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Liclober 25, 20Ul

Subject: High-Leverage

Vicky, this is intended as a partial recap of the Oct. 8" strategy meeting. It may also provide
Dick Ziman with a more comprehensive response o his question of how 1 saw myself “fitting
in?" At this time, perhaps, for others to get a sense of what I can contribute is to know a little
from where [ come; my discovering at an early age how easy it is to gain “high-leverage™ even
if clucless. [1 may have mentioned that one of my favorite movies is, Being There.] It might
have been more apropos given my background had [ responded, “My grandfather understood o
age 12 the basic principles of leverage while pushing a wheelbarrow on the streets of Durban,
South Alrica, picking up unbroken bottles. It wasn't long before he grasped that in order 1o
achieve his dreams of building a trading conglomerate he would have to gain even “higher
leverage,” to mention little of putting his good name to use. For nearly three decades [ have
helped leverage others hke Wetherly Capital for good effect including lguring different levers
to help keep Wall Sireet clean. [By the way, while the impoverished Jews of Europe passed
through Ellis Island in their pursuit of Happiness, the dirt poor Jews trekked through Africa
simply thankful to be passing up government sponsored pogroms. ]

Government sponsored programs

Today our government is making what are primarily long-term economic decisions in the new
war against lerronsm. I 1s all about who gels the most “protection” dollars. As our political
leaders begin to realize that they are in Washington and in lower basin states first and
foremost to get re-elected, it won’t be long before we see the unified front in the war against
lerrorism begin to wane,

The Mew War brings America much closer to the Third World; different to what the author of
“The pursuit of ..." had in mind. It is in fact, Third World leaders who have mastered the
power of words, i.e., Sticks and stones break bones, but words kill. The new war against
terrorism and the 1930s war against poverty have much in common. Both resulted in monies
immediately Nowing into Mew York belors spreading west. This time, however, there will be
greater competition and therefore more scrutiny of projects that benefit the few, i.e., the “frec
lunches™ that the New Deal afforded California farmers will come under fire, especially as the
water crisis heats up.

Before any “trickle down™ from government stimulus packages is felt out west, businesses
will first have to bear the cost of the terror attacks, to mention little of the insurance industry’s
ability to pass along their losses, often to those who can least afford it. [See attached
Tillinghast and Morgan Stanley reports.] The term “exposure” will become more widely
understood. Going “naked™ 1s not an option for most businesses unless one is thinking outside
of the bax.

Finding funding opportunities

The opportunity exists for a group like Wetherly Capital to leverage not only our own
business and political resources but, in addition, to play off thosc whe are nol quite sure about
the business they are in. We should gather the imelligence that will allow us to tap into
programs/projects that have government support on all levels, Tederal, state and local and
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leverage this know-where with a mix of know-how. For example, we already know the
invesiment communily scc a waler play as prescient and politicians, especially in Califomia
know the “run ol of water could result in them nol being re-clected. Given the nature of thit
fragmented and archaic indusiry, the opporiunity exists for a group that has a good grasp of
bath the economic and political landscape, domestic and international, o carve oul niche
opportunities. With the right intelligence, we should be able to position oursclves to ride the
crest of this particular wave and mitigate the “masscs™ from dropping in too closely.

The bottom line is that fund raising 15 a eyclical business, Right now buyout funds can't do
transactions because they cannol get bank financing; their collateral is all but useless. We
might also want to consider going afler NASDAQ companies that are clearly not going away;
targeting market sector leaders who are out of favor for some reason but still have a high
likelihood of recovery in the next swing of the market, whether it be in six months from now
or six years. Today fow analysts are taking positions in such companies unless they are Blue
Chip. Real estate may very well be an excellent play, especially considering the tenured
standing of our group, but 1 would defer to those amongst s who know much more than 1do
on this subject.

Strategy

Establish an independent fund or joint veniure with an established buy-out fund that takes les
than 2 5% position in targeted companics, preferably in those where we as a group might be
ahle 1o add value, and then negotiate a deal = a preferred or convertible preferred, Just such a
show of confidence can bolster overall public confidence. Idzally, the company can do
something with the money. One sirategy could involve accumulating convertible instruments
packaging them and then selling them off,

The advantage of a new fund is that existing funds already have their carried interest allocate
and therefore attracting new bleod is oflen difTicult. The downside 15 that 1o put something
like this together from soup 1o nats would probably take about six months, cost about 3250K
and there is the risk that during this time some of these out of faver stocks will very likely
recOVer.

Sugpested Next Steps/ltems to discuss

1. How does proceeding down the path to start a new fund £t in with the other activities
of Wetherly?

2. Mentify the right type of business opportunities; “debriel” decision makers in both the
private scetor, i.¢., investment officers as well as the public sector, i.e., politicians an
their advisors, o provide valuable insight.

1. Determine what resources would be needed for this effort; who is going to do what
and when, ete.

4. How to get the word oul about the business of Wetherhy?



