
Jenna: 

Hello and welcome to Asset TV. Today, we're talking to Weitz Investment Management’s Brad Hinton, 

co-chief investment officer and portfolio manager, and Barton Hooper, director of equity research. Brad, 

Barton, thank you for joining us. 

Brad: 

Thanks for having us, Jenna. 

Barton: 

Great to be here, thank you. 

Jenna: 

Great to have you, and today we want to ask you a few questions about Weitz Investment 

Management's research process and how you select stocks. For so long, stock investing has been divided 

into two camps: value and growth, but you've called these two different topics too simplistic. Why is 

that, and how would you describe your investment process, Brad? 

Brad: 

Sure, so our philosophy has always been to think like owners, identify and research strong to excellent 

businesses, and then buy shares in those companies for less than we think they're worth. We call the 

approach Quality at a Discount investing, and in our view, it transcends traditional value and growth 

labels. It leads us to companies that others consider value, like Oracle and JP Morgan - to companies 

that others consider growth, like Google and MasterCard, and everything in between. 

So, there are two elements to this QuaD approach, and both of them are vital. The first is quality. We 

use the Weitz Quality Score Matrix as the road map to identify the types of companies that we'd like to 

own. We've identified six elements that represent the key drivers of long-term business value creation: 

competitive position, capital efficiency, reinvestment runway, cash flow consistency, the management 

team, and financial leverage. We evaluate and score each of these elements on a one to seven scale, 

with one being the best and seven being worse. We naturally spend most of our time researching 

companies that cluster in the quality score one to two range. But that doesn't mean that we only focus 

on absolute best of breed companies. We also buy businesses in the three to four quality score range, 

especially when we see improvement in one or more of the categories. These businesses are still very 

strong and often overlooked by other investors. 

But before we drill deeper into the quality elements, it's important to remember the second part of our 

approach, which is buying at a discount. Price matters, and no matter how great a business is, we won't 

sacrifice on requiring a discount when we're putting capital to work. 

Ultimately, we're looking to have two different ways to win with each of our investments. The first is 

growing business value per share, and that's where quality comes into play. The second is closing the 

gap between price and business value, which is driven by the discount. If we get both of these right, our 

investors have a chance for strong differentiated returns. 

Jenna: 



Let's dive into those quality elements that you mentioned, Brad, how does the team think about a 

company's competitive position? 

Brad: 

Well, competitive advantage is a fundamental core building block to value creation. A competitive edge 

is really what allows a company to grow revenues, earn high margins on those sales, and generate 

sustained free cash flow that ultimately is the lifeblood of business value. Companies that float to the 

top of our interest list are generally already proven industry leaders. Google’s search business is one of 

the most dominant that we've ever seen. MasterCard and Visa’s networks are vital to the payments 

ecosystem. Vulcan Materials has leading positions in its local aggregates markets. Texas Instruments has 

an entrenched position in analog semiconductors, and on down the line. We spend most of our time 

analyzing industry structure and trying to understand what drives the competitive advantage. Why does 

the mode exist in the first place? We also evaluate the durability and sustainability of a company's 

competitive position. In other words, why will it persist? We’ll often touch base with customers, 

suppliers, and competitors with an eye on upstarts or disruptors who can quickly drive step function 

changes in an industry structure. 

CarMax is an interesting example where we own the disruptor as the company has changed the used car 

buying experience for millions of consumers. At the same time, we're watching ecommerce upstarts like 

Carvana and Vroom as they tried to disrupt the disruptor. Our take is that CarMax’s omni-channel 

experience will continue to delight customers by allowing car buyers to shop any way that they want to, 

whether that's in-store, online, or a combination of the two. 

Each company has its own story, but in every instance, the companies that we own enjoy one or more 

competitive advantages or edges. 

Jenna: 

Barton, turning to you now, what's the importance of capital efficiency or return on invested capital? 

Barton: 

A capital-efficient business is one that needs little additional resources to maintain a given level of 

profitability or revenues. And the reason why capital efficiency is so important is because it generates 

incremental cash flow that a business can use to reinvest in new growth opportunities or return capital 

to shareholders in the forms of dividends or additional share repurchases. And perhaps a great way to 

think about this is - let's look at a capital inefficient business – an oil company. An oil company has to 

consistently drill new wells just to maintain a given level of production. And Brad talked earlier about a 

very good business we own, Visa, and Visa’s the opposite of the oil company, it requires almost no 

capital to grow, and it has high margins and high returns on that capital. 

I talked about high margins, but high margins aren't the only indicator of a capital efficient business. Our 

ownership of Amazon is a good example. Amazon has low single-digit margins, yet it has negative 

working capital, and what negative working capital means is that customers are actually paying Amazon 

to invest in future growth opportunities. So, when you see a business that is capital efficient, it means 

that it's really giving us, the owners, sort of a very low-cost call option. And that call option can't really 

be seen when you're just looking at financial statements. And it gives us comfort as owners that there 



are additional sources of value to be created in the future, and that's what makes a capital efficient 

business, such a good one to own. 

Jenna:  

Reinvestment runway is the third quality element in the Matrix, Brad, tell us more about why that 

matters. 

Brad: 

Sure, so Barton touched on the importance of capital efficiency. Reinvestment Runway is more about 

how long companies can grow their business value by reinvesting cash flows at solid, incremental 

returns. And that investment can take many forms. Capital expenditure is the most obvious. Broadband 

companies like Charter invest in their physical infrastructure which allows them to add new customers, 

provide better service to their existing ones, and price their products to reflect it. 

Berkshire Hathaway is another great example. Warren Buffett wrote in this year 's letter about BH 

Energy’s opportunity to invest literally tens of billions of dollars in the energy grid over decades. Large 

investments like these, made at acceptable rates of return, can create tremendous value over time. 

Other investments that are made through the income statement might be less obvious. Costar Group, 

for example, plans to invest heavily in marketing for its LoopNet business to both cement and extend its 

market-leading position in commercial real estate marketplaces. While this investment will undoubtedly 

dent margins in the near term, we think the ultimate payoff will be worth it. 

Analog Devices consistently invests over a billion dollars a year in research and development, which also 

runs through the income statement. That's the engine that sustains their leadership position in high-

performance products. 

Whatever the form, effective reinvestment is a key component to long-term value creation. And we 

should note that it can be just fine if a company does not have a long reinvestment runway, as long as 

the management team recognizes it. We want to avoid companies that force investments at low rates of 

return, which ends up destroying value. This happens with some regularity at lower quality score 

businesses that don't pass our filters. We’ll come back around to the importance of the management 

team in just a minute. 

Jenna: 

And before we get there, Barton, how much focus does the team put on cash flow consistency in the 

process. 

Barton: 

When we say consistency, what we really mean is predictability over a reasonable amount of time. The 

best situation here would be a business where cash flow goes up and to the right in a very straight line 

with no variability. But that's very rare if not impossible. All businesses are going to end up in a recession 

or have experienced one-off events like we saw with the global pandemic in the past year. What we 

want to see when these situations occur is that a business has some elements of resiliency. These 

elements will typically include pricing power, which means they don't have to reduce price to get 

customers or revenue. There is an element of the product where it can’t easily be forgotten or 



substituted, or the business has a cost structure where it can flex up and down with revenues. If a 

business possesses one or more of these elements, then what they really can do is respond quickly in a 

recession, or a one-off event, and that allows them to be focused on the long-term free cash flow and 

their investments, so they don't have to go back and stop investing in their future to meet a cash flow 

hole today. And over time, that allows the business to build upon its competitive advantage, deliver high 

returns on capital, and maintain a decent amount of leverage. 

Jenna: 

Brad, you mentioned management earlier, and I want to go back to that. Where does management fit 

into the quality evaluation process? 

Brad: 

Sure, well, the longer we all do this, I think the more we realize just how important management really 

is. We've already talked about many of the elements that help define high-quality operators of 

businesses. We also want to partner with world-class capital allocators, because that ultimately is where 

so much of the value is created. We need to be able to trust our management teams as capable 

stewards of capital, because we know they won't be checking in with us in those moments of truth in 

the boardroom when they're making the big decisions. Managers like Warren Buffett and John Malone 

rightfully belong in the hall of fame, but our lineup is a lot deeper than just those two. Mark Casper at 

Thermo Fisher has created tremendous value in the life sciences industry through a series of savvy 

acquisitions. AutoZone has greatly enhanced their per-share value through selective share repurchases 

at attractive prices. In fact, they've behaved like a value investor on our behalf over the past decade, 

buying the business that they know best - their own - when it makes sense. Other class of 2020 

investments, such as IDEX Corporation and HEICO are also led by managers with impeccable track 

records, even if they're not household names. 

We also know that incentives matter, so we like to see compensation arrangements that align managers 

with owners so we can all win together. 

And while we can't always have the whole package with every investment, integrity is a nonnegotiable. 

Our group vetting process helps ensure that we bring different perspectives to the management 

evaluation approach and our debates on this quality factor are often among the most robust that we 

have. 

Jenna: 

Now, financial leverage is the final quality matrix element. Barton, how does the team think about 

balance sheet strength? 

Barton: 

Debt is simply a way to enhance their returns for the equity owners, so it's not intrinsically bad or good, 

and in fact, if you look at two of our holdings – Charter and Black Knight – both of those businesses have 

used what we would determine is above-average leverage to maximize their strategic initiatives and 

growth. 



If you look somewhat paradoxically at businesses that have a lot of leverage over time, we typically will 

find that their less competitively positioned, they don't have consistent cash flows, and typically 

management is poor. Often times we find that that debt isn't really a choice, but more of a circumstance 

of the industry or the particularly competitive position that the businesses in. So, if you look across our 

portfolio holdings here at Weitz, you'll find that we don't actually look for businesses with no leverage, 

but when we do see a business with leverage, it's sort of a signal to the team that we need to go look at 

the other quality score elements and make sure that those elements support the leverage that the 

business is carrying. So, in the final sum, the way we think of it is leverage is a red flag. Let's go back and 

make sure that a business is good enough to support that leverage, and if it is, then that means we can 

have enhanced returns to us as the equity owners. 

Jenna: 

Finally, now that we've talked about the six primary quality elements, Barton, how do you pull all of 

those together into an overall score for each company? 

Barton: 

Yeah, it's important to think of these quality elements as quantitative and qualitative, so we're not going 

to just put a ranking in a spreadsheet or look at a financial output from maybe a model and say, well this 

business deserves this score because the numbers say it is. But it's also true that we can't rely on just 

the qualitative elements – say interviews with managers, customers, and suppliers – and sort of use just 

our intuition. The quality score is actually a combination of the qualitative and quantitative, and it 

requires analyst’s judgment. And the way we supplement that judgment in the quality score is when we 

are looking at investments and discussing them as a team when the analyst does their initial report. We 

walk through each element of the quality score, and as Brad mentioned earlier, we often debate them 

and some of some of these require more debate than others, such as management or competitive 

position. Others, such as return on invested capital, are certainly more quantitative and easier to 

analyze and debate. But at the end of the day what we want is to have a quality score that reflects the 

analyst’s judgment, the input from the team, and what that will ultimately do is allow portfolio 

managers to have sort of an apples-to-apples comparison of companies within the Weitz investment 

universe, and that is beneficial to them as they put together portfolios that are a combination of the 

best quality and best discount. 

Jenna: 

Well, Brad, Barton - thank you for the insights on what drives your research process. It reminds me of 

the Charlie Munger quote that the trick to investing is to get more quality than you pay for in price, and 

how you determine that price off to be a topic for another day, so we better leave it there. 

Thank you both for joining us. 

Brad: 

Thank you. 

Barton: 

Thank you. 



Jenna: 

And thank you for watching, that was Brad Hinton, Weitz Investment Management co-chief investment 

officer and portfolio manager, and Barton Hooper, director of equity research. 

 

IMPORTANT DISCLOSURES 

The opinions expressed are those of Weitz Investment Management and are not meant as investment 

advice or to predict or project the future performance of any investment product. The opinions are 

current through the date of publication, are subject to change at any time based on market and other 

current conditions, and no forecasts can be guaranteed. This commentary is being provided as a general 

source of information and is not intended as a recommendation to purchase, sell, or hold any specific 

security or to engage in any investment strategy. Investment decisions should always be made based on 

an investor’s specific objectives, financial needs, risk tolerance and time horizon. 

Holdings are subject to change and may not be representative of a Fund’s current or future 

investments. 

Past performance is not a guarantee of future results. 

Consider these risks before investing: All investments involve risks, including possible loss of principal. 

The Weitz equity funds may invest in undervalued securities, which by definition are out of favor with 

investors, and there is no way to predict when, if ever, such securities may return to favor. Because the 

Fund(s) may have a more concentrated portfolio than certain other mutual funds, the performance of 

each holding in the Fund(s) has a greater impact upon the overall portfolio, which increases risk. See the 

Fund's prospectus for a further discussion of risks related to the Fund(s). 

As of 12/31/2020, the following portfolio company constituted a portion of the net assets of Balanced 
Fund, Hickory Fund, Partners III Opportunity Fund, Partners Value Fund, and Value Fund as follows:  
 
Alphabet, Inc. – Class C: 2.0%, 0.0%, 5.2%, 5.2%, 6.0% 
Amazon.com, Inc. (AMZN): 0.0%, 0.0%, 2.5%, 0.0%, 3.2% 
Analog Devices, Inc. (ADI): 1.3%, 0.0%, 0.0%, 0.0%, 4.0% 
AutoZone, Inc. (AZO): 1.1%, 0.0%, 0.0%, 0.0%, 0.0% 
Berkshire Hathaway Inc. – Class B (BRK.B): 2.1%, 0.0%, 11.6%, 5.0%, 5.3% 
Black Knight, Inc. (BKI): 0.0%, 3.0%, 2.5%, 2.9%, 0.0% 
CarMax, Inc. (KMX): 0.0%, 4.0%, 2.6%, 3.3%, 3.3% 
Carvana Co. (CVNA): 0.0%, 0.0%, 0.0%, 0.0%, 0.0% 
Charter Communications, Inc. – Class A (CHTR): 1.7%, 0.0%, 0.0%, 0.0%, 0.0% 
CoStar Group, Inc. (CSGP): 0.0%, 3.8%, 2.2%, 4.2%, 3.7% 
HEICO Corp. – Class A (HEI.A): 0.0%, 3.1%, 0.0%, 2.9%, 0.0% 
IDEX Corp. (IEX): 1.1%, 1.8%, 0.0%, 1.6%, 0.0% 
JPMorgan Chase & Co. (JPM): 1.3%, 0.0%, 0.0%, 0.0%, 2.9% 
Mastercard Inc. – Class A (MA): 1.7%, 0.0%, 0.0%, 3.7%, 4.1% 
Oracle Corp. (ORCL): 1.4%, 0.0%, 0.0%, 2.4%, 3.7% 
Texas Instruments, Inc. (TXN): 1.0%, 0.0%, 3.4%, 2.9%, 0.0% 
Thermo Fisher Scientific, Inc. (TMO): 2.0%, 0.0%, 0.0%, 0.0%, 3.9% 
Visa Inc. – Class A (V): 1.7%, 0.0%, 5.1%, 4.2%, 4.7% 



Vroom, Inc. (VRM): 0.0%, 0.0%, 0.0%, 0.0%, 0.0% 
Vulcan Materials Co.: 1.7%, 2.2%, 1.2%, 4.0%, 3.9% 
 
Investors should consider carefully the investment objectives, risks, and charges and expenses of a 

fund before investing. This and other important information is contained in the prospectus and 

summary prospectus, which may be obtained at weitzinvestments.com/resources/product-literature 

or from a financial advisor. Please read the prospectus carefully before investing. 

Weitz Securities, Inc. is the distributor of the Weitz Funds. 

 


