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BESTINVER - At the very top of
European Value Investing

., They set standards for European Value Investing: Francisco Garcia Paramés,
Alvaro Guzman de Lazaro and Fernando Bernad at Bestinver Asset Management.

Simplicity, consistency and a strict
limitation of downside risk have
brought Bestinver’s Franciso Garcia
Paramés, Alvaro Guzman de Lazaro
and Fernando Bernad to the very top

of value investing in Europe. Since
1993, Bestinver Spanish Equity has
returned an average of 22.52% per
year. Compared to the Madrid Stock
market, this is an outperformance
of 8.08%. Bestinver’s Global Equi-
ty, launched in 1998, has returned
13.79% on average, beating the MSCI
World Index by 10.57%. Francisco
Garcia Paramés spoke with The Eu-
ropean Value Investor about the secret
of Bestinver’s success. ..p.2-8
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an average return of 20.91 percent
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picks out stocks by a quantitative
value screening. Managed by Nor-
bert Keimling, the StarCap Pria-
mos realises an averaged return of
26.49 percent per year, that made
this fund the most successful in the
world for the last five years. Although
Peter Huber doesn’t like a star cult
around his person, he is one of the
best in his industry. With The Euro-
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Francisco Garcia Paramés —Bestinver Asset Management

At the very top of European Value Investing - In their investment decisions,

Francisco Garcia Paramés, Alvaro Guzman de Lazaro and Fernando Bernad set high value on simplicity and
consistency. Francisco Garcia Paramés spoke with The European Value Investor about

the secret of Bestinver's success and current investment ideas.

Alvaro Guzmadn de Lazaro and
Francisco Garcia Paramés

22.529 return per year on average by the Bestinver Spanish Equity

funds since 1993

Simplicity, consistency and a strict
limitation of downside risk have
brought Bestinver's Franciso Garcia
Paramés, Alvaro Guzman de Lazaro
and Fernando Bernad to the very top
of value investing in Europe.

Since 1993, Bestinver Spanish Equity
has returned an average of 22.52%
per year. Compared to the Madrid
Stock market, this is an outperfor-
mance of 8.08%. Bestinver’s Global
Equity, launched in 1998, has retur-
ned 13.79% on average, beating the
MSCI World Index by 10.57%.

In 1990, just six months out of his
MBA program, Paramés in effect took
over the budding fund management
operations at Bestinver and managed
the funds by himself for the next 13
years, generating the impressive re-
turns mentioned above. Bestinver’s
investment philosophy is strictly va-
lue: Paramés and his partners invest
only in businesses they understand
thoroughly. Banks, for example, are
normally too complicated and too
leveraged for them. Paramés rarely
applies complex DCF valuations, be-
cause “they are not worth the effort"
but looks for low cash flow multiples
and companies that are temporari-
ly underpriced. The team rarely uses
complex screening tools but relies
on reading the newspapers, analysts

reports, talking to "anyone who can
give us an idea" and strict discipli-
ne in valuation. What Paramés likes
best are free options in an invest-
ment situation, where the downside
is very limited by temporarily low
valuations and Bestinver can have
the upside for free.

This approach apparently delivers a
plethora of ideas. According to Pa-
rames, it is not a problem to find
enough investment ideas with a 50
per cent upside potential. Rather,
they currently have too many 100-
percent ideas so that an investment
has to have an upside of 50 or 60
percent just to get into the funds.

Just half into his professional life
- he was born in 1963 - Paramés is
looking towards many more years in
which he can and wants to apply his
unique skills. In fact, he considers his
20-year horizon in investing "one of
his major competitive advantages”
that allows Bestinver to do things
other players cannot do. m

EVI: How many fund managers
work at Bestinver?

Garcia Paramés: Bestinver is an in-
vestment team and there I have two
partners.

EVI: So let me start with a different
question. How many people are ide-
al for an investment team?

Garcia Paramés: Warren Buffett and
Charlie Munger are two. Some com-
panies have twenty-five people in the
team and do a good job. I can only
say that we are increasing the number
of people in our team very slowly.

EVI: Just the three of you? No ana-
lysts?

Garcia Paramés: No, we have some
trainees, but no analysts.

EVI: How did you get interested in
Value Investing?

Garcia Paramés: First of all, a little bit
of common sense. Second, I had a boss
who was also kind of value-oriented. And
third, I read Peter Lynch’s book “One up
on Wall Street” just a few months into
my career at Bestinver. After Lynch, I
read all the books of the people he na-
med. And then it all fit together.

EVI: Did you start the investment
operations at Bestinver?

Garcia Paramés: My boss was the
fund manager. [ was the analyst. Af-
ter six months, I took over the ma-
nagement of the fund. My boss left
the company after one year.

EVI: ...and the first years you did
everything by yourself?

Garcia Paramés: From the end of
1990 to the end of 2003 to be exact.
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We had some analysts in the broke-
rage side of the business, but in fund
management, [ was by myself.

EVI: Any particular situations you
are particularly interested in or
comfortable with?

Garcia Paramés: We look for excel-
lent businesses that are very well-ma-
naged and that for some reasons — low
free float or neglect of the market
— are not properly valued. We prefer
that kind of situation to turnaround or
complicated things.

EVI: So really, Buffett or Lynch,
who once said that you should not in-
vest in companies where a kid could
not draw the business model with a
crayon and a sheet of paper...

Garcia Paramés: Exactly such
companies that for any reason (psy-
chological or other malfunctioning
of the market) are not doing well in
the market.

EVI: Just on a side note: I attended
a conference where a value investor
I respect very much recommended
Agfa. The stock has tanked since
then. Would that be a situation that
is too complicated for you?

Garcia Paramés: Exactly. Actually,
we met the CFO two years ago. We
did analyze it and we do hold a small
position. But it is exactly what you say
— too complicated! The whole com-
pany is changing. I understand that
somebody with deep knowledge can
make money out of Agfa, but we tend
to stick to things that
we can understand
more easily.

EVI: Apparently,
even with simple
situations you find
enough to invest in at this point...

Garcia Paramés: That is usually the
case, especially for our global fund.
Right now, we only invest in compa-
nies with at least 60% upside potenti-
al. There are 300 ideas, so the selec-
tion is the most difficult problem. It is
a little easier in Spain, because there

»We look for
excellent businesses
that are very
well-managed«

are only one hundred stocks to be-
gin with.

EVI: How, then, do you narrow it
down? Do you do a risk- weighted
average of upside potential?

Garcia Paramés: Yes. You invest more
in the companies that
you think you know
better. But we don’t
allocate probabilities.

EVI: Bestinver Glo-
bal Equity holds a
very high percentage of European
stocks. Does that also follow from
“Invest in what you know best?”

Garcia Paramés: Yes. Yesterday we
were in Amsterdam and the day be-
fore in London. In two days we met
with the management of a number of
companies that together represent 18
percent of our holdings.

EVI: Have you invested so heavily
in Europe because you know Euro-
pe better or is Europe just the bet-
ter place to be right now?

Garcia Paramés: I once heard that for
every number x of kilometers you are
away you have to divide the quality of
your assessment in half. So the closer
we are to the company the better.

EVI: So you look where you know
best — the industries and countries
you know. Do you use any complex
screening tools? Do you, for examp-
le, screen first or do you say “this is
interesting, we should screen”?

Garcia Paramés:
When we invest in
companies, we look
at competitors, cli-
ents, suppliers and
so on. Of the three
of us, I am usually the one who
uses screens. But what we normal-
ly do is read the press and analysts’
reports.

EVI: You already answered this
question partially: do you talk to
management or do you rely on desk
research?

»What we normally
do is read the press
and analyst’s reports«

Garcia Paramés: We will talk to
anyone who can give us a hint — ma-
nagement, suppliers, former employ-
ees and so on.

EVI: Do you start your research
with talks or does that come later?

Garcia Paramés: It
all depends on the
situation. Somebo-
dy might have a hint
about a company
that is interesting
and then you talk to
management. If they don’t talk, you
have to gather your information by
other means.

EVI: So if investors were either
artists/craftsmen or scientists, you
would probably put yourself in the
first camp.

Garcia Paramés: Definitely. We
spend most of our time trying to as-
sess competitive advantages. That is
something that you cannot model. It’s
something you have to understand.

EVI: Are you sometimes an acti-
vist?

Garcia Paramés: We don't have the
time and resources to be activists. If
you are an activist, sitting on boards
you are not free to buy and sell as you
would like. Our current strength is to
asses competitive advantages, under-
stand businesses and put valuations
on them.

EVI: In as far as you can tell us:
where are you looking currently?

Garcia Paramés: We try to find un-
dervalued companies and put money
in them.

EVI: Do you look at cyclicals? Does
the distinction between cyclical and
non-cyclical make sense to you?

Garcia Paramés: You have to under-
stand the cyclicality of some busines-
ses. We invest in global companies, so
we look at how different countries and
product lines are doing. If the compa-
ny is good, it will grow. But there are
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always exceptions: we are not investing
in financial and real estate companies in
Spain at all because we think that we
are at the top of the cycle.

EVI: Do you have any financials in
Europe?

Garcia Paramés: We have a share in
a small private bank in Central Europe,
but that’s not really a banking com-
pany. It’s more of a
fund management

Garcia Paramés: Yes, especially in
Spain, where we have a relatively
small market. We also started to con-
centrate a bit more in the global fund.

EVI: Analysis is one part of the
game, the other part is disciplined
buying and selling. At some place in
your presentation I read: never sell!
How do you go about this process?

Garcia Paramés:
First never sell OUR

operation. We also | »We usually don’t do fund! We do the stock
have shares ofasmall | DCEF, because it’s not selling (laughs). It's
Portuguese Bank. But worth the effort« value over price. If the

banks are black boxes

and they are too leve-

raged. Nowadays, with the proliferati-
on of structured products, even more
so. And insurance companies are now
very hard to understand also.

EVI: So, you do not find compa-
nies with low PEs, for example in
the case of the Royal Bank (ISIN:
GB0007547838) of Scotland, at-
tractive?

Garcia Paramés: We don’t need to
look at companies that are difficult to
understand such as banks given that
we find very easily understandable
companies, for example in the service
industry, that trade at low multiples.
And we think fractionally — reserve
banking is very unstable by nature as
Austrian economics explains.

EVI: What kind of valuation tools
do you use?

Garcia Paramés: We usually don’t
do DCF, because it’s not worth the ef-
fort except for very stable businesses
such as toll roads or utilities. In the
rest of the companies we apply mul-
tiples to free cash flow.

EVI: How many titles are usually in
your portfolio?

Garcia Paramés: In Bestinver Spa-
nish Equity usually 30-40 and in Be-
stinver Global Equity around 100.

EVI: I have seen you have some po-
sitions that go up to eight or nine
percent.

value doesn’t change

and the price moves
up or down we move. For example, if
there is a 50 percent upside situation
and the price goes up 20 percent and
the upside narrows to 30 percent then
we will probably take money out of it.
With the 30 percent upside you have
a lower probability of making money.
You take money out of the 30 percent
situation and put it in 70, 80, 100 per-
cent situations in companies that you
know equally well and you are equal-
ly confident of the upside. We are con-
stantly doing that. As a remark, this is
actually a competitive advantage for
European versus U.S. funds because
of different tax laws. We only pay 1
percent capital gains tax.

EVI: Do you still find enough 50%
upside situations to continue doing
this?

Garcia Paramés:

Garcia Parameés: It's actually higher
than you might think for a long-term
investor because we are constant-
ly adjusting positions. If a company
goes up 30 or 40 percent, we sell part
of it and that’s it. We don't care about
average turnover.

EVI: Let’s talk about specific stocks.
Are you still as positive about BMW
(ISIN: DE0005190003) as when you
presented it in the summer? It did
move up a bit.

Garcia Paramés: Yes.

EVI: Why did the market miss it? I
the market is normally right, what
did the market get wrong about it?
What is your investment thesis, so
to say?

Garcia Paramés: Well, I'm not
sure that the market is normally
right — we’ve been making more
than 20 percent per year.... Peop-
le still look at BMW as a cyclical
car manufacturer with large dollar
exposure. Those are the two major
reasons for the undervaluation. As
for cyclicality: GDP is growing 4-
5% percent per year all over the
place. In some years the U.S. might
be better, in others Europe or Asia.
But overall, we are looking at 3, 4
or 5% growth. As for the dollar ex-
posure — our calculations are based
current exchange rates. We actually
think the dollar is undervalued. We

don’t agree with

Warren Buffett on

We find too many »We find too that.

100 percent situa- many 100 percent

tions! That’s our . P EVI: You don't agree
problem! Nowadays Situations:« with Warren Buffett

you need 50 or 60
percent upside just to get into the
portfolio.

EVI: That’s very comforting! If you
can answer this: Do you have a pri-
vate portfolio different from your
funds?

Garcia Paramés: No, 100% of my
money is in the fund.

EVI: Anything you can say about
average turnover?

on the dollar?

Garcia Paramés: No. I think that if
he starts traveling out of the U.S. he
will see why the U.S. is still a good
place to invest.

EVI: But normally you agree with
Buffett?

Garcia Paramés: Of course. In 1999
we lost money when everybody else
was making huge amounts of money
in the internet stocks. So it was very
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important for us to have someone like
Warren Buffett on the front page of
the newspaper saying the same things
that we thought.

EVI: Back to BMW — do you see
other car manufacturers that inte-
rest you?

Garcia Paramés: The discount that we
get on BMW and the margin of safety is
not present in any other car company.

EVI: BMW just started a new stra-
tegy initiative to reinvent itself. So-
metimes companies that constantly
reinvent themselves are not the best
companies because they have no
time for business. Did BMW do its
homework?

Garcia Paramés: The decrease of
margins in the past years has been
due to the impact of the dollar ex-
change rate and to R&D and CAPEX
spending that is higher than that of
the competitors. These last two are
not the things you normally com-
plain about in a company. We think
that this money is well-invested and
will pay off later on — for examp-
le in more efficient cars with lower
emissions. And if you look at mar-
gins: we are basing our valuation on
the 6% margin they currently have.
If they had 8-9% operating margins
in three years” time, that would be
the icing on the cake.

EVI: So you say: this is our base case
scenario and then we have options.

Garcia Paramés: What we like best
in investing are the free options. If we
are not able to assess the upside, we
don’t like to pay for it. For example,
the new Apple device - we are not wil-
ling to pay 10 billion dollars for that. In
the case of BMW, if the fine-tuning is
o.k., we will do very, very well. If not,
we will do very well.

EVI: So the high R&D spending is
not due to smaller scale, it is really
more than the competition is inve-
sting in the future.

Garcia Paramés: If you com-
pare BMW with Daimler (ISIN:
DE0007100000) and Audi (ISIN:
DE0006757008), they are not
smaller.

BMW AG

ISIN DE0005190003

Business: One of the leading manufacturers of Financials TTM: Institutional Investors:
premium passenger cars. Revenue €48.99 bn (2006) 1) Quandt, S. 17.40 %
€ 51.00 bn (2007¢) 2) Quandt, J. 16.70 %
Operating Margin 8.3% 3) Klatten, S. 12.50 %
Net Margin 5.9% 4) Allianz SE 1.18 %
Share Information (10/23/07):
Price €45.88 Fair Value: ca. €85
52 Week Range €41.00 — € 50.50 Valuation Metrics: BMW DAX
Dividend Yield 1.72% P/E 9.5 14.4
Market Cap €2937bn  P/B 1.4 2.1
BMW STOCK PRICE
Euro
45,00
42,00
39,00
36,00
33,00
30,00
27,00
24,00
21 '00 ..................................................... .(c) Tai-Pan-:
Kurs:45,81
ARl 2002 [2004 2005 [2006 12007
INVESTMENT THESIS

BMW is undervalued in comparison with its peers. Revenues and Net earnings increased since 2000 (Daimler and VW showed much more volatility in its
earnings). Regardless of this, the profitability of the automobile segment declined since 2002. The profit margins are currently under pressure from the falling
dollar. We see Upside of BMW through: Fair valuation in comparison with benchmark companies and rising of margins through strategy concept 2020 (for
example reduction of R&D and Capex to the level of benchmark companies).

No. T - Page 5 - December 07




THE EUROPEAN VALUE INVESTOR

»THE CHEST - BESTINVER ASSET MANAGEMENT«

EVI: Do you see any cyclicality or
downside at all?

Garcia Paramés: In the U.S., they have
been selling 16 million cars per year for
some time. Can it go down to 14 million?
Of course! Can it also go up to seventeen
million? Of course. In Europe, we also
have a somewhat stagnant market. I don't
pay much attention whether the GDP of
the world or the OECD is growing by
4.8, instead of 5.2%. It’s not the end of
the world. BMW might be somewhat
cyclical, but with China and Asia co-
ming into the equation it might offset
any shortfalls in a previously U.S.- and
Eurocentric company.

EVI: Asia, then, is more of a consu-
mer market than a competitor for
BMW?

Garcia Paramés: Absolutely. There is
some risk from increased competition,
not only Lexus, but also Infinity and
new companies that might come. But
there is some room for competition
because the market is growing. And
you also have BMW’s brand, which
is very strong in our assessment.

EVI: Prices for cars in Germany are
really very high. Consumer surveys
say that Germany want to decrease
their expenditure on new cars dra-
matically. Are you aware or afraid
of this?

Garcia Paramés: If
you have the income,
you will buy a car for
sure and you will not
complain much. It all

»What we like best
in investing is the
free options«

depends on your income. But again,
some markets can perform better than
others at any given time.

EVI: What about valuation?

Garcia Paramés: The stock is trading
at 45 Euros and in 2008 year end
you have almost 20 Euros in cash
financial operation. Actually you are
paying 25 Euros for the industrial
operation. That implies 16 billion
Euros. We are expecting 2.8 billion
free cash flow in the next year, paying
5.7 times the free cash flow of next
year. And it is a very
stable free cash flow.
A cyclical downturn,
Germans stop buying
cars or people stop
driving cars.... All

DEBENHAMS PLC

ISIN GBOOB126KH97

Business: Second largest retailer (fashion, ac- Financials TTM: Institutional Investors:
cessories, beauty care, furniture, household, Revenue £1.70 bn (2006) 1) TPG Shareholder Group 13.2 %
flowers) in UK with 141 shops and 35 fran- £1.80 bn (2007¢) 2) CVC Shareholder Group 93 %
chise-shops in 16 countries Operating Margin 13.1% 3) Merrill Lynch Shareholder Group 7.2 %
Net Margin 2.6% (2006) 4) Merrill Lynch Investment Managers 5.8 %
Share Information (10/23/07): 5.4% (2007e)
Price £1.07 Fair Value:
52 Week Range £0.85—-£1.88 Valuation Metrics: Debenhams FTSE 350 Three or four times the current share price
Dividend Yield 2.3% P/E 6.6 14.0
Market Cap £632m P/B 11.7 2.6
DEBENHAMS STOCK PRICE

GBP

1,875

1,750

1,625

1,500

1,375

1,250

1,125

1,000

0,875

Kurs:1,02

ARl J A s loN DlozIFImiamMmb b JaA s lo

INVESTMENT THESIS

The company’s stocks can be purchased at the same price it was when the company was taken private five years ago, but free cash flow today is 50 to 60 percent
higher. The past quarter has not been satisfactory, but turnarounds in the retail industry are not difficult, if the company has a good management. This seems to
be the case at Debenhams. In the worst case, the company will be taken private again, because real estate is quite valuable. In the best case, the turnaround will
succeed and the company will be traded at a multiple of 15. This would offer a 200 to 300 percent opportunity.
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these things can happen, that is the
risk in investing. But I don’t think
these things will happen in the next
five years.

EVI: And the trend that car manufac-
turers have extensive financing opera-
tions? Does that worry you?

Garcia Paramés: Not really. In the
context of BMW you are talking about
a five billion operation in book value in
a company that is selling € 55 billion
in cars, so it’s not as important for
BMW as for some other companies,
e.g. General Motors.

EVI: If you look at the assets — there
are about 11 bn Euros in PPE and
more than 35 in financial assets.

Garcia Paramés: For analytical purposes,
we take this money out of the balance
sheet. But they have to consolidate it
for accounting purposes.

EVI: So you don’t see any credit
problems?

Garcia Paramés: If you manage it
properly, you match your liabilities
and assets and that’s it. It’s not a highly
leveraged financial operation.

EVI: Let’s talk target price!

Garcia Paramés: Our target price
is around 85 Euros,
and how do we get to
that? That’s the end
2008 cash and book
value of the finan-
cial operations net of
pensions liabilities.
That’s around 18 Euros per share.
Then we have the free cash flow
of 2.8 billion for next year. At 15
times earnings adding the two it
comes out at 85. And that is at the
current operating margin of 6%. If
we used 8%, this target price could
go to more than 100.

EVI: The 15 times earnings seems
to be an established multiple these
days. There were more conservative
times, 20, 30 or 40 years back. So
are you comfortable with this kind
of multiple?

»QOur target price
for BMW is around
85 Euros«

Garcia Paramés: That has been the
average of American stocks since
1800. It is a 6.6 percent earnings yield.
That’s quite reasonable if interest
rates are four or five percent. On a
long term basis, stocks are less risky
than bonds, especially government
bonds. Look back to Germany in
the 20’s. Would I be —

willing to pay more
for a well-managed
company than for
some government
bonds? Of course!

EVI: Let’s talk about
Debenhams (ISIN:
GB00B126KH97).
First, how did it come up on your
screens or however you found it?

Garcia Paramés: That's really easy.
It was an IPO last year and we bought
some shares.

EVI: So you sometimes buy in IPO
situations?

Garcia Paramés: It’s not very common,
but in this case we did.

EVI: So it dropped, and now you're
buying more.

Garcia Paramés: Yes. The company
has come down almost 60% from the
IPO, so we now have the maximum
weight it ever had in
our funds. We now
know the company
better than we knew it
at the IPO and we real-
ly are more confident
about the valuation.

EVI: Again, why has the market passed
up this excellent opportunity?

Garcia Paramés: In retail, if something
happens, people lose confidence very
easily. They had problems with the
collection since they were not making
any more gains in market share, even
losing in both men’s and women'’s wear.
EBITDA is down by 15 percent.

EVI: Do you see Debenhams primarily
as a fashion group or is it a multi-va-
riety retailer?

»Would I be willing
to pay more for a
well-managed com-
pany than for some
government bonds?
Of course!«

Garcia Paramés: Definitely fashion.

EVI: So you clearly see this as an
operational problem, not strategic?

Garcia Paramés: One hundred and
fifty department stores in the U.K.
—that’s a unique asset. We find that retail

— operations, especially
fashion-oriented ope-
rations, are not very
difficult to turn around.
We have made a lot of
money in retail com-
panies, for example
New Look, Cortefiel
(ISIN: ES0124254311)
or Adolfo Dominguez
(ISIN: ES0106000013). They might have
some problems in a particular year, but
if they do it right, the rewards are huge.
They might go from -3% of sales in a
particular year to +5% or 6% in the next,
so you have a huge leverage.

EVI: Obviously you re not afraid of
retail businesses where the situation
can change quickly. Did you come by
Karstadt-Quelle (ISIN: DE0006275001)
in Germany?

Garcia Paramés: We bought some
shares a while ago but now we're
out of it.

EVI: Debenhams has a long history,
but if I look at it, it was taken private,
then there was another IPO. There is no
good history of reports on the website.
Did you study all previous ones?

Garcia Paramés: Yes. They took
the company private at 1.7 billion
Pounds five years ago, and that’s
the current enterprise value. When
they took it private, the company was
making about 200 million EBITDA
and now they are making 300 mil-
lion, this year maybe between 300
and 350. So EBITDA is 50 to 60
percent higher and we are buying
at the price the company was taken
private five years ago. We also believe
the company is well-managed. The
CEO and the CFO know what they
are talking about.

EVI: So, top management is in charge
of the situation.
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Garcia Paramés: Yes. And even if it
were not — the worst case would be that
they don’t turn around the company and
somebody will take it private again.
Having 150 shops in the U.K. is worth
something.

EVI: Just on a side note — what do
you think of the Puma valuation?

Garcia Paramés: Puma (ISIN:
DE0006969603) is too much of a
growth stock and we don’t like to pay
much for growth. It’s not easy to sustain
high growth for a number of years, so
we don’t pay much for it. We normally
don’t assume more than five or six
percent growth every year.

EVI: There are rumors that Deben-
hams is in merger talks.

Garcia Paramés: There is enough
growth potential in the U.K.. For
example, they don’t have shops in
Liverpool and Newcastle. They have
four to five years of growth potential
before them. They can increase the
number of stores by 20-30 percent.
This way they can leverage their brand
and operations.

EVI: So again, its clas-
sic “limit the downside
and have the upside
for free”?

Garcia Paramés: Ab-
solutely. The company
is a cash flow machine.
Even this year, they are making 130
— 140 million free cash flow without
problems. Believe it or not, we are
paying a multiple of six times that.

EVI: Any target price?
Garcia Paramés: Way high...

EVI: So this is a 200 percent oppor-
tunity?

Garcia Paramés: We believe that if
everything goes well it’s a 300 or 400
percent opportunity. In retail if the tur-
naround is successful, you are making
huge amounts of money. Now they are
making 130 free cash flow, in a few
years they might be making 200 or

»Debenhams is a
cash flow machine.
We are paying a
multiple of six times
free cash flow«

250. If you put a multiple of 15 times
on that, that’s significant.

EVI: One or two questions about

a German company, but it operates
globally. The same is true for many
Spanish companies. Sometimes we do
have country situations — Debenhams

one of your holdings, — —— obviously is a country
Telefonica. Do you play. But usually we
s?i!l have a large po- »They took the invest in global play-
sition? . ers although head-

company private at quartered in Europe.
Garcia Paramés: No. 1.7 billion Pounds Meanwhile, we can

From 12 Euros last
year to 23 now — that’s
enough for us. They
think that they can
increase revenues by
eight percent and we “—

think that that’s difficult due to the
economic environment we are going
to have in Spain.

EVI: Obviously, you have had a tre-
mendous investment career, but you
almost certainly made some mistakes.
Are you willing to share some of
those?

Garcia Paramés: We now have a deeper
understanding of what we do. But of
course we still make some mistakes.
Our last one was a very small French
company that was very leveraged.

— We didn't think the
leverage was too
large but it was, so
now the company is
in receivership.

EVI: You have a very
clear strategy of fo-
cusing on simple and
easy to understand situations. Over
the years, have you focused even more
or are your investments becoming
more complex?

Garcia Paramés: We like simplicity.
That’s our key principle.

EVI: You have a large part of Global
Value in European shares. How long
will Europe continue to be hot? You
mentioned that European markets
are less efficient than the U.S. Is it
likely to stay that way?

Garcia Paramés: When we invest
in European companies most of
the time we really invest in global
companies. BMW for example, is

five years ago, and
that’s the current
enterprise value«

have a portfolio tra-
ding at eight times
free cash flow.

EVI: One last questi-
— on: what would you
like to do twenty years from now?

Garcia Paramés: One of our major
competitive advantages is that we
are doing most of the things we will
be doing for the next twenty years.
That allows us to do things other
people are not prepared to do. If you
are a hedge fund manager and try to
deliver returns in 2-3 years, you do
some things differently than when
you invest for the next 20 years.

Some people have 4-5 year holding
periods. We sometimes have 4-5 year
buying periods. We have been buying
shares of some companies for ten
years. It's a different approach and
that’s why we can do some things
others cannot do.

EVI: You really see yourself doing
this for life.

Garcia Paramés: Yes. It's easier with
a long-term perspective. Time is on

your side.

EVI: Thank you very much! m
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