their special voting rights and becoming ordinary shareholders. The firm
is  now run  by  co-CEOs  Scott  Nuttall  and  Joseph  Bae,  who  took  over  in  2021.  Kravis  and  Roberts
started  KKR  in  1976  with  $120,000  in  seed  capital.  Today  the  firm  manages  roughly  $744  billion.
They became famous — or infamous, depending on whom you ask — for their $25 billion takeover of
RJR Nabisco in 1988, a deal so dramatic it was chronicled in the book 'Barbarians at the Gate.' That
buyout helped force American companies to focus on cash flow, shareholder returns, and ruthless
efficiency, reshaping corporate culture for decades.

But  the  anniversary  arrives  at  an  awkward  moment.  Private  equity  is  in  the  middle  of  its  worst
stretch  in  years.  A  logjam  of  roughly  $3.8  trillion  in  unsold  investments  sits  on  industry  balance
sheets — companies that PE firms bought during the cheap-money era of the 2010s and now can't
unload  at  the  prices  they  need.  Pension  funds  and  other  big  investors,  who  provide  most  of  the
capital,  are growing impatient.  Some firms have become 'zombies,'  unable to return cash to their
backers.  Returns  at  many  rivals  have  slipped,  and  questions  are  circulating  about  whether  the
model that minted billions in the low-interest-rate decade still works in a higher-rate world.

Here's  the  catch:  KKR's  leaders  argue  the  industry's  pain  could  actually  be  their  gain.  As  weaker
competitors  struggle,  larger  and  more  diversified  firms  can  scoop  up  assets  cheaply  and
consolidate market share. KKR has spent the past decade pushing beyond traditional buyouts into
insurance, infrastructure, and Asian markets — a deliberate strategy that now looks prescient. The
bigger  shift,  though,  is  intellectual.  Increasingly,  returns  in  private  equity  come  from  operational
improvements — fixing supply chains, changing management, sharpening pricing — rather than the
financial engineering of stacking debt on a target company and hoping rising markets do the rest.

What happens next will affect more than Wall Street. Private equity owns companies you interact
with  daily,  and  its  biggest  investors  are  the  pension  funds  that  pay  retired  teachers,  firefighters,
and  public  employees.  If  the  model  breaks,  retirement  security  takes  a  hit.  If  the  giants  like  KKR
consolidate,  fewer firms will  hold more economic power than ever.  And if  PE pushes deeper into
ordinary 401(k)s — which regulators are now considering — the average saver may end up exposed
to a model they barely understand.

Kravis  and  Roberts  began  with  a  napkin  sketch  in  1976.  Half  a  century  later,  the  question  isn't
whether  their  invention  changed  capitalism  —  it  clearly  did.  The  question  is  whether  the  next
generation  can  adapt  it  for  an  era  where  cheap  debt  is  gone,  scrutiny  is  intense,  and  the  easy
money has already been made.
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2.  Explanation

Fifty  years  ago,  two  cousins  started  a  firm  with  $120,000  and  a  controversial  idea  —  buy
companies  with borrowed money.  Today that  idea runs a  chunk of  the  global  economy,  but  it's
wobbling.

What's Going On?
KKR, one of the world's biggest private equity firms, just celebrated its 50th anniversary by ringing the

opening bell at the New York Stock Exchange and throwing a party at New York's American Museum of

Natural  History.  The  milestone  also  marks  a  quieter  handover:  co-founders  Henry  Kravis  and  George

Roberts are giving up their special voting rights and becoming ordinary shareholders.

But  the  celebration  comes during  a  rough patch for  the  industry  KKR helped invent.  Deals  are  stuck,

$3.8  trillion  of  investments  haven't  been  sold,  and  rivals  are  struggling  with  mediocre  returns.  KKR's

leaders insist the chaos will actually play to the firm's advantage.

How To Think About It
Private equity is essentially a house-flipping business — but for entire companies, financed mostly with

borrowed money. When borrowing was cheap, the model printed cash. Now the rules have shifted, and

the question is which firms can adapt.

• Imagine buying a fixer-upper with a 90% mortgage in 2010, when interest rates were near zero. You

barely paid anything down, rent covered the loan, and prices kept rising. That's how PE worked for

over a decade.

• Now imagine the same flip in 2024, with mortgage rates doubled and buyers spooked. You're stuck

holding  the  property,  paying  interest,  waiting.  That's  the  'logjam'  KKR's  leaders  are  trying  to

navigate.

Key Things To Know
• KKR was founded in 1976 by Henry Kravis, George Roberts, and Jerome Kohlberg with $120,000 in

seed capital; today it manages roughly $744 billion in assets.

• The  firm  became  famous  —  or  infamous  —  for  its  $25  billion  1988  takeover  of  RJR  Nabisco,

chronicled in the book 'Barbarians at the Gate.'

• Co-CEOs Scott Nuttall  and Joseph Bae took over from the founders in 2021 and have pushed KKR

deeper into insurance, infrastructure, and Asia.

• An  estimated  $3.8  trillion  of  unsold  private  equity  investments  globally  has  investors  nervous  —

pension funds and others want their money back.

• Most  people  think  PE  just  means  'buying  and  slashing.'  The  reality  is  messier:  today's  returns

increasingly come from operational fixes, not just financial engineering.

Why It Matters
Private  equity  isn't  an  obscure  Wall  Street  niche  —  it  owns  companies  you  interact  with  daily,  from

grocery chains to dentists'  offices to the apps on your phone.  It  also manages money for the pension

Page 3  |  GenAware



funds that will eventually pay your teachers and parents. If the industry's model is breaking, that affects

retirement  security,  job  markets,  and  which  companies  get  built.  Many  of  you  considering  finance,

consulting,  or  business  careers  will  end  up  working  for,  competing  with,  or  being  bought  by  a

PE-backed company.

The Bigger Picture
The 1980s leveraged buyout boom reshaped American capitalism — forcing public companies to focus

on  cash  flow  and  shareholder  value.  Now  PE  faces  its  first  real  stress  test  in  decades:  higher  rates,

skeptical  investors,  and  'zombie  firms'  that  can't  return  capital.  Watch  whether  giants  like  KKR,

Blackstone, and Apollo consolidate the industry, whether ordinary 401(k) savers get pushed into private

markets  to  keep  deals  flowing,  and  whether  the  next  generation  of  leaders  can  replicate  what  two

cousins built with a napkin sketch in 1976.

Page 4  |  GenAware



GenAware  |  KKR Turns 50: Wall Street's Original Raiders Bet on a Bruise

3.  Key Terms Glossary

Private equity (PE)
An  investment  approach  where  firms  raise  pools  of  money  to  buy  entire  companies,  improve  or
restructure them, and sell them later for a profit — usually within 5–10 years.

Leveraged buyout (LBO)
A takeover financed mostly with borrowed money (the 'leverage'). The acquired company itself usually
carries the debt, which can boost returns but also raises the risk of bankruptcy.

Voting control
The  right  to  make  binding  decisions  for  a  company  through  shareholder  votes.  Some  firms  give
founders  special  'super-voting'  shares;  eliminating  them  moves  a  company  toward  'one  share,  one
vote.'

Buyout
The  acquisition  of  a  controlling  stake  in  a  company,  typically  taking  it  private  (off  the  public  stock
market) so new owners can restructure it without quarterly scrutiny.

Pension fund
A pool of money set aside to pay retirement benefits to workers (often teachers,  firefighters,  public
employees). They are among the biggest investors in private equity.

Asset manager
A firm that invests other people's money — including pensions, endowments, and wealthy individuals
— in exchange for fees and a share of profits.

Zombie firm
A company (or fund) that survives but cannot grow or return capital  to investors,  often because it's
drowning in debt or holding stale assets.

Operational improvements
Changes a PE owner makes to a company's day-to-day business — like fixing pricing, supply chains,
or management — rather than relying purely on debt and financial tricks to make money.

Page 5  |  GenAware



GenAware  |  KKR Turns 50: Wall Street's Original Raiders Bet on a Bruise

4.  Reading Comprehension Quiz

Circle the best answer for each question.

Q1. The passage primarily argues that KKR's 50th anniversary is best understood as:
A) A purely celebratory moment marking unbroken industry dominance
B) A symbolic transition during a genuinely difficult period for private equity
C) A failed attempt to obscure the firm's declining global influence
D) A cautionary tale about the dangers of leveraged buyouts in 1980s America

Q2. According to the passage, the 'logjam of $3.8 trillion in unsold investments' matters because:
A) It signals that private equity firms have run out of new ideas
B) It raises doubts about whether PE can still deliver promised returns to investors
C) It proves that leveraged buyouts always end in financial collapse
D) It shows that pension funds are abandoning all alternative investments

Q3. Which choice best states the central idea of the passage?
A) KKR's founders deserve credit for inventing the modern stock market
B) Private equity firms should return to their 1980s leveraged buyout roots
C) KKR is navigating an industry-wide slowdown while undergoing a generational handover
D) The private equity industry has been permanently damaged by recent challenges

Q4. As used in the passage, the word 'logjam' most nearly means:
A) A pile of fallen timber blocking a river
B) A backlog of stuck or unresolved deals
C) A shortage of available investment capital
D) A legal dispute between rival firms

Q5. As used in the passage, the word 'engineering' (in 'financial engineering') most nearly means:
A) Designing physical machinery and structures
B) Strategic structuring of debt and capital arrangements
C) Programming software for trading systems
D) Building infrastructure projects in emerging markets

Q6. Which statement about KKR's founders can most reasonably be inferred from the passage?
A) They are stepping away entirely and will sell their shares
B) They built the firm without ever taking financial risks
C) They are loosening their grip on the firm even as they remain shareholders
D) They oppose the strategic direction of the new co-CEOs

Q7. The passage suggests that the industry's current challenges might actually benefit KKR because:
A) Smaller, weaker firms may struggle while larger ones consolidate the market
B) Interest rates are guaranteed to fall back to 2010 levels
C) Pension funds have agreed to stop demanding returns
D) Government regulators have promised to bail out major PE firms
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Q8. The author's tone in describing the 1988 RJR Nabisco buyout is best described as:
A) Openly hostile and condemning
B) Reverent and uncritical of the deal's legacy
C) Matter-of-fact, acknowledging both fame and controversy
D) Confused about whether the deal actually happened

Q9. Which of the following can most reasonably be inferred about the future of private equity, based on

the passage?
A) The industry will likely shrink to a handful of dominant firms with no new entrants
B) Returns will increasingly depend on operational improvements, not just financial leverage
C) Public stock markets will replace private equity within a decade
D) Governments will nationalize all major PE firms

Q10.Which choice provides the BEST evidence for the answer to the previous question?
A) 'KKR was founded in 1976 by Henry Kravis, George Roberts, and Jerome Kohlberg'
B) 'today's returns increasingly come from operational fixes, not just financial engineering'
C) 'rang the opening bell at the New York Stock Exchange'
D) 'co-founders Henry Kravis and George Roberts are giving up their special voting rights'

My Score:  _______ / 10
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5.  Answer Key with Explanations

Q1. The passage primarily argues that KKR's 50th anniversary is best understood as:

Answer: B

The passage frames the anniversary as both a celebration and a generational  handover at  a moment of  industry
stress (the $3.8 trillion logjam, founders ceding voting control). A is wrong — Trap C (true that it was celebratory,
but  the  passage  emphasizes  the  challenges,  not  unbroken  dominance).  SAT  Tip:  When  a  question  asks  for  the
'primary'  argument,  look  for  the  option  that  captures  BOTH  halves  of  a  passage  with  two  threads  —  here,
celebration AND difficulty.

Q2. According to the passage, the 'logjam of $3.8 trillion in unsold investments' matters because:

Answer: B

The passage links the logjam directly to investor concerns about value versus rate of return. C is wrong — Trap A
(right  scope,  wrong  direction):  the  passage  doesn't  say  buyouts  always  collapse,  only  that  this  particular  cycle  is
stalled. SAT Tip: Watch out for absolute words like 'always' and 'never' in distractors — they're often the giveaway
that an option overshoots the passage.

Q3. Which choice best states the central idea of the passage?

Answer: C

The  passage  balances  KKR's  anniversary,  the  founders  stepping  back,  and  the  industry's  struggles  —  option  C
captures all  three.  D is  wrong — Trap C (true that there are challenges,  but the passage suggests adaptation,  not
permanent damage). SAT Tip: Central idea questions reward the option that captures the WHOLE passage, not just
one paragraph or detail.

Q4. As used in the passage, the word 'logjam' most nearly means:

Answer: B

In context, 'logjam' is figurative — it describes investments that haven't been sold and are stuck in PE portfolios. A
is  wrong  —  Trap  B  (uses  the  word's  literal  meaning,  but  the  passage  uses  it  metaphorically).  SAT  Tip:  On
vocab-in-context questions, substitute each option back into the sentence — only the figurative meaning makes the
surrounding text logical.

Q5. As used in the passage, the word 'engineering' (in 'financial engineering') most nearly means:

Answer: B

In  finance,  'engineering'  refers  to  constructing  complex  deal  structures  —  using  debt  and  capital  cleverly.  A  is
wrong  —  Trap  B  (literal  meaning  of  engineering,  not  the  passage's  usage).  SAT  Tip:  Field-specific  words  borrow
everyday terms but mean something narrower; let the surrounding sentence tell you the field.

Q6. Which statement about KKR's founders can most reasonably be inferred from the passage?

Answer: C

The passage says they're giving up special  voting rights and becoming ordinary shareholders — they're loosening
control but not vanishing. A is wrong — Trap A (right scope, wrong direction): they're staying as shareholders, not
exiting.  SAT Tip: For inference questions,  pick the option that's the smallest,  most cautious step beyond what the
passage explicitly says.
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Q7. The passage suggests that the industry's current challenges might actually benefit KKR because:

Answer: A

The  passage  notes  that  rivals  are  struggling  and  that  KKR's  leaders  see  turmoil  as  playing  to  their  hands  —
implying consolidation favors scale. B is wrong — Trap C (a possible real-world hope, but the passage doesn't claim
rates are guaranteed to fall). SAT Tip: 'Suggests' questions test what the passage IMPLIES — never confuse this with
what's plausible in the real world.

Q8. The author's tone in describing the 1988 RJR Nabisco buyout is best described as:

Answer: C

The passage calls KKR 'famous — or infamous' for the deal, signaling balance. B is wrong — Trap C (a tempting read
if you only see 'famous,' but 'infamous' adds a critical edge). SAT Tip: When the author uses a paired construction
like 'X — or Y,' the tone is almost always balanced or ambivalent, not one-sided.

Q9. Which of the following can most reasonably be inferred about the future of private equity, based on

the passage?

Answer: B

The passage explicitly notes that today's returns come more from operational fixes than financial engineering. A is
wrong — Trap B (uses passage vocabulary 'consolidate'  but overstates with 'no new entrants').  SAT Tip: Inference
answers stay within the passage's claims — beware options that exaggerate a real point into an absolute one.

Q10.Which choice provides the BEST evidence for the answer to the previous question?

Answer: B

Option B directly states the shift toward operational improvements that supports Q9's answer. D is wrong — Trap
B (uses  passage vocabulary about  governance,  but  doesn't  address  future  returns).  SAT Tip:  On evidence-pairing
questions, lock in your previous answer FIRST, then scan for the option whose words most directly match it — don't
pick evidence that's merely 'related.'
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