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FRED HAYEK, President and Founder of Hayek Kallen Investment Management, is a
security analyst and portfolio manager with nearly three decades of professional
securities experience. His work has been nationally recognized by Barron’s, Money
magazine, The Wall Street Journal, The Wall Street Transcript, local newspapers and
syndicated national cable television’s Inside Money. Mr. Hayek received his BA from
Doane College and MS from the University of Nebraska. Additionally Mr. Hayek was
sponsored for the Association of Investment Management and Research by his friend
and mentor Sir John Templeton. He and his wife, Kris, reside in Fairhope and have
eight children and 10 grandchildren.

ERIC O. KALLEN, Managing Director of Hayek Kallen Investment Management,
joined the firm following a career as an investment banker in New York and London
with Morgan Stanley as Vice-President, Mergers and Acquisitions. His focus within
the firm is portfolio management and security analysis. Mr. Kallen’s opinions and
analysis have been published in the Financial Times, The Wall Street Transcript and
The Mobile Press Register. He received a BA from Washington & Lee University and
an MBA from The College of William & Mary. He lives in Mobile with his wife, Beth
Ann, and their two children.

(YAB500) TWST: Fred, would you tell usabout your firm and its
investment philosophy?

Mr. Hayek: | founded Hayek Kallen Investment Manage-
ment in 1985 as a“fee-only” security analysis and portfolio manage-
ment firm using what we cal a “balanced value’ investment
discipline. We are managing approximately $130 million on a cus-
tom, separate-account basis, primarily for individual families and
small ingtitutions that share the same objective: preservation of cap-
ital first, growth of capital second and the flexibility for their portfo-
lios to provide supplementary income streams. Our minimum

“family” account size is $1 million. My partner, Eric Kallen, joined
the firm two years ago after working with Morgan Stanley’s M&A
operations in Europe. Eric, a William & Mary MBA, brings depth
and perspective along with value investing roots.

Hayek Kallen Investment Management deploys bottom-up
security analysis to construct customized portfolios that meet each
client's individual situation and objectives. On the equity side, we
view stocks as small pieces of abusinessthat isfor sale. We appraise
the value of the business and buy at a discount to our appraisal. On
the fixed income side we structure portfolios using investment grade
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MONEY MANAGER INTERVIEW

corporate bonds and notes, mortgage-backed securities, agencies and
municipal bonds and notes. We recognize that we are in arising in-
terest rate environment and are hedging and structuring portfolios ac-
cordingly. We aso address specia financial situations, like inherited
and concentrated positions that need to be reduced over time. As an
example, oftentimes inherited positions, after analysis, turn out to be
appropriate investment opportunities for the client and their situa-
tion. Wetry to hold what should be held and sell what should be sold,
mindful of the tax consequences. Really, it is the way money used to
be managed in “the old days.” We manage security portfolios like a
mentor of mine, Sir John Templeton, directed me, and the way Ben
Graham taught in his book, The Intelligent Investor.

TWST: On the balanced sideis asset allocation. How do
you approach that?

Mr. Hayek: Because our client base has a demand and
need for both stability and income in their portfolios, we feel that a
fixed income strategy is a complement and important ingredient to
the equity component. Bonds work together with stocks to deliver a
competitive return with less voltility.

TWST: Because of your clients concerns to preserve
their wealth, isyour focus on managing risk?

Mr. Hayek: Yes, as a fiduciary, that’s our primary focus
and responsibility. We are called to assess the risks first. We investi-
gate, and then invest; rewards tend to take care of themselves using
this methodology. Every business has problems. Value investors
identify the problems and determine if they are temporary or termi-
nal. We determine if management is taking a common sense ap-
proach to solving the problems or if they have taken their eye off the
ball, no longer allocating capital wisely. That is the only way to un-
cover value. Businesses with no perceived problems can’t be pur-
chased for a bargain. Investing is part science and part art, objective
and subjective, colored with emotion. Templeton taught me to use a
scientific approach to a “dismal science.” It is hard work! That is
why only about 5% of professionally managed monies are being
managed the value way.

BALANCED VALUE INVESTMENT

asset preservation to the asset distribution cycle of their life. Our
clientstypically hold anywhere from a 70% equity position to as low
as 30%. Some of our portfolios are 60/40, some are 50/50 and others
are 40/60. Asset alocation is relative to an individua family’s in-
vestment objective and the cash flow demands that they have.

Mr. Kallen: What we do is work the objective around the
client and not necessarily around the market. We focus on longer-
term objectives, develop an investment plan to meet those objectives
and don’t look to make changes based on short-term events that are
occurring in the markets. | might add that proper asset allocation ac-
counts for 90% of the return in a portfolio, but it goes beyond just
stocks and bonds — asset allocation considers what sectors to em-
phasize within the stock and bond allocation and further, what stocks
to emphasize within each sector.

TWST: What isthe outlook at your firm for the equity
mar ket going forward? I sthisa good timeto beavalueinvestor?

Mr. Hayek: It'sthe best of timesto be avalue investor and
the worst of times to invest. Let me explain that apparent contradic-
tion. We're of the conviction that the distortions created by a long-
term bull market, easy money and excessively low interest rates in
place since 9/11 have left the economy with systemic problems.
Some of those problems are being successfully addressed through
fiscal and monetary policies, but it's not a quick turnaround. Other
structural problems, like Socia Security, pension and healthcare re-
form, consumer debt burdens and low savings are not being ad-
dressed. Our view is that we' re maybe half way through along-term
bear market. It's like turning around an oil tanker as opposed to a jet
ski. We have made progress as anation in that regard, but there's till
alot of work to be done.

We expect the return on financial assets to be lower going
forward than they have been in past. Where financial assets returned
50% higher than the long-term norms in the last secular bull market,
we're expecting below-norm returns going forward and we have ad-
justed our portfolios accordingly. It's in this kind of environment
where value investors do especially well on arelative basis.

Hayek: We are continually rebalancing as securities gains are harvested
or bonds mature or as market conditions dictate. Also, we rebalance as
clients migrate from asset accumulation to asset preservation to the

asset distribution cycle of their life.

TWST: How often do you balanceyour portfoliosand what
isthe current recommendation for equities and bonds at thistime?

Mr. Hayek: We are continually rebalancing as securities
gains are harvested or bonds mature or as market conditions dictate.
Also, we rebalance as clients migrate from asset accumulation to

Mr. Kallen: I'll add that with so much risk and complexity
in the market it's now more important than ever that investors main-
tain proper balance in their portfolios. There's risk from al areas,
whether it's geopolitical risk, risk that isthe result of high valuations,
of corporate governance gone astray, complexity from financial de-
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rivatives, high levels of leverage on the corporate and consumer
level, or rapidly changing markets as the migration to globalization
accelerates. When you factor al this together, at least from our point
of view, we fall back to our fundamental approach more and more
often. Our clients are very receptive to it.

TWST: Can you tell us about the investment decision-
making process? What characteristics are you looking for in the
companies and particularly, what are the valuation metrics?

Mr. Hayek: We're not buying and selling stocks, we're
looking for businesses that we'd consider “partnering with” and we
want to buy those businesses at a discount to our appraisals. We want
partners that we trust, and we want to understand the complexities of
their companies and the marketplace. For example, Waste M anage-
ment (WMI) is in the transportation business, not the garbage busi-
ness. They own very valuable landfills and also operate a trucking
company within consolidated geographic footprints. It gives them an
edge over the competition.

BALANCED VALUE INVESTMENT

Third, we look for catalysts for new growth (assets that can
have impact and are not fully recognized by the market or are on the
back burner). An example here is Potash Corporation (POT); we
built apositionin POT from 1998 thru 2002 waiting for the fertilizer
cycle to turn. Potash is the low cost producer with massive excess
capacity that can be brought on-line cheaply when pricing recovers.
That is happening now and it leverages earnings in a significant way.

Fourth, we'relooking for businesses that have a sustainable
competitive advantage. Patents, low cost producers, distribution
channel strength, regulated footprints, brands, any moat that can
keep competition at bay. We monitor these competitive advantages
and determine at what rate they’ re growing or receding.

Fifth, we look for businesses that have a financiadly re-
sponsible strategy. We want to own businesses that have debt bur-
dens and cash flows appropriate for their industry and their
company-specific situations. We pay attention to debt relative to eg-
uity and capital and the direction those dynamics are moving.

Kallen: The issues that Verizon are facing involve new competition from an
emerging technology, a somewhat dysfunctional relationship with
Vodafone, which owns 45% of Verizon Wireless, and a ramped up capital
spend as they focus on upgrading their network. Despite these challenges,
with the free cash flow the business generates coupled to a very strong
competitive position, we see tremendous potential over the long term.

Here are seven criteria we look for: First, a business must
offer avaluable product or service that’s needed. The key hereisthe
“needed.” There are a lot of businesses out there that are offering
popular products or services, which from a consumer’s perspective
are wanted more than needed. There is a difference.

Second, a good business reinvests its earnings at high
rates of return. Thisis amajor theme going forward, particularly in
the kind of market that we' ve experienced over the past four years.
When interest rates are artificially low, management at times has
difficulty in alocating capital efficiently. Costly mistakes can be
made by putting capital into projects that have below-market re-
turns. So, return on equity, price to cash flow, price to earnings can
tell us where a company has been, but we are more interested in
where capital is going and how management is going to deploy it
to overcome problems and grow the business. Isit agood plan and
can they execute? If not, then they’re going to have to return earn-
ings back to the owners of the business, the shareholders, either in
dividends or share buybacks. Eric and | think growing dividendsis
atrend that the market is not fully appreciating. Microsoft (MSFT)
is a prime example.

1-Year Daily Chart of Verizon Communications
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Sixth, | have already mentioned that a good business has man-
agers who act like owners (something that was lacking in the 1990s).

Last, wetry to find businesses that have what we call “hidden
jewels’ or assetsthat are not widely recognized by theinvesting public,
or analyst community. In the case of Potash Corp., they own agasfa-
cility in Trinidad. They actually benefit when gas pricesrise, while their
competition’s position weakens because of higher input costs.

BALANCED VALUE INVESTMENT

levels, high prices and very profitable grades of oil going through the
Valero refineries — we' ve actually exited the position. We till like
the company. We still think there are tremendous and very favorable
long-term supply and demand economics. But as value investors, one
of the most important and one of our most valued traitsis our ability
to not be emotional and to sell astock when it hits our appraisal. That
happened with Valero.

Kallen: Peabody has a strong management team that has done an
excellent job of consistently delivering on their earnings. It has also been
very acquisitive, which is an important element as you look to replace
reserves that you pull out of the ground. Their recent focus has been in
Australia, which gives them entry into the booming market for

commodities in Asia.

It's rare that you're going to find a business that has all
seven of those criteria, but that's what we look for and that’'s why
value investing is hard work.

TWST: Can you tell uswhat companies are representa-
tive of your investment style?

Mr. Kallen: Last August in The Wall Street Transcript, we
highlighted six companies that we found to offer compelling values.
Today I'll provide an update on our current thinking with those.

The first stock that we highlighted last year was Verizon
(VZ2), and we're till firmly behind the company. What we' ve seen
over the last 12 months has been largely what we expected. The
fixed-line business continues to struggle, but we are seeing accep-
tance of “bundled services’ adding some stability to the business.
Meanwhile, Verizon's wireless business has performed exception-
ally well and provides the growth for the company. With the sale of
AT& T Wireless to Cingular, we would expect continued opportunity
for Verizon as the industry continues to consolidate. The issues that
Verizon are facing involve new competition from an emerging tech-
nology (VOIP), a somewhat dysfunctional relationship with Voda-
fone (VOD), which owns 45% of Verizon Wireless, and aramped up
capital spend asthey focus on upgrading their network. Despite these
challenges, with the free cash flow the business generates coupled to
avery strong competitive position, we see tremendous potential over
the long term.

Valero (VLI), which we aso talked about last year, is the
largest independent ail refinery in the US. This company has pro-
vided us with the best returns on any one of the equities we have in
our portfolios with its stock up close to 150% in the last 14 months.
Now, because of that run-up, for which the reasons are obvious —
we've had a perfect storm in the energy sector with low inventory

1-Year Daily Chart of Peabody Energy
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In health care, Novartis (NVS), a Swiss drug company, is our
large cap pharmaceutical. Novartis has performed very well, and we
continueto look at it as one of the premier companieswith avery strong
pipeline, less exposure to patent expirations than many of the others,
and alarge generic drug business all wrapped up in one package.

Berkshire Hathaway (BRK) is another. That is our large
cap property and casualty insurance pick. The sector has been under
some pressure recently, but the stock has till done very well over the
time frame, and we still like it and we're still buying it. | think it's
fortunate that you have a very strong, capable management team that
you can trust, one that’'s dodged, | think, some of the allegations of
impropriety that have impacted other large insurance companies.
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Mr. Hayek: | think Berkshire is misunderstood by Wall
Street. We think of it as a well-run insurance company first, not a
mutual fund or investment company like some depict it. | don't
think Warren Buffett's succession will be all that much of a prob-
lem either. When it happens, it may create another buying opportu-
nity. We'll see!

We talked about two other businesses in August 2003. One
was USEC Inc. (USU), which illustrates another way in which we
have focused on the worldwide bull market in energy. Let me back-
track a little bit. One of our themes that is playing out well is that,
having gone through a long-term bear market in energy, we think we
are now in the beginning stages of a long-term bull market. We have
therefore de-emphasized sectors like technology that we felt were
overvalued and emphasized sectors where there was underval uation.
We have several ways in which we are exposed to the energy sector.
USEC Inc. was privatized in 1998 under the Clinton Administration.
What they do is enrich plutonium for nuclear power plants around
the world, with number one market share in Asia where demand for
nuclear fuel is growing rapidly. Also we feel that the nuclear power
industry is no longer facing a headwind in the US; it's more of a

BALANCED VALUE INVESTMENT

is Peabody Energy (BTU), and then talk about one of our new
healthcare ideas, which is the world’s largest generic drug manufac-
turer, Teva Pharmaceutical (TEVA).

In looking a Valero last year, we found a company posi-
tioned to benefit from very strong long-term supply and demand con-
ditions. Thinking about Peabody, the idea at work is very similar. We
look at coal as being avery valuable product that we are expecting to
exhibit favorable characteristics both in the short and long term, glob-
aly as well asin the United States — and | think in this case, given
high transportation costs, it's important that we look at those things
separately. What's happened with codl is, first, we' ve had an increase
in demand. In Asia we have new demand coming out of China and
India as those economies begins to evolve, and we' ve also seen, glob-
aly and in the US, a recovery in the economy, which has increased
the demand for products and services — which flows down to de-
mand for energy. On top of that, we've seen very high prices — in
some cases record prices — for oil and natural gas. Then the final -
ement is a very low level of inventory at many of the coal-burning
power plants — and 90% of Peabody’s coal, and most of the coal
that's produced in the United States, is sent and used by electricity-

Hayek: Marathon is creating sustainable value! Marathon was birthed
from the Standard Oil Trust, formed in the 1870s. When the trust was
broken up, Marathon was spun out as a separate company. They have an
independent and “refreshed” management that is doing some
interesting things we like — and they have catalysts for growth.

sidewind that may be shifting to a tailwind as aternative energy
sources are explored and some of the over-regulation and “headline
risk” subsides. It's up about 70% since we talked about it last, but we
would still be buyers of the company at this point because we think
its long-term prospects are favorable. It is still being bid at less than
tangible book value, pays a 6% dividend and has a catalyst for
growth in new centrifuge technology that will make them theworld's
low cost producer.

The other business that we talked about last year was
Waste M anagement. The fundamentals in the industry are improv-
ing, and Waste Management is the premier business, and low cost
producer. Since our last interview WM is up about 20%. We have a
very low cost basis on this one, but would still be buyers of Waste
Management at this point.

TWST: That’s a good roundup of last year’s perfor-
mance. What are you going to recommend this time?

Mr. Kallen: We're going to talk about four companies
today. I'm going to go through one of our new energy ideas, which

1-Year Daily Chart of Marathon Oil
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producing power plants. The result of all thisis that the price per ton
for coal has doubled in the last 12 months. But even with that, coa is
still the cheapest and the most abundant fossil fuel inthe US. It'smore
than 4 times cheaper than natural gas. So even with the significant
rises in the price for coal, on a relative basis it still is the United
States' most abundant and cheapest alternative for energy production.

Now, to talk a little bit about Peabody, the company,
Peabody, is a very old company, founded in the late 1800s. It is the
largest private-sector coa producer in the world with nearly 200 mil-
lion tons of coal expected to be produced this year. Their reserves
globally are 9.5 hillion tons, which equates to roughly an enterprise
value to tons of reserves ratio of about $0.50 compared to closer to
$1 for alot of the comparable companies. Their coal operations are
inall the major US coal-producing regions, and as of about two years
ago, they had 250 or so million tons of coal in Australia, about 10%
of their sales. Peabody’s codl is primarily sold to e ectricity-produc-
ing power plants. As a matter of fact, the coal that Peabody supplies
to the power plants is responsible for producing about 10% of the
US €electricity and about 2.5% of the world's electricity, so they're a

BALANCED VALUE INVESTMENT

TWST: |s Peabody benefiting from the increased de-
mand from Asian countries?

Mr. Hayek: Peabody is exporting to China, and | think we
ought to stop for a moment and think about the demand that’s com-
ing from the Pacific Rim. There is no question in our minds thisis a
long-term proposition. China may be to the world economy this cen-
tury what the United States was to the world economy last century.

Because of some of the systemic problems that we have
here in the United States, notably the budget and trade deficits and
lack of domestic savings, we think the dollar is on along-term weak-
ening trend, and businesses that are able to export, like Peabody —
and export to areas of the world that are growing at 3 times the rate
that we're growing — add some “gusto” to our projections. In 20
years, China and India are likely to consume 2.5 times what the
world demand is for energy is right now. Twenty years isn't that
long! The bear market in energy lasted from 1982 to 2002; that was
a 20-year time frame. We think we' re in along-term, sustainable bull
market in energy, and that’'s why we're focusing a lot of our efforts
in that area, Peabody being an example.

Kallen: Teva Pharmaceutical is the world’s largest generic drug company, and
while that is their focus they also have some branded pharmaceutical
exposure. Their largest branded drug is Copaxone, which is an injectible
treatment for MS. What we see with this company is scale, size and diversity
of products that are critical elements for success in the very competitive

market for generic drugs.

very large, important player in this global market. Now, the majority
of their coal is sold under long-term contracts, which is a little dif-
ferent from some of their competitors. What that does is take out
some of the volatility in price movements of coal, meaning that you
don’t benefit immediately on the upside as prices rise, but you do see
more sustainabl e price improvement as you lock into these contracts,
many of which have mechanismsto adjust for increased cost and in-
creased levels of coal prices.

Mr. Hayek: Thisisthe same dynamic at play with USEC Inc.

Mr. Kallen: Peabody has a strong management team that
has done an excellent job of consistently delivering on their earnings.
It has also been very acquisitive, which is an important element as
you look to replace reserves that you pull out of the ground. Their re-
cent focus has been in Australia, which gives them entry into the
booming market for commodities in Asia. Given the stock’s recent
run-up we think there could be some volatility driven by eventsin
China, but long term we see a continued emergence of the coal in-
dustry as the answer for many of the world’s growing energy needs.

1-Year Daily Chart of Teva Pharmaceutical
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Another businessthat we're buying isM arathon Oil (MRO).
Marathon is creating sustainable value! Marathon was birthed from
the Standard Oil Trust, formed in the 1870s. When the trust was broken
up, Marathon was spun out as a separate company. They got their start
in Pennsylvania and then migrated over to Ohio. Early onin my career,
back in the 1982, | remember when U.S. Sted (X) bought Marathon
in an effort to diversify — and they bought it at peak prices at thewrong
time. For the next 20 years, the energy businesswasin adownward bear
cycle and MRO was kind of a“step child” for USX. We think the op-
posite is true now. Mar athon was spun out of USX in 2002.

BALANCED VALUE INVESTMENT

pany’s revenue stream, but also provides them with what we think is
a nice competitive advantage. Through the manufacturing of bulk
materials, they have devel oped a cost advantage and competitive ad-
vantage over their peers in the generic business where cost is very,
very important. Teva has more than 200 generic productsin all major
treatment areas, a very diverse and very good product offering, and
there are another 100 or so in the abbreviated new drug applications
process under FDA review. So what we see with this company is
scale, size and diversity of productsthat are critical elementsfor suc-
cess in the very competitive market for generic drugs.

Hayek: Potash is the low cost producer with massive excess capacity that
can be brought on-line cheaply when pricing recovers. That is happening
now and it leverages earnings in a significant way... We try to find
businesses that have what we call “hidden jewels” or assets that are not
widely recognized by the investing public, or analyst community. In the
case of Potash Corp., they own a gas facility inTrinidad. They actually
benefit when gas prices rise, while their competition’s position weakens

because of higher input costs.

They have an independent and “refreshed” management
that is doing some interesting things we like—and they have catalysts
for growth. Marathon owns a balanced and diversified E& P portfo-
lio and important new growth projectsin Angola, Equatorial Guinea,
Norway, Ireland, Russia and exposure in the deep water Gulf of
Mexico. We view the Ashland Petroleum acquisition favorably and a
strategic R&M move for the long term. Normalized earnings growth
may be in the 4%-5% range for the rest of the decade (catalysts could
surprise on the upside) with ROCE in the 9%-10% area over the next
few years. Our view isthat Marathon hasthe best growth and return
profileinits peer group. It isaso being bid at below peer group fun-
damentals like price to cash flow, price to book and earnings. We like
the way management is deploying capital and controlling debt.

TWST: What about a healthcare company?

Mr. Kallen: Teva Pharmaceutical isan |srael-based phar-
maceutical company that is headquartered in Israel with very strong
operations in both North America and Europe. They are the world's
largest generic drug company, and while that is their focus they aso
have some branded pharmaceutical exposure. Their largest branded
drug is Copaxone, which is an injectible treatment for MS. Comple-
menting their generic operations is their ability to produce and sell
bulk pharmaceutical chemicals, the raw materials that pharmaceuti-
cal companies are using to produce their drugs. So there's alittle bit
of diversity there, which not only enhances and broadens the com-

1-Year Daily Chart of Potash
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A little background on the generic drug business. Effec-
tively, generic drugs are just the chemical and therapeutic equivalents
of the branded names — they’re just sold under their generic chem-
ical names at significantly lower prices. But in order to be given the
rights to sell generic drugs, you still go through a very stringent reg-
ulatory review, which aso includes a review of the patent and the
protection that the branded drugs have. In the United States there is
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afirst-mover advantage. The first company to get approval is granted
six months of marketing exclusivity, and, typicaly, that's where the
majority of profits are made. So, as you see, it's very important to
have the expertise to get your drugs developed and approved faster
than others because you' re going to make the bulk of your money in
that first six-month period.

There is a new threat that | would like to highlight that |
think has been responsible for some of the negative movementsin a
lot of the generic drug companies here recently. There has been a
move by the branded drug companies to fight back with a program
where they license their drugs to what are called “authorized generic
makers.” That gives the approved generic drug company the rightsto
adrug before the other generic companies can enter the competitive
mix. We think the market has overemphasized the importance of
these programs, and with Teva now selling at 15 times next year’'s
earnings, we view the selloff as an opportunity to enter the space at
very attractive levels.

TWST: How haveyou maderoom in the portfolio for these
new purchases? Haveyou sold any stocks? What isthe exit strategy?

Mr. Kallen: Primarily we have reduced some of our energy
and commaodity holdings that we have held for some time and where
valuations have reached our appraised value. | mentioned Valero
earlier. That is a position that, given its extreme run-up, we sold out
of completely. We've aso reduced our position in Potash, the
world's largest producer of fertilizer and a company we had owned
for years. So we've moved out of some of these commodity and en-
ergy areas that were overvalued, and we' ve looked to replace them
with areas within those sectors, like coal, for instance, and
Marathon Qil, acompany in the sector that has underperformed the
broader energy index.

Mr. Hayek: We aso had an insurance position in Leucadia
National (LUK) that we sold aswe migrated into Ber kshire Hathaway.

TWST: What isthe average turnover of your portfolios?

Mr. Hayek: Low. We may begin selling when our holdings
reach 80% of appraisal and when we find a better value to replace
them with. When you own 16 to 30 positions where you have afairly
good grip on their intrinsic value, it brings clarity to the sell disci-
pline. We can afford to be patient and buy or sell based on funda-
mental valuations rather than momentum or emotion.

TWST: Do you ever vary from your value knitting?

Mr. Hayek: We do own afew “core” speculative positions,
to name an example, American Superconductor (AMSC), whichis
much harder to appraise because they have revenue rather than earn-
ings. They meet the other value criteria, like providing a vauable
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product that is needed, and financially sound strategy, and competi-
tive advantages, etc., but they’ re a* speculative value” because of ap-
praisal problems. In American Superconductor’s case, they provide
products to the electric utility grid and the Department of Defense.
As the power grid infrastructure is upgraded and demand for higher
quality power at lower cost grows, American Superconductor is
providing “the solution.” Utilities are starting to spend again as their
balance sheets have strengthened and the Navy is ordering motors
from AM SC as we speak.

TWST: What do you think you bring to the table that
other money management firms don’t? What is unique, or spe-
cial about the Hayek Kallen I nvestment approach?

Mr. Hayek: Our focus is on the persona objective and
custom management of each separate account. Also unique, | think,
is our patience and “hands on” communication with our clients. We
see a primary responsibility as investment counselors to communi-
cate with clarity what we're doing and why we're doing it. We're
goal-oriented rather than performance-oriented and when clients
want to take risks that are not appropriate or outside their invest-
ment policy, we bring them back to their objective. We ask, “Are
you prepared to take that level of risk?’ We think that performance
will take care of itself in the long run if we focus on the risks and
what can go wrong first.

This is the value discipline, which takes a patient, long-
term approach to be successful. And in this day and age, patience, a
long-term perspective, and an appreciation for risk are what's really
undervalued! Managing money is like the race between the tortoise
and the hare, and we want to be the tortoise. You're going to cross
the finish line at about the same time, but it's how you get there that
makes the difference.

TWST: Thank you.

Note: Opinions and recommendations are as of 11/22/04.
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ERIC O. KALLEN

Hayek Kallen Investment Management, LLC
121 Fairhope Avenue

Fairhope, AL 36532
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© 2004 The Wall Street Transcript, 67 Wall Street, NYC 10005

Tel: (212) 952-7400 -

Fax: (212) 668-9842

« Website: www.twst.com



