
As we are nearing our third year of existence as a company, I thought it would be a good idea to 

outline our investment methods to outsiders and visitors in a more condensed document so that 

they wouldn’t have to wade through years of quarterly letters to get an idea of what we do. This 

will also likely be useful to current partners if I haven’t explained anything well enough in the 

past. 

For the most part, people invest to increase their wealth. When investing in stocks (aka 

companies) this occurs in two ways. Firstly, the investor could purchase stocks at a discount to 

their current worth. So for example, if stock of company A is worth $1, they could purchase it 

for $0.50. Secondly, the investor could purchase a stock at fair value in the hope that the value of 

the stock appreciates over time. So they purchase stock of company B at $1 which is currently 

worth $1, but in a year will be worth $1.2, and in two years $1.45 and so on. 

In both cases, the investor is attempting to increase the value of what they own through the 

purchase of companies. In the first case, the investor has purchased a stock at half of its fair 

value and upon purchase, every dollar invested in the stock will have doubled in value to them. If 

they invested $10 in company A, they will now have a stake of ownership worth $20 and have 

just increased their wealth by doing so (regardless of what current pricing may indicate). If they 

invested $10 in company B and the value of company B increases over time, so will the value of 

their ownership stake. Compounding wealth in the long-run depends on increasing the value of 

what you own and you increase the value of what you own primarily through these two 

mechanisms- either it is purchased at a cheap price relative to its value, or its value appreciates 

over time.  

With the purchase of company A at $0.50, you have gained a large profit at the expense of the 

former owner who sold you the stock at that price. You have given up $0.50 in cash for a stock 

worth $1, and the former owner has accepted $0.50 in cash and gave you an asset worth $1. By 

acting as a selective and critical owner of companies, you have increased your wealth through 

the mistakes of others. As private owners of companies, people generally own the same 

companies for much longer and are far more critical of any sale they make to outsiders. It is 

helpful when attempting to maximize one’s wealth through investing in publicly traded equities 

that many owners do not care to act in a prudent manner and in many cases do not feel the same 

as they would owning their own private business. Given that the value of companies worldwide 

increases over time, the average investor will in the long-run receive positive returns regardless 

of the investments they make, but achieving returns above the average requires that you 

capitalize on the mistakes of others. 

The larger the mistakes of other investors, the larger the potential profits become. If owners of 

company A are willing to sell their ownership at $0.25 a share, you would be able to buy twice 

as much ownership with the same amount of cash as before, doubling the amount of stock you 

could purchase as well as doubling your potential profits. If before you could only purchase 1% 

of company A for every $10 million for example, now you would be able to purchase 2% of the 

company for every $10 million you invested. With lower prices you can increase the value of 

what you own much more rapidly and increase your wealth at a faster rate than before. 



The value of stocks change based on the value of the underlying companies. Generally, 

companies increase in value by increasing earnings organically over time. Company B may be a 

good investment even if purchased at fair value if it is able to increase its earnings and value by 

20% a year. Company A may be cheap but may have flat earnings, and if it is not able to increase 

earnings over time it will not increase in value. This means that whenever the disparity between 

price and value for company A is relieved, the investor would have to move their funds 

somewhere else to look for a profit. On the other hand, the investor in company B could hold 

their stock forever as long as it continues to grow at 20% a year and they would experience 

annual returns around 20%. 

You can see this graphically in the two charts below. Even if you pay a bit too much for a good 

company like company B, you will do fine in the long-run as long as you don’t pay an exorbitant 

price, whereas if you pay a bit too much for company A you are certain to do poorly given that it 

is growing at a very low rate. However, the returns you achieve from investing in either one 

depend significantly on the price paid. If you pay the right price for company A, you will do very 

well and if you pay a bad price (somewhere off this chart) for company B you will have to wait 

years or even decades before experiencing a positive return.  

 

 

In theory and all else being equal, the investor would prefer companies which increase in value 

over time. You could be a bit less selective about the price paid and still achieve good returns, 

and you would never have to sell. You could also be comfortable owning as few as 1-3 

companies over a period of decades. Meanwhile, if you invest in cheap companies which aren’t 

increasing in value, you will have to be pickier about the price paid and will have to sell the 

stock after profits are realized.  

In practice however, it is difficult to identify which companies will continue to increase in value 

and it is difficult to estimate how long they can do so for. The sustainability of competitive 

advantage and high returns on capital, the potential for industry disruption, and the potential for 

future demand of the firm’s products all require significant industry and company-specific 

insight and in many cases will be indeterminable. A significant portion of the value of many 

high-growth firms will come from cash flows generated 10+ years in the future and I believe it is 

very infrequently that one can accurately predict the course of events of most companies and 

industries that far down the road, making valuation in many cases impossible. It is also difficult 



to purchase great companies at reasonable prices, and so the investor may have to pay multiples 

of fair value in order to own a great company, which can dilute and in some cases eliminate 

returns. Particularly in recent years, it is extremely rare to have the opportunity to purchase a 

great company at fair value or less. Further, if you do purchase a great company at a fair price, it 

may be years before you have the opportunity to add to your investment at a reasonable price 

once again. Average companies on the other hand, may sell at large discounts to fair value and 

may be easier to identify as well as value. There are also many more average companies than 

great companies, which gives the investor far more opportunity. 

So while we would prefer to purchase assets which organically increase in value over time at a 

high pace, in most cases because of prices available to us we focus on companies which either 

increase in value at a slow pace or not at all. Particularly when working with a small amount of 

wealth as we currently are, it behooves us to take advantage of mispricing in ignored companies 

which may be of average or even below average quality.  

As for how we identify and select each of the companies that we purchase, there is no perfect 

equation or formula that can be used and there will never be one. There are however, two 

primary methods involved in the valuation of most of the companies we own.  

Firstly, the value of the firm’s operations must be analyzed and valued. The value of any firm is 

the sum of the value of its operating assets and its net non-operating assets. Operating assets are 

the assets the firm uses in its operations to produce and sell goods/services. Hopefully, the firm 

either does or will eventually generate earnings and free cash flow from the sale of products, and 

so the value of operating assets are generally determined by the present value of all free cash 

flows they will produce for owners of the firm. This means that the investor must estimate all the 

free cash flows the company will ever generate from selling its products, then discount them 

from the future to the present at an appropriate rate (a rate of return that the owner could receive 

from putting their money to work somewhere else). As free cash flows measure the cash that 

owners have the ability to pocket, and which isn’t needed to reinvest in the firm’s operating 

assets to maintain current levels of production, this is basically the sum of all cash the owners 

will receive from the firm’s ongoing operations. In simpler terms, how much cash will owners 

(stockholders) receive from this company continuing to do what it does? The term net non-

operating assets is the value of assets the firm owns, which it does not need for its operations. 

They generally come in the form of cash, marketable securities (stocks/bonds/deposits/cash 

equivalents), real estate and other which can be used by the firm however they please. These 

non-operating assets are reduced by the firm’s outstanding debts to determine the net amount of 

cash, stocks, and other non-operating assets the firm has. This total firm value equation is 

displayed below. 

Total value of firm = Value of operating assets + value of net non-operating assets 

As you can see, the value of any company depends on both its ability to generate cash as well as 

the miscellaneous assets it currently holds which it does not need to generate cash via operations. 

The firm’s future cash flows of course depend on future events and so an estimate requires an 



analysis and weighting of all relevant factors and is not amenable to any specific equation or 

multiple of earnings. 

Secondly, we own many companies which I believe could be liquidated for a profit, regardless of 

the value of their operations. This means that while using the above method of valuing a 

company, even if the company can’t generate much cash whatsoever, if its operating and non-

operating assets could be liquidated for a profit it may be a worthwhile investment. For example, 

if a company isn’t profitable, or isn’t profitable enough, but I estimate that its property, plant, 

equipment, inventory, receivables, investments and cash could be liquidated for a significant 

profit, then owners would benefit if the firm shut down and paid dividends generated from the 

sale of the company’s assets. 

The liquidation value of any firm is also not amenable to any equation or ratio, given that it 

depends on the nature, marketability, liquidity and fungibility of the firm’s assets. There are 

studies on the average percentage of each asset account (inventory, receivables, PPE, etc) which 

may be received by the average firm in cash via liquidation, but it can vary dramatically by firm. 

For example, while most firms would generally experience a significant shrinkage in the value of 

their property, plant, and equipment account if it were liquidated, there are many cases in which 

that may not happen. For a manufacturing firm selling a miscellaneous and unique product in 

low-demand, it may not even be able to sell its factory at 15% of book value as no other firm 

may be able to use its equipment. On the other hand, there are examples of train operators which 

have been able to sell their rail-cars at only a slight discount from book value as many other 

companies can immediately plug them in and use them on the tracks. The value of assets relative 

to their amount as written on the books also depends on the firm’s depreciation policies and how 

they go about valuing each asset over time. Further, there may be existing assets and/or liabilities 

that cannot be found on the books. In more than a few cases, real estate purchased long ago has 

been fully depreciated while it retains significant value for the company as it has in fact 

appreciated over the years. As with anything else in valuation, proper estimation depends on an 

understanding of the relevant context and details. 

So while there is no single ‘strategy’ or type of company we focus on, we would like to purchase 

companies at low prices relative to my conservative estimates of their ongoing value, liquidation 

value, or both. Sometimes liquidation value is irrelevant to a purchase, sometimes it is the 

primary motive, and sometimes it is an additional bonus. Historically stable and boring 

companies help us protect against future disruptions which may affect my estimates of value and 

of those we prefer the companies which have shown the ability to generate significant cash 

relative to what we pay as well as those which may be increasing in value over time. Historical 

stability is not always a useful indicator of future stability, so the investor’s understanding of 

intangible factors related to the company and industry such as technological change, potential 

future demand of the firm’s products, the potential for industry disruption, and the potential for 

increased competition are all highly relevant factors in valuation which cannot be found in a 

company’s financial statements. 

As noted earlier, purchasing firms which increase in value is helpful in that the passing of time 

does not detract from results as much as it otherwise would. If however, any firm is declining in 



value over time, its losses will need to be factored in to the value of the firm and/or subtracted 

from its liquidation value in order to come to proper estimates. As you may surmise, I am in 

most cases not a fan of purchasing companies which will decline in value, even if they are cheap. 

While you could certainly achieve great returns purchasing assets which decline in value in the 

long-run, it makes it much more difficult and requires the investor to fight against the passing of 

time. 

The lower of the two values that I estimate above will generally be the minimum value of each 

firm as I see it. We will then use our cash to purchase stocks that in my opinion are worth more 

than that cash, and hopefully realize a profit sometime down the road. That cycle is repeated 

many times over decades and in the long-run if we are in fact taking advantage of pricing 

mistakes, we will have grown our wealth at a rate higher than that of market averages. In the 

short-run, stock prices and the returns we experience mean very little to me, but in the long-run 

our returns should be indicative of how quickly we have increased the value of what we own. 

The nature of investment and the variability of short-term stock pricing means that in my opinion 

it is nearly impossible to assess investment performance in any period of less than 5 years. By 

law, I am required to provide updates to investors on a quarterly basis, but given that I feel 

changes in stock prices and our performance in any single year to be irrelevant, finding any 

significance in quarterly performance would make even less sense. 

Thinking about changes in pricing and performance in any single quarter or year would be 

extremely detrimental to our long-term results and lead us a group of investors to make poor 

decisions such as selling when we should be buying and vice-versa. Given that the pricing of 

individual companies and markets as a whole are cyclical, we need a counter-cyclical investment 

policy in order to outperform. This means that by default we will need to be buying when most 

others are selling and selling when most others are buying. As a result it is also impossible to say 

whether any particular year was a good or bad year until further down the road- temporary 

underperformance can drive higher results in the future and vice versa. Given that in our bad 

years we will be making our most profitable investments and after good years we will likely have 

fewer opportunities, analysis of performance in any one year wouldn’t make sense. To carry out 

such an operation, we as a group of investors must have a long-term focus and understand there 

will certainly be periods of time in which we underperform both our expectations and the market 

average. 

Most intelligent investors know they would better off ignoring unrealized losses in periods of 

stock price declines although they may feel as if they are suffering through a temporary loss of 

wealth- while others sell, they remain steady and know they will generally do better than those 

who panic. As noted early in this guide however, periods of lower pricing, whether for certain 

companies or markets as a whole, allow the investor to increase the value of what they own at a 

much faster pace than usual. As active investors, we must not only ignore price declines but be 

willing to act enthusiastically when they occur as they allow us to increase our wealth faster than 

we usually can as long as we are willing and able to continue buying stocks. A profit is made at 

the time a stock is purchased below its fair value and the stock price increase to fair value is only 

a realization of the profit. It takes time for this disparity to close but while it exists and while you 



can increase your investment, you can increase your profits- if it widens, then even better. Unless 

you have purchased companies at too high a price, price drops aren’t indicative of permanent 

losses of wealth and should be seen as a significantly positive event. 

Most commodities and assets do not have intrinsic value, meaning they derive value purely from 

the fact that others are currently willing to purchase them. Oil for example, has no intrinsic value 

in that if people only used renewable energy, oil could plausibly become nearly worthless- it is 

impossible to say what the fair value of any commodity such as oil, lumber or gold might be. For 

such commodities, there is no fair value- the price is just an intersection of what people will pay 

for it and the current supply.  

Companies on the other hand, derive value in and of themselves given that they generate cash. 

Even if nobody else is willing to purchase a stock you own, it still has a calculable intrinsic value 

based on what the company will generate for owners and what each owner’s required returns are. 

This means that for investors in public stocks, you have no need for price increases and generally 

they will be detrimental to your long-run returns in that it will just cost more to increase your 

ownership. This is why if we were in a world in which stock prices never rebounded to fair 

value, it wouldn’t matter at all and actually would be very helpful. The logical outcome of this 

reasoning is that assuming business values remained constant (from what I’ve seen, the average 

value of companies worldwide is nearly always increasing, even in recessions), we would prefer 

if stock prices moved towards 0 at all times. As a quick example, if stock C is worth $5 and its 

value is constant, it is beneficial to you if it is priced at $3, even better if it is priced at $2, and 

best if it is priced at $1. The stock is worth $5 because the company will generate cash per share 

for owners worth $5 to you at this point in time, and it is irrelevant at which price other people 

will buy or sell the stock at. 

Again, this is why analysis of performance over shorter time periods will be illogical and lead to 

poor outcomes. Our success depends on two major assumptions- firstly, that there are often large 

disparities between stock prices and underlying business values, and secondly, that we can 

accurately identify and profit from them. If it is the case that companies are often priced 

incorrectly, which I believe they are, it means stock prices are capable of significant movement 

without any change in business values. For us to profit, most stock price movements would have 

to be meaningless and so to believe changes in stock prices in the short-run have meaning or to 

think they are indicative of changes in the value of what we own would defeat the purpose of this 

company and of us actively investing. This also means that at all times I disagree with the 

market’s assessment of the value of what we own and I do not care at all how the current pricing 

of what we own changes except to the extent that it changes our ability to make a profit. The less 

one looks at stock prices, the better, as the investor needs to be completely detached from current 

pricing in order to perform well in the long-run. 

In Greek mythology, Comus is one of the sons of Dionysus and is a god of excess, anarchy and 

chaos. I found it an appropriate name for the firm given that our best times will be those in which 

panic, fear and confusion are at their peak. Our ability to thrive in chaos and take advantage of 

opportunity left by others will be a prime determinant of our future success. To once again steal 

the Game of Thrones quote, chaos is a ladder and we must be willing to climb it.  



To any current or potential clients, if anything written above was tedious and/or boring to read, 

or if you still have questions then just know to focus on the basic concepts as you will not need 

to know all the details to act as a wise investor and make good decisions. One of the main 

concepts to know is that as prices decline, you can buy more of any company with the same 

amount of cash- you can buy more with less. It is just like a sale at any store we visit, and while 

others will run away from sales we must run towards them. 

Given that all partners have control over the timing of withdrawals and deposits, you will need to 

know this information in order to maximize your money-weighted returns. The performance 

figures we use are time-weighted, which is standard and disregards the timing of inflows and 

outflows of funds and so over any period of time we will all have the same time-weighted 

returns. If however, some theoretical investor is depositing after good years and withdrawing 

during or after bad years, their money-weighted returns would be much lower than our average 

as they would have a much larger percentage of their funds experiencing our bad years than our 

good years. In order to maximize the percentage of your funds which will experience our good 

years, you must be investing more when prices have dropped. The average investment firm 

experiences net withdrawals in bad years, which is why the average investor in an active fund 

experiences lower money-weighted returns than the firm’s time-weighted returns would indicate. 

To maximize your wealth, if you are a client who plans to invest more in the future, you should 

do so during or after bad years and enjoy investing at lower prices. I promise I will be doing the 

same. 

All current and potential investors must understand the importance of those few basic principles. 

We need to maintain a counter-cyclical investment policy in which we are buying while others 

are selling and take advantage of “bad” times to maximize our wealth, we need to assess 

performance on a multi-year basis while disregarding short-term fluctuations as well as the 

emotions and whims of most other investors, and we need to understand that we are playing a 

very long-term game in which we are seeking to own much more years down the road than we 

do right now. By its very nature, attempting to outperform in this game requires a high degree of 

patience, emotional tolerance, and the ability to postpone current results for long-term profits.  


