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EXECUTIVE SUMMARY                                                  
 

Ç The broad stock market and Oak Value client portfolio values in general appreciated steadily but not dramatically through 
most of the summer.  Performance for Oak Value client accounts generally trailed the S&P 500 Index slightly for the 
third quarter of 2003, while calendar year-to-date results largely remain comfortably ahead of that benchmark.  While 
stock prices have run a wider than usual gamut over the past few years, we believe the intrinsic values of client portfolio 
holdings have improved, despite the financial challenges of a recession and market turmoil. 

Ç To a certain degree, portfolio companies, and the stock market in general have been helped thus far in 2003 by an 
improved overall climate, one in which investors have gradually shifted their perception from widespread anxiety early in 
the year to growing enthusiasm at the mere existence of signs of an improved environment.  As a result, directional 
improvement of financial measures of progress has been adequate in mid-2003 to move stock prices off their lows, with 
limited concern about potency or duration at this stage.  We concur with an assessment about visibility of select, 
encouraging signs:  retailers reporting better sales, fewer companies issuing profit shortfalls, improving volume and profit 
behavior from the travel, transportation, advertising, and banking areas. 

Ç We believe that prudence dictates a repeat of cautionary notes we have made in the past: premium market benchmark and 
individual company earnings multiples often strain credulity, there are valid concerns over terrorism and geopolitical 
uncertainty, and a degree of economic dislocations may well continue, and perhaps even accelerate.  The good news 
contained in this otherwise curmudgeonly viewpoint is that we continue to focus our efforts on things we think are both 
meaningful and knowable, i.e., searching out a few quality companies run by capable people in industries with good 
economics.  As you would expect, we remain committed to the troika of our investment philosophy: good businesses, 
with good management, purchased at attractive prices. 

 

Top Ten Holdings As of September 30, 2003 
Company Primary Business S&P Sector 
Ambac Financial Group Financial Guarantee Insurance Financials 
AOL Time Warner Entertainment Media Consumer Discretionary 
Berkshire Hathaway Reinsurance & Capital Allocation Financials 
Cendant Travel, Hospitality, & Mortgage Finance Industrials 
Comcast Entertainment & Information Services Consumer Discretionary 

Constellation Brands Wine, Beer & Spirits 
Production/Distribution Consumer Staples 

Dow Jones Newspaper Publishing & Information Consumer Discretionary 

Interpublic Group Advertising, Specialized Marketing & 
Communication Services Consumer Discretionary 

XL Capital Property & Casualty Insurance/Reinsurance Financials 
Zale Corporation Fine Jewelry Retailing Consumer Discretionary 

3Q 2003  Purchase/Sale Activity 
Position Investment Thesis/Reason for Sale 

Purchased:  Cox Communications 

We maintain confidence in the business prospects for cable 
companies in growing revenues from multiple sources across 
their recently upgraded capital investment in high capacity 
telecommunications delivery assets.  We believe that the 
addition of Cox generally provides portfolios with a 
comparable prospective return opportunity and a different risk 
profile than existing cable holdings Charter, Comcast, and 
Time Warner. 

Sold:  Diebold  Price target achieved. 

Sold:  Medco Health Systems Sold shares distributed to Merck shareholders in its spin-off of 
the Medco division.   
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INTRODUCTION AND PORTFOLIO CONTEXT   
 
The broad stock market and Oak Value client 
portfolio values in general appreciated steadily 
but not dramatically through most of the 
summer.  Price declines over the last few 
trading days of the third quarter 2003 left client 
portfolio values on average little changed at 
quarter end relative to where they started.  
Equity index returns (sampled in the chart for 
different benchmarks covering various stock 
market groups) ranged from low-to-mid single 
digits for the period.   

Longtime readers know of our skepticism 
about economic predictions.  We acknowledge 
that information about the direction of the near term economy might be meaningful to our investment endeavors.  
Unfortunately, we have never come to any great degree of confidence regarding the “know-ability” of such information.  
Despite an available plethora of economic statistics and indicators, we just have not found that we (or anyone else for that 
matter) are capable of consistently using them to make accurate, reliable, actionable predictions about prospective economic 
progress, much less determining which specific companies might most directly benefit from such information.   

With that caveat in mind, we are currently mildly encouraged (as much as we could be by concerns that remain far beyond our 
ability to control or predict) by signs of a somewhat improving economy, but more importantly for what that would represent 
in the form of a benign, if not a supportive, macro environment within which client portfolio companies will be operating.  
We see select, encouraging signs in the form of increased volume and profit behavior from the travel, transportation, 
advertising, and banking areas.  Retailers are reporting better sales, fewer companies are issuing profit shortfalls, and airlines, 
arguably the most afflicted industry of the recent recession, have reported that they may begin to recall some of their 
furloughed employees as their passenger loads have improved and steadied.  In our assessment, portfolio companies and 
Corporate America in general continues to work on strengthening balance sheets and right-sizing debt loads to earnings 
capacity.  At least partially in response to this improvement, the overall market tone seems somewhat less manic about credit 
and liquidity concerns.   

PORTFOLIO UPDATE 
 
Performance for Oak Value client accounts generally trailed the S&P 500 Index slightly for the third quarter of 2003, 
while calendar year-to-date results largely remain comfortably ahead of that benchmark.  Reviewing quarterly results 
from a Business Category perspective (the groupings shown in the pie chart), yields little insight in establishing a 
pattern of performance for the quarter. Third quarter postings within most groupings were mixed, whether the 
contribution to performance was negative or positive; the number of portfolio companies with rising stock prices was 
split roughly evenly with declines.  Price changes for portfolio companies moved in a narrower band than in the second 
quarter.  At the individual company level, IMS Health, Certegy, and Zale were generally the best performers for client 
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portfolios during the third quarter, based on a combination of sizable portfolio commitments and double digit stock 
price advances.  At the other end of the spectrum, Merck, Equifax, and Hewlett Packard were third quarter laggards. 
  
To a certain degree, portfolio companies, and the stock 
market in general have been helped thus far in 2003 by an 
improved overall climate, one in which investors have 
gradually shifted their perception from widespread 
anxiety early in the year to growing enthusiasm at the 
mere existence of signs of an improved environment.  
While the pain of the 2000-2002 bear market has been 
severe, it is still fairly remarkable that an asset bubble of 
historic proportions has been deflated without tanking the 
world economy.  While 401(k)s are notably lighter and 
dreams of mass early retirements have evaporated, there 
remains little evidence of widespread severe economic 
distress of the type associated with historic financial and 
economic debacles among America’s working class 
census.  The delicate balancing act of unwinding the tech 
bubble in anything resembling an orderly fashion is all the 
more remarkable when you factor in the financial and 
psychological impact of the 9/11/2001 terrorist attacks and the cost of their geopolitical aftermath.  While there is of course 
no way to know what outcome might have otherwise prevailed, the double barreled stimulus of thirteen interest rate cuts and 
two Federal tax cuts likely have something to do with the thus far desirable outcome relative to alternative scenarios (e.g., the 
1930s Great Depression, or Japan’s equity market meltdown of the past decade-plus, as two examples of all too real 
outcomes).   
 
As a result, directional improvement of financial measures of progress has been adequate in mid-2003 to move stock prices 
off their lows, with limited concern about potency or duration at this stage.  A continued benign environment may present 
additional trading opportunities in the form of stock price momentum/earnings multiple expansion, a trend that is in our view 
already very much evident in the current market.  Additionally, a handful of companies are likely to have surprising strength 
in earnings for a few quarters as their reduced cost structures benefit in an outsized way.  A longer list of candidates will wait 
hopefully for the long predicted return of a corporate capital spending boom, and some will certainly post eye-popping (and 
probably unsustainable) profit margins, riding the coattails of selling inventory they had written down or off to zero over the 
past few years.   
 
While we also acknowledge a certain level of existing  economic leverage in current portfolio positioning, we are primarily 
interested in more sustainable sources of returns for client portfolios.  We prefer maintaining exposure to companies that we 
believe can maintain revenues and grow cash earnings through a defensible competitive position, in businesses with attractive 
secular growth potential, compelling inherent business economics, and appropriate financial stewardship of these advantages 
for shareholders’ benefit by management.  We believe we have found enough examples of such attractive qualities to form a 
solid portfolio with potential for attractive long term returns.   
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We provide below a few selected examples from different areas of representation to provide a window into what we are 
tracking and what we see when we review portfolio holdings.   
 
Consumer Related - We own specialty retailers Zale and Ross Stores, as well as beverage alcohol company Constellation 
Brands.  Ross and Zale are posting modest increases in comparable store sales, while both continue to produce impressive 
cash from operations.  Zale is using that cash to shrink its share base, leaving remaining shareholders with a more valuable 
economic interest, while Ross is using cash flow to expand their successful concept into a larger geographic footprint in new 
stores that have been providing quick payback of the capital they require.  Constellation management projects growth in the 
mid teens ahead of them as they continue their successful track record at integrating acquisitions into a distribution system 
that carries a broad menu of choices to retailers who rely on alcohol sales to preserve their profitability.  Our analysis of their 
history and experience with Constellation’s management team indicates a better than average track record meeting stated 
goals and objectives.   
 
Diversified - For lack of a better place to put them, we categorize two very different kinds of businesses, Berkshire Hathaway 
and Cendant, under the diversified moniker.  Earlier this summer, we provided our most recent thoughts on Berkshire in the 
wake of our pilgrimage to the Berkshire annual meeting in May.  We encourage you to read it if you have not yet had the 
opportunity and we of course welcome your feedback.  By way of an update, we simply add that we see no reason to question 
our thesis that cash earnings production and unique strengths in insurance are combining to build impressive value within 
Berkshire.  Cendant continues to impress us with its portfolio of travel and finance related businesses’ ability to create 
financial success at the parent company level.  Cendant’s stock price has responded favorably to the recognition that real cash 
earnings are providing capital that Cendant’s management team appears committed to shepherding wisely, having shifter 
comfortably from an acquisition strategy to a mode of debt retirement, share repurchases and the institution of a dividend.   
 
Finance Related and Insurance - Both categories performed poorly measured by stock price changes, though even within the 
groups results were divergent.  Certegy and AFLAC were up for the quarter, while AMBAC, Equifax, Partner Re and XL 
Capital turned in negative showings.  As is often the case generally, our selections within the specific Financials sector are 
idiosyncratic in terms of what we view as relevant to their long term success factors.  AMBAC’s excellent track record of 
growing earnings in the financial guarantee arena has nothing to do with AFLAC’s profitable franchise in secondary 
insurance in Japan which funds the well-known and amusing duck advertisements they are using to grow their U. S. business. 
Certegy and Equifax in fact were once a single company, but their businesses (Certegy in financial transaction processing and 
Equifax in consumer credit reporting) were divergent enough to motivate the spin-off of Certegy from Equifax in 2001.  What 
they share in our view is a transaction fee revenue model that provides leverage for owners in monetizing the information, 
knowledge, and systems expertise they posses in their respective areas.  Property and casualty insurers Partner Re and XL 
Capital have seen their stock prices struggle despite what we view as favorable industry economics and conservative 
management.  We think they are selling for such low multiples of likely earnings that they continue to represent compelling 
value at recent prices.   
 
Marketing Services - We have documented Interpublic’s challenges in prior commentaries; its share price improved 
marginally during the third quarter.  In our opinion, the current price to intrinsic value gap provides an attractive margin of 
safety and upside opportunity.  Factors likely to impact favorable improvement in closing the price/value gap may well 
include a better advertising market than we have seen in the past few years.  We do not view getting back to peak business 
form or perception on Interpublic’s stock price as required to earn attractive returns as an Interpublic shareholder at this point.  
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Asset sales, management restructuring, and balance sheet improvement were encouraging recent steps taken by Interpublic’s 
management team in a situation we are monitoring closely.   
 
Media and Entertainment - Shares of both Dow Jones and Disney made up some ground during the quarter, while AOL 
Time Warner (recently returned to its former moniker and from mid-October henceforth known again, a la Classic Coke, as 
Time Warner) and EW Scripps pulled back a bit.  Scripps has been a great investment for us, and we’ve extolled its virtues in 
past communications (see our fourth quarter 2002 portfolio commentary, page 6).  In our view the Time Warner story is 
similar to Interpublic’s, described above: it requires not miracles and wishful thinking but good execution across a portfolio of 
quality assets to create a successful investment experience from its currently depressed price.   Disney is a similar situation, 
though it has made somewhat more progress toward better stock price realization of the value of its assets the leading 
provider of a family entertainment via animated films and theme parks, quality television programming investments (led by 
marquee player ESPN) and respectable live filmed entertainment units.  And finally, there is Dow Jones, which in our view 
has done a commendable job of strengthening its operating position and materially buffering its competitive moat during the 
economic and advertising downturn.  We expect the improvements to the flagship Wall Street Journal franchise to have 
impressive financial implications in an improved economy.  The expansion of color advertising capacity, broadening of 
audience and advertiser profile via the new Personal Journal section, and success at generating real economic profits from 
their online Wall Street Journal site are examples of improvements to Dow Jones’ franchise that were initiated during a 
difficult stretch in the economy but which we believe can be expected to provide rewards to its shareholders for many years to 
come.   
 
Technology - Two of the three companies classified herein could as easily fit into health care.  Waters (research products) and 
IMS (marketing information) are suppliers to the pharmaceutical industry.  Both have interesting niches and competitive 
advantages that we expect make them capable of both adding value to and extracting adequate value from their side by side 
participation in the growth industry of providing medical therapies.  As we have indicated previously, our interest in Hewlett 
Packard is and remains largely in the prosaic printer business, and moreover in the profit margins from selling ink and related 
supplies.  The number of pages printed increases every year, and supplying ink and toner for its giant installed base continues 
to be a wonderful and valuable producer of cash for Hewlett Packard shareholders.   
 
Other Business Categories - Because we had buy and sell activity within these areas during the third quarter, specific 
comments related to Healthcare and Telecommunications holdings are provided below in the PORTFOLIO ACTIVITY 
section. 
 
In summary, while stock prices have run a wider than usual gamut over the past few years, we believe the intrinsic values of 
client portfolio holdings has improved, despite the financial challenges of a recession and market turmoil.  In several 
instances where we maintain meaningful portfolio positions in client portfolios – cable, media, specialty finance, retail, and 
the diversified business category – we think companies have not only maintained but expanded their competitive moats and 
corresponding business intrinsic values.  Many of the portfolio company management teams are also using this period to 
repurchase stock at what we view as attractive valuation levels, an activity that leaves remaining share owners with a larger 
interest of a quality business.   
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PORTFOLIO OUTLOOK 

“It is not good to have zeal without knowledge.” 

- Proverbs 19:2a 

Positive equity market returns and a generally improved climate from the fears and anxiety of 2002 are a welcome change.  
Based on our assessment of portfolio company progress and reported financial results from a variety of businesses, economic 
activity appears to be improving.  The clamor over corporate malfeasance and management scandals has diminished 
somewhat as criminal and civil trials of various purported miscreants work their way through the courts and newspapers.  
However, we believe that prudence dictates a repeat of cautionary notes we have made in the past calendar year-to-date  
results for the stock market are well ahead of long term equity results, leaving ample room for a pull back before year end.  
Despite the indications of progress cited in our INTRODUCTION, expecting nothing but clear skies ahead is a premature 
prediction, and a dangerous one, in our view.   

It has been observed that one definition of madness is doing the same thing over and over and expecting a different outcome.  
In our view, a number of investors are proving the wisdom of that aphorism in the current market.  There are more than a fair 
share of companies with premium to market earnings multiples that in our view have no hope of ever justifying the prices at 
which they currently change hands, no matter how much the economy improves.  “It’s got to be worth more than X dollars” is 
a refrain we regularly hear in one form or another, but one which we suspect is based more on the thin justification of a 
comparison to previously high stock prices (that may never be seen again) than to sustainable company economics.   

Today’s concerns over terrorism (both the associated threats and their costs), political and geopolitical uncertainty, and some 
degree of economic cyclicality will not be quieted by one or two good quarters or market returns.  These and/or other 
concerns will represent uncertainties of the future which are sure to present both great challenges and great opportunities for 
equity investors.  We think they deserve equal and adequate consideration and respect in the equity valuation process, 
alongside a rational evaluation of individual business fundamentals, perhaps especially so in light of the excitement generated 
by improving economic circumstances and a return to corporate profit growth.   

Certainly, we expect economic dislocations to continue, and perhaps accelerate, as the investment landscape is impacted by 
structural shifts such as technological innovation, globalization, customer consolidation and saturation, litigation, etc., all of 
which influence competitive position, the source of economic advantage for businesses.  Appropriate analysis of these 
dynamics in the context of evaluating the likely impact on company and industry profitability will therefore become 
increasingly valuable skills in our view, as opposed to past approaches of broad diversification or selective buy and hold.   

Stock picking skills matter, and our tried and true method for both honing and applying those skills remains the diligent and 
persistent acquisition of knowledge and context over a long time frame via first hand research and investigation.  Such a 
mindset and investment framework provide us with an appropriate check on short term enthusiasm, and ultimately facilitate 
insight and the application of long term investment judgment.  In the short run, stock prices are influenced by future hopes, 
current fears, general unrest, or whatever is the prevailing sentiment of the day.  Over the long term, stock prices have shown 
a history of ultimately tracking and reflecting business value.  That’s where we will continue to focus our research effort.   
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WE WERE JUST THINKING… 
 
Bond Eye From The Stock Guys 
Bond investors got a sobering dose of reality when interest rates rose sharply over the summer and bond prices fell in 
response.  While the quarterly total return for bonds generally recovered to positive territory, losses for some bond portfolios 
were well into double digits over the course of a few short weeks.  In the arena of riskier high yield or so-called “junk” bonds, 
the huge yield advantage above less risky bonds that they offered intrepid buyers in the summer and fall of 2002 have begun 
to shrink, creating very attractive historical results for those holders, returns that will likely prove illusory for investors 
entering at current price levels.   

We inject this brief review of fixed income territory into our normally equity-focused conversation for several reasons.  First, 
with several years of equity market losses having spooked investors, many fled to the relative safety and attractive recent 
returns of “fixed” income markets, perhaps chasing returns of a bull market there (for both traditional and high yield bonds) 
that is looking decidedly long in the tooth. After all, the Federal Reserve lowered the target Federal Funds rate to a scant 1% 
this June, with a .25% cut.  (Using linear extrapolation, five more of those, and they will be forced to make a decision to PAY 
people to take money in order to drive rates lower.  We’ve signed up for the pilot “negative interest rate program,” but aren’t 
hopeful of its implementation.)   

Even as interest rates remain at four decade lows, perhaps this summer served as a gentle early-warning reminder to debt 
buyers that capital loss potential is not confined to equities.  Billions of dollars shifted to bonds in late 2002 and early 2003, 
just before equity markets pulled themselves off the mat in the 2003’s second quarter, increasing the opportunity cost for all 
those capitulated dollars.  Needless to say, we are somewhat skeptical of further outsized experiences like the 2001 and 2002 
showing for bond investors that attracted such a following in the first place.  Starting from current levels, we believe the risk 
in the bond market is decidedly skewed toward rising rates and capital losses.  With capital gains from those falling rates 
having created gains up to this point, what does the bond market do for an encore?  Second acts may abound in Hollywood, 
but simple arithmetic precludes a replay of the past two decades of gains for bond investors.  Interest rates are now at four 
decade lows, so the income payout won’t provide much cushion should rates rise.   

Such a potential outcome of course has implications for us as stock market investors.  We are quite cognizant of the potential 
harmful impact of interest rate increases on equity valuations, individual companies, and stock prices.  Though the 
transmission mechanism is most direct in fixed income markets, rising interest rates have the potential to impact all financial 
asset prices, through increased company funding costs and higher discount rates in investors’ valuation models.  We believe 
we have protected ourselves against the latter risk by maintaining a conservative stance in our valuation work, among other 
methods.  Additionally, we periodically test our valuation outputs for reasonableness based on similar business transactions, 
sensitivity analysis, inherent business economics, and of course basic common sense.   

We maintain that a commitment to rational standards of valuation to inform investment choices is the critical discipline to 
earning good results over time, while interest rates are but one of many variables that impact stock prices.  As evidence, 
witness the complete inability of eleven Federal Reserve rate cuts in 2001 and one in 2002, from 6.25% all the way down to 
1% to lift equity prices generally.  (Not that boosting stock prices was necessarily the Fed’s goal, but the lack of response 
simply indicates that other variables are at work in determining the path of securities prices.)  Still, we very much like the 
prospective return profile of owning quality businesses, conservatively purchased, relative to available alternative uses of 
capital.  And for the record, we have long used a discount rate well above current market interest rates to avoid getting caught 
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Purchased Cox Communications

Sold Diebold

Medco Health Systems

3Q 2003 Purchase / Sale Activity

with unrealistic valuation assumptions that come unraveled due to potential inflation and interest rate increases.  To lower 
discounting assumptions to the historically low current rates would require prescience about future interest rates that we don’t 
possess, and would not in our view represent a prudent approach to investing your capital. 

Finally, we note that a tick upward in longer term interest rates usually indicates a market expectation of future inflation, a 
harbinger of greater expected economic activity that is far more welcome than the discussions of decline and deflation that 
were common late last year and early this one.  Additionally, falling yields and yield spreads for lower quality bonds are an 
outgrowth of 1) reduced corporate debt levels, 2) improving corporate profits and visibility, and 3) less general angst among 
investors related to both of those issues.  It is difficult to discern coincidence from causation in these related dynamics.  
Whether investors have been mollified through reduced company debt loads, an improving economy, or simply the passage of 
time without financial Armageddon is open to speculation.  The upshot of fewer distressed pricing situations in certain 
portfolio positions is welcome in any event.   
 
Certainly it is now more clear with the wisdom afforded by hindsight that when implied and actual corporate borrowing costs 
exploded in the summer and fall of 2002, it did not bode well for near term prospective equity returns from that point.  
Whether the converse is true and recent bond market activity is a herald of continued good times for stock market investors, 
remains to be seen.  But the outcome will show up in black and white based on achieved returns for stocks versus bonds, 
rather than subject to interpretation filtered through the eye of the beholder. 
 
PORTFOLIO ACTIVITY 
 
During the third quarter, we added one and eliminated two portfolio 
positions.   

 
Purchase 
We purchased Cox Communications, another of the country’s large (#4, 
based on subscriber count) providers of cable television and related services to households and businesses.  We direct you to 
our first quarter 2002 portfolio commentary for a detailed description of our general investment thesis for the cable industry.  
Briefly, we maintain confidence in the business prospects for major cable companies in earning attractive, growing, multi-
source revenue streams (basic and digital cable, high speed internet, transaction entertainment fees, advertising revenue, and 
telephone service) across their recently upgraded capital investment in high capacity telecommunications delivery assets.   
 
In fact, our conviction has only grown over time as we have watched industry participants execute their business plans.  Their 
capital expenditures are falling as they complete system upgrades, the benefits of which will be realized over a long time 
period.  Their competitive position versus other providers has continued to improve, and their management teams are focused 
not on hyper competition and price wars but on their superior ability to deliver desirable services and bundles that competitors 
will be hard pressed to match (local high definition channels, ultra-high speed data, feature-rich and differentiated phone 
services, etc.).   
 
Growing units, increasing profitability and infrastructure suitable for growing and delivering new, desirable, and most 
importantly, profitable services to consumers is a powerful combination, in our view, whatever the business.  In our opinion, 
the humble cable business is in a solid growth company phase, with expanding top line revenue coming from multiple 
sources.  Cable has a stable, cash generating core business with a high degree of loyalty of consumers of the product (surveys 
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indicate people delaying other bills before they turn off cable).  It also possesses pricing flexibility by providing good value 
for new services to their customers, and it owns the superior delivery platform in the growing markets for expanded telecom 
services such as high speed data, high definition entertainment, and the arriving-at-a-phone-jack-near-you voice over internet 
protocol phone service.  For example, cable companies are growing both units and pricing in the high speed data business, 
gaining new cable modem customers, earning solid market share versus DSL competitors, and getting better pricing from 
consumers trading up from cheaper substitutes (dial-up).  They are also expanding the pricing and profitability on the core 
entertainment package in the form of digital cable service, which offers valuable features and a continually improving 
entertainment experience (digital signal, interactive features, personal video recorders, and high definition) to their customers.   
 
While all of this has been happening, it seems to us that current stock prices in the cable industry reflect a valuation mindset 
that remains tied to historical metrics that do not adequately account for the likely economics of the industry going forward.  
We find such a situation to be a sweet spot for capital allocation, where the dawning realization of the growth potential and 
attractive financial profile of large aggregations of multiple revenue stream customers allows ample room for cable 
companies’ stock prices to adjust upward over time.  Did we mention we like the cable business? 
  
Cox enters client portfolios having been a successful pioneer in integrating a telephone offering into their service bundle, and 
in assimilating the back office functions which facilitate revenue growth, customer experience (cross-selling, satisfaction and 
retention), cost controls and thereby profit margins.  We chose to add a third (fourth if you count the portion of AOL Time 
Warner that is the Time Warner Cable segment of that more diversified company) cable investment in consideration of both 
prospective return opportunity and risk control.  We believe that the addition of Cox generally provides portfolios with a 
comparable discount from intrinsic value with a different risk profile than existing cable holdings Charter, Comcast, and Time 
Warner.  At a minimum, it operates without Charter’s debt challenges and is generally further along than its cable peers in 
bringing together the bundled telecommunications suite and unique services features that we expect to be desired by 
consumers and therefore very valuable to cable business owners.   
 
Sales 
It has been our contention throughout the years that the publicly traded stock price of a company frequently does not 
accurately reflect the underlying value of the business it represents.  Stock prices can in the short term represent all (and then 
some) that is economically justifiable by even solid business progress.  Such was the case in our recent assessment of 
Diebold, presenting  the rationale behind our sale of those portfolio positions during the third quarter.   
 
Diebold develops, manufactures, sells and services self-service transaction systems, primarily bank automated teller machines 
and a smaller but growing presence in automated voting systems.  The company has an approximate 65% market share in the 
U.S. ATM hardware and services markets as well as a significant market share in international markets.  The high U.S. 
market share allows Diebold to offer higher levels of service for less cost than the competition.  Our original investment thesis 
included the expectation, for the upgrade or replacement over the next several years of many of the existing ATM machines in 
the U.S.  A change in management also improved Diebold’s execution capabilities as well as improved its focus on 
appropriate utilization of its free cash flow.   
 
When we initiated the Diebold position, our expectations were for modest, low double digit earnings growth driven by 
domestic and international hardware and services sales, perhaps improved somewhat by astute capital utilization.  Business 
results since that time have been mixed but represented solid progress in a tough operating environment.  The U.S. ATM 
upgrade cycle has been delayed due to the weak economy, but the Asia/Pacific region, in particular India and China, 
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performed better than we expected, and demand for commercial security hardware and services was greater than our intitial 
forecast.  We continued to expect Diebold’s business performance to reflect its solid competitive position, for its revenue and 
earnings to expand moderately faster than overall GDP growth, and for the business intrinsic value (and hopefully ultimately 
its stock price) to expand commensurately.  The stock market occasionaly has other ideas, however, and an expansion in the 
multiple investors were willing to attach to Diebold’s somewhat improved earnings drove the stock price to our price target 
sooner than we anticipated.  This is a welcome and profitable outcome consistent with our long term belief that we have 
greater confidence in our ability to predict “what” will happen than our ability to predict “when.” 
 
 
We sold the Medco shares distributed to Merck shareholders in its spinoff of that division.  Our interest in pharmaceuticals 
remains in the economics that characterize proprietary, patented drug therapies rather than Medco’s lower profit margin 
pharmacy benefits management business.    
 
CONCLUSION  

Perhaps the most succinct and accurate statement about appropriate expectations for stock prices was attributed to J. P. 
Morgan.  Asked what he thought stock prices would do, he answered, “They will fluctuate.”  We concur and observe, as we 
have in the past, that while some of the immediate worries about the economy and the geopolitical environment have abated, 
stock price volatility remains not only possible but a veritable certainty.  We will remain opportunistic in our response to 
stock price gyrations.  We hope to take advantage of price changes by adding new or additional exposure to quality businesses 
that experience price adjustments that we view as inconsistent with their long term fundamentals.  The historic rewards from 
such opportunism executed with discipline in a rational investment program are well documented and we expect to continue 
on that path. 

We note the persistence of several challenging circumstances popularized during the late great bubble market, and 
perpetuated to some extent in what has been popularly termed either an echo bubble or a dead cat bounce.  Areas of concern 
include: 

• improperly allocated capital created excess capacity in a variety of industries, such as traditional telecommunications, 
air travel, and various technology enterprises; 

• this fuels a stubborn persistence of valuation metrics that we view as  less than rational,  
• which fuels unrealistic expectations of corporate achievement among investors, as well as,  
• encouraging the accounting fictions and financial presentation distortions often created to support those illusions, and 

in several notable occasions,  
• the continued adoration and funding with cheap capital (thankfully at much lower levels than in 1999) of weak 

business models that sap the margins of more rational competitors, and detract investment interest from more prosaic 
but profitable enterprises, and finally,  

• the stock valuation anomalies facilitated by the above items, to name a few. 
 
These remain real challenges in our view, the consequences of which have not fully been reflected in market prices, in our 
humble opinion. Sales and profit growth remain difficult for many companies to generate, interest rates still offer investors 
little return, aggregate market valuations appear historically lofty, and selectively some of them appear to us quite ridiculous, 
often for low quality businesses.  Against this backdrop and in spite of the hard biting recent bear market, some investors’ 
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irrational exuberance persists, as a surprisingly large number of stocks remain priced at valuations that offer negligible upside 
and trifling downside protection to investors, in our opinion.   

"The key to investing is … determining the competitive advantage of any given company and, above all, the durability of 
that advantage. The products or services that have wide, sustainable moats around them are the ones that deliver rewards 
to investors."    

- Warren Buffett 
 

The kernel of good news contained in this otherwise curmudgeonly viewpoint is that we continue to focus our efforts on 
things we think are both meaningful and knowable, i.e., searching out a few quality companies run by capable people in 
industries with good economics.  Patience and restraint are worthwhile virtues in investing, as over time, equity shareholders 
usually benefit from the progress made by superior businesses, purchased at reasonable prices, and there are nearly always 
good businesses available to the disciplined investor.  Assets purchased between 10 and 15 times their earnings offer 
“earnings yields” between 6.5% and 10%, with the potential (not a guarantee of course) for growth if the franchise is 
defensible, often on a tax deferred basis until sale.  We think we have found a few such examples over the years and even of 
late, despite a rising market.  Where available, however, such opportunities currently offer considerable advantage over and 
above available investment alternatives.  (Though admittedly, current valuations have made allocations of capital more 
challenging as stock prices have increased, the one downside to an improved environment and the better reported 
performance for which it has set the stage.) 
 
While our resolve with respect to the direction of long term business progression for specific portfolio businesses remains, we 
claim little special insight on near term outcomes for next week, month, quarter, or year.  We continue to focus our efforts on 
things we think are both meaningful and knowable, i.e., searching out a few quality companies run by capable people in 
industries with good economics.  The search is worthwhile but not simple; we believe we have over time identified an 
attractive grouping of companies that can not only sustain their businesses in tough times, but also flourish in prosperous 
ones.  As you would expect, we remain committed to the troika of our investment philosophy: good businesses, with good 
management, purchased at attractive prices.   
 
As always, thanks for your continued support. 
 
Oak Value Capital Management, Inc. Investment Committee 
 
David R. Carr, Jr. Larry D. Coats, Jr.      Matthew F. Sauer 
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IMPORTANT INFORMATION 
 
This commentary seeks to describe Oak Value Capital Management Inc.’s (“Oak Value” or “we”) current views of the market 
and to highlight selected activity across client accounts.  Any discussion of specific securities is intended to help clients 
understand Oak Value’s investment management style, and should not be regarded as a recommendation of any security.  
Where shown or quoted, recent company returns (for example calendar quarter or trailing twelve months) are stock price 
changes only, and reflect neither dividends nor any fees associated with an investment account managed by Oak Value.  Any 
displays detailing a summary of holdings or portfolio activity (e.g., Purchase/Sale Activity, Top Ten Holdings, Business 
Category Allocation, etc.) are based on a large representative account managed by Oak Value.  Individual client accounts may 
differ from this account. Not all positions listed in a summary of Portfolio Activity may have been purchased by, owned in, 
and/or sold from all client portfolios.   
 
We attempt to address only generally how our client accounts have fared, since clients also receive account statements 
showing their specific account performance, holdings and transactions.  Information concerning the performance of client 
accounts and our recommendations over the last year is available on request.  Past performance is no indication of future 
performance.  You should not assume that future recommendations will be as profitable or will equal the performance of past 
recommendations. 
 
Statements referring to future actions or events, such as the future financial performance or ongoing business strategies of the 
companies in which we invest on behalf of Oak Value’s clients, are based on the current expectations and projections about 
future events provided by various sources, including company management.  These statements are not guarantees of future 
performance, and actual events may differ materially from those discussed herein.  References to securities purchased or held 
are only as of the date of this commentary.  Although we focus on long-term investments, holdings are subject to change. 
 
This portfolio commentary may include statistical and other factual information obtained from third-party sources.  We 
believe those sources to be accurate and reliable; however, we are not responsible for errors by them on which we reasonably 
rely.  In addition, Oak Value’s commentary is influenced by our analysis of information from a wide variety of sources and 
may contain syntheses, synopses, or excerpts of ideas from written or oral viewpoints provided to us by investment industry, 
press and other public sources about various economic, political, central bank, and other suspected influences on investment 
markets. 
 
Although this commentary focuses on the most recent calendar quarter, we use this perspective only because it reflects 
convenience and industry convention.  Oak Value does not subscribe to the notion that three-month calendar periods or other 
short-term periods are either appropriate for making judgments or useful in setting long-term expectations for returns from 
Oak Value’s, or any other, investment strategy.  Oak Value does not subscribe to any particular viewpoint about causes and 
effects of events in the broad capital markets, other than that they are not predictable in advance.  Specifically, nothing 
contained in the portfolio commentary should be construed as a forecast of overall market movements, either in the short or 
long term. 
 
Indices are unmanaged and do not reflect the payment of advisory fees and other expenses associated with privately managed 
accounts.  Investors cannot directly invest in an index, though index funds designed to replicate the performance of various 
indices are generally available.  The S&P 500 is a registered trademark of the McGraw-Hill Companies, Inc. and is an 
unmanaged index of common stocks of 500 widely-held companies as determined from time to time by Standard and Poor's 
Corporation in their discretion. 
 
Any hyperlinks and/or references to web sites contained in this material are provided for your convenience and information 
only.  We do not assume any responsibility or liability for any information accessed via links to or referenced in third party 
web sites.  The existence of these links and references is not an endorsement, approval or verification by us of any content 
available on any third party site.  In providing access to other web sites, we are not recommending the purchase or sale of the 
stock issued by any company, nor are we endorsing products or services made available by the sponsor of any third party web 
site. 

Oak Value Capital Management, Inc. 
3100 Tower Boulevard, Suite 700 

Durham, NC  27707 
(919)  419-1900 


