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Real estate ManageMent 
seRvices gRoup, llc 
edward W. turville 
We look across the public arena 
of equities in real estate and try 
to acquire assets at a distinct 
value relative to the private 
market. Our investment process 
identifies companies with long-
term appreciation potential, and 
we acquire equity positions in 
them, including preferred posi-
tions in the capital structure. 
We seek to maximize dividend 
returns in the portfolio so we 
always have capital to reinvest, 
and because the reinvestment of 
income paired with the increase 
in value is what allows us to 
achieve our return objectives.

How is this real estate cycle 
different? in the past, market 
corrections tended to occur 
for essentially the same 

reasons: too much leverage 
and overdevelopment. this 
time around, although there’s 
a limited inventory of vacant 
new development — a relative 
scarcity that would ordinarily 
lead to higher prices — the pace 
of the economic recovery is well 
below historical patterns. asset 
classes, including real estate, 
have become more correlated 
to other financial markets, and 
more volatile, than in the past. 
also, our business is now more 
prone to outside shocks — 
the sovereign debt crisis, for 
instance — that have nothing to 
do with the underlying econom-
ics of the real estate business.

How are you adapting? the value 
matrix of investing in commer-
cial real estate has remained 
more or less the same in terms of 
“cap” rates, cash flows, replace-

ment costs and the like. But as 
external shocks periodically 
correct valuations in both private 
and public markets, there is the 
opportunity to acquire assets at 
discounted values. at the same 
time, because the economic 
recovery is so much more grad-
ual, even with less supply, it will 
probably take certain property 
types much longer to reach their 
full potential. 

What does that mean for the 
different sectors of commercial 
real estate? toward the end of 
2010, the recovery was happen-
ing more quickly in the hotel and 
apartment markets — where 
we were well positioned. We 
are now working our way more 
gradually into retail, office and 
industrial assets. Basically we 
are capturing different pieces of 
the recovery as they unfold. 

How about debt restructuring in 
commercial real estate? Because 
of the kind of recovery we’re 
having, as well as the imminent 
maturity of large amounts of 
financial leverage that occurred 
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between 2005 and 2007, we think 
it will be very opportunistic to 
own pieces of the process of 
restructuring that debt. We 
are doing this by acquiring 
real estate investment trusts 
(Reits) that deal specifically 
with commercial mortgages. 

What about leverage? We have 
generally not been aggressive 
users of portfolio leverage, and 
several years ago we signifi-
cantly reduced the amount of 
leverage in the portfolio. how-
ever, now that a correction in the 
real estate market is finishing, 
and there is lower risk involved, 
we have at times used leverage 
to gain more upside. 

What is your approach to risk 
management? We have a risk-
control monitor that looks at 
the rate of change of pricing 
in the Reit index market 
relative to normal bands of 
valuation. When prices reach 
the upper levels, we will tend 
to become more conservative 
and sometimes establish short 
positions. at the lower levels, 

gRey Mountain               
paRtneRs

Ben ault  
We try to create value by 
improving the profitability of 
the companies we invest in, as 
opposed to relying on market 
timing or financial engineering. 
additionally, we need to create 
value systematically, regardless 
of fluctuations in the broader 
economy. in practice, we acquire 

majority interests in companies 
that have attractive underlying 
fundamentals but also have 
room for operational improve-
ment. We then focus on the three 
principles we view as critical for 
success in these businesses: 
good people, good information 
and basic discipline. Our goal is 
to achieve continuous opera-
tional improvement to create 
lasting value. 

What sort of businesses do 
you work with? We focus on 
basic industries, allowing us 
to control as many risk factors 
as possible, thereby amplifying 
the impact of our value-creation 
initiatives. We do not place 
bets on macroeconomic trends, 
technology adoption rates or 
consumer preferences — all 
things we cannot control. in 
general, we look for companies 
with revenue greater than 
$30 million or earnings before 
interest, taxes, depreciation 
and amortization (eBitDa) of 
more than $5 million, and we 
specialize in situations such as 
entrepreneurial and family-
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on three  
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critical for 
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Middle-market buyouts

career  
Formerly Goldman Sachs M&A; 
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education  
Master’s degree from the London 
School of Economics; B.A. 
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Resident  
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Portfolio manager, founder,  
managing partner,  
chief investment officer

specialty  
Real estate and investment

career  
Formerly with Beach  
Investment Counsel, Inc.;  
Dalton, Greiner, Hartman,  
Maher & Co. 

education  
CFA, graduate of Rice  
University, advanced  
degree in accounting

Resident  
Naples, Fla.

Hobbies  
Golf, tennis and fishing

that might be a time we would 
use leverage. 

What do you foresee for the rest 
of 2011? in general, the market 
environment for commercial 
real estate is good. One driver 
of higher prices is low interest 
rates. higher rates this year 
would affect the market. We 
see dividends rising again, 
particularly in Reits; we also 
think occupancy and cash flows 
will continue to improve. We are 
seeing the beginning of positive 
changes in the industrial and 
suburban office markets, in 
which we don’t foresee much 
new supply for years. 
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owned companies in need of 
a succession plan, corporate 
divestitures, operational 
turnarounds and financial 
restructurings. 

tell us about those three areas 
of focus. first, getting a strong 
management team in place 
is the most reliable means to 
creating lasting value. next, it 
is imperative that managers 
have access to high-quality 
information in order to make 
good decisions. third, basic 
discipline involves developing a 
culture of continuous opera-
tional improvement so that the 
company can systematically 
optimize its operations and 
respond to opportunities and 
changing conditions.

How do you work with manage-
ment teams? We emphasize 
transparency in terms of our 
motivations and goals. sharing 
that information, along with 
providing properly structured 
incentive plans, creates a situ-
ation in which the management 
team’s goals are closely aligned 
with our own. We encour-
age management teams to 
develop fast-paced but realistic 
business plans, and then we 
do everything in our power to 
support them and help them 
achieve those goals. We are 
available to our management 
teams 24 hours a day.  

When do you decide to sell a 
business? the goal is always to 
buy low, create value, then sell 
to the most logical buyer. so 
we have a very process-driven, 
methodical approach for exit 
decisions. if we have met or 
exceeded our capital apprecia-
tion expectations, we look to 
exit the investment. We want to 
capitalize on our competitive 

a strong  
management 
team is the 
most reliable 
means to 
creating 
lasting value.
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suggestions about your specific portfolio. No recommendations to buy or sell securities have been made. Information in this 
article is not intended to constitute legal, tax or investment advice. Consult your relationship manager first to determine if 
the ideas in this article are relevant to your personal financial circumstances. Always consult with your independent attorney, 
tax advisor, investment manager and insurance agent for final recommendations and before changing or implementing any 
financial, tax or estate planning strategy.

advantage, not allow inertia or 
a lack of institutional discipline 
to distract us.  

How long does this process 
take? the time line really does 
vary. We view due diligence, 
before we invest, as the time to 
develop a value-creation road 
map that lets us hit the ground 
running. But some operational 
improvement initiatives simply 
take longer than others — not 
only to implement, but also for 
them to generate benefits in 
terms of increased profitability. 
historically, we have underwrit-
ten most investments based 
upon a five-year road map, but 
more often than not, businesses 
improve more quickly than 
we expect. so it usually takes 
between two and four years. 

What is your approach to risk 
management? it could prob-
ably be summed up by saying 
“be wary of the risks that are 
beyond your control.” By invest-
ing in basic industries, using 
leverage cautiously and not 
betting on our ability to time the 
market, we are able to focus on 
our competitive advantage — 
systematically creating lasting 
value at the companies we 
invest in. the risk in this model 
is execution, which is a risk that 
we can and do control. 

What do you see for 2011 and 
beyond? many businesses have 
been hit hard by the recession 
and are at or near all-time lows 

in terms of performance and 
valuation. this presents a great 
buying opportunity. long-term, 
we are focused on the right 
space. not only is our opera-
tional improvement-oriented 
approach an evergreen strat-
egy that should perform well 
throughout economic cycles, but 
the underlying drivers of lower 
middle-market m&a activity 
indicate a robust market envi-
ronment for decades to come.

FRanklin teMpleton 
investMents

Michael Hasenstab, ph.d. 
We invest predominantly in 
bonds of governments and gov-
ernment agencies around the 
world. We actively manage the 
fund’s exposure to currencies, 
interest rates and sovereign 
credit to help us maximize 
risk-adjusted returns. We differ 
from most global bond funds in 
that we build the portfolio inde-
pendent of any benchmark. 

Why that approach? One 
reason is that the appropriate 
benchmark, Jp morgan global 
government Bond index, is 
invested primarily in four 
areas: the eurozone, the united 
states, Japan and the united 
Kingdom. Because it is so 
concentrated, investing close to 
the benchmark can add risk to 
a portfolio rather than provide 
diversification. 

How do you diversify? We try to 
get significant diversification 
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fears of a 
hard landing 
in china 
and other 
emerging 
markets Were 
drastically 
overstated. 
emerging 
markets Will 
continue to 
lead the  
global  
recovery. 

We think the fundamental 
drivers of long-term growth 
in emerging markets have 
remained intact, as evidenced 
by strong recoveries in 
investment and consumption. 
tighter fiscal and monetary 
policy, the end of inventory 
rebuilding, and weak demand 
for exports to the g-3 may result 
in somewhat lower growth 
rates in early 2011 than these 
markets experienced at the 
height of the recovery in 2010. 
however, we think growth 
moderating to more sustainable 
levels is a positive development 
over the long run. 

fears of a hard landing in 
China and other emerging 
markets were drastically 
overstated, and we expect 
emerging markets to continue 
to lead the global recovery, 
based on data from the 
international monetary fund.

Who provides risk oversight 
on the portfolio? We have a 
large risk-management team, 
independent from our portfolio 
managers, that constantly 
reviews the portfolio’s risk 
exposures. additionally, 

there are multiple levels 
of management oversight, 
including peer reviews, 
CiO evaluations and board 
meetings. a lot of eyes are 
looking at what we’re doing.

What do you see as a major 
theme in 2011? We think 
interest rates generally will rise 
in 2011, both in fast-growing 
emerging markets and in the 
developed world, where rates 
remain at historically low levels. 
even in the united states, 
where we expect the recovery 
to be moderate, we believe 
improving economic activity will 
combine with the historically 
large financing needs of the 
public sector to push up yields. 
We are positioned not only to 
be cushioned from rising yields 
but to capitalize on them. this 
involves both limiting duration 
exposure in most economies 
and using currency and other 
exposures to position ourselves 
to benefit from rising rates. in 
the current global environment, 
investors must diversify 
internationally in order to earn 
high yields without taking on 
significant duration risk.  Ca
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geographically, so we’re 
invested in about 30 countries 
and 20 currencies. in general, 
the way these markets perform 
tends to be very different 
from what happens in u.s. 
treasuries, corporate bonds 
or equities. so you get true 
diversification, which has 
helped this strategy gain 
traction over the long term. We 
also may diversify by making 
strategic investments based on 
interest rates, sovereign credit 
markets and currencies.

How about your research 
process? We have a large 
research team — 40 people — 
providing investment 
ideas from major locations 
worldwide: Dubai, london, 
mumbai, new York, san mateo, 
são paolo, seoul, shanghai 
and singapore. i also spend a 
lot of time traveling, meeting 
with policymakers, business 
and political leaders, and 
academics.

tell us about the current market 
environment. We favor short-
maturity bonds in such places 
as australia, israel and south 
Korea. these positions offer 
yields of 3% to 5% for less than 
two years of duration exposure 
and what we consider to be little 
sovereign risk. While these 
bonds carry currency risk, we 
think the currency exposure 
could further enhance return 
potential.

What’s your view on emerging 
markets? the underlying 
causes of the financial 
crisis were not present in 
many emerging markets; 
consequently, once liquidity 
returned to capital markets, 
they were able to quickly return 
to precrisis growth rates. 
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investMents
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