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I. Intro to Third Edition
Welcome to the third edition of the Underrated Small-Cap Stocks premium newsletter. 
Our goal is to bring you small- and mid-cap stocks you wouldn’t normally hear about, as 
they fly under the radar. These types of stocks tend to have the most potential to become 
multi-baggers. Our last edition included a vocal investor who’s adamant that Tesla is a 
zero. But the majority of his portfolio is focused on finding deep value microcap stocks.

This edition is about an investor who emulates Warren Buffett but does so in such a 
unique way that no one else is doing it. Imagine running a fund in true Warren Buffett 
fashion. And I’m not talking about finding cheap high-quality companies. What I’m talking 
about is digging deeper and truly understanding Warren Buffett’s investment model at 
Berkshire Hathaway and building an investment strategy centered on this model.

Most people know Buffett for his timely investments in legacy brands like Coca-Cola and 
American Express, but the majority of Buffett’s wealth has been built by investing in the 
property and casualty insurance business. S&C Messina Capital is the only hedge fund 
specializing in the property and casualty insurance space.
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II. Update From Our April 2016 Edition

In the April 2016 edition we profiled Mark 
Spiegel of Stanphyl Capital. Stanphyl fo-
cuses on companies on in the microcap 
space that are heavily undervalued. 
You’ve likely never heard of many of his 
names. Mark has been killing it of late. 
One of the names we profiled in the April 
edition, Broadwind Energy, is up over 
120% in the last three months. His 
Stanphyl fund is up 14.2% in 2016 
through May. The fund was up 3.3% in 
May, compared to the 1.8% gain of the 
S&P 500. Since inception, Stanphyl is 
up 98.1%, while the S&P 500 has 
returned 73.6%. What’s interesting is that 
Mark is a big believer in smallcaps but
he’s also making a big bet against the S&P 500. Last month, he upped his short bet on the 
index via the SPY ETF. But about that Broadwind position, Mark still owns it, now up 100% 
on his cost basis. Mark says Broadwind may average $10 million in yearly EBITDA through 
2022, and with a 6x EBITDA multiple + cash + NOLs, shares should be over $6 a share. 

His RadiSys Corp. position continues to do well. Shares are trading under $5 a share, but 
Mark says fair value is closer to $7, which includes a 1x multiple on its $215 million revenue 
+ NOLs + tax credits. MGC Diagnostics, which is down 8% in the last three months as its Eu-
ropean Medisoft acquisition continues to hold it back. The thesis here is a buyout for roughly
$14 a share. The other Stanphyl stock we highlighted, Echelon, is down 14% in the last three 
months. Mark is underwater by close to 20% on this stake. But it’s a misunderstood industrial 
internet of things play. It could break even by late 2017 and be worth $13 a share + it has 
over $240 million in NOLs.
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III. Hedge Fund Highlight:
S&C Messina Capital

FUND MANAGER: 

Noh -Joon Choo
STRATEGY: 

Long-biased equity
CONTACT INFO: 

nchoo@scmessinacapital.com 

Noh --Joon Choo's background:

Noh-Joon’s journey to the property and casualty (“P&C”) insurance industry has been part 
luck and part asking the question many fail to ask when it comes to Warren Buffett’s 
investment success: Where did Warren Buffett’s investment capital at Berkshire Hathaway 
come from? Indeed, Buffett deployed most of Berkshire’s capital first to its P&C insurance 
companies which then provided even more funds to finance many of Buffett’s most famous 
investments: Coca-Cola, Wells Fargo, Washington Post, American Express, Burlington 
Northern, etc.

Noh-Joon left the investment banking world with a background in distressed debt and 
restructuring, getting hired as an analyst for a start-up event-driven credit and equity hedge 
fund. After the hedge fund wound down, Noh-Joon started taking a hard look at Warren 
Buffett and how he funded his investments. For most of his career, Buffett has not been 
subject to redemption pressures from investors and limited partners. “Why did he not have to 
perform on a monthly basis?” asked Noh-Joon. Most of the media, Wall Street and Main 
Street focus on Buffett's investments, but they rarely ask, how did he fund these 
investments? Armed with the answer to this question, S&C Messina Capital was born.
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And Noh -Joon’s partner 
at S&C, Mark Hollak:

Mark was the co founder and COO of Goji, which he 
helped grow to one of the largest P&C insurance 
agencies in the U.S. In that role, he has seen the 
P&C industry up close and knows the ins and outs of 
insurance carriers. He started his career as an equity 
analyst and is a CFA charter holder. He is one of the 
few people that has been able to combine his 
background as an equity analyst with real  life 
operational experience in the P&C insurance industry.

   About S&C Messina Capital:

S&C Messina Capital applies time-tested, value-oriented techniques pioneered by 
legendary investors such as Benjamin Graham, David Dodd and Warren Buffett to select 
5-15 companies from a niche group—the property & casualty (“P&C”) insurance sector in
which companies have access to “float”. The common denominator among these
companies is their superior business model relative to peers—the P&C insurance
companies in S&C Messina Capital’s portfolio are achieving success by practicing the
same core underwriting philosophies practiced by Berkshire Hathaway, which bought its
first P&C insurance carrier in 1967 for $8.6 million and parlayed it into the $400 billion P&C
insurance behemoth it is today.

   S&C Messina Capital details:

1. Asset class: Global public equities with primary focus on U.S. P&C insurance
2. Minimum investment: $100,000
3. Withdrawal: One time per year, in January
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4. Administrator:  BGT Fund Administration; Auditor:  Spicer Jeffries LLP;
Legal:  The Securities Law Group LLP; Prime broker:  Interactive Brokers LLC

   Net returns after fees:

• 2016:  Year-to-date through May 31st, S&C was +7.60%, versus +3.57% gain for the 
S&P 500.

• Since inception (September 1, 2015) through May 31, 2016:  S&C was +9.86%, 
compared to the S&P 500’s performance of +8.12% over the same period. 
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1. Give us a little insight into how you’re channelling Warren
Buffett?

Warren Buffett became the wealthiest individ-
ual of the modern era by investing in compa-
nies, specifically P&C insurance companies, 
that provided not only permanent capital but 
permanent leverage. As long as his P&C in-
surance companies were underwriting profit-
ably, this leverage came at a negative cost of 
capital and did not have the typical drawbacks 

of traditional debt. When collecting premiums from policyholders, these premiums are held 
by insurance carriers as liabilities or “float” that belongs to the policyholders until the insur-
ance contracts expire. The float is owed to policyholders because it is capital being reserved 
and utilized to fund losses and claims ultimately experienced by policyholders. 

We are investing in P&C insurance companies that resemble Berkshire at critical junctures 
in its history. In other words, our portfolio companies look like Berkshire during major, trans-
formational periods – the early 70’s, the early 80’s and early 90’s. At each juncture, as Berk-
shire’s P&C division underwent major value-enhancing transformations, the market did not 
fully appreciate the compounding power of Berkshire’s business model, anchored by its P&C 
insurance business.

The companies we own are practicing the same fundamental philosophies that made Berk-
shire what it is today, and history is repeating itself with the market underappreciating the 
compounding power of these special P&C insurance companies. Will they compound book 
value and shareholder value at 20% per year for 5 decades and become $400 billion like 
Berkshire? Probably not, but they are utilizing the same practices and philosophies that 
made Berkshire successful and should be able to compound book value and shareholder 
value at very attractive rates at a positive spread to the S&P 500 for many years to come. 

2. Really digging deep, what was the ‘aha’ moment for you when
it comes to mirroring Buffett? 

I found the answer to this question by studying all of Berkshire’s shareholder letters, paying 
special attention to segments regarding Berkshire’s P&C insurance business. I went a step 
further and looked at every 10K filing for Berkshire going back to 1965. Most writers 
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that have written about Buffett have relied primarily on the shareholder letters to inform 
their work, the bulk of which do a good job of clarifying how Buffett became who he is today. 
However, by not looking at the figures detailed in the 10Ks, which very, very few people 
have ever seen, you’ll often miss what Buffett does without saying. In fact, if you had 
analyzed the financials shown in the 10Ks from 1967 to the early 1970’s you would have 
clearly seen his obsession (as shown below) with non-traditional forms of leverage – i.e. 
juicing his investment returns with un-conventional forms of other people’s money or 
liabilities.

This obsession with non-traditional leverage led him to P&C insurance and companies like 
Blue Chip Stamps, which had its own form of float. He does eventually spell out the crux of 
his P&C insurance strategy decades later in Berkshire’s 2004 annual letter, pgs. 6-11, which 
I think are the most important pages ever written by Buffett. Those few pages are his secret 
sauce and to me the holy grail of how to be successful in the P&C insurance business.

3. You’re definitely fishing in an under crowded pond as Wall
Street coverage of the insurance industry is fairly nil. With
that, what’s the one mistake that the “sell side” and Wall Street
analysts covering the industry make?

I will refer to a paragraph that’s been a consistent part of an investment bank’s annual primer 
on the P&C industry, which talks about how the sell side penalizes valuations of P&C insurers 
that have strategic allocations to equities:

“Since operating earnings exclude realized gains and losses and investment income is de-
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fined as simply interest and dividend income, by measuring earnings in this fashion we 
are “penalizing” companies that invest more heavily in equities or other areas with low 
current yields such as venture capital investments or real estate investments.” [Bold 
emphasis ours] Source: BofA 2015 Property/Casualty Insurance Primer (2/24/16), page 9.

To penalize a P&C insurer right away because of its allocation to equities is odd. What if 
the company is decent at investing in equities? Then it should not be penalized. If it’s 
decent at investing in equities, it is generating significant value using both sides of the 
balance sheet (i.e. liabilities/underwriting and assets/investing). Most P&C insurers rely 
too heavily on trying to get as much premium as possible (i.e. maximizing liabilities) at the 
expense of potentially generating significant incremental value on the asset side. In other 
words, if you look at the balance sheet as having a total fixed amount risk comprised of 
asset risk and liability risk, most carriers take so much liability risk that they are 
hamstrung in their ability to tolerate any additional volatility on the asset side.

Even the accounting for P&C insurance companies has evolved such that changes in un-
realized gains are not on the income statement (i.e. not included in net income/EPS and 
shown instead as part of changes in equity below the net income line). Only realized 
gains and losses and investment income flow through the income statement. This 
deemphasizing of unrealized gains, especially f rom equity investments compounding 
in value over long periods of time, makes sense on one hand, but it also doesn’t; this 
accounting practice exists because most carriers do not try to drive meaningful value from 
unrealized gains and secondly, analysts have a harder time modeling unrealized gains 
versus investment income from interest income. Just because something is more difficult 
to model in the short term doesn’t make it less valuable. In fact, it’s probably the opposite.

4. But why the P&C part of the insurance industry and not others?

There are two reasons why we focus on P&C primarily:

1. Downside protection during the financial crisis of 2008: Life and health insurers 
are more dependent on investment earnings and in turn are more sensitive to changes in 
interest rates. Duration of liabilities and assets also tends to be longer in life and health, 
which exacerbates the sensitivity to interest rates. Duration in P&C is on average about 
3-4 years. During the financial crisis of 2008, the market value of P&C insurers held up 
better as a result of the factors mentioned above, whereas life and health insurer stocks 
experienced much more significant volatility. P&C insurers went down a fraction of the 
decline in the S&P 500’s 40% decline while life and health insurers underperformed the 
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2008 drawdown in the S&P 500, going down by as much as 66% or so.

2. Greater business risks in life/health and pure reinsurers compared to P&C:
I am not a fan of the business models of life insurers and health insurers. As spread based 
businesses where they’re trying to get more yield from investments than whatever yield is paid 
out to policyholders, there is an over-reliance, particularly among life insurers, on 
investment earnings relative to the business model of P&C insurers. Life and health insurers 
often have extra fees and risky but seductive products (i.e. variable annuities that guarantee 
a minimum return to policyholders) to squeeze out revenues from customers.

Health insurers are also impacted by regulations at the federal level which can alter their 
economics in one fell swoop based on the political winds of the day. The out-sized nature 
and unpredictability of such regulatory risk is terrifying. 

P&C carriers however are regulated at the state level, regulated per the insurance codes of 
the state in which the carrier is domiciled. Change in one fell swoop across the entire 
regulatory regime of 50 different states is much more difficult to push through.
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Pure, standalone reinsurers are oftentimes not attractive because a lot of their business is a 
black box to the outside investor. All it takes is one mispriced deal with disproportionately 
large exposure to a major cat event and a reinsurer can be wiped out. You really do not 
know how well their books have been priced. Only if they’ve had a really long track record 
or you have insights into management’s ability to underwrite profitably might you get 
comfortable with buying a pure, standalone reinsurer. Also, reinsurance is a market where 
the best times to write business are after major cat losses when capital starts to leave the 
industry, with investors looking for returns elsewhere. Like Buffett’s approach to 
investments where one can never strike out if you don’t swing at a pitch, the best 
reinsurers take a similar approach, taking advantage of their strong capitalization 
and becoming aggressive in seeking reinsurance deals after major cat events 
and/or when competitors are hemorrhaging and investor capital is fleeing the industry.

And I’ll say this to the hedge funds out there contemplating a reinsurance vehicle: If a rein-
surer believes it’s in the business of trying to find deals every single year or it has to 
do deals, just to prove it’s a legitimate reinsurer as opposed to a tax-shield vehicle (i.e. 
such as hedge fund reinsurers like Third Point Re), that’s a tough spot to be in. This 
would be like asking a distressed debt shop to find the same number and quality of 
distressed debt investments every year, with total disregard for the credit cycle. That’s 
silly. Reinsurance has a cycle as well driven by cat events and investor capital flows.

5. What are some of the things you’ve done to really hone in
on your experience in the P&C space?

I’ve augmented my expertise in P&C insurance by becoming a consultant in the sector over 
the past 3 and a half years. I studied statutory accounting principles (SAP) as well as GAAP 
accounting for P&C insurance carriers, the regulatory regimes of all 50 states for P&C insur-
ers, various valuation methodologies for P&C insurance carriers, as both going concerns and 
run-off entities, and various actuarial reserving methodologies/techniques. 

I also worked on real world assignments consulting in the P&C space. For instance, I sourced 
a private $50 million book value auto/homeowners insurance carrier as an acquisition target 
for a PE firm. I also helped create a high level business plan for an insurance sector 
advisory firm, outlining the steps for the execution of the Berkshire strategy.
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6. How do you guys see the P&C insurance business changing
over the next decade and any particular ways you’re position
ing yourself to take advantage?

There will be major catastrophic events. 
So we position ourselves by owning 
companies that have prepared themselves 
for this inevitability by taking advantage of the 
overcapitalized reinsurance market to get 
good protection at cheaper rates or by 
de-risking their catastrophe risk exposure. 
The companies we own may simply 
experience minimal impact from major cat 
events via diversification in geography and/or
lines of business. Some lines of business are simply less vulnerable to cat 
losses. In industry parlance, they may be high frequency, low severity lines of 
business; also, some low frequency, high severity lines may be non-correlated.

7. How confident are you guys in your P&C focused strategy to
day? I mean with markets at all time high valuations, things 
could certainly be volatile over the next few years. It seems 
like now might be a great time to be getting into the more 
steady P&C business.

This is an interesting question. We don’t like to time expansion or contraction of 
multiples, but we can say that price-to-book multiples for the P&C sector, because of 
low interest rates since the financial crisis, have been trading at the lower end of 
their historical range. If rates stay low, our companies will continue to do well. If rates rise, 
our companies will do even better.
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8. But more specifically, how are you guys going to keep up
with the outperformance if we have another five years to this
bull market?

We have outperformed specifically because our companies have continued to grow their 
underlying book values irregardless of where stocks markets are. In other words, as long as 
the book values of our companies continue to compound, their share prices, over the long 
term, should approximate such increases in book value per share. Interestingly, during this 
5-year bull market, the P&C insurance sector has outperformed the S&P 500,
despite interest rates, a core earnings driver, being at all-time lows. How? Because the
industry as a whole became laser-focused on underwriting discipline because they
knew they couldn’t rely on investment earnings for generating meaningful returns. We
believe that when and if rates rise, the companies we own will not lose their underwriting
discipline and their ROEs shall experience a meaningful bump.

9. In terms of the idea of “permanent capital,” how do you think
investing in P&C insurers compares to just having a publicly
traded hedge fund   something that the likes of David Einhorn,
Bill Ackman and Dan Loeb have all done in a quest to secure
that ever elusive permanent capital?

First of all, we should ask ourselves, is
the permanent capital leverage or 
managed assets? For most of these 
guys, it’s simply managed assets, not 
borrowed money. The cheapest and 
friendliest capital in the world is provided
 by those that don’t even know they are providing or loaning it. People that pay GEICO insur-
ance premiums don’t even realize that their money is being loaned to buy stocks and bonds. 
If they don’t realize that:

1) Will they ever yell at Buffett for returns going down? Nope. They are only owed 
payment for legitimate claims. They are not given any of the investment returns that were 
generated using their capital.
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2)  Can they call their capital or yank their premiums paid? No, it’s a sunk cost.

As a side note, another form of permanent capital/leverage is the lottery. But state govern-
ments don’t realize what they have and under-invest and underutilize the funds received via 
recurring lottery ticket sales. If they simply paid winners all at once at the end of each year, 
they could have extremely friendly leverage that could compound taxpayer and voter capital 
at extremely attractive rates. This would be a massive boost to state tax revenues.

10. So, as it turns out, Buffett is a great insurance investor, but
you can’t run an insurance fund without having been 
influenced by Shelby Davis. If there’s one takeaway from 
Davis, what would it be?

There are actually two major takeaways for me from Shelby Davis:

The first takeaway is that book value is a very reliable metric to use when valuing a P&C 
insurance carrier. Shelby Davis focused on book value as the floor for market valuations of 
P&C insurance carriers. Put another way, you are valuing a P&C carrier like a standalone 
bond. And you pay a premium or discount on that bond based on its earnings or the 
“coupon” that the carrier is expected to pay its shareholders over the long term. Book value 
is akin to the par value of a bond’s principal. The market cap of a carrier is akin to the 
market price of a bond, which similarly trades at a discount or premium to par.

The second thing I took away is that among the greatest investors in history, Shelby Davis 
is the only one that focused on investing in a single sector, and that sector was insurance. 
For instance, take a look at the chart below of the greatest investors in history and you 
won’t find an investor, other than Davis, that invested solely in a single sector such as 
tech companies, energy companies, etc. Every single one of these guys was either 
sector agnostic or focused on macro, commodities, other etc. (You’ll also see 
individuals that invested through their own insurance companies like Prem Watsa of 
Fairfax, Lou Simpson of GEICO and, of course, Warren Buffett through Berkshire 
Hathaway’s insurance division.) So what does this all say? Insurance, even after having 
proven itself as a sector where money can be made by the likes of Shelby Davis, remains 
ignored. The fact that most haven't heard of Shelby Davis, but he is on this chart of the best 
investors in history speaks volumes. Note: Shelby Davis is on the bottom right of the chart.
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Source: Frederik Vanhaverbeke, “Book Presentation: Excess returns – A comparative study 

of the methods of the world’s greatest investors”, pg. 9. 

11. Onto some specific fund details, you guys are running S&C
Messina with an interesting fee structure. Give us some
details on the fees and how you came up with this structure?

We think hedge funds have done poorly and do not justify the fixed 2% management fee 
irrespective of performance. It’s highway robbery. So we wanted to align incentives better 
by allowing our qualified investors the option of choosing a performance fee-only structure 
with 0% management fees. Specifically, for such clients we charge a 25% performance fee 
over a 5% hurdle with a high water mark. In other words, if we don’t compound your capital 
in a given year by more than 5%, don’t pay us. If you’re not above your high water mark, 
don’t pay us. We don’t deserve compensation for that period in either scenario. Buffett had 
a similar structure for his limited partnership in the 50s and 60s. He used a hurdle that 
approximated the long- term U.S. Treasury rate at the time. We agree with the alignment of 
incentives provided by this structure.
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12. Your guys’ motto is “Fund with the float and invest in the
moat,” what exactly does that mean?

We are basically saying finding the right assets with 
wide, competitive moats is even more powerful in 
combination with the right funding sources. In other 
words, we want to find P&C insurers who are investing 
their assets with extremely cheap and stable, 
compounding float. To give an example of how people 
focus on investing in moats but not so much on how 
the purchase of such moats are funded: You can buy
 a great home with a wide moat (i.e. great location etc.)  
that appreciates in value. However, your returns are 
not just a function of the asset value of the house but  
the terms of your funding sources, specifically the 
terms of the mortgage you used (or did not use) to 
fund part of your original purchase. The interest rate, amortization schedule and loan  to 
value all impact your returns. Yet, most people stop at the first question, “How much did 
you buy the house for?” Equally important is the second question, “What are the terms of 
your mortgage?

13. What’s the typical size of your portfolio? Are you guys
looking to own are broader portfolio of 30 or so P&C 
operators, or do you really drill down and own just a handful 
of niche and best -in- class operators?

We run a very concentrated portfolio of about 10 P&C insurance carriers that we know 
really well. We are comfortable having less than 10 core positions. We believe in the 
concentrated investing mantra promulgated by Buffett and Munger. Buffett is right when he 
said most of the risk comes from not knowing what you are doing. When it comes to the 
P&C insurance sector, we like to think it is within our circle of competence and that we 
know what we are doing, understanding each company that we own very well.
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14. And how about concentration, do you guys just weight your
ideas pretty evenly or will you overweight if you find an
insurer that’s truly at a disconnect to the market?

We get asked this question all the time. It’s a great question, but we prefer not to share! 
We are constantly thinking about this question.

15. In terms of honing in on the names you might own, what
sort of metrics do you guys look at first? Do you kind of 
have a price-to-book or return on equity number you’re 
looking for?

We do have a P/B multiple over which we typically do not own any carrier. We also have 
a minimum long-term return on equity hurdle.

16. What about size? Do you guys like to focus on a tight market
cap range or are you just going to wherever the value presents
itself?

We go wherever quality presents itself. A high   compounder can be small or very large. To 
give an idea, some of the companies we own are barely $1bn in market cap and others are 
in the multi-billions.

17. In terms of how you think about risk, you’ve said before that
you would rather outperform in any given year when the S&P
500 has declined, meaning you’d rather be down 10% when
the market is down 30% rather than being up 30% when the
market is up 10%. What is your thinking with that?
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This is partly inspired by How-
ard Marks and our observa-
tion that most investors like 
to show off in frothy markets. 
Many managers shoot for the 
stars, achieving exceptional 
returns, especially during 
bull markets, but such returns 
are often short lived and 
achieved by assuming more 
than commensurate risk. 

In bear markets and violent market reversals, this assumption of excess risk per unit of re-
turn can lead to significant losses of capital, erasing much if not all of the prior gains that had 
been achieved using the same risk management approach. It is very difficult for a zebra to 
change its stripes in reaction to market conditions. We would rather keep a consistent ap-
proach to risk control, year in and year out, irrespective of Mr. Market’s mood and changing 
macroeconomic factors. If a portfolio loses 10% in value, it has to increase roughly by the 
same percentage (~11%) to get back to where it was. However if a portfolio loses 1/3 or 33% 
in value, it has to achieve 50% in growth to get back to where it was before. The latter is 
much, much more difficult.

By consistently minimizing permanent losses of capital and avoiding the losers, especially 
in bad times, we seek to do just a little bit better than the long-term average on a 
compounded basis. Over many years, this should result in significant capital appreciation, 
achieved while having taken substantially less   than commensurate risk. 
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18. Keeping with risk   how do you measure downside
protection, whether it be moats or margin of safety?

Both. The number one thing we look at is the quality of the company, and it is in this con-
text that we look for margins of safety via valuation. The higher the quality of the 
company due to its wide moats, the more likely its long  term ROE is sustainable. 
Almost all high-quality compounders are undervalued by the market, and this is 
especially so in the P&C insurance sector. Having said that, we still won’t pay above a 
certain multiple even for the highest quality compounders in the P&C insurance sector.

19. Do you guys keep any cash around or are you staying fully
invested?

We are fully invested, yet we are not. Let me explain. The companies that we own have 
allocations to cash, so by virtue of their exposure to cash, we are indirectly invested in 
cash ourselves. The same goes for other asset classes. We own equities of P&C insur-
ance companies but at the same time we are directly exposed to fixed income due to the 
high allocations of our portfolio companies to fixed income.

20. Let’s lighten it up, I know you’re based in
San Francisco, why there?

My parents are in Southern Califor-
nia, so it is nice being close to them 
for visits. Also, this is a place of fre-
quent irrational exuberance where 
unprofitable companies are often 
seen as more valuable than profit-
able ones. The tech sector is driven 
by VC capital flows. The number of 
unicorns that are out there is silly. 
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Being surrounded by people that you wish to invest differently from helps me invest differ-
ently. It does however make me a really boring conversation participant around here. I 
am not doing anything cool like virtual reality or self  driving cars or finding the cure for 
cancer. Telling people I invest in publicly traded companies is a buzz kill for most Bay 
Area residents and saying I invest in publicly traded P&C insurance companies usually 
makes them change the subject.

21. Any insights into a potential tech bubble 2.0? Are real estate
prices really that out of control?

I can say that there have been a lot of foreign, all  cash buyers of real estate in the 
Bay Area. Financing has also been looser with mortgage rates close to all time lows. 
Whether this is a real estate bubble that is bound to pop, I have no idea. The key question 
is, if the tech bubble in San Francisco pops, does the real estate market go with it? Or 
are there enough independent drivers that are favorable to the real estate market that it is 
more disconnected from how well the tech sector is doing than people realize. But, I really 
don’t have a firm view on this issue

22. Now, you guys are pretty tight lipped about the companies
you invest in, why is that? 

We typically don’t like discussing our positions for a couple reasons, as we’d rather see 
the market value of our companies, which we plan on owning forever, trading in reason-
able price ranges. If talking about a position makes the value of our position go up and 
trade at expensive levels, we don’t feel good. If it goes down to irrationally cheap levels 
because people like to do the opposite of what we say, that’s not too great either. Instead 
if our companies continue to compound their book values per share and share prices with 
their multiples staying relatively stable within a range, this is best. We want to own com-
pounders that consistently trade at undervalued multiples.
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Secondly we don’t want to put ourselves in a position where we are incentivized by ego. 
When we are right, having a position known publicly can make us more inclined to focus 
on stock price and can force our eyes off of the underlying fundamentals of the business. 
When we are wrong, as discussed in the book Superforecasters, we can fall in the trap 
that I am sure Ackman has felt recently, that is getting stuck in the trap of confusion 
between conviction and pride, standing your ground because of independent conviction in 
the veracity of your beliefs and standing your ground out of pride of being right in the 
eyes of others, which makes you hesitant to admit when you are wrong. Both tendencies 
are human. We know we are vulnerable to both, so we try to position ourselves by 
being self-aware and staying under the radar with our views about specific companies. 
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IV. Stock Highlight:
ProAssurance (PRA)

1. We’re going to talk a bit about ProAssurance (“PRA”), why?

We feel that even after our discussing the company, enough about the company will turn 
people off that we are not too worried about its valuation getting ahead of itself while the 
downside or its book value continues to compound at attractive rates. It’s not sexy and if 
anything it probably leaves a bad taste in most people’s mouths. Which is great.

2. A little about what PRA is and what it does.

PRA, being a $2.8 billion market cap company, isn’t at a disadvantage when it comes to the 
larger P&C players. If anything, it’s has a myriad of greater growth opportunities. The 
company focuses on professional liability insurance.

PRA is the last publicly traded medical malpractice insurance carrier. All the other good 
ones got bought out. All the bad ones got washed out and went under in the early 2000s. 
Med mal is a longer tailed business with perhaps workers comp being the other major line 
that has a longer tail. This tail and the image of doctors making mistakes scares a lo of 
investors but if you know what you are doing, it is a great business to be in.

3. How does PRA fit the mold you guys look for when seeking
out P&C insurers to own?

When we look at a company there are only three things we look at – that’s it: 1) Business 
model and moat around long term ability to compound earnings 2) Management incentives 
and ability to deploy capital 3)  Valuation.
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PRA is run by a lawyer who had worked with the 
company a long time as a practitioner in the med
 mal space. It’s not a business that others can 
simply copy. There is real niche expertise required. 
Even a med mal lawyer won’t be able to start a 
med mal carrier unless he or she is familiar with
 both the legal AND business operations of an 
insurance company in the med mal space.

PRA has proven itself to have underwriting alpha, a 
term I made up, but effectively it is the possession of 
an institutionalized culture and core set of philosophies 
that generate consistent underwriting profits wit 
combined ratios almost always below the industry 
average for a specific line of business, in this case med 
mal.

Wrapping it up, ProAssurance has little coverage on Wall Street and 
is easily overlooked by investors. What the elevator pitch? The 140 
character thesis? a Tweet if you will...
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V. Q&A With
S&C On Stocks

1. You like P&C and you explained that well, but why specifically
PRA versus other companies in the space? Is it valuation, superior 
business, or a bit of both?

Well, there is no other publicly traded company in its specific line of business  medical 
malpractice insurance. It’s a superior business and the valuation is attractive. Compared to 
most other carriers, I like the niche aspect of this company. It’s in a line of business that is 
very difficult to get into unless you have experience and specialized, niche expertise. Such 
prerequisites provide high barriers to entry and “de commoditize” the company’s business 
model in a sector full of highly commoditized lines such as home and auto. I like to think of 
various lines of businesses in insurance on a spectrum of commoditization. One way to 
think about it is with your car. If you had a Ford F 150 from 2013, that’s a commonly owned 
car and almost anyone can learn how to value the car and price the risk of the driver. 
That’s one end of the spectrum. The other, more specialized end would be if you owned a 
vintage 1971 Ford Mustang where it takes expertise to value the car based on its condition, 
customization, etc. Not everyone can do this and expertise in valuing such a car for 
insurance purposes is built over time. PRA’s CEO is a lawyer, and if you read his official 
below from the company’s web-site, you’ll see what I mean with regards to the level of 
expertise and real world experience needed to operate in this very specialized medical 
malpractice space:

“W. STANCIL STARNES, J.D., is the Chairman, Chief Executive Officer and President 
of ProAssurance Corporation. Mr. Starnes, who assumed this position at ProAssurance 
on July 2, 2007, was first associated with Medical Assurance, the predecessor of 
ProAssur-ance, in 1979 when he began defending insured physicians on behalf of the 
company. In the ensuing years he became ProAssurance’s lead outside defense counsel 
and was a vital outside voice in many key decisions that shaped the Company. He was one 
of the architects of ProAssurance’s policy of passionately defending non meritorious 
lawsuits. Mr. Starnes was the founder (in 1975) and ultimately the senior and managing 
partner of the law firm of Starnes & Atchison. His primary work was in the field of medical 
liability defense, but his 34-year history of courtroom advocacy included successful 
representation of local and nation-wide clients in a wide range of civil trials, appeals and 
litigation. In October, 2006 Mr. Starnes assumed the position of President, Corporate 
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Planning and Administration with Brasfield & Gorrie, LLC, one of the nations’ leading 
commercial contractors. He is a member American Bar Association as well as the Bar 
Associations of Alabama and Birmingham. He is a Fellow in the American College of Trial 
Lawyers, an Advocate in the American Board of Trial Advocacy and a Life Fellow of the 
Alabama Bar Foundation. He graduated from the University of Ala-bama and is a summa 
cum laude graduate of The Cumberland School of Law in Birmingham.”

2. Is there a stock on your watchlist right now? A name you don’t
own, whether for valuation purposes or otherwise, that you’ll contin-
ue to watch.

Yes, Progressive, ticker PGR.

3. Outside of P&C, is there any stock you find interesting?

We focus on P&C as it is the sector that is most within our circle of competence, but HSY 
has always been interesting to us.

4. What type of stocks did you own before S&C? Was it similar to
HSY?

Very, very boring companies. I like companies whose drivers are tied to specific human be-
havioral tendencies that have not changed since the beginning of time. For instance, humans 
will always be in a world where there’s worry about the risk of bad things happening, so in-
surance will always be a necessary product to bring peace of mind to human beings. 

Food is another product that will always be there. When I was an analyst at a prior 

hedge fund, I made a pitch for Kraft during its split into two different companies, the 
global snacks business and US grocery foods business. Human beings will always eat food. 
I love eating food, and I love the food business. Ketch-up is unlikely to go away. Alcohol is 
unlikely to go away. Chocolate is unlikely to go away. If you look deeper you find some very, 
very interesting behavioral patterns when it comes to different types of foods and the way 
we tend to engage with them.  
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I like HSY, the Hershey Company a lot because as we saw during the prior recession, 
people will cut back on larger discretionary “luxuries” but will not sacrifice quality on the 
smaller wins such as being able to enjoy chocolate. While a lot of consumer staples are 
easily substitutable with private label and supermarket brand offerings of similar quality at 

lower prices, chocolate is one food that  is very difficult to make a cheaper knock off of 
that consumers are willing to buy. Cheaper, imitation versions of chocolate do not taste 
as good which is probably why you don’t see many of them; or it could be that people just 
want the real thing when it comes to chocolate.

Thanks for reading!

Be on the lookout for the next edition in August.

If you have any questions or want to know more about what S&C Messina Capital does,
feel free to shoot us an email.
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Under no circumstances does the information contained within represent a recommendation to 
buy, hold or sell any security, and it should not be assumed that the securities transactions or 
holdings discussed were or will prove to be profitable.No part of this material may be copied, 
photocopied, or duplicated in any form, by any means, or redistributed without ValueWalk’s 
prior written consent.




