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Berkshire’s Performance vs. the S&P 500

1A 7575 /R SR 500 35 Hxf bR

Ay v A R BRI | AR A R BRI T | AR 500 FR 4 FHXTAZ )
[ER %) NER e R ) I3 AR Z)) (2)-(4)
1965 23.8 495 10.0 13.8
1966 20.3 (3.4) (11.7) 32.0
1967 11.0 133 30.9 (19.9)
1968 19.0 77.8 11.0 8.0
1969 16.2 19.4 (8.4) 24.6
1970 12.0 (4.6) 3.9 8.1
1971 16.4 80.5 14.6 1.8
1972 21.7 8.1 18.9 2.8
1973 4.7 (2.5) (14.8) 19.5
1974 55 (48.5) (26.4) 31.9
1975 21.9 25 37.2 (15.3)
1976 59.3 129.3 23.6 35.7
1977 31.9 46.8 (7.4) 39.3
1978 24.0 145 6.4 17.6
1979 35.7 102.5 18.2 175
1980 19.3 32.8 323 (13.0)
1981 31.4 31.8 (5.0) 36.4
1982 40.0 38.4 21.4 18.6
1983 323 69.0 22.4 9.9
1984 136 2.7) 6.1 75
1985 48.2 93.7 316 16.6
1986 26.1 14.2 18.6 75
1987 195 46 5.1 14.4
1988 20.1 59.3 16.6 35
1989 44.4 84.6 31.7 12.7
1990 7.4 (23.1) (3.1) 105
1991 39.6 35.6 305 9.1
1992 20.3 29.8 76 12.7
1993 14.3 38.9 10.1 4.2
1994 13.9 25.0 13 12.6
1995 43.1 57.4 376 55
1996 318 6.2 23.0 8.8
1997 34.1 34.9 33.4 0.7
1998 48.3 52.2 28.6 19.7
1999 05 (19.9) 21.0 (20.5)
2000 6.5 26.6 (9.1) 15.6
2001 (6.2) 6.5 (11.9) 5.7
2002 10.0 (3.8) (22.1) 32.1




2003 21.0 15.8 28.7 7.7)
2004 105 43 10.9 (0.4)
2005 6.4 0.8 4.9 15
2006 18.4 24.1 15.8 2.6
2007 11.0 28.7 55 55
2008 (9.6) (31.8) (37.0) 27.4
2009 19.8 2.7 265 (6.7)
2010 13.0 21.4 15.1 2.1)
2011 46 @.7) 2.1 2.5
2012 14.4 16.8 16.0 (1.6)
2013 18.2 32.7 32.4 (14.2)
2014 8.3 27.0 13.7 (5.3)

RS 19.4% 21.6% 9.9%

1965-2014

B 751,113% 1826163% 11,196%
1964-2014

WLWT: 1965 4FH1 1966 E({IMA4EHEILE H W% 9 H 30 H, 1967 4E47 15 4 H, #uk4 12 H 31 H, Ak
AN H DAEARIR] . 1979 4FTFIR 23 vhHE N SRAAR IS 23 7] LA BV ST A A 2 S UE 2 IR T (8, 17
S VRE DS AT 0 0 g S e A iAot B3, A Se A /K 1978 AR s 1 20l w2 US55 vHE DU
PSR BRIELAAL, T 49 R R B ATV 5. bR 500 REAZ SR BT AR, 10 54 /K I Es
IBE W AR — AN U T A R I A R b7 500 Fa50rkst, IHFEEAAHBINBI, 7EdRT 500 =]
W IEMES, oS n AR 500, 7EFRIF 500 4 Sy, LRk EbaY 500 a4, £E
K, BEGIERE S EUS AR IR R TR A 3 .

Notes: Data are for calendar years with these exceptions: 1965 and 1966, year ended 9/30; 1967, 15 months
ended 12/31. Starting in 1979, accounting rules required insurance companies to value the equity securities they
hold at market rather than at the lower of cost or market, which was previously the requirement. In this table,
Berkshire’s results through 1978 have been restated to conform to the changed rules. In all other respects, the
results are calculated using the numbers originally reported. The S&P 500 numbers are pre-tax whereas the
Berkshire numbers are after-tax. If a corporation such as Berkshire were simply to have owned the S&P 500 and
accrued the appropriate taxes, its results would have lagged the S&P 500 in years when that index showed a
positive return, but would have exceeded the S&P 500 in years when the index showed a negative return. Over the

years, the tax costs would have caused the aggregate lag to be substantial.
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To the Shareholders of Berkshire Hathaway Inc.:
BUATIAT IR PR A F I AR «

Berkshire’s gain in net worth during 2014 was $18.3 billion, which increased the per-share
book value of both our Class A and Class B stock by 8.3%. Over the last 50 years (that is, since
present management took over),per-share book value has grown from $19 to $146,186, a rate of
19.4% compounded annually.*

2014 FEAA A /R HEIE I T 183 23678, AW A AN B SRIBLIBEBK I (i 1 1<
8.3%. fEid 2 1) 50 4 (RIBLAEA B2 _EAELLK), 2wl BE BRI A 19 SETCHE 4= 146186
KT, FHEEWKRITE R 19.4%. ¥

During our tenure, we have consistently compared the yearly performance of the S&P 500 to
the change in Berkshire’s per-share book value. We’ve done that because book value has been a
crude, but useful, tracking device for the number that really counts: intrinsic business value.

In our early decades, the relationship between book value and intrinsic value was much closer
than it is now. That was true because Berkshire’s assets were then largely securities whose values
were continuously restated to reflect their current market prices. In Wall Street parlance, most of
the assets involved in the calculation of book value were “marked to market.”

ERGE T ZAT I ), FRATUAR LA LA 500 H8 55045 AR AT F AV o A5 2K B JI M T A7
{H, MDA T B b A s SRR, (HRE S VR A W N AE M AT T ERER T bR AEAS
HZHT- WIS A, 2w IR e AR Z 8o =244 B W 22 JLRRE T,
SRR Se Ay R IR 23 B 7 82 v BN S N G 2 B T A WHiE S« AEHR/RBTHLAY, A7 oK %8
7 TR VTS S R R AR

Today, our emphasis has shifted in a major way to owning and operating large businesses.
Many of these are worth far more than their cost-based carrying value. But that amount is never
revalued upward no matter how much the value of these companies has increased. Consequently,
the gap between Berkshire’s intrinsic value and its book value has materially widened.

WA ) B 5 A T AT B R R A o L8 S B e i T AR I I S P 2 A
Pl EAE XN EIRT T 2 K827, L B8 U E AR ) B R AR vy
IRZS B R A AE B BN DK A7 (B2 T PRI ) LR K

With that in mind, we have added a new set of data — the historical record of Berkshire’s
stock price — to the performance table on the facing page. Market prices, let me stress, have their
limitations in the short term. Monthly or yearly movements of stocks are often erratic and not
indicative of changes in intrinsic value. Over time, however, stock prices and intrinsic value
almost invariably converge. Charlie Munger, Berkshire Vice Chairman and my partner, and |
believe that has been true at Berkshire: In our view, the increase in Berkshire’s per-share intrinsic

Vs ASCITR IR A SRR, B RN MR A 2Kk 1/1500.
*All per-share figures used in this report apply to Berkshire's A shares;Figures for the B share 1/1500th of those
shown for A.



value over the past 50 years is roughly equal to the 1,826,163% gain in market price of the
company’s shares.

T, FATIEE U ISR R TP S ORI, R e A AR IR R D s AR S
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The Year at Berkshire
R IRA FE—ERI

It was a good year for Berkshire on all major fronts, except one. Here are the important
developments:

FERL L4, AR A RAE LT P TS T AME S XA —Abfildh. B Risgin
I

Our “Powerhouse Five” — a collection of Berkshire’s largest non-insurance businesses — had a
record $12.4 billion of pre-tax earnings in 2014, up $1.6 billion from 2013.* The companies in
this sainted group are Berkshire Hathaway Energy (formerly MidAmerican Energy), BNSF, IMC
(I’ve called it Iscar in the past), Lubrizol and Marmon.

A ve A /R N B KRR AR, B “5R TS, 75 2014 443 T Q1) sid 5k /) 124
1CFTCBRTRNE®, 5 2013 4EHE N 16 145570, IX58 77 78 A HAA A A 5075 K « TS BEd 24
(R 5 4 SEAEUR) . BNSF. IMC(A A B FRIL N ISCAR). i 3 A1 5245 1

Of the five, only Berkshire Hathaway Energy, then earning $393 million, was owned by us a
decade ago. Subsequently we purchased another three of the five on an all-cash basis. In acquiring
the fifth, BNSF, we paid about 70% of the cost in cash and, for the remainder, issued Berkshire
shares that increased the number outstanding by 6.1%. In other words, the $12 billion gain in
annual earnings delivered Berkshire by the five companies over the ten-year span has been
accompanied by only minor dilution. That satisfies our goal of not simply increasing earnings, but
making sure we also increase per-share results.

FERX TR 2T, RAEELAH 3.93 (43T 7O /R « WS T REVE A w0t AR A AE
ER ) “Z R 7 o FA T F AL O 0 7 SRR = 50N TE R, ZENSUE 5 1.5 BNSF
I, FRAVHILE AT T 70%HIBOEET, IR AR oA IR IR AT S Rk ks
AR KT 6.1%. 52, AnAEZ NIRRT A ARG T4 120 143£ T8I IR,
B2 W] H A I T WD A e o SX R S5 A RS AT H AR BIANCEE G i R 1k 5
A, iy ELAE AR B W

If the U.S. economy continues to improve in 2015, we expect earnings of our Powerhouse
Five to improve as well. The gain could reach $1 billion, in part because of bolt-on acquisitions by
the group that have already closed or are under contract.

WER I PR 2015 4E4REEE 5, AR A “9m )y T KA HUR 4R ST 1

i BRAES A, ASCRME TR R BUE A T R BOR B BT .
* Throughout this letter, as well as in the “Golden Anniversary” letters included later in this report, all earnings are
stated on a pre-tax basis unless otherwise designated.



BT RPN CSEBANEAEEATH “Absmfl oK B LN SR G A 8L F) 10 125806,

Our bad news from 2014 comes from our group of five as well and is unrelated to earnings.
During the year, BNSF disappointed many of its customers. These shippers depend on us, and
service failures can badly hurt their businesses.

2014 A SR Bk X R ) T, S EATER. /it %4, BNSF kS 212
VR X IE AR ML AR A R TR L OIS, BRI 2R Is R A E 0 L g%

BNSF is, by far, Berkshire’s most important non-insurance subsidiary and, to improve its
performance, we will spend $6 billion on plant and equipment in 2015. That sum is nearly 50%
more than any other railroad has spent in a single year and is a truly extraordinary amount,
whether compared to revenues, earnings or depreciation charges.

F)HATA 1k, BNSF AR AN A /R ARG A, hEcE s E RN, &
ATTHEAE 2015 FEFEN 60 14370, LA HVBR IR 48 AV B AR BE BN g S de e AURE 3T 50%,
BRI TE 1 NN BRI A DA T 25 A T L R R, XRS5 AT

Though weather, which was particularly severe last year, will always cause railroads a variety
of operating problems, our responsibility is to do whatever it takes to restore our service to
industry-leading levels. That can’t be done overnight: The extensive work required to increase
system capacity sometimes disrupts operations while it is underway. Recently, however, our
outsized expenditures are beginning to show results. During the last three months, BNSF’s
performance metrics have materially improved from last year’s figures.

IR EAFERARGIC RS, MBS RAFEo 5 RS E 125 Rl (B, (H AT TR
iy )P RERF R B IR 55 K HERR T AT ASE K o IR RAE — 5 — A 2 ) BRI @ TR T
FEAE S o S BB HIEAT . HATBEHE, 0 ERER R RNAEIE ] O] W R . BNSF 2
iR 2 I E B B T LT R G

Our many dozens of smaller non-insurance businesses earned $5.1 billion last year, up from
$4.7 billion in 2013. Here, as with our Powerhouse Five, we expect further gains in 2015. Within
this group, we have two companies that last year earned between $400 million and $600 million,
six that earned between $250 million and $400 million, and seven that earned between $100
million and $250 million. This collection of businesses will increase in both number and earnings.
Our ambitions have no finish line.

FAIIHA 11 22 AN ARORIG SARNMEAE L AF RILSRAT 51 4430, 5] 2013 4EH 47
eI TR . SR 98y T RAL, ok E X se Al i) R B A B2 7E 2015 R4k
Ko FEXEMF, FMERMIWEFIE 4124-6 10.370; BNKMWEFILE 2.5 14-4 105755
FAEHKBEANE 114-2.5 10370, BERAMY B A RIACK G 1K o IX AL A Rl I A 28
M.

Berkshire’s huge and growing insurance operation again operated at an underwriting profit in
2014 - that makes 12 years in a row — and increased its float. During that 12-year stretch, our float
— money that doesn’t belong to us but that we can invest for Berkshire’s benefit — has grown from
$41 billion to $84 billion. Though neither that gain nor the size of our float is reflected in
Berkshire’s earnings, float generates significant investment income because of the assets it allows



us to hold.

R vE A R IR R ORI VA 2014 AFEAREESEIN T AR DR A , IR 232 13 AERFF AR DR A
FI, BEAMRBSFEAE BF e B AR SR fEid 2 12 AEI TR L, AT DR IS A7 B e FASE A
410 {2 TCHI KA 840 123670, RVE XTSI IT A BUFATEA F], HIRATHR LBk
Ay A IR BIE B o JVETRAF B8 0 B ONURASE TF AN AN s A ZR IR, AL DRI AF B8 48
(A AE B AT FRAN TR AT K 58 7 I 7 AR WA B Wi

Meanwhile, our underwriting profit totaled $24 billion during the twelve-year period,
including $2.7 billion earned in 2014. And all of this began with our 1967 purchase of National
Indemnity for $8.6 million.

I, FRAIAE 12 SEESEHL T 240 ALICTCRIAREREA], G 2014 SESEHLI 27 {455 TC.
T —Y) 1 I il A A 1E 1967 41 LA 860 J7 36 Tkt [l FREIRE A2 AR 58 2 ] (RO o

While Charlie and | search for new businesses to buy, our many subsidiaries are regularly
making bolt-on acquisitions. Last year was particularly fruitful: We contracted for 31 bolt-ons,
scheduled to cost $7.8 billion in aggregate. The size of these transactions ranged from $400,000 to
$2.9 billion. However, the largest acquisition, Duracell, will not close until the second half of this
year. It will then be placed under Marmon’s jurisdiction.

FEFRANA BT B I E AL O [RIIN, FRATTAVE 22 1A R S AN ZE T RE “ Kb sl
W7 o RAFERXTT I ECRIC R . FATIBET T 31 TR RIS NS, TTHREBE S AURE A
78 {030, IXLETFIAT Sy (R B IARAE 40 J7 36T 29 AL TuAEE . HIL BRI — I
W, B <e 9 - (Duracel )l 58, TiivH B85 A 4F R 24E A T 5E . Duracell 7EWUW 58 15
KA AL A

Charlie and | encourage bolt-ons, if they are sensibly-priced. (Most deals offered us aren’t.)
They deploy capital in activities that fit with our existing businesses and that will be managed by
our corps of expert managers. This means no more work for us, yet more earnings, a combination
we find particularly appealing. We will make many more of these bolt-on deals in future years.

AN A A ROl HEG RS PO I B E L i A B . X EEIf
XSG NS R L S IRATRI LS BCE, IR R AT L4 B B A o X
M FATTC T KB S B B S BT IR AG B A [, T XA A R AR FA I FRATT AL SR I L
B FEARK, FATHELRSETT & B s IF I .

Two years ago my friend, Jorge Paulo Lemann, asked Berkshire to join his 3G Capital group
in the acquisition of Heinz. My affirmative response was a no-brainer: | knew immediately that
this partnership would work well from both a personal and financial standpoint. And it most
definitely has.

PIAEZ R, IR K58 R k-1 % -8 € (Jorge Paulo Lemann)#siiifi15e 7y /K2 51 3G %
KA F IR FOE . X RE TN BRI AN REniE, TN ANKRERA
FEIE W S5 E s AR AK AL IRMAA &Y Lo i iS4 R SR RSB e

I’m not embarrassed to admit that Heinz is run far better under Alex Behring, Chairman, and
Bernardo Hees, CEO, than would be the case if | were in charge. They hold themselves to
extraordinarily high performance standards and are never satisfied, even when their results far



exceed those of competitors.

FE AL THARIN,  th HFACEEAR (Alex Behring) Ml 5 30T DL/K 44 2 -#30r (Bernardo
Hees) 5 R4 Bl 5 [RAR H 208 e 4p o L AR LR o RIS A AT ] F) b ozt g B R A5, AT
ety A CBE T ARHEIE HAAS B o

We expect to partner with 3G in more activities. Sometimes our participation will only
involve a financing role, as was the case in the recent acquisition of Tim Hortons by Burger King.
Our favored arrangement, however, will usually be to link up as a permanent equity partner (who,
in some cases, contributes to the financing of the deal as well). Whatever the structure, we feel
good when working with Jorge Paulo.

WAEHG S 3G BEALRL A AT LI 55 B NI, Bl e sl I8
EX} Tim Hortons BIIHEZESUE RIMOE FEH o 2R FRATTH BRI 5 208 AL A 7K A SBA BB (34
SRAERLE R B, TR A BB I BE) o (HANE BARIFIA S T, AT 55 52K
Hi-OR 2 RIS AR R 170 %

Berkshire also has fine partnerships with Mars and Leucadia, and we may form new ones
with them or with other partners. Our participation in any joint activities, whether as a financing or
equity partner, will be limited to friendly transactions.

fAFEAR R WA S Leucadia TRFF T RAFHIKFEICR, FA AT X 2L 4k a A £k
PEGS OB IR A AE R R o (HANVE JEAE N ORI 55 8558 3 38 J2 ROBUER B, AT A BT 2 15 1
AT AE 5 R K A 1) o

In October, we contracted to buy Van Tuyl Automotive, a group of 78 automobile dealerships
that is exceptionally well-run. Larry Van Tuyl, the company’s owner, and | met some years ago.
He then decided that if he were ever to sell his company, its home should be Berkshire. Our
purchase was recently completed, and we are now “car guys.”

10 Ay, FAiT22 70N Van Tuyl VAEZRSMES, XM ZA 78 4 iim Hiz g R
U fEAFTAERT, W 5 IZA A TG & b B-E R (Larry Van Tuy) A —Ti2 2. 4
bk U, WERIERABZE L A A, A B S50 se A R o AUBOWAEL ] 4258
B AR “REN" T

Larry and his dad, Cecil, spent 62 years building the group, following a strategy that made
owner-partners of all local managers. Creating this mutuality of interests proved over and over to
be a winner. Van Tuyl is now the fifth-largest automotive group in the country, with per-dealership
sales figures that are outstanding.

P H AR AR FE T /R (Cecil Tuyl) T 62 AF I [R] SR S R (107l A AT TR SR s
eI A RS BN B30 1 55 R B AR BRI AN o SR 1) SRS 5 B 2% 2 W) Nt T 4
)RR Bk Van Tuyl H Fia 4296 58 TRV AE I, B 240 i i) B i i A TP 1)
UTAER, Jeff Rachor iEAffE R HL, XAEIRFARCIEHREFRFEL

In recent years, Jeff Rachor has worked alongside Larry, a successful arrangement that will
continue. There are about 17,000 dealerships in the country, and ownership transfers always
require approval by the relevant auto manufacturer. Berkshire’s job is to perform in a manner that
will cause manufacturers to welcome further purchases by us. If we do this — and if we can buy



dealerships at sensible prices — we will build a business that before long will be multiples the size
of Van Tuyl’s $9 billion of sales.

HAT4236 A 17000 SV 2RHT R » 102855 B P A7 B AR B RS SR04 32 7 ) )
oo AT R PTEA, B ARV A 7 SR e A AR W BE 2 R e R .
RPAME RN — Rl FATRE LA BERAAR LW BE 2 RV 245 7, B AFA TRV a4l
S MBLRE AR PR 278 Van Tuyl R4 90 A2 o 5 A3 bt DU A SR 1S 1

With the acquisition of Van Tuyl, Berkshire now owns 91/2companies that would be listed on
the Fortune 500 were they independent (Heinz is the 12). That leaves 49012fish in the sea. Our
lines are out.

FEWOETERE Van Tuyl 2 J, JARBE R VA A Ak, I8 AfH 5 /R H T CHF A

(W) 500 smANL AR Ul (7 RERIFER). REWRERANTIEAT 490 FKP5HE L
Wl e e, Y Xk

Our subsidiaries spent a record $15 billion on plant and equipment during 2014, well over
twice their depreciation charges. About 90% of that money was spent in the United States. Though
we will always invest abroad as well, the mother lode of opportunities runs through America. The
treasures that have been uncovered up to now are dwarfed by those still untapped. Through dumb
luck, Charlie and | were born in the United States, and we are forever grateful for the staggering
advantages this accident of birth has given us.

2014 4F, FATK T w e v BN T BIAL A 150 1236Tt, R TIH 28
P % . o R 90% 8 IAE T R E P o S IRAT S TT RSN BT, (H AWK
JENUE N L BKIE L AIEAE S o FATRLE, S HORIEAE T 1) SBORRAEE,  H ATRTIT
KA FIRAA WIS RTET, FAA B A AL R AR, AT I R 2 A B

Berkshire’s yearend employees — including those at Heinz — totaled a record 340,499, up
9,754 from last year. The increase, | am proud to say, included no gain at headquarters (where 25
people work). No sense going crazy.

AvEA /R TR, WK 7 IR RS AEN, 53] T 340499 A, XH—4
AU T 9754 N EMCEESIE SR, A m) RV AEOFRIGIN (AR5 B AE 25 ). 1807 A
DR

Berkshire increased its ownership interest last year in each of its “Big Four” investments —
American Express, Coca-Cola, IBM and Wells Fargo. We purchased additional shares of IBM
(increasing our ownership to 7.8% versus 6.3% at yearend 2013). Meanwhile, stock repurchases at
Coca-Cola, American Express and Wells Fargo raised our percentage ownership of each. Our
equity in Coca-Cola grew from 9.1% to 9.2%, our interest in American Express increased from
14.2% to 14.8% and our ownership of Wells Fargo grew from 9.2% to 9.4%. And, if you think
tenths of a percent aren’t important, ponder this math: For the four companies in aggregate, each
increase of one-tenth of a percent in our ownership raises Berkshire’s portion of their annual
earnings by $50 million.

FAPAA A RAT PR 4 YA HRe, WISEEZE. nHnSk, IBM FlE E4H
7o FRATHIRE T 1BM (B Z2(F LA 2013 4RI 6.3% T4 4RI 7.8%), Bhohgk



ATHERT RIS S S BEASSAN &F [RARAT O Rp e EE Bl oy 7 38 e BATAE mT ) SR 2w A RE B LG
B 9.1%HEINEI T 9.2%, 3 [FIz B ELHIM 14.2%88 N5 T 14.8%, 7£ 5 EHRATH)
FEIBEELBI AN 9.2% 88 N2 T 9.4%. LT JTANENG [ 2 b /INERUR A B 224 DU
AV IE BT R B LEBIRE BT 0.1 AN 7 A, R S A /R REEE AT 2 5251 5000 75T
A EE A o

These four investees possess excellent businesses and are run by managers who are both
talented and shareholder-oriented. At Berkshire, we much prefer owning a non-controlling but
substantial portion of a wonderful company to owning 100% of a so-so business. It’s better to have
a partial interest in the Hope Diamond than to own all of a rhinestone.

XPVYZ ANV L 55 B, T BEZ B ) Ak BV E BRI 2o X TR e /- R U, AT
TH LB FHREARNL, WA RLHER K222 3 Prif T2k —n, A%
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If Berkshire’s yearend holdings are used as the marker, our portion of the “Big Four’s” 2014
earnings before discontinued operations amounted to $4.7 billion (compared to $3.3 billion only
three years ago). In the earnings we report to you, however, we include only the dividends we
receive — about $1.6 billion last year. (Again, three years ago the dividends were $862 million.)
But make no mistake: The $3.1 billion of these companies’ earnings we don’t report are every bit
as valuable to us as the portion Berkshire records.

U SR AL SRR 50 Ay 2100 DU R BB R B R AT I L, DU RHR B G Al £E 2014 “E T
PR RS RNE T NAT AT LSRR T IR (AE 2T AL 334436 0T). (HAERAR S,
AN RAFHI LI AR, BIREIRAG T 16 ALFRTTI M LL(=4ERTI 2 202 8.62 12
KLY (HAEMANTIIRN : ARICRKAEALL AR P 1) 31 4236705 AN B AR 5 1) 55 <6 [
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The earnings these investees retain are often used for repurchases of their own stock - a
move that enhances Berkshire’s share of future earnings without requiring us to lay out a dime.
Their retained earnings also fund business opportunities that usually turn out to be advantageous.
All that leads us to expect that the per-share earnings of these four investees, in aggregate, will
grow substantially over time(though 2015 will be a tough year for the group, in part because of the
strong dollar). If the expected gains materialize, dividends to Berkshire will increase and, even
more important, so will our unrealized capital gains. (For the package of four, our unrealized gains
already totaled $42 billion at yearend.)

VU SR Al BT B A ARSI 30 2 A By 1 B e s TR A JRATTAN 9 — 70— L iglt T 48
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Our flexibility in capital allocation — our willingness to invest large sums passively in
non-controlled businesses — gives us a significant advantage over companies that limit themselves
to acquisitions they can operate. Our appetite for either operating businesses or passive



investments doubles our chances of finding sensible uses for Berkshire’s endless gusher of cash.

FAEBE AR B 7 ) 20550, RIERA TR KRB SR BIA BRIk T, X
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I’ve mentioned in the past that my experience in business helps me as an investor and that my
investment experience has made me a better businessman. Each pursuit teaches lessons that are
applicable to the other. And some truths can only be fully learned through experience. (In Fred
Schwed’s wonderful book, Where Are the Customers’ Yachts?, a Peter Arno cartoon depicts a
puzzled Adam looking at an eager Eve, while a caption says, “There are certain things that cannot
be adequately explained to a virgin either by words or pictures.” If you haven’t read Schwed’s
book, buy a copy at our annual meeting. Its wisdom and humor are truly priceless.)

UL, AR BRI BB BT B, PRI B 2 S R AR A
BB . “HERNAR S B, A LB R S A REA R AU, o (I 75 -t
F548i(Fred Schwed)fEVE (& HOUFRELEMRIL? ) TP — B £5-F 175 (Peter Arno) ()35 i, 1]
AR AN S B A A R G, SO A SRS il S B iR LR —
PEAL LA o WEARIREA B AR, FATES B SE. e i S B
TN FE. )

Among Arno’s “certain things,” | would include two separate skills, the evaluation of
investments and the management of businesses. | therefore think it’s worthwhile for Todd Combs
and Ted Weschler, our two investment managers, to each have oversight of at least one of our
businesses. A sensible opportunity for them to do so opened up a few months ago when we agreed
to purchase two companies that, though smaller than we would normally acquire, have excellent
economic characteristics. Combined, the two earn $100 million annually on about $125 million of
net tangible assets.

B TR ) “aE B 7, BN IR T EE PR BRE X BB A A A DL KAl
ERLRE Sy o PRI TN b FATT A7 15 5% 48 B 2 - P 4 3BT (Todd. Combs) FH 28 428 - jal it ) (Ted
Weschler)f5 € /) 22 /A BEIRATT A0 —T00ME 5% o JLAS BT — MR AF RO L 2 LEARAT AT A3 —
s A BATA WO P Mk 55 EARA R RO A o SX 5K EETRATT— RO 8 2 ) IR /)
— 6, RS B K 1.25 443500, Pl 14435 7C.

I’ve asked Todd and Ted to each take on one as Chairman, in which role they will function in
the very limited way that | do with our larger subsidiaries. This arrangement will save me a minor
amount of work and, more important, make the two of them even better investors than they
already are (which is to say among the best).

RESR ZIENZRAE AT — K AR N E G DL, AT H I 5 A
B, R IRAETRA VR 7w hOIEE . XM HEA TR ME T — fUTAE, SRR, L
X AL 28 SR BB S LS5
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Late in 2009, amidst the gloom of the Great Recession, we agreed to buy BNSF, the largest
purchase in Berkshire’s history. At the time, | called the transaction an “all-in wager on the
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economic future of the United States.”
2009 FEIS, fE “RIEIR” BgEH, FAT R ESOEAT R gL Ty &k JEER RS 2 7] (BNSF).
XA TS R D S AR B KR — 2B o I B X AT S TRk “ 4B B 5 35 [ 42 0%

=
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That kind of commitment was nothing new for us. We’ve been making similar wagers ever
since Buffett Partnership Ltd. acquired control of Berkshire in 1965. For good reason, too: Charlie
and | have always considered a“bet” on ever-rising U.S. prosperity to be very close to a sure thing.

FANHR TR FATPR U IEA L Sk —8 . FAE 1965 4F, EEERrA kA mlBOBR 5o /R
FEIRACHOE R AT . [FIRE, MR 7870 OB, A B m RNy, “I7 SRRk B
LA AR R .

Indeed, who has ever benefited during the past 238 years by betting against America? If you
compare our country’s present condition to that existing in 1776, you have to rub your eyes in
wonder. In my lifetime alone, real per-capita U.S. output has sextupled. My parents could not have
dreamed in 1930 of the world their son would see. Though the preachers of pessimism prattle
endlessly about America’s problems, I’ve never seen one who wishes to emigrate (though I can
think of a few for whom | would happily buy a one-way ticket).

WURAME, AR e i) AEId 25 238 Ay, A i T I 56 [E 894 T R D 2 K JRAT 11 K
AR S 1776 AEXFEE— R, AR EAEOHEGE A CRIRET . SIRAIAEZ R, KERA
BB 76 fi. FAVSCRELE 1930 SEER AR AN FBATH L T4 R ITE SR BRI
SO AL - e 5e e 1 M S A7 AE SRR SRR B ol L, JRBAT B ILARAT A EL A A B2
# [ 21 [H A (AR TR BE IS AR S LAY FLAR SR 2 b AT S R L) o

The dynamism embedded in our market economy will continue to work its magic. Gains
won’t come in a smooth or uninterrupted manner; they never have. And we will regularly grumble
about our government. But, most assuredly, America’s best days lie ahead.

AT S AT B IR R RS R 3 BRI BE ) o BEWEREEEL P eir, AR — LK
e NATT2S IS AN HOAR BT . AERASE TCRER AL, SR AR 2 B AT

With this tailwind working for us, Charlie and | hope to build Berkshire’s per-share intrinsic
value by (1) constantly improving the basic earning power of our many subsidiaries; (2) further
increasing their earnings through bolt-on acquisitions; (3) benefiting from the growth of our
investees; (4) repurchasing Berkshire shares when they are available at a meaningful discount
from intrinsic value; and (5) making an occasional large acquisition. We will also try to maximize
results for you by rarely, if ever, issuing Berkshire shares.

FERXMAAIERA T, AP A R LR @R e A R EE R A E OB : (DR
BERANIRZ T A F AR EAIRE ST ()M Ah s IRt — BRI EN & A ()M
FATHR DS R ARG IR AT (4) 1A 58 A /R B KIEAR T A FE U BN BT IR (B s (5) 1
IRFEAT KRB o FRATT3E 22 X T 388 AR s A 7R B b AR R e KAk, AN I il
WA IR Z .

Those building blocks rest on a rock-solid foundation. A century hence, BNSF and Berkshire
Hathaway Energy will still be playing vital roles in our economy. Homes and autos will remain

11



central to the lives of most families. Insurance will continue to be essential for both businesses and
individuals. Looking ahead, Charlie and | see a world made to order for Berkshire. We feel
fortunate to be entrusted with its management.

AT ENE, PR KA TR . — ML 5, BNSF FI ve A 7K « I fE
Y52 WA R AR A 5 [ 285 o s TS AR 10 o AT D VAR A KR 20 K AT ) ol o £R
B TE Ve R AR I JE AN N R HSRAN T Bl o B, A BRI B v A /R U5 K R
Z M FRATTRE 32 AT PR sl A R R IR S

Intrinsic Business Value

ANk N ZEMME

As much as Charlie and | talk about intrinsic business value, we cannot tell you precisely
what that number is for Berkshire shares (nor, in fact, for any other stock). In our 2010 annual
report, however, we laid out the three elements — one of them qualitative — that we believe are the
keys to a sensible estimate of Berkshire’s intrinsic value. That discussion is reproduced in full on
pages 123-124.

AR P P 28 5 2 A FE ANV B, AT TG R R M T VR R v A ZR ISR A AE BB
K% D (FE EARM AR OE ak) . AN, AE 2010 SERJEREARE T, AR T NAE
WA = KR, Hrpz @M, 5P g A TANIX = R EF A B A
AT R NAEMTE IR DG . AHRASTE 123-124 TU5E A 71X M 1HE .

Here is an update of the two quantitative factors: In 2014 our per-share investments increased
8.4% to $140,123, and our earnings from businesses other than insurance and investments
increased 19% to $10,847 per share.

NS AN E RO S 2014 AERRATI R BEE G 8.4% % 140123 ETT,
BR ORI AT 98 2 AR MY 5 A 1 K 19% 225 10847 ST

Since 1970, our per-share investments have increased at a rate of 19% compounded annually,
and our earnings figure has grown at a 20.6% clip. It is no coincidence that the price of Berkshire
stock over the ensuing 44 years has increased at a rate very similar to that of our two measures of
value. Charlie and | like to see gains in both sectors, but our main focus is to build operating
earnings. That’s why we were pleased to exchange our Phillips 66 and Graham Holdings stock for
operating businesses last year and to contract with Procter and Gamble to acquire Duracell by
means of a similar exchange set to close in 2015.

M 1970 4EBIILAE, TRATHIEEIBALTE LA 19%11) 52 5 47 GG, TA T & ) 15 1 F 20.6%.
WK, FEBEJS I 44 SEh, AR SE A AR IB LA AN R B AR vRESRALU A T R G Kt A
JENTET T o BRI AT B 2 9 8 AR RE A A, (H AT T SRS ) e T s R L.
X F A R 4 FRAT 1% 41 Phillips 66 71 Graham Holdings K S sk Biz g b4y, JEimid
FABL T B 238 T P W 4 %7 1 (Duracell),  J5 & ¥54E 2015 SE5ERAL S »

Now, let’s examine the four major sectors of our operations. Each has vastly different balance
sheet and income characteristics from the others. So we’ll present them as four separate businesses,
which is how Charlie and | view them (though there are important and enduring advantages to
having them all under one roof). Our goal is to provide you with the information we would wish to
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have if our positions were reversed, with you being the reporting manager and we the absentee
shareholders. (But don’t get any ideas!)

WAE, EFRATHH A PATZE DU R S AT B ™ SRR AN s A A7 AE ER
Zegto PUIRATREENIVE A UL 570 3, X 2R A AR eIl (BARE
AIEALAR A 7R — AN R bE T AL T EE R AT )

Insurance

REN

Let’s look first at insurance, Berkshire’s core operation. That industry has been the engine
that has propelled our expansion since 1967, when we acquired National Indemnity and its sister
company, National Fire & Marine, for $8.6 million. Though that purchase had monumental
consequences for Berkshire, its execution was simplicity itself.

BRI SS, KRN RIS H 1967 LUK, PREG LSS — B A RS K
F SBT3 2 i FRATT LA 860 J1 3& TG I H Wy National Indemnity A1 National Fire &Marine.
WA T A m R s, BRI R 20 5.

Jack Ringwalt, a friend of mine who was the controlling shareholder of the two companies,
came to my office saying he would like to sell. Fifteen minutes later, we had a deal. Neither of
Jack’s companies had ever had an audit by a public accounting firm, and I didn’t ask for one. My
reasoning: (1) Jack was honest and (2) He was also a bit quirky and likely to walk away if the deal
became at all complicated.

FRAI A A --3X 1 2228 ) ) S B A2 BB 2R AN B - PR A TR s (Jack: Ringwalt) ke 21 JR ) Jp A4 55 3%
AR AR, 15 2 ERATIE 8. Al a A AN AR R o, 3R
WBA RSB AT 25K . X2 DB FOE ML, 2) i Rl fe i T S 1,
AT BEL X TBETAS S o

On pages 128-129, we reproduce the 11/2-page purchase agreement we used to finalize the
transaction. That contract was homemade: Neither side used a lawyer. Per page, this has to be
Berkshire’s best deal: National Indemnity today has GAAP (generally accepted accounting
principles) net worth of $111 billion, which exceeds that of any other insurer in the world.

(TE5C AR Y 128-129 U1, FRATEH T HEMBA G WIWELZIZFEER T, X
TR IR o XA Sy i A0 s A IR — 2848 5y, 424 41k National Indemnity 1)
S ] 2 VHAE N (GAAP) L £ 1110 122676, MR T ARR AT — KRG A H .

One reason we were attracted to the property-casualty business was its financial
characteristics: P/C insurers receive premiums upfront and pay claims later. In extreme cases, such
as those arising from certain workers’ compensation accidents, payments can stretch over many
decades. This collect-now, pay-later model leaves P/C companies holding large sums — money we
call “float” — that will eventually go to others.

DR S NI T AN R — A F 2 Jor DR R ks ) < o ORES: 28 m) ] SECCER B, AR
Ja SRR 4 o AEMIm AR DL T, EeIn T, ORES  W] SO R RF S B T RES B TR A
PSR A I R R ST LR ORI 2 W R, At T iE VR 4.
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Meanwhile, insurers get to invest this float for their benefit. Though individual policies and
claims come and go, the amount of float an insurer holds usually remains fairly stable in relation
to premium volume. Consequently, as our business grows, so does our float. And how we have
grown, as the following table shows:

2 w) R AT AT BB AR BOR RS o S NORERAL T AR AR KPR A, (HE Rk
VAT A RS0 5 R o3 MR 2l ORATFAH O A O EL o RIS ACIYIRA, FRATTHNL 55 R V7 A7 5 8
TRFFFRFEE K . DUR & 1920-2014 4528 7 VA7 4 1 A «

T R A CEEWIE)
1970 39

1980 237

1990 1632

2000 27871

2010 65832

2014 83921

Further gains in float will be tough to achieve. On the plus side, GEICO and our new
commercial insurance operation are almost certain to grow at a good clip. National Indemnity’s
reinsurance division, however, is party to a number of run-off contracts whose float drifts
downward. If we do in time experience a decline in float, it will be very gradual — at the outside no
more than 3% in any year. The nature of our insurance contracts is such that we can never be
subject to immediate demands for sums that are large compared to our cash resources. This
strength is a key pillar in Berkshire’s economic fortress.

ARG, FPAFeit PRI — R A NGFI 7K, GEICO ik
T PR B b 55 718 2 AR B AR R 83 B o National Indemnity (149-FFA5 6 b 25 £ 5 K g o2 5
BUFAFAE T . HEMERATRTZ A T, HdER M 0P, 8% T EASHE 3%.
PRIS MY 25 FRIRF I D T AT BB B B2 05 R AT LA 2 R 3 R A 5 5K o IR A2 A e
A IR KAL) K

If our premiums exceed the total of our expenses and eventual losses, we register an
underwriting profit that adds to the investment income our float produces. When such a profit is
earned, we enjoy the use of free money - and, better yet, get paid for holding it.

IR PR TN T 2 HI AT e 28 B2 AN < RS A, BT DRE AT A DR A o X84 0n 1
AT RIS A7 B L BB o Z3RAF MR I, AT W Al X R R, SEAR )
&, RiEFABRAF B ML G .

Unfortunately, the wish of all insurers to achieve this happy result creates intense competition,
so vigorous indeed that it frequently causes the P/C industry as a whole to operate at a significant
underwriting loss. This loss, in effect, is what the industry pays to hold its float. Competitive
dynamics almost guarantee that the insurance industry, despite the float income all its companies
enjoy, will continue its dismal record of earning subnormal returns on tangible net worth as
compared to other American businesses. The prolonged period of low interest rates our country is
now dealing with causes earnings on float to decrease, thereby exacerbating the profit problems of
the industry.

B, A RES 2w # ARSI — PRI H bR 78 TIESE S S5 1 ik
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As noted in the first section of this report, Berkshire has now operated at an underwriting
profit for twelve consecutive years, our pre-tax gain for the period having totaled $24 billion.
Looking ahead, | believe we will continue to underwrite profitably in most years. Doing so is the
daily focus of all of our insurance managers, who know that while float is valuable, its benefits
can be drowned by poor underwriting results. That message is given at least lip service by all
insurers; at Berkshire it is a religion.

TEANAESR 5 — 70 B Ul RIS, A1 s A /R BILAE LI SE 12 SEAE AR DR B A PR DL Mg E
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So how does our float affect intrinsic value? When Berkshire’s book value is calculated, the
full amount of our float is deducted as a liability, just as if we had to pay it out tomorrow and
could not replenish it. But to think of float as strictly a liability is incorrect; it should instead be
viewed as a revolving fund. Daily, we pay old claims and related expenses — a huge $22.7 billion
to more than six million claimants in 2014 — and that reduces float. Just as surely, we each day
write new business and thereby generate new claims that add to float.

HRTFAFB R AT SE M FATHI N AENE ? A FRATVH AR S A 2R I RIS VA< )R
WA A ot gddst, BB ERA T R B SL A A, MGvEAh R . Ak, WA i A0
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If our revolving float is both costless and long-enduring, which | believe it will be, the true
value of this liability is dramatically less than the accounting liability. Owing $1 that in effect will
never leave the premises — because new business is almost certain to deliver a substitute — is
worlds different from owing $1 that will go out the door tomorrow and not be replaced. The two
types of liabilities are treated as equals, however, under GAAP.

R IR BRI AT B A ieAs HLT LR, I iZ St i ST e i 25 B AR Tt
EWERIME . A 1 370U ENE 552 BARIH B 2R 85 -- NI W R0 2k 2510 1 26
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A partial offset to this overstated liability is a $15.5 billion “goodwill” asset that we incurred
in buying our insurance companies and that increases book value. In very large part, this goodwill
represents the price we paid for the float-generating capabilities of our insurance operations. The
cost of the goodwill, however, has no bearing on its true value. For example, if an insurance
company sustains large and prolonged underwriting losses, any goodwill asset carried on the
books should be deemed valueless, whatever its original cost.
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Fortunately, that does not describe Berkshire. Charlie and | believe the true economic value
of our insurance goodwill — what we would happily pay for float of similar quality were we to
purchase an insurance operation possessing it —to be far in excess of its historic carrying value.
Under present accounting rules (with which we agree) this excess value will never be entered on
our books. But | can assure you that it’s real. That’s one reason — a huge reason — why we believe
Berkshire’s intrinsic business value substantially exceeds its book value.

SEIB I, A IRIFANEIRFE . A BMIFRATAE, FRATTOREG 22 W H R 2 A AE IR 22 5
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Berkshire’s attractive insurance economics exist only because we have some terrific
managers running disciplined operations that possess hard-to-replicate business models. Let me
tell you about the major units.

BT IR G | AR PR IS 22 5 R T A, AR DR AT A 2 BE . AbATT LA™
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First by float size is the Berkshire Hathaway Reinsurance Group, managed by Ajit Jain. Ajit
insures risks that no one else has the desire or the capital to take on. His operation combines
capacity, speed, decisiveness and, most important, brains in a manner unique in the insurance
business. Yet he never exposes Berkshire to risks that are inappropriate in relation to our
resources.

WA, AR L B Ajit Jain BB e AR < IS O ARG AR BT Ajit XA
BN B BT AR KRGS ORISR AESS & T RED . M BERIR T S S,
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Indeed, we are far more conservative in avoiding risk than most large insurers. For example,
if the insurance industry should experience a $250 billion loss from some mega-catastrophe — a
loss about triple anything it has ever experienced — Berkshire as a whole would likely record a
significant profit for the year because of its many streams of earnings. We would also remain
awash in cash and be looking for large opportunities in a market that might well have gone into
shock. Meanwhile, other major insurers and reinsurers would be far in the red, if not facing
insolvency.

Fs b, FATIAERE G XU _Et P AR R PR G 28 W) SR . 28R, A R AR IS L PR
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Ajit’s underwriting skills are unmatched. His mind, moreover, is an idea factory that is
always looking for more lines of business he can add to his current assortment. Last year | told
you about his formation of Berkshire Hathaway Specialty Insurance (“BHSI™). This initiative took
us into commercial insurance, where we were instantly welcomed by both major insurance brokers
and corporate risk managers throughout America. Previously, we had written only a few
specialized lines of commercial insurance.

Ajit (IS RE IO N RE M. A KINE — N EIET) o fh— EAES B BNL S5 I H A
M. L, MR T b SRR Ay 2R < Wt L ML RIS 23 W] (R PR “BHSI” ).
TR BATAN T M ORFS R o FATTAE A SURSZ ZIRAF T 56 [H T BEARB 2 20 M 2 ) U 28 3
AR o

BHSI is led by Peter Eastwood, an experienced underwriter who is widely respected in the
insurance world. During 2014, Peter expanded his talented group, moving into both international
business and new lines of insurance. We repeat last year’s prediction that BHSI will be a major
asset for Berkshire, one that will generate volume in the billions within a few years.

BHSI BLLE 14 450t 45111 4 (Peter Eastwood) 4l T« fth e — A& H LK MAEMN, 1E4
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We have another reinsurance powerhouse in General Re, managed by Tad Montross.
BATEA F— A9 PRI A 7] Gerneral Re, %2> vl 57 -52 45 % i (Tad Montross)
B,

i

At bottom, a sound insurance operation needs to adhere to four disciplines. It must (1)
understand all exposures that might cause a policy to incur losses; (2) conservatively assess the
likelihood of any exposure actually causing a loss and the probable cost if it does; (3) set a
premium that, on average, will deliver a profit after both prospective loss costs and operating
expenses are covered; and (4) be willing to walk away if the appropriate

premium can’t be obtained. A5t -, — MR PRES 2 F] Fr EEE Ay UK . g b2
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Many insurers pass the first three tests and flunk the fourth. They simply can’t turn their back
on business that is being eagerly written by their competitors. That old line, “The other guy is
doing it, so we must as well,” spells trouble in any business, but in none more so than insurance.

VFZ RIS 2 m) #RRE T AT =400, 220 1 28 DU 4% AbAT TGV 4458 40 T IEAE R U
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Tad has observed all four of the insurance commandments, and it shows in his results.
General Re’s huge float has been considerably better than cost-free under his leadership, and we
expect that, on average, to continue. We are particularly enthusiastic about General Re’s
international life reinsurance business, which has grown consistently and profitably since we
acquired the company in 1998.
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It can be remembered that soon after we purchased General Re, it was beset by problems that
caused commentators — and me as well, briefly — to believe | had made a huge mistake. That day is
long gone. General Re is now a gem.
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Finally, there is GEICO, the insurer on which | cut my teeth 64 years ago. GEICO is
managed by Tony Nicely, who joined the company at 18 and completed 53 years of service in
2014. Tony became CEO in 1993, and since then the company has been flying. There is no better
manager than Tony.

BJi, 47 GEICO. GEICO th¥t/e-MrAl(Tony Nicely) s B, fib 18 & i A A w], 2
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When | was first introduced to GEICO in January 1951, | was blown away by the huge cost
advantage the company enjoyed compared to the expenses borne by the giants of the industry. It
was clear to me that GEICO would succeed because it deserved to succeed. No one likes to buy
auto insurance. Almost everyone, though, likes to drive. The insurance consequently needed is a
major expenditure for most families. Savings matter to them — and only a low-cost operation can
deliver these. Indeed, at least 40% of the people reading this letter can save money by insuring
with GEICO. So stop reading and go to geico.com or call 800-368-2734.

13k 1951 4EH — IR Wr i GEICO I, FAZ A wl A T HAB DR IG FSk EOR R BEAAR
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GEICO’s cost advantage is the factor that has enabled the company to gobble up market share
year after year. (We ended 2014 at 10.8% compared to 2.5% in 1995, when Berkshire acquired
control of GEICO.) The company’s low costs create a moat — an enduring one — that competitors
are unable to cross. Our gecko never tires of telling Americans how GEICO can save them
important money. The gecko, | should add, has one particularly endearing quality — he works
without pay. Unlike a human spokesperson, he never gets a swelled head from his fame nor does
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he have an agent to constantly remind us how valuable he is. I love the little guy.

GEICO AL 1% A RS K700 0 0 32 225 K (1995 441 v A /K < e i T
22\ NIE GEICO R, & T4 e 2.5%, 1Ml 2014 FFATM T4 0 8UE 2 10.8%).
GEICO HURMA A T — B 5540 TIVAB )50 . IRATHI S AR “ BELR(Gecko)” ANKN
PAEHL T VRSEE N GEICO W A1 k. AL, Gecko A —Fiik ANy A5 i
B, RV TAEATE ERIM . AMBAEM — D AR F N, AR H R4 Z i &Sk, A
ARBEATETRZ AT TEXEDDAFIK.
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In addition to our three major insurance operations, we own a group of smaller companies,
most of them plying their trade in odd corners of the insurance world. In aggregate, these
companies are a growing operation that consistently delivers an underwriting profit. Indeed, over
the past decade, they have earned $2.95 billion from underwriting while growing their float from
$1.7 billion to $8.6 billion. Charlie and I treasure these companies and their managers.

FATER T = A TER R AR, JATIEH — S HAb RN A A, AATES > #OEAE IR
Wb A A BB RS . BATT S, XU AR AR 4, FRE b AN AR DR . o
L, AT RS AT T 29.5 {236 TCHN,  [RIINEAFEG AN 17 AZ 2670 K21 86 14
FKIt. AHAABAE T A X LN m Ml ATHI 2 N o

(H J3300) AR R4
PRS2 ] 2014 2013 2014 2013
R A R < AR PR S $606 $1294 $42454 $37231
T8 FH PR OR RS 277 283 19280 20013
BURF 53 T AORBS 22 ] 1159 1127 13569 12566
FLAh RIS 2 7] 626 385 8618 7430
$2668 $3089 $83921 $77240
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Simply put, insurance is the sale of promises. The “customer” pays money now; the insurer
promises to pay money in the future should certain unwanted events occur. Sometimes, the
promise will not be tested for decades. (Think of life insurance bought by people in their 20s.)
Therefore, both the ability and willingness of the insurer to pay, even if economic chaos prevails
when payment time arrives, is all-important.

i R, RIS BB AW . “% )7 BUEATER, DRIG 2 w) ki i R R AEA A7
RAREERKE T, S s A . A7 M E R ] §E ) LT EEA = IS — A% )
1520 2% KT — M NFFRES) o Ik, ORI 23 ] AT AV R JER e D AR T, RV e A
AP 2 fa L.

Berkshire’s promises have no equal, a fact affirmed in recent years by certain of the world’s
largest and most sophisticated P/C insurers, who wished to shed themselves of huge and
exceptionally long-lived liabilities. That is, these insurers wished to “cede” these liabilities — most
of them potential losses from asbestos claims — to a reinsurer. They needed the right one, though:
If a reinsurer fails to pay a loss, the original insurer is still on the hook for it. Choosing a reinsurer,
therefore, that down the road proves to be financially strapped or a bad actor threatens the original
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insurer with getting huge liabilities right back in its lap.

B S A IRAEJEAT AW 5 T IE N AT EG, 3K — RAEIE  UAE C I A e Kt DR A A I ™
TREG A AN o IXEE RN R AR AT SRR K I TR AR S g P R R it U, IX 8t
PRI 2~ ) A SR IR Se f fog “HIAL 7 25 PRI AT, DA K 20X S L th T8 LR
Bk Bk, AT DN R AR AR ARG A A REE L, UERTRG 2
Al M. BRI, SR AN EORES A W) B B BB A, 0 AR EE 5ot 22 8 BRI 23 ]
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Last year, our premier position in reinsurance was reaffirmed by our writing a policy carrying
a $3 billion single premium. | believe that the policy’s size has only been exceeded by our 2007
transaction with Lloyd’s, in which the premium was $7.1 billion.

ZA, AT A ik 30 /LT RB IR L, RKBUE T HATEANL el . 3K
HEXAMR I TIRATTE OFE 2007 4E 5 R RYF7IRE A R R, AR D=L 71105 0t.

In fact, | know of only eight P/C policies in history that had a single premium exceeding $1
billion. And, yes, all eight were written by Berkshire. Certain of these contracts will require us to
make substantial payments 50 years or more from now. When major insurers have needed an
unquestionable promise that payments of this type will be made, Berkshire has been the party —
the only party — to call.

Fisg b, JENIE D7 LA 8 IR ANG CR 5 B LR Pl 10 {436 TT. A
AT A R . A B S SR IAT 50 FEL R A SRR . ORI A w5 21X
TR AT AR I, A 5 A5 2 S ME— RE LI A7)

Berkshire’s great managers, premier financial strength and a variety of business models
protected by wide moats amount to something unique in the insurance world. This assemblage of
strengths is a huge asset for Berkshire shareholders that will only get more valuable with time.

AvEA /R R BEN, 5B GRERE ), SVF 2 s 50 5 MU ASE A ORI P T 1T TR
HNA . KL AR E R R, KR 2 0 BARATTA0E IR 76

Regulated, Capital-Intensive Businesses

S B R RN 5

We have two major operations, BNSF and Berkshire Hathaway Energy (“BHE™), that share
important characteristics distinguishing them from our other businesses. Consequently, we assign
them their own section in this letter and split out their combined financial statistics in our GAAP
balance sheet and income statement.

FAT LA PS5, BNSF MHF 5 A5 /R < Wi BEU(BHE), eI IRy 20, 10
R O T AR S5 . Pl FRATHEABA TR & 10058 o Zodls N FATT GAAP H i fiit
AW R P B R, FERXEHE TP ORIk

A key characteristic of both companies is their huge investment in very long-lived, regulated
assets, with these partially funded by large amounts of long-term debt that is not guaranteed by
Berkshire. Our credit is in fact not needed because each company has earning power that even
under terrible economic conditions will far exceed its interest requirements. Last year, for example,
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BNSF’s interest coverage was more than 8:1.

(Our definition of coverage is pre-tax earnings/interest, not EBITDA/interest, a commonly
used measure we view as seriously flawed.)

AT —A> T ZE L ARSI L 32 WA 98 AT KR AR e o IR AE B 20 OO
BT 55 304, ABAN A s /R AR o LR B JE AT EEIRA TR DR HF, RN RIAEAE S
DRIRDLEALIS, eI EARE ) i LA A gt Fen, 255 BNSF HOF BB 2L 8
EE (AT B EAS 2 A 5 SCORBERTCRR LR, AN BT IH SRS BTN A S, R
Ja AL, AHRATREAT A EAL) .

At BHE, meanwhile, two factors ensure the company’s ability to service its debt under all
circumstances. The first is common to all utilities: recession-resistant earnings, which result from
these companies offering an essential service on an exclusive basis. The second is enjoyed by few
other utilities: a great diversity of earnings streams, which shield us from being seriously harmed
by any single regulatory body. Recently, we have further broadened that base through our $3
billion (Canadian) acquisition of AltaLink, an electric transmission system serving 85% of
Alberta’s population. This multitude of profit streams, supplemented by the inherent advantage of
being owned by a strong parent, has enabled BHE and its utility subsidiaries to significantly lower
their cost of debt. This economic fact benefits both us and our customers.

XFBHE &, AMWAPIRRIEA R BT M A5 ST A
P I H AR H W PRI e, Xk B TaX e mlHR AL R SS o 55 AN AT AT H AR
DEOUAAFEFALIUH =4, B2 ARSI 5 T B — A s — DL T
MR B, AR TR 24, AT 30 123 7eiy Altalink, 3278 HL e &
g8, NINERIEAARIL A (Alberta)85% Y A I SR Ik 55 o I 2RI, In_EREA =]
WAEDLH, ik BHE SILAILEV AT TRME B FRAR T 46t XML IRATT 2 "I AR ATH 2
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Every day, our two subsidiaries power the American economy in major ways:

R, BATII X 3 SCHUR AR AE D 56 Bl 22 B4R Ik 2250y )

BNSF carries about 15% (measured by ton-miles) of all inter-city freight, whether it is
transported by truck, rail, water, air, or pipeline. Indeed, we move more ton-miles of goods tha
anyone else, a fact establishing BNSF as the most important artery in our economy’s circulatory
system.

BNSF &40 T 15%I1) Ik i1 [z i & (P A BLvHAY), JToiRd ik Bk, /KB, Miael
JEE . BATLLLART IS K ok, IXil BNSF Fr A 98 H 2GR A6 PR 5o F B ) — 340

BNSF, like all railroads, also moves its cargo in an extraordinarily fuel-efficient and
environmentally friendly way, carrying a ton of freight about 500 miles on a single gallon of diesel
fuel. Trucks taking on the same job guzzle about four times as much fuel.

BT I Bk Is 4, BNSF R AtmBOAMRII S Yiskn, 1 hnGienfers—mity
Prizki 500 Je i RASERAIRE AR S5 ZHHAT 4 R REk.

BHE’s utilities serve regulated retail customers in eleven states. No utility company stretches
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further. In addition, we are a leader in renewables: From a standing start ten years ago, BHE now
accounts for 6% of the country’s wind generation capacity and 7% of its solar generation capacity.
Beyond these businesses, BHE owns two large pipelines that deliver 8% of our country’s natural
gas consumption; the recently- purchased electric transmission operation in Canada; and major
electric businesses in the U.K. and Philippines. And the beat goes on: We will continue to buy and
build utility operations throughout the world for decades to come.

BHE A3V I H AE 11 MM FAE IR BUIRST . BB A Sk A =] 1 ik 551
Hlfe e . mH, FATEAER AR ESER: AN HERTIT, BHE fft 736
6% XL fE A F B FT 79K e Hi i . BRItk 4h, BHE A PISCETE, BHiXAMEH K 8%
AIRIR A A BB I NS R e iy w), B AR S R SEA R AR A ) o AT
M REAE AR R AR R it B 22 (1 A SE Rk I H

BHE can make these investments because it retains all of its earnings. In fact, last year the
company retained more dollars of earnings — by far — than any other American electric utility. We
and our regulators see this 100% retention policy as an important advantage — one almost certain
to distinguish BHE from other utilities for many years to come.

BHE 2 it LAREMGIZ AL, PN ERemAF T A WL FisL b, L4F BHE Bifr 7 2,
M H HAKE, HSE EUEAT— K AL m AL 2 o JATTAIERATHIBUR AT TIA A IX
Tt B A7 2 BB (retention policy) LA IR KA. Xt il BHE 26 AKEAE W AEAT Mk A8
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When BHE completes certain renewables projects that are underway, the company’s
renewables portfolio will have cost $15 billion. In addition, we have conventional projects in the
works that will also cost many billions. We relish making such commitments as long as they
promise reasonable returns — and, on that front, we put a large amount of trust in future regulation.

i BHE 58RI L8 H TR g i) A LGV H I, 2w A AR BRI BT 4 AR 4k 2% 150
fe370. Mk, FATEA AL GEI H MEEAE I B0 0. HELEATHEARK RESRAT 5 B
an, FAVR TG IXSERN . 1 H.,  F AR KA BURFE AR5 A (5 L

Our confidence is justified both by our past experience and by the knowledge that society
will forever need massive investments in both transportation and energy. It is in the self-interest of
governments to treat capital providers in a manner that will ensure the continued flow of funds to
essential projects. It is concomitantly in our self-interest to conduct our operations in a way that
earns the approval of our regulators and the people they represent.

TATHAF L —J7 R B THA T 2 A5, 10K B T A A AL 2o Al A eI KA
AR K . BOR TS GRS E AT EINH , XBUF E S WAR . F, X H $een
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Last year we fully met this objective at BHE, just as we have in every year of our ownership.
Our rates remain low, our customer satisfaction is high and our record for employee safety is
among the best in the industry.

FAE—WIER, A /R I fEIR(BHE) 5e A8 2 7% HAx, AT 2% —HARK,
FATHY 2 P AR s FRATTA D3 TORBE AT P e Y
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The story at BNSF, however — as | noted earlier — was not good in 2014, a year in which the
railroad disappointed many of its customers. This problem occurred despite the record capital
expenditures that BNSF has made in recent years, with those having far exceeded the outlays
made by Union Pacific, our principal competitor.

BNSF (fi1 R Wb EIA Bk Iz fy A w1 ) 7 A O, B3R Airdeid i) —FE, 2014 4£3%
PIFALE, X ERSRERATAS R 2 R 8, U BNSF I LAE A BEA SCH B 28 5% 7 i
G L ST TR AR R A T

The two railroads are of roughly equal size measured by revenues, though we carry
considerably more freight (measured either by carloads or ton-miles). But our service problems
exceeded Union Pacific’s last year, and we lost market share as a result. Moreover, U.P.’s earnings
beat ours by a record amount. Clearly, we have a lot of work to do.

PSR BRI A T N R A AT A5, HIRAT S i 88 Ko AN LAETRA T IR 5538 72t Hh L
THIERE R I, a9 R 2 AR5 T Tintndil. BeAh, BRE A LAEL
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We are wasting no time: As | also mentioned earlier, we will spend $6 billion in 2015 on
improving our railroad’s operation. That will amount to about 26% of estimated revenues (a
calculation that serves as the industry’s yardstick). Outlays of this magnitude are largely unheard
of among railroads. For us, this percentage compares to our average of 18% in 2009-2013 and to
U.P.’s projection for the near future of 16-17%. Our huge investments will soon lead to a system
with greater capacity and much better service. Improved profits should follow.

Here are the key figures for Berkshire Hathaway Energy and BNSF:

HIRATRARATR T (8] RIS, FATRAE 2015 4E50HY 60 12560 ABGE 3k
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2014 2013 2012

A $23239 $22014 $20835

&7 A 16237 15357 14835
SBLHTE S A 7002 6657 6000
FLE QFED 833 729 623
IEEZ 2300 2135 2005
1R $3869 $3793 $3372

Manufacturing, Service and Retailing Operations

G, ARSIV AIFENVE L

Our activities in this part of Berkshire cover the waterfront. Let’s look, though, at a summary
balance sheet and earnings statement for the entire group. Our income and expense data
conforming to GAAP is on page 49. In contrast, the operating expense figures above are
non-GAAP and exclude some purchase-accounting items (primarily the amortization of certain
intangible assets). We present the data in this manner because Charlie and | believe the adjusted
numbers more accurately reflect the true economic expenses and profits of the businesses

aggregated in the table than do GAAP figures.
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I won’t explain all of the adjustments — some

are tiny and arcane — but serious investors
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should understand the disparate nature of intangible assets. Some truly deplete over time, while
others  in no waylose value. For software, as a big example, amortization charges are very real
expenses. The concept of making charges against other intangibles, such as the amortization of
customer relationships, however, arises through purchase-accounting rules and clearly does not
reflect reality. GAAP accounting draws no distinction between the two types of charges. Both, that
is, are recorded as expenses when earnings are calculated — even though from an investor’s view
point they could not be more different.

TAS— MBI H KR, B I — 283 o AN S Re, H)™ i £ 2 1 3
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In the GAAP-compliant figures we show on page 49, amortization charges of $1.15 billion
have been deducted as expenses. We would call about 20% of these “real,” the rest not. The
“non-real” charges, once non- existent at Berkshire, have become significant because of the many
acquisitions we have made. Non-real amortization charges will almost certainly rise further as we
acquire more companies.

TESEHERAS 49 TUK GAAP Srpt i, A 11.5 4235 Jo IS 2l A AT D =2 H I I B
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The GAAP-compliant table on page 67 gives you the current status of our intangible assets.
We now have $7.4 billion left to amortize, of which $4.1 billion will be charged over the next five
years. Eventually, of course, every dollar of non-real costs becomes entirely charged off. When
that happens, reported earnings increase even if true earnings are flat.

Depreciation charges, we want to emphasize, are different: Every dime of depreciation
expense we report is a real cost. That’s true, moreover, at most other companies. When CEOs tout
EBITDA as a valuation guide, wire them up for a polygraph test.

FESEHEAR TR 67 T GAAP SRS R et T H AT AT IS JAiTH firid Ay
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Our public reports of earnings will, of course, continue to conform to GAAP. To embrace
reality, however, you should remember to add back most of the amortization charges we report.

ERATE R, FrIHFEAFR: TAT BRI RE—IXITIHAS L A
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To get back to our many manufacturing, service and retailing operations, they sell products
ranging from lollipops to jet airplanes. Some of this sector’s businesses, measured by earnings on
unleveraged net tangible assets, enjoy terrific economics, producing profits that run from 25%
after-tax to far more than 100%. Others generate good returns in the area of 12% to 20%. A few,
however, have very poor returns, the result of some serious mistakes I made in my job of capital
allocation. | was not misled: I simply was wrong in my evaluation of the economic dynamics of
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the company or the industry in which it operates.
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Fortunately, my blunders normally involved relatively small acquisitions. Our large buys
have generally worked out well and, in a few cases, more than well. | have not, nonetheless, made
my last mistake in purchasing either businesses or stocks. Not everything works out as planned.
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Viewed as a single entity, the companies in this group are an excellent business. They
employed an average of $24 billion of net tangible assets during 2014 and, despite their holding
large quantities of excess cash and using little leverage, earned 18.7% after-tax on that capital.

AR — DA ARG, X BN 2 w0 T A S EA T KA <,
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Of course, a business with terrific economics can be a bad investment if it is bought for too
high a price. We have paid substantial premiums to net tangible assets for most of our businesses,
a cost that is reflected in the large figure we show for goodwill. Overall, however, we are getting a
decent return on the capital we have deployed in this sector. Furthermore, the intrinsic value of
these businesses, in aggregate, exceeds their carrying value by a good margin, and that premium is
likely to widen. Even so, the difference between intrinsic value and carrying value in both the
insurance and regulated-industry segments is far greater. It is there that the truly big winners
reside.
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We have far too many companies in this group to comment on them individually. Moreover,
their competitors — both current and potential — read this report. In a few of our businesses we
might be disadvantaged if others knew our numbers. In some of our operations that are not of a
size material to an evaluation of Berkshire, therefore, we only disclose what is required. You can
find a good bit of detail about many of our operations, however, on pages 97-100.
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Finance and Financial Products

SR SR

This year we include in this section Marmon’s very sizable leasing operations, whose wares
are railcars, containers and cranes. We have also restated the previous two years to reflect that
change. Why have we made it? At one time there was a large minority ownership at Marmon, and
| felt it was more understandable to include all of the company’s operations in one place. Today
we own virtually 100% of Marmon, which makes me think you will gain more insight into our
various businesses if we include Marmon’s leasing operations under this heading. (The figures for
the many dozens of Marmon’s other businesses remain in the previous section.)

AAEIRATHE Marmon(F AL ) AR R AL SR S5 S AE N, kS A4 2k
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Our other leasing and rental operations are conducted by CORT (furniture) and XTRA
(semi-trailers). These companies are industry leaders and have substantially increased their
earnings as the American economy has gained strength. Both companies have invested more
money in new equipment than have many of their competitors, and that’s paying off.

BAVILAL AL GEML 552t CORT(FKH )M XTRACEHEZR) AT X4 F# 2T 5
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Kevin Clayton has again delivered an industry-leading performance at Clayton Homes, the
largest home builder in America. Last year, Clayton sold 30,871 homes, about 45% of the
manufactured homes bought by Americans. When we purchased Clayton in 2003 for $1.7 billion,
its share was 14%.

FLIC- e S (Kevin Clayton) F 0y 404> 56 B K AT b5 dE 3R Clayton Homes HUfS 1747k
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Key to Clayton’s earnings is the company’s $13 billion mortgage portfolio. During the
financial panic of 2008 and 2009, when funding for the industry dried up, Clayton was able to
keep lending because of Berkshire’s backing. In fact, we continued during that period to finance
our competitors’ retail sales as well as our own.

Clayton W I BEAE 1A Al A 1 130 1436 ueia beag ¥k 44 . 7E 2008 F1 2009
TR RGN Y], 25 M Rl B Al I, Clayton 7 B8 ) 4ERFISCBT AL B A 411 50 A IR R S HE
FsL b, EEREUN Y, JATH B ORI A AR B SRR, IEAERFEE R ST S0 T 1
B R AT G

Many of Clayton’s borrowers have low incomes and mediocre FICO scores. But thanks to the
company’s sensible lending practices, its portfolio performed well during the recession, meaning a
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very high percentage of our borrowers kept their homes. Our blue-collar borrowers, in many cases,
proved much better credit risks than their higher-income brethren.

Clayton [V Z AR AASRARMN S, (bt (HDN 2w W RO0E R, Haievedl
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At Marmon’s railroad-car operation, lease rates have improved substantially over the past few
years. The nature of this business, however, is that only 20% or so of our leases expire annually.
Consequently, improved pricing only gradually works its way into our revenue stream. The trend,
though, is strong. Our 105,000-car fleet consists largely of tank cars, but only 8% of those
transport crude oil.

7t Marmon A HL AL AP 25, LGSR Feqead 22 LA B R 2 o o (HZ0b 25 I 1 ot
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One further fact about our rail operation is important for you to know: Unlike many other
lessors, we manufacture our own tank cars, about 6,000 of them in a good year. We do not book
any profit when we transfer cars from our manufacturing division to our leasing division. Our fleet
is consequently placed on our books at a “bargain” price. The difference between that figure and a
“retail” price is only slowly reflected in our earnings through smaller annual depreciation charges
that we enjoy over the 30-year life of the car. Because of that fact as well as others, Marmon’s rail
fleet is worth considerably more than the $5 billion figure at which it is carried on our books.

WA P E LR RS ORI S A . ARV 2 TR SE R, AT CA A, B
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Here’s the earnings recap for this sector:

X LA L 53«
EYESM) 2014 2013 2012
Berkadia(50%/1A%) $122 $80 $35
Clayton 558 416 255
CORT 36 40 42
Marmon-Containers and Cranes 238 226 246
Marmon-Railcars 442 353 299
XTRA 147 125 106
FAth <R 25 45 > 296 324 410
$1839 $1564 $1393

L AR R
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Investments

BN

Below we list our fifteen common stock investments that at yearend had the largest market

value.

DU R BFER, AR /REEA T ER AR 15 HE e

18 inated UNGIEZY /S R L A Hi{E
151610700 % Hizid 14.8 $1287 $14106
400000000 Al AR 9.2 1299 16888
18513482 IR YERS IR A 8.6 843 1402
15430586 TR A ] 4.5 1253 1365
24617939 B 4.9 1454 2134
13062594 e 3.0 750 2532
76971817 IBM 7.8 13157 12349
24669778 i 12.1 248 2364
20060390 5 e R TRORIS: 11.8 2990 4023
52477678 T 1.9 336 4683
22169930 FEVEE 1.7 1721 2032
96890665 BT 5.4 3033 4355
43387980 ESEpEE 30.0 836 1214
67707544 IRIR 2.1 3798 5815
483470853 B E AT 9.4 11871 26504
HAth 10180 15704
il $55056 $117470
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Berkshire has one major equity position that is not included in the table: We can buy 700
million shares of Bank of America at any time prior to September 2021 for $5 billion. At yearend
these shares were worth $12.5 billion. We are likely to purchase the shares just before expiration
of our option. In the meantime, it is important for you to realize that Bank of America is, in effect,
our fourth largest equity investment — and one we value highly.

YA RIEA — N BB AR IEAR AN B3R FATTHE 2021 4 J0 T AFTAR AT s ] #48
ATLAH] 50 AZSETTHIU AR SR 7 ACBSE ERRAT I S . AE LR, IRUBIREE T 125 {256
TCo FATATBESAETRA TR IIBGLIY H Z BiA TR W, AT BB 2 R E], SEE R
ATt LA TR S VYRR 58, I Hod BATR A — 4% .
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Attentive readers will notice that Tesco, which last year appeared in the list of our largest
common stock investments, is now absent. An attentive investor, I’m embarrassed to report, would
have sold Tesco shares earlier. | made a big mistake with this investment by dawdling.

A0 TR AT BE 2 T R BRI CANETRAT T K ) 3 I BB S, i B4R 2 A
o AEN— MO, ARG KSR, RIS AT & R SR
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At the end of 2012 we owned 415 million shares of Tesco, then and now the leading food
retailer in the U.K. and an important grocer in other countries as well. Our cost for this investment
was $2.3 billion, and the market value was a similar amount.

2012 fEJiE, AN 415 ACIBURMARIBEES A ML SRS O [ 455G £ ol %45
A, AEHAD FE KL AN F AR . AT B A L 28 143600, IR
MEZEAZ

In 2013, 1 soured somewhat on the company’s then-management and sold 114 million shares,
realizing a profit of $43 million. My leisurely pace in making sales would prove expensive.
Charlie calls this sort of behavior “thumb-sucking.” (Considering what my delay cost us, he is
being kind.)

2013 4, FRXFARIE I (A PRZIE ROR B, DRI AS T 114 12J8, 3R45 T 4300 J5 36T
B BN BB BT s R aE AR s B . BT PHDREIXSRAT WA “WediHR” o (F)E
PN FAEREG FATE BAIHIR, IR BEE L W8 K. )

During 2014, Tesco’s problems worsened by the month. The company’s market share fell, its
margins contracted and accounting problems surfaced. In the world of business, bad news often
surfaces serially: You see a cockroach in your Kitchen; as the days go by, you meet his relatives.

2014 4F, SRR S PSS, AwiiEAEK, MNEERZEGE, W g fERL
TG, SRR R B — R 5 A B — R, LRSIt 2B B 1 55
B

We sold Tesco shares throughout the year and are now out of the position. (The company, we
should mention, has hired new management, and we wish them well.) Our after-tax loss from this
investment was $444 million, about 1/5 of 1% of Berkshire’s net worth. In the past 50 years, we
have only once realized an investment loss that at the time of sale cost us 2% of our net worth.
Twice, we experienced 1% losses. All three of these losses occurred in the 1974-1975 period,
when we sold stocks that were very cheap in order to buy others we believed to be even cheaper.

WAELEIDC T IR IES, AECBRAEM G FRATERENL, BXAFE
WO TR B, AT AT —VITR)) . FRATX BB B G 7 5L 4.44 143578, M
ATAAR 1%EFER 1> 22— 12 50 e, FATICH — B Bs 18 I SIS Hik
FIRATEE 2% K- AT IR, FRATED) THZ T HE 1% K. I =K
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Our investment results have been helped by a terrific tailwind. During the 1964-2014 period,
the S&P 500 rose from 84 to 2,059, which, with reinvested dividends, generated the overall return
of 11,196% shown on page 2. Concurrently, the purchasing power of the dollar declined a
staggering 87%. That decrease means that it now takes $1 to buy what could be bought for 13¢ in
1965 (as measured by the Consumer Price Index).

BATRH TN GHT R T D ERA MR FETER) . 1964-2014 £, Frif 500 f4 84

30



RKZR 2059 £, QAR R PR BT, BEARIRIRAR A B RA LSS 2 TR Frde A 11196%fK) 7K
Vo HUEFR, SRITIE K240 T NHEB 87%. IXFFI R EREBIER 2 1 50
SKENZRPY, 5 1965 SEAE 13 Se73 ] LATG 21 (L 24 i 45 £ CPI D 2 ).

There is an important message for investors in that disparate performance between stocks and
dollars. Think back to our 2011 annual report, in which we defined investing as “the transfer to
others of purchasing power now with the reasoned expectation of receiving more purchasing
power — after taxes have been paid on nominal gains — in the future.”

R AN BB R A S BT MISE eI AEZE BT )T HL. AT R R
72010 SERIEREMR Y, P FRATREBERE E SO 1525 RIS ik JEan AN, [N & P
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The unconventional, but inescapable, conclusion to be drawn from the past fifty years is that
it has been far safer to invest in a diversified collection of American businesses than to invest in
securities — Treasuries, for example — whose values have been tied to American currency. That was
also true in the preceding half-century, a period including the Great Depression and two world
wars. Investors should heed this history. To one degree or another it is almost certain to be
repeated during the next century.

ML 2e 50 FFEFRAG ) — A SR A BRI SR ite, #5t T—DRE M4 AT
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Stock prices will always be far more volatile than cash-equivalent holdings. Over the long
term, however, currency-denominated instruments are riskier investments — far riskier investments
— than widely-diversified stock portfolios that are bought over time and that are owned in a
manner invoking only token fees and commissions. That lesson has not customarily been taught in
business schools, where volatility is almost universally used as a proxy for risk. Though this
pedagogic assumption makes for easy teaching, it is dead wrong: Volatility is  far from
synonymous with risk. Popular formulas that equate the two terms lead students, investors and
CEOs astray.

JBER A B E SOt S WL =R 2 o (H0E, WKRIPKRE, STmit i isist
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CEO IR A& -

It is true, of course, that owning equities for a day or a week or a year is far riskier (in both
nominal and purchasing-power terms) than leaving funds in cash-equivalents. That is relevant to
certain investors — say, investment banks — whose viability can be threatened by declines in asset
prices and which might be forced to sell securities during depressed markets. Additionally, any
party that might have meaningful near-term needs for funds should keep appropriate sums in
Treasuries or insured bank deposits.
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For the great majority of investors, however, who can — and should — invest with a
multi-decade horizon, quotational declines are unimportant. Their focus should remain fixed on
attaining significant gains in purchasing power over their investing lifetime. For them, a
diversified equity portfolio, bought over time, will prove far less risky than dollar-based
securities.
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If the investor, instead, fears price volatility, erroneously viewing it as a measure of risk, he
may, ironically, end up doing some very risky things. Recall, if you will, the pundits who six years
ago bemoaned falling stock prices and advised investing in “safe” Treasury bills or bank
certificates of deposit. People who heeded this sermon are now earning a pittance on sums they
had previously expected would finance a pleasant retirement. (The S&P 500 was then below 700;
now it is about 2,100.) If not for their fear of meaningless price volatility, these investors could
have assured themselves of a good income for life by simply buying a very low-cost index fund
whose dividends would trend upward over the years and whose principal would grow as well
(with many ups and downs, to be sure).
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Investors, of course, can, by their own behavior, make stock ownership highly risky. And
many do. Active trading, attempts to “time” market movements, inadequate diversification, the
payment of high and unnecessary fees to managers and advisors, and the use of borrowed money
can destroy the decent returns that a life-long owner of equities would otherwise enjoy. Indeed,
borrowed money has no place in the investor’s tool kit: Anything can happen anytime in markets.
And no advisor, economist, or TV commentator — and definitely not Charlie nor | — can tell you
when chaos will occur. Market forecasters will fill your ear but will never fill your wallet.
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The commission of the investment sins listed above is not limited to “the little guy.” Huge
institutional investors, viewed as a group, have long underperformed the unsophisticated
index-fund investor who simply sits tight for decades. A major reason has been fees: Many
institutions pay substantial sums to consultants who, in turn, recommend high-fee managers. And
that is a fool’s game.
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There are a few investment managers, of course, who are very good — though in the short run,
it’s difficult to determine whether a great record is due to luck or talent. Most advisors, however,
are far better at generating high fees than they are at generating high returns. In truth, their core
competence is salesmanship. Rather than listen to their siren songs, investors — large and small —
should instead read Jack Bogle’s The Little Book of Common Sense Investing.

IR R e B R L B AR LTS, (H NI X LU R I8 SO8 R A Y2 B
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Decades ago, Ben Graham pinpointed the blame for investment failure, using a quote from
Shakespeare:
“The fault, dear Brutus, is not in our stars, but in ourselves.”
JUHAERT, A-#E LU (Ben Graham)sltAERfii 1 B9 MRV, oI T — )bt
PRI G “HRIAET AR, mETERMNMAS. 7

The Annual Meeting
BEAES

The annual meeting will be held on Saturday, May 2ndat the CenturyLink Center. Last year’s
attendance of 39,000 set a record, and we expect a further increase this year as we celebrate our
Golden Anniversary. Be there when the doors open at 7 a.m.

AIRIBEIR KA BAEA4E 5 F 2 H(JE/N)Century Link 0y A3 I . 25464 3.9 J7 A HLE 45
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Berkshire’s talented Carrie Sova will again be in charge. Carrie joined us six years ago at the
age of 24 as a secretary. Then, four years ago, | asked her to take charge of the meeting — a huge
undertaking, requiring a multitude of skills — and she jumped at the chance. Carrie is unflappable,
ingenious and expert at bringing out the best in the hundreds who work with her. She is aided by
our entire home office crew who enjoy pitching in to make the weekend fun and informative for
our owners.

A vEA/RIA 2RI -F 4 (Carrie: Sova) R X A DT 2l JNEERT 24 2 H-RENTE N
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And, yes, we also try to sell our visiting shareholders our products while they’re here. In fact,
this year we will substantially increase the hours available for purchases, opening for business at
the CenturyLink on Friday, May 1st, from noon to 5 p.m. as well as the usual 7 a.m. to 4 p.m. on
meeting day. So bring a smile to Charlie’s face and do some serious shopping.

Bk, FATE L i) R 2 BRI AR H A AT = il o 5 BRI IR I KR
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Get up early on Saturday morning. At 6:20 a.m., Norman and Jake, two Texas longhorns each
weighing about a ton, will proceed down 10th  Street to the CenturyLink. Aboard them will be a
couple of our Justin Boot executives, who do double duty as cowboys. Following the steers will be
four horses pulling a Wells Fargo stagecoach. Berkshire already markets planes, trains and
automobiles. Adding steers and stagecoaches to our portfolio should seal our reputation as
America’s all-purpose transportation company.
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At about 7:30 a.m. on Saturday, we will have our fourth International Newspaper Tossing
Challenge. Our target again will be a Clayton Home porch, located precisely 35 feet from the
throwing line. When | was a teenager - in my one brief flirtation with honest labor — | tossed
about 500,000 papers. So | think I’'m pretty good. Challengeme! Humiliate me! Knock me down a
peg! I’ll buy a Dilly Bar for anyone who lands his or her throw closer to the doorstep than | do.
The papers will run 36 to 42 pages, and you must fold them yourself (no rubber bands allowed).
I’ll present a special prize to the 12-or-under contestant who makes the best toss. Deb Bosanek
will be the judge.
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At 8:30 a.m., a new Berkshire movie will be shown. An hour later, we will start the
question-and-answer period, which (with a break for lunch at CenturyLink’s stands) will last until
3:30 p.m. After a short recess, Charlie and | will convene the annual meeting at 3:45 p.m. This
business session typically lasts only a half hour or so.

8:30 S — R T e A R A Wl I . /NI, AR T AR ] I 2301y, —
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Your venue for shopping will be the 194,300-square-foot hall that adjoins the meeting and in
which products from dozens of Berkshire subsidiaries will be for sale. If you don’t get your
shopping done on Friday, slip out while Charlie’s talking on Saturday and binge on our bargains.
Check the terrific BNSF railroad layout also. Even though I’m 84, it still excites me.
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Last year you did your part as a shopper, and most of our businesses racked up record sales.
In a nine-hour period on Saturday, we sold 1,385 pairs of Justin boots (that’s a pair every 23
seconds), 13,440 pounds of See’s candy, 7,276 pairs of Wells Lamont work gloves and 10,000
bottles of Heinz ketchup. Heinz has a new mustard product, so both mustard and ketchup will be
available this year. (Buy both!) Now that we are open for business on Friday as well, we expect
new records in every precinct.
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Brooks, our running-shoe company, will again have a special commemorative shoe to offer at
the meeting. After you purchase a pair, wear them the next day at our third annual “Berkshire 5K,”
an 8 a.m. race starting at the CenturyLink. Full details for participating will be included in the
Visitor’s Guide that will be sent to you with your credentials for the meeting. Entrants in the race
will find themselves running alongside many of Berkshire’s managers, directors and associates.
(Charlie and I, however, will sleep in.)

FATH L W) Brooks, KR — KA &R IREEFH TS INE KF L 8:00 2
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A GEICO booth in the shopping area will be staffed by a number of the company’s top
counselors from around the country. Stop by for a quote. In most cases, GEICO will be able to
give you a shareholder discount (usually 8%). This special offer is permitted by 44 of the 51
jurisdictions in which we operate. (One supplemental point: The discount is not additive if you
qualify for another discount, such as that available to certain groups.) Bring the details of your
existing insurance and check out our price. We can save many of you real money.
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Be sure to visit the Bookworm. It will carry about 35 books and DVDs, among them a couple
of new titles. Last year, many shareholders purchased Max Olson’s compilation of Berkshire
letters going back to 1965, and he has produced an updated edition for the meeting. We also
expect to be selling an inexpensive book commemorating our fifty years. It’s currently a work in
process, but | expect it to contain a wide variety of historical material, including documents from
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the 19th Century.
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An attachment to the proxy material that is enclosed with this report explains how you can
obtain the credential you will need for admission to both the meeting and other events. Airlines
have sometimes jacked up prices for the Berkshire weekend. If you are coming from far away,
compare the cost of flying to Kansas City vs. Omaha. The drive between the two cities is about 2
12hours, and it may be that Kansas City can save you significant money, particularly if you had
planned to rent a car in Omaha. The savings for a couple could run to $1,000 or more. Spend that
money with us.

At Nebraska Furniture Mart, located on a 77-acre site on 72nd Street between Dodge and
Pacific, we will again be having “Berkshire Weekend” discount pricing. Last year in the week
surrounding the meeting, the store did a record $40,481,817 of business. (An average week for
NFM’s Omabha store is about $9 million.)
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To obtain the Berkshire discount at NFM, you must make your purchases between Tuesday,
April 28" and Monday, May 4thinclusive, and also present your meeting credential. The period’s
special pricing will even apply to the products of several prestigious manufacturers that normally
have ironclad rules against discounting but which, in the spirit of our shareholder weekend, have
made an exception for you. We appreciate their cooperation.NFM is open from 10 a.m. to 9 p.m.
Monday through Friday, 10 a.m. to 9:30 p.m. on Saturday and 10 a.m. to 8 p.m. on Sunday. From
5:30 p.m. to 8 p.m. on Saturday, NFM is having a picnic to which you are all invited.

At Borsheims, we will again have two shareholder-only events. The first will be a cocktail
reception from 6 p.m. to 9 p.m. on Friday, May 1st. The second, the main gala, will be held on
Sunday, May 3rd, from 9 a.m. to 4 p.m. On Saturday, we will remain open until 6 p.m. In recent
years, our three-day volume has far exceeded our sales in all of December, normally a jeweler’s
best month.

We will have huge crowds at Borsheims throughout the weekend. For your convenience,
therefore, shareholder prices will be available from Monday, April 27th  through Saturday, May
9th. During that period, please identify yourself as a shareholder by presenting your meeting
credentials or a brokerage statement that shows you are a Berkshire holder.

On Sunday, in the mall outside of Borsheims, Norman Beck, a remarkable magician from
Dallas, will bewilder onlookers. Additionally, we will have Bob Hamman and Sharon Osberg, two
of the world’s top bridge experts, available to play bridge with our shareholders on Sunday
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afternoon. Don’t play them for money.

My friend, Ariel Hsing, will be in the mall as well on Sunday, taking on challengers at table
tennis. | met Ariel when she was nine and even then | was unable to score a point against her. Now,
she’s a sophomore at Princeton, having already represented the United States in the 2012
Olympics. If you don’t mind embarrassing yourself, test your skills against her, beginning at 1 p.m.
Bill Gates and | will lead off and try to soften her up.

Gorat’s and Piccolo’s will again be open exclusively for Berkshire shareholders on Sunday,
May 3rd.Both will be serving until 10 p.m., with Gorat’s opening at 1 p.m. and Piccolo’s opening
at 4 p.m. These restaurants are my favorites, and | will eat at both of them on Sunday evening.
Remember: To make a reservation at Gorat’s, call 402-551-3733 on April 1st  (but not before);
for Piccolo’s, call 402-346-2865. At Piccolo’s, order a giant root beer float for dessert. Only sissies
get the small one.

We will again have the same three financial journalists lead the question-and-answer period
at the meeting, asking Charlie and me questions that shareholders have submitted to them by
e-mail. The journalists and their e-mail addresses are: Carol Loomis, who retired last year after
sixty years at Fortune, but remains the expert on business and financial matters, and who may be
e-mailed at loomisbrk@gmail.com; Becky Quick, of CNBC, at BerkshireQuestions@cnbc.com;
and Andrew Ross Sorkin, of The New York Times, at arsorkin@nytimes.com.

From the questions submitted, each journalist will choose the six he or she decides are the
most interesting and important. The journalists have told me your question has the best chance of
being selected if you keep it concise, avoid sending it in at the last moment, make it
Berkshire-related and include no more than two questions in any e-mail you send them. (In your
e-mail, let the journalist know if you would like your name mentioned if your question is asked.)

We will also have a panel of three analysts who follow Berkshire. This year the insurance
specialist will be Gary Ransom of Dowling & Partners. Questions that deal with our non-insurance
operations will come from Jonathan Brandt of Ruane, Cunniff & Goldfarb and Gregg Warren of
Morningstar. Our hope is that the analysts and journalists will ask questions that add to our
owners’ understanding and knowledge of their investment.

Neither Charlie nor | will get so much as a clue about the questions headed our way. Some
will be tough, for sure, and that’s the way we like it. All told we expect at least 54 questions,
which will allow for six from each analyst and journalist and for 18 from the audience. (Last year
we had 62 in total.) The questioners from the audience will be chosen by means of 11 drawings
that will take place at 8:15 a.m. on the morning of the annual meeting. Each of the 11 microphones
installed in the arena and main overflow room will host, so to speak, a drawing.

While I’m on the subject of our owners’ gaining knowledge, let me remind you that Charlie
and | believe all shareholders should simultaneously have access to new information that
Berkshire releases and should also have adequate time to analyze it. That’s why we try to issue
financial data late on Fridays or early on Saturdays and why our annual meeting is always held on
a Saturday. We do not talk one-on-one to large institutional investors or analysts, treating them
instead as we do all other shareholders.

Xk K Kok ok Kk ok kK ok

We get terrific help at meeting time from literally thousands of Omaha residents and
businesses who want you to enjoy yourselves. This year, because we expect record attendance, we
have worried about a shortage of hotel rooms. To deal with that possible problem, Airbnb is
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making a special effort to obtain listings for the period around meeting time and is likely to have a
wide array of accommodations to offer. Airbnb’s services may be especially helpful to
shareholders who expect to spend only a single night in Omaha and are aware that last year a few
hotels required guests to pay for a minimum of three nights. That gets expensive. Those people on
a tight budget should check the Airbnb website.

Xk K Kok ok Kk ok kK ok

For good reason, | regularly extol the accomplishments of our operating managers. They are
truly All- Stars who run their businesses as if they were the only asset owned by their families. |
believe the mindset of our managers also to be as shareholder-oriented as can be found in the
universe of large publicly-owned companies.Most of our managers have no financial need to work.
The joy of hitting business “home runs” means as much to them as their paycheck.

Equally important, however, are the 24 men and women who work with me at our corporate
office. This group efficiently deals with a multitude of SEC and other regulatory requirements,
files a 24,100-page Federal income tax return and oversees the filing of 3,400 state tax returns,
responds to countless shareholder and media inquiries, gets out the annual report, prepares for the
country’s largest annual meeting, coordinates the Board’s activities — and the list goes on and on.

They handle all of these business tasks cheerfully and with unbelievable efficiency, making
my life easy and pleasant. Their efforts go beyond activities strictly related to Berkshire: Last year
they dealt with the 40 universities (selected from 200 applicants) who sent students to Omaha for a
Q&A day with me. They also handle all kinds of requests that | receive, arrange my travel, and
even get me hamburgers and french fries (smothered in Heinz ketchup, of course) for lunch. No
CEO has it better; | truly do feel like tap dancing to work every day.

Last year, for the annual report, we dropped our 48-year-old “no pictures” policy — who says
I’m not flexible? — and ran a photo of our remarkable home-office crew that was taken at our
Christmas lunch. | didn’t warn the gang of the public exposure they were to receive, so they didn’t
have on their Sunday best. This year was a different story: On the facing page you will see what
our group looks like when they think someone will be noticing. However they dress, their
performance is mind-boggling.

Come meet them on May 2nd and enjoy our Woodstock for Capitalists.

2015.2.27
Warrem.E.Buffett
RS o ELIERR
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BERKSHIRE HATHAWAY INC. ACQUISITION CRITERIA
A T R - PR W bR v

BiEE: AT

We are eager to hear from principals or their representatives about businesses that meet all of the
following criteria:

AT B AN A D7 N B HARBE IS BL, Wy R R AT AT A U S ARAE b

(1) Large purchases (at least $75 million of pre-tax earnings unless the business will fit into one of
our existing units),

(1 KB (2> 7500 J3 CTniBERTARE,  BRARM A AT A TRATIAA BT 12—

(2) Demonstrated consistent earning power (future projections are of no interest to us, nor are
“turnaround” situations),

(2) BRI FFEERIEAIRE ) (GRATR AR TN T EAN G, AT “2BE L KT
[FIFEAN DGR

(3) Businesses earning good returns on equity while employing little or no debt,
(3) AU s P il e %, [ s D iss, ERRa6is%.

(4) Management in place (we can’t supply it),

(4 BBRAENERZ (EAIARRME)

(5) Simple businesses (if there’s lots of technology, we won’t understand it),

(5) fa iR (R FZER, BATEEBRE)

(6) An offering price (we don’t want to waste our time or that of the seller by talking, even
preliminarily, about a transaction when price is unknown).

(6) — MR (FAIARAEIR R IRATR, B L7, Lkt P ULy iR,
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The larger the company, the greater will be our interest: We would like to make an acquisition in
the $5-20 billion range. We are not interested, however, in receiving suggestions about purchases
we might make in the general stock market.

AR, FRATHIGEGEOR : JAT] 7y BEBOWHIARAE 50 3] 200 {43 02 a4k, SR, 3k
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We will not engage in unfriendly takeovers. We can promise complete confidentiality and a very
fast answer — customarily within five minutes — as to whether we’re interested. We prefer to buy
for cash, but will consider issuing stock when we receive as much in intrinsic business value as we
give. We don’t participate in auctions.

TAINSZ 5E RO . TATAT LIRSS 2R %, PR [l B ——al W& 1o B ——3kdT]
FEAT G ER FATHE B XA, EE AT R I W AE R LA, ANERATTPTAS H 1 —
FEZ s, AT H 8 RATREE . BAIASS S,
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Charlie and | frequently get approached about acquisitions that don’t come close to meeting our
tests: We’ve found that if you advertise an interest in buying collies, a lot of people will call
hoping to sell you their cocker spaniels. A line from a country song expresses our feeling about
new ventures, turnarounds, or auction-like sales: “When the phone don’t ring, you’ll know it’s
me.”

7 AR ek I S AL A IR AE R OW . FRATRIARAR TG, A 6K
FIRIBCEER, VF2 NIGFT GRS IR, FTRESLEG RMATR AT -RAER . — 5 2 Maoth ke ik
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Berkshire—Past, Present and Future

fETA R 13, KRR

FE: nlnl 2R
In the Beginning
—YI 4R

On May 6, 1964, Berkshire Hathaway, then run by a man named Seabury Stanton, sent a letter to
its shareholders offering to buy 225,000 shares of its stock for $11.375 per share. | had expected
the letter; | was surprised by the price.

1964 £ 5 J 6 H, fHseA /R matit, 22 di—fi Seabury Stanton fANLE . KT —
BHEGIBR, FTHN] 11.375 JTREIBIIOES, WBAR T, 35 225, 000 . FIIFFHIXAME
i, AHEMEE T IEAMHE

Berkshire then had 1,583,680 shares outstanding. About 7% of these were owned by Buffett
Partnership Ltd. (“BPL”), an investing entity that I managed and in which | had virtually all of my
net worth. Shortly before the tender offer was mailed, Stanton had asked me at what price BPL
would sell its holdings. | answered $11.50, and he said, “Fine, we have a deal.” Then came
Berkshire’s letter, offering an eighth of a point less. | bristled at Stanton’s behavior and didn’t
tender.

That was a monumentally stupid decision

AviA /R 1, 583, 680 KIEAMERA . EAERFEGAK AL, B IR B v Sk, I
SEbR o BRI T T P A, R I 7% IR o FEARANBbr 25 45 AT AN A, Stanton
Wi, EHERA NI E TRy, A A Ak, FRIBIFF U 11.50 Jo. ik “Uf.
JRAS . 7 TR, ARG T, kAT 0,125 Jo (BIIEE 11.375) KT Stanton (1
1T BT, P ASCH BEbr.
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Berkshire was then a northern textile manufacturer mired in a terrible business. The industry in
which it operated was heading south, both metaphorically and physically. And Berkshire, for a
variety of reasons, was unable to change course.

A seA /R ZI Gt — T T2 dlE A, b TNz o XML IELE ) B TR, A
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That was true even though the industry’s problems had long been widely understood. Berkshire’s
own Board minutes of July 29, 1954, laid out the grim facts: “The textile industry in New England
started going out of business forty years ago. During the war years this trend was stopped. The
trend must continue until supply and demand have been balanced.”

AP, LIRS 2 B . A A R B S ISR, 1954 4 7 H 29
H, dsg B TR Cfrockg 2 X 472U IAE 40 SF AT Gl 7Rk 5391,
A ERE T o R, AR ks, HEMES TR TP b 7

About a year after that board meeting, Berkshire Fine Spinning Associates and Hathaway
Manufacturing —both with roots in the 19th Century-- joined forces, taking the name we bear today.

@ VE: head south ey SCRASIA ) 5
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With its fourteen plants and 10,000 employees, the merged company became the giant of New
England textiles. What the two managements viewed as a merger agreement, however, soon
morphed into a suicide pact. During the seven years following the consolidation, Berkshire
operated at an overall loss, and its net worth shrunk by 37%.

R RHERSW G, WK 19 LA 2w, AR /R A a G An], E2 T
2, HTERIMIMAERA 4. 4 14 AT F110, 000 461 T, &5 A W) 32 BOBr
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Meanwhile, the company closed nine plants, sometimes using the liquidation proceeds to
repurchase shares. And that pattern caught my attention.

L e, AF KM T IANT) AR AR L PBIBEE, XA, SRR
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I purchased BPL’s first shares of Berkshire in December 1962, anticipating more closings and
more repurchases. The stock was then selling for $7.50,a wide discount from per-share working
capital of $10.25 and book value of $20.20. Buying the stock at that price was like picking up a
discarded cigar butt that had one puff remaining in it. Though the stub might be ugly and soggy,
the puff would be free. Once that momentary pleasure was enjoyed, however, no more could be
expected.

1962 4 12 H, FEAERFEAAARNYE, BB RIS TR s A R ISR, Wivk SE 2 BRI )
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Berkshire thereafter stuck to the script: It soon closed another two plants, and in that May 1964
move, set out to repurchase shares with the shutdown proceeds. The price that Stanton offered was
50% above the cost of our original purchases. There it was — my free puff, just waiting for me,
after which I could look elsewhere for other discarded butts.

A0S SR B W WUAR R ARRE B ARG T304t 2 AT, 7 1964 4EINIE 8+ °, S IFA
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Instead, irritated by Stanton’s chiseling, | ignored his offer and began to aggressively buy more
Berkshire shares.
FH B, 19748 T Stanton FO, TR T ARG, IR RSN BE 2 KA e Ay
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By April 1965, BPL owned 392,633 shares (out of 1,017,547 then outstanding) and at
an early-May board meeting we formally took control of the company. Through Seabury’s and my
childish behavior — after all, what was an eighth of a point to either of us? — he lost his job, and |

SV R UE)
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found myself with more than 25% of BPL’s capital invested in a terrible business about which 1
knew very little. | became the dog who caught the car.

) 1965 4F 4 H, EARFAIKNAMEINAG 392, 633 K YA 1, 017, 547 EAbREA)
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Because of Berkshire’s operating losses and share repurchases, its net worth at the end of fiscal
1964 had fallen to $22 million from $55 million at the time of the 1955 merger. The full $22
million was required by the textile operation: The company had no excess cash and owed its bank
$2.5 million. (Berkshire’s 1964 annual report is reproduced on pages 130-142.)

DA S A R RS SR B, e B 7, 78 1964 SRR S54E R, A 1955
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For a time | got lucky: Berkshire immediately enjoyed two years of good operating conditions.
Better yet, its earnings in those years were free of income tax because it possessed a large loss
carry-forward that had arisen from the disastrous results in earlier years.
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Then the honeymoon ended. During the 18 years following 1966, we struggled unremittingly with
the textile business, all to no avail. But stubbornness — stupidity? — has its limits. In 1985, | finally
threw in the towel and closed the operation.
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Undeterred by my first mistake of committing much of BPL’s resources to a dying business, |
quickly compounded the error. Indeed, my second blunder was far more serious than the first,
eventually becoming the most costly in my career.
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Early in 1967, | had Berkshire pay $8.6 million to buy National Indemnity Company (“NICQ”), a
small but promising Omaha-based insurer. (A tiny sister company was also included in the deal.)
Insurance was in my sweet spot: | understood and liked the industry.

HLAE 1967 4F, ik R ST 860 S EICEMKEFKIAL AR NICO, —ANiLK),
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Jack Ringwalt, the owner of NICO, was a long-time friend who wanted to sell to me — me,
personally. In no way was his offer intended for Berkshire. So why did | purchase NICO for
Berkshire rather than for BPL? I’ve had 48 years to think about that question, and I’ve yet to come
up with a good answer. | simply made a colossal mistake.
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If BPL had been the purchaser, my partners and | would have owned 100% of a fine business,
destined to form the base for building the company Berkshire has become. Moreover, our growth
would not have been impeded for nearly two decades by the unproductive funds imprisoned in the
textile operation. Finally, our subsequent acquisitions would have been owned in their entirety by
my partners and me rather than being 39%-owned by the legacy shareholders of Berkshire, to
whom we had no obligation. Despite these facts staring me in the face, | opted to marry 100% of
an excellent business (NICO) to a 61%-owned terrible business (Berkshire Hathaway), a decision
that eventually diverted $100 billion or so from BPL partners to a collection of strangers.
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One more confession and then I’ll go on to more pleasant topics: Can you believe that in 1975 |
bought Waumbec Mills, another New England textile company? Of course, the purchase price was
a “bargain” based on the assets we received and the projected synergies with Berkshire’s existing
textile business. Nevertheless —surprise, surprise — Waumbec was a disaster, with the mill having
to be closed down not many years later.
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And now some good news: The northern textile industry is finally extinct. You need no longer
panic if you hear that I’ve been spotted wandering around New England
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Charlie Straightens Me Out
BRI T PR

My cigar—hbutt strategy worked very well while | was managing small sums. Indeed, the many
dozens of free puffs | obtained in the 1950s made that decade by far the best of my life for both
relative and absolute investment performance.
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Even then, however, | made a few exceptions to cigar butts, the most important being GEICO.
Thanks to a 1951 conversation | had with Lorimer Davidson, a wonderful man who later became
CEO of the company, | learned that GEICO was a terrific business and promptly put 65% of my
$9,800 net worth into its shares. Most of my gains in those early years, though, came from
investments in mediocre companies that traded at bargain prices. Ben Graham had taught me that
technique, and it worked.

But a major weakness in this approach gradually became apparent: Cigar-butt investing was
scalable only to a point. With large sums, it would never work well.
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In addition, though marginal businesses purchased at cheap prices may be attractive as short-term
investments, they are the wrong foundation on which to build a large and enduring enterprise.
Selecting a marriage partner clearly requires more demanding criteria than does dating. (Berkshire,
it should be noted, would have been a highly satisfactory “date”: If we had taken Seabury
Stanton’s $11.375 offer for our shares, BPL’s weighted annual return on its Berkshire investment
would have been about 40%.)
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It took Charlie Munger to break my cigar—butt habits and set the course for building a business
that could combine huge size with satisfactory profits. Charlie had grown up a few hundred feet
from where | now live and as a youth had worked, as did I, in my grandfather’s grocery store.
Nevertheless, it was 1959 before | met Charlie, long after he had left Omaha to make Los Angeles
his home. | was then 28 and he was 35. The Omaha doctor who introduced us predicted that we
would hit it off — and we did.

If you’ve attended our annual meetings, you know Charlie has a wide-ranging brilliance, a
prodigious memory, and some firm opinions. I’m not exactly wishy-washy myself, and we
sometimes don’t agree. In 56 years, however, we’ve never had an argument. When we differ,
Charlie usually ends the conversation by saying: “Warren, think it over and you’ll agree with me
because you’re smart and I’'m right.”
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What most of you do not know about Charlie is that architecture is among his passions. Though he
began his career as a practicing lawyer (with his time billed at $15 per hour), Charlie made his
first real money in his 30s by designing and building five apartment projects near Los Angeles.
Concurrently, he designed the house that he lives in today — some 55 years later. (Like me, Charlie
can’t be budged if he is happy in his surroundings.) In recent years, Charlie has designed large
dorm complexes at Stanford and the University of Michigan and today, at age 91, is working on
another major project.
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From my perspective, though, Charlie’s most important architectural feat was the design of today’s
Berkshire. The blueprint he gave me was simple: Forget what you know about buying fair
businesses at wonderful prices; instead, buy wonderful businesses at fair prices.
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Altering my behavior is not an easy task (ask my family). | had enjoyed reasonable success
without Charlie” s input, so why should | listen to a lawyer who had never spent a day in business
school (when - ahem — | had attended three). But Charlie never tired of repeating his maxims
about business and investing to me, and his logic was irrefutable. Consequently, Berkshire has
been built to Charlie’s blueprint. My role has been that of general contractor, with the CEOs of
Berkshire’s subsidiaries doing the real work as sub-contractors.
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The year 1972 was a turning point for Berkshire (though not without occasional backsliding on my
part—remember my 1975 purchase of Waumbec). We had the opportunity then to buy See’ s
Candy for Blue Chip Stamps, a company in which Charlie, | and Berkshire had major stakes, and
which was later merged into Berkshire.
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See’ s was a legendary West Coast manufacturer and retailer of boxed chocolates, then annually
earning about $4 million pre—tax while utilizing only $8 million of net tangible assets. Moreover,
the company had a huge asset that did not appear on its balance sheet: a broad and durable
competitive advantage that gave it significant pricing power. That strength was virtually certain to
give See’s major gains in earnings over time. Better yet, these would materialize with only minor
amounts of incremental investment. In other words, See’s could be expected to gush cash for
decades to come.
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The family controlling See’s wanted $30 million for the business, and Charlie rightly said it was
worth that much. But | didn’t want to pay more than $25 million and wasn’t all that enthusiastic
even at that figure. (A price that was three times net tangible assets made me gulp.) My misguided
caution could have scuttled a terrific purchase. But, luckily, the sellers decided to take our $25
million bid.
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wonderful prices; instead, buy wonderful businesses at fair prices. ZERJEEHII%, fair BIF @K, AREH,
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To date, See’s has earned $1.9 billion pre-tax, with its growth having required added investment of
only $40 million. See’s has thus been able to distribute huge sums that have helped Berkshire buy
other businesses that, in turn, have themselves produced large distributable profits. (Envision
rabbits breeding.) Additionally, through watching See’s in action, | gained a business education
about the value of powerful brands that opened my eyes to many other profitable investments.

1A Nk, FREHEARUHI T 19 ACBERTANE, T RIS, AN EERE I 4000 J7 ST .
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Even with Charlie’s blueprint, I have made plenty of mistakes since Waumbec. The most
gruesome was Dexter Shoe. When we purchased the company in 1993, it had a terrific record and
in no way looked to me like a cigar butt. Its competitive strengths, however, were soon to
evaporate because of foreign competition. And | simply didn’t see that coming.

I AR, H Waumbee 25, FICEIL TIRZ AT 1. Bl ARG L Dexter #
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Consequently, Berkshire paid $433 million for Dexter and, rather promptly, its value went to zero.
GAAP accounting, however, doesn’t come close to recording the magnitude of my error. The fact
is that | gave Berkshire stock to the sellers of Dexter rather than cash, and the shares | used for the
purchase are now worth about $5.7 billion. As a financial disaster, this one deserves a spot in the
Guinness Book of World Records.

G50, VA RSUAT T 4.33 {236 7045 Dexter, I H., dEw i, e ERER T 0. SR,
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Several of my subsequent errors also involved the use of Berkshire shares to purchase businesses
whose earnings were destined to simply limp along. Mistakes of that kind are deadly. Trading
shares of a wonderful business — which Berkshire most certainly is — for ownership of a so-so
business irreparably destroys value.

FRBEJR LA, TRIAE G RE A3 A 5 A5 R AR IBEER 25 00 SR SR E 2 IR A A ] o IXR
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We’ve also suffered financially when this mistake has been committed by companies whose shares

Berkshire has owned (with the errors sometimes occurring while | was serving as a director). Too
often CEOs seem blind to an elementary reality: The intrinsic value of the shares you give in an
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acquisition must not be greater than the intrinsic value of the business you receive.

AR 52 0 55 BRI, 20X i se i AR S I A w0 R I CH I, 1x 48
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I’ve yet to see an investment banker quantify this all-important math when he is presenting a
stock-for stock deal to the board of a potential acquirer. Instead, the banker’s focus will be on
describing “customary” premiums-to-market-price that are currently being paid for acquisitions -
an absolutely asinine way to evaluate the attractiveness of an acquisition — or whether the deal will
increase the acquirer’s earnings-per-share (which in itself should be far from determinative). In
striving to achieve the desired per-share number, a panting CEO and his “helpers” will often
conjure up fanciful “synergies.” (As a director of 19 companies over the years, I’ve never heard
“dis-synergies” mentioned, though I’ve witnessed plenty of these once deals have closed.) Post
mortems of acquisitions, in which reality is honestly compared to the original projections, are rare
in American boardrooms.
REASBAE R, ARBRT K EAIXA FEE AR, 2 D AE BB # i,
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They should instead be standard practice. | can promise you that long after I’m gone, Berkshire’s
CEO and Board will carefully make intrinsic value calculations before issuing shares in any
acquisitions. You can’t get rich trading a hundred-dollar bill for eight tens (even if your advisor
has handed you an expensive “fairness” opinion endorsing that swap).

X — 1 FE GRIFBOWR SV RSO bR e . BT LR RGRIE, 7E3kiE R Z4F
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Overall, Berkshire’s acquisitions have worked out well — and very well in the case of a few large
ones. So,too, have our investments in marketable securities. The latter are always valued on our
balance sheet at their marketprices so any gains — including those unrealized — are immediately
reflected in our net worth. But the businesses we buy outright are never revalued upward on our
balance sheet, even when we could sell them for many billions of dollars more than their carrying

MO ghRE A AERE . SIS A Coldrush 7E AR HE AN A they...standard practice (¥R, 47 L1 once deals
have closed. fliiAk they & “ R AR NEMME” WED. JGk, 55— KBRS ARl
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value. The unrecorded gains in the value of Berkshire’s subsidiaries have become huge, with these
growing at a particularly fast pace in the last decade.

Listening to Charlie has paid off.
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Berkshire Today
WA RINESR

Berkshire is now a sprawling conglomerate, constantly trying to sprawl further.
5075 IRIAE AN TR AV AE ] (conglomerate) |, I FLAEE AN W Hin il AR 15 51 4 B A%

Conglomerates, it should be acknowledged, have a terrible reputation with investors. And they
richly deserve it. Let me first explain why they are in the doghouse, and then I will go on to
describe why the conglomerate form brings huge and enduring advantages to Berkshire.
ANVAEHR], NN, ERRE T AERRER A E . JFH, BTSN RX A AR, ik
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Since | entered the business world, conglomerates have enjoyed several periods of extreme
popularity, the silliest of which occurred in the late 1960s. The drill for conglomerate CEQOs then
was simple: By personality, promotion or dubious accounting — and often by all three — these
managers drove a fledgling conglomerate’s stock to, say, 20 times earnings and then issued shares
as fast as possible to acquire another business selling at ten-or-so times earnings. They
immediately applied “pooling” accounting to the acquisition, which — with not a dime’s worth of
change in the underlying businesses — automatically increased per-share earnings, and used the
rise as proof of managerial genius. They next explained to investors that this sort of talent justified
the maintenance, or even the enhancement, of the acquirer’s p/e multiple. And, finally, they
promised to endlessly repeat this procedure and thereby create ever-increasing per-share earnings.
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Wall Street’s love affair with this hocus-pocus intensified as the 1960s rolled by. The Street’s
denizens are always ready to suspend disbelief when dubious maneuvers are used to manufacture
rising per-share earnings, particularly if these acrobatics produce mergers that generate huge fees
for investment bankers. Auditors willingly sprinkled their holy water on the conglomerates’
accounting and sometimes even made suggestions as to how to further juice the numbers. For

By HGRn PE

Yo BRI, SRS “pooling” SUERMIRMIER, AW T, EARMEHIFH I
57 o ST AP E N AR AT F X B, B ENEX AN 7k 2001 4EAESEEERR T Pooling
of interests is a merger-accounting method that was taken out of the market in the United States by the Financial
Accounting Standards Board on June 30, 2001. /&% & kai $EH BAUBECEVER B, TR (EIE
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many, gushers of easy money washed away ethical sensitivities.
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Since the per-share earnings gains of an expanding conglomerate came from exploiting p/e
differences, its CEO had to search for businesses selling at low multiples of earnings. These, of
course, were characteristically mediocre businesses with poor long-term prospects. This incentive
to bottom-fish usually led to a conglomerate’s collection of underlying businesses becoming more
and more junky. That mattered little to investors: It was deal velocity and pooling accounting they
looked to for increased earnings.

RS KA AE A T, REBORCER R, J2V5 T PIE 725, B CEO AMFAT
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The resulting firestorm of merger activity was fanned by an adoring press. Companies such as ITT,
Litton Industries, Gulf & Western, and LTV were lionized, and their CEOs became celebrities.
(These once-famous conglomerates are now long gone. As Yogi Berra said, “Every Napoleon
meets his Watergate.”)

XFHFIOETE shas K, B H S FFM A X s K . #5Q1 ITT, Litton Industies, Gulf & Western
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Back then, accounting shenanigans of all sorts — many of them ridiculously transparent — were
excused or overlooked. Indeed, having an accounting wizard at the helm of an expanding
conglomerate was viewed as a huge plus: Shareholders in those instances could be sure that
reported earnings would never disappoint, no matter how bad the operating realities of the
business might become.
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In the late 1960s, | attended a meeting at which an acquisitive CEO bragged of his “bold,
imaginative accounting.” Most of the analysts listening responded with approving nods, seeing
themselves as having found a manager whose forecasts were certain to be met, whatever the
business results might be.
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Eventually, however, the clock struck twelve, and everything turned to pumpkins and mice. Once
again, it became evident that business models based on the serial issuances of overpriced shares —
just like chain-letter models — most assuredly redistribute wealth, but in no way create it. Both
phenomena, nevertheless, periodically blossom in our country — they are every promoter’s dream
— though often they appear in a carefully-crafted disguise.
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The ending is always the same: Money flows from the gullible to the fraudster. And with stocks,
unlike chain letters, the sums hijacked can be staggering.

SRR BRSO NTR AT I . TS, AMRIEBUE, BEIPRH S
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At both BPL and Berkshire, we have never invested in companies that are hell-bent on issuing
shares. That behavior is one of the surest indicators of a promotion-minded management, weak
accounting, a stock that is overpriced and — all too often — outright dishonesty.
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So what do Charlie and | find so attractive about Berkshire’s conglomerate structure? To put the
case simply: If the conglomerate form is used judiciously, it is an ideal structure for maximizing
long-term capital growth.

PrEk, SPAMBAI TAHA, AW A s R A S [ S5 R an e 51 N7 ] R i -
WARANMY AR BUE AR HAE ], L — i KA 8 et K AR 3

One of the heralded virtues of capitalism is that it efficiently allocates funds. The argument is that
markets will direct investment to promising businesses and deny it to those destined to wither.
That is true: With all its excesses, market-driven allocation of capital is usually far superior to any
alternative.
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Nevertheless, there are often obstacles to the rational movement of capital. As those 1954
Berkshire minutes made clear, capital withdrawals within the textile industry that should have
been obvious were delayed for decades because of the vain hopes and self-interest of
managements. Indeed, | myself delayed abandoning our obsolete textile mills for far too long.

REEIYE S IFER
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A CEO with capital employed in a declining operation seldom elects to massively redeploy that
capital into unrelated activities. A move of that kind would usually require that long-time
associates be fired and mistakes be admitted. Moreover, it’s unlikely that CEO would be the
manager you would wish to handle the redeployment job even if he or she was inclined to
undertake it.
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At the shareholder level, taxes and frictional costs weigh heavily on individual investors when
they attempt to reallocate capital among businesses and industries. Even tax-free institutional
investors face major costs as they move capital because they usually need intermediaries to do this
job. Alot of mouths with expensive tastes then clamor to be fed — among them investment bankers,
accountants, consultants, lawyers and such capital-reallocators as leveraged buyout operators.
Money-shufflers don’t come cheap.
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In contrast, a conglomerate such as Berkshire is perfectly positioned to allocate capital rationally
and at minimal cost. Of course, form itself is no guarantee of success: We have made plenty of
mistakes, and we will make more. Our structural advantages, however, are formidable.

FHB, —AMANPAER, PEaA e AR, eI BCE, JHCLBIPE G E BE A, JF HLRLE i
AL E . 2488, DUBHCE, JFAMRIES D). FATIU T B8R, IF RIS
B, R, FATHEEHRE, & NHER.

At Berkshire, we can — without incurring taxes or much in the way of other costs — move huge
sums from businesses that have limited opportunities for incremental investment to other sectors
with greater promise.
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Moreover, we are free of historical biases created by lifelong association with a given industry and
are not subject to pressures from colleagues having a vested interest in maintaining the status quo.
That’s important: If horses had controlled investment decisions, there would have been no auto
industry.
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Another major advantage we possess is the ability to buy pieces of wonderful businesses — a.k.a.
common stocks. That’s not a course of action open to most managements. Over our history, this
strategic alternative has proved to be very helpful; a broad range of options always sharpens
decision-making. The businesses we are offered by the stock market every day — in small pieces,
to be sure — are often far more attractive than the businesses we are concurrently being offered in
their entirety. Additionally, the gains we’ve realized from marketable securities have helped us
make certain large acquisitions that would otherwise have been beyond our financial capabilities.
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In effect, the world is Berkshire’s oyster — a world offering us a range of opportunities far beyond
thos realistically open to most companies. We are limited, of course, to businesses whose
economic prospects we can evaluate. And that’s a serious limitation: Charlie and | have no idea
what a great many companies will look like ten years from now. But that limitation is much
smaller than that borne by an executive whose experience has been confined to a single industry.
On top of that, we can profitably scale to a far larger size than the many businesses that are
constrained by the limited potential of the single industry in which they operate.
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I mentioned earlier that See’s Candy had produced huge earnings compared to its modest capital
requirements. We would have loved, of course, to intelligently use those funds to expand our
candy operation. But our many attempts to do so were largely futile. So, without incurring tax
inefficiencies or frictional costs, we have used the excess funds generated by See’s to help
purchase other businesses. If See’s had remained a stand-alone company, its earnings would have
had to be distributed to investors to redeploy, sometimes after being heavily depleted by large
taxes and, almost always, by significant frictional and agency costs.
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Berkshire has one further advantage that has become increasingly important over the years: We are
now the home of choice for the owners and managers of many outstanding businesses.
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Families that own successful businesses have multiple options when they contemplate sale.
Frequently, the best decision is to do nothing. There are worse things in life than having a
prosperous business that one understands well. But sitting tight is seldom recommended by Wall
Street. (Don’t ask the barber whether you need a haircut.)
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When one part of a family wishes to sell while others wish to continue, a public offering often
makes sense. But, when owners wish to cash out entirely, they usually consider one of two paths.
B BERL Gy NAREE AR, T 5y — A NSk SE B BN, AT RATIBCEAEAT AR
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The first is sale to a competitor who is salivating at the possibility of wringing “synergies” from
the combining of the two companies. This buyer invariably contemplates getting rid of large
numbers of the seller’s associates, the very people who have helped the owner build his business.
A caring owner, however — and there are plenty of them — usually does not want to leave his
long-time associates sadly singing the old country song: “She got the goldmine, | got the shaft.”
H@te, RMESIPSTERE R, EAEE S IR AT, & E] ORI BIFEANS
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The second choice for sellers is the Wall Street buyer. For some years, these purchasers accurately
called themselves “leveraged buyout firms.” When that term got a bad name in the early 1990s —
remember RJR and Barbarians at the Gate? — these buyers hastily relabeled themselves
“private-equity.”
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The name may have changed but that was all: Equity is dramatically reduced and debt is piled on
in virtually all private-equity purchases. Indeed, the amount that a private-equity purchaser offers
to the seller is in part determined by the buyer assessing the maximum amount of debt that can be
placed on the acquired company.
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Later, if things go well and equity begins to build, leveraged buy-out shops will often seek to
re-leverage with new borrowings. They then typically use part of the proceeds to pay a huge
dividend that drives equity sharply downward, sometimes even to a negative figure.
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In truth, “equity” is a dirty word for many private-equity buyers; what they love is debt. And,
because debt is currently so inexpensive, these buyers can frequently pay top dollar. Later, the
business will be resold, often to another leveraged buyer. In effect, the business becomes a piece
of merchandise.
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Berkshire offers a third choice to the business owner who wishes to sell: a permanent home, in
which the company’s people and culture will be retained (though, occasionally, management
changes will be needed). Beyond that, any business we acquire dramatically increases its financial
strength and ability to grow. Its days of dealing with banks and Wall Street analysts are also
forever ended.
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Some sellers don’t care about these matters. But, when sellers do, Berkshire does not have a lot of
competition.
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Sometimes pundits propose that Berkshire spin-off certain of its businesses. These suggestions
make no sense. Our companies are worth more as part of Berkshire than as separate entities. One
reason is our ability to move funds between businesses or into new ventures instantly and without
tax. In addition, certain costs duplicate themselves, in full or part, if operations are separated.
Here’s the most obvious example: Berkshire incurs nominal costs for its single board of directors;
were our dozens of subsidiaries to be split off, the overall cost for directors would soar. So, too,
would regulatory and administration expenditures.
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Finally, there are sometimes important tax efficiencies for Subsidiary A because we own
Subsidiary B. For example, certain tax credits that are available to our utilities are currently
realizable only because we generate huge amounts of taxable income at other Berkshire operations.
That gives Berkshire Hathaway Energy a major advantage over most public-utility companies in
developing wind and solar projects.
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Investment bankers, being paid as they are for action, constantly urge acquirers to pay 20% to 50%
premiums over market price for publicly-held businesses. The bankers tell the buyer that the
premium is justified for “control value” and for the wonderful things that are going to happen once
the acquirer’s CEO takes charge. (What acquisition-hungry manager will challenge that
assertion?)
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A few years later, bankers — bearing straight faces — again appear and just as earnestly urge
spinning off the earlier acquisition in order to “unlock shareholder value.” Spin-offs, of course,
strip the owning company of its purported “control value” without any compensating payment.
The bankers explain that the spun-off company will flourish because its management will be more
entrepreneurial, having been freed from the smothering bureaucracy of the parent company. (So
much for that talented CEO we met earlier.)
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If the divesting company later wishes to reacquire the spun-off operation, it presumably would
again be urged by its bankers to pay a hefty “control” premium for the privilege. (Mental
“flexibility” of this sort by the banking fraternity has prompted the saying that fees too often lead
to transactions rather than transactions leading to fees.)

WAL S KB A w) H 5 A 8 SO OB 7 R AL 5%, 8 KBRS X — IR BRAT P fiEfe
h T RXPRERCSAS PERH “ 807 difr.  CRATFRRIX SO BE “3pik” ghk T — Rk, o
MBS, MARL ST HRAD

58



It’s possible, of course, that someday a spin-off or sale at Berkshire would be required by
regulators.

Berkshire carried out such a spin-off in 1979, when new regulations for bank holding companies
forced us to divest a bank we owned in Rockford, Illinois.
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\oluntary spin-offs, though, make no sense for us: We would lose control value, capital-allocation
flexibility and, in some cases, important tax advantages. The CEOs who brilliantly run our
subsidiaries now would have difficulty in being as effective if running a spun-off operation, given
the operating and financial advantages derived from Berkshire’s ownership. Moreover, the parent
and the spun-off operations, once separated, would likely incur moderately greater costs than
existed when they were combined.
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Before | depart the subject of spin-offs, let’s look at a lesson to be learned from a conglomerate
mentioned earlier: LTV. I’ll summarize here, but those who enjoy a good financial story should
read the piece about Jimmy Ling that ran in the October 1982 issue of D Magazine. Look it up on
the Internet. Through a lot of corporate razzle-dazzle, Ling had taken LTV from sales of only $36
million in 1965 to number 14 on the Fortune 500 list just two years later. Ling, it should be noted,
had never displayed any managerial skills. But Charlie told me long ago to never underestimate
the man who overestimates himself. And Ling had no peer in that respect.
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Ling’s strategy, which he labeled “project redeployment,” was to buy a large company and then
partially spin off its various divisions. In LTV’s 1966 annual report, he explained the magic that
would follow: “Most importantly, acquisitions must meet the test of the 2 plus 2 equals 5 (or 6)
formula.” The press, the public and Wall Street loved this sort of talk.
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In 1967 Ling bought, a huge meatpacker that also had interests in golf equipment and
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pharmaceuticals. Soon after, he split the parent into three businesses, Wilson & Co. (meatpacking),
Wilson Sporting Goods and Wilson Pharmaceuticals , each of which was to be partially spun off.
These companies quickly became known on Wall Street as Meatball, Golf Ball and Goof Ball.
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Soon thereafter, it became clear that, like Icarus, Ling had flown too close to the sun. By the early
1970s,Ling’s empire was melting, and he himself had been spun off from LTV . . . that is, fired.
Periodically, financial markets will become divorced from reality — you can count on that. More
Jimmy Lings will appear. They will look and sound authoritative. The press will hang on their
every word. Bankers will fight for their business. What they are saying will recently have
“worked.” Their early followers will be feeling very clever. Our suggestion: Whatever their line,
never forget that 2+2 will always equal 4. And when someone tells you how old-fashioned that
math is --- zip up your wallet, take a vacation and come back in a few years to buy stocks at cheap
prices.
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Today Berkshire possesses

A RIA TR IR AT

(1) an unmatched collection of businesses, most of them now enjoying favorable economic
prospects;
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(2) a cadre of outstanding managers who, with few exceptions, are unusually devoted to both the
subsidiary they operate and to Berkshire;
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(3) an extraordinary diversity of earnings, premier financial strength and oceans of liquidity that
we will maintain under all circumstances;
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(4) a first-choice ranking among many owners and managers who are contemplating sale of their
businesses and
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(5) in a point related to the preceding item, a culture, distinctive in many ways from that of most
large companies, that we have worked 50 years to develop and that is now rock-solid.
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These strengths provide us a wonderful foundation on which to build.
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The Next 50 Years at Berkshire
{BIEA/RARK 50 4F

Now let’s take a look at the road ahead. Bear in mind that if | had attempted 50 years ago to gauge
what was coming, certain of my predictions would have been far off the mark. With that warning,
I will tell you what | would say to my family today if they asked me about Berkshire’s future.
DUAEAETATE B A5 B R« e, R IAT AL T HAE AT T RIS, FRAGTIIN 45%
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First and definitely foremost, | believe that the chance of permanent capital loss for patient
Berkshire shareholders is as low as can be found among single-company investments. That’s
because our per-share intrinsic business value is almost certain to advance over time.
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This cheery prediction comes, however, with an important caution: If an investor’s entry point into
Berkshire stock is unusually high — at a price, say, approaching double book value, which
Berkshire shares have occasionally reached — it may well be many years before the investor can
realize a profit. In other words, a sound investment can morph into a rash speculation if it is
bought at an elevated price. Berkshire is not exempt from this truth.
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Purchases of Berkshire that investors make at a price modestly above the level at which the
company would repurchase its shares, however, should produce gains within a reasonable period
of time. Berkshire’s directors will only authorize repurchases at a price they believe to be well
below intrinsic value. (In our view, that is an essential criterion for repurchases that is often
ignored by other managements.)
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For those investors who plan to sell within a year or two after their purchase, | can offer no
assurances,whatever the entry price. Movements of the general stock market during such
abbreviated periods will likely be far more important in determining your results than the
concomitant change in the intrinsic value of your Berkshire shares. As Ben Graham said many
decades ago: “In the short-term the market is a voting machine; in the long-run it acts as a
weighing machine.” Occasionally, the voting decisions of investors — amateurs and professionals
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alike — border on lunacy.
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As Ben Graham said many decades ago: “In the short-term the market is a voting machine; in the
long-run it acts as a weighing machine.” ) ffi#kHh, ¥ 45 S E—— N 438 R 78 50
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Since | know of no way to reliably predict market movements, | recommend that you purchase
Berkshire shares only if you expect to hold them for at least five years. Those who seek short-term
profits should look elsewhere.
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Another warning: Berkshire shares should not be purchased with borrowed money. There have
been three times since 1965 when our stock has fallen about 50% from its high point. Someday,
something close to this kind of drop will happen again, and no one knows when. Berkshire will
almost certainly be a satisfactory holding for investors. But it could well be a disastrous choice for
speculators employing leverage.
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I believe the chance of any event causing Berkshire to experience financial problems is essentially
zero.We will always be prepared for the thousand-year flood; in fact, if it occurs we will be selling
life jackets to the unprepared. Berkshire played an important role as a “first responder” during the
2008-2009 meltdown, and we have since more than doubled the strength of our balance sheet and
our earnings potential. Your company is the Gibraltar of American business and will remain so.
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Financial staying power requires a company to maintain three strengths under all circumstances:
(1) a large and reliable stream of earnings; (2) massive liquid assets and (3) no significant
near-term cash requirements. Ignoring that last necessity is what usually leads companies to
experience unexpected problems: Too often, CEOs of profitable companies feel they will always
be able to refund maturing obligations, however large these are. In 2008-2009, many
managements learned how perilous that mindset can be.
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Here’s how we will always stand on the three essentials. First, our earnings stream is huge and
comes from a vast array of businesses. Our shareholders now own many large companies that
have durable competitive advantages, and we will acquire more of those in the future. Our
diversification assures Berkshire’s continued profitability, even if a catastrophe causes insurance
losses that far exceed any previously experienced.
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Next up is cash. At a healthy business, cash is sometimes thought of as something to be minimized
—as an unproductive asset that acts as a drag on such markers as return on equity. Cash, though, is
to a business as oxygen is to an individual: never thought about when it is present, the only thing
in mind when it is absent.
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American business provided a case study of that in 2008. In September of that year, many
long-prosperous companies suddenly wondered whether their checks would bounce in the days
ahead. Overnight, their financial oxygen disappeared.
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At Berkshire, our “breathing” went uninterrupted. Indeed, in a three-week period spanning late
September and early October, we supplied $15.6 billion of fresh money to American businesses.
We could do that because we always maintain at least $20 billion — and usually far more — in cash
equivalents. And by that we mean U.S. Treasury bills, not other substitutes for cash that are
claimed to deliver liquidity and actually do so, except when it is truly needed. When bills come
due, only cash is legal tender. Don’t leave home without it.
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Finally — getting to our third point — we will never engage in operating or investment practices that
can result in sudden demands for large sums. That means we will not expose Berkshire to
short-term debt maturities of size nor enter into derivative contracts or other business
arrangements that could require large collateral calls.
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Some years ago, we became a party to certain derivative contracts that we believed were
significantly mispriced and that had only minor collateral requirements. These have proved to be
quite profitable. Recently, however, newly-written derivative contracts have required full
collateralization. And that ended our interest in derivatives, regardless of what profit potential they
might offer. We have not, for some years, written these contracts, except for a few needed for
operational purposes at our utility businesses.
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Moreover, we will not write insurance contracts that give policyholders the right to cash out at
their option. Many life insurance products contain redemption features that make them susceptible
to a “run” in times of extreme panic. Contracts of that sort, however, do not exist in the
property-casualty world that we inhabit. If our premium volume should shrink, our float would
decline — but only at a very slow pace.
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The reason for our conservatism, which may impress some people as extreme, is that it is entirely
predictable that people will occasionally panic, but not at all predictable when this will happen.
Though practically all days are relatively uneventful, tomorrow is always uncertain. (I felt no
special apprehension on December 6, 1941 or September 10, 2001.) And if you can’t predict what
tomorrow will bring, you must be prepared for whatever it does.
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A CEO who is 64 and plans to retire at 65 may have his own special calculus in evaluating risks
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that have only a tiny chance of happening in a given year. He may, in fact, be “right” 99% of the
time. Those odds, however, hold no appeal for us. We will never play financial Russian roulette
with the funds you’ve entrusted to us, even if the metaphorical gun has 100 chambers and only
one bullet. In our view, it is madness to risk losing what you need in pursuing what you simply
desire.
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Despite our conservatism, | think we will be able every year to build the underlying per-share
earning power of Berkshire. That does not mean operating earnings will increase each year — far
from it. TheU.S.economy will ebb and flow — though mostly flow - and, when it weakens, so
will our current earnings. But we will continue to achieve organic gains, make bolt-on acquisitions
and enter new fields. | believe, therefore, that Berkshire will annually add to its underlying earning
powver.
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In some years the gains will be substantial, and at other times they will be minor. Markets,
competition, and chance will determine when opportunities come our way. Through it all,
Berkshire will keep moving forward, powered by the array of solid businesses we now possess
and the new companies we will purchase. In most years, moreover, our country’s economy will
provide a strong tailwind for business. We are blessed to have the United Statesas our home field.
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The bad news is that Berkshire’s long-term gains — measured by percentages, not by dollars —
cannot be dramatic and will not come close to those achieved in the past 50 years. The numbers
have become too big. | think Berkshire will outperform the average American company, but our
advantage, if any, won’t be great.
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Eventually — probably between ten and twenty years from now — Berkshire’s earnings and capital
resources will reach a level that will not allow management to intelligently reinvest all of the
company’s earnings. At that time our directors will need to determine whether the best method to
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distribute the excess earnings is through dividends, share repurchases or both. If Berkshire shares
are selling below intrinsic business value, massive repurchases will almost certainly be the best
choice. You can be comfortable that your directors will make the right decision.
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No company will be more shareholder-minded than Berkshire. For more than 30 years, we have
annually reaffirmed our Shareholder Principles (see page 117), always leading off with: “Although
our form is corporate, our attitude is partnership.” This covenant with you is etched in stone.
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We have an extraordinarily knowledgeable and business-oriented board of directors ready to carry
out that promise of partnership. None took the job for the money: In an arrangement almost
non-existent elsewhere, our directors are paid only token fees. They receive their rewards instead
through ownership of Berkshire shares and the satisfaction that comes from being good stewards
of an important enterprise.

FATE MR Z A AR, T 1) e 2y, HER AT SAK IR A& . WA N T Ak il
TAE: FE—DILTAFAET AR ZHE T, FATHIFE FADORR R AL R 2 ] Bz
L, AT AR v A R B I T A B, H AT TR, IF HN A — AN EE A 48 5K
H, SRAF A K

The shares that they and their families own — which, in many cases, are worth very substantial
sums — were purchased in the market (rather than their materializing through options or grants). In
addition, unlike almost all other sizable public companies, we carry no directors and officers
liability insurance. At Berkshire, directors walk in your shoes.
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To further ensure continuation of our culture, | have suggested that my son, Howard, succeed me
as a nonexecutive Chairman. My only reason for this wish is to make change easier if the wrong
CEO should ever be employed and there occurs a need for the Chairman to move forcefully. | can
assure you that this problem has a very low probability of arising at Berkshire — likely as low as at
any public company. In my service on the boards of nineteen public companies, however, I’ve
seen how hard it is to replace a mediocre CEO if that person is also Chairman. (The deed usually
gets done, but almost always very late.)

H T IREELRUE AT AR IE 2, T IR LT, R, BB IR A ml AR AT 3205
TA H A HE— J RS, W R IRIY CEO ], 7322 1R am i i, SRk kos it
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If elected, Howard will receive no pay and will spend no time at the job other than that required of
all directors. He will simply be a safety valve to whom any director can go if he or she has
concerns about the CEO and wishes to learn if other directors are expressing doubts as well.
Should multiple directors be apprehensive, Howard’s chairmanship will allow the matter to be
promptly and properly addressed.

Choosing the right CEO is all-important and is a subject that commands much time at Berkshire
board meetings. Managing Berkshire is primarily a job of capital allocation, coupled with the
selection and retention of outstanding managers to captain our operating subsidiaries. Obviously,
the job also requires the replacement of a subsidiary’s CEO when that is called for. These duties
require Berkshire’s CEO to be a rational, calm and decisive individual who has a broad
understanding of business and good insights into human behavior. It’s important as well that he
knows his limits. (As Tom Watson, Sr. of IBM said, “I’m no genius, but I’m smart in spots and |
stay around those spots.”)

WAL, B TR I A AT TAE EAE AT AT ), BRARFTA B 25K
AR BN 22 421, AT HABERS HA, I RAh s ab4H L CEO WG UL, Jf HAYER%N
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Character is crucial: A Berkshire CEO must be “all in” for the company, not for himself. (I’'m
using male pronouns to avoid awkward wording, but gender should never decide who becomes
CEOQ.) He can’t help but earn money far in excess of any possible need for it. But it’s important
that neither ego nor avarice motivate him to reach for pay matching his most
lavishly-compensated peers, even if his achievements far exceed theirs. A CEO’s behavior has a
huge impact on managers down the line: If it’s clear to them that shareholders’ interests are
paramount to him, they will, with few exceptions, also embrace that way of thinking

i ) — M A R CEO 2k T 2w “8ANPH” , AN T EC.

CHRAS T 55 PEARR] LLIRE S 2Rt AR e, (HE AN g HERSCh CEO. ) Ml ANS AN Iz
Z TR E k. HEERE, HAMOUEA S TR Z R, DU Al fss
M BRI XAMERIFIZE,  PAE A etz I TARATR . —4> CEO KT XA AA R
REIFEM: WERMATE 2, X CEO 1M, BUARKIA G E =t L, AR, Do,
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My successor will need one other particular strength: the ability to fight off the ABCs of

business decay, which are arrogance, bureaucracy and complacency. When these corporate cancers
metastasize, even the strongest of companies can falter. The examples available to prove the point

68



are legion, but to maintain friendships | will exhume only cases from the distant past.

FRHIGRAE R o 2 B — DN AR AR IR 5 A RE R AV SRR A PR 3R, BIECES,  fA
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In their glory days, General Motors, IBM, Sears Roebuck and U.S. Steel sat atop huge industries.
Their strengths seemed unassailable. But the destructive behavior | deplored above eventually led
each of them to fall to depths that their CEOs and directors had not long before thought impossible.
Their one-time financial strength and their historical earning power proved no defense.

FERIEI ), JEAIVAS, 1BM, PRI EL v, RISEEANERAE JLRAT WA TR i . e ATHIAL
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Only a vigilant and determined CEO can ward off such debilitating forces as Berkshire grows ever
larger. He must never forget Charlie’s plea: “Tell me where I’m going to die, so I’ll never go
there.” If our noneconomic values were to be lost, much of Berkshire’s economic value would
collapse as well. “Tone at the top” will be key to maintaining Berkshire’s special culture.

15 Ay IRAAT N GE K I, A A5 BRI E [ CEO Refig i T Ar i g5 it Al
BUKIEANSEBER:  “Hirdk, RaERIes, PrddokisphaEi)L. 7 ik
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Fortunately, the structure our future CEOs will need to be successful is firmly in place. The
extraordinary delegation of authority now existing at Berkshire is the ideal antidote to bureaucracy.
In an operating sense, Berkshire is not a giant company but rather a collection of large companies.
At headquarters, we have never had a committee nor have we ever required our subsidiaries to
submit budgets (though many use them as an important internal tool). We don’t have a legal office
nor departments that other companies take for granted: human relations, public relations, investor
relations, strategy, acquisitions, you name it.

SIS, AGIRATARKN CEC 1MLy, P #iygity D) sctiise e 17 BlEAET
A SEA /R, AR A A R 0] B 4 T2 SR BIAR A 25 . FEis 8 B X L, AR i /R AN —
NKHAT], T —RERA T (RS, FATARAZR S, WAAZRIBATH T2 Al §248
S (CBARVFZ AR EAMEA AT LR o BATAHAEESI A%, BARAH
AT BT N HIFRT ] NIk FR, AIER, BRE KRR, Mg, I, (HURERS
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We do, of course, have an active audit function; no sense being a dammed fool. To an unusual
degree, however, we trust our managers to run their operations with a keen sense of stewardship.
After all, they were doing exactly that before we acquired their businesses. With only occasional
exceptions, furthermore, our trust produces better results than would be achieved by streams of
directives, endless reviews and layers of bureaucracy. Charlie and | try to interact with our
managers in a manner consistent with what we would wish for, if the positions were reversed.
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Our directors believe that our future CEOs should come from internal candidates whom the
Berkshire board has grown to know well. Our directors also believe that an incoming CEO should
be relatively young, so that he or she can have a long run in the job. Berkshire will operate best if
its CEOs average well over ten years at the helm. (It’s hard to teach a new dog old tricks.) And
they are not likely to retire at 65 either (or have you noticed?) .

AT E SRS, AR CEO 1], Kk BRI se A /RE S T RIB D T G 2 B A i
ENH . BATRFERFRANE, B CEO PUUAHR MR, BT LB b e o8 K3 AR .
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In both Berkshire’s business acquisitions and large, tailored investment moves, it is important that
our counterparties be both familiar with and feel comfortable with Berkshire’s CEO. Developing
confidence of that sort and cementing relationships takes time. The payoff, though, can be huge.
FEAR SE A5 R ARV IR IE R, AR e A5 2R B B 8 BB AT 3h b, ) — o, 31T
R0 T 07 BB IO T e A /K ) CEO. TR USRS AT I HIU 5 & i 1) o [,
SR, FREAE K.

Both the board and | believe we now have the right person to succeed me as CEO — a successor
ready to assume the job the day after I die or step down. In certain important respects, this person
will do a better job than | am doing.

WP TATINA A S IE W NIE L4k &I CEO AL E—— fEIRIEEEiH IR 2
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Investments will always be of great importance to Berkshire and will be handled by several
specialists. They will report to the CEO because their investment decisions, in a broad way, will
need to be coordinated with Berkshire’s operating and acquisition programs. Overall, though, our
investment managers will enjoy great autonomy. In this area, too, we are in fine shape for decades
to come. Todd Combs and Ted Weschler, each of whom has spent several years on Berkshire’s
investment team, are firstrate in all respects and can be of particular help to the CEO in evaluating
acquisitions.

XA A R S, BRI S AR SR, IR 2 A TR AR AT CEO i, [
AT B E, B R L, T EERA A K s 8 A FIEI HAR M . SR, S
K, AT T L R AR H A AEXT7 I, [FIRE, AR L HRR AL T R 4
R, Todd Combs HI Ted Weschler, AtbAI#STEA b A5 /R I B8 B AAE T VF 2 4E I R], 7
P 7 A S AL, BERSAEVEAS I, 457 CEO Rl rIFE B

% ¥E: damned fool /&% AR, X X4 dammed fool.
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All told, Berkshire is ideally positioned for life after Charlie and | leave the scene. We have the
right people in place — the right directors, managers and prospective successors to those managers.
Our culture, furthermore, is embedded throughout their ranks. Our system is also regenerative. To
a large degree, both good and bad cultures self-select to perpetuate themselves. For very good
reasons, business owners and operating managers with values similar to ours will continue to be
attracted to Berkshire as a one-of-a-kind and permanent home.

B, AT EBMEEITERG NG H, A /REGE M 2 E . BAIMES T I Nik—
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I would be remiss if | didn’t salute another key constituency that makes Berkshire special: our
shareholders. Berkshire truly has an owner base unlike that of any other giant corporation. That
fact was demonstrated in spades at last year’s annual meeting, where the shareholders were
offered a proxy resolution:

WURIRBATGIAM FEEER, AEA 00 A KR B B SCHF FATT 280, BFBE ANTTR . FediT
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RESOLVED: Whereas the corporation has more money than it needs and since the owners unlike
Warren are not multi billionaires, the board shall consider paying a meaningful annual dividend on
the shares.

fRRIT%: BT AR CHMESZ TG EN, IF LRI ENIAMR LR IR 21201
BH, PN E S B RN,

The sponsoring shareholder of that resolution never showed up at the meeting, so his motion was
not officially proposed. Nevertheless, the proxy votes had been tallied, and they were enlightening.
Not surprisingly, the A shares — owned by relatively few shareholders, each with a large economic
interest — voted “no” on the dividend question by a margin of 89 to 1.

AR R ZE IR AR M BAE I E, BT AR RS2 308 g E AP . ARy, AP
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The remarkable vote was that of our B shareholders. They number in the hundreds of thousands —
perhaps even totaling one million — and they voted 660,759,855 “no” and 13,927,026 “yes,” a
ratio of about 47 to 1.

FINEHRBEEE AT B BB ARBEE . AATREE ST B —r R s a8 A
— AT 660,759,855 “AN” Al 13,927,026 “J&,”  HIKZ 47 WL 1.

Our directors recommended a “no” vote but the company did not otherwise attempt to influence
shareholders. Nevertheless, 98% of the shares voting said, in effect, “Don’t send us a dividend but
instead reinvest all of the earnings.” To have our fellow owners — large and small — be so in sync
with our managerial philosophy is both remarkable and rewarding.
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I am a lucky fellow to have you as partners.

AURAIBAK R, BIZEIEHK.

Warren E. Buffett
N[
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Vice Chairman’s Thoughts — Past and Future

B E H KA ORISR R

BHPE: )R
To the shareholders of Berkshire Hathaway Inc.:

HUATCAT IR WA 1B 2R -

I closely watched the 50-year history of Berkshire’s uncommon success under Warren Buffett.
And it now seems appropriate that | independently supplement whatever celebratory comment
comes from him. | will try to do five things.

AT P B T e A RAETRAE ARRR LS P 2 A EAF S W R R . IEE Lk
FEFIE M, AR AN T, ANRAA NS M AT R L S TR IR . BRIl 5
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(1) Describe the management system and policies that caused a small and unfixably-doomed
commodity textile business to morph into the mighty Berkshire that now exists,

(1 A BER GBS, SN, 1 SR G523 Ak, AR RAER)
e KA A 7K

(2) Explain how the management system and policies came into being,
(2) fRBEAE BIZR GERIBUR Qi) T A%

(3) Explain, to some extent, why Berkshire did so well,

(3) ke, FERMARER b, At afise A /RS it 2 4t

(4) Predict whether abnormally good results would continue if Buffett were soon to depart, and
(4) QR EIARRF AR EME R TG, TS AN R S5 e d R gksk, JF H.

(5) Consider whether Berkshire’s great results over the last 50 years have implications that may
prove useful elsewhere.

(5) HRERAA A /RiIL % 50 ML MESHT LR 75, W REAE A A B BIE AT H o

The management system and policies of Berkshire under Buffett (herein together called “the
Berkshire system™) were fixed early and are described below:

(1) Berkshire would be a diffuse conglomerate, averse only to activities about which it could not
make useful predictions.

ELAERFAILT N A5 A R I B R GERIBUR (FEULZEAR N “AA e A IR RS ) 1R gt [ e
I Bk -

(DA ZEA KB D HUR A AR ], T 2 SRS SEANBE Al 4 A6 2 T A b 5528 28

(2) Its top company would do almost all business through separately incorporated subsidiaries
whose CEOs would operate with very extreme autonomy.

(2) B RS MOLT AR AR, ML B R T~ W), 12w CEOA]
g E s AR HAAL
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(3) There would be almost nothing at conglomerate headquarters except a tiny office suite
containing a

Chairman, a CFO, and a few assistants who mostly helped the CFO with auditing, internal control,
etc.

(B ANV AR A YL R L T- BB AEAT ARG, B T — AN ARV ER]), s — 3%, —4> CFO,
—UE W) CFO i i, IR T

(4) Berkshire subsidiaries would always prominently include casualty insurers. Those insurers as a
group would be expected to produce, in due course, dependable underwriting gains while also
producing substantial “float” (from unpaid insurance liabilities) for investment.

(4 AR Ve IR T8 FlRE B S R KCH ORI A T o IXSE R A PR IG 22 mIRE I K
I AT SRR AR RN, I HAB A R “F A" CRAIERSARE 76D T
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(5) There would be no significant system-wide personnel system, stock option system, other
incentive system, retirement system, or the like, because the subsidiaries would have their own
systems, often different.

(5) WHEBZEM, REMEMANRRS, KBRS, B RS, BIRRS, &
WER ARG, BT ARRAMITE CRIRS, MRS R SRR .

(6) Berkshire’s Chairman would reserve only a few activities for himself.
(i) He would manage almost all security investments, with these normally residing in Berkshire’s
casualty insurers.

(6) e /R T H SRR D> it
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(if) He would choose all CEOs of important subsidiaries, and he would fix their compensation and
obtain from each a private recommendation for a successor in case one was suddenly needed.

G AR FE T A E Y CEO, Aokt 2 @ Al AT TR, JF BB TR KRR
HERF P RAFARATE (NIED , W TR TR EAAEE 105 .

(iii) He would deploy most cash not needed in subsidiaries after they had increased their
competitive advantage, with the ideal deployment being the use of that cash to acquire new
subsidiaries.

i) ARAE T A F I T EAIRSER IS )G, BEE AT B, BUARRACE
e A IS LT 5 W HT ) 1A

(iv) He would make himself promptly available for almost any contact wanted by any subsidiary’s
CEO, and he would require almost no additional contact.

(v) # 7/~ CEO AAEMERAEHIT 2, Mk LM e s, JF HAbR LT AN 2 554
AR 4% o

(v) He would write a long, logical, and useful letter for inclusion in his annual report, designed as
he would wish it to be if he were only a passive shareholder, and he would be available for hours
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of answering questions at annual shareholders’ meetings.

(V) AREAEA A AE R S BRI, ARG, SRt B,
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(vi) He would try to be an exemplar in a culture that would work well for customers, shareholders,
and other incumbents for a long time, both before and after his departure.

Cvid) AR R, — AR SRR AR T, KMEAE R AF B ST RS RE,
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(vii) His first priority would be reservation of much time for quiet reading and thinking,
particularly that which might advance his determined learning, no matter how old he became; and
Cvii) ALK P AT 554 e O B B I [ 22 [ T M 8%, R i S AR S ] e i fth P R SR
2], ARtERREE, JFH

(viii) He would also spend much time in enthusiastically admiring what others were
accomplishing.

Cviii) At 78 9V 2 I 8] 7 Py B D b A Bt

(7) New subsidiaries would usually be bought with cash, not newly issued stock.

(7> B m R I e, AR B R AT ISR

(8) Berkshire would not pay dividends so long as more than one dollar of market value for
shareholders was being created by each dollar of retained earnings.

(8) HERE LI BAAANE, ABARENIE 2 T uhI i, e /Rt A
SRR %

(9) In buying a new subsidiary, Berkshire would seek to pay a fair price for a good business that
the Chairman could pretty well understand. Berkshire would also want a good CEO in place, one
expected to remain for a long time and to manage well without need for help from headquarters.
(9 KRTWISHF 2w, A0 Rk S K ELE BER A W SR 1), R B Re%
IRGFHOERRE ) o AFE A RIS AR B G2 ) A — NP CEO 1EAT, il i 4k 2 1]
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(10) In choosing CEOs of subsidiaries, Berkshire would try to secure trustworthiness, skill, energy,
and love for the business and circumstances the CEO was in.

(10) RTIEFT A FH CEO, HA /KM BIEMRILTSE, HERE, A E CEO
FITAE AL FIR S

(11) As an important matter of preferred conduct, Berkshire would almost never sell a subsidiary.

(1D ARSI 3, A R LA 7 Aw

(12) Berkshire would almost never transfer a subsidiary’s CEO to another unrelated subsidiary.

¥ TE: RAUEEAN, BRI AT A B ARHERA .
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(13) Berkshire would never force the CEO of a subsidiary to retire on account of mere age.
(13) A 5A R AN 51 T 23 7] 1) CEO R A SRR K

(14) Berkshire would have little debt outstanding as it tried to maintain (i) virtually perfect
creditworthiness under all conditions and (ii) easy availability of cash and credit for deployment in
times presenting unusual opportunities.

(14) fFse A /R DA RIS RN, PO e EIREE () fEARAPROL T, S2it Byeserifs
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(15) Berkshire would always be user-friendly to a prospective seller of a large business. An offer
of such a business would get prompt attention. No one but the Chairman and one or two others at
Berkshire would ever know about the offer if it did not lead to a transaction. And they would never
tell outsiders about it.

(15) XBAER R A AISER M S, A0 A RR B AU . — MR A m R, K3k
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Both the elements of the Berkshire system and their collected size are quite unusual. No other
large corporation | know of has half of such elements in place.

A 50 /R RGE SR A EA TR AL BB R & AN R 586 o $i Fr i, A HAt A R Al
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How did Berkshire happen to get a corporate personality so different from the norm?

A SE A IR AT BT — AN e A A R Al P e 2

Well, Buffett, even when only 34 years old, controlled about 45% of Berkshire’s shares and was
completely trusted by all the other big shareholders. He could install whatever system he wanted.
And he did so, creating the Berkshire system.

W, ARy, BMESENCR 34 e, ) 1KLY 45 % KA s A R By, JF g e Al
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Almost every element was chosen because Buffett believed that, under him, it would help
maximize Berkshire’s achievement. He was not trying to create a one-type-fits-all system for other
corporations. Indeed, Berkshire’s subsidiaries were not required to use the Berkshire system in
their own operations. And some flourished while using different systems.
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What was Buffett aiming at as he designed the Berkshire system?

AR R A A R RGN AE, AL H bt A

Well, over the years | diagnosed several important themes:

(1) He particularly wanted continuous maximization of the rationality, skills, and devotion of the
most important people in the system, starting with himself.

(2) He wanted win/win results everywhere--in gaining loyalty by giving it, for instance.

(3) He wanted decisions that maximized long-term results, seeking these from decision makers
who usually stayed long enough in place to bear the consequences of decisions.

(4) He wanted to minimize the bad effects that would almost inevitably come from a large
bureaucracy at headquarters.

(5) He wanted to personally contribute, like Professor Ben Graham, to the spread of wisdom
attained.
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When Buffett developed the Berkshire system, did he foresee all the benefits that followed? No.
Buffett stumbled into some benefits through practice evolution. But, when he saw useful
consequences, he strengthened their causes.

AR T R AN A R RGN, ABTULE] T JE R R AR A2 Ao AR A2
P S EAL, ARG T B lr b HE, A B A RN, ARl T RATTY
B

Why did Berkshire under Buffett do so well?
A A e A R AE AR AT NS Qi 2

Only four large factors occur to me:
(1) The constructive peculiarities of Buffett,
(2) The constructive peculiarities of the Berkshire system,
(3) Good luck, and
(4) The weirdly intense, contagious devotion of some shareholders and other admirers, including
some in the press.
T HARR UK AR
(1) EIERAAT 2 S IE
(2) fAvEAm /R ARG w R
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I believe all four factors were present and helpful. But the heavy freight was carried by the
constructive peculiarities, the weird devotion, and their interactions.

FARE A U SRR AAE A (HR DRI, 2l s AR, AN RS, A
AT Z TR R &R, AR

In particular, Buffett’s decision to limit his activities to a few kinds and to maximize his attention
to them, and to keep doing so for 50 years, was a lollapalooza. Buffett succeeded for the same
reason Roger Federer became good at tennis.
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Buffett was, in effect, using the winning method of the famous basketball coach, John Wooden,
who won most regularly after he had learned to assign virtually all playing time to his seven best
players. That way, opponents always faced his best players, instead of his second best. And, with
the extra playing time, the best players improved more than was normal.
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And Buffett much out-Woodened Wooden, because in his case the exercise of skill was
concentrated in one person, not seven, and his skill improved and improved as he got older and
older during 50 years, instead of deteriorating like the skill of a basketball player does.
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Moreover, by concentrating so much power and authority in the often-long-serving CEOs of
important subsidiaries, Buffett was also creating strong Wooden-type effects there. And such
effects enhanced the skills of the CEOs and the achievements of the subsidiaries.
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Then, as the Berkshire system bestowed much-desired autonomy on many subsidiaries and their
CEOs, and Berkshire became successful and well known, these outcomes attracted both more and
better subsidiaries into Berkshire, and better CEOs as well.
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And the better subsidiaries and CEOs then required less attention from headquarters, creating what
is often called a “virtuous circle.”
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How well did it work out for Berkshire to always include casualty insurers as important
subsidiaries?
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Marvelously well. Berkshire’s ambitions were unreasonably extreme and, even so, it got what it
wanted.
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Casualty insurers often invest in common stocks with a value amounting roughly to their
shareholders’ equity, as did Berkshire’s insurance subsidiaries. And the S&P 500 Index produced
about 10% per annum, pre-tax, during the last 50 years, creating a significant tailwind.
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And, in the early decades of the Buffett era, common stocks within Berkshire’s insurance
subsidiaries greatly outperformed the index, exactly as Buffett expected. And, later, when both the
large size of Berkshire’s stockholdings and income tax considerations caused the index-beating
part of returns to fade to insignificance (perhaps not forever), other and better advantage came.
Ajit Jain created out of nothing an immense reinsurance business that produced both a huge
“float” and a large underwriting gain. And all of GEICO came into Berkshire, followed by a
quadrupling of GEICO’s market share. And the rest of Berkshire’s insurance operations hugely
improved, largely by dint of reputational advantage, underwriting discipline, finding and staying
within good niches, and recruiting and holding outstanding people.
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Then, later, as Berkshire’s nearly unique and quite dependable corporate personality and large size
became well known, its insurance subsidiaries got and seized many attractive opportunities, not
available to others, to buy privately issued securities. Most of these securities had fixed maturities
and produced outstanding results.

BEJS, WRabioe, B se A /K LTk AR AT SR A AR FUR R AU, B3R 24,
IR T A A SRAGIFIME T2 WG| AR, A A F BT A RESRAS Il 2, AR A TR
TR PHIESR . XA MIEZERIRZ L, A E R REIIR, JF 4 RS8R .

Berkshire’s marvelous outcome in insurance was not a natural result. Ordinarily, a casualty
insurance business is a producer of mediocre results, even when very well managed. And such
results are of little use. Berkshire’s better outcome was so astoundingly large that | believe that
Buffett would now fail to recreate it if he returned to a small base while retaining his smarts and
regaining his youth.
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Did Berkshire suffer from being a diffuse conglomerate? No, its opportunities were usefully
enlarged by a widened area for operation. And bad effects, common elsewhere, were prevented by
Buffett’s skills.
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Why did Berkshire prefer to buy companies with cash, instead of its own stock? Well, it was hard
to get anything in exchange for Berkshire stock that was as valuable as what was given up.
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Why did Berkshire’s acquisition of companies outside the insurance business work out so well for
Berkshire shareholders when the normal result in such acquisitions is bad for shareholders of the
acquirer?

AT AAEARES A~ 7 2Z8h, A0 5e A IR AR TTREAT (0 22 RO, 8 R bR, =4 e SR ey
MR GEA, KT QLA R WO B BAR T 5 A2 50 1IN 2

Well, Berkshire, by design, had methodological advantages to supplement its better opportunities.
It never had the equivalent of a “department of acquisitions™ under pressure to buy. And it never
relied on advice from “helpers” sure to be prejudiced in favor of transactions. And Buffett held
self-delusion at bay as he underclaimed expertise while he knew better than most corporate
executives what worked and what didn’t in business, aided by his long experience as a passive
investor. And, finally, even when Berkshire was getting much better opportunities than most others,
Buffett often displayed almost inhuman patience and seldom bought. For instance, during his first
ten years in control of Berkshire, Buffett saw one business (textiles) move close to death and two
new businesses come in, for a net gain of one.
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What were the big mistakes made by Berkshire under Buffett? Well, while mistakes of
commission were common, almost all huge errors were in not making a purchase, including not
purchasing Walmart stock when that was sure to work out enormously well. The errors of
omission were of much importance. Berkshire’s net worth would now be at least $50 billion
higher if it had seized several opportunities it was not quite smart enough to recognize as virtually
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sure things.

FEEIRRF AT, e A /R IR A IREE ? WY, BAR s A R Mk Y, EJL
A RIS R AR IR TR WK, AR SRR — 5 2 R S R R I, A W SR
(ISR o ot OB DRt R AT S o AR e A /R WUR BE S A B IR, DR B EE R S Bt e (1)
bles, JFHAE—28, P %D 21 500 12360, ©

The next to last task on my list was: Predict whether abnormally good results would continue at
Berkshire if Buffett were soon to depart.
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The answer is yes. Berkshire has in place in its subsidiaries much business momentum grounded
in much durable competitive advantage.
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Moreover, its railroad and utility subsidiaries now provide much desirable opportunity to invest
large sums in new fixed assets. And many subsidiaries are now engaged in making wise “bolt-on”
acquisitions.
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Provided that most of the Berkshire system remains in place, the combined momentum and
opportunity now present is so great that Berkshire would almost surely remain a
better-than-normal company for a very long time even if (1) Buffett left tomorrow, (2) his
successors were persons of only moderate ability, and (3) Berkshire never again purchased a large
business.
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But, under this Buffett-soon-leaves assumption, his successors would not be “of only moderate
ability.” For instance, Ajit Jain and Greg Abel are proven performers who would probably be
under-described as “world-class.” “World-leading” would be the description | would choose. In
some important ways, each is a better business executive than Buffett.
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And | believe neither Jain nor Abel would (1) leave Berkshire, no matter what someone else
offered or (2) desire much change in the Berkshire system.
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Nor do I think that desirable purchases of new businesses would end with Buffett’s departure.
With Berkshire now so large and the age of activism upon us, | think some desirable acquisition
opportunities will come and that Berkshire’s $60 billion in cash will constructively decrease.
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My final task was to consider whether Berkshire’s great results over the last 50 years have
implications that may prove useful elsewhere.
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The answer is plainly yes. In its early Buffett years, Berkshire had a big task ahead: turning a tiny
stash into a large and useful company. And it solved that problem by avoiding bureaucracy and
relying much on one thoughtful leader for a long, long time as he kept improving and brought in
more people like himself.
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Compare this to a typical big-corporation system with much bureaucracy at headquarters and a
long succession of CEOs who come in at about age 59, pause little thereafter for quiet thought,
and are soon forced out by a fixed retirement age.
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I believe that versions of the Berkshire system should be tried more often elsewhere and that the
worst attributes of bureaucracy should much more often be treated like the cancers they so much
resemble. A good example of bureaucracy fixing was created by George Marshall when he helped
win World War 11 by getting from Congress the right to ignore seniority in choosing generals.
TARE AT A IR RGASKG S B N2 H HAE b 223k, I BB 8 32 U ) & 1t 25 4
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Sincerely,
Charles T. Munger
PRI « PIA%
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