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MONEY MANAGER

Highlights

James C. Burns has an investment philosophy
that focuses on a "triangle of value, ” which has
three key components. First, he looks for com -
panies that have market-dominant products.
Second, he invests in companies with a high
return on equity that reinvest heavily in their
own businesses o generate future earnings.
Thirc, he looks for companies that are commit -
ted to growing their earnings and revenues
from overseas markets. In short, he is seeking
true long-term wealth creaticn by remaining
focused on companies that fit into his firm’s phi -
losophy. He wants companies that take long-
term views, with managements that focus on
increasing shareholder value.

Companics include: American Int'l Group (AIG);
Microsoft (MSFT); Lucent (LU}, Medtronic
(MDT): Bristol-Myers Squibb {(BMY); ITocisie
Roll (TR); Williarm Wrigley Jr. Co, (WWY).

“There are times when a merger strengthens a
company’s leadership position, and that gets
our attention. This was the case with the
American International Group buyout of
SunAmerica last summer. We believe it is a
good strategic fit and will have a major posi -
tive impact on the growth of American Inter -
national Group over the next few years.”

INTERVIEW

— J.W. BURNS & COMPANY

SECTOR — GENERALINVESTING
(GASSHNGES6)TWST: The Dow Jones Industrial Average has just
closed above 10,000, What does that mean From vour perspective as
an investment counselor?

Mr. Burns: | believe it is a reflection of the fundamental strength
of the U.S. cconomy and the combination of factors which have come
together in the last few years to create a robust environment for equi
iy investors. In the United States we have had low inflation, stable o
lovwer interest rates. and a strong Mow of capital into stocks, Another
big factor is that America is leading the world in a technological revo-
lution that is allowing businesses, especially the stocks inour porifo
lio, to be far more productive and compesitive. As investment coun-
selors, we have kept our clicnts” portfohos focused on outstanding
businesses el are conmmitizd to creating value for therr sharcholders.
So 1 believe the Dow hitting 10,000 is a milestone, but the key factor
for our clients has been remaining fully invested in many of the great
companies that have been leading this market.

TWST: Will you tell us about your firm’s equity investment style?

Mre Burns: Our investment style s strapghtforward mvest i
the world's best businesses for long-term wealth creation, companies
with great leaders in management, who erecute superbly within their
industry. This is how we have achicved our outstanding long-term track
record, | would also like to share with vou what we do aot do im our
investment approach. We are not markel iimers, Nor are we seclor
weighters or traders of stock certiflicates. We rescarch amd study every
aspect of our imvestments nosuch a way that we consider ourselves
partners with the management of the companies we buy. So we don’t do
a lot of stock trading. This has benefitted our chents tremeadously, both
in terms of strong performance and low costs.

TWST: What are the characteristics vou value most in the busi-
nesses that you wanlt to own?

Mr. Burns: Our investment philosophy centers around a disor-
pline that we refer 1o as the “triangle of value.” The JW. Burns &
Company “triangle of value™ has three key components. First we look
for companics that have market-dominant products — in other words,
companies that we can thoroughly undersaamd and that have a leader-
ship niche within their markets, Second. we invest in companies with
a high return on equity, companics that reinvest heavily in their own
businesses to generate futore carnings growth, Lastly, we |k For
companies than are commitied o growing their carnimgs and revenues
from overseas markets. We believe imternalional and emerging markets
are imporiant growth regions, but we don™t want 10 take on the many
risks from investing directly in lesser developed cconomies and stock
markets. These can include such issues as currency risk. political risk.
significant accounting differences, etc. We believe we can participate
fully by investing in great American companies that are committed to
developing therr businesscs in these markels,

TWST: Are there any industries or sectors in which you might
avoid investment al certain times?

M, Burns: | don't think [ would ever rule out investing inany par-
ncular industry. [ believe one of the secrets of successful investing 15 1o
remain open-minded yet focused at the same time. Our portfolio is

focused on a few key growth arcas in the cconomy technology,
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healthecare, linancial services and consumer goods. We tend to avoid
highly cyclical areas where there is inconsistency of earnings and mar-
ket growth, However, | would never rule oul going into a particular
industry if I felt there was en appropriate investment opportunity .

TWST: Does the idea of acquisition, in the company either
being acquired or doing the acquiring, play any part at all in your
decision process?

Mr. Burns: No, not really, I"'ve been coing this for some time and |
believe that making a decision based on the possibility of a company being
acguired 15 very difficult and rarely works, It doesn’t fit into our investment
approach. When making a decision, I'm looking at the company’s funda-
mentals as they relate to the ] W. Bums & Company “triangle of value.” So
we don’t make our investment decisions based on that criterion.

However, there are times when a merper strengthens a company s
leadership position, and that gets our attertion. This was the case with
the American International Group ( AIG) buyout of SunAmerica las
summer. We believe it is a good strategic fit and will have a major pos-
iive impact on the growth of American International Group over the
mext few vears.

1-Year Daily Chart of American International Group
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TWST: Elaborate on why you bought AIG and the way it illus-
trates vour investment philosophy.
Mpr. Burns: | believe American International Group is a com-

pelling story looking out over the next three to five years. AIG s Chief

Executive Officer, Maurice Greenberg, 1s highly respected within the
insurance industry as one who is committed to increasing shareholder
value, Al s the dominant player in the property and casualty insur-
ance industry. This gets back to the core of our philosophy, which is
investing in companies with a strong leadership position. In addition,
American International Group is quite innovative in terms of intro-
ducing new products that have high profit margins. Some recent exam-
ples are sexval harassment insurance and child abduction insurance,
Not glamorous products nor the kind of insurance that anyone would
want to have to deal with, but nonetheless they have healthy profit
margins and we expect demand to be strong.

INTERVIEW

BURNS & COMPANY

— J. W,

AlG s also a company with a significant international presence.
Almost 40% of their revenues come from Asia, They've been doing busi-
ness 1 Thailand alone for over 60 years. One of their trademarks is to
hire local people in foreign markets. This gives them a distinet advantage
over other companies dunng mes of economic instability because they
are able to purchase high-quality assets at bargain prices. The acquisition
of Bangkok Investment Public Company is a good example. These acqui-
sitions will ultimately strengthen AIG's markel position in Asia as
emerging economies start to recover and strengthen,

As I mentioned, one of the big reasons | like ALG is the recently
completed merger with SunAmerica. SunAmerica was one of the best
performing stocks on the New York Stock Exchange throughout the
1990s. SunAmerica is led by CEO Eh Broad, who also has a superb
record of increasing sharcholder value and really driving his business for
growth. SunAmenca has a very strong domestic-based varable annuity
business, an crea where AIG had no representation.

We believe the combination of SunAmerica’s very successful variable
annuity business with AIG's product innovat on andvast intemational dis-
tribution network will create an insurance powerhouse, AIG will be able o
sell Sun’s variable annuity products in many of these underpenetrated inter-
national markets where demand is strong. T believe that American
International Group is a core financial holding for investors and an inter-
esting way to participate in the growth of international markets.

"Microsoft has all the characteristics we look

for in a company. It has a dominant market

position in the software industry, has consis -
tently achieved a high average return on

equity over the last 10 years, and has increas -
ing growth from foreign markets. It is simply

a superb company with a truly powerful

balance sheet.”

TWST: What is the largest holding in yourportfolio currently?

Mr. Burns: Ouwr largest holding is Mierosoft (MSFT). To give
you an idea how long we have owned Microsoft, we have a cost basis
for some clients of near $8 a share. We still continue 1o buy Microsofit
with new money, Microsoft has all the characteristics we look for in a
company. It has a dominant market position in the software industry,
has consistenly achieved a kigh average relurn on equity over the last
10 years, and has increasing growth from fereign markets. It is simply
a superb company with a truly powerful balance sheet. Microsoft has
319 ballion in cash on the balance sheet right now. The upgrade to
Windows 2000 should add another $1 billion in free cash flow each
quarter going out through the year 2001, You're talking about a com-
pany with just a phenomenal financial position.
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TWST: Microsoft has been in the news quite a bit lately on a
couple of fronts, with the ongoing Justice Department trial as well as
comcerns that LINUX will pose a threat to their market-dominant
position. How do you view these threats to Microsoft?

Mr. Burns: 'l address those separately, First of all, we have never
believed that the Justice Department investigetion would materially affect
Microsoft. As the trial progresses, we believe that any judgment against
them will be minor relative to Microsoft’s market position, if in fact one
15 even handed down. We alse believe that the America Online™Netscape
merger diffused the Justice Department’s case significantly.

With regard to LINUX, Microsoft will always encounter competitive
threats from new technologies, When you are the leader. people are always
going to be gunning for you. Right now, LINUX is available for free, so the
only people who are making money are those that offer support and serv-

1-Year Daily Chart of Lucent
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ice. LINUX is also difficult to use and has not gained wide acceptance at
this point. We will continue tc monitor its progress as we do any competi-
tive threat o the companies we own. What's important o us is that
Microsoft itsclf is able to adapt to changes in the marketplace. They have
a superb management team ir place with a demonstrated ability to adapt
and deliver results, and we see no reason to believe that won't continue,

TWST: What are some other technology stocks you own?

Mpr. Burns: Another company that we own, which we consider 1o be
a core lechnolngy holding 15 Loecent (1.11) We have had Locent in our
portfolio since the spin-off from AT&T (T). We simply feel that Lucent
15 a clear leader in the telecommunications industry, Our decision to hold
Lucent over AT&T was based on the fact that Lucent provides telecom-
munications equipment, which we believe is a major growth market,
whercas AT&T is more focused on services, In addition, Lucent retaimed
Bell Labs, which we believe is the premier research and development
facility in the world. Lucent also is a company that has a long track record
of developing new products and successfully bringing them 1o market.

One of the areas that currently excites us is their work with dense
wave division multiplexing (DWDM). This technology greatly increases
the capacity of existing fiber optic lines by making the transmission of mul-
tiple signals down a single line possible. With the burgeoning growth of the
Internet, the demand for data transmission has increased exponentially.
DWDM offers companies a cost-effective means of increasing bandwidth
without incurring the high cosi of laying new fiber optic line.

“"We simply feel that Lucent is a clear leader in
the telecommunications industry. Our decision
to hold Lucent over AT&T was based on the
fact that Lucent provides telecommunications
equipment, which we believe is a major growth
market, whereas AT&T is more focused on
services. In addition, Lucent retained Bell Labs,
which we believe is the premier research and
development facility in the world."’

Domestic business continues to be stroag for Lucent, as they jusl
recently announced a $1 billion contract with AT&T. However, we
believe the greatest growth potential is international. To give you an
idea of the market potential, over one million people in China each
year getl phone service for the first time. On a global basis, over half
the world’s population has never made or received a teleshone call,
Lucent stand: to benefit tremendously as emerging markets expand
their telecommunications infrastructures, Right now Lucent derives
about 25% of its revenue from international markets. This percentage
should expand significantly, as we believe international markets are
going o offer dramatic growth over the nex: five years.
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TWST: When do you decide to sell a stock? What triggers your
sell discipline?

Mr. Burns: We again go back 1o our investment discipline of being
long-term holders of greal businesses. We don’t look at price targets 1o
sell a stock. Rather we focus on the underlyving fundamentals of the com-
pany. That being said, we will sell a stock for one of three reasons, One
is if we see a prolonged slowdown in the earnings. Las! vear we sold
Kellogg (K) out of our clients”portfolios because its resulis were contin-
ually coming in below our earnings expectations. The second reason we
would sell a stock would be if one of the fundamental reasons we took a
position in the company changes. Finally, if we find a better investment
apportunity, we will pare back or sell a position. Our move into Lucent
from AT&T, as | discussed, would be a good example of what we
believed o be a better oppertunity for our clients.

"The most recent change we made was sell -
ing S5St. Jude Medical and moving into
Medtronic. St. Jude looked to expand into the
fast-growing cardiac rhythm management
(CRM) business. It is a highly competitive
market and St. Jude was consistently having
trouble meeting earnings expectations.
Management seemed to lack the vigor and
drive necessary to capture a share in this very
big and growing market. So we sold St. Jude
and bought Medtronic.”

TWST: Can you give our readers an example of the last position
vou sold and why?

Mr. Burns: The most recent change we made was selling St. Jude
Medical (5TJ) and moving into Medtronic (MDT). We purchased St.
Jude Medical vears ago based on the strength of its heart valve busi-
ness, where St Jude Medical is the unquestioned leader, If you need a
heart valve replaced, you want a St. Jude valve. It was a very lucrative
and growing market until recently. However, with the advances in med-
wine, particularly here in the United States, fewer people began to
require heart valve replacements and market growth began to show.
Consequenily, St Jude looked 1o expand into the fast-growing cardiac
rhythm management {CRM) business. It is a highly competitive market
and S Jude was consistertly having trouble meeting eamings expecta-
tions, Management seemed to lack the vigor and drive necessary 1o cap-
ture a share in this very big and growing market. So we sold St Jude
and bought Medtronic. Medtronic's high is about 389, and we began

buying it in the mid-570s. Medtronic is an ¢lite company in the cardi-
ology industry and arguably the dominant company in the entire medical
device industry. The few companies in the cardiac rhythm management
industry enjoy extremely high barriers to entry, based on the enormous
patent protection and high technological expertise necessary 10 compete.
Medtronic has begun to gain share in the implantable cardiac defibril-
lator {(ICD) market with the launch of the Gem DR, its first dual cham-
ber device. Medtronic has also made a number of recent acquisitions to
broaden thei: product pipeline and significantly increase its competitive
position. They acquired Arterial Vascular Engineering to strengthen their
position in the high-growth stent industry. Medtronic also purchased
sotamor Dasek, which is the leading company in the neurc-stimulation
market. We believe these factors position the company for consistent 15-

204 growth for the foresceable future.
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TWST: What other healthcare stocks do yvou like?

Mr. Burns: We hold a significant position in pharmaceuticals. In
fact, our largest pharmaceutical holding i1s Bristol-Myers Squibhb
{BMY). I kelieve it remains an outstanding buy today. as i's been lag-
ping a lew of the oty phanmaceutical names, We onginally invested in
Squibb back in 1985 because of a new drug coming o market called
Capoten, short for “cap ontension,” a second-generation ACE inhibitor.

This gets right back w our product orientation. The story of how
Capoten was developed is very interesting. There was a snake in Brazil
nicknamed “Two Swep Johnny,” They caled him “Two Step Johnny™
because this type of snake fatally bit a number of victims during the early
1970s. The victims would literally take two steps backwards and drop
dead. The autopsies revealed that these people died from acomplete and
todal collapse in blood pressure. Sguibb was the only pharmaceutical firm
that sent a research team down to Brazil They were able to take the
venom from the snake and synthesize it into this drog, Capoten, to treat
hypertension. On the basis of this one product, Capoten, Squibb went
from being o second-tier pharmaceutical firm o an industry  leader.
Capoten bocame only the fourth blockbuster drug in history ot the time,
A blockbuster drug is defired as having 51 hillion or more of sales,

"We've continued to buy Bristol-Myers
Squibb because we think it's got a number of
exciting new drugs in its pipeline. Between
now and the end of the year 2000, seven new
drugs have the potential to add $2 billion in
revenue. The most promising is omapatrilat,
for blood pressure maintenance, which could
reach $1 billion in sales.”

We've continued o buy Bristol-Myers Squibb because we think ivs
got a number of exciting new drugs in its pipeline. Between now and the
end of the year 2000, seven new drugs have the potential o add 32 billion
in revenue. The most promising is Chmapatrilat, for blood pressure main-
tenance, which could reach 51 billion in sales. Other drugs include Tequin,
a broad-based antibiotic, and Lubucavir for the treatment of hepatitis.
While Bristol-Myers Squibb doesn’t have the hype of some of the other
pharmaceuiical firms, | think on a valuation basis 115 very attractive. It's
only selling at a small premium to the S&PS00, somewhat unusual for a
first-class pharmaceutical firm with numerons new drugs in its pipeline.

TWST: What is the smallest company in terms of market capi-
talization in your portfolin?

Mr. Burns: That woukd be Tootsie Roll (TR). It simply has all of the
charactenistics we look for in a growth stock. First of all, it manufactures
g very simple product and bas a well-delned imarket niche, 1ois a produc

that we believe is going to provide consistent and above-average earmings

INTERVIE W

J.W. BURNS & COMPANY

growth. Over the vears Tootde Roll has increased carnings on average in

the mid-teens. More recently we have seen increases in the low-200%
range, One of the reasons for this increase is that Tootsie Roll' s manage-
ment is continually improving their operational efficiency. It's run by the
Ciordon family. which has a real commitment to increasing sharcholder
value. The company has a solid balance sheet with no debt, and Tooisie
Roll distribuies an annval 3% stock dividend 1o shareholders

An area of big growth potential for Tootsie Roll is the interna-
tional markeis. Tootsie Roll s products are largely a U.S. phenomenon.
However, our experience and research indicates that foreign popula-
tions like w buy American products, and specifically inexpensive
American products like Toodsie Roll. This further streagthens our
belief that the company wil be able 10 consistently increase earnings
looking out over a three- Lo five-year period.

It always amazes me that Wall Street tends o overlook a company
like Tootsie Roll. 1 don’t know of a single major brokerage firm that fol-
lows the stock. Tootsie Roll only trades about 29000 shares a day. It's a
houschold name, but not many people even know it is publicly traded. We
have held Tootsie Roll in our clients’ portfelios for over 1 years now

and it has simply been an oustanding performer for us.

“Tootsie Roll manufactures a very simple prod -
uct and has a well-defined market niche. It is a
product that we believe is going to provide
consistent and above-average carnings
growth. Over the years Tootsie Roll has
increased earnings on average in the mid-
teens. More recently we have seen increases in
the low-20% range.”

Just as an aside, we own another company in our portdolio which is
very similar to Tootsie Roll, That company s William Wrigley, Jr. Co.
(WWY), Wrigley is a business that epitomizes our investment approach
of identifving companies that have a product with a real niche in a grow-
ing market, ircluding a significant growth trend in intermational markets.
I think Wrigley has the potenatial 1o become similar to Coca-Cola (KO)
over a long period of time. A fact worth noting 15 they have kept their
gum priced at %0.25 a pack for over 10 years now. They put that $0.25
price right on the wrapper so grocery store chains can’t raise the price of
Wrigley's sum to 3030 and make S0.05 off the great Wrigley brand
name. If vou look at a chart of Wrigley and its performance relative Lo
the market. you will sce a steck that has absolutely been steflar.

TWST: Jim, I wanted o ask vou this earlier, but please tell us a
hit about vour Tirm itself.

Mr. Bums: 1. W. Durns & Company was foundod in 1974 by my
father, John W. Burns. We manage investment portfolios for pension
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and profit sharing plans, corporate accounts, individuals and endow-
ment funds. Our assets under management are approximately $345
million. We now have clients in 26 stztes and two foreign countries,
and we have been experiencing very good growth, primarily because
of our solid long-term performance results, In fact, J.W. Burns &
Company has consistently been ranked as one of the wop performing
money managers nationwide according to both “Money Manager
Review™ and the prestizious “MNelson’s Publications.” We have also
consistently ranked in “Money Manager Review’s™ list of top invest-
ment counselors natiorwide for our rsk-adjusted returms: in other

words, excellent returns with moderate volatility,

1-Year Daily Chart of Wrigley
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We really have a tota commitment to building our clients wealth, We
hawe a disciplined and tme-tested investment philosophy that we believe in
andd which has remained consistent for 25 vears now. | mmvight scdd that every
professional who works here invests inthe same stocks as our clients,
Obviously I'mi brased, but | believe we've got a very strong team in place
and have an extraordinanly well managed firm. In shor, we strive o man-
age our firm in a similar fishion to the companies in which we invest.

TWET: Finally, what are your goals as a money manager, and is
there s challenge to implementing those goals?

Mr. Burns: The real goal that we have is to build our clients” wealth.
That's our main focus and has been since our firm’s beginning in 1974,
That will always remain e same and 1 know our clients appreciate this.

The challenge, of course, is managing expectations and keeping
clients focused on the long term because, as I've said, we are truly
investors. We gel 1o know our companies inside and out and 1ake a sig-
nificant position in each of the companies in our portfolio. There will be
imes when our stocks can be out of favor. but over the long term, say five
vears, our resulis have corsistently been stellar. We are secking true !"""E‘
term wealth creation. It s difficult sometimes, if a Toolsie Roll is not
doing as well as, say, an America Online (AOL), to keep our clients from

saying, “Maybe we ought 1o have more technology stocks,” or be looking
at all these different ideas. | have w remind them — and | have 10 remind
mysell, quite frankly — that we have probably made our clients more
money by wrning down the hundreds and 2ven theusands of investmeni
ideas tha are out there and remaining focused on companizs that fit into
our philosophy. We want companics that 1ake long-term views of their
businesses, with managements that focus on increasing shareholder value,
As I've mentioned, we also want 1o see consistent eamings zrowth, a high
return on aquity, and a vigorous commitment from management 1o
increasing international exposure. That's the challenge, and it is a chal-
lenge. We had a great year again last year, and clearly that is keeping in
line with our long-term results, but vou have to avoid getting caught up in
short-term irends or only the stocks that are hot right now,

"I think Wrigley has the potential to become
similar to Coca-Cola over a long period of
time. A fact worth noting is they have kept
their gum priced at $0.25 a pack for over 10
Yyears now. They put that $0.25 price right on
the wrapper cso grocery stors chains can't raise
the price of Wrigley’s gum to $0.30 and make
$0.05 off the great Wrigley brand name. "

TWST: Because | heard about it on CNBC.

Mr. Burns: That's right. Or 1 saw it on the Intemet” or 1 read it
in “The Wall Street Joumnal'™ or whatever. Investors are more informed
now and the patience level 15 a linde less, But history teaches us that
impatience works against successful investing, Our greatest assel is our
disciplined investment philosophy and our remendous knowledge of the
companies that we own. | think we have done a pretty good job of com.
mumnicating our investment style and philosophy to our clients.

S0 those are some of the challenges that we face. | think that thus
far we have faced them quite well, and we leok forward 1o continuing our
tradition of facing them successfully for meny vears to cone,

TWAST: Thank you.

JAMES C. BURNS

J.W. Burns & Company, Inc.
Calacier Creek Office Park
6711 Towpath Road

East Syracuse, NY 13057
(800) 626-7816
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