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Exclusive Interview with Arnold Van Den Berg
Watch a video recording of this interview
in The Manual of Ideas Members Area at
www.manualofideas.com/protected

We had the pleasure of meeting with Arnie Van Den Berg, chairman and chief
executive officer of Century Management, based in Austin, for a conversation
about his investment approach and path as an investor. Arnie argues
persuasively for a simple, disciplined approach to investing. His remarkable
story inspires and challenges us to become better in every facet of life.
Arnold Van Den Berg founded Century Management in 1974. He has no formal
college education. It is through self-study, dedication, and more than forty-five
years of industry experience that Arnie has gained his market knowledge. Prior
to starting Century Management, he worked as a financial advisor/consultant for
Capital Securities and John Hancock Insurance.
(The following is an edited transcript of a video interview and may contain
errors. The transcript has been lightly condensed for clarity and readability.)
Oliver Mihaljevic, The Manual of Ideas: There’s so much to learn from you
about investing — how you turned $250,000 into a $2 billion business. There’s
so much to learn on life — how you survived the Holocaust, kept on believing,
kept on living. How did you become interested in value investing?

“I started noticing that most
of these guys who had done a
good job were talking about
Benjamin Graham. I started
reading everything I could
get my hands on about
Benjamin Graham.”

Arnold Van Den Berg: I was working for a financial firm, and they were
selling life insurance and mutual funds. As soon as I heard about mutual funds
and started learning about them — the market had been going up, this was 1968
— I got excited about the mutual funds. I was losing interest in the insurance
business because I didn’t believe in the products they had, and I was looking for
another way out. I really thought that I had found my dream, something I wanted
to do the rest of my life. I didn’t know too many people with money, but I had
some high school friends and people I knew from my insurance business.
I got them started in mutual funds, and no sooner than I got started — it wasn’t
more than six to nine months — and the market started on a sickening slide in
1969. It went down and down and down. Finally, it hit a bottom in June 1970. It
rallied up into 1972, and then it had a major slide down from 1972-’74. This was
a period of six years where it was just like torture — drip, drip, drip every day. I
saw these mutual funds just fall apart, and it really upset me because I had all
my friends in it, and they didn’t have much money to begin with. I didn’t have
much money, so it was really a soul-searching time.
I started thinking, “How could it happen?” I used to listen to these money
managers, they were so intelligent and so sharp. How could this happen? The
more I questioned, the more I learned, the more I was thinking about it, I started
studying the market, and I came across surveys of what the different funds did,
and who did well and who didn’t do well. I put to side the funds – this fund did
well and this fund did well and this fund did well, this one didn’t do well. Then I
started seeing a pattern. They were all people who believed in Benjamin
Graham, they were value investors. While their portfolios went down, they
didn’t do anything like the majority of them (some of those mutual funds were
down 50% and 75%). Some of the funds went out of business. One fund was up
100%, the next year it closed. It was just a disaster. The average investor
suffered a great deal. The market went down 48%, the average stock went down
75%. It wasn’t totally the mutual fund’s fault, it was just the environment.
I started noticing that most of these guys who had done a good job were talking
about Benjamin Graham. I started reading everything I could get my hands on
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about Benjamin Graham. Buffett wasn’t that well-known at the time. He had
already been successful, he was leaving the business. The more I read about
Benjamin Graham, the more it made sense to me. Coming out of a Jewish home,
you learn to buy things at a discount, so that made a lot of sense. I remember I
would go and buy a sweater or a shirt and my mom would ask me, “Arnold, did
you get it wholesale?” I said, “No, Mom, I bought it —” She’d say, “Oh no,
you’re thinking like a goy. You’ve got to buy it wholesale.”
When I started hearing about Benjamin Graham, that you’ve got to buy it at a
discount from present value or intrinsic value — that clicked with me, “This
makes a lot of common sense.” I didn’t have an education, but I did have some
basic common sense. I grew up in a home where people talked about business
all the time, so I thought, “If I can buy it cheap enough, it’s going to survive the
market.” I studied everything I could get my hands on and then, coincidentally, I
had a friend of mine who lived in my apartment. He used to like to study the
market, so we’d get together and we used to call each other ‘Tiger.’ He says,
“Tiger, I met a guy that you’ve got to meet. This guy is just phenomenally
successful in the market. He’s the research director of a brokerage firm, and I
told him about you.” He said, “I’ve only met one person that’s more fanatic
about studying stocks than you and that’s him, so I told him about you and he
said, ‘Well, I’d like to meet you.’” He arranged a meeting with us.

“Coming out of a Jewish
home, you learn to buy things
at a discount, so that made a
lot of sense. I remember I
would go and buy a sweater
or a shirt and my mom would
ask me, ‘Arnold, did you get
it wholesale?’ I said, ‘No,
Mom, I bought it —’ She’d
say, ‘Oh no, you’re thinking
like a goy. You’ve got to buy
it wholesale.’”

He was an ardent Benjamin Graham fan; and he sent me on the course. He just
validated what I already thought. He said, “You ought to study this and study
this.” As we got to talking – we had lunch – he gave me a couple of ideas for
stocks and so I’d study the stocks. Then I’d call him up, and I’d be digging into
the company and asking him questions. He said to me one day after I was
drilling him with questions, he said, “Arnold, my god, you really dig into these
companies, don’t you?” I said, “Well, I want to learn.” He says, “I have a
number of other ideas. If you’d like to run them down and do the legwork on
them, I’d be happy to work with you.” I thought, “Geez, that’s great.” Here was
a guy who was knowledgeable, experienced, and successful, and he sort of
became a mentor to me. We started doing research together. He was already
very successful. I was driving an old beat-up car and he drove a brand new
Mercedes and had his own plane.
One day, I’m standing out in front of an apartment building where I just moved
in and I saw him drive by. I said, “Hey, Mark.” He was driving a convertible. He
looks over and says, “What are you doing here?” I said, “I’m living here.” He
says, “I’m just moving in.” I said, “Oh man, that’s great,” so I’d go over there
every night. We’d meet for dinner, we’d talk about stocks. I finally decided I’m
not going to do mutual funds, I’m going to start my own company. I had this
idea to start my own company and I had no money. That was the only problem.
One day I was sitting down with a friend of mine and he had also been a client
of mine. I told him about this dream I had about starting my own firm and he
said, “Arnie, that’s great. I think you could be good at it.” I said, “Oh, thanks,
Bob.” And he says, “Where’s your office going to be?” I said, “I don’t have an
office. I’m working out of my home. I lived in a studio apartment. He said,
“Arnie, you can’t be an investment counselor out of your studio apartment.
Where are you going to bring the clients?” I said, “We could meet for lunch. I
don’t know. I mean I don’t have any place to go.” He says, “You’ve got to get
an office.” I said, “I would love to get an office. I just don’t have the money.”
He says, “How much would it cost to lease a place and furnish an office?” I said,
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“I haven’t thought about it because I don’t have any money. I can barely pay my
own rent.” He said, “Oh no, you’ve got to have an office.” I said, “Bob, I don’t
have any money. You don’t understand.” He says, “No, I do understand. I’ll tell
you what, let’s go back to my office.” I said, “What for?” He said, “I want you
to make a budget, I want you to tell me how much it’s going to cost to start an
office and I’m going to lend you the money.” I was just amazed. Just like that. I
said, “You really mean that?” He says, “Oh yeah, Arnie, it’s my pleasure.
C’mon, let’s go the office.” I went to the office, he pulled out a pad – let’s see,
chairs, furniture, rent. I tried to keep it really low because I didn’t want him to
think I was taking advantage of him. Finally, we came up with about $2,500 –
$500 for rent. Furniture — I bought a desk out of a guy’s garage. He was a CPA,
had an office in the garage. Nice desk for $125, a couple of bookcases for $30
apiece. The $2,500 in today’s money would be about $15,000-$17,000.

“Then I went and looked for
a place to rent… It was
dilapidated, cost 41 cents a
square foot, so this is like
getting a Cadillac for a
Chevrolet price. We were just
really excited.”

Then I went and looked for a place to rent and I had a friend of mine that was an
accountant and we were going to share an office. We both went and looked at
the rent. At that time, Century City was just decimated. There was a big real
estate bust there, and whole buildings were empty. There were buildings,
beautiful, brand new buildings that were empty. I knock on the door of the
leasing agent and I still remember his name. His name was Curtis, he was just a
great guy. I told him, “Look, I want to start this investment company, but I don’t
have much money. Do you have some office that doesn’t have to be the nicest
place in the building, just a little office I’d like to rent?” He says, “Arnie, I’ve
got just the place. This was the executive president of this big company.
Beautiful office with walnut panels and all that.” I said, “Curtis, I couldn’t
afford it.” He says, “Wait, let me show it to you and then you decide.” Anyway,
the rent was $500, which would be about $5,000 a month or something like that
today, so it was a lot of money. My buddy was going to pay $280 because he got
the biggest office, I was paying $220. Then he said to me, “I’m going to give it
to you guys at a price you won’t believe,” so it was 41 cents a square foot. I was
in another building when I was in the insurance business. It was dilapidated, cost
41 cents a square foot, so this is like getting a Cadillac for a Chevrolet price. We
were just really excited.
It took a lot longer to get the business going than I thought and every month I’d
be behind on my rent. I’d knock on Curtis’ door and he says, “What’s up,
Arnie?” I’d say, “I only got about $200 for the rent this month. Can you spot me
until next month?” He said, “Sure, don’t worry about it.” Every month I had to
go to him and tell him, but we always paid him and he was always cool about it.
I stayed in that building for about four or five years and that’s why I named the
company Century. It was Century City in California, so I named it Century
Management. That’s basically how I got started. It was just a dream. That’s all I
had going was a dream, but it was powerful.
MOI: Well, the rest is history, as they say. As I was listening to you, I certainly
can relate, having to talked to a lot of investors who had that fire in the belly …
Van Den Berg: I still have the fire in my belly.
MOI: I’m glad to hear that.
Van Den Berg: You don’t lose that when you’re a value investor. I was giving a
talk to a group of doctors and they asked me — this was when I was 65, I’m 74
now — “What are you going to do when you retire?” I said, “Why would I
retire?” He said, “Most people retire.” I said, “No, no, you don’t understand. I
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go into my office and I pick up dollar bills for 50 cents. I’d rather be doing that
than chasing a little white ball around the golf course in the hot sun. What could
be more fun than picking up dollar bills for 50 cents?” Once you become a value
investor, it’s like an addiction.
MOI: Absolutely. You alluded earlier to your education and self study. You
have no formal education beyond high school, and it’s interesting when we look
at how the world has perhaps changed. When we see value investors who want
to go into the business these days, there is this notion that you’ve got to go to the
right school, that you’ve got to have an MBA, CFA, and so on. Give us a sense
of what the keys were for you. What was critical in your self study?

“One day, I woke up, I
bounced out of bed. I felt so
strong. I said, “I am going to
break my record today. I just
know it.” I called the coach.
I went up that rope, it was
like a dream. It was
effortless… I had a feeling
that it was a breakthrough, a
mental breakthrough.”

Van Den Berg: I have a different view on education because I never had a
formal education, and even in high school I wasn’t a very good student. When I
was going to high school, my main focus was on gymnastics — I was a rope
climber. That was the main focus because I had this obsession. I was very weak
and skinny. I lived in a pretty tough neighborhood — people getting into fights
— so I was self-conscious about my physical strength. The weaker you are, the
more they pick on you. Nobody wants to pick on the guy that’s bad; they always
want to pick on the weak kid. That really bothered me, and so my brother was
going out for rope climbing, and he invited me to the gym one time. I saw these
guys with these big physiques... I thought, “this is what I want to do.” That
became an obsession of mine, and that’s all I focused on.
It took me years to build up my strength because I’d work out two years and
some guy would walk in off the gym and he’d beat me up the rope. I would just
almost go home and cry, I was so discouraged. But something in there told me
to keep going because I was getting stronger. I had an experience that changed
my life, and this relates to education. I didn’t realize what that experience meant
to me until later on when I went to a psychiatrist and he explained what [had]
happened to me mentally.
I wasn’t making any progress, so the coach said, “Arnie, there’s a new style in
rope climbing, and it’s completely different than the way we’re climbing. It’s a
technique, it’s an art form, and if you master that, you don’t need to be as strong,
because it’s part technique.” I thought, “This is great. Where do I learn that?”
He said, “I don’t know it. It’s brand new, but there’s a young guy at Venice
High School, and he has mastered it. He’s the city champion. Go down and
watch him.” I took the bus two or three hours to get there. I got there an hour
early and waited for him. The meet starts and he doesn’t show up. I’m just really
depressed. I went all this time and didn’t see him. All of a sudden, he comes
running in, gets on the rope, shoots up that rope, and I’m just in awe. I was so
worried that I would forget how he did it that I kept playing it in my mind. Then
I’d wake up in the middle of the night because I was worried that I wouldn’t
remember it in the morning. I’d get up in front of the mirror every night and I
would practice the technique, the way you move and so on and so forth.
Within six months I started making tremendous progress. One day, I woke up, I
bounced out of bed. I felt so strong. I said, “I am going to break my record
today. I just know it.” I called the coach. I went up that rope, it was like a dream.
It was effortless. I broke my time way down. The coach had to look at his watch,
he couldn’t believe. I had a feeling that it was a breakthrough, a mental
breakthrough. I said to my coach, “I’m going to be the next Northern League
champion.” He said to me, “Arnie, you’ve made a lot of progress, but there’s a
lot of guys ahead of you.” I was a little embarrassed, but I walked away and
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said, “No, I know I’m going to be it. That’s it.” I set the school record that year.
I won the league — tied for first — and then the next year, every year I won the
league after that. It was just such a turnaround that nobody could believe it. I
even placed in the national AAU, 9th in the nation, and I was in high school, but
this was climbing against seniors in college. That was really the turning point.

“[Conrad Hilton] started
with nothing. He went into
the real estate business; he
lost all his money... Then he
saw a picture of the Waldorf
Astoria, which was just one
of the most amazing hotels.
He took the picture, cut it
out, put it under the glass on
his desk and he wrote upon it
‘The Greatest of Them All.’
Fifteen years later, Conrad
Hilton bought the Waldorf
Astoria.”

Later on, I went through a divorce, and I had a lot of problems, and getting my
business going — depressed. I went to a psychiatrist and I told him this story.
He said, “This can be explained from a psychiatric standpoint. You got that
image in your mind and you played that over into your subconscious. Once it
gets into your subconscious, it programs you into that kind of person.” He said,
“That’s what we teach in sports psychology. We have people visualize what
they’re going to do, and their subconscious helps them.” I never knew about the
subconscious mind. The minute he told me that, I knew he hit a truth. He said,
“If you will do the same thing with your business, the same thing’s going to
happen.” I went home that night, I was on fire. I cleaned out my apartment,
threw out everything, put my desk in the middle of the room. I said, “I am going
to start my business and I am not going to stop until it’s there. No matter what
happens, total commitment.”
I started reading everything about the subconscious mind, and I programmed
myself. I used to hypnotize myself every day for 20 minutes. I learned hypnosis.
I used it on my son for his sports. Tremendous breakthrough. The thing I try to
teach young people is, no matter what it is, if you put it in your mind, and you
visualize, and you see yourself successful, it will make it happen.
If I can take a moment to give you the best example I’ve ever read — Hilton
Hotels. This is an incredible story. This guy [Conrad Hilton] started with
nothing. He used to swim in irrigation ditches when he was a poor kid in New
Mexico. He went into the real estate business; he lost all his money one time
because he was overextended. He was in hock, he borrowed money from a
bailsman to get a meal. Then he saw a picture of the Waldorf Astoria, which was
just one of the most amazing hotels. He took the picture, cut it out, put it under
the glass on his desk and he wrote upon it ‘The Greatest of Them All.’ Fifteen
years later, Conrad Hilton bought the Waldorf Astoria. His sons were
interviewing him and saying, “Dad, how could you be so successful? How could
you have done this? It’s just amazing.” He said, “My dad told me to work hard
and my mother told me to pray hard, and it’s the combination.” They said, “We
know a lot of people that work hard and pray hard. That doesn’t happen.” He
said he couldn’t give them an answer. He said, “I don’t really know.” He said
six months later he was flying to the Waldorf Astoria’s 25th anniversary of the
purchase of the hotel. He said he was sitting there — it still gives me chills — he
was more in awe than anybody there. He knew that he was living a dream. He
says, “This is what had awed me. I realized that I had the answer for my sons. It
all starts with a dream.” And then he talks about how the subconscious mind
guided him, and the rest is, like you say, history.
When you read these kinds of stories — and I have a whole drawer full of them
— I really inculcated my mind. I saw myself as a successful money manager. It
took many years — every month I’d wonder where the next check was coming
from. I’m going to tell you one more interesting thing. I had the faith after a
while that it was going to happen. One day, my wife was doing the budget; she
was doing the bills and she got tears in her eyes. I said, “What’s the matter?”
She said, “Arnie, I see how hard you’re working day and night, and every month
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we get more behind in the bills.” I said, “I know that.” She said, “I’d like to go
to work, help you out and get a job, help you pay the bills.” I said, “No, I’ve
already been to a shrink, and I know if you go to work and the kids don’t have
somebody to take care of them, you’re going to end up like me at a shrink’s
office, or the kids will.” I said, “We’re going to keep it on. Give me one of your
checks.” She said, “What for?” I said, “Give me a check.” I wrote out a check to
my wife Eileen: “$250,000 for something you may like,” and I said, “don’t cash
it this week, but one of these days you’re going to be able to cash it.” About a
year or two years ago, she needed some money and I said, “You mean to tell me
you spent all that money I gave you?” She says, “I still have that check.” I said,
“It doesn’t do you any good because I changed bank accounts, but let me have
it.” I have it framed now. If you put it in your mind — that $250,000 at that
time, I was $20,000 in debt and I was grossing $8,000 a year — there was no
basis, but I had that belief. This is the key to everything.

“When I became a champion
rope climber, everybody
thought I was a natural. I
looked like a natural, but that
wasn’t a natural ability. That
was created. I don’t have any
talent for money
management, that is created.
You create it within you.”

If you’ve got a young guy that wants to start his business, I don’t care about his
education. He’s got to believe that he’s going to do it, and if he believes it, it’s
going to happen. There was recently a book written called The Biology of Belief.
The guy [Bruce Lipton] proved that your belief can change your genes and your
DNA. That’s how powerful belief is. It’s the substance of all religion, and if you
look at anything in my family, my folks getting through a concentration camp,
my mom says it was her faith that allowed her to survive. Belief is important.
They don’t teach that in school. They teach that you’ve got to have an MBA,
you’ve got to do all this stuff. No. William James wrote, “When you tap into
your subconscious mind, it has not only the wisdom of your whole life
experience, but all the wisdom that was ever created. By committing to that
process, you have the ability to tap into that resource.” It’s all through energy,
and so by having a clear picture of what you want to do in life and committing
yourself to it, you can’t miss. Even if you don’t have the talent, the mind creates
the talent for you.
When I became a champion rope climber, everybody thought I was a natural. I
looked like a natural, but that wasn’t a natural ability. That was created. I don’t
have any talent for money management, that is created. You create it within you.
I don’t look at people’s resume — whether they went to the best college or not.
That doesn’t really tell you. It’s [about], does the person have the conviction that
they’re going to stick through thick and thin, that they will stick with it no
matter what happens and never give up? Period. You got that, you’re on.
MOI: When you reflect back, it sounds like there was a point in time when you
were able to gain that conviction. Does that evolve over time? Can people
improve on it? Give us a sense of that dynamic.
Van Den Berg: You have to keep repeating it — affirmations: every day and
every way I’m getting better and better. I have forty years of little articles,
quotes, and excerpts I’ve kept in a file; it’s about 50-60 pages. What I tried to do
was take a concept like Conrad Hilton’s. He wrote it in his book, Be My Guest,
but I got it in four pages, so somebody could get the idea without having to read
the whole book. I’ve got the best that’s ever been said about how to use the
subconscious mind.
You can ask Scott [Van Den Berg] what we did with the subconscious mind. He
was a champion shot putter. He fell out of the ring, and he had a sprained ankle.
The coach and the doctor said, “You’re out for the season.” We had an
important championship nine days later. I said, “Isn’t there something that can
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be done?” The doctor said, “He can’t step on the tendon because it’s going to
ruin it, so I’ve got to put him in a cast.” I said, “Okay, if you put him in a cast,
and he can still shot put.” He looked at me like I was nuts, and he said, “He’s
going to have a lot of pain. When you have a sprained ankle, you push down on
it.” I said, “I’m going to anesthetize him under hypnosis. He ain’t going to feel
anything.” He goes, “Look, I’ll put him in a cast and you handle him from there;
I’m not into that.” Well, we did. We put him in a cast, we went to the hotel. The
next day, before the championship meet, I put him under hypnosis. I kept him
under hypnosis the whole meet, and he went out and won the meet. He threw six
inches from the best he’d ever thrown — under hypnosis with a taped cast and a
sprained ankle. That is the power of the mind.

“The world has changed, but
people haven’t changed, and
the mind hasn’t changed. I
believe if there’s a young guy
that wants to start a business,
if he’s willing to pay the
price, if he’s willing to make
the sacrifice, if he’s willing
to do without some of the
frills people think are
necessary, he is going to
make it. You can’t help but
get paid [if you do good].”

When you see and experience things like that, you become such a strong
believer. It’s like a muscle. You don’t have it at first, you’ve got to practice it,
and you’ve got to believe it. Then when you start experiencing it... I can tell you
stories. Just an example to give you: I had a friend call me one day, and he said,
“Arnie, my accountant wants to meet you as a future client.” This was when I
first got started. I said, “Oh great. Who is he?” He said, “He was an accountant.
He’s the auditor of my firm, and he heard me talking to you. I was
complimenting you on your stocks, and he heard me as he walked by, and he
said, ‘Is that your broker?’” He says, “No, I have a friend of mine that’s an
investment advisor.” He says, “I’m looking for one, will you introduce me?”
Long story short, I meet this man. He said, “I have a big CPA firm. I have a lot
of clients and I’m looking for an investment counselor. I want to give you
$50,000 for three years, and if you do a good job, then I’ll recommend you to
the clients.” Here out of the clear blue sky was a man that I would have never
met on my own. I didn’t even know any accountants, and here I meet this guy. I
do a good job for him. Three years later, he starts introducing me to people from
the country club, and all of a sudden, I’ve got an entrée to people I could have
never met based on my social status, my economics, my education, or anything
else. They’re handing me their money because he believed in me. He believed in
the discipline, he watched me for three years.
You say to yourself, “That’s a coincidence.” Well, when you have many
coincidences like this — I can give you stories like that, even the way I met my
wife, same thing — when you start to see these coincidences happen, it builds
faith, and that’s what moves mountains.
MOI: Now when you reflect back, some would say certainly the world has
changed and the investment business has changed, the importance of institutions
perhaps, the disintermediation, various things. Give us a sense of how you think
about that element and how that could affect, let’s say, the more practical things.
Once you have that belief and you have the faith, but certainly the world has
changed a bit, so perhaps you can reflect on how you see that element of it.
Van Den Berg: The world has changed, but people haven’t changed, and the
mind hasn’t changed. I believe if there’s a young guy that wants to start a
business, if he’s willing to pay the price, if he’s willing to make the sacrifice, if
he’s willing to do without some of the frills people think are necessary, he is
going to make it. You can’t help but get paid [if you do good]. There’s no such
thing in the universe. If you serve people and you do a good job, and you love
them and you take care of them like they are your family, there is no way you’re
not going to make it. I don’t care who it is.
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You need a certain level of intelligence, but you don’t need to be very bright. I
don’t consider myself very bright. I never did well in school. I never did well on
intelligence tests. My mother took me to one of the best child psychologists after
the war because I had a lot of problems, and he felt that I was permanently
damaged in the brain because of malnutrition. I almost died from malnutrition. I
always had this image of myself that I wasn’t very smart, and the way I did in
school proved that I wasn’t. But: Once I realized that if you dedicate yourself
and you commit yourself, you can learn anything. I will admit this: whatever I
learn takes me three times as long as anybody else. But if I spend three times as
much time as anybody else, then I’m equal. I can learn it, just give me more
time, more books.
MOI: Let’s talk about also intellectual curiosity. A lot of folks today want
prescriptions for how to invest, and certainly the clients demand categories,
everything needs to be spelled out. Give us a sense of that elusive concept of
flexibility in investing and in life.

“Whenever I read about an
acquisition, I cut out the
article in the newspaper. I’d
get the Value Line or the
Standard & Poor’s sheet,
throw it into a shoebox, and
on the weekend I’d come and
run every ratio…”

Van Den Berg: If you took Benjamin Graham’s basic rules and just modernized
them because things have changed a little bit — it wouldn’t take much change
— they could do very well. Graham felt that with his simple rules, you might
not do extraordinary, but you could do very well, and he proved it many times.
I’ll tell you what really helped me. One day we were talking about a stock, and
there was an acquisition. The company paid a lot more for that stock than I
thought it was worth because I had multiples I’d developed through the Graham
philosophy. I thought, “I wonder what these guys see in this company, because
based on the Graham philosophy, they paid almost 50% more than it’s worth.” I
started studying acquisitions. If these guys in the business — they spent their
whole life in it — if I was going to buy another money management firm, you
know I would know what to pay for it because I’d been in it for forty years and
I’m certainly not going to overpay for it. If I’m willing to pay that much, as a
businessman, I must be able to pay that much and still make money. That got me
to thinking: I’m going to follow every acquisition. Whenever I read about an
acquisition, I cut out the article in the newspaper. I’d get the Value Line or the
Standard & Poor’s sheet, throw it into a shoebox, and on the weekend I’d come
and run every ratio — price to book, price to sales (now we use enterprise value
to sales), price to EBITDA and all that... I categorized all these acquisitions, and
then after a while I had so many, I said, “This was the acquisition price for a
retailer, and this is the acquisition price for a manufacturer.” Then I would
compare it to the Graham philosophy. I added that onto the Graham
philosophy... I would see over many cycles how low the stock would go, but this
is how high it can go, because the ultimate price of a stock is what sophisticated
buyers are willing to pay for it. That usually is about 20% more than what the
stock is trading for in the market.
Now I had an overview, an acquisition file; I called it the Private Market Value
Template. I would take every stock and say, “this is what they paid for it.” I
didn’t figure this out. The other guys did — the people who were buying these
companies. I started to realize that the highest the stock would go in the market
is about 80% of what a sophisticated buyer would pay, because if you can
control the company, you’re willing to pay a little more because you can move
the levers around. That became my sell point. Now I had a sell point that was
about as rich as it can get, 80% of private market value. Then I reduced it,
saying, “How much of a discount do I want to buy this company?” I started
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grouping the companies together and realized that big cap stocks, big
companies, usually the cheapest you’re going to get is about a 50% discount
from private market value, the medium companies about 60-65%, and the small
caps about 75%. Then when I’d get a small cap company, I’d say, “Here’s the
price of the stock. I’m going to buy it. My worst case is going to be 25% of that
private market value.” Then I say, “I’m willing to pay a little bit more because I
don’t want to miss it.” You run a risk of missing it.

“I worked out a ratio: If I
have a company that’s worth
$30 — $36 private market
value — $30 is the sell point.
I look down and see how
cheap it can get. It can get to
about $12. If I buy it at $15,
I’ve got $3 on the downside
and $15 on the upside, so
I’ve got a 5:1 ratio. That
turned out to be a good
ratio.”

I worked out a ratio: If I have a company that’s worth $30 — $36 private market
value — $30 is the sell point. I look down and see how cheap it can get. It can
get to about $12. If I buy it at $15, I’ve got $3 on the downside and $15 on the
upside, so I’ve got a 5:1 ratio. That turned out to be a good ratio. Look what
happens if you pay $17. You’ve got $5 on the downside. You’ve reduced your
reward if you pay $17; you only have $13 on the upside. You divide the $13 by
the $5 and you’ve only got [about] 2.5:1. By paying up a little bit, you take the
reward-to-risk from a 5:1 to a 2.5:1. I learned to be very disciplined. I had the
private market value, I had my worst case, and then I’d buy at no more than 20%
above the worst case, and that gives me 5:1. If I have a midcap, I might go 4:1
and if I have a really great Buffett franchise company, then I would only take a
3:1... It just came about through common sense, watching things in the market.
Any investor can learn this. I do not know more than 4th grade math, but you
don’t need more than 4th grade math to do these calculations. There isn’t
anything when you do a financial statement that would take a lot of math.
Benjamin Graham even said, “Whenever I see formulas that have a lot of
sophisticated math in [them], I distrust [them].” That’s true.
Think about it: An immigrant comes over, starts a business and makes a billion
dollars. Does he know calculus? No. He can barely sign his name, but they make
money. You know why? Because they learn the basic rules of thumb. I have a
hundred different rules of thumb. Scott always tells me, “Dad, one of these days
you’ve got to publish a book called Rules of Thumb.” You don’t need all this
high math, you don’t need all this education. You just need business sense.
I’ll give you something that my mom taught me. As I was graduating, I was
popular and successful in my career in gymnastics, but I did very badly in
school. I was getting worried about what I was going to do with my life.
Everybody was going on to college, and I didn’t want to go to college. I figured
it’s not for me, so my mom says, “Arnold, what’s the matter? You look a little
depressed.” I said, “I’m trying to figure out what I want to do.” She says, “Well,
what do you want to do?” I said, “I want to make some money.” I didn’t have
any money, I was working at a gas station. She says, “Well, why don’t you go
into business?” I said, “Business?” She says, “Yes, there’s only two kinds of
people in the world. There’s the Yekke, and there’s the businessman.” I said,
“What’s a Yekke?” She said, “A Yekke is a guy like your dad. Ask him any
question about history, music, mathematics, religion, philosophy, he can answer.
Can he make any money? Nothing.” She says, “Now you take the businessman.
Take me — do I know about religion, philosophy, music, mathematics? No. Do
I care? No. Do I know how to make money? Yes.” That was my career
counseling. “You want to make money, you go into business.” I said, “That
sounds good.” Then I thought, “What kind of business?” She says, “What
difference does it make? Business is you buy something, you sell it, and you
make a profit.” She says, “I only need three people – the person I’m going to
buy it from, the person I’m going to sell it to, and then me in the middle who
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needs to make some money.” That got me thinking about business, but it wasn’t
until I saw the mutual fund business that I really got hooked. I was looking all
these years for something to go into.
You know how I got into the insurance business? I read this ad, “Start Your
Own Business.” I thought, “That’s for me,” so I went down and interviewed,
and the guy gives me this big pitch about how great the insurance business is.
You build your business (and renewals). I thought, “That’s great,” but I had a
job. I was managing a print shop. I said, “I’d like to try this at night because I’m
not sure I can do this. I have a pretty good job.” The guy says, “You’re going to
work your full-time job and work at night, too?” I said, “Yeah, because I’d like
to work more, and I can learn the business, and if I like it, I can switch.” He
says, “You’re going to be great.” So he set me up. I went knocking on doors,
and after about three months, I got the hang of it, and I was doing better than I
was doing at the print shop, so I quit the print shop. Then I started selling, and as
I started analyzing the insurance business, I thought, “This is not good for the
people — the kind of policies they want you to sell. They make them a lot of
money, but it’s not the best for the people.” So I started selling term insurance,
but in term insurance you don’t make any money. That was another struggle I
had. I was selling term insurance, not making any money... When I got into
mutual funds, I said, “Now I know I’m going to give up the insurance business.
I’m going to go into this,” and then the market collapsed, and here I am. It was a
long, hard journey, but the point is you could do it.
MOI: It’s very inspirational. As I’m listening to you, I’m smiling. Somebody
with your mindset, with your outlook on life and all that’s come before, what do
you still find challenging in investing or business?

“My main happiness comes
from getting better no matter
what it is, whether it’s in
yoga, whether it is in
anything I’m studying,
whether it is in our
business.”

Van Den Berg: First of all, I would have never thought, if you’d asked me in
high school what I loved to do, I loved to read and study. I’d study all the time,
anywhere I’d go. I also have developed a discipline in yoga. I’m a yogi, and I do
yoga almost every day. My main happiness comes from getting better no matter
what it is, whether it’s in yoga, whether it is in anything I’m studying, whether it
is in our business. I love working with my people. We have 42 great employees,
they’re just really committed people.
We have some wonderful clients. I can’t even begin to tell you the clients we’ve
got. I have clients going back 35 years. I have clients that are second and almost
third generations now, so I’ve developed a lot of friendships with people who
really believed in me. Last year I went to a seminar in California and I met one
of my first clients. He’s been with us for 38 years and I hadn’t seen him for 30
years because I’m in Texas, but we talk on the phone, and he is a client of ours. I
hadn’t literally seen him for 30 years. It was just a pleasure to see our old
clientele. I used to meet with every client personally, but as the business grows,
Scott [Van Den Berg] has done a wonderful job of developing a whole team of
people who meet with the clients on a regular basis. They sit down with them,
they review their portfolio, they teach them the principles.
It’s very exciting to work. Sometimes I walk down the hall of the company and I
look around and say, “I feel like Conrad Hilton. I’m living a dream.” This is
what I’ve dreamed about. It doesn’t get any better than this. It’s nirvana.
MOI: Arnie, thank you very much for sharing your time and insights.
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The Manual of Ideas research team is gratified to have won high praise for our investment idea
generation process and analytical work.

“I highly recommend MOI — the thoroughness of the product coupled with the quality
of the content makes it an invaluable tool for the serious investor.”
—TIM DAVIS, MANAGING DIRECTOR, BLUESTEM ASSET MANAGEMENT

“Wonderful.”
—THOMAS S. GAYNER, CHIEF INVESTMENT OFFICER, MARKEL CORPORATION

“We do similar work ourselves.”
—GLENN GREENBERG, MANAGING DIRECTOR, BRAVE WARRIOR CAPITAL

“The Manual of Ideas is a tremendous effort and very well put together.”
—MOHNISH PABRAI, MANAGING PARTNER, PABRAI INVESTMENT FUNDS

“Outstanding.”
—JONATHAN HELLER, CFA, EDITOR, CHEAP STOCKS

“Very useful.”
—MURAT OZBAYDAR, SOROS FUND MANAGEMENT

“Very impressive.”
—SHAI DARDASHTI, MANAGING PARTNER, DARDASHTI CAPITAL MANAGEMENT

“The best institutional-quality equity research to come along in a long time.”
—PAVEL SAVOR, PROFESSOR OF FINANCE, FOX SCHOOL OF BUSINESS

“An extremely valuable resource.”
—GUY SPIER, AQUAMARINE CAPITAL MANAGEMENT

“You are quickly becoming one of my must-read sources.”
—CORY JANSSEN, FOUNDER, INVESTOPEDIA.COM
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