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Fiduciary Management, Inc. all cap portfolios gained approximately 5% in the December quarter, capping off a strong 
calendar year, which was up about 30%.  The Russell 3000 Index gained 5.9% and 28.3% in the corresponding 
periods.  From the March low, the Russell 3000 gained 70.5%.  The quarter’s gains were spread across a wide variety 
of sectors and stocks.  McGraw Hill, Cardinal Health, Bristow Group and PetSmart led on the upside, while Winn-Dixie 
and Cintas lagged.  For the calendar year, most sectors were positive with the exception of Transportation, Retail 
Trade, and Technology, which detracted from relative performance.  Overall, it was a welcome change from last year. 
 
The Stock Market 
The rapid rise in share prices since 
March appears to have outstripped 
the observable fundamental 
improvements either in the economy 
or within individual companies.  
Earnings are somewhat better than 
market expectations (which were 
low) but are still depressed and 
driven mainly by cost cutting.  
Organic revenue growth remains 
well below two years ago, but there 
are signs of life in sporadic cases.  
Through the September quarter, 
most companies were still reporting 
substantial year-over-year declines 
in sales growth, with manufacturers 
generally down 10-20%.  The 
December and March quarters, 
respectively, should show significant 
optical improvement, mainly because last year’s figures were so depressed.  With the powerful move in the market, 
valuations are once again quite high.  The data in the accompanying table comes from the Leuthold Group, a trusted 
information source we have cited in the past.  (The 1st decile is the cheapest and the 10th is the most expensive. Data 
is through 9/30/09, and most data series are 50-80 years in length.) 
  
The phrase that first comes to mind in describing current stock market sentiment is wishful thinking.  It may be human 
nature to grasp at perceived positives after going through especially difficult times. Stock rallies often become self-
fulfilling prophecies in the short run. We discussed this same phenomenon over the 2000-2002 period, in the 
aftermath of the tech bubble bursting. The NASDAQ rallied more than 20% four times from 2000-2002, but these 
moves all failed to hold. Improved perceptions drove rapid share gains, but fundamental improvement did not follow. 
The NASDAQ, which is dominated by technology stocks, is today still less than 50% of its peak price of nearly a 
decade ago.  We hope this powerful surge in share prices reflects a new phase in the market but we would not be 
surprised to see at least a moderate pullback.  
 
Signs of improvement have surfaced, but these may be offset by the inability to reach lofty 2010-2011 earnings 
expectations, as well as other problematic macro issues. As we raise various concerns, some people have questioned 
our “negative” stance.  We try not to be emotional or even think in emotional terms.  We’re not paid to be positive or 
negative, but rather to perceive reality and make informed decisions about investments. Over the years we have been 
rewarded by being more circumspect when expectations are high and more upbeat when valuations are low.  It may 

  Valuation Decile
S&P 500 P/E ratio based on five‐ year normalized operating earnings1   16.1 5th

S&P 500 P/E ratio based on LTM operating earnings2     17.1 7th

Median five year normalized operating P/E for 3000 largest cos.  19.2 9th

S&P 500 yield 2.11 9th

Dow Jones Industrials yield 2.94 9th

S&P Industrial P/B 2.28 8th

Dow Jones Industrials P/B 3.59 10th

S&P Industrials Cash Flow Ratio 11.20 9th

Price‐to‐Sales Ratio 1.12 6th

Total U.S. equity capitalization as a percentage of GDP 119.7% 9th

Median new home prices divided by the S&P 500 190.0 9th

Ratio of S&P 500 to Gold Prices 1.02 6th

Number of hours of work required to purchase one unit of S&P 500  55.9 9th

  Average 8th
  Median 9th

1 Four and one‐half years of historical earnings and two quarters of projected earnings 
2 Earnings before write‐offs

100 East Wisconsin Avenue, Suite 2200
Milwaukee, Wisconsin 53202 

414-226-4545 
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private sector workers. When benefits are included, federal workers are now making over twice as much as private 
workers. 
 
Will Rogers once said, “If you find yourself in a hole, the first thing to do is stop digging.”  Today the federal debt 
stands at $12.1 trillion and is of course growing at the rate of the deficit, which is currently $1.5 trillion and rising.  We 
will put aside the notion that our true debt, including unfunded Social Security and Medicare liabilities, is much higher.  
We’ll also ignore state and local debt, which is now $2.4 trillion.  Federal receipts are $2 trillion, federal spending is 
$3.5 trillion, and federal deficits are $1.5 trillion, or approximately 43% of expenditures. This is an alarming figure. 
History has not been kind to economies that have pierced the 40% level, according to the tour de force This Time is 
Different, Eight Centuries of Financial Folly, by Carmen Reinhart and Kenneth Rogoff.  “Debt-fueled booms all too 
often provide false affirmation of a government’s policies, a financial institution’s ability to make outsized profits, or a 
country’s standard of living. Most of these booms end badly.” Readers may look at this statement and assume we are 
referring to the 2004-2008 period, but really it applies to today as much as to then. Unless this time is indeed different, 
we (or our children) will have to pay the price of our profligacy.  Recently Moody’s put the United States on watch for a 
future downgrade. 
 
When we survey business leaders, the overwhelming sentiment is one of caution with respect to not only government 
debt, but the logical extension of deficit spending -- higher taxes and greater mandates.  These concerns are manifest 
in an unwillingness to hire. David Farr, CEO of Emerson Electric, a global manufacturer with 125,000 employees 
(formerly 145,000) recently addressed an investment conference we attended, saying, “Companies will create jobs in 
India and China, places where people want the products and where the governments welcome you to actually do 
something.” “What do you think I am going to do?” Farr asked. “I’m not going to hire anybody in the United States… 
I’m moving.”  

It would be easy to pass this off as a rant by a frustrated CEO, but with 15 million people out of work and another 10 
million underemployed, it isn’t just talk. Capital, and increasingly labor, is mobile. 

The high level of unemployment is complicating the recovery from another angle: housing. Delinquencies and 
foreclosures continue to hit new highs. According to Lender Processing Services, 31 states have delinquency rates 
greater than 10%, and three loans are deteriorating for every one that is improving. The October foreclosure rate was 
3.14%, up 85.1% year-over-year.  The Wall Street Journal recently reported that 23% of homeowners were 
“underwater” on their mortgage (home value less than mortgage).  Sixteen percent of homeowners are underwater by 
more than 20%.  What percentage of these people will walk away from their mortgage?  The ramifications for the 
economy and the financial sector could be meaningful if they make the strategic decision to default. 
 
Bailouts of banks, insurance companies and Wall Street investment banks, which we have been told to applaud, have  
resulted in an enormous burden on taxpayers and an even more concentrated banking system (the top four banks 
now control $7.3 trillion in assets, 56% of the total). New regulations may help, but it won’t change what the 
government has already engineered. A zero percent interest rate policy isn’t likely to be the solution to the main 
problem that put us in trouble in the first place (excessive debt).  Employment creates the income necessary to 
service new credit creation, not the other way around. If it were otherwise, and given the mountain of new debt, why 
wouldn’t the unemployment rate be approaching zero? 
 
Outlook 
It’s important to keep the tone of the above comments in perspective.  Stocks have gained dramatically, valuations 
are extended and the government has dramatically increased its debt burden. We can speculate about a lot of things, 
but these three conditions are factual. Naturally, this makes us somewhat cautious in the near term and as a result, 
we have tilted the portfolio to a moderately more defensive posture. 
 
Being somewhat more cautious in the short run doesn’t diminish our enthusiasm for stocks over the long term, or our 
optimism about the future.  Worldwide, hundreds of millions of people have escaped poverty over the past few 
decades. Life expectancy has doubled in many countries. Many diseases have been wiped-out or reduced. Global 
incomes have grown dramatically. Voting and literacy have proliferated. While other countries have been greater 
beneficiaries than has the United States, ultimately we all gain.   Within five or so years, we should see nearly five 
billion people connected either through cell phones or the Internet. The collaboration and commerce opportunities this 
brings could be staggering. Our legal and venture capital industries could help make it happen. Dozens of new 
industries that we can’t even imagine could take root if the country has the will to foster policies that encourage 
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entrepreneurism and employment. We continue to feel strongly that as long as the government doesn’t kill the goose 
(business) that lays the golden eggs, firms will adapt to whatever is happening, both here and abroad. This is the 
beauty of equity investing compared to buying conventional bonds.  
 
A year ago we talked about the fact that tough conditions generally set the stage for better times and that the crisis 
was going to reset priorities. This bears repeating:  
 

“For two decades many of our best and brightest young people trudged off to become bankers, analysts, 
quants, hedge fund managers, lenders, mortgage brokers, real estate speculators, and wealth managers. 
Today, tens if not hundreds of thousands of people are being laid off as it becomes clear that there is 
massive excess capacity in a wide variety of financial services. The golden age of finance may be over, 
which might not be a bad thing. Young people will rethink their plans and more will head toward chemistry, 
biology, nanotechnology, electrical engineering, physics, marketing, sales, logistics, teaching and the trades. 
In short, they will go to the real economy. The current turmoil may well remind everyone that the primary 
function of the financial economy is to help facilitate the real economy, rather than act as an end unto itself.” 

 
Already there seems to be a new realism being infused in the young people facing the job market for the first time.  
Some are changing majors; others are taking jobs they might have passed on two years ago.  They’re hungry and 
more serious. High school kids also seem much more focused on either academics or the trades.  We see a similar 
change in the attitudes of parents of younger children. These things take several years to bear fruit, but the seeds 
have been planted.  
 

             
 
 

Before concluding, we want to recognize Don Wilson, Vice Chairman and co-founder of Fiduciary Management, 
Inc., for helping to guide the firm over the past 30 years. Don’s role in recent years was in compliance, fund 
administration, and client interfacing and these responsibilities have been taken over by John Brandser, Fiduciary 
Management’s Chief Operating Officer.  We wish Don well in his retirement! 
 
Thank you for your confidence in Fiduciary Management, Inc.   
 

 
Ted D. Kellner, CFA   Patrick J. English, CFA 
Chairman and    President 
Chief Executive Officer 
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 All Cap Equity Composite  

12/31/2007-12/31/2009  
          

Year 

Total 
Return 

Gross of 
Fees % 

Total 
Return 
Net of 

Fees % 
*Benchmark 

Return % 
Number of 
Portfolios

Dispersion 
% 

Total Composite 
Assets          

End of Period    
($ millions) 

Total Firm 
Assets End 

of Period    
($ millions)

Percentage 
of Firm 

Assets %  
2008 -26.65 -27.18 -37.31 12 0.60 $              56.9  $    4,062.5 1.40%  

2009** 30.19 29.35 28.34 18 0.23     $              86.9 $    7,008.7 1.24%  
          
*Benchmark: Russell 3000 Index®        
** Subject to reconciliation and verification.       
          
Returns reflect the reinvestment of dividends and other earnings.     
The above table reflects past performance.  Past performance does not guarantee future results.  A client's investment   
return may be lower or higher than the performance shown above.  Clients may suffer an investment loss.   
          
 
 
 

         
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
          
 
 

Fiduciary Management, Incorporated (FMI) has prepared and presented this report in compliance with the Global Investment Performance 
Standards (GIPS®).   
 
FMI has received a firm-wide GIPS verification for the period 12/31/1993 – 9/30/2009. In addition, the FMI All Cap Equity Composite has 
received a performance examination for the period 12/31/2007 – 9/30/2009.  
 
FMI was founded in 1980 and is an independent investment-counseling firm registered with the SEC and the State of Wisconsin. The firm 
manages over $7.0 billion in assets of pension and profit sharing trusts, mutual funds, Taft-Hartley funds, insurance company portfolios, 
endowments and personal trusts. The firm includes both institutional and mutual fund business. Although the firm has participated in wrap 
programs, it is a separate and distinct business, and is excluded from firm-wide assets. 
 
The FMI All Cap Equity Composite was created in December 2007. These accounts primarily invest in small, medium and large 
capitalization US equities.  
 
The FMI All Cap Equity Composite reflects time-weighted and asset-weighted returns for all discretionary accounts. From December 31, 
2007 all accounts were managed for at least one month. All returns are calculated using United States Dollars and are based on monthly 
valuations using trade date accounting. All accounts in this composite are fee paying. Gross of fees returns are calculated gross of 
management fees and custodial fees and net of transaction costs.  Net of fees returns are calculated net of management fees and 
transaction costs and gross of custodial fees.  Dispersion is calculated using the standard deviation of all accounts in the composite for the 
entire period. 
 
Currently, the advisory fee structure for the FMI All Cap Equity Composite portfolios is as follows: 
 
Up to $25,000,000                          0.75% 
$25,000,001-$50,000,000      0.65% 
$50,000,001-$100,000,000    0.60% 
$100,000,001 and above                0.55% 
 
The firm generally requires a minimum of $3 million in assets to establish a discretionary account. High Net Worth individuals may 
establish an account with a minimum of $1,000,000, however, the firm reserves the right to charge a minimum dollar fee for High Net 
Worth individuals depending on the client servicing involved. The minimum account sizes do not apply to new accounts for which there is a 
corporate, family, or other substantial relationship to existing accounts. In addition, the firm reserves the right to waive the minimum 
account size and minimum annual fee under certain circumstances. A complete list and description of all firm composites is available upon 
request. 
 
Additional information regarding policies for calculating and reporting returns is also available upon request. 
 
The Russell 3000 Index® is an unmanaged index generally representative of the U.S. market for stocks. FMI uses the Russell 3000 
Index® as its primary index comparison. 


