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The Cost in Pursuit of 
Unconventional Success 

Not a month goes by that someone doesn’t ask me 
why I refer so often to Warren Buffett. The short 
answer: I’m lazy. Early in my career, after several 
ill-fated attempts at reinventing the wheel, I 
finally concluded that the task was beyond me, 
that the endeavor was redundant since the wheel 
had been around, so to speak, for centuries. Being 
turned on the lathe of Benjamin Graham as an 
undergraduate, I ended up years later where I 
began, realizing I had already found the “wheel” 
in the world of investment. After that, I went 
looking for Graham’s clone. Voilà, I eventually 
discovered Warren Buffett. And here he is today, 
soon to eclipse Bill Gates, according to Gates 
himself, as the world’s wealthiest man. His 76-
year life is a testament to the most productive and 
durable investment philosophy extant. Equally 
important, he has more fun and is more widely 
liked, respected, and admired than any billionaire 
of whom I’m aware. Putting pride aside, I’ve long 
sought to emulate the master of our profession. 
That’s a tall order for a lazy fellow, but I’ll always 
give it my lethargic best! Charlie Munger’s 
shortcut logic appeals to me: “I believe in the 
discipline of mastering the best that other people 
have ever figured out. I don’t believe in just 
sitting down and trying to dream it all up yourself. 
Nobody’s that smart.” 

In truth, what continues to amaze me is what 
might be called the “bad golf swing” paradox. The 

vast majority of golfers are, to put it politely, 
duffers—as we all know but are often prone to 
deny. They keep repeating the same bad habits 
and then, exhibiting a strange mental 
disconnect, wonder why their scores never drop. 
As Wes Goebel, the newest member of our 
analyst team, noted, “Practice doesn’t make 
perfect; practice makes permanent.” (He 
unabashedly “borrowed” that saying from 
Buffett.) The metaphor applies to investing as 
well. We have the Tiger Woods of the 
investment world willing to give us free lessons 
and nine out of 10 golfers go directly to the tee 
box without even noticing him! I’ll leave it to 
the reader to reach his or her own conclusions as 
to why.  

Each year, with some mild trepidation, I await 
the posting of my mentor’s annual report 
(Berkshire Hathaway’s) to Berkshire’s website. 
Since the MCM Annual Report is published 
before Berkshire’s (after all, Berkshire is a 
slightly larger, more complex organization ), I 
am wont to carefully read Warren Buffett’s 
letter to shareholders as sort of a grade card, to 
see how well the student is learning what the 
professor has taught. 

1st Quarter Year-to-Date
S&P 500 0.6% 0.6%
Nasdaq 0.4% 0.4%
Dow Jones -0.3% -0.3%
MCM equities * 7.1% 7.1%

* approximate, net of fees
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While the entire 22-page Chairman’s Letter (snide remarks 
appropriate at this point) can be downloaded from the 
Company’s website, I was understandably intrigued by, 
and therefore bring your attention to, Buffett’s 
“advertisement” on page 17 for an investment advisor. 
Since Lou Simpson, who manages Geico’s portfolio, is 
only six years younger than the septuagenarian “Oracle of 
Omaha,” Buffett, who always thinks in the future, 
described what he’s looking for in Simpson’s understudy. 
Would your “help wanted” read like this? We hope so. 

Excerpt from the 2006 Berkshire Annual Report that was 
posted on March 1, 2007: 

Picking the right person(s) will not be an easy 
task. It’s not hard, of course, to find smart 
people, among them individuals who have 
impressive investment records. But there is far 
more to successful long-term investing than 
brains and performance that has recently been 
good. Over time, markets will do 
extraordinary, even bizarre, things. A single, 
big mistake could wipe out a long string of 
successes. We therefore need someone 
genetically programmed to recognize and 
avoid serious risks, including those never 
before encountered. Certain perils that lurk in 
investment strategies cannot be spotted by use 
of the models commonly employed today by 
financial institutions. Temperament is also 
important. Independent thinking, emotional 
stability, and a keen understanding of both 
human and institutional behavior is vital to 
long-term investment success. I’ve seen a lot 
of very smart people who have lacked these 
virtues.  

Conspicuous by its absence is any indication that Buffett is 
looking for a hedge fund manager, a private equity 
manager, a mid-cap or small-cap manager, or a global 
manager, for that matter. Also missing is any reference to 
the search for the ultimate consultant, manager of 
managers who can artfully assemble all these disparate 
pieces into a cohesive whole. Buffett’s disregard for these 
middlemen is a common theme throughout his reports. 
Rather, keeping it simple (how else would a man who 
employs 19 people in the corporate office behave?) and 
focusing more on risks than returns, Buffett appears to be 
looking for a “thinker,” in the terminology of Ernest 
Dimnet (see MCM 2004 Annual Report, page 5). 

Emboldened by the exchange we had in front of 25,000 
spectators at last year’s Berkshire annual meeting, here’s 
the question I’m planning to ask Mr. Buffett on May 5: 

Warren, having read and reread your 
Chairman’s Letter, I was particularly struck by 
your “help wanted” ad for an eventual 
successor to you and Lou Simpson to oversee 
Berkshire’s investments in marketable 
securities. 

Instead of advertising for a Ted Williams, the 
Hall of Famer to whom you often refer 
because of his rational approach to becoming a 
hitting legend, you proposed to recruit the 
consummate defensive player. Here are your 
words, and I quote: “We therefore need 
someone genetically programmed to recognize 
and avoid serious risks, including those never 
before encountered. Certain perils that lurk in 
investment strategies cannot be spotted by use 
of the models commonly employed today by 
financial institutions.” In a world where 
everyone’s talking about return, you talk about 
risk.  

What I inferred from this job description, your 
warnings on derivatives, the dollar, executive 
compensation, the Gotrocks family and its 
“handlers,” your preference for private deals 
over publicly traded stocks, among others, is 
that in general since 1999 your assessment of 
the investment environment in marketable 
securities does not appear to be radically 
different from how you felt exactly 30 years 
ago, when you more or less took a multi-year 
hiatus from marketable securities because you 
simply didn’t like the odds. Am I reading you 
correctly? I would hope that Charlie might 
give his two cents’ worth as well.1

                                                  
1 The compounded annual growth in Berkshire’s after-tax book 
value in the eight years from 1999 through 2006 was 7.28%, one-
third of Berkshire’s historical average. The S&P 500 returned 
5.29%. Clearly, even though Buffett beat the S&P 500 by an 
atypically modest 2 percentage points, the long eight-year test of his 
discipline and perseverance has certainly not been easy on him. He 
hasn’t spoken much about the era, and that’s the reason for the 
question. While MCM’s equities returned 11.68%, the comparison 
is not “apples to apples” because the funds we had committed to 
equities ranged from 30% at the end of 1999 to 70% at the end of 
the fourth quarter of 2004 and, most recently, back to about 30%. 
The S&P 500 is, obviously, always fully invested. Buffett has some 
flexibility with his marketable securities portfolio, but even that is 
limited. We have as much flexibility as individual clients will allow, 
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Mark your calendars to email me 
(frank@mcmadvisors.com) on the morning of Monday, 
May 7, and I’ll let you know what Buffett and Munger had 
to say. 

Let’s now move from the general to the specific. As I’m 
sure you remember reading in the 2006 Annual Report ,
proper alignment of incentives can create a wide range of 
results. On the down side, there is daily evidence in the 
Wall Street Journal of the ill effects of self-centered 
incentives. The collapse of the subprime mortgage market, 
in part precipitated by overzealous commissioned lenders, 
has been headline material for weeks. Another example of 
misaligned incentives was made public by the collapse of 
the hedge fund Amaranth that lost $6.5 billion of its $9.2 
billion in investor capital in the single month of September 
last year.2 A third example is the proposed, curiously 
conflicted, public offering of the private equity firm 
Blackstone Group. “Incentive-caused bias,” evident in 
each of the above cases, can cause a legion of parasites and 
looters to descend upon Main Street America. Most of the 
victims don’t even know their wallets are missing … yet. 

                                                                                           
and that is a boon to performance, as well as peace of mind, in 
falling markets, such as 2000–02, and a burden, such as in 2006 
when in the second half they were rising. Given the dearth of 
compellingly priced ideas, a subset of the overarching pursuit of 
gain without commensurate regard for risk, we will let legitimate 
opportunity, and not wishful thinking or keeping up with the 
Joneses, determine our strategy (“Necessity never made a good 
bargain”). 
2 Brian Hunter, 32, the Amaranth natural gas futures trader whose 
miscues resulted in the largest single loss to hedge fund investors 
thus far, may well have had his judgment impaired by hubris. In 
2005 his bonus was $75,000,000, of which 30% was required to 
remain in the firm. Misaligned incentives resulted in a young trader 
betting somebody else’s ranch as he reached apparently beyond his 
grasp for two back-to-back years of bonuses that would make Bill 
Gates blush. When one largely unsupervised trader can put billions 
of client dollars at risk for the single reckless purpose of “shooting 
the moon” for a king’s ransom bonus for himself, someone is sadly 
asleep at the switch. Internal controls were obviously inadequate, 
but one must ultimately ask, “Did the buyers not realize that the 
design of the incentive system was a potential prescription for 
disaster?” The San Diego County Employees Retirement 
Association sued Amaranth on March 30. Adding insult to injury, 
the hedge fund’s structure provides that investors effectively 
indemnify the management company that ran the hedge fund in the 
event of lawsuits. Thus, the fund is withholding hundreds of 
millions of dollars of investors’ funds pending resolution of 
potential lawsuits. Unrepentant, Brian Hunter recently announced 
his intention to open a new commodity fund. 

For those who follow hedge and private equity funds as 
closely as we do, you are doubtless aware of the alarming 
divergence between the enormous paychecks to the 
managers and the comparatively paltry returns to the 
investors. We have chosen to move in precisely the 
opposite direction in tightening the relationship between 
your results and ours—and to be transparent about it. As 
you know from our performance-based fee and our policy 
of “eating our own cooking,” we are willfully conscious 
about making sure all incentives in place at MCM are 
carefully aligned with the goal of optimizing results for 
you, our clients.  

As introduced in the 2006 Quarterly Capital Markets 
Review and given more extensive coverage in the MCM 
2006 Annual Report, beginning April 1 we implemented 
an accountability and calibration rewards/penalty program 
as part of our Investment Management Process. It has teeth 
and anyone who would like to discuss the details of the 
mechanism can feel free to give me a call.  

Beyond sharpened accountability, calibration (a fancy 
word for learning from your mistakes) is greatly improved 
because of the program. Calibration is given much lip 
service in our profession, but it’s rarely fully implemented 
because … it can reveal weaknesses that might otherwise 
conveniently go uncovered. In terms of the cumulative 
growth of our outstanding professional team, the 
ubiquitous sports mantra does apply: “no pain, no gain.” 
What separates Tiger Woods from many of his competitors 
is that he never sees himself as so accomplished that he no 
longer needs a coach. He is constantly refining, sometimes 
reinventing, the greatest swing in the game of golf. Few 
people are as iron-willed as Tiger. Like the duffers 
mentioned above, if there are no compelling 
rewards/penalties regarding one’s score, duffers tend to 
remain duffers. Introspection and group analysis will be 
stimulated. At the end of the day we’re willing to pay the 
price—in both senses of that expression—to be the best we 
can be. 

Our fees remain unchanged and have always been based 
not on what the market would bear but on what a rational 
individual would consider a fair value-for-value exchange. 
The hedge fund approach of charging outlandishly high 
fees to imply a correspondingly high value—when no such 
value can be measured—is both sham and anathema to us. 
We are confident that the system of internal rewards that 
we have instituted in allocating a noteworthy portion of 
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our income based on individual or group performance 
should help us as we continue aspiring (not to mention 
perspiring) to become “best in class.” 

As for the title of this piece, I’ve always drawn solace 
from the wisdom of the great thinker and economist John 
Maynard Keynes in assuming the role of a leader rather 
than simply an obsequious manager of clients’ assets: 
“Worldly wisdom teaches that it is better for reputation to 
fail conventionally than to succeed unconventionally.” 
Why is this so? Keynes explained that, first, “human 
nature desires [immediate] results” and, second, the long-
term investor will invariably encounter criticism because 
“It is in the essence of his behavior that he should be 
eccentric, unconventional and rash in the eyes of average 
opinion.” Jean-Marie Eveillard, manager of the First Eagle 
Fund, knew the cost in pursuit of unconventional success. 
Enduring the consequences of being four years early in 
building cash for what became the bloodbath of 2000–
02—which included living with criticism day after day and 
defections from clients demanding instantaneous results—
he remained the sanguine fiduciary, saying “I would rather 
lose half our shareholders ... than lose half our 
shareholders’ money.” His educated bet on which he hung 
his reputational hat was that in due course a much more 
accommodating and rational opportunity set would present 
itself. The perceived penalties of being early to the 
sidelines are grossly overrated by those who don’t fully 
comprehend the mathematics of compounded interest. By 
the end of 2003, $1 invested with Eveillard in 1996 had 
become $2.70, a compounded annual rate of return of 
15.3%. Eveillard, need I add, is older, wiser, and 
understands more clearly than Brian Hunter that integrity 
is a critical element of good character. But in these Gold 
Rush-mentality times, to paraphrase singer Tina Turner, 
what’s character got to do with it? 

In the following section you’ll note that we have begun 
purchasing modest positions in two new companies (and 
one “old” one). We would be less than candid if we said 
we were “stealing” them, a rarity in markets such as this 
where risk is an afterthought. Their advocates think they 
are fairly priced, and they intend to add to each position 
should prices decline. Nonetheless, we continue to carry 
our umbrella even when the skies overhead are blue and 
the sun is shining. 

 –Frank Martin, CFA 
 Senior Partner 

Equity Holdings 

Dollar General (DG) 
The biggest news in our portfolio was the acquisition of 
Dollar General by KKR, one of the premier private capital 
firms on Wall Street. The takeout price is $22 per share, 
and the deal is expected to close during the third quarter of 
2007. While the arbitrage spread (difference between the 
market price and the takeout price) is unusually large given 
the specifics of the proposed acquisition, we are 
opportunistically scaling out of the position prior to the 
deal’s close. The reason is simple: The upside is quite 
small in relation to the potential downside if something 
unforeseen happens between now and the expected close. 
For clients with short-term gains, we are waiting to sell 
your holding if there is a chance to turn a short-term gain 
into a long-term gain. 
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We are pleased by the turn of events at DG. As we have 
reported over the last few quarters, we agreed with the 
direction that management was taking to update its 
business model, but it was going to take some time, and 
the risk, particularly during the transition period, was 
elevated. We won’t quibble with $22.  

 –Drew Wilson, CFA 

Berkshire Hathaway (BRK) 
Berkshire Hathaway had a blowout year during 2006. 
Earnings and book value grew by 30% and 18%, 
respectively. Indeed, stripping out investment gains, 
operating income more than doubled. The bad news is that 
more than half of the improvement in operating income 
came from unsustainably good performance from BRK’s 
insurance units, largely due to the near total absence of 
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weather-related catastrophes during 2006. We are, 
nonetheless, encouraged by continued good results from 
most of Berkshire’s operating subsidiaries. 
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We have argued that there is additional earnings power 
currently lying fallow on the balance sheet in the form of 
$63 billion in cash and fixed-income securities (vs. $67 
billion the year before)—even having invested $14 billion 
in equity securities and private deals (split about evenly) 
during the course of the year. An additional $7 billion was 
added after the year closed, stemming from a retroactive 
insurance contract sold to Equitas (an affiliate of Lloyd’s 
of London). This is important because the speed and rate 
of return that these assets can be redeployed is no small 
matter in estimating Berkshire’s intrinsic value. As such, 
BRK possesses something of a natural hedge: Potential 
economic and/or market downturns will certainly affect the 
company’s existing businesses (wholly owned and 
marketable equities), but the same factors could make for 
rather heady times from an investment perspective and set 
the stage for even greater growth for Berkshire. 

 –Dennis Blyly, CFA 

Mohawk Industries (MHK) 
Despite rising costs of raw materials and the well-
publicized, housing-related slowdown (residential 
construction accounts for roughly 20% of sales) during the 
second half of 2006, Mohawk was able to increase 
earnings per share (EPS) by 13% (excluding the benefit of 
a one-time customs rebate). Most of the improvement in 
earnings came from the 2005 acquisition of Unilin, which 
surpassed all expectations last year. The rest of MHK’s 
business registered a modest decline in operating income. 
The management team has done an excellent job managing 

expenses in what is likely to be continued soft conditions 
in a few of the company’s important end markets. The 
company has continued to use its excess cash flow to 
increase production efficiency, produce more of its own 
products, and, in particular, retire debt associated with the 
acquisition of Unilin. 
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It’s difficult to know how long the slump in residential 
construction may last, how deep it may go, or to what 
extent spillover effects could reverberate throughout the 
much larger market of replacement demand. The 
repair/remodel business has been soft for some time. In 
spite of MHK’s terrific long-term record of growth and 
profitability, the stock sells for roughly 13x trailing EPS, 
no doubt reflecting Wall Street’s concern about near-term 
earnings visibility. We agree that it’s hard to know where 
earnings are headed in the short run, but we have every 
confidence in the business model, believing that the 
company will generate free cash flow. Too, MHK has 
opportunities to productively reinvest capital. We’re 
confident that first-rate management will continue to make 
our investment grow at a reasonable rate over time, with 
the stock price taking care of itself in the long run. 

 –Drew Wilson, CFA 

Wal-Mart Stores (WMT) 
This past year was a decent one for Wal-Mart. Comp-store 
sales struggled in the U.S. division, although operating 
income grew 11% during 2006. Operating income at the 
company’s international division (now 21% of the total) 
grew 24% and accelerated as the year went on—up 31% in 
the fourth quarter. Rising corporate expenses, some of 
them of a non-recurring nature, and a rising tax rate 
lowered overall EPS growth to 7% for the year. 
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our income based on individual or group performance 
should help us as we continue aspiring (not to mention 
perspiring) to become “best in class.” 

As for the title of this piece, I’ve always drawn solace 
from the wisdom of the great thinker and economist John 
Maynard Keynes in assuming the role of a leader rather 
than simply an obsequious manager of clients’ assets: 
“Worldly wisdom teaches that it is better for reputation to 
fail conventionally than to succeed unconventionally.” 
Why is this so? Keynes explained that, first, “human 
nature desires [immediate] results” and, second, the long-
term investor will invariably encounter criticism because 
“It is in the essence of his behavior that he should be 
eccentric, unconventional and rash in the eyes of average 
opinion.” Jean-Marie Eveillard, manager of the First Eagle 
Fund, knew the cost in pursuit of unconventional success. 
Enduring the consequences of being four years early in 
building cash for what became the bloodbath of 2000–
02—which included living with criticism day after day and 
defections from clients demanding instantaneous results—
he remained the sanguine fiduciary, saying “I would rather 
lose half our shareholders ... than lose half our 
shareholders’ money.” His educated bet on which he hung 
his reputational hat was that in due course a much more 
accommodating and rational opportunity set would present 
itself. The perceived penalties of being early to the 
sidelines are grossly overrated by those who don’t fully 
comprehend the mathematics of compounded interest. By 
the end of 2003, $1 invested with Eveillard in 1996 had 
become $2.70, a compounded annual rate of return of 
15.3%. Eveillard, need I add, is older, wiser, and 
understands more clearly than Brian Hunter that integrity 
is a critical element of good character. But in these Gold 
Rush-mentality times, to paraphrase singer Tina Turner, 
what’s character got to do with it? 

In the following section you’ll note that we have begun 
purchasing modest positions in two new companies (and 
one “old” one). We would be less than candid if we said 
we were “stealing” them, a rarity in markets such as this 
where risk is an afterthought. Their advocates think they 
are fairly priced, and they intend to add to each position 
should prices decline. Nonetheless, we continue to carry 
our umbrella even when the skies overhead are blue and 
the sun is shining. 

 –Frank Martin, CFA 
 Senior Partner 

Equity Holdings 

Dollar General (DG) 
The biggest news in our portfolio was the acquisition of 
Dollar General by KKR, one of the premier private capital 
firms on Wall Street. The takeout price is $22 per share, 
and the deal is expected to close during the third quarter of 
2007. While the arbitrage spread (difference between the 
market price and the takeout price) is unusually large given 
the specifics of the proposed acquisition, we are 
opportunistically scaling out of the position prior to the 
deal’s close. The reason is simple: The upside is quite 
small in relation to the potential downside if something 
unforeseen happens between now and the expected close. 
For clients with short-term gains, we are waiting to sell 
your holding if there is a chance to turn a short-term gain 
into a long-term gain. 
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We are pleased by the turn of events at DG. As we have 
reported over the last few quarters, we agreed with the 
direction that management was taking to update its 
business model, but it was going to take some time, and 
the risk, particularly during the transition period, was 
elevated. We won’t quibble with $22.  

 –Drew Wilson, CFA 

Berkshire Hathaway (BRK) 
Berkshire Hathaway had a blowout year during 2006. 
Earnings and book value grew by 30% and 18%, 
respectively. Indeed, stripping out investment gains, 
operating income more than doubled. The bad news is that 
more than half of the improvement in operating income 
came from unsustainably good performance from BRK’s 
insurance units, largely due to the near total absence of 
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weather-related catastrophes during 2006. We are, 
nonetheless, encouraged by continued good results from 
most of Berkshire’s operating subsidiaries. 
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We have argued that there is additional earnings power 
currently lying fallow on the balance sheet in the form of 
$63 billion in cash and fixed-income securities (vs. $67 
billion the year before)—even having invested $14 billion 
in equity securities and private deals (split about evenly) 
during the course of the year. An additional $7 billion was 
added after the year closed, stemming from a retroactive 
insurance contract sold to Equitas (an affiliate of Lloyd’s 
of London). This is important because the speed and rate 
of return that these assets can be redeployed is no small 
matter in estimating Berkshire’s intrinsic value. As such, 
BRK possesses something of a natural hedge: Potential 
economic and/or market downturns will certainly affect the 
company’s existing businesses (wholly owned and 
marketable equities), but the same factors could make for 
rather heady times from an investment perspective and set 
the stage for even greater growth for Berkshire. 

 –Dennis Blyly, CFA 

Mohawk Industries (MHK) 
Despite rising costs of raw materials and the well-
publicized, housing-related slowdown (residential 
construction accounts for roughly 20% of sales) during the 
second half of 2006, Mohawk was able to increase 
earnings per share (EPS) by 13% (excluding the benefit of 
a one-time customs rebate). Most of the improvement in 
earnings came from the 2005 acquisition of Unilin, which 
surpassed all expectations last year. The rest of MHK’s 
business registered a modest decline in operating income. 
The management team has done an excellent job managing 

expenses in what is likely to be continued soft conditions 
in a few of the company’s important end markets. The 
company has continued to use its excess cash flow to 
increase production efficiency, produce more of its own 
products, and, in particular, retire debt associated with the 
acquisition of Unilin. 
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It’s difficult to know how long the slump in residential 
construction may last, how deep it may go, or to what 
extent spillover effects could reverberate throughout the 
much larger market of replacement demand. The 
repair/remodel business has been soft for some time. In 
spite of MHK’s terrific long-term record of growth and 
profitability, the stock sells for roughly 13x trailing EPS, 
no doubt reflecting Wall Street’s concern about near-term 
earnings visibility. We agree that it’s hard to know where 
earnings are headed in the short run, but we have every 
confidence in the business model, believing that the 
company will generate free cash flow. Too, MHK has 
opportunities to productively reinvest capital. We’re 
confident that first-rate management will continue to make 
our investment grow at a reasonable rate over time, with 
the stock price taking care of itself in the long run. 

 –Drew Wilson, CFA 

Wal-Mart Stores (WMT) 
This past year was a decent one for Wal-Mart. Comp-store 
sales struggled in the U.S. division, although operating 
income grew 11% during 2006. Operating income at the 
company’s international division (now 21% of the total) 
grew 24% and accelerated as the year went on—up 31% in 
the fourth quarter. Rising corporate expenses, some of 
them of a non-recurring nature, and a rising tax rate 
lowered overall EPS growth to 7% for the year. 
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As 2006 progressed, the company finally signaled that it 
was going to slow the rate of store growth in the U.S. 
market. New stores have clearly cannibalized existing 
stores in many markets, contributing to soft comp-store 
sales. Extensive remodeling efforts also have been 
disruptive, and the payback has yet to show up in results. 
Remodeling and merchandising initiatives are under way 
to improve comp-store sales (a must in the long run). On a 
more positive note, inventory growth was less than half of 
sales growth during the year. 
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Wal-Mart’s international business has become a much 
more important contributor to earnings over the last few 
years. We expect that trend to continue. While the 
company’s exit from Korea and Germany created much of 
the news last year, markets in Mexico, Argentina, Brazil, 
and China made considerable progress. Results have also 
significantly improved in the United Kingdom and Japan. 
One can no longer expect rapid growth from a company 
this size. However, we believe the current valuation 
already reflects diminished expectations, and it won’t take 
much improvement for investors to once again appreciate 
the many strengths and attractive returns of this retailing 
behemoth. 

 –Dennis Blyly, CFA 

TJX Companies (TJX) 
We are very pleased with TJX’s earnings gains (+20%, 
excluding the one-time 2005 gains). The earnings growth 
came from good comp-store sales performance (average of 
5% across their brands), gross margin improvement, 
excellent cost control across the entire company, and an 
aggressive share-repurchase program. The return of the 
company’s founder, Ben Cammarata, signaled a return to 

the basics—opportunistic deal-making in the garment trade 
and tight expense controls. Though still chairman, 
Cammarata has turned the CEO reins over to Carol 
Meyrowitz, who was previously president and has a long 
history with the company. Her reputation as a 
merchandising guru is well-founded, and she has a great 
understanding of the business. We suspect, however, that 
Meyrowitz will have to grow into the CEO role, with 
Cammarata serving as a mentor. 

The company has continued to endure losses from two 
small emerging retail brands: A.J. Wright and Bob’s. 
While A.J. Wright makes strategic sense (it leverages the 
company’s off-price buying power), we are at a loss to 
explain Bob’s, which cost the company $.02 per share last 
year. We don’t expect an encore performance (20% EPS 
growth) from TJX this year as its largest division, 
TJX/Marshall’s, is mature. Nonetheless, as the largest 
retailer (by far) in the off-price segment, the company 
enjoys compelling advantages that can be further leveraged 
going forward.  
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On January 17, 2007 TJX announced that the company’s 
computer system had been breached by hackers. Since that 
time, an ongoing investigation has revealed a rather 
massive number of credit card data was stolen. At this 
point, the company has no idea the magnitude of the 
potential liability or the ramifications that will undoubtedly 
ensue. To us, it looks like TJX was less than prepared to 
avert this kind of covert activity. On the upside, the 
company generated over a billion dollars in free cash flow 
during 2006, or roughly $2.40 per share. At the current 
price level the business is trading at a quite attractive 9% 
free cash flow yield. Also, the company just announced a 
large share repurchase program that will retire nearly 7% 
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of the equity base. At this point, TJX is a relatively small 
holding, and to the extent the market reacts too negatively 
to the security breach we may add to our position. 

 –Drew Wilson, CFA 

Sysco (SYY) 
Sysco has long been a model of consistent earnings 
growth. Over the last 18 months, however, the company 
has been in an aggressive investment mode. It has adopted 
a large regional distribution/logistics strategy that has been 
very expensive to implement. The first facility is now up 
and running (achieving expected results), and the company 
expects future facilities to be far less expensive. At the 
same time SYY has accelerated the hiring of sales 
personnel, which also has contributed to lackluster 
earnings results. The company has reported good top-line 
growth, but we’ve become concerned about the lack of 
operational leverage in the midst of good sales growth.  
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SYY has always sold for a high multiple that reflects 
consistent double-digit EPS growth. It participates in a 
mature industry that is still fairly fragmented, but margin 
expansion is a key part of the SYY story. Unable to 
explain the lack of margin leverage, we sold some of our 
holding at higher prices. We still like the “Sysco” Kid, and 
it has a formidable moat, but we decided to reduce our 
commitment until we get more clarity on margin trends 
and the outcome of various corporate initiatives. 

 –Todd Martin, CFA 

Emmis Communications (EMMS) 
A $4 special dividend has made Emmis a smaller holding 
for MCM. The company has sold its Honolulu television 
station for $40 million (previously classified as a 

discontinued operation) and is working on the sale of the 
larger New Orleans station. The company is undertaking a 
format change at one of its Los Angeles stations that will 
continue to take a short-term toll on earnings. The entire 
New York radio market is still difficult. 
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Despite what could be inferred as near unanimous support 
from the economic majority Class A shareholders for our 
proposal advocating recapitalization of the company into 
one class of stock, Jeff Smulyan trumped in, as he 
threatened to do, and carried the day. A moral victory was 
won for which there are no economic benefits! While the 
media share battle wages, obvious in TV and 
newspapers—radio is unique in that (1) it is a far less 
expensive form of advertising, and (2) it is much more 
fragmented, especially in large markets. In other words, 
there’s good potential for improved earnings for Emmis 
(particularly in the second half of this year), even if the 
radio industry remains problematic. Additionally, the sale 
of the New Orleans TV station would be another positive 
development. Finally, as this report went to press the stock 
jumped $1.25 to $9 on the strength of two bullish 
endorsements, one from Goldman Sachs and the other 
from C. L. King, “sell-side” firms (remember the 
discussion on incentives). Unsubstantiated rumors are 
circulating that may have precipitated their actions. In any 
event, we have no intention at this juncture to remain long-
term investors in Emmis. When the next propitious 
opportunity presents itself, we will make our humble exit, 
certainly wiser for the experience.  

 –Dennis Blyly, CFA 
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As 2006 progressed, the company finally signaled that it 
was going to slow the rate of store growth in the U.S. 
market. New stores have clearly cannibalized existing 
stores in many markets, contributing to soft comp-store 
sales. Extensive remodeling efforts also have been 
disruptive, and the payback has yet to show up in results. 
Remodeling and merchandising initiatives are under way 
to improve comp-store sales (a must in the long run). On a 
more positive note, inventory growth was less than half of 
sales growth during the year. 

02 03 04 05 06

1.40

1.60

1.80

2.00

2.20

2.40

2.60

2.80

3.00

41.6

44.8

48.0

51.2

54.4

57.6

60.8

97

11

Volume in Millions (max/avg)

LTM EPS (Left)

Wal-Mart Stores Inc. (WMT)
Martin Capital Management, LLP High: 61.850
Five Year Price Chart  Low: 42.310

Last: 48.0603-Apr-2002 to 4-Apr-2007 (Daily)

Data Source: Prices / Exshare, Reuters Global Fundamentals ©FactSet Research Systems 2007

Wal-Mart’s international business has become a much 
more important contributor to earnings over the last few 
years. We expect that trend to continue. While the 
company’s exit from Korea and Germany created much of 
the news last year, markets in Mexico, Argentina, Brazil, 
and China made considerable progress. Results have also 
significantly improved in the United Kingdom and Japan. 
One can no longer expect rapid growth from a company 
this size. However, we believe the current valuation 
already reflects diminished expectations, and it won’t take 
much improvement for investors to once again appreciate 
the many strengths and attractive returns of this retailing 
behemoth. 

 –Dennis Blyly, CFA 

TJX Companies (TJX) 
We are very pleased with TJX’s earnings gains (+20%, 
excluding the one-time 2005 gains). The earnings growth 
came from good comp-store sales performance (average of 
5% across their brands), gross margin improvement, 
excellent cost control across the entire company, and an 
aggressive share-repurchase program. The return of the 
company’s founder, Ben Cammarata, signaled a return to 

the basics—opportunistic deal-making in the garment trade 
and tight expense controls. Though still chairman, 
Cammarata has turned the CEO reins over to Carol 
Meyrowitz, who was previously president and has a long 
history with the company. Her reputation as a 
merchandising guru is well-founded, and she has a great 
understanding of the business. We suspect, however, that 
Meyrowitz will have to grow into the CEO role, with 
Cammarata serving as a mentor. 

The company has continued to endure losses from two 
small emerging retail brands: A.J. Wright and Bob’s. 
While A.J. Wright makes strategic sense (it leverages the 
company’s off-price buying power), we are at a loss to 
explain Bob’s, which cost the company $.02 per share last 
year. We don’t expect an encore performance (20% EPS 
growth) from TJX this year as its largest division, 
TJX/Marshall’s, is mature. Nonetheless, as the largest 
retailer (by far) in the off-price segment, the company 
enjoys compelling advantages that can be further leveraged 
going forward.  
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On January 17, 2007 TJX announced that the company’s 
computer system had been breached by hackers. Since that 
time, an ongoing investigation has revealed a rather 
massive number of credit card data was stolen. At this 
point, the company has no idea the magnitude of the 
potential liability or the ramifications that will undoubtedly 
ensue. To us, it looks like TJX was less than prepared to 
avert this kind of covert activity. On the upside, the 
company generated over a billion dollars in free cash flow 
during 2006, or roughly $2.40 per share. At the current 
price level the business is trading at a quite attractive 9% 
free cash flow yield. Also, the company just announced a 
large share repurchase program that will retire nearly 7% 
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of the equity base. At this point, TJX is a relatively small 
holding, and to the extent the market reacts too negatively 
to the security breach we may add to our position. 

 –Drew Wilson, CFA 

Sysco (SYY) 
Sysco has long been a model of consistent earnings 
growth. Over the last 18 months, however, the company 
has been in an aggressive investment mode. It has adopted 
a large regional distribution/logistics strategy that has been 
very expensive to implement. The first facility is now up 
and running (achieving expected results), and the company 
expects future facilities to be far less expensive. At the 
same time SYY has accelerated the hiring of sales 
personnel, which also has contributed to lackluster 
earnings results. The company has reported good top-line 
growth, but we’ve become concerned about the lack of 
operational leverage in the midst of good sales growth.  
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SYY has always sold for a high multiple that reflects 
consistent double-digit EPS growth. It participates in a 
mature industry that is still fairly fragmented, but margin 
expansion is a key part of the SYY story. Unable to 
explain the lack of margin leverage, we sold some of our 
holding at higher prices. We still like the “Sysco” Kid, and 
it has a formidable moat, but we decided to reduce our 
commitment until we get more clarity on margin trends 
and the outcome of various corporate initiatives. 

 –Todd Martin, CFA 

Emmis Communications (EMMS) 
A $4 special dividend has made Emmis a smaller holding 
for MCM. The company has sold its Honolulu television 
station for $40 million (previously classified as a 

discontinued operation) and is working on the sale of the 
larger New Orleans station. The company is undertaking a 
format change at one of its Los Angeles stations that will 
continue to take a short-term toll on earnings. The entire 
New York radio market is still difficult. 
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Despite what could be inferred as near unanimous support 
from the economic majority Class A shareholders for our 
proposal advocating recapitalization of the company into 
one class of stock, Jeff Smulyan trumped in, as he 
threatened to do, and carried the day. A moral victory was 
won for which there are no economic benefits! While the 
media share battle wages, obvious in TV and 
newspapers—radio is unique in that (1) it is a far less 
expensive form of advertising, and (2) it is much more 
fragmented, especially in large markets. In other words, 
there’s good potential for improved earnings for Emmis 
(particularly in the second half of this year), even if the 
radio industry remains problematic. Additionally, the sale 
of the New Orleans TV station would be another positive 
development. Finally, as this report went to press the stock 
jumped $1.25 to $9 on the strength of two bullish 
endorsements, one from Goldman Sachs and the other 
from C. L. King, “sell-side” firms (remember the 
discussion on incentives). Unsubstantiated rumors are 
circulating that may have precipitated their actions. In any 
event, we have no intention at this juncture to remain long-
term investors in Emmis. When the next propitious 
opportunity presents itself, we will make our humble exit, 
certainly wiser for the experience.  

 –Dennis Blyly, CFA 
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New Holdings 
We have begun to accumulate new positions in three 
companies: Pool Corporation, Progressive (which we’ve 
owned before), and Brown and Brown. Each of the three 
companies faces potential headwinds in the near term, 
which is why the stocks are down 30% from their highs. 
We are targeting relatively modest positions, with the 
anticipation of adding to our holdings if additional 
headwinds result in lower future prices.  

Pool (POOL) 
Pool Corporation is the largest wholesale distributor (about 
30% market share) of pool supplies to the commercial 
trade (builders, service companies, and specialty pool 
retailers). It is the only national distributor and is roughly 
10 times the size of its nearest competitor. More recently, 
the company has acquired two leading regional wholesale 
distributors of landscape/irrigation products, with the 
intent of building another national distribution platform. 
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The business is conducted through relatively small local 
service centers (270 in total), which allows the company to 
service a very fragmented customer base. There are more 
than 60,000 customers in each market. POOL’s business 
model combines a decentralized sales and service 
infrastructure with centralized buying, training, 
accounting, systems, and other support activities. Fastenal 
(industrial/construction supplies), Patterson 
(dental/veterinary supplies), and Sysco have all 
successfully followed a similar distribution model. It’s an 
attractive model, and we’re looking for other companies 
that operate in a similar fashion. 

POOL has experienced explosive growth (EPS has grown 
over 30% per year) over the last decade as it has 
consolidated the pool supplies industry. Revenue has 
grown through acquisition and by opening new service 
centers—and the company has leveraged the economies of 
scale in the form of improved margins. There’s plenty of 
room for further penetration in the landscape/irrigation 
market, but POOL already has built a national network in 
the pool business. Here, growth is coming from adding 
complementary products and expanding existing service 
centers to accommodate the growing product list. Future 
EPS growth will certainly be well below its historical rate, 
but good growth potential still exists, particularly if 
margins continue to improve over time. We like POOL’s 
management, its decentralized operating structure, and its 
performance-oriented culture. 

The potential headwinds for POOL are obvious—a tough 
environment for housing and, more generally, high-ticket 
consumer durables. The weather also can influence 
quarter-to-quarter earnings comparisons. For example, 
warm weather during last year’s first quarter allowed the 
pool season to begin early in 2006. No such luck this year, 
so we expect earnings comparisons to be quite difficult 
early in 2007. There are factors, however, that will 
ameliorate some of the cyclical tendencies for the 
company. First, relatively few pools are built when a new 
house is constructed, and these are typically built by the 
largest pool builders, not a core customer segment for 
POOL. The company estimates that 5% of sales are 
associated with the construction of a new home. Second, 
60–65% of sales are for maintenance and repairs. The 
landscape/irrigation market has similar dynamics. 

We hope to complete our initial purchase in the near future 
and will look for opportunities to add to our position if 
investors begin to take a less sanguine view of the world 
and developments therein. 

 –Dennis Blyly, CFA 

Progressive (PGR) 
You’ve probably heard us say, as we sell a company for 
valuation reasons, “This is one we’d like to own again 
someday.” Indeed, we periodically get a chance for a 
second bite of the apple as we did with McDonald’s and 
Torchmark. Add Progressive to that list.  

Progressive insurance is the fourth- or fifth-largest writer 
in the $165 billion dollar Private Passenger Auto (PPA) 
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insurance market, with more than $14 billion in earned 
premiums. PGR is the largest insurer in the independent 
agent channel, the third-largest in the direct-to-consumer 
channel, and the largest issuer of policies to “non-
standard” drivers. Progressive is consistently one of the 
most profitable PPA insurers due to a number of factors, 
including the channels agents write through; their 
underwriting discipline; an efficient claims structure; and a 
laser-like focus on low-cost, profitable operations. 
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We have long been an admirer of the company, its 
management, and its culture, having followed PGR since 
the early ’90s. We were able to finally become an owner in 
early 2000 when the insurance industry was entering a soft 
pricing cycle and Wall Street was busying itself with much 
sexier Internet stories and large-cap growth stocks. We 
sold it—prematurely, in hindsight—when the rates firmed 
and Progressive’s earnings rebounded sharply, along with 
its valuation. 

You might have also heard us talk about our affinity for 
taking advantage of “predictable cycles”; auto insurance is 
an industry that exhibits such cycles. In a nutshell, rates 
rise relative to loss and loss-adjustment expenses, causing 
the industry’s underwriting margin to increase (either 
rising premiums or declining frequency and/or severity 
trends can cause the disconnect). Higher returns on capital 
attract new capital in the form of new insurers or existing 
insurers dedicating more capital to their auto lines. 
Premiums begin to fall relative to loss costs, underwriting 
margins contract, and capital leaves the industry by force 
or by choice. It’s in these “soft markets” that the low-cost 
producers—like Progressive—are able to shine because 
they’re able to cut rates further and sign up more 
customers. The amplitude and length of these cycles can 

be exacerbated by level interest rates. The higher the rates, 
the more an insurer will earn on his or her float, which 
then can be used to “subsidize” lower underwriting 
margins. The converse is also true. 

While the current investment environment is much 
different than when we first bought PGR, the insurance
environment bears one important similarity: Underwriting 
margins are almost certain to contract. Since the 2000 
cycle, the industry has enjoyed record profitability, 
primarily because premiums stayed firm while the 
frequency of accidents (number of claims per insured 
vehicle-year) has continued to inexplicably decline. 
Insurers, once skeptical of the frequency trends, have 
“capitulated” and have been pricing for fewer accidents. 
Rates are coming down, which will be followed by eroding 
profitability.  

PGR officials have been among the last major insurers to 
capitulate. Hesitant to price for a trend they couldn’t 
explain, they had been holding firm on prices and, 
consequently, were earning 12–15% underwriting margins, 
well above their 4% target. They just started materially 
lowering premiums at the end of 2006 after losing market 
share to Geico (a Berkshire Hathaway company) and 
others for much of the year (Geico’s success also can be 
attributed to its brilliant “gecko” ad campaigns). PGR’s 
intent is to grow policy count as much as possible while 
managing its way to an underwriting margin of 4%. You 
read it right: The company is intentionally going to cut 
margins by two-thirds over time, but only where it’s able 
to make it up in increased volume. While being a low-cost 
producer should help PGR grow in this soft environment, 
longer term the company’s earnings power should be 
buttressed by the increasing popularity of buying insurance 
directly from the carrier over the phone or the Internet. 

Progressive’s stock price has fallen 30% (while the S&P 
500 returned 16%) over the last year in anticipation of 
what will likely be a couple of years of declining earnings. 
It now trades at a price-to-book ratio of just over 2.0x, well 
below its long-term average of 3.3x. You might ask 
yourself, If the cycle is so predictable, why isn’t the market 
discounting a rebound? This is where patience and a long-
term perspective become your edge as an investor. The fast 
money of Wall Street cannot tolerate short-term 
quotational losses and uncertainty in the near-term 
earnings outlook; essentially those folks are leery of 
owning Progressive until the “handwriting is on the wall.” 
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New Holdings 
We have begun to accumulate new positions in three 
companies: Pool Corporation, Progressive (which we’ve 
owned before), and Brown and Brown. Each of the three 
companies faces potential headwinds in the near term, 
which is why the stocks are down 30% from their highs. 
We are targeting relatively modest positions, with the 
anticipation of adding to our holdings if additional 
headwinds result in lower future prices.  

Pool (POOL) 
Pool Corporation is the largest wholesale distributor (about 
30% market share) of pool supplies to the commercial 
trade (builders, service companies, and specialty pool 
retailers). It is the only national distributor and is roughly 
10 times the size of its nearest competitor. More recently, 
the company has acquired two leading regional wholesale 
distributors of landscape/irrigation products, with the 
intent of building another national distribution platform. 
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The business is conducted through relatively small local 
service centers (270 in total), which allows the company to 
service a very fragmented customer base. There are more 
than 60,000 customers in each market. POOL’s business 
model combines a decentralized sales and service 
infrastructure with centralized buying, training, 
accounting, systems, and other support activities. Fastenal 
(industrial/construction supplies), Patterson 
(dental/veterinary supplies), and Sysco have all 
successfully followed a similar distribution model. It’s an 
attractive model, and we’re looking for other companies 
that operate in a similar fashion. 

POOL has experienced explosive growth (EPS has grown 
over 30% per year) over the last decade as it has 
consolidated the pool supplies industry. Revenue has 
grown through acquisition and by opening new service 
centers—and the company has leveraged the economies of 
scale in the form of improved margins. There’s plenty of 
room for further penetration in the landscape/irrigation 
market, but POOL already has built a national network in 
the pool business. Here, growth is coming from adding 
complementary products and expanding existing service 
centers to accommodate the growing product list. Future 
EPS growth will certainly be well below its historical rate, 
but good growth potential still exists, particularly if 
margins continue to improve over time. We like POOL’s 
management, its decentralized operating structure, and its 
performance-oriented culture. 

The potential headwinds for POOL are obvious—a tough 
environment for housing and, more generally, high-ticket 
consumer durables. The weather also can influence 
quarter-to-quarter earnings comparisons. For example, 
warm weather during last year’s first quarter allowed the 
pool season to begin early in 2006. No such luck this year, 
so we expect earnings comparisons to be quite difficult 
early in 2007. There are factors, however, that will 
ameliorate some of the cyclical tendencies for the 
company. First, relatively few pools are built when a new 
house is constructed, and these are typically built by the 
largest pool builders, not a core customer segment for 
POOL. The company estimates that 5% of sales are 
associated with the construction of a new home. Second, 
60–65% of sales are for maintenance and repairs. The 
landscape/irrigation market has similar dynamics. 

We hope to complete our initial purchase in the near future 
and will look for opportunities to add to our position if 
investors begin to take a less sanguine view of the world 
and developments therein. 

 –Dennis Blyly, CFA 
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valuation reasons, “This is one we’d like to own again 
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second bite of the apple as we did with McDonald’s and 
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in the $165 billion dollar Private Passenger Auto (PPA) 
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insurance market, with more than $14 billion in earned 
premiums. PGR is the largest insurer in the independent 
agent channel, the third-largest in the direct-to-consumer 
channel, and the largest issuer of policies to “non-
standard” drivers. Progressive is consistently one of the 
most profitable PPA insurers due to a number of factors, 
including the channels agents write through; their 
underwriting discipline; an efficient claims structure; and a 
laser-like focus on low-cost, profitable operations. 
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We have long been an admirer of the company, its 
management, and its culture, having followed PGR since 
the early ’90s. We were able to finally become an owner in 
early 2000 when the insurance industry was entering a soft 
pricing cycle and Wall Street was busying itself with much 
sexier Internet stories and large-cap growth stocks. We 
sold it—prematurely, in hindsight—when the rates firmed 
and Progressive’s earnings rebounded sharply, along with 
its valuation. 

You might have also heard us talk about our affinity for 
taking advantage of “predictable cycles”; auto insurance is 
an industry that exhibits such cycles. In a nutshell, rates 
rise relative to loss and loss-adjustment expenses, causing 
the industry’s underwriting margin to increase (either 
rising premiums or declining frequency and/or severity 
trends can cause the disconnect). Higher returns on capital 
attract new capital in the form of new insurers or existing 
insurers dedicating more capital to their auto lines. 
Premiums begin to fall relative to loss costs, underwriting 
margins contract, and capital leaves the industry by force 
or by choice. It’s in these “soft markets” that the low-cost 
producers—like Progressive—are able to shine because 
they’re able to cut rates further and sign up more 
customers. The amplitude and length of these cycles can 

be exacerbated by level interest rates. The higher the rates, 
the more an insurer will earn on his or her float, which 
then can be used to “subsidize” lower underwriting 
margins. The converse is also true. 

While the current investment environment is much 
different than when we first bought PGR, the insurance
environment bears one important similarity: Underwriting 
margins are almost certain to contract. Since the 2000 
cycle, the industry has enjoyed record profitability, 
primarily because premiums stayed firm while the 
frequency of accidents (number of claims per insured 
vehicle-year) has continued to inexplicably decline. 
Insurers, once skeptical of the frequency trends, have 
“capitulated” and have been pricing for fewer accidents. 
Rates are coming down, which will be followed by eroding 
profitability.  

PGR officials have been among the last major insurers to 
capitulate. Hesitant to price for a trend they couldn’t 
explain, they had been holding firm on prices and, 
consequently, were earning 12–15% underwriting margins, 
well above their 4% target. They just started materially 
lowering premiums at the end of 2006 after losing market 
share to Geico (a Berkshire Hathaway company) and 
others for much of the year (Geico’s success also can be 
attributed to its brilliant “gecko” ad campaigns). PGR’s 
intent is to grow policy count as much as possible while 
managing its way to an underwriting margin of 4%. You 
read it right: The company is intentionally going to cut 
margins by two-thirds over time, but only where it’s able 
to make it up in increased volume. While being a low-cost 
producer should help PGR grow in this soft environment, 
longer term the company’s earnings power should be 
buttressed by the increasing popularity of buying insurance 
directly from the carrier over the phone or the Internet. 

Progressive’s stock price has fallen 30% (while the S&P 
500 returned 16%) over the last year in anticipation of 
what will likely be a couple of years of declining earnings. 
It now trades at a price-to-book ratio of just over 2.0x, well 
below its long-term average of 3.3x. You might ask 
yourself, If the cycle is so predictable, why isn’t the market 
discounting a rebound? This is where patience and a long-
term perspective become your edge as an investor. The fast 
money of Wall Street cannot tolerate short-term 
quotational losses and uncertainty in the near-term 
earnings outlook; essentially those folks are leery of 
owning Progressive until the “handwriting is on the wall.” 
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Conversely, we will welcome lower prices as we continue 
to build our position, ideally having an opportunity to 
amass a full position before the evidence surfaces that the 
cycle is turning. 

 –Drew Wilson, CFA 

Brown & Brown (BRO) 
BRO is one of the largest insurance brokers in the United 
States, having achieved that status through acquisitions in 
what remains a highly fragmented market, especially for 
the small to middle market segments. The business model 
requires little in the way of physical and working capital, 
so well-run agencies tend to produce high returns on 
capital. Rather, this is a management intensive business 
with offices spread across the country. Under the 
leadership of the founder and largest shareholder, Hyatt 
Brown, the company operates using a decentralized 
strategy with unique incentives built into an aggressive and 
disciplined corporate culture. The company has a stellar 
track record of growth and profitability, maintained in both 
hard and soft commercial insurance markets.   
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The commercial insurance market has been soft 
(commercial insurance rates are falling in most categories) 
for at least 18 months with no immediate end in sight. The 
implication for brokers is clear since revenue is based on 
commissions from lower-priced policies—internal growth 
will be difficult for a period of time. This short-term 
scenario has given us an opportunity to establish an initial 
position in an outstanding company. We would welcome 
the opportunity to add to our position at lower prices, 
which is likely to occur if the insurance cycle deepens or 
extends further than Wall Street’s patience can endure. 

 –Dennis Blyly, CFA 

Website Information 
www.mcmadvisors.com

We have recently updated our website to better serve your 
needs and keep you more up-to-date on all MCM 
communiqués. While the web address remains the same, 
we have added a Username and Password so that you can 
have your own unique login. To log in to the new site, 
please enter either your email address (if on file at MCM) 
or your Fidelity account number into the Username box 
and MCM into the Password box. You can change your 
password to whatever you would like once you’ve 
accessed the client site. Should you have any questions, or 
any suggestions as to how we can make the website more 
useful to you, please don’t hesitate to contact us. 

Please remember to contact Martin Capital Management if 
there are any changes to your address, in your financial or 
investment objectives, or if you wish to impose, add or 
modify any reasonable restrictions to our investment 
management services. A copy of our current written 
disclosure statement discussing our advisory services and 
fees remains available for your review upon request. 
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