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Investing Lessons From Mohnish Pabrai

A summary of some core principles
July 12, 2018

Mohnish Pabrai (Trades, Portfolio) is one of my favorite investors to read about, listen to and write
about. The reason | follow him so closely is because he has a way of simplifying investing.

Pabrai is a value investor at heart and, unlike Warren Buffett (Trades, Portfolio), who has modified
his strategy for the modern age by investing in companies that would not usually be considered
value investments, he still buys stocks trading at single-digit earnings multiples. In addition, he is not
afraid to travel the world to find the best bargains.

« Mohnish Pabrai Stock Picks

« Mohnish Pabrai Current Portfolio

« This Powerful Chart Made Peter Lynch 29%
A Year For 13 Years

This is by no means a comprehensive list of everything I've learned from Pabrai, but it is a summary
of what | believed to be his core principles.

Lessons from Pabrai

The first lesson comes from Pabrai's advice on how to find 10 to 100-baggers. In particular, he is
talking about distinguishing the difference between risk and uncertainty and the opportunity
uncertainty can present if you are willing to do the extra research.

"The third one is when the market gets confused between risk and uncertainty. When you find
a combination of low risk and high uncertainty, that combination is usually going to give you a
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Symbol Company Cu';rr?:: Change (%) G(a,,;
FCX Freeport-McMoRan Inc $16.65 -0.64(-3.70%) 22.671°
SYF  Synchrony Financial $32.23 0.73(-2.21%) -4.64%

IEP Icahn Enterprises LP $76.15  1.42(1.90%) 49.52%
CHK Chesapeake Energy Corp $5.21  0.09 (1.76%) -5.1%
PYPL PayPal Holdings Inc $87.70 -1.43(-1.60%)  97.3%
VSAT Viasat Inc $69.55 -0.88(-1.25%) 5.89%
CAT Caterpillar Inc $140.77 1.35(0.97%) 48.98%
CW Curtiss-Wright Corp $122.91  1.09(0.89%) 31.33%

ARIl  American Railcar Industries Inc $41.82 0.29(0.70%) -4.17%

XRX  Xerox Corp $25.33 0.17 (0.68%) -11.56%
Summary -0.19% 23.02%
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Lesson: If you are willing to go the extra mile and look past the noise, you can generate outsized i}
returns. You May Also Like —
Mohnish Pabrai: Low-Risk, High-Uncertainty 100-Baggers
i Mohnish Pabrai’'s Auto Companies Outperforming Global
"If you study any number of entrepreneurs... what you'll find is that they have repeatedly made Competitors =
bets which are low-risk bets, which have high-return possibilities. So they’re not going high Five Tips From Pabrai for Finding 100-Baggers Pt.2 5
. . . . : i " L
risk, high return. They’re going low risk, high return. Five Tips From Pabrai For Finding 100-Baggers Pt. 1 O
Fiat Chrysler: A 5-Bagger Waiting to Happen? o1
This is part of Pabrai's Dhandho Investor strategy. The whole concept of Dhandho is investing with \r BT e
minimal risk in businesses that could have a huge payoff. Otherwise defined as "heads, | win; tails, | L2 L M
earn More
don't lose much," these bets produce the best outcomes with minimal losses since nothing is ever .— —— —
guaranteed in business.
Lesson: Losing is just part of investing, you can only exceed over the long term if your losses are
minimal, but the payoff is asymmetric. Guru News N

US Market Indexes Close Higher on Thursday by Julie Young

"I'm a better businessman because I'm an investor. ... My experiences as a businessman Amazon Shares Soared Over 3% This Week by David
. e . . ; 5 Jackson, MBA
have very direct, long-term positive impacts on me as an investor, because when I’'m looking )
. o X i § ) ) Global Materials Industry Foresees Growth by Yamil Berard
at an investment, | now look at it like the way | looked at my first business...the first thing I'm
. . X 3 . s Cobas Funds Commentary: Investing Against the
looking at is, how can | lose money on this?... The upsides will take care of themselves. It's Consensus by Holly LaFon

the downsides that one needs to worry about... the crossover between entrepreneurship in

investing, and value investing especially, is protecting your downside."
Value Ideas —

Chesley Taft & Associates Lic Buys iShares Core S&P

Similar to the point above, this quote relates to the benefit of having experience as a businessman Small-Cap, Merck Inc, United Technologies Corp, Sells
. . . . Philip Morris International Inc, Comcast Corp, Invesco
and how this can help you to invest. A broad understanding of the business world can help you Senior Loan by insider
understand companies better, as well as the risks and opportunities they may have available. Krueger & Catalano Capital Partners, LLC Buys Enbridge
Inc, NVIDIA Corp, Constellation Brands Inc, Sells LCI
Lesson: The more experience you have, the better. If you're only experienced in one area, stick to Industries Inc, GlaxoSmithKline PLC by insider
your circle of competence. Comprehensive Portfolio Management, LLC Buys Vanguard

S&P 500, Aquantia Corp, iShares Core MSCI EAFE, Sells
Schlumberger, Sherwin-Williams Co, Pentair PLC by insider

First National Bank Of Omaha Buys Broadcom Inc, Cigna

. . . . i ) Corp, Atmos Energy Corp, Sells MB Financial Inc, Education
"Industries with rapid change are the enemy of the investor. Tech businesses, particularly, Rea?ty Trust Inc, ngr{arespCore U.S. Aggregale Bond by

biotech is a problem from that point of view. All industries work with change, but you should insider
ideally be investing in businesses with a low rate of change, not a high rate of change."

More By Rupert Hargreaves —
Investing is hard, so it is always best to make sure the odds are in your favor before making an Warren Buffett's Salomon Experience - Jul 12, 2018
investment. This means understanding each opportunity in depth. In a rapidly changing industry, 10 Factors Needed to Make Money in the Stock Market - Jul
11, 2018

understanding the company, its competitors and what the rest of the sector is doing at the same time

. . . . L To Buy Dividends or Not to Buy Dividends? -Jul 11, 2018
is challenging. It could only be a matter of time before you miss something important. v Y !

Should You Follow Buffett's Advice On Diversification? - Jul
A . . L . . 10, 2018
Lesson: Investing is hard enough, keep it simple by investing in industries with a slow rate of

change.

Guru Interviews —

David Rolfe Is Taking Investing Questions From GuruFocus

You don't make money when you buy stocks. And you don't make money when you sell Users by Holly LaFon

stocks. You make money by waiting. Citigroup: Still a Great Long-Term Investment by Cody Eustice

Thomas Russo: How to Invest in International Consumer
Brands by Bram de Haas

Lesson: Invest for the long term and don't be in a rush to make money. A Propitious Time for the Value Investor by Yamil Berard
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Genius, Simple.' For Einstein, simplicity was simply the highest level of intellect.” A,
PN
You May Also Like —
The last two points are connected. During a talk at Google in July 2014, Pabrai spoke about the Mohnish Pabrai: Low-Risk, High-Uncertainty 100-Baggers
importance of simplicity in investing and why it is never sensible to overcomplicate an investment. Mohnish Pabrai’s Auto Companies Outperforming Global

With every investment you make, it is important you understand the opportunity, risks, rewards and Compefitors

threats. If these are easy to understand, that's great. If not, the risk of something going wrong is too Five Tips From Pabrai for Finding 100-Baggers Pt.2

high. As mentioned earlier, investing is hard enough without having to worry about factors you don't Five Tips From Pabrai For Finding 100-Baggers Pt. 1

understand. Fiat Chrysler: A 5-Bagger Waiting to Happen?

Lesson: Don't be afraid to keep it simple.

"The most important thing is that, before you invest, you should be able to explain the thesis
without a spreadsheet within four or five sentences. Typically | write down those sentences
before I invest, so if | have a conversation with someone you could very quickly explain why
this investment makes sense."

Also check out:
« Mohnish Pabrai Undervalued Stocks
« Mohnish Pabrai Top Growth Companies
« Mohnish Pabrai High Yield stocks, and
« Stocks that Mohnish Pabrai keeps buying
+ Warren Buffett Undervalued Stocks
« Warren Buffett Top Growth Companies
+ Warren Buffett High Yield stocks, and

« Stocks that Warren Buffett keeps buying

About the author:

Rupert Hargreaves

Rupert is a committed value investor and regularly writes and invests following the principles set
out by Benjamin Graham. Prior to his investing and writing career, Rupert was as a proprietary
currency trader. Rupert holds qualifications from the Chartered Institute for Securities &
Investment and the CFA Society of the UK. He covers everything value investing for ValueWalk

and other sites on a freelance basis.

Visit Rupert Hargreaves's Website
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