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The General Stock Market in 1960:

A year ago, I commented on the somewhat faulty picture
presented in 1959 by the Dow-Jones Industrial Average which had
advanced from 583 to 679, or 16.47%. Although practically all
investment companies showed gains for that year, less than 10%
of them were able to match or better the record of the Industria
Average. The Dow-Jones Utility Average had a small decline and
the Railroad Average recorded a substantial ome.

In 1960, the picture was reversed. The Industrial

Average declined from 679 to 616, or 9.3%. Adding back the divi
dends which would have been received through ownership of the
Average still left it with an overall loss of 6.3%. On the othe
hand, the Utility Average showed a good gain and, while all the
results are not now available, my guess is that about 90% of al:
investment companies out-performed the Industrial Average. The
majority of investment companies appear to have ended the year
with overall results in the range of plus or minus 5%. On the

New York Stock Exchange, 653 common stocks registered losses
for the year while 404 showed gains.

Results in 1960:

|} My continual objective in managing partnership funds
| is to achieve a long-term performance record superior to that ¢
| the Industrial Average. 1 belleve this Average, over a period
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to be good and bad years; there ig nothing to be gained by

getting enthused or depressed about the sequence in which they
occur. The important thing is to be beating par; & four on a
par three hole is not as good as a five on a par five hole and

it ig unrealistic to assume we are not going to have our share
of both par three's and par five's.

The above dose of philosophy is being dispensed since
we have a number of new partners this year and I want to make
gure they understand my objectives, my measure of attainment of
these objectives, and some of my known limitations.

With this background it is not unexpected that 1960
was & better-than-average year for us. As contrasted with an
overall loss of 6.37% for the Industrial Average, we had a 22.87
gain for the seven partnerships operating throughout the year.
OQur results for the four complete years of partnership operation
after expenses but before interest to limited partners or allo-
cation to the general partner are:

Year Partnerships Operating- Partnership Dow-Jones

Entire Year Gain Geain
1957 3 10.47% -8 .47
1958 S 40.97 38.5%
- =

|

It should be emphasized again that these are the net
regsults to the partnership; the net results to the limited

partners would depend on the partnership agreement that they hac
selected. '

- The overall gain or loss is computed on a market to
market basis. After allowing for any money added or withdrawn,
such a method gives results based upon what would have been
realized upon liquidation of the partnership at the beginning
of the year and what would have been realized upon liquidation¥
and is different, of course, from our tax resul

which value securities at cost and realize gains or losses only
.when securities are actually sold.
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during the year to their partnership. Although an exception ha
been made, it is too difficult to amend partnership agreements
during mid-year where we have more than one family represented
among the limited partners. Therefore, in mixed partnerships ¢
additional interest can only be acquired at the end of the yea)

We do accept advance payments during the year toward
partnership interest and pay interest at 6% on this payment fr

; the time received until the end of the year. At that time, su
: ject to amendment of the agreement by the partners, the paymen

plus interest 1s added to the partnership capital and thereaft
participates in profits and losses.

Sanborn Map:

Last year mention was made of an investment which ac

i ‘ counted for a very high and unusual proportion (35%) of our ne
| assets along with -the comment that-1 had some hope this invest
ment would be concluded in 1960. This hope materialized. The

history of an investment of this magnitude may be of interest
you.,

Sanborn Map Co. is engaged in the publication and
continuous revision of extremely detailed maps of all cities
the United States. For example, the volumes mapping Omaha wo
weigh perhaps fifty pounds and provide minute details on eac
structure. The map would be revised by the paste-over method
showing new construction, changed occupancy, new fire protect
facilities, changed structural materials, etc.
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procedure, etc. The bulk of Sanborn's business was done with
about thirty insurance companies although maps were also sold
to customers outside the insurance industry such as public
utilities, mortgage companies, and taxing authorities.

For seventy-five years the business operated in a
more or less monopolistic manner with profits realized in every
year accompanied by almost complete immunity to recession and
lack of need for any sales effort. In the earlier years of the
business, the insurance industry became fearful that Sanborm's
profits would become too great and placed a number of prominent
insurance men on Sanborn's board of directors to act in &
watch-dog capacity.

In the early 1950's, a competitive method of under-
writing known as ''carding'' made inroads on Sanborn's business
and after-tax profits of the map business fell from an average
annual level of over $500,000 in the late 1930's to under

$100,000 in 1958 and 1959. Considering the upward bias in the
economy during this period, this amounted to an almost complete
elimination of what had been sizable, stable earning power.

However, during the early 1930's Sanborn had begun to
accumulate an investment portfolio. There were no capital re-
quirements to the business so that any retained earnings could
be devoted to this project. Over a period of time about 32.5
million was invested, roughly half in bonds and half in stocks.
‘Thus, in the last decade particularly, the investment portfolio
blossomed while the operating map business wilted.

Let me give you some idea of the extreme divergence
of these two factors. In 1938 when the Dow-Jones Industrial
Average was in the 100-120 range, Sanborn sold at $110 per sha:
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on the dollar for the investment portfolio with the map business
thrown in for nothing.

How could this come about? Sanborn in 1958 as well a:
1938 possessed a wealth of information of substantial value to
the insurance industry. To reproduce the detailed information
they had gathered over the years would have cost tens of millio
of dollars. Despite "carding," over $500 million of fire pren-
jums were underwritten by '"mapping'' companies. However, the
means of selling and packaging Sanborn's product, information,

had remained unchanged throughout the years and finally this
jnertia was reflected in the earnings.

The very fact that the investment portfolio had done
gso well served to minimize in the eyes of most directors the
need for rejuvenation of the map business. Sanborn had a salet
volume of about $2% million per year and owned about §$7 millior
worth of marketable securities. The income from the investment
portfolio was substantial, the business had no possible finan-
cial worries, the insurance companies were satisfied with the
price paid for maps, and the stockholders still received divide
However, these dividends were cut five times in eight years alt
1 could never find any record of suggestions pertaining to cut!
galaries or director's and committee fees.

Prior to my entry on the Board, of the fourteen
directors, nine were prominent men from the insurance industry
who combined held 46 shares of gstock out of 105,000 shares out
standing. Despite thelr top positions with very large compani
which would suggest the financial wherewithal to make at least
a modest commitment, the largest holding in this group was ten
shares. 1In several cases, the insurance companies these men I

ysasoono o6 oecalbutthoscwere token dnvestments
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