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 A
Absolute return philosophy, 64–66

relative return approach, 
contrast, 65

Accountants, service providers, 247
Advanced search strategy, 85–88

basic search strategy, contrast, 
85–86

AgFeed Industries, investment bargain, 
218–219

American Eagle Outfitters
metrics, 120t
ROIC calculation, 120

American Express
monopolistic operations, 102
salad oil scandal, 182

American International Group (AIG), U.S. 
Treasury investment, 51–52

Analysis
reliance, 177
thoroughness, 36

Annualized return, delivery, 19
Annual proxy filing, examination, 116
Apple Computer

losses, 143
trading value, 13–14

Arbitrage investments, 225
trade, example, 216

Asian currency crisis, 17
Assets

control, benefits, 170t
purchase, 243–244

profitability, 164–165
value, 237

worth, 233

ATP Oil and Gas (ATPG), investment 
bargain, 217–218

Attorneys, service providers, 245–246
Auction houses, price extraction, 184
Auditors, service providers, 247

B
Bare Escentuals, cash flow forecast, 30
Bargain securities, investment 

process, 175
Basic search strategy, advanced search 

strategy (contrast), 85–86
Bear markets

characterization, 184
company acquisitions, 179–180
value investment, myth, 187

Berkowitz, Bruce (Fairholme Funds), 16, 
35, 72

value investor, 38
Berkshire Hathaway, 6–7

book value per share, growth, 36–37
Buffett control, 114
Coca-Cola investment, 104–105
consequences, 133
positions, price (undervaluing), 74
shareholder letters, 24, 117
stock price, test, 40–41
trading level, 187–188

Board of directors, qualifications/
experience, 116

Bogle, John, 15, 152
Bonds

arbitrage, 154
coupons, ROE (comparison), 121
selection, 61
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Book value, 117
importance, 233–240
rewards, 234
simplicity, 233
value investor understanding, 234

Book value per share, 118
Borrowed money, usage, 62
Brokerage firms, shares (return), 189–190
Brokers, service providers, 246–247
Buffett, Warren, 35, 67, 72

ability, quote, 221
approach, discipline, 86–87
bonds investment, 12–13
Coca-Cola investment, 104–105, 157, 170
competence circle, reliance, 

133–134
excitement/expenses, enemies, 173
GEICO investment, 102, 170
Geiger counter, usage, 156–158
Graham impact, 36–37
Graham perspective, 17
Graham-schooled investors, comparison, 20
holding period, 54
Internet boom aversion, 40–41, 144, 

159–160
investigation level (quote), 91
investment

acumen, 133
partnership, initiation, 11–12
philosophy, 3
rules, 50
track record, result, 170

investor examination, 139–144
Korean stock manual, 86
margin of safety, importance, 92–95
patience, virtue, 42
performance, analysis, 73
self-judgment, 179
shareholder letter, 24
success, 154–158
technique, copying, 72–73
Washington Post Company investment, 

6–7, 48, 170
wealth derivation, 39

Buffett Partnership, 11–14
Bull markets, investment approach, 184

Business
activity, stock price activity (separation), 51
cash flow growth rates, reduction, 9
cash production, 61
CEO, association, 114
current earnings, absence, 231–233
definition. See Good business; Great 

business
due diligence, 111
earnings quality, 228
focus, 50–51
fundamentals, value investor attention, 

224
future, assumptions, 8
future cash flows, anticipation, 8
future growth prospects, 169
future sum, discounting, 8–9
goodwill, investor examination, 238–239
growth process, 227–228
history, examination, 7–8
inexpensiveness, purchase, 138–139
intrinsic value, existence, 96
long-term fundamentals, 160
margin of safety, 93–94
merits, 6–7
net value, 117–118
operations, understanding, 134
ownership interest, 11
ownership stakes, acquisition, 160
publications, reading, 88
purchase, 14
quality, management (comparison), 112
quantitative attributes, reliance, 19
revenue generation, 8–9
terminal value, determination, 109–111
true value, determination, 29–30
types, 21–24
understanding

absence, 192
importance, 22

value
ranking, 183t
stock price, separation, 3–4

value drivers, understanding, 11
Business investment

complication, 7
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mindset, 34–35
value, 1–2

Business valuation, 41–44
businesslike approach, 6–11
effectiveness, 91
margin of safety, concept foundation, 93
perspective, 3, 176–177
process, importance, 44
terminology, usage, 92

BusinessWeek, problems, 69
Buy-and-hold technique, 54–56, 148

advantages, 164
benefits, 162–171

Buy-and-sell activities, misinterpretation, 
222

C
Cabot Oil and Gas, value (finding), 130t
Capital

access, 160
allocation, 142

judgment, 117
appreciation, 147–148, 197

investment trap, 222–223
base, involvement, 244
forms, 119–120
influx, 144
initial usage, consideration, 245
losses, 52

permanence, 51
value investor aversion, 50

permanent loss, 153–154
preservation, 49–52, 61, 179

importance, 222–223
Capital asset pricing model (CAPM), 119
Case studies. See Mueller Water Products; 

Sunrise Senior Living; Ternium Steel
Cash, industry viewpoint, 149
Cash flow from operating (CFFO) activities, 

106, 108
Cash flows

growth rate, 100
guarantees, absence, 98
valuation, 99

Cash inflows/outflows, intrinsic value 
(impact), 106

Cheap, Greenblatt definition, 76
Cheap growth, purchase (value investor 

preference), 168–169
Chief executive officer (CEO), company 

association, 114
Chipotle, success, 44–45
Circle of competence, 133–134

discipline, 145
Clitheroe, Paul, 91
CNBC

digital clock format, usage, 149
impact, 148–149

Coca-Cola
book value, 122
brand value, 238
Buffett/Munger investment, 104–105, 

157, 170
business success, 5
discount rate, reduction, 9
dominance, impact, 20
Goizeuta (CEO), 112
true value, consideration, 

29–30
valuation, 100

Commodity-type businesses, competitive 
advantages (absence), 103

Common knowledge, investor 
underestimation, 83

Company
bear market acquisition, 179–180
debt, absence, 120–121
liquidation value, example, 167
market price, intrinsic value 

(relationship), 226
ownership, net worth percentage, 

113–114
performance, 116
reputation, incompetent/unethical 

behavior (impact), 112–113
return rates, examination, 122
setbacks, 185
stock, ownership, shareholder interest 

(alignment), 113–114
Competence circle

discipline, 134
reliance, 133–134
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Competitive advantage
existence, 103
value, 103–104

Compounding (buy-and-hold technique), 
54–55

ConocoPhillips
stock price, 129–130
value, finding, 130t

Consensus, acceptance, 174
Conservatism/confirmatory biases, 241
Corporate cash flows, U.S. Treasury cash 

flow (contrast), 99–100
Credit

extension, financial institution ability, 
131–132

Credit (abundance), exploitation, 131–132
Cuniff, Richard, 180

investment reflection, 54
Sequoia Fund statement, 51

Current price, intrinsic value 
(gap), 30

D
Data

avoidance, 162
reliance, 3

Davis, Shelby, 184
D.E. Shaw & Company, 154–155
Debt

absence, 120–121
capital form, 119

Decision making
crowd, impact, 3
importance, 158

Dell, Michael, 114
Details, attention (importance), 92
Discipline

impact, 126–128
importance, 140, 177–178
maintenance, 40

requirements, 44
simplicity/difficulty, 145
usage, 125

Discounted cash flows
low-risk investment, 97t
models, usage, 29–30

Discounted cash flows, total value 
(example), 9

Discount rate
application, 99
basics, 98–101

Dividend yield, increase, 128–129
Dodd, David, 35, 76, 174–175

investment philosophy, 186
Dow Jones, trading volatility (2008), 

53–54
Dow Jones Industrial Average (DJIA), 191

annual returns (1980-1989), 70t
closing level, example, 69
level, 163
performance, 70–71
stock purchase, example, 55

DryShips
assets, carrying costs (reevaluation), 

171–172
balance sheet, 167
conservative liquidation value, 166t
Goodwill, 167
liabilities, impact, 167
share price, change, 165
stated liquidation value, 166t

E
Earnings before taxes, depreciation, and 

amortization (EBITDA), 207. See also 
Ternium Steel

Economic crisis (2007), 132–133
Economic recession, differences, 144
Emotional habits, expense, 128–129
Emotional misbehavior, discipline, 137
Emotions, impact, 145
Energy master limited partnerships, 119
Ensco Corp.

cash flow statement, 107t
CFFO, 108–109
discounted FCF analysis, 109t

assumptions, 109
free cash flow, 108t
intrinsic value, 110

analysis, 106–111
services, demand, 108

Enterprise value (EV). See Ternium Steel
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Equities
debt form, 119
demand, decrease, 183
prices, decline, 217
problems, 69
risk premium, assignation, 120
valuations, 70

Events, six sigma types, 16–17
Executive compensation, 115

F
Fairholme Funds, filing (2008), 75f
Fairly valued business/investment, 21–24
Fama, Eugene, 23–24
52-week low lists, 78–79
Financial crisis, 62
Financial markets, price quotes, 3
Financial media, sensationalization, 147
Finova bonds, purchase, 157
First Industrial Realty, purchase, 157
Floor exchange, obsolescence, 4
Franchise-type businesses, value, 104
Franchise value, 104–105
Free cash flow

examination, 26–27
growth rate, 27

French, Kenneth, 23–24
Frictional costs

impact, 55
increase, 151

Fund administrators, service providers, 246
Fundamental analysis, 19

depth, 154
performing, 147–148

Fundamentals, listing, 77
Fund custodians (brokers), service 

providers, 246–247
Future returns, inadequacy, 140–141
Future sum, discounting, 8–9

G
Gambler’s fallacy, 241
Gates, Bill (wealth derivation), 39
GEICO, Buffett investment, 102, 170
Geiger counter approach, 156–158
General Electric (GE), business success, 5

Gillette, competition, 105
Global economy

challenges, 216–217
full recession mode (2008-2009), 

211–212
Goizueta, Roberto (Coca-Cola CEO), 112
Good business, Greenblatt definition, 

76–77
Goodwill

basics, 236–240
intangible asset, 238

Google, investment value, 25, 67–68
Graham, Benjamin, 76

crowd, agreement, 174
Graham-schooled investors, Buffett 

comparison, 20
investing course (Columbia University), 

129
investment philosophy, 1, 175–176, 186
investor actions, consistency, 195
teachings, 35
value investing, 14, 17–18
willpower, necessity, 125

Great business, definition, 101–102
Great Depression, 132–133
Greed, consequences, 133
Greenblatt, Joel, 76
Growth

achievement process, 227–231
importance, 225–233
opportunity, 225–226
purchase, value investor preference, 

168–169
value, 230t

Growth at a reasonable price (GARP) 
business, 168–170, 225

Growth at a reasonable price (GARP) 
investment, example, 169

H
Hagstrom, Robert, 139
Hawkins, Mason (Longleaf Funds), 16, 35, 

41, 72
business trading examination, 95
stupidity, appearance (quote), 173
value investor, 38
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Hawkins, Mason (Southeastern Asset 
Management), 244

Herd mentality, resistance, 147–148
High-growth businesses, value investment 

qualification (myth), 189
Hindsight bias, 242
Home Depot

cash flow forecast, 30
industry ownership, 102–103

Home ownership, stock ownership 
(contrast), 161

Home values, decline (2007/2008), 
160–161

Horsehead Holding Company
balance sheet, 235t
cash balance, 235
investment bargain, 218
share price, attraction, 236
value, basis, 236

I
Ignorance, benefit, 158–159
Implied book value, significance, 165–166
IMSA acquisition. See Ternium Steel
Independent thinking, value, 3–4
Intangible asset, 238
Intelligence level, long-term success 

(relationship), 126–127
Intelligent Investor, The (Graham), 14, 17, 30, 

36, 42
crowd, agreement, 174
margin of safety, term (creation), 92–93

Internet boom, Buffett aversion, 40–41, 144
Internet bubble, 17
Internet trading, impact, 148
Intrinsic value

analysis, 106–111
assessments, basis, 139–140
asset purchase price, contrast, 183
basics, 95–101
calculation, 99, 101, 110–111. See also 

True intrinsic value
current price, gap, 30
decline, growth rate decline 

(comparison), 226
defining, 96–97

derivation, 93
determination, example, 141–142
estimation, 176–177
growth, 165

preference, 226
impact, 106
market price, comparison, 165–167
price payment, contrast, 141
term, usage, 95

Inventory management, 123
Invested capital (IC)

calculation, 118–119
measurement, 118

Investment (investing). See Business 
investment

activity, risk, 134
acumen, development, 22
advanced search strategy, 85–88
analysis, 18

market agreement, timing, 34–35
attractiveness (determination), P/E 

ratios (usage), 230
bargain prices, future opportunity, 

153–154
baseball, similarity, 127, 151
business side, 17–21
buy-and-hold approach, 54–55
common sense, 81–84
conviction, 134, 136
current price, examination, 29
decline, 3
discipline, impact, 126–128
elements, 33, 39–42

list, 41
overview, 43–46

flexibility, 187–192
gains, 137

delivery, 197
latticework, 42–43
luck

impact, 3
skill, contrast, 137

managers, success/failure, 144
margin of safety, meaning, 94
mistakes, 240–241
myths, 187–192

bindex.indd   260bindex.indd   260 9/2/09   11:01:15 AM9/2/09   11:01:15 AM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



 Index 261

operations
characteristics, 18
Graham definition, 17, 39

outcome, priority, 197–198
partnership

initiation, 243
quality, importance, 247

patience, 41–42
benefits, 148
difficulty, 45

pessimism, impact, 45–46
philosophy

development, 174–175
establishment, 47

preference, 138–139
process

failure, example, 127
manipulation, emotional decision 

making (impact), 126
priority, 197–198

publications, importance, 88
reading, importance, 87–88
sale, problems, 63
scientific process, 35–36
search strategy, 41, 43

development, 67
security, 102
shortcuts, short-term losses, 5
skill, luck (contrast), 137
speculation, contrast (investment trap), 224
starting point, 54–61
success

Buffett statement, 155
defining, 186
mistakes, impact, 240

target price, 140–141
timing, insignificance, 138t
traps, 222–224
types, 15
value

case studies. See Mueller Water 
Products; Sunrise Senior Living; 
Ternium Steel

determinant, price (impact), 128–129
value investing, comparison, 35–38
waiting, advantages, 151–152

Investment (investing) decisions, 10
basis, 2–3
formulation, 53
satisfaction, 59

Investment (investing) opportunities
bargain, existence, 106
comparison, 98
existence, 185
patience, 132
work, 43–44

Investors
excitement, problem, 71–72
intelligence, 126
investment choices, problems, 

181–182
mistakes, recognition, 221–222
protection, providing, 166–167
qualitative factors, reliance, 125
rational behavior, 180–181
short-term orientation, 148–149
stock market problems, 142–143

iPod, introduction, 13–14

J
Jobs, Steve, 13

executive compensation, 115
Johnson & Johnson

competition, 105
intrinsic value, growth, 169
operating history record, 190
profits, Value Line Investment Survey 

report, 169
progress, 112
trading level, 228–229

K
Keynes, John Maynard, 64–65
King Pharmaceuticals, 2
Klarman, Seth (Baupost Group), 35, 37, 

41, 72
value investing

philosophy, 47
requirements, 175

Korean stocks, Buffett 
investigation, 86

Kroger, cash flow forecast, 30
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L
Lampert, Eddie (value investor), 35, 37
Legend, creation, 11–14
L’eggs (Lynch investigation), 83–84
Lehman Brothers, financial 

crisis, 62
Leverage

inexpensiveness/increase, 123
mismanagement, 123–124

Limited partners, communication, 2, 19
Liquidation value, examples, 166t
Liquidity. See Stock markets

changes, 159–162
value, 160

Long investments, margin requirement, 
191–192

Long-Term Capital Management (LTCM), 155
Long-term fundamentals, short-term 

fundamentals (contrast), 143t
Long-term investment

results, pursuit, 147–148
success, 127

Long-term success, intelligence level 
(relationship), 126–127

Lowe’s, industry ownership, 102–103
Luck, term (usage), 139
Lynch, Peter (Magellan Fund), 83

PEG ratio, popularization, 231
value investor, 35, 37–38

M
Madness-of-crowds syndrome, 180
Magic Formula (web site), usage, 76–77
Management

ability/competence, importance, 111
business quality, comparison, 112
compensation structure, 113
factor, perspective, 113
operating skill, 117
quality assessment, 117

executive compensation, impact, 115
value, 111–121

Margin
increase, creation, 124
problems, 62–63

usage
avoidance, 61–64
problems, 63t

Margin of safety, 30–31, 92–95, 154
comfort, 141–142
concept, understanding, 94–95
determination, 128–129
existence, 190
idea, derivation, 93
increase, investor demand, 226
occurrence, 94–95

Market
activities, speculation, 48–49
changes, 134–135
correction, differences, 144
fluctuation, 197
investors, cash preference, 150–151
liquidity

changes, 159–162
value, 160

loss, separation, 127–128
multiples, decline, 231
participants, value investment 

orientation, 244
participation, Buffett absence, 12
pessimism, 181
price

decline, 226
intrinsic value, comparison, 165–167

volatility
misinterpretation, investment 

trap, 223
usage, 139–140

Market timing
ability, problem, 185–186
importance, 140–141
value-oriented investor avoidance, 58–59

McDonald’s
brand value, 238
business success, 5
operating history record, 190

Meaningless data, avoidance, 162
Media

information, reliance, 71
investor avoidance, 69–72
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Meridian Medical Technologies, 
investment, 2

Microsoft Corporation
initial public offering, 122
real value, 133
return on equity (ROE)

generation, 121–122
understanding, 121–124

Miller, Bill (Legg Mason), 16
Milne, A.A. (intelligence quote), 15
Mittal, Lakshmi (wealth derivation), 39
Mohawk Industries, 25–29

cash flow forecast, 30
Money making, asset purchase, 164–165
Money management, 144
Money managers, quarterly statement 

filing, 73–74
Monopolistic tendencies, 102–103
Moody’s Stock Manual, Buffett investigation, 

68–69
Mortgages, sales, 131–132
Mueller Water Products

arbitrage investment trade, 216
balance sheet, 239t
B shares, trading, 215
common stock, classes (creation), 215
goodwill, 239

excess, 240
A shares, trading, 215

Mueller Water Products, case study, 
214–216

Munger, Charlie, 35, 41, 72, 155
Coca-Cola investment, 104–105, 157
patience, virtue, 42
process inversion, 103

Mutual funds, indices (comparison), 152

N
NASDAQ 100 Index, usage, 190–191
NASDAQ Composite Index, overvaluation, 

191
NASDAQ Stock Exchange, electronic 

exchange, 4
Net after-tax operating profit, 118
Net asset value, 117

New Stock Exchange, 181
New York Stock Exchange, floor exchange 

(existence), 4
Nifty 50, investor favorite, 190
Noninterest-bearing current liabilities, 

subtraction, 119

O
Oil companies

valuation metrics, 92
variables, dominance, 91–92

Operating results, examination, 113, 
116–117

Opportunistic investment, 149
Outcome bias, 241
Outlier success stories, impact, 153
Overvalued business/investment, 21–24

stock price indication, 60–61
Ownership interests, acquisition, 152–153

P
Pabrai, Mohnish (Pabrai Investment 

Funds), 50, 72, 154
investment returns, perspective, 

182–183
Pacific Sunwear, cash flow 

forecast, 30
Pascal, Blaise (quote), 147
Patience

benefits, 148
demands, 178
development, difficulty, 45
practice, 147
virtue, 41–42

Patient investment approach, 149
Performance results, example, 

18–19
Pessimism

assignation, 182
impact, 179–181
investment point, 173

Polaroid, operating history record, 190
Portfolio

diversification, value, 38–39
purchasing power, 62–63
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Price
concept, 131
focus, problem, 141t
impact, 24–31
importance, 141

Price payment
concept, importance, 129
discipline, impact, 128–132
intrinsic value, contrast, 141

Price-to-book ratio (P/B), 23
groupings, Fama/French analysis, 24

Price to earnings/growth (PEG) 
ratio, 203

examination, 229
list, 230t

Lynch popularization, 231
Price to earnings (P/E) ratio, 23

discussion, 188
expansion, 229
foundational metric, 228
increase, 227
stocks, bargain qualification (myth), 

188–189
usage, 56

Principal, safety, 18
promise, 36

Private investment partnership, 
setup, 245

Procter & Gamble (P&G)
discount rate, reduction, 9
Gillette acquisition, 237

Profitability
generation, continuation, 144
sustaining, 232

Profit statement, impact, 123
Property values, increase (exploitation), 

131–132
Psychological tendencies, 241–242
Public companies, shares (purchase 

approach), 10

Q
Qualitative attributes, value, 20
Qualitative factors, investor reliance, 125
Quantitative measures, reliance, 125

R
Reading

importance, 87–88
suggestions, 88

Real estate investment trusts (REITs), 119, 157
Relative return approach, 64–65absolute 

return approach, contrast, 65
Replacement cost, asset purchase price 

(contrast), 184
Research, reliance, 177
Return

achievement, 39–40
adequacy, 36
earning, possibility, 153–154
satisfaction, 18

Return on equity (ROE)
bonds, coupon (comparison), 121
improvement, 123
increase, 123–124
understanding, 121–124
usefulness, 120–121

Return on invested capital (ROIC), 
76–77, 117

manager focus, 118–121
Risk

carrying, increase, 181
investment involvement, 134
limitation, 153
minimization, 147–148
volatility, contrast, 59–60

Risk-free arbitrage, 153
Ruane, William, 21, 180

investment reflection, 54
Sequoia Fund statement, 51

S
Safety, conservative tests (importance), 

171–172
Safety margin, 30–31, 92–95, 153

comfort, 141–142
concept, understanding, 94–95
determination, 128–129
existence, 190
increase, investor demand, 226
occurrence, 94–95
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Sales, margins (increase), 123
Schloss, Walter (WJS Partners), 20
Search strategy, 41, 43. See also Advanced 

search strategy
basic strategies, 75–85
development, 67
imitation, impact, 72–75
investor resources, 68–69

Secular bull/bear market returns (1900–
present), 71t

Securities
analysis, 153–154
bargains, 149
demand, increase, 183
investment

ability, 174–175
process, 175

price level determination, investor 
failure, 130–131

purchase, 243–244
example, 167

sale, example, 126
undervaluation, 165

Securities and Exchange Commission 
(SEC)

documents, search, 176
regulatory filings, 73

Security Analysis (Graham/Dodd), 17, 35, 
76, 91, 185–186

Theory of Investment Value, comparison, 
234

Security prices, purpose, 6
Self-attribution bias, 241
Sequoia Fund, 21
Service providers, 245–247
Shareholder value, maximization, 111
Shaw Carpet, performance, 25–29
Short sales, participation, 191
Short-term fundamentals, long-term 

fundamentals (contrast), 143t
Short-term volatility, unpredictability, 159
SIDOR, nationalization, 207–208
Skill, term (usage), 139
Smart money, impact, 136–137
Smith, Adam, 145

Speculation, investment (contrast), 224
Standard & Poor’s 500 (S&P 500)

index, level, 163
stock index (1919-2007), 57t

Standard & Poor’s (S&P) index, annualized 
return, 182

Stock markets
advantages, 158
annual opening, hypothetical, 4–5
closure, hypothetical, 4–5
correction (2000), 142–143
crash (1987), 16–17
investment, success, 63–64
investor problems, 142
liquidity, 5

advantages, 52–53
performance (2008), 163
returns (1900–2007), 58f
speculative approach, 148
value, loss, 132
voting machine, analogy, 227
wealth creation, 153
weighing machine, analogy, 227

Stock prices
activity, business activity (separation), 51
appreciation, example, 180
decrease, investor rationalization, 131
fluctuation, 68
importance, 55

frequency, 162
instruction, 2
irrationality, 16–17
noise

ignoring, 6
information, contrast, 4–6

payment, discipline (impact), 128–132
performance, 116–117
short-term movements, 2–3
value (control), management (impact), 

117
zero level, 131

Stocks
holding period, 105
insider ownership, 114
investment, philosophy (impact), 57–58
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Stocks (continued)
investor anger, 153
management ownership, 113
ownership, 189–190

home ownership, contrast, 161
net worth percentage, 113–114
process, 114

performance, problems, 143–144
purchase, 1
shorting, example, 189–190
short-term volatility, unpredictability, 159
trading ease/speed, 158–159
value investor shorting, myth, 189–192

Sunrise Senior Living (SRZ)
assisted living costs, approximation, 

199–200
capital expenditures, 204
company background, 199–201
entry, barriers, 200
EPS, growth, 202
free cash flow valuation, 204–205
historical real estate 

transactions, 203t
intrinsic value ranges, 205t
investment analysis, 201–202
investor attraction, 200–201
living stock price chart, 205f
PEG ratio, 203
residents, types, 200
residual interest, retention, 201–202
revenue, sources, 201
ROI, 201
sale-leaseback gains, 202
start-up costs, incurring, 202
stock buyback commitment, 

announcement, 204
valuation, 203–204
value (case study), 198–205

T
Target price, usage, 140–141
Technology bubble (2002–2003), 180
Technology mania (1990s), 159–160, 

190–191
Templeton, John, 24

bull markets (quote), 173
investing perspective, 181–182

Templeton Growth Fund, creation/
launching, 182

Terminal value, determination, 
109–111

Ternium Steel
alternative valuation, 210–214
case study, 205–214
changes, 212–213
company background, 206–209
discounted cash flow, 211t

analysis, 210
recessionary assumptions, 212t

EBITDA, 207, 209–210
equivalence, 211

enterprise value (EV), 207, 209
free cash flow (FCF), 209–210
future growth, focus, 208–209
IMSA acquisition, 209
nationalization outcome, 208
purchase price, 213
recession survival, 206
SIDOR nationalization, 207–208
terminal value, 210
valuation, 209–210
Venezuelan operations, 207
waterfalls, 213f

Tesoro Corporation
investment, 143–144
share value, loss, 232

Theory of Investment Value, The (Williams), 
96, 234

13-F filing, 74
Timing. See Market timing

insignificance, 138
True intrinsic value, calculation, 

106–111
Tweedy, Browne, 33

U
Undervaluation (providing), intrinsic value 

(impact), 165, 167–171
Undervalued business/investment, 

21–24
goal, 136–137
stock price indication, 60–61

Undervalued securities, locating, 25
U.S. Treasury bills, yield acceptance, 149
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U.S. Treasury cash flows, corporate cash 
flows (contrast), 99–100

U.S. Treasury notes, yield acceptance, 149
USG, competitive advantages, 103

V
Valero

earnings per share, changes, 232–233
investment, 143–144

Valuation. See Business valuation
business cash flow generation, 

impact, 221
metrics, impact, 60

Valuation process
importance, 44
margin-of-safety concept, importance, 

93–94
operating results, usage, 176–177

Value
approach, win-win situation, 
185–186
case studies. See Mueller Water Products; 

Sunrise Senior Living; Ternium Steel
characteristics (Klarman assertion), 178
concept, 131
determination, 128–132

price, usage, 24–31
discovery processes, 195
driver, 61
finding, 130t
importance, 225–233
pessimism, impact, 179–181
receipt, price payment (impact), 52–54

Value-based approach, long-term 
success, 20

Value investment (value investing), 14
analysis, reliance, 177
basics, 101–111
characteristic, 147–148
contrarian approach, 49–50
intellectual capability, usage (absence), 49
intrinsic value basics, 95–101
investments, comparison, 35–38
margin of safety basics, 92–95
philosophies

design, 154
usage, 49

requirements, 40–41, 175
research, reliance, 177
stock price, importance, 55

Value investors
business approach, 10–11
characteristics, 192
decisions, understanding, 13
default orientation, 65–66
efforts, concentration, 222
goal, 163–164
growth, perspective, 167–168
improvement, 181
learning, 38–39
least expensive price, 229
lower prices examination, 192–193
noise avoidance, 6
P/B stock investigation, 84–85
P/E stock investigation, 84–85
risk aversion, 221–222
stock selection, 41–42

Value Investors Club (VIC), 79–81
investment ideas, 80

Value Line Investment Survey, 77–78
data, subscription, 78
report, 169
website, usage, 77–78

Value-oriented business 
fundamentals, 142

Value-oriented investments
approaches, discussion, 195
case studies, 196
defining, 22–23

Value-oriented investors
stock price reliance, 185
timing avoidance, 58–59

Vanguard Group (mutual funds), 15
Volatility, risk (contrast), 59–60

W
Wachovia, financial crisis, 62
Waiting, value/benefits, 151–154
Wal-Mart

equity cost, 119–120
real value, 132
share price, increase, 164

Walter Industries, Mueller spinoff, 
214–215
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Warren Buffett Way, The (Hagstrom), 139
Washington Mutual, financial crisis, 62
Washington Post Company, Buffett 

investment, 6–7, 48, 170
Wealth creation, 153
What if scenario, 132
Whitman, Marty (Third Avenue 

Funds), 72
Whole Foods

long-term growth prospects, 135
patience, exercise, 135–136
perspective, 81–82

Williams, John Burr, 96, 234
theory, value, 235

Wrigley’s, competition, 105

Z
Zero-sum game, investment, 15–16
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