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asleep as soon as my head hit the pillow. My parents” wanderlust and travel to remote
parts of Australia when there were no paved roads and at a time when people were just
not that mobile in Australia also contributed to my development.

| attribute my CQ skills to the amount of travel and the number of sports that | did during
my youth. The ability to not be scared in any situation and the knowledge that | would
always work things through set me up for later in life as | started my global career and
circumnavigated the globe regularly for business. Thanks Mum, for driving us around
everywhere.

Another element to my success is the fact that | was born into a well-educated family that
values education. My parents convinced me to finish high school instead of going to
technical college to become an electrical engineer. Following my days at the university, |
spent one year as a full-time ski instructor. A very sage piece of advice from the head of
the ski school at the time made me reconsider my career — “Aivars, go use your degree
and then come and pay for schmucks like me to take you skiing,” he said. Thanks,
Guenter, for the advice.

| spent a few years trading commodities. | watched the fall of the Telex and the rise of the
fax machine. Indeed, one of the first Fax machines was used in Australia. | lived through
the floating of the AUD and Japan’s Yen while dealing with Forex brokers, shipping
companies, insurance companies and banks every day.

My next adventure was as an accountant. Preparing the numbers proved to be the most
frustrating job to me as the sales guy and the CEO both knew the results even before |
had produced them. I knew | needed to be closer to the sharper end of the stick and
realized that nothing happened until something got sold. This would be in the back of my
mind for many years until | acted on it. That did not last long and when a friend of my
father’s asked me to come and run his company, | jumped at the chance to get out in front
and was able to leverage the trading and the accounting to understand what was
happening in the business and get closer to the selling. It was there that | installed my
first computer system. | was just always ready to try the latest technology; however, | did
not have a very good sense of timing. When Barry asked me if it would be valuable to
start a Lotus 123 training course, | replied that this had already been done. How wrong |
was in my inability to recognize this computer opportunity.

| lived through the stock market crash of the 80’s and watched as my second house
purchase proved not to be my greatest investment. Unfortunately, I mis-timed the market
and bought my second house before selling my first. In the space of two weeks, over 30
percent was shaved off both houses values. This is how we learn - though our own
mistakes or the mistakes of others. | was exposed to oil traders, stock manipulators, Forex
market makers and the early days of derivatives. | was also very lucky to have my father
as mentor and a number of very good friends that supported me. Without that exposure to
what was possible, I may not have chosen the path | did.

My brother constantly encouraged me to get into sales and at the time | was installing a
large ERP system into a manufacturing company. Again, hadn’t everyone? Well, the
sales guys knew less than | did, but they wore better suits and drove BMWSs so there was
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a clear choice. | decided to become involved with technology sales and my first job was
at Dun and Bradstreet Software, which at the time was the largest software company in
the world providing mainframe software that could only be purchased by the largest
corporations and governments. This was all a very humbling experience as | really did
not understand the terminology they used or how large corporations worked and had my
“ass” handed to me a number of times. However, | prevailed and made the highest level
of sales recognition achievable — the Chairman’s Club. This was no mean feat as this was
during the recession in Australia. The conversations in Australia at the time where so dire
that | thought Australia was “done for” and decided that | needed to go to Asia as it was
on our doorstep and something was stirring up there. Together with my mentor at the
time, | engineered my way into position in Singapore where | accepted a position selling
software into the largest corporations in the world, including Shell, BP, P&G, Unilever,
Citibank, JP Morgan, and Nomura etc. Boy, did | learn global politics and how it gets
played in global companies. At times, | wondered what | was doing visiting an oil and
gas exploration facility in the middle of a jungle in Malaysia where you could see the
remnants of headhunters with their tattoos around their necks to ward off any potential be
headers. During the same day, | saw the Prince of Brunei’s airplane hanger with his name
three-feet high spelled out in solid gold bars. His name had more than 50 letters. In the
days and months ahead, | went from the dizzying speed of Hong Kong, to inefficient
China, to the colonial houses of Singapore, and then to the brashness of New York, the
history of London, and the romanticism of Paris. My life so far had been a never-ending
circling of the globe while creating and closing deals.

When it became time to start a family, we knew that if we ever wanted to integrate back
into Australian society we had better get out of Hong Kong where | had been running the
China operation for Dun and Bradstreet Software. We had made enough money due to
the bonuses only being taxed at Singaporean and Hong Kong tax rates at a maximum of
20 percent compared to the 48 percent in Australia. As expats, all of our accommodations
had been covered in countries where it was hellishly expensive — especially in the top 10
most expensive cities in the world. Dun and Bradstreet Software was being sold and it
sold cheaply; clearly, the growth had stopped. | remember seeing the price it was sold for
and thinking, “Boy if | knew that it would have been sold for that | would have bought it,
as | understood the value of customers that had bought infrastructural software and the
difficulty in replacing it, and had seen the waste of money that software companies spent
when | compared it to the frugal manufacturing businesses with which | had worked. So,
here we are in Melbourne and I am running Oracle’s Application division in Victoria
thinking that 1 would have a quiet life. Within a month of joining, | was running the
Australia and New Zealand applications business and became part of the senior
management team. At the time, Oracle focused on 100 percent growth a year and | was
running a business where | could count on the last three customers to buy a solution -
?anyone’s solution. Can you imagine a hamster running around in a wheel? That was me.
The rest of the business was the same. We had to migrate the business away from the
focus on products to the focus on customers and solutions.

This was also the beginning of the dot com period and given that | had been trained to
look for the next latest thing, | had one huge customer of ours, Fosters, asking for things
that Oracle did not have. So when a friend approached me about joining a supply chain
execution software business, I knew it was the next “latest, greatest thing” so I jumped at
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the opportunity to start the Asia Pacific operation for Decartes Systems group and then
within nine months, | was in Canada running the global operation and experiencing the
dot com effect. When | joined, the company was at $30m in market cap and it rocketed to
$1.3 billion in one year. Then, the end of 2000 happened and those market caps started to
evaporate as the dot com cap burst.

As the dot com bubble burst, | was reminded of my observation in Hong Kong of Dun
and Bradstreet’s Software being purchased cheaply. After the craziness of the dot com
era and Oracle, | reflected and said revenue growth is insanity and cash flow is sanity.
Fosters had entered Canada in order to crack the U.S. market, but found that ineffective
and withdrew to purchase an American company, Beringer. I, too, followed their
experience and went south to the United States. After partnering with the largest private
equity firms in the United States, | established my own hybrid private equity firm and
began buying and investing in software companies. | participated in the real estate market
in Florida, but this time did not get bitten by the bubble as | had a referential base to
know when to get in and when to get out.



Preface

This book outlines the thoughts and prognostications of interesting individuals ranging
from journalists to hedge fund managers to teachers, many of whom | have met in recent
years and admire greatly. | intersperse my comments throughout.

Each chapter represents a specific theme that has been selected for a specific reason —
corporations, dividends, commaodities, currencies and climate. Through a series of outside
experts’ articles and interviews, followed by my own translation of what it means for the
reader, | offer real life examples to illustrate the actual practice of these concepts in order
to answer the ultimate question -- “So What?”

In a matter of a couple of hours, | hope you will be able to understand the key points and
mental mind set needed to better understand what is next for the global economy and why
you should care. In short, I hope to offer a fresh view of the global business cycle and
help others to fine tune their own critical thinking skills.
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Introduction

It happened somewhere else and why it is relevant to the USA today.

The one thing that | do not have is a crystal ball. However, what | do have are
observations from other parts of the world. During the past couple of years, | authored a
blog designed to show similarities of what | have seen before and how it applies to us
today in the United States. My intent is to record in writing - together with dates - key
global events that prove my observations.

This does not mean that | think that Australia is better than the United States or that
Australia is a global power. How can it be with just 20 million people and the same sized
geography as the United States? Yet, for some reason, Australia matured faster than the
United States by about 20 years; so, by examining what is happening there | have been
able to identify similarities with the United States. Data on the web is difficult to search
for at times, and much of what transpired in the 90’s in Australia occurred at a time when
the Internet was not around. Therefore, some of what is noted in my blog is based on my
own recollection. These memories stand out quite vividly and enable me to identify
patterns and apply them to today’s events.

As | have mentioned previously, three broad events occurred beginning in the mid-80’s in
Australia: 1) a dividend tax at the same rate as capital gains tax was put in place; 2) a
financial crisis occurred of the same proportion as what happened here in the United
States over the last two years. | experienced my house drop in value by at least half; 3)
growth stopped and a focus on delivering transparent stable earnings began. One of my
mates was the treasurer of Coles Myer, the sixth largest retailer in the world, and went
from hoarding cash to paying out dividends and increasing them annually through cost
cutting and efficiency drives.

The following articles outline what is happening today in the USA and relate to parallels
I draw with what [ saw in Australia. In the 90’s, banning texting whilst driving happened
almost as soon as the mobile phone came out some 15 years ago. Cities and counties
equivalents started to merge in order to reduce layers of government and to ensure that
taxes would not increase. | remember standing on the beach in Naples conversing with a
councilman about the time that two cities were looking to merge in Naples and talking
about why this would eventually happen in the USA. Today in the United States, Tea
Parties are taking place in an effort to reduce government spending and campaign to
balance the budget and reduce the deficit.

In addition, red light cameras were introduced 15 or so years ago. What happened after
red light cameras? Speed cameras proliferated. Why? The revenue served as an indirect
tax generated for the government. Smoking was banned from restaurants and public
offices some 20 years ago. Australians have been drinking espresso for over 30 years, but
Starbucks didn’t start to take off until 10 years ago. Wine consumption outpaced beer
consumption some 20 years ago, and we are seeing the same shift in tastes here in the
States. In fact, even Chardonnay and Cabernet Sauvignon fell in popularity some 10 or so

11



years ago as palettes matured whilst Chardonnay and Cabernets still enjoyed great
popularity here in the States.

Our family friends owned car dealerships so we hung out with great Formula One racers
like Jack Brabham who told me how their dealerships generated a very skinny margin
and they primarily made their money from the prudent management of the money as
opposed to the actual sale or service of vehicles. Imagine my surprise when | meet people
here in the States that own dealerships and have a 25% profit margin. | could see that
certain models would not last as the manufacturers were subsidizing every sale of a
vehicle. Surely, that could not last, and sure enough, it did not.

We purchased hotels in the 90’s as the NAB, one of Australia’s largest banks, owned half
of the hotels in Victoria. We did so at cents on the dollar with the equity of the previous
owners being wiped out the same away that it is occurring now.

I saw the Australian tax department going after wealthy individuals that had offshore
accounts 10 to 15 years ago in order to find more revenue so as not to have to increase
taxes more broadly and risk being thrown out of power. Today, the US Internal Revenue
Service is doing the same.

Leading through Uncertainty

“The following article is a good summary of the status of the current economic
environment.”
- Aivars Lode

From McKinsey Quarterly

The range of possible futures confronting business is great. Companies that nurture
flexibility, awareness, and resiliency are more likely to survive the crisis, and even to
prosper.

The future of capitalism is here, and it’s not what any of us expected. With breathtaking
speed, in the autumn of 2008 the credit markets ceased functioning normally,
governments around the world began nationalizing financial systems and considering
bailouts of other troubled industries, and major independent US investment banks
disappeared or became bank holding companies. Meanwhile, currency values, as well as
oil and other commodity prices, lurched wildly, while housing prices in Spain, the United
Kingdom, the United States, and elsewhere continued to slide.

As consumers batten down the hatches and the global economy slows, senior executives
confront a more profoundly uncertain business environment than most of them have ever
faced. Uncertainty surrounds not only the downturn’s depth and duration—though these
are decidedly big unknowns—but also the very future of a global economic order which
until recently was characterized by free-flowing capital and trade and by ever-deepening
economic ties. A few months ago, the only challenges to this global system seemed to be
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external ones like climate change, terrorism, and war. Now, every day brings news that
makes all of us wonder if the system itself will survive.

If we look back in the past we can see the future. We have had recessions and
depressions. Those that add value and generate cash flows by adding value to items we
consume on a daily basis no matter how obscure, that continually adapt to the
environment and don't get lazy, will survive.

Why Do Car Dealers in Australia Make Very Little Money?

01/04/09

“So the question is, why do car dealers in Australia make very little money and the
profits that they do make, come from the management of the money in their float? 1
had this very conversation with the owner of a number of dealerships last year. It looks
like the answer may have been able to be found in Australia at least a year ago. If
someone had looked, maybe the following article from Wall Street Journal would not
apply to them.”

— Aivars Lode

A Tale of Two Dealerships

LONDON, Ky. -- Neither Johnny Watkins nor EImer Gambrel had much growing up in
southeastern Kentucky. Mr. Watkins's farm home had no indoor plumbing and he plowed
the fields without a tractor. Mr. Gambrel, also a farm boy, joined the Navy after school
and worked at a gas station.

But both had a knack for selling cars, and both eventually built thriving dealerships,
bringing them wealth their parents never knew. With the profits, Mr. Watkins bought a
Florida beach condo and Mr. Gambrel a plane.

That's where their business careers diverged. Today, Mr. Watkins's two dealerships,
selling vehicles from General Motors Corp. and Chrysler LLC, are closed, his condo is
gone and his house, now owned by a bank, has yellow-and-red "For Sale" signs out front.
But the Toyota dealership that was started by Mr. Gambrel, who died in 1991, continues
to provide a good living for his four children.

For decades, selling cars from Detroit paved a path to wealth for businesspeople in cities
and towns all across the country. Even if the automakers were hurting, the dealers
typically did all right because sales incentives financed by the makers supported sales.
But the American auto industry has never before faced the kind of forces now slowing
sales to a crawl. They include tight credit, rising unemployment, home foreclosures and a
widespread public mood of hunkering down and spending less.
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Cities and Counties Start to Consolidate to Reduce Costs!

05/27/09

“I was on the beach about four years ago talking with a friend about how I could not
understand why my city taxes here were 10 times higher than for the equivalent
property in Australia. I remember commenting that in the 90’s, cities across Australia
started amalgamating in order to reduce costs. I mused at the time when that would
happen in the States. I just had to wait a few years. All we needed was a crisis to kick it
off:[ »

— Aivars Lode

Towns Rethink Self-Reliance as Finances Worsen

As the recession batters city budgets around the U.S., some municipalities are
considering the once-unthinkable option of dissolving themselves through
disincorporation.

Benefits of this move vary from state to state. In some cases, dissolution allows residents
to escape local taxes. In others, it saves the cost of local salaries and pensions. And
residents may get services more cheaply after consolidating with a county.

In Mesa, Wash., a town of 500 residents about 250 miles east of Portland, Ore., city
leaders have initiated talks with county officials about the potential regional impact of
disincorporating. Mesa has been hit by a combination of the recession and lawsuits that
threaten its depleted coffers, leaving few choices other than disincorporation, said Robert
Koch, commissioner of Franklin County, where Mesa is located.

Two California towns, Rio Vista and Vallejo, have said they may need to disincorporate
to address financial difficulties; Vallejo filed for bankruptcy protection last year. Civic
leaders in Mountain View, Colo., have alerted residents that they are left with few
options but to disincorporate because the town can't afford to pay salaries and services
Incorporation brings residents a local government with the ability to raise money through
taxes and bond issuances. It also gives them more control of zoning decisions and
development, and usually provides for local services such as trash pickup and police as
well.

Dissolving a town government, on the other hand, often shifts responsibility for providing
services to the county or state. A city's unexpired contracts usually remain binding, and
residents are still obligated to pay off any debt.

But long-term commitments such as pension liabilities and day-to-day services such as
sewage and water can be folded into services run by the county, public-policy experts
say.

Disincorporations are rare, usually resulting from population declines that leave too few
residents to support the government. The most recent in California occurred in 1972,
when stalled growth and political instability led Cabazon to dissolve itself, according to
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the California Association of Local Agency Formation Commissions. In Washington
State, the last one occurred in 1965, when Elberton gave up its autonomy after 70 years,
according to the nonprofit Municipal Research and Services Center in Seattle

Today, some small municipalities are exploring the step to escape some financial burdens
that have been exacerbated by the recession.

Rio Vista says disincorporating would eliminate 38 jobs and shift its sewer services to the
county. Vallejo says disincorporating would end public-safety-employee contracts, which
city leaders blame for pushing the city into bankruptcy.

Most talk of disincorporation appears to be exploratory, and some public-finance experts
say towns may not have that option if it is being used to unload financial obligations.
"This is somewhat of a legal gray area, because disincorporation was not designed to
allow cities to escape financial hardship,” said John Knox, a public-finance consultant
with the San Francisco office of law firm Orrick, Herrington & Sutcliffe.

Mr. Knox, a bankruptcy consultant to Vallejo, said shifting oversight of a city's services
to a county or state during the current economic environment would be a tall order. In
California and many other states, the county or state must approve such a move, he said.
Most counties are ailing as badly as cities, and are unlikely to readily approve a
disincorporation, he said.

That isn't stopping some towns from checking into the possibility. In Mountain View, a
Denver suburb with about 500 residents, sales-tax revenue has shriveled with the
departure of four businesses last year, undermining its ability to pay city-government
employees or to afford police and sewage service.

"We were surprised that it got this bad this quick," said Betty VanHarte, mayor of the
104-year-old city. "We have really tightened our belt and increased fees to solve some of
our problems, but it's been very difficult.”

Colorado recently hired public accounting and consulting firm Clifton Gunderson LLP to
help Mountain View deal with its troubles. Chuck Reid, a consultant with Clifton
Gunderson, said the town hopes to escape disincorporation, but its murky long-term
financial outlook may make it the only option. The town could dissolve and be absorbed
by the county, or merge with another nearby municipality, he said.

A group of residents of Spokane Valley, Wash., have a different motive for their
campaign to disincorporate the city of 90,000 near the Idaho border: They want to keep
their city's government from increasing taxes and fees that would finance construction of
a modern downtown district.

The growth plans are too costly and break from the region's tradition of bucolic living,
said Susan Scott, owner of Larks Storage in Spokane Valley, and one of the
disincorporation campaign's planners. "Too many people are hurting from how bad the
economy is doing," she said. "We just can't put up anymore with what the government
wants.”
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