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“The function of the 

margin of safety is, 

in essence, that of 

rendering 

unnecessary an 

accurate estimate of 

the future.”

Ben Graham
2



$60,000 was all the money she had (about 
$450,000 in today’s money).

She was 65, divorced, and losing her eyesight.

With inflation running 10-12%, bonds were a 
concern.

She was understandably nervous about stocks. 
The S&P 500 Index had declined 48% and small 
cap stocks had declined about 75%.

1974 – Mrs. Welch’s Portfolio

3Source: Bloomberg, Century Management. S&P 500 Index 1/11/73 was $120.24 and $62.28 on 10/3/74.



Pricing structure is based on Century Management’s estimates and opinions, is subject to change, 
and cannot be guaranteed.

Sample Company –
We Determine a Pricing Structure

$36 Private Market Value

$30 Sell Point or Intrinsic Value

$22.50 Fair Value

$15 Buy Point

$12 Worst Case
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Price Downside 
To

Worst Case
($12)

Upside 
to 

Sell Point
($30)

Reward 
to 

Risk 
Ratio

Percentage
to 

Downside

Percentage
to 

Upside

$15 $3 $15 5-to-1 20% 100%

$14 $2 $16 8-to-1 14% 114%

$13 $1 $17 17-to-1 7% 130%

$12 --- $18 --- --- 150%

Source: Century Management. Numbers have been rounded. 

Sample Company –
Buying Below the Buy Point
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“Price

determines

return.”

Ben Graham
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Price Downside 
To

Worst Case
($12)

Upside 
to 

Sell Point
($30)

Reward 
to 

Risk 
Ratio

Percentage
to 

Downside

Percentage
to 

Upside

$15 $3 $15 5-to-1 20% 100%

$14 $2 $16 8-to-1 14% 114%

$13 $1 $17 17-to-1 7% 130%

$12 --- $18 --- --- 150%

Source: Century Management. Numbers have been rounded. 

Sample Company –
Mrs. Welch vs. Average Client
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Mrs. Welch Portfolio



We Use Many Methods to Determine 
Private Market Value or Intrinsic Value

Enterprise Value
Compared to:

Price Compared to:

Sales
EBITDA
EBIT

Book
Tangible Book
Sales
Net Current Assets
Operating Earnings
Cash Flow
Free Cash Flow
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We average the 3 lowest years of applicable multiples.



Inflation 

(CPI)

VL 1700 P/E 

Median

S&P 500 P/E 

Median

0-1% 15.80 15.58
1-2% 17.30 17.95
2-3% 16.80 19.21
3-4% 15.15 20.43
4-5% 12.30 14.22

Over 5% 8.00 9.03
Lowest Multiples During High Inflation

11-13% 4.80 6.90

We Track Inflation –
CPI vs. Value Line 1700, S&P 500

1968
To

Today

Source: Bloomberg, Value Line, Standard & Poor’s 
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Month
Inflation

(CPI)

S&P 500 P/E 

Median

January 1973 2.76% 18.9

January 1974 4.93% 12.4

January 1975 11.54% 7.8

History: Inflation of the 70s

Source: Bureau Labor Statistics, Standard & Poor’s. CPI is the Consumer Price Index. 
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“Invest at the 

point of 

maximum 

pessimism.”

John Templeton
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Time Frame: Starting dates vary for individual commodities. For example, gold and silver started in 1951, crude in 
1983, agriculture in 1959, and the CRB Index in 1981. Ending date is March 24, 2017. Based on declines of at least 
25%. Bottom defined as lowest price after 25% decline followed by an increase of 20%. Source: Bloomberg 

Commodity Maximum
Decline

Maximum
# of Days

Avg.
Decline

Avg. # 
of Days

Average Metals -63.6% 389 -37.4% 390

Average Energy -73.4% 184 -38.3% 215
Average 

Agriculture -61.1% 465 -36.9% 413

Average TOTAL 
Commodity -65.1% 365 -37.4% 356

Historical Commodity Price Declines 
-from their Peaks-
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Source: Bloomberg

Sample Company – Tangible Book
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Sample Company – Price

Source: Bloomberg 14



Price
reached
tangible
book value 
5 Times in
27 Years.

Source: Bloomberg

Sample Company –
Price & Tangible Book
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Average number of days in the buy zone is 57.
Average number of days at worst case is 13.



Sample Company –
Price to Tangible Book

Full Value (Sell Zone)
3x Tangible Book

Worst Case (Buy Zone) 0.9x Tangible Book

Source: Bloomberg 16



Risk vs. Reward
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3x Book

1x Book Value

6x Book



“There is comfort to be 
gleaned from the last 57  
years. Through all the 
vicissitudes and 
casualties, as 
earthshaking as the were 
unforeseen, it remained 
true that sound 
investment principles 
produced generally sound 
results.  We must act on 
the assumption that they 
will continue to do so.”

Ben Graham
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The information provided in this report should not be considered a recommendation to purchase or sell any particular security. It should 
not be assumed that the sectors discussed were or will prove to be profitable, or that the investment recommendations or decisions we 
make in the future will be profitable.

Past performance of markets, composites, or any individual securities is no guarantee of future results. The performance of accounts in any 
Century Management (“CM”) strategy may be materially different at any given time. Differences that may affect investment performance 
include strategy type, cash flows, inception dates, historical prices, and fees.

Positions held within each individual account may not be the same from one account to the next. Individual securities may be traded at 
different times as well as receive different execution prices. In addition, individual accounts may be pursuing similar objectives but may 
have different investment restrictions. 

Certain statements included herein contain forward-looking statements, comments, beliefs, assumptions, and opinions that are based on 
CM’s current expectations, estimates, projections, assumptions and beliefs. Words such as "expects," "anticipates," "believes," 
"estimates," and any variations of such words or other similar expressions are intended to identify such forward-looking statements. 

These statements, beliefs, comments, opinions and assumptions are not guarantees of future performance and involve certain risks, 
uncertainties and assumptions, which are difficult to predict. Therefore, actual outcomes and results may differ materially from what is 
expressed or forecasted in, or implied by, such forward-looking statements. 

You are cautioned not to place undue reliance on these forward-looking statements, which reflect CM’s judgment only as of the date 
hereof. CM disclaims any responsibility to update its views, as well as any of these forward-looking statements to reflect new information, 
future events or otherwise. 

Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind, including, without 
limitation, no warranties regarding the accuracy or completeness of the material. 

Century Management is an independent registered investment adviser. If you should have any questions regarding the contents of this 
presentation or wish to receive a copy of our Form ADV Part 2, please contact Century Management. The phone number for Century 
Management’s corporate office in Austin, Texas is 1-800-664-4888 or 512-329-0050. We are located at 805 Las Cimas Parkway, Suite 430, 
Austin, Texas, 78746. We can also be reached and our Form ADV Part 2 can be downloaded from our website at www.centman.com.
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