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William von Mueffling ’95 is President of Cantillon Capital Management, an investment firm with more than $8 billion un-der management. He was previously a Managing Di-rector at Lazard Asset Management, where he was responsible for hedge funds. Prior to joining Lazard, he was with Deutsche Bank in
 (Continued on page 3)
 William von Mueffling —
 “Financial Productivity At a
 Discount”
 Michael Karsch — “Be an Editorialist
 Not a Journalist” Michael A. Karsch is the Founder and Portfolio Manager of Karsch Capital Management, LP (“KCM”), a global long/short eq-uity investment manager located in New York City. Mr. Karsch founded KCM in July of 2000 and currently manages approxi-mately $2.3 billion in assets across several investment funds and separately managed ac-counts. Prior to founding KCM,
 (Continued on page 11)
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Page 26
 Sam Zell
 ing photos of the kids at prom, and selling party fa-vors to fraternities and so-rorities at the University of
 Michigan. Then, during my junior year at Michigan, my friend told me the owners of his apartment building planned to tear down the building to construct a new 15-unit apartment building. I said to my buddy, “We are students. We understand what students want. Let’s pitch him an offer to man-age the building and maybe we can get a free apartment out of the deal.” We did, and our pitch worked. We took over management of the building, helped to de-sign it and rented out the units. In exchange, the owner gave us two one-bedroom apartments in lieu of a fee. We were so good at it that the building own-ers soon gave us the oppor-tunity to manage another building, and then another. By the time I graduated law school four years later, we managed something like two or three thousand apart-ments. During law school, we also started buying buildings. Raising capital wasn’t even an issue. The first asset was a three unit apartment building that cost $19,500 and required only $1,500 down. That was all it took for me to become a land-lord. My simple premise was that I thought I could do something better with that building. I repainted the apartments, bought new furniture and doubled the rents. G&D: How did you transi-
 (Continued on page 27)
 country, so I grew up in an immigrant household with a very strong father and a supportive mother. My parents placed an emphasis on achievement and had little regard for time spent on fun. That orientation distinguished me from my peers. I operated under different rules and different expectations than most of my friends. Initially, that was very difficult for me. I wasn’t very adept at becom-ing one of the “in-crowd”. Everybody wants to belong, but I didn’t feel that being a part of “the team” fit my personality. Eventually, I gained the self-confidence to trust my instincts rather than be influenced by my peer group or by conven-tional wisdom. I had several businesses in grade school and high school. The most notable developed when I was 12 and going to Hebrew school in Chicago and living in the suburbs. I discovered these newsstands underneath the elevated train tracks that sold magazines that didn’t exist in the suburbs. In 1953, this new magazine called Playboy was published and I saw a terrific opportu-nity. I would buy the maga-zine for $0.50 and re-sell it to my friends for $3.00. That was my first lesson in supply and demand. Other businesses I had over the years included selling book-holder straps to my friends in grade school, tak-
 (Continued from page 1) “My parents placed
 an emphasis on
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 time spent on fun.
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Page 27
 Sam Zell
 could continue to duplicate double-digit returns in these ancillary markets. So in the first phase of my career, I invested in Orlando, Tampa, Jacksonville, Arling-ton, TX, Reno, NV, and Ann
 Arbor MI, buying mostly apartment buildings. If you are successful in the first deal, it’s not too hard to raise the money for the second deal. Pretty much after that first investment in Toledo, I never really had trouble raising money again. G&D: How do you think about valuation, whether it’s a real estate or a non-real estate asset, and could you perhaps give us an example of your approach? SZ: I start by not paying much attention to the mar-ket. I think the Street re-flects the value of the last share traded, but the true value of the asset may be more or less than what’s indicated publicly. In the same manner, I don’t make investments predicated on the assumption that there’s a greater fool out there who’s going to buy it from me for more than I paid for it. I look for situations that logically make sense to me. As an example, in 1985 I took over Itel Corporation. At the time, Itel had been the largest bankruptcy in the history of the United States. Coming out of Chapter 11, the company still owned a subsidiary that leased 17,000 railcars. Busi-ness had been so terrible that utilization of the rail-cars was 32%. While others might have considered this a really horrible situation, I looked at it and said: “These railcars are almost new be-
 (Continued on page 28)
 tion from managing a three unit building to managing a substantial amount of real estate a few years later? While I was in law school, my father was a jeweler, but he was also a passive inves-tor in real estate. After I had bought my first building, I came home from school one year and I asked him about his property invest-ments. He said he was get-ting about a 4% return. Well, I was getting about a 16% return in Ann Arbor, MI, from my 3-unit building. Our conversation made it clear to me there were two different investment worlds out there – major metro-politan areas like Chicago, New York, Los Angeles and San Francisco, which would always attract a lot of real estate investment from wealthy investors — and second-tier cities and uni-versity towns, which re-ceived little or no invest-ment. I developed the the-sis that if I was willing to go to these second-tier cities, particularly cities with growth, I could generate significantly greater returns because, frankly, there was no competition. After law school, I raised capital to buy my first major building, which was a 99-unit building in Toledo, OH. That’s really where it all started. On that first major deal, we produced a 19% return (as opposed to the 4% my father was earning) and I discovered that I
 (Continued from page 26)
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Page 28
 Sam Zell
 ket rates. Now, you could tell me I’m a genius but the truth of the matter is that the information I’ve laid out was available to everybody. All anyone had to do was put the pieces together. For some reason, that’s what I do well. I see things differently. G&D: Could you give us another example where you saw something that was obvious to you but not to others? SZ: Another division of Itel was in the container leasing business. At the time, the container leasing industry was comprised of the “seven sisters,” which were seven container leasing companies that represented 95% of the world’s con-tainer leasing business. The one I acquired through Itel was number four. This busi-ness had $100 million of revenue, $50 million of expenses, and $50 million of cash flow. Then I looked at the number three business in the industry, which had roughly $100 million of revenue and $50 million of cash flow. I considered what would happen if I put these two container leasing businesses together. All of a sudden, I would need only one shipyard in Hong Kong and only one shipyard at the other ports throughout the world, and I would need only one computer system. I don’t really believe in syn-ergies, such as cross-selling and all the other elements they teach in business
 schools. The only thing that’s relevant to me is re-dundancy. Everything else is if-come-maybe. So, I ac-quired the number three business in the industry, put the two companies together and the revenue was still $200 million but the ex-penses were now $85 mil-lion instead of $100 million. We picked up a 15% ex-pense difference, which was all profit, and we became the low-cost producer. We then acquired the leasing company that was number seven in market share and became number one in the container leasing industry. By virtue of this, we had the lowest costs in the business and a real competitive ad-vantage. So that’s the way I look at things. It isn’t like there are six rules of investing or something like that – cer-tainly there haven’t been in my life. One of my criti-cisms of business schools is that the definition of an MBA graduate is someone who knows how to do the numbers; they just don’t know what the numbers mean. This is the product of business schools empha-sis on formulas. In other words, business schools teach how the pieces should be put together. But for me, there is no formula. Similarly, I’m pretty agnostic about industries. We’ve been in the container leasing business, the railcar leasing business, the insurance busi-ness, the real estate busi-
 (Continued on page 29)
 cause they haven’t been used.” By virtue of this fact, I bought them at dramati-cally less than their replace-ment cost. I then looked at the broader rail business and determined how many railcars there were, who had built them, when they had been built and what the general story of the business was. It turned out that in 1979, the US government had changed the tax laws and created a special one-year 100% tax deduction for heavy equipment. Further-more, in 1979, the United States had built 120,000 boxcars. But between 1979 and 1985, the United States had built a total of only 20 boxcars. In the meantime, demand for boxcars was as flat as a dead man’s EKG. There-fore, nobody wanted to touch the business because there was no growth. Dur-ing this same period, 65% of the boxcars in the country were scrapped. I reminded myself that everything is about supply and demand. I knew that when the supply and demand curves for box-cars met, I could make a fortune. So I went out and bought all of the used rail-cars in America. By the time I was done, we owned 92,000 railcars and became the largest lessor of railcars in the United States. We did extraordinarily well be-cause we had bought these railcars at significant dis-counts to replacement cost and yet rented them at mar-
 (Continued from page 27)
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Page 29
 Sam Zell
 other interesting story. In November of 1986, a col-
 league told me that there was a wire and cable distri-bution company for sale. The company had done very well and the price was 2x book. Sam Zell buying something at 2x book was extraordinarily difficult for people to conceive. The seller told me I had a week to decide and there was no chance for negotiation. I worried about it for six days. Then, on the seventh day, I realized that there were really two assets for sale – the business and Anixter’s ownership inter-est in a distribution pipeline that determined the fate of other manufacturers. This pipeline was a key determi-nant of these manufacturers’ ability to sell their products. Once I thought about the acquisition as buying a key distribution pipeline, rather than just a distribution busi-ness, the values changed dramatically. The company we bought on January 1, 1987 had $600 million in revenue and $36 million in operating profit. We still own Anixter today, and it produces $6 billion in reve-nue, earns about $300 mil-lion per year and operates all over the world. It’s been a phenomenally successful deal really just by taking that pipeline into consideration, and expanding it when ap-propriate. When I bought that busi-ness, we had operations in the US, Canada and a small operation in England. I was, and am, a great believer in
 (Continued on page 30)
 ness, the agricultural chemi-cals business, the oil and gas business, and I could go on and on. G&D: Are there any indus-tries where you’re less comfortable investing? If there are, why is this the case? SZ: We don’t invest in high tech, simply because we don’t understand it and be-cause it’s valued on if-come-maybe. Maybe I’m a good prognosticator of value but I would tell you that I can do much better prognosticating value on something I under-stand than on companies that are valued by a third party. That’s really key to how I look at things. I’ve never been willing to de-pend on a third party to value my investments. I have to value them myself and I have to look at my investments as though I’m going to own them perma-nently. That’s a very differ-ent perspective than valuing investments as though I’m going to own them until I determine it’s the right time to sell. Generally speaking, we start by focusing on the fact that we’re going to own the investment forever. In some cases we have done this. G&D: Can you provide an example of a company you’ve owned for a long period of time? SZ: We own a company called Anixter, which is an-
 (Continued from page 28)
 “We don’t invest in
 high tech, simply
 because we don’t
 understand it and
 because it’s valued
 on if-come-maybe.
 ... I can do much
 better
 prognosticating
 value on something I
 understand than on
 companies that are
 valued by a third
 party. That’s really
 key to how I look at
 things. I’ve never
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Page 30
 Sam Zell
 less than 20% of the stock ownership. Hopefully, I create and provide the kind of leadership that adds ex-ponential value – enough that people are willing to follow my direction. G&D: Could you discuss some of the different busi-ness cycles you’ve experi-enced and how you adapted to each new development that followed? SZ: A lot of things have changed. I went from buy-ing up distressed real estate in the ’70s to building indus-trial companies in the ’80s. In 1981, Congress changed the law on net operating loss carryforwards. Up until that point, you were al-lowed to use NOLs forward or backward three years. Then, in 1981, because there were all of these busted REITs with NOLs, they changed the laws to allow companies to use the NOL deduction 15 years forward. As far as I was concerned, they instantly changed the value of every NOL. Yet, when I looked at the stock prices, there was never any value given to these deductions. We bought Great American Management, which was a busted REIT with $127 mil-lion in NOLs. Itel had $450 million in NOLs. We also bought New Corp, which had $250 million in NOLs. Then we monetized all these carryforward deduc-tions through the ’80s. So again, we had a comparative advantage because we didn’t
 have to pay as much as competitors in taxes and we could acquire and operate businesses with that in mind. Following the 1990 real es-tate collapse, there was no source of capital available to real estate – the S&Ls were broke, the banks were broke and the insurance companies had backed away from the asset class. The public markets became the only viable option. Thus, in 1988, I wrote an article en-titled “From Cassandra, With Love…” where I laid out what I thought would happen to real estate over the next ten years. This included my expectation of the monetization of real estate and the creation of a modern REIT era. From 1960 to 1990, REITS were a backwater with capital allo-cated to the entire industry amounting to $6 billion. Sure enough, 1991 was the beginning of the modern REIT era. I created three of the largest REITs and be-came a spokesman for the industry, serving as its rep-resentative in the interview with Standard and Poor’s when they were deciding whether to include REITs in the S&P 500. In 1999, we then created Equity Interna-tional because we felt that the monetization of real estate that was occurring in the United States would ultimately occur in the rest of the world. G&D: How has your
 (Continued on page 31)
 globalization. Consequently, I thought it was critical that this company expand world-wide. The problem was that this kind of expansion was extraordinarily expen-sive. When I bought Anix-ter, I acquired it in a manner such that it could be a sub-sidiary of Itel. So on top of Anixter, you now had rail-car and container leasing businesses and a dredging business, each of which were large cash flow and depreciation-generating assets. Over the next three years, I think we spent $300 million rolling out Anixter worldwide. If I had tried to do that with Anixter as an individual company in a pub-lic market, I would’ve gotten slaughtered, but hidden un-der all of these other busi-nesses as a smaller asset, no one really paid attention. We gradually sold the other businesses of Itel as we grew Anixter to the point where it was a viable inde-pendent company. G&D: Is it fair to say you always see potential invest-ments in the context of control, where you have the ability to effect change? SZ: It’s not my personality to be passive. Where I can control or significantly influ-ence the direction taken by a company, my judgment - at least so far - has proven to be on the better side of good. You don’t necessarily have to have absolute con-trol. I manage/chair five or six public companies with
 (Continued from page 29)
 “It’s not my
 personality to be
 passive. Where I
 can control or
 significantly
 influence the
 direction taken by a
 company, my
 judgment - at least
 so far - has proven
 to be on the better
 side of good. You
 don’t necessarily
 have to have
 absolute control.”

Page 7
                        

Page 31
 Sam Zell
 would be 50/50 by 1990 – 50% allocated to real estate and 50% allocated to assets in other sectors. We began applying our same principles to non-real estate asset classes. Ideas like consolida-
 tion, redundancy, and barri-ers to entry were viewed as critically important. I had an inherent skepticism of marketing because I felt that it wasn’t measurable. My philosophy was to invest in businesses that served externally created demand – businesses where I didn’t have to generate demand. As an example, in the mid-80s, I bought the largest dredging company in the world because I knew that every day the rivers and the harbors are silting, creating demand for the product I produced. That’s been the way we’ve always func-tioned. We were also very focused on creating verticals that work. In the early 1980s, we bought an agricultural chemicals distribution com-pany. Then we went to a bankruptcy court and bought an ammonia nitrate plant in Iowa. Then we went to Canada and bought a source of potash. We rolled it all up together into one company and found that it was much more efficient than the disparate parts. Eventually, we took that company public. These are all pretty simple concepts from my perspec-tive but I live by them. G&D: Do you have an-other example of a unique investment opportunity that presented itself due to a shift in an economic cycle?
 (Continued on page 32)
 method of investing evolved over the years? SZ: Well, as an example, in ’80 and ’81, we no longer liked the real estate busi-ness for various reasons. We had been a great benefi-ciary of inefficient markets. However, the creation of the HP12 and other tech-nologies changed the playing field. All of a sudden, a bro-ker in New York could send out 27 different packages and elicit bids. Prior to that, there was little or no com-petition. Secondly, we had always taken advantage of long term fixed rate debt, but in the early ’80s, the banks and the insurance companies started shorten-ing terms and putting in kickers. So the world as we perceived it changed. In addition, in roughly 1980, we started to see assets trade for a combination of their economic value and their tax benefits. As far as I was concerned, tax bene-fits were what you received in exchange for the lack of liquidity in real estate, not an additional value element. We came to the conclusion that, “If we were really good at the business of real es-tate, then we were also good businessmen.” The very concepts and ideas that influenced the way in which we invested our capital in the real estate industry defi-nitely applied in non-real estate industries. So, in 1980, my partner Bob Lurie and I decided that our firm
 (Continued from page 30)
 “I had an inherent
 skepticism of
 marketing because I
 felt that it wasn’t
 measurable. My
 philosophy was to
 invest in businesses
 that served
 externally created
 demand – businesses
 where I didn’t have
 to generate demand.
 As an example, in
 the mid-80s, I
 bought the largest
 dredging company in
 the world because I
 knew that every day
 the rivers and the
 harbors are silting,
 creating demand for
 the product I
 produced.”

Page 8
                        

Page 32
 Sam Zell
 -market, so I tried to figure out ways to preserve the principal of the asset for the seller and still make the deal work. It basically amounted to lowering interest rates on the debt to the point where you could almost carry it or you had a defined carry. We realized that if we could accumulate assets - particularly in an inflation-ary time - with cheap fixed rate debt, it was hard not to make a fortune. When people looked at our performance during the ’70s, they always asked, “How did you pick all those ripe projects?” But the truth of the matter was that I created $3 billion worth of 5% fixed rate debt in an inflationary environment of 10, 12 or 13%. In this situa-tion, it was hard for it not to work. And yet, like many others in my career, most people thought I was crazy. I’ve spent my whole life lis-tening to people explain to me that I just don’t under-stand, but it didn’t change my view. Many times, how-ever, having a totally inde-pendent view of conven-tional wisdom is a very lonely game. In the early 1990s, when I was again buying up all of the distressed real estate I could in the US, I kept look-ing over my shoulder asking myself, “Where is everyone else?” It’s not that I like competition, but you do start to wonder why you continue to be the only game in town. And I was --
 for roughly three years, from ’88 to ’91. I would buy a building from a bank and they’d ask, “How about three more?” At some point I stopped to question my thesis, but I went through my whole thought process once again and re-mained confident that I was right. G&D: We’ve touched on this already but could you talk a bit more about how you value assets? SZ: It starts with replace-ment cost. In other words, if we take the example of the Anixter pipeline, there was no physical pipeline, but I could figure out what it would cost to replicate that pipeline. I’ve bought all kinds of real estate at below replacement cost, before considering the value of the land. Ultimately, what does it cost per square foot to build the property and what is your cost basis? Another question to con-sider is how difficult a par-ticular business or real es-tate market is to enter. I spoke a lot about the inter-net during the ’90s. I thought it was a lot like an interstate highway except that a highway has limited access. The internet had no limitations to access. Therefore, an internet-based business is totally vulnerable. One of my pro-tégés created Groupon and, although he has the first mover advantage, the reality
 (Continued on page 33)
 SZ: As was true for my philosophy of being the first national real estate investor in second-tier cities, I’ve always been willing to shift my ideas and criteria, but I’ve also always believed in what I’m trying to imple-ment. In the early ’70s, buy-ing apartments became too expensive so I started fi-nancing builders to build apartments. By 1972, eve-ryone believed the world was going to grow to the sky; there were cranes on every block. But I knew that supply and demand were out of balance, and I stopped backing developers. Then, seemingly overnight, market sentiment shifted, and in 1973, everyone seemed to believe there was no future. Asset prices plummeted, and I realized that this didn’t make sense either. So, I began aggres-sively acquiring property, financed very cheaply, to take advantage of what I thought was a once-in-a-lifetime distressed opportu-nity. Between ’73 and ’77, I ac-quired $3 billion worth of real estate. The banks had a problem carrying a large amount of distressed real estate with so many proper-ties in foreclosure. They weren’t looking to make money. They were just trying to mitigate the losses their real estate loan portfo-lios were expected to gen-erate. In those days, institu-tions didn’t have to mark-to
 (Continued from page 31) “In the early 1990s,
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Page 33
 Sam Zell
 to how the plan is actually going to be executed. G&D: Two critical yet sometimes forgotten char-acteristics every investor needs is a sense of when to sell and the confidence to follow through. Can you talk about your timely sale of Equity Office Properties in 2007 and how you gener-ally determine when to sell an asset? SZ: In the case of Equity Office, it was a “Godfather
 Offer.” I started Equity Office and built it into the largest real estate company in the world. Every quarter, we conducted a detailed valuation of the company, so we felt confident we knew the true value of the business. Then one day, someone made us an offer that was significantly greater than our own internal analy-sis – an offer we couldn’t refuse. Many people thought at the time that selling Equity Office was a very hard decision for me. But it was a relatively easy decision because the dispar-ity in our valuation versus the bidder’s was so great. Of course, a bidding war began with a second bidder, and the disparity got even greater. So number one, I point to what I would call the “Godfather Factor.” Number two, some busi-nesses have lifelines and others don’t. I think Anix-ter continues to grow be-cause it provides a very valuable service. This isn’t always the case. For in-stance, we started a com-pany called Adams Drugs, which created the over-the-counter drug Mucinex. The entire premise for develop-ing that business was that there were a series of drugs, such as Aspirin, that were grandfathered by the FDA. The second largest drug was the expectorant guaifenesin. The FDA stipu-lated that if you could take a pre-FDA drug and prove efficacy through clinical tri-
 (Continued on page 34)
 with Groupon is that there’s no barrier to entry for com-petitors. I don’t know how to answer the question any more con-cisely than to say it’s all about replacement cost – whether it be ephemeral replacement cost like the Anixter pipeline or brick and mortar replacement cost – and barriers to entry. You have to ask yourself, how difficult is it for some-body to compete with you and what is your compara-tive advantage. G&D: Are there any other key tenets of your invest-ment process? SZ: I philosophically be-lieve that if you can’t deline-ate your idea in one or two sentences, it’s not worth doing. I’m the Chairman of everything and the CEO of nothing, which means that the people who work for me come to see me with ideas all day long. My crite-rion is if they can’t concisely explain their idea, then I throw them out of my office and tell them to come back when they can. Simplicity is critical. Additionally, one of the greatest risks of any invest-ment is execution risk, and I think it is highly overlooked. I have great respect for exe-cution risk and am always sensitive to people coming up with ideas that don’t have all of the t’s crossed and i’s dotted with respect
 (Continued from page 32)
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Page 34
 Sam Zell
 ereign debt crisis in Europe, are you interested in invest-ing in Europe? SZ: We don’t view Europe today as a particularly good investment opportunity. I think there’s just such a high degree of uncertainty com-bined with a historical ap-proach by European compa-
 nies to be much less trans-parent than American com-panies. It wasn’t too long
 ago – maybe 15 or 20 years ago – that European banks had “hidden reserves.” What in the world were “hidden reserves”? They were money that banks kept for a rainy day, but that wasn’t disclosed to share-holders. You simply could-n’t do that in the United States. In the same manner, I think European accounting is suspect. Finally, I can’t come up with a reason why Europe should grow. And, in the end, as an investor, you have to have growth. Europe is great for castles, cheese, wine, and après-ski though! Likewise, I have no interest in Russia at all. All one has to do is think about Yukos. If Russia can do what they did in the case of Yukos, they can do anything. G&D: Are there any coun-tries or areas that you find particularly attractive? SZ: We’ve been very in-volved in emerging mar-kets, particularly Mexico, Brazil and Colombia. These are enormously powerful growth markets. In the case of Brazil, the country is self-sufficient in fuel, water and food, and has a trained ex-ecutive class, and is growing at something like 4% a year. I think Brazil is probably the best single major market in the world. G&D: Can you provide an example of a current invest-ment in Brazil? SZ: We started BR Malls,
 (Continued on page 35)
 als, then you were granted a monopoly. Somebody came to us with the idea to con-duct clinical trials, we funded them and we proved efficacy. As a result, we were given exclusivity for production of the drug and thus the company did ex-traordinarily well. But I recognized that this was a business that could easily be subject to competition, and that it was a little bar fly in a land of giants. How were we going to compete with Pfizer or any of the big OTC drug companies? We couldn’t. As far as I was concerned, selling Adams two or three years after we had proven the concept and generated revenue made all the sense in the world. Jack Welch once said, “Either you’re number one, number two or you’re in trouble.” I certainly en-dorse that sentiment. I am a great believer in competi-tion and I’m particularly interested in competition for you. For me, I’d like a monopoly. If I can’t have a monopoly, I’d like an oligop-oly. As an investor, I am constantly focused on com-petition because I think it is not necessarily always ra-tional. As a matter of fact, often times it is irrational. There’s nothing worse than to be in a competitive situa-tion with an irrational com-petitor. G&D: Given your firm’s expertise in distressed in-vesting and the ongoing sov-
 (Continued from page 33)
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 Sam Zell
 We’ve done hundreds of transactions and I take great pride in the fact that people are willing to do repeat deals with me. It’s very common for us to get phone calls from previous partners who want to intro-duce us to new opportuni-ties. Then, of course, there are about 30 or 40 manag-ing directors who work in my office, and they in turn have contacts and those connections generates ideas. We’re very opportunistic and we’re very comfortable looking into new ideas. We have resources in a wide variety of industries so we can learn a lot about a busi-ness pretty quickly. We’ve also been in many indus-tries, so a lot of what we know or have learned in the past is transferrable. G&D: A lot of readers are also interested in current ideas. Could you talk about any current investments that you like? SZ: In keeping up with the environment today in the US, we are primarily provid-ing debt to the non-investment grade world -- distressed debt instruments, debtor-in-possession financ-ing and anything else oppor-tunistic. Changes in the last few years have brought about a tremendous bifurca-tion. If you’re an invest-ment grade company, you can get all the capital you want, and at these rates it’s practically free. In the past, if a company was sub-investment grade, it was
 maybe +200 bps relative to investment grade debt, then for the next level it was another +200 bps and so on as you went up the risk scale. Today, there are investment grade spreads and then there are 1,400 bps spreads. All of the past incremental-ism, at least at the moment, is gone. Therefore, I’ve never seen a market better for investing capital in high yield debt instruments or high yield debt instruments with kickers. There is a real shortage of cash and appe-tite for risk in that arena. Note that this is a change from only a few months ago. In March of ’09, you could buy anything at an unbe-lievably cheap price. By June of ’09, everything was trading at a premium, and this continued to be the case until maybe six months ago. Early in 2011, there were a lot of cases where the value we had assessed for a particular investment was X and it was trading at 2X or X plus 20%, particu-larly in the more liquid debt markets. That phenomenon has certainly changed in the last six months. In May or June of ’09, companies were selling junk bonds at 5% or 6% and those same bonds of the same company trade at 12% today. We did a deal last year where there was a company with $130 million of debt coming due. The company
 (Continued on page 36)
 which today is the largest shopping center company in the country. Same store sales are 12-14%. Compare that to a top-performing US shopping center company where same store sales are at 1-2%. We also have a homebuilder in Brazil. When you look at the num-bers, you discover that Bra-zil has seven million units of pent-up demand. Just like with dredging, it makes a big difference if you’re building into a scenario where pre-existing demand exists ver-sus trying to generate de-mand. G&D: Have you found Brazilian and other Latin American governments to be investor friendly or oth-erwise receptive to outside investors? SZ: Any time you go into emerging markets, you are trading the rule of law for growth. Anybody who thinks that they could go into a Brazilian court and be treated like a local is very naïve. The same thing is true of Mexico. You have to start with selecting a good partner who can pro-tect you or who is strong enough to give you a real, credible perspective of any situation. G&D: How do you or your team typically generate investment ideas? SZ: I have a pretty good address book and a lot of people call me with ideas.
 (Continued from page 34)
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Page 36
 Sam Zell
 willing to take. I knew that I could always survive the good days, but the critical element is to be able to
 survive when the market isn’t doing well or the in-vestment isn’t performing. I always focus on how much
 exposure I am taking. Investors stumble when they take risk and don’t receive commensurate re-ward. Investors stumble when they get bull-headed or when they shift to doing something that is outside of their core competencies. My success has been related to being a very good ob-server, having opinions and being willing to implement them, and understanding and believing in the Bernard Baruch saying “nobody ever went broke taking a profit.” Lastly, in the simplest phi-losophical phrase, I’ve al-ways believed in going for greatness. I’m highly moti-vated and I’ve always been highly motivated, not neces-sarily because it translates into dollars, but because there’s a great satisfaction in achievement. I think, more than anything else, that is what has always driven me and been a major contribu-tor to my success. G&D: It was a pleasure speaking with you, Mr. Zell. Thank you.
 negotiated with the banks until it was a week before the debt’s maturity and the banks rejected the com-pany’s proposals. The com-pany then had a week to decide how they were going to meet that maturity. We provided them with $130 million in return for an at-tractive assemblage of op-portunities. It wasn’t like our deal was more or less expensive; it was the only deal on the Street. G&D: What is it about your personality or process that has allowed you to be so successful? SZ: Number one, I always seemed to have a lot of self-confidence so I didn’t pay attention to conventional wisdom. Number two - you may have heard the quote, “common sense isn’t so common” - I’ve always been a great believer in logic. I have a lot of common sense and I see things differently. Many people see problems, but entrepreneurs see solu-tions, and that’s really what I do. I recognize differences that other people don’t seem to see. Third, and most impor-tantly, what I have been able to do is to assess risk and reward accurately through-out my career. The defini-tion of a great investor is someone who starts by un-derstanding the downside. You must make the judg-ment in advance as to how much downside risk you are
 (Continued from page 35)
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