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Investing in a changing world 

January, 1st 2013 

44 Years of Investing Lessons (1968-2012) 

“It is better to own a wonderful business at a fair price than a fair business at a wonderful price.” 
- Warren Buffett 2011 

Investing is the discipline of prudent allocation of capital and intelligent management of risk.  Investment 
risk is greatly reduced through proper capital allocation and by knowing how to value an investment.  
Knowing how to determine “the discounted value of the cash that can be taken out of business during its 
remaining life” as Warren Buffett has stated, is perhaps the most important skill an investor can possess.  
Accurately estimating this discounted value provides an opportunity to properly “price” a business.   

Forty four years ago, in 1968, I purchased my first stock, Natomas Company, an oil exploration company 
off the coast of Indonesia.  Natomas had reported finding significant oil and this discovery caused the 
stock to rocket up over 5-fold.  Soon a rumor circulated that the new discovery was not a giant field, and 
the stock price dropped over 75%.  The discounted value of the future cash flow, and thus the company’s 
intrinsic value, was unknowable, and, even worse yet, my portfolio was undiversified which meant I 
could not afford to hold onto a risky stock.  Although the stock eventually recovered, I learned a costly 
lesson from this stock pick: invest with a thorough knowledge of the business and a sound understanding 
of the numerous risks involved. 

January 1970 provided an opportunity for me to enter the investment business: brokerage firms were 
providing a crash course on securities laws and the basic investment principles that were needed in order 
to pass the securities industry exams.  Wall Street firms, however, provided little information on how to 
properly invest.  Investing was more an art than a science?  New brokers were practically on their own 
and had to learn on-the-job.  This was not what a combat infantry officer recently back from Vietnam had 
expected.  University courses had provided fundamental knowledge on economics, accounting, marketing 
and the like, but it was still necessary to educate oneself on investing theory.  It was not until the mid 
1970s that the teachings of Benjamin Graham were introduced to me and I gained a foundation on which 
to build a systematic approach to investing.   

In the early 1970s a neighbor of mine who had recently sold his company mentioned that he had looked 
for a money manager and had decided to invest his money with a fellow in Omaha, named Warren 
Buffett.  Mr. Buffett was the President of Berkshire Hathaway and its major shareholder.  The price of 
Berkshire was about $750 per share.  My first thought was, “who would pay that much for a share of 
stock?”  (It is now over $140,000 per share.)  If, at that point, I had read Graham’s book, I would have 
known that the proper question to ask is not one of price, but of value:  what is the intrinsic value of 
Berkshire Hathaway?  The intrinsic value at the time was in excess of $1,000 per share.  Berkshire 
Hathaway was selling at a significant discount to its intrinsic value.  It was also a diversified holding 
company.  It was a buy!  Yes, it remains in a family portfolio, and my neighbor was written up a few 
years ago in a Fortune article as one of the Berkshire early investors. 

In 1975, Wal-Mart was introduced to me by a very successful growth manager out of Pasadena.  Wal-
Mart was purchased for a number of clients and was very successful.  In 1978 I decided to buy a Porsche 
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911 SC, taking advantage of the depreciation and the investment tax credits, rather than investing in Wal-
Mart.  My net after-tax cost on the Porsche was about $15,000.   Today the Wal-Mart I chose not to buy 
with that $15,000 is worth in excess of $2,000,000.  (That is one very expensive Porsche!)  

In 1972 it became apparent that, in order to grow my business, I needed to pursue some large accounts.  
Two of the largest retirement funds in the State of Oregon at the time ended up using my services to 
identify a number of “best-of-class” money managers.  As a result, I became acquainted with these 
managers, came to understand their investment disciplines, thereby expanded the competence I could 
offer to clients.   

Having decided to start my own investment management company in 1990,Tom Ebright of Royce 
Associates and a PERS manager, suggested utilizing the “best-of-class” manager all-star team as a 
business model.  Tom believed it was a prudent model in allocating client capital.  Over the years it 
became apparent that it was also critical to know how to “value” each discipline.  Investment sectors 
occasionally become under-valued and over-valued during an investment cycle.  The 1999-2000 market 
peak, and subsequent crash, proved this observation to be insightful. 

The “best-of-class” managers team concept provided the benefits of the prudent allocation of capital, as 
well as the intelligent management of risk.  This model would significantly benefit those investors who 
utilized this format over these many years.   

The following guidelines are beneficial to equity investors as they strive to build their wealth through 
investments. 

1. Know the intrinsic value of the investment 
2. Allocate capital in an intelligent manner 
3. Set a buy price based on value (the discounted value of the future cash flow) 
4. Set a sale price when purchased (based on the private market liquidating value of the business) 
5. Make common stocks, or stock funds, your core holdings 
6. Invest only in what you understand and know 
7. Confidence comes with knowledge.  Buy with confidence 
8. Control your emotions 
9. Never sell a good investment for a want 
10. Buy only great businesses/assets 
11. Own business with strong future cash flow 

Investing is indeed a science as well as an art.  The most successful investors have a proven investment 
discipline, are very bright, are emotionally wired to buy when others are fearful, perceptive, and have the 
courage of their conviction.  Most have had great mentors, both living and dead.  Great investment returns 
are achieved over time by implementing proven investing lessons. 

- Roger L. Johnson 


