
 

 

Markel 2016 

 

Steve Markel, Tom Gayner, Richie Whitt (Insurance Operations), 

Anne Waleski (CFO) 

 

David Winters - Can you grow organically, or do you need to do 

deals to go from $1k to $2k. 
 

TG - Culture of organization has done a terrific job. Markel 

Ventures initially labeled inorganic growth. But, over time as it 

belongs to organization it leads to organic growth. Same for people 

brought in that do new things. If you're not part of the Markel style, 

you are unlikely to stay as part of the organization and clarity of the 

message. 
 

RW - Mix of biz is always changing. Have to be reinventing 

yourself. Lines of biz change over time. There are areas that you can 

achieve organic growth. You have to grow that way to achieve 

success. 
 

Q - What are your criteria for purchasing companies and do they 

change over time? 

 

TG - Criteria apply to purchasing stock, new biz, insurance biz 

 

 Profitable with good returns on capital. For biz to last and 

endure it has to be profitable, have enough money to pay its 

bills, employees, etc. or it will go away. Some legitimate 

ventures of investing do not require this (such as VC), but that 

is not what MKL does. Wants to invest in biz that do things for 

rather than to their customers. Also don't like too much debt 

 Biz run by people with equal measures of talent and integrity. 

Need to be honest and fair in their dealings with customers, 

employees and shareholders. 



 

 

 Best biz in world is one that makes good returns on capital and 

can keep investing it and earning good returns. Have good 

capital discipline. 

 Affordable price.  
 

SM - For MKL, those four lenses are part of their DNA. Unlikely to 

venture too far from those four tenets. There may, however, be 

changes in knowledge base over time. We may miss some things, 

but maintaining focus on them helps eliminate problems. 
 

Q - Views on compensation and structure of incentives and how 

they are aligned with how they do things. 
 

AW - Incentives are really important. It is true that you get what you 

invent without question. You can underestimate how much you can 

get through incentive comp. Thinking about tying people to their 

performance and performance of the organization. Had historically 

emphasized individual performance. Gave people who aren't 

underwriters a people of the company to connect to performance of 

company. 
 

RW - Underwriting grid. Critical to philosophy and model is to 

generate consistent underwriting profits in order to make model 

work. Have capital models to set the pricing. Maintain float. Pay out 

over time. Each person ends up with a bank (relates to profit over 

time). Helps increase retention. If results deteriorate, company can 

also recoup overpayment of compensation over time. Added growth 

incentive (after underwriting profit is generated) in order to help 

improve growth of underwriting profit. 
 

SM - Importance of making incentives based on long- rather than 

short-term results. Want to encourage to think long-term and build 

wealth. 
 



 

 

TG - Markel Ventures. Have people think like owners. Share in 

profitability of acquired businesses. Get people to think that if this 

was your money what would you do. Recall, however, that money is 

not the be all and end all. Really want there to be some element that 

goes beyond money. Recognition, being part of a team and a 

culture.  
 

Q - Painful lessons that have been learned along the way. 
 

TG - At MKL, it's ok to make mistakes. Just don't keep making the 

same ones. None of us are smart enough to not make some mistakes 

along the way. Try things figure out what you should do more of 

and what you should not do. 
 

Markel Ventures. Don't always get it right as far as the four criteria 

go. Learned to have more sensitivity around reinvestment opts for 

the biz. Management assessment is not always spot on. Have 

learned it is an entirely diff matter to buy a biz that is already 

operating to scale, has a team, bench, succession process. Much 

different than a one-man operation. Have to have more confidence 

to go with the "one" person show. To say that this hasn't worked as 

well as you hoped does not mean you stop. You put the gear on and 

go back to it tomorrow. Try to improve. 
 

RW - Terra Nova acquisition. In moment it was tough, considerable 

effort required to get it going in right direction. Now it is 1/3 of 

operations and extremely profitable. Let's learn lessons from this 

deal and do next one better. Created ability to grow outside the US.  
 

Q - Equity port has provided a tailwind. 125 positions, with bulk in 

top 10. How do you weigh incremental returns from top positions vs 

the tax consequences of selling if you think the future performance 

might be bite served by selling and reinvesting in something else. 
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TG - Having a big gain is a great problem. May the lord bless us 

with more of this problem. Does the math. Figures out the tax cost 

and how much you have to invest in next idea. How much do I have 

to earn on new idea to weigh and balance that tradeoff. Something 

they look at all the time. As trajectory levels out, it can increasingly 

make sense to sell, recognize the gain and move on. Paying a big tax 

bill is far from the worst thing in the world.  
 

SM - Having large gain and deferred tax is a positive. Find 

investments worthy of a 5, 10 15 or forever holding period is 

important. Not going to sell over a rough quarter or two. Will ride it 

through as long as believe in the long-term prognosis. 
 

Q - Reinsurance biz (WB and CM) don't see it as being that 

attractive. What did Alterra bring and what do you see going 

forward. 
 

RW - BRK comments not that surprising. MKL Re writes about 

20% of MKL biz (about $1B of premiums). Next number of years, 

all things being equal, will be tough for reinsurance. Like biz for the 

long term. Want to continue to be in reinsurance biz. One of great 

things about it is that there is not a lot of overhead to it. Sitting on 

hands and not writing a lot of biz or not writing biz is low 

opportunity cost. Option of having the biz for the long term is an 

option worth having. For example, you won't see BRK getting out 

of reinsurance. Stay for the long term may just have to ride the 

market down for next few years. 
 

SM - WB comments about reinsurance are a little bit unique to 

BRK. Few companies can say no to reinsurance opts the way that 

BRK can. There is more capacity in market, so reinsurers now can 

go to broker and get it placed with 10 companies. Size of BRK biz 

and what it can take on is different than for others such as MKL; 

I.e., BRK niche has gotten a lot smaller. 



 

 

 

TG - A pancake no matter how thin has two sides. If you had all the 

money in world and were immensely capitalized would you say 

good or bad things about it... People hate volatility. Make point of 

wanting efficient market, etc. There is a strong set of buyers looking 

to damp down volatility. Reinsurance is volatility reinforcement 

machine. There is cyclicality to the biz. It will, however, be around 

for a long time. You can live through the fallow period with very 

low costs. Have to hang in to do more of it when it is appropriate. It 

is not quite as bad as you think it is.  
 

Q - How are you using reinsurance given lower rates and lowering 

own retention ratios. 
 

RW - Want people to be thinking about underwriting profits all the 

time. Try hard not to game reinsurance. Very strong temptation that 

as pricing goes down to buy a lot more. Want people focused on 

generating underwriting profit even with lower premium/volume.  
 

SM - One problem with some companies that try to use reinsurance 

to manage P&L and operating results, is they are trading reinsurance 

income for future profits. Sometimes cash can be used in a negative 

way. Goal is to be there tomorrow and get a fair shake out of the 

deal. Use less, make money and be there tomorrow. 
 

TG - Want everybody you are doing biz with to feel good about 

doing biz with you. That is what makes the biz. Quicker to pay 

people that have provided you good reinsurance biz. Don't get into 

temptation of buying good reinsurance too cheap. 
 

Q - Why should investors pick MKL over the competition.  
 

TG - I'll bet MKL isn't the only stock you own, and you may own 

some of our peers as well (as does MKL). As long as you have 
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people that want to be profitable, then you can compete. The 

problem comes when you have companies that do not look to make 

a profit.  
 

Q - Is it rational to be a family company? 

 

TG - Yes. Considers himself part of the MKL company. A public 

company that is privately traded. Like the sense of values implied 

with we're a family. 
 

RW - Treating associates, customers, and channel partners the way 

you want to be treated is part of the culture of being a family 

company and provides competitive advantage. 
 

Q - Insurance side - What is your look at combined ratio, free 

float,  Are you confident combined ratio will stay positive in low 

interest rate environ 

 

RW - Headwinds to combined ratio from competitive market. Zero 

interest rate world makes it harder to get to kind of returns they 

want. Don't see market becoming less competitive until industry 

starts to report combined ratios over 100.  
 

AW - Recognizing need for lower combined ratio also impacted by 

incentive comp. Have to make sure there is a match. 
 

SM - Sophisticated analysis of loan loss reserves has led to a lot 

more discipline in the industry.  
 

TG - Mix between fixed income, equities, etc. Have to have enough 

fixed income to collateralize the insurance liabilities. Think about 

the mix beyond that by focusing on where you get the best returns. 
 

Q - Do you worry about DIS succession plan? 

 



 

 

TG - Biz that does require great leader. Mistake he made in DIS, 

DIS is an example of mistake of omission, which are normally 

bigger than those of commission. It relates to succession issue after 

Walt left company and Michael Eisner took his place. The systems 

and culture they have put in place will likely need to next CEO 

being viewed as having done a good job. If he doesn't, then they will 

find someone else who can. Believes DIS is as far along the path as 

anyone he can think of systematizing creativity.  DIS is one of 

largest holdings and expects it to remain that way. 
 

Q - Takeaways of panel from yesterday's BRK meeting. 
 

AW - You go to church to reinforce what you already know and 

think about something different. Spent time watching WB and CM 

and thinking about amount of energy they muster up every year to 

do that as well as the related passion. 
 

RW - Their steel bladders as men of their age. Liked chart of 

operating earnings and related growth over the last 20 years. Ability 

to continue to build BRK operating earnings power something that 

MKL is trying to do. 
 

TG - Sense of humor. Not just about a joke intending to get a giggle. 

They are teachers. They enjoy the benefits that come from being 

generous. They are meant to teach you a point. Communication, 

making a point in a vivid way that you can remember.  
 

SM - Occurs to him that MKL Ventures needs to buy something to 

put on the dais for them to eat. References to personal values 

inculcated into running their biz. Personal values and corporate 

values should mesh and serve as important guideposts in running 

your biz. 
 



 

 

Q - How MKL leadership influences MV acquisitions to make sure 

that they become better companies after joining MKL. 
 

TG - AMF Bakery acquisition - Looked at F/S, Said this is a good 

biz with bad balance sheet, constraining the biz. Creates a constraint 

in terms of running the biz and dealing with customers. MKL 

reduced the leverage. Allows you to take care of customer and make 

things right. Provide the equipment that makes things work. Helps 

make the biz better after joining MKL. 
 

Q - Transition to achieving high returns on larger asset base. 
 

TG - Trying to keep size under control. Will do best they can. 

Different companies have different returns at different stages. 

Thinks returns will make sense to shareholders. Can't control results 

only process.  
 

Q - TG Google Talk (look for this). Change from looking at 52-

week low to 52-week high list for investment ideas.  
 

TG - Old set of competitive advantages applied to new set of 

companies. There is not a way back machine only going forward. 

There are some winner take all markets that exist. Created some 

sense of natural monopoly. Oftentimes lead by 30-40 year old 

founders. Could retain that leadership for a long time. Gives biz 

much more long-term viability. Giving more consideration to adding 

to such companies. Should they be wrong, they will adjust and 

reallocate that capital elsewhere  
 

Q - MV. Why would companies choose Markel Ventures over other 

suitors? 

 

TG - Private equity has a lot of money behind it. Have done fewer 

of those deals. Only one in last year. MKL was ultimately chosen 



 

 

because company ultimately decided it would be better to be part of 

MKL than stay outside. Relationships and strategic issues that made 

sense to both. There may be different environs here having 

additional money may be more or less important. Will do all they 

can to have money when others have less or none. 
 

Q - RLI Corp holdings - fair value determination. 
 

TG - Company they admire and have held for long time. Won't 

provide specifics.   
 

Q - Colfax.  
 

TG - Director and can't comment. Has deep respect for people that 

run that company. 
 

Q - How do you value quant side of the company? 

 

TG - PV of any company is NPV of net cash flows it will produce 

over time. What are expectations re: cash it will produce over time. 

What does it cost to buy it, what will it be worth.  
 

Q - View on looking at synergies or non-synergies. 
 

RW - Strategy for first several decades was to buy companies and 

allow them to be run pretty entrepreneurially for several decades. 

Very decentralized. Over time it became more difficult to scale. 

More centralized in terms of shared services, divisions. Try to 

provide a lot of autonomy to compete in those markets. 
 

TG - Many functions on insurance side have been centralized such 

as accounting. On venture side, slightly different. Several biz have 

nothing to do with one another. It is, however, culturally acceptable 

for those biz to be run independently without connection to other 

biz. But incentive comp and culture should be in line with MKL 



 

 

overall philosophy. Their connections to market in different ways 

will allow for further expansion over time.  
 

Q - DIS - concerns about ESPN. What would it take for GOOG, FB, 

AMZN to be bigger. 
 

TG - Do not have sports marketplace to itself the way it once did, 

but it still might be pretty good. Even with those fundamental 

challenges, If others continue to appreciate, they will grow over 

time. If they continue to perform, they will increase size.  
 

Q - Biz book recommendation. Valeant thoughts 

 

TG - No comment on Valeant. Book - Millard Fillmore biography. 

Was much better president than many give him credit for. 
 

Q - Valuing MKL. Returns on capital. ROE five-year average 8%, 

trading at 1.5x book.  
 

TG - ROE number is probably wrong. Reported ROE over 50 years 

does not recognize unrealized gains on securities. There is more 

there and ROE is understated economically. Accounting info only 

gives you insight.. Some analysts include realized and unrealized 

gains. Others do not. Agree with CM that as you get the greatest 

understanding of what the true ROE is, you get the best 

understanding of what true growth of capital will be. Look at 10 

year history (if not longer) and it should provide some guidance as 

to what may happen going forward.  
 

Q - What do you do with companies that don't have the 10-year 

history discussed in previous question. 
 

TG - Admit you don't know. You guess. Every day as new info 

comes in you update your outlook/estimates. Those companies have 

a lot of cash that came from fundamental operation of the biz itself. 



 

 

Worry about it every single day and adjust for new information. 

Challenge of scaling a biz versus operating one at scale.  What is a 

rational thoughtful way to allocate capital starting today. Under that 

basis, they hold companies such as GOOG, AMZN 

 

Q -  
 

TG - Biz at scale, parts of biz and product line are not at fast growth. 

The biz have done all they can do and have 100% market share 

leads to paying different price than you would get for biz with more 

growth opportunities. 
 

Q - How do you reassess moat of a company you have held for 

awhile 

 

TG - General example - world changes. You go to work every day 

with some degree of paranoia over whether or not it will still be 

good today. Take nothing for granted. 
 

Q - What is your opinion on Fairfax's put positions? 

 

SM - Prem is very smart guy. Fairfax is very smart guy. Need to ask 

Prem. 
 

Q - Regulatory constraints investing in fixed income versus 

equities.  
 

TG - BRK follows and applies same regs as everyone else. But, 

given their size they have a lot more room to apply equity holdings 

within their portfolio.  
 

Q - Next possible acquisition 

 



 

 

AW - Everyone is looking but increasing profitability and efficiency 

of what they already own as well. Have applied what they have 

learned to recent acq's allowing for faster integration of Alterra, e.g. 
 

RW - Have been busy doing smaller deals adding to their 

capabilities. Feels as good about MV and MKL as ever has. What is 

the best opportunity. Buying something or building internally. May 

not always be buy. 
 

SM - Have gotten good at doing acq's. Expect more over time. 
 


