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Q: What is your investment philoso-

phy?

A: We employ a long-term approach 

to investing. We believe that the in-

vestment process is more predictable 

over a longer period of time than over 

shorter periods of time, so we focus 

on longer-term trends and longer-term 

activities. 

Another principle that we would adhere 

to is diversification. We believe very 

much in the quality of the investments 

that we make. We are much more in-

terested in the tried and true than in 

the new and exciting. We try to com-

bine those things when we make in-

vestments and we try to avoid losses 

as much as we can.

 

Q: When you look at the tried and 

true versus the new and exciting, 

how do you categorize them? 

A: What we consider tried and true are 

companies that have a long history of 

relatively stable earnings and sales 

growth. We think that such companies 

are more predictable as they have 

followed the same approach to their 

business for longer periods of time.  

They are not usually companies that 

have refocused their business several 

times. We are looking for companies 

that have been consistent in how they 
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have managed their balance sheet and 

their debt.  

Q: How exactly do you look at the 

predictability of earnings? 

A: We have no proprietary formula. 

We look at what the company’s long 

trend history has been. We would typi-

cally look at a 10-year earnings pattern 

and see what it has been in an abso-

lute sense, relative to the economy as 

a whole, and relative to the industry 

and sector. We see how the company 

has performed in its particular environ-

ment. 

Another thing we look for is how the 

company has grown its top line rev-

enues over time. Are they doing it 

through internal growth or through ac-

quisitions or price adjustments? We 

think that if you understand that, you’ll 

have a better chance of knowing what 

the future will be. 

Q: Where do you get ideas from 

and How is your research process 

organized?

A: We don’t have any one source for 

getting ideas. We constantly review the 

stocks in our investible universe. On 

the domestic side, most of the compa-

nies that we have are in the S&P 500 

index. 

“We believe that the 
investment process is more 
predictable over a longer 
period of time than over 
shorter periods of time. We 
are much more interested in 
the tried and true than in the 
new and exciting. ”



and earnings for Time, Inc. and for 

Warner were fairly close to the same 

size. But prior to the merger, Time, Inc. 

had on the order of $1 billion of long-

term debt. Post merger, I think that the 

combined company had approximately 

$11 billion of debt.  Twice the company 

and eleven times the debt.  We sold 

our position in Time, Inc. 

Basically, it turned out that our judgment 

on that situation was correct. The stock 

of Time Warner didn’t perform well for 

a number of years, in part because 

of the debt load. As years passed the 

company intentionally paid off some 

of that debt because it recognized the 

burden. The company grew significantly 

and many years later we felt that Time 

Warner was a very viable, good com-

pany, so we then bought it. Later, they 

announced that they were going to be 

swallowed up by AOL. At that juncture 

AOL was probably trading at a multiple 

of well over 100 times earnings and 

Time Warner was trading at 20 times 

earnings or so. If you push the two com-

panies together, it would have required 

something like 80 or 90 times earnings 

to support the stock price.  We didn’t 

think the market was going to support 

that and that is why we decided to sell 

out of Time Warner. Eventually, the 

stock fell approximately 75%. 

 

Q: Markets change every minute 

and are very volatile. How do you 

deal with the short-term volatility? 

A: Dealing with the short term volatility 

can be quite difficult when stock prices 

are moving against you. We deal with 

that by having no set policy for when 

we must sell a stock that we have pur-

chased and that has declined in an ab-

solute sense or has declined relative to 

the market as a whole. If this happens, 

we’ll have to review what has caused 

the shorter term swing. If we think that 
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We run computer screens to check for 

growth in earnings, in dividends and in 

sales. We read various journals and 

get ideas just from being part of the 

financial world. 

We are not locked into any particular 

Wall Street investment style, so we are 

not looking just for growth or just for 

value but we invest across the spec-

trum. We don’t have to worry about 

a classification of growth or value be-

cause we are not trying to fit into any 

style box.  We certainly have invest-

ments that would be characterized as 

both growth and value. 

Q: How many stocks do you have in 

the fund? 

A: Generally speaking, we have be-

tween 50 and 60 stocks in the fund. 

We feel that this number gives us 

enough diversification for safety, and 

yet we are not so diversified that if we 

make good selections they get com-

pletely averaged out. We believe that 

with diversification across sectors and 

industries and internationally, 50 to 

60 stocks are enough for the down-

side protection that diversification pro-

vides. 

Q: What’s your average historical 

turnover? 

A: Our average turnover for the last five 

to seven years has been in the range 

of 15% because we are looking for 

trends to play out over a longer time-

frame, and we do not look for short-

term gains. 

Q: How do you go about portfolio 

construction? Could you explain 

your buy discipline?

A: If we like a particular company and 

if we are deciding to invest, we have 

to identify the sector which the com-

pany is in and what is our exposure 

is to that sector. We certainly look at 

what our concentration is relative to 

the S&P 500 although we do not limit 

ourselves to the S&P 500 weights. We 

are willing to have relatively significant 

differences between the S&P and our 

concentrations, but we don’t abandon 

major sectors even if we think that they 

are overpriced. We have never been 

completely out of a major sector. 

For example, we have been concerned 

about the financial stocks for a long 

time and have been light on them rela-

tive to most of the large cap indexes 

for some time, but we didn’t complete-

ly avoid the sector because that’s not 

our approach. When we change our 

portfolios, we migrate from sector to 

sector rather than jumping from sec-

tor to sector. We use that approach 

to keep the balance. Sometimes this 

desire for sector balance leads us to 

a sell decision.  If we think a sector is 

fully represented and we want to add 

a stock in that sector, then, obviously, 

we have to prune another stock from 

the same sector. 

Q: Could you give us a couple of ex-

amples to illustrate your sell disci-

pline?

A: I’ll give you one example to illus-

trate some of the long-term charac-

teristics that we are looking for. We 

bought Time, Inc. before it merged with 

Warner. At that juncture, some of the 

more common metrics such as sales 
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our judgment was wrong, we can and 

we will change our minds. 

A few years ago, there was a relatively 

modest earnings disappointment for 

Emerson Electric. I think the stock fell 

almost 15% in a day, but we didn’t think 

there was anything terribly unexpected.  

Whatever Wall Street’s expectations 

were for that moment, the company 

failed to meet them, and consequently 

the stock fell. We didn’t believe that 

the company had changed its policy, its 

course or its prospects at all, and so, 

we decided to stay with it. 

There is a similar example I could give for 

Johnson & Johnson. They had a problem 

with a Puerto Rican manufacturing plant, 

and its stock fell precipitously over a rel-

atively short period of time. We decided 

that the long-term prospects for Johnson 

& Johnson had not changed. This was 

a relatively small piece of the overall 

puzzle, and the market had overreacted.  

We decided it would be better for us to 

stay on the course. In those two cases, 

we didn’t change our course because 

the things that attracted us to those two 

companies hadn’t changed at the time 

the stock temporarily fell in price. 

Q: What kind of risks do you per-

ceive? What do you do to mitigate 

risk? 

A: We try to contain company-related 

risks, market related risks, and industry 

related risks in different ways. For indi-

vidual accounts, we manage the market 

risks by having significant fixed income 

allocations. 

We manage market risks for equity port-

folios primarily by being diversified. We 

think that diversification helps a lot to 

mitigate the market risks. 

International diversification is another 

way to control risk. Yes, the international 

large cap markets have been more cor-

related with the U.S. market and with 

each other than they were maybe 15 to 

20 years ago, but they are still not com-

pletely correlated. If you look at those 

correlations over longer periods of time, 

you will discover that there have been 

significant differences.  

We construct our portfolios to keep rep-

resentations in the many industries, and 

we certainly do not make huge industry 

or sector bets. Over time that tends to 

keep things stable. If you make a sec-

tor bet and you turn out to be right, 

obviously your positions will look very 

good while that’s working.  But when it 

turns against you, then you have a big-

ger swing. We don’t want that to happen, 

so we try to contain the industry risks 

by keeping representation in the major 

industries and migrate from one industry 

group to another as we see our overall 

opportunities. Certainly, the percentage 

of stocks that we have in technology to-

day is not the same as it was five years 

ago and it’s not the same as it was 10 

years ago. The same is true for energy, 

for financials or for any of the other sec-

tors.  All these sectors have always been 

in our portfolios, and we are not making 

huge industry bets. 

For individual companies, we manage 

risks by going with industry leaders with 

strong balance sheets. Obviously, you 

have to look at debt levels for the in-

dustry the company represents. What’s 

a low debt level for a financial services 

company would be entirely different for a 

manufacturing company. 

 

Basically, it’s the combination of those 

things that we think has allowed us to 

control risk and, at the same time, iden-

tify the right growing companies and par-

ticipate in their success. 
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