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Introduction
M
ost books written  aboutWarren Buffett have focused on how he
invests and how you can invest just like him.When I am asked
“How can I invest likeWarren Buffett?,”my answer is simple and
direct: Buy either Berkshire Class A or Class B stock. In his 1987
Berkshire stockholder letter,Buffett also advised,“If they want to partic-
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	14. the course. In  January 2007, at his invitation, I traveled to Omaha and
met him in his office.As busy as he is, he has always had time for me.
This book is different. It is not about how Buffett invests or how
you can invest like him. Rather, it is about his business management
principles and practices. It is about his way of communicating with
and treating employees and shareholders fairly and honestly; responsi-
ble corporate governance; ethical behavior; patience and perseverance;
admitting mistakes; having a passion for work; and having fun and a
sense of humor. Can all this be learned from one man? In my view, yes.
There are some people who are simply so unique, so very special, that
no words can do them justice. His genius is in his character. His integrity
is unsurpassed. His patience, discipline, and rationality are extraordinary.
The Buffett/Berkshire Hathaway model of managing a business,
large or small, should be required reading for all business executives,
entrepreneurs, and business school students. Shareholders, employ-
ees, and the public would all benefit by employing his management
principles and by emulating his straightforward, genuine, and sincere
behavior. His ideas and philosophy of life will last far beyond his own.
When you strip it all away, effective business management—the Warren
Buffett way—is remarkably obvious and simple. He describes his busi-
ness principles as “simple, old, and few.”3
In the words of Charlie Rose,“When we spend a year with some-
one in conversations in a variety of places, you learn what makes them
tick. What do you come away with from conversations with Warren
Buffett? It is his passion for his company, passion for his friends, passion
for his work and a passion for living life.This is a man that has fun.”4
This book is mainly a carefully selected compilation, by topic, in
Buffett’s own words from his Berkshire Hathaway shareholders let-
ters, written over four decades (1977–2008). My most difficult task was
deciding what not to include. I strongly urge you to read his letters in
their entirety.They are freely available on the Berkshire Hathaway web
site. Also, I recommend you read the Intelligent Investor by Benjamin
Graham.
I hope this book will both educate and inspire you to be a better
manager.
xii INTRODUCTION
 


	15. 1
Chapter 1
Shareholders as  Partners
Although our form is corporate, our attitude is partnership.
Charlie Munger and I think of our shareholders as owners-
partners, and ourselves as managing partners. . . .We do not
view the company itself as the owner of our business assets but
instead view the company as a conduit through which our
shareholders own the assets.1
CEOs must embrace stewardship as a way of life and treat
their owners as partners not patsies. It’s time for CEOs to walk
the walk.2
—Warren Buffett
C
harlie and I hope that you do not think of yourself as merely own-
ing a piece of paper whose price wiggles around daily and that is a
candidate for sale when some economic or political event makes
you nervous.We hope you instead visualize yourself as a part owner of a
business that you expect to stay with indefinitely, much as you might if
you owned a farm or apartment house in partnership with members of
your family. For our part, we do not view Berkshire shareholders as face-
less members of an ever-shifting crowd, but rather as co-venturers who
have entrusted their funds to us for what may well turn out to be the
remainder of their lives.
The evidence suggests that most Berkshire shareholders have indeed
embraced this long-term partnership concept. The annual percentage
turnover in Berkshire’s shares is a small fraction of that occurring in
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the stocks of other major American corporations, even when the shares
I own are excluded from the calculation.
In effect, our shareholders behave in respect to their Berkshire
stock much as Berkshire itself behaves in respect to companies in
which it has an investment. As owners of, say, Coca-Cola or Gillette
shares, we think of Berkshire as being a non-managing partner in
two extraordinary businesses, in which we measure our success by the
long-term progress of the companies rather than by the month-to-month
movements of their stocks. In fact, we would not care in the least if
several years went by in which there was no trading, or quotation of
prices, in the stocks of those companies. If we have good long-term
expectations, short-term price changes are meaningless for us except
to the extent they offer us an opportunity to increase our ownership
at an attractive price.
Charlie and I cannot promise you results. But we can guarantee
that your financial fortunes will move in lockstep with ours for what-
ever period of time you elect to be our partner.We have no interest in
large salaries or options or other means of gaining an “edge” over you.
We want to make money only when our partners do and in exactly the
same proportion. Moreover, when I do something dumb, I want you to
be able to derive some solace from the fact that my financial suffering
is proportional to yours.3
■ ■ ■
At Berkshire, we believe that the company’s money is the owners’
money, just as it would be in a closely-held corporation, partnership, or
sole proprietorship.4
■ ■ ■
What we promise you—along with more modest gains—is that during
your ownership of Berkshire, you will fare just as Charlie and I do. If
you suffer, we will suffer; if we prosper, so will you. And we will not
break this bond by introducing compensation arrangements that give
us a greater participation in the upside than the downside.
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We further promise you that our personal fortunes will remain
overwhelmingly concentrated in Berkshire shares:We will not ask you
to invest with us and then put our own money elsewhere. In addition,
Berkshire dominates both the investment portfolios of most members of
our families and of a great many friends who belonged to partnerships
that Charlie and I ran in the 1960s.We could not be more motivated to
do our best.5
■ ■ ■
Though our primary goal is to maximize the amount that our share-
holders, in total, reap from their ownership of Berkshire, we wish also
to minimize the benefits going to some shareholders at the expense
of others.These are goals we would have were we managing a family
partnership, and we believe they make equal sense for the manager of
a public company. In a partnership, fairness requires that partnership
interests be valued equitably when partners enter or exit; in a public
company, fairness prevails when market price and intrinsic value are in
sync. Obviously, they won’t always meet that ideal, but a manager—by
his policies and communications—can do much to foster equity.6
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Chapter 2
Corporate Culture
Why  Don’t More Companies and Investors Copy Berkshire
Hathaway? It’s a good question. Our approach has worked for
us. Look at the fun we, our managers and our shareholders are
having. More people should copy us. It’s not difficult, but it
looks difficult because it’s unconventional—it isn’t the way
things are normally done. We have low overhead, don’t have
quarterly goals and budgets or a standard personnel system, and
our investing is much more concentrated than is the average. It’s
simple and common sense.1
—Charlie Munger
The priority is that all of us continue to zealously guard Berk-
shire’s reputation.We can’t be perfect but we can try to be. . . .We
can afford to lose money—even a lot of money. But we can’t af-
ford to lose reputation—even a shred of reputation.We must con-
tinue to measure every act against not only what is legal but also
what we would be happy to have written about on the front page
of a national newspaper in an article written by an unfriendly but
intelligent reporter.2
—Warren Buffett
I think we have a very good culture virtually everyplace in
Berkshire. I hope it’s everyplace.This is what we are looking
for,and it’s more a question of culture than controls.If you have
a good culture, I think you can make the rules pretty simple.3
—Warren Buffett
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Give Warren a Call
Our long-avowed goal is to be the “buyer of choice” for businesses—
particularly those built and owned by families.The way to achieve this
goal is to deserve it.That means we must keep our promises; avoid lever-
aging up acquired businesses; grant unusual autonomy to our managers;
and hold the purchased companies through thick and thin (though we
prefer thick and thicker).
Our record matches our rhetoric. Most buyers competing against
us, however, follow a different path. For them, acquisitions are “mer-
chandise.” Before the ink dries on their purchase contracts, these oper-
ators are contemplating “exit strategies.”We have a decided advantage,
therefore, when we encounter sellers who truly care about the future
of their businesses.
Some years back our competitors were known as “leveraged-buyout
operators.” But LBO became a bad name. So in Orwellian fashion, the
buyout firms decided to change their moniker.What they did not change,
though, were the essential ingredients of their previous operations, includ-
ing their cherished fee structures and love of leverage.
Their new label became “private equity,” a name that turns the facts
upside-down:A purchase of a business by these firms almost invariably
results in dramatic reductions in the equity portion of the acquiree’s cap-
ital structure compared to that previously existing. A number of these
acquirees, purchased only two to three years ago, are now in mortal
danger because of the debt piled on them by their private-equity buy-
ers. Much of the bank debt is selling below 70¢ on the dollar, and the
public debt has taken a far greater beating. The private equity firms,
it should be noted, are not rushing in to inject the equity their wards
now desperately need. Instead, they’re keeping their remaining funds
very private.4
■ ■ ■
If we fail, we will have no excuses. Charlie and I operate in an ideal
environment.To begin with, we are supported by an incredible group of
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men  and women who run our operating units.If there were a Corporate
Cooperstown, its roster would surely include many of our CEOs. Any
shortfall in Berkshire’s results will not be caused by our managers.
Additionally, we enjoy a rare sort of managerial freedom. Most
companies are saddled with institutional constraints. A company’s
history, for example, may commit it to an industry that now offers
limited opportunity. A more common problem is a shareholder con-
stituency that pressures its manager to dance to Wall Street’s tune.
Many CEOs resist, but others give in and adopt operating and capital
allocation policies far different from those they would choose if left
to themselves.
At Berkshire, neither history nor the demands of owners impede
intelligent decision-making. When Charlie and I make mistakes, they
are—in tennis parlance—unforced errors.5
■ ■ ■
Very few CEOs of public companies operate under a similar mandate,
mainly because they have owners who focus on short-term prospects
and reported earnings. Berkshire, however, has a shareholder base—
which it will have for decades to come—that has the longest invest-
ment horizon to be found in the public-company universe. Indeed,
a majority of our shares are held by investors who expect to die still
holding them. We can therefore ask our CEOs to manage for maxi-
mum long-term value, rather than for next quarter’s earnings.We cer-
tainly don’t ignore the current results of our businesses—in most cases,
they are of great importance—but we never want them to be achieved
at the expense of our building ever-greater competitive strengths.6
■ ■ ■
We find it meaningful when an owner cares about whom he sells to.We
like to do business with someone who loves his company, not just the
money that a sale will bring him (though we certainly understand
why he likes that as well). When this emotional attachment exists, it
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signals that important qualities will likely be found within the business:
honest accounting, pride of product, respect for customers, and a loyal
group of associates having a strong sense of direction.The reverse is apt
to be true, also.When an owner auctions off his business, exhibiting a
total lack of interest in what follows, you will frequently find that it
has been dressed up for sale, particularly when the seller is a “financial
owner.” And if owners behave with little regard for their business and
its people, their conduct will often contaminate attitudes and practices
throughout the company.
When a business masterpiece has been created by a lifetime—or
several lifetimes—of unstinting care and exceptional talent, it should
be important to the owner what corporation is entrusted to carry on
its history. Charlie and I believe Berkshire provides an almost unique
home. We take our obligations to the people who created a business
very seriously, and Berkshire’s ownership structure ensures that we can
fulfill our promises.
How much better it is for the “painter” of a business Rembrandt
to personally select its permanent home than to have a trust officer
or uninterested heirs auction it off.Throughout the years we have had
great experiences with those who recognize that truth and apply it to
their business creations.We’ll leave the auctions to others.7
■ ■ ■
I think there’s more chance of our corporate culture being maintained
intact for many decades than any company I can think of. We have a
board that’s bought into it entirely. They’re big owners themselves in
almost every case. They’ve seen it work.We’ve got 70 managers at 76
businesses out there. They have come to us because of that culture.
They’ve seen it work, too.You’ve had it communicated through annual
reports, at annual meetings. I think it’s as strong a culture as you could
possibly have. I think that anybody that tried to fool with it would not
be around here very long and the fact is that I would come back and
haunt them, too.8
■ ■ ■
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They  would not have sold to anybody but us. It’s that simple because
they know what they’re getting. They know what museum they’re
going into. They know that their picture is going to hang there and
not get stuck in the basement, and they know that we’re not going to
come in and tell somebody to paint over it.9
■ ■ ■
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. (With Brown, we didn’t even need to
take five.) We prefer to buy for cash, but will consider issuing stock
when we receive as much in intrinsic business value as we give.10
■ ■ ■
Unlike many business buyers, Berkshire has no “exit strategy.” We buy
to keep.We do, though, have an entrance strategy, looking for businesses
in this country or abroad that meet our six criteria and are available at a
price that will produce a reasonable return.If you have a business that fits,
give me a call. Like a hopeful teenage girl, I’ll be waiting by the phone.11
■ ■ ■
Sometimes your associates will say “Everybody else is doing it.” This
rationale is almost always a bad one if it is the main justification for
a business action. It is totally unacceptable when evaluating a moral
decision.Whenever somebody offers that phrase as a rationale, in effect
they are saying that they can’t come up with a good reason. If anyone
offers this explanation, tell them to try using it with a reporter or a
judge and see how far it gets them.12
■ ■ ■
Our culture is very old-fashioned, like Ben Franklin’s or Andrew
Carnegie’s. Can you imagine Carnegie hiring consultants? It’s amazing
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how well this approach still works. A lot of the businesses we buy are
kind of cranky and old-fashioned like us.
For many of our shareholders, our stock is all they own, and we’re
acutely aware of that. Our culture (of conservatism) runs pretty deep.
This is an amazingly sound place. We are more disaster-resistant than
most other places.We haven’t pushed it as hard as other people would
have pushed it.13
Some Thoughts on Selling Your Business*
*This is an edited version of a letter I sent some years ago to a man who had
indicated that he might want to sell his family business. I present it here because it
is a message I would like to convey to other prospective sellers. —W.E.B.
Dear _____________:
Here are a few thoughts pursuant to our conversation of
the other day.
Most business owners spend the better part of their lifetimes
building their businesses. By experience built upon endless rep-
etition, they sharpen their skills in merchandising, purchasing,
personnel selection, etc. It’s a learning process, and mistakes
made in one year often contribute to competence and success
in succeeding years.
In contrast, owner-managers sell their business only once—
frequently in an emotionally charged atmosphere with a multi-
tude of pressures coming from different directions. Often, much
of the pressure comes from brokers whose compensation is
contingent upon consummation of a sale, regardless of its con-
sequences for both buyer and seller.The fact that the decision is
so important, both financially and personally, to the owner can
make the process more, rather than less, prone to error. And,
mistakes made in the once-in-a-lifetime sale of a business are
not reversible.
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Price  is very important, but often is not the most criti-
cal aspect of the sale.You and your family have an extraordi-
nary business—one of a kind in your field—and any buyer is
going to recognize that. It’s also a business that is going to get
more valuable as the years go by. So if you decide not to sell
now, you are very likely to realize more money later on.With
that knowledge you can deal from strength and take the time
required to select the buyer you want.
If you should decide to sell, I think Berkshire Hathaway
offers some advantages that most other buyers do not. Practically
all of these buyers will fall into one of two categories:
(1) A company located elsewhere but operating in your busi-
ness or in a business somewhat akin to yours. Such a
buyer—no matter what promises are made—will usu-
ally have managers who feel they know how to run your
business operations and, sooner or later, will want to apply
some hands-on “help.” If the acquiring company is much
larger, it often will have squads of managers, recruited
over the years in part by promises that they will get to run
future acquisitions.They will have their own way of doing
things and, even though your business record undoubtedly
will be far better than theirs, human nature will at some
point cause them to believe that their methods of operat-
ing are superior.You and your family probably have friends
who have sold their businesses to larger companies, and I
suspect that their experiences will confirm the tendency of
parent companies to take over the running of their subsidi-
aries, particularly when the parent knows the industry, or
thinks it does.
(2) A financial maneuverer, invariably operating with large
amounts of borrowed money, who plans to resell either to
the public or to another corporation as soon as the time
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is favorable. Frequently, this buyer’s major contribution will
be to change accounting methods so that earnings can be
presented in the most favorable light just prior to his bail-
ing out. I’m enclosing a recent article that describes this
sort of transaction, which is becoming much more frequent
because of a rising stock market and the great supply of
funds available for such transactions.
If the sole motive of the present owners is to cash their
chips and put the business behind them—and plenty of sell-
ers fall in this category—either type of buyer that I’ve just
described is satisfactory. But if the sellers’ business represents
the creative work of a lifetime and forms an integral part
of their personality and sense of being, buyers of either type
have serious flaws.
Berkshire is another kind of buyer—a rather unusual one.
We buy to keep, but we don’t have, and don’t expect to have,
operating people in our parent organization.All of the businesses
we own are run autonomously to an extraordinary degree. In
most cases, the managers of important businesses we have owned
for many years have not been to Omaha or even met each other.
When we buy a business, the sellers go on running it just as they
did before the sale; we adapt to their methods rather than vice
versa.
We have no one—family, recently recruited MBAs, etc.—
to whom we have promised a chance to run businesses we have
bought from owner-managers.And we won’t have.
You know of some of our past purchases. I’m enclosing a
list of everyone from whom we have ever bought a business,
and I invite you to check with them as to our performance ver-
sus our promises.You should be particularly interested in check-
ing with the few whose businesses did not do well in order to
ascertain how we behaved under difficult conditions.
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Any  buyer will tell you that he needs you personally—and if
he has any brains, he most certainly does need you. But a great
many buyers, for the reasons mentioned above, don’t match their
subsequent actions to their earlier words.We will behave exactly
as promised, both because we have so promised, and because we
need to in order to achieve the best business results.
This need explains why we would want the operating
members of your family to retain a 20% interest in the business.
We need 80% to consolidate earnings for tax purposes, which
is a step important to us. It is equally important to us that the
family members who run the business remain as owners.Very
simply, we would not want to buy unless we felt key members
of present management would stay on as our partners. Contracts
cannot guarantee your continued interest; we would simply rely
on your word.
The areas I get involved in are capital allocation and selec-
tion and compensation of the top man. Other personnel deci-
sions, operating strategies, etc. are his bailiwick. Some Berkshire
managers talk over some of their decisions with me; some don’t.
It depends upon their personalities and, to an extent, upon their
own personal relationship with me.
If you should decide to do business with Berkshire, we
would pay in cash.Your business would not be used as collateral
for any loan by Berkshire.There would be no brokers involved.
Furthermore, there would be no chance that a deal would
be announced and that the buyer would then back off or
start suggesting adjustments (with apologies, of course, and
with an explanation that banks, lawyers, boards of directors,
etc. were to be blamed). And finally, you would know exactly
with whom you are dealing.You would not have one execu-
tive negotiate the deal only to have someone else in charge a
few years later, or have the president regretfully tell you that
his board of directors required this change or that (or possibly
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required sale of your business to finance some new interest of
the parent’s).
It’s only fair to tell you that you would be no richer after the
sale than now. The ownership of your business already makes
you wealthy and soundly invested.A sale would change the form
of your wealth, but it wouldn’t change its amount. If you sell,
you will have exchanged a 100%-owned valuable asset that you
understand for another valuable asset—cash—that will probably
be invested in small pieces (stocks) of other businesses that you
understand less well.There is often a sound reason to sell but, if
the transaction is a fair one, the reason is not so that the seller
can become wealthier.
I will not pester you; if you have any possible interest in
selling, I would appreciate your call. I would be extraordinarily
proud to have Berkshire, along with the key members of your
family, own _______; I believe we would do very well finan-
cially; and I believe you would have just as much fun running
the business over the next 20 years as you have had during the
past 20.
Sincerely,
Warren E. Buffett14
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Chapter 3
Corporate Governance
If  able but greedy managers overreach and try to dip too deeply
into the shareholders’ pockets, directors must slap their hands.1
—Warren Buffett
Accountability and Stewardship
True independence—meaning the willingness to challenge a forceful
CEO when something is wrong or foolish—is an enormously valuable
trait in a director. It is also rare.The place to look for it is among high-
grade people whose interests are in line with those of rank-and-file
shareholders—and are in line in a very big way.
We’ve made that search at Berkshire. We now have eleven direc-
tors and each of them, combined with members of their families,
owns more than $4 million of Berkshire stock. Moreover, all have
held major stakes in Berkshire for many years. In the case of six of the
eleven, family ownership amounts to at least hundreds of millions and
dates back at least three decades. All eleven directors purchased their
holdings in the market just as you did; we’ve never passed out options
or restricted shares. Charlie and I love such honest-to-God ownership.
After all, who ever washes a rental car? In addition, director fees at
Berkshire are nominal (as my son, Howard, periodically reminds me).
Thus, the upside from Berkshire for all eleven is proportionately the
same as the upside for any Berkshire shareholder.And it always will be.
The downside for Berkshire directors is actually worse than yours
because we carry no directors and officers liability insurance.Therefore,
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if something really catastrophic happens on our directors’ watch, they
are exposed to losses that will far exceed yours.
The bottom line for our directors:You win, they win big; you lose,
they lose big. Our approach might be called owner-capitalism.We know
of no better way to engender true independence. (This structure does
not guarantee perfect behavior, however: I’ve sat on boards of compa-
nies in which Berkshire had huge stakes and remained silent as ques-
tionable proposals were rubber-stamped.)
In addition to being independent, directors should have business
savvy, a shareholder orientation and a genuine interest in the com-
pany.The rarest of these qualities is business savvy—and if it is lack-
ing, the other two are of little help. Many people who are smart,
articulate and admired have no real understanding of business.That’s
no sin; they may shine elsewhere. But they don’t belong on cor-
porate boards. Similarly, I would be useless on a medical or scien-
tific board (though I would likely be welcomed by a chairman who
wanted to run things his way). My name would dress up the list of
directors, but I wouldn’t know enough to critically evaluate propos-
als. Moreover, to cloak my ignorance, I would keep my mouth shut
(if you can imagine that). In effect, I could be replaced, without loss,
by a potted plant.
Last year, as we moved to change our board, I asked for self-
nominations from shareholders who believed they had the requisite
qualities to be a Berkshire director. Despite the lack of either liability
insurance or meaningful compensation, we received more than twenty
applications. Most were good, coming from owner-oriented individu-
als having family holdings of Berkshire worth well over $1 million.
After considering them, Charlie and I—with the concurrence of our
incumbent directors—asked four shareholders who did not nominate
themselves to join the board: David Gottesman, Charlotte Guyman,
Don Keough and Tom Murphy. These four people are all friends of
mine, and I know their strengths well. They bring an extraordinary
amount of business talent to Berkshire’s board.2
■ ■ ■
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Both  the ability and fidelity of managers have long needed monitoring.
Indeed, nearly 2,000 years ago, Jesus Christ addressed this subject, speak-
ing (Luke 16:2) approvingly of “a certain rich man” who told his man-
ager,“Give an account of thy stewardship; for thou mayest no longer be
steward.”
Accountability and stewardship withered in the last decade, becom-
ing qualities deemed of little importance by those caught up in the
Great Bubble. As stock prices went up, the behavioral norms of man-
agers went down. By the late ’90s, as a result, CEOs who traveled the
high road did not encounter heavy traffic.
Most CEOs, it should be noted, are men and women you would
be happy to have as trustees for our children’s assets or as next-door
neighbors. Too many of these people, however, have in recent years
behaved badly at the office, fudging numbers and drawing obscene pay
for mediocre business achievements. These otherwise decent people
simply followed the career path of Mae West:“I was Snow White but I
drifted.”
In theory, corporate boards should have prevented this deterio-
ration of conduct. I last wrote about the responsibilities of directors
in the 1993 annual report. (We will send you a copy of this discus-
sion on request, or you may read it on the Internet in the Corporate
Governance section of the 1993 letter.) There, I said that directors
“should behave as if there was a single absentee owner, whose long-
term interest they should try to further in all proper ways.”This means
that directors must get rid of a manager who is mediocre or worse, no
matter how likable he may be. Directors must react as did the chorus-
girl bride of an 85-year-old multimillionaire when he asked whether
she would love him if he lost his money.“Of course,” the young beauty
replied,“I would miss you, but I would still love you.”
In the 1993 annual report, I also said directors had another job: “If
able but greedy managers overreach and try to dip too deeply into the
shareholders’ pockets, directors must slap their hands.” Since I wrote that,
over-reaching has become common but few hands have been slapped.
Why have intelligent and decent directors failed so miserably? The
answer lies not in inadequate laws—it’s always been clear that directors
 


	32. 18 WARREN BUFFETT  ON BUSINESS
are obligated to represent the interests of shareholders—but rather in
what I’d call “boardroom atmosphere.”3
■ ■ ■
It’s almost impossible, for example, in a boardroom populated by well-
mannered people, to raise the question of whether the CEO should
be replaced. It’s equally awkward to question a proposed acquisition
that has been endorsed by the CEO, particularly when his inside staff
and outside advisors are present and unanimously support his decision.
(They wouldn’t be in the room if they didn’t.) Finally, when the com-
pensation committee—armed, as always, with support from a high-paid
consultant—reports on a megagrant of options to the CEO, it would
be like belching at the dinner table for a director to suggest that the
committee reconsider.
These “social” difficulties argue for outside directors regularly
meeting without the CEO—a reform that is being instituted and that
I enthusiastically endorse. I doubt, however, that most of the other new
governance rules and recommendations will provide benefits commen-
surate with the monetary and other costs they impose.
The current cry is for“independent”directors.It is certainly true that
it is desirable to have directors who think and speak independently—but
they must also be business-savvy, interested and shareholder oriented.
In my 1993 commentary, those are the three qualities I described
as essential. Over a span of 40 years, I have been on 19 public-company
boards (excluding Berkshire’s) and have interacted with perhaps 250
directors. Most of them were “independent” as defined by today’s
rules. But the great majority of these directors lacked at least one
of the three qualities I value. As a result, their contribution to share-
holder well-being was minimal at best and, too often, negative.These
people, decent and intelligent though they were, simply did not
know enough about business and/or care enough about sharehold-
ers to question foolish acquisitions or egregious compensation. My
own behavior, I must ruefully add, frequently fell short as well: Too
often I was silent when management made proposals that I judged to
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be  counter to the interests of shareholders. In those cases, collegiality
trumped independence.4
■ ■ ■
Rules that have been proposed and that are almost certain to go into
effect will require changes in Berkshire’s board, obliging us to add
directors who meet the codified requirements for “independence.”
Doing so, we will add a test that we believe is important, but far
from determinative, in fostering independence:We will select directors
who have huge and true ownership interests (that is, stock that they or
their family have purchased, not been given by Berkshire or received via
options), expecting those interests to influence their actions to a degree
that dwarfs other considerations such as prestige and board fees.
That gets to an often-overlooked point about directors’ compen-
sation, which at public companies averages perhaps $50,000 annually.
It baffles me how the many directors who look to these dollars for
perhaps 20% or more of their annual income can be considered inde-
pendent when Ron Olson, for example, who is on our board, may
be deemed not independent because he receives a tiny percentage
of his very large income from Berkshire legal fees. As the investment
company saga suggests, a director whose moderate income is heavily
dependent on directors’ fees—and who hopes mightily to be invited
to join other boards in order to earn more fees—is highly unlikely to
offend a CEO or fellow directors, who in a major way will determine
his reputation in corporate circles. If regulators believe that “significant”
money taints independence (and it certainly can), they have overlooked
a massive class of possible offenders.
At Berkshire, wanting our fees to be meaningless to our directors, we
pay them only a pittance.Additionally, not wanting to insulate our direc-
tors from any corporate disaster we might have, we don’t provide them
with officers’ and directors’ liability insurance (an unorthodoxy that, not
so incidentally, has saved our shareholders many millions of dollars over
the years). Basically, we want the behavior of our directors to be driven
by the effect their decisions will have on their family’s net worth, not by
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their compensation.That’s the equation for Charlie and me as managers,
and we think it’s the right one for Berkshire directors as well.
To find new directors, we will look through our shareholders list
for people who directly, or in their family, have had large Berkshire
holdings—in the millions of dollars—for a long time. Individuals mak-
ing that cut should automatically meet two of our tests, namely that
they be interested in Berkshire and shareholder-oriented. In our third
test, we will look for business savvy, a competence that is far from
commonplace.
Finally, we will continue to have members of the Buffett family on
the board.They are not there to run the business after I die, nor will
they then receive compensation of any kind.Their purpose is to ensure,
for both our shareholders and managers, that Berkshire’s special culture
will be nurtured when I’m succeeded by other CEOs.
Any change we make in the composition of our board will
not alter the way Charlie and I run Berkshire. We will continue to
emphasize substance over form in our work and waste as little time
as possible during board meetings in show-and-tell and perfunctory
activities. The most important job of our board is likely to be the
selection of successors to Charlie and me, and that is a matter upon
which it will focus.
The board we have had up to now has overseen a shareholder-
oriented business, consistently run in accord with the economic prin-
ciples set forth on pages 68–74 of the Owner’s Manual (which I urge
all new shareholders to read).
Our goal is to obtain new directors who are equally devoted to
those principles.5
■ ■ ■
I can’t resist mentioning that Jesus understood the calibration of
independence far more clearly than do the protesting institutions. In
Matthew 6:21, he observed:“For where your treasure is, there will your
heart be also.” Even to an institutional investor, $8 billion should qualify
as “treasure” that dwarfs any profits Berkshire might earn on its routine
transactions with Coke.
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Measured  by the biblical standard, the Berkshire board is a model:
(a) every director is a member of a family owning at least $4 million of
stock; (b) none of these shares were acquired from Berkshire via options
or grants; (c) no directors receive committee, consulting or board fees
from the company that are more than a tiny portion of their annual
income; and (d) although we have a standard corporate indemnity
arrangement, we carry no liability insurance for directors.
At Berkshire, board members travel the same road as shareholders.6
■ ■ ■
Berkshire’s board has fully discussed each of the three CEO candidates
and has unanimously agreed on the person who should succeed me if a
replacement were needed today.The directors stay updated on this sub-
ject and could alter their view as circumstances change—new managerial
stars may emerge and present ones will age.The important point is that
the directors know now—and will always know in the future—exactly
what they will do when the need arises.
The other question that must be addressed is whether the Board
will be prepared to make a change if that need should arise not from
my death but rather from my decay, particularly if this decay is accom-
panied by my delusionally thinking that I am reaching new peaks of
managerial brilliance. That problem would not be unique to me.
Charlie and I have faced this situation from time to time at Berkshire’s
subsidiaries. Humans age at greatly varying rates—but sooner or later
their talents and vigor decline. Some managers remain effective well
into their 80s—Charlie is a wonder at 82—and others noticeably fade
in their 60s.When their abilities ebb, so usually do their powers of self-
assessment. Someone else often needs to blow the whistle.
When that time comes for me, our board will have to step up to
the job. From a financial standpoint, its members are unusually moti-
vated to do so. I know of no other board in the country in which the
financial interests of directors are so completely aligned with those of
shareholders. Few boards even come close. On a personal level, how-
ever, it is extraordinarily difficult for most people to tell someone, par-
ticularly a friend, that he or she is no longer capable.
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If I become a candidate for that message, however, our board
will be doing me a favor by delivering it. Every share of Berkshire
that I own is destined to go to philanthropies, and I want society to
reap the maximum good from these gifts and bequests. It would be
a tragedy if the philanthropic potential of my holdings was dimin-
ished because my associates shirked their responsibility to (tenderly,
I hope) show me the door. But don’t worry about this. We have an
outstanding group of directors, and they will always do what’s right
for shareholders.7
■ ■ ■
In selecting a new director, we were guided by our long-standing cri-
teria, which are that board members be owner-oriented, business-savvy,
interested and truly independent. I say “truly” because many directors
who are now deemed independent by various authorities and observ-
ers are far from that, relying heavily as they do on directors’ fees to
maintain their standard of living.These payments, which come in many
forms, often range between $150,000 and $250,000 annually, compen-
sation that may approach or even exceed all other income of the “inde-
pendent” director. And—surprise, surprise—director compensation has
soared in recent years, pushed up by recommendations from corporate
America’s favorite consultant, Ratchet, Ratchet, and Bingo. (The name
may be phony, but the action it conveys is not.)
Charlie and I believe our four criteria are essential if directors are
to do their job—which, by law, is to faithfully represent owners. Yet
these criteria are usually ignored. Instead, consultants and CEOs seek-
ing board candidates will often say,“We’re looking for a woman,” or “a
Hispanic,” or “someone from abroad,” or what have you. It sometimes
sounds as if the mission is to stock Noah’s ark. Over the years I’ve been
queried many times about potential directors and have yet to hear any-
one ask,“Does he think like an intelligent owner?”
The questions I instead get would sound ridiculous to someone
seeking candidates for, say, a football team, or an arbitration panel
or a military command. In those cases, the selectors would look for
people who had the specific talents and attitudes that were required for a
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specialized  job.At Berkshire, we are in the specialized activity of run-
ning a business well, and therefore we seek business judgment.8
■ ■ ■
The primary job of our directors is to select my successor, either upon
my death or disability, or when I begin to lose my marbles. (David
Ogilvy had it right when he said: “Develop your eccentricities when
young. That way, when you get older, people won’t think you are going
gaga.” Charlie’s family and mine feel that we overreacted to David’s
advice.)
At our directors’ meetings we cover the usual run of housekeep-
ing matters. But the real discussion—both with me in the room and
absent—centers on the strengths and weaknesses of the four internal
candidates to replace me.
Our board knows that the ultimate scorecard on its performance
will be determined by the record of my successor. He or she will
need to maintain Berkshire’s culture, allocate capital and keep a group
of America’s best managers happy in their jobs.This isn’t the toughest
task in the world—the train is already moving at a good clip down
the track—and I’m totally comfortable about it being done well by
any of the four candidates we have identified. I have more than 99%
of my net worth in Berkshire and will be happy to have my wife or
foundation (depending on the order in which she and I die) continue
this concentration.9
■ ■ ■
Two post-bubble governance reforms have been particularly use-
ful at Berkshire, and I fault myself for not putting them in place many
years ago. The first involves regular meetings of directors without the
CEO present. I’ve sat on 19 boards, and on many occasions this proc-
ess would have led to dubious plans being examined more thoroughly.
In a few cases, CEO changes that were needed would also have been
made more promptly. There is no downside to this process, and there
are many possible benefits.
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The second reform concerns the “whistleblower line,” an arrange-
ment through which employees can send information to me and the
board’s audit committee without fear of reprisal. Berkshire’s extreme
decentralization makes this system particularly valuable both to me and
the committee. (In a sprawling “city” of 180,000—Berkshire’s current
employee count—not every sparrow that falls will be noticed at head-
quarters.) Most of the complaints we have received are of “the guy next
to me has bad breath” variety, but on occasion I have learned of impor-
tant problems at our subsidiaries that I otherwise would have missed.The
issues raised are usually not of a type discoverable by audit, but relate
instead to personnel and business practices. Berkshire would be more
valuable today if I had put in a whistleblower line decades ago.
Charlie and I love the idea of shareholders thinking and behaving
like owners. Sometimes that requires them to be proactive.And in this
arena, large institutional owners should lead the way.
So far, however, the moves made by institutions have been less
than awe-inspiring. Usually, they’ve focused on minutiae and ignored
the three questions that truly count. First, does the company have the
right CEO? Second, is he/she overreaching in terms of compensation?
Third, are proposed acquisitions more likely to create or destroy per-
share value?
On such questions, the interests of the CEO may well differ from
those of the shareholders. Directors, moreover, sometimes lack the knowl-
edge or gumption to overrule the CEO. Therefore, it’s vital that large
owners focus on these three questions and speak up when necessary.
Instead many simply follow a “checklist” approach to the issue
du jour. Last year I was on the receiving end of a judgment reached
in that manner. Several institutional shareholders and their advisors
decided I lacked “independence” in my role as a director of Coca-
Cola. One group wanted me removed from the board and another
simply wanted me booted from the audit committee.10
■ ■ ■
The acid test for reform will be CEO compensation. Managers will
cheerfully agree to board “diversity,” attest to SEC filings and adopt
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meaningless  proposals relating to process.What many will fight, how-
ever, is a hard look at their own pay and perks.
Directors should not serve on compensation committees unless
they are themselves capable of negotiating on behalf of owners. They
should explain both how they think about pay and how they measure
performance. Dealing with shareholders’ money, moreover, they should
behave as they would were it their own.
In the 1890s, Samuel Gompers described the goal of organized
labor as “More!” In the 1990s, America’s CEOs adopted his battle cry.
The upshot is that CEOs have often amassed riches while their share-
holders have experienced financial disasters.
Directors should stop such piracy. There’s nothing wrong with
paying well for truly exceptional business performance. But, for any-
thing short of that, it’s time for directors to shout “Less!” It would be a
travesty if the bloated pay of recent years became a baseline for future
compensation. Compensation committees should go back to the draw-
ing boards.11
The Audit Committee
Audit committees can’t audit. Only a company’s outside auditor can
determine whether the earnings that a management purports to have
made are suspect. Reforms that ignore this reality and that instead focus
on the structure and charter of the audit committee will accomplish
little. As we’ve discussed, far too many managers have fudged their
company’s numbers in recent years, using both accounting and opera-
tional techniques that are typically legal but that nevertheless materially
mislead investors. Frequently, auditors knew about these deceptions.
Too often, however, they remained silent. The key job of the audit
committee is simply to get the auditors to divulge what they know.
To do this job, the committee must make sure that the auditors
worry more about misleading its members than about offending man-
agement. In recent years auditors have not felt that way. They have
instead generally viewed the CEO, rather than the shareholders or direc-
tors, as their client.That has been a natural result of day-to-day working
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relationships and also of the auditors’ understanding that, no matter what
the book says, the CEO and CFO pay their fees and determine whether
they are retained for both auditing and other work.The rules that have
been recently instituted won’t materially change this reality. What will
break this cozy relationship is audit committees unequivocally putting
auditors on the spot, making them understand they will become liable
for major monetary penalties if they don’t come forth with what they
know or suspect.
In my opinion, audit committees can accomplish this goal by ask-
ing four questions of auditors, the answers to which should be recorded
and reported to shareholders.These questions are:
1. If the auditor were solely responsible for preparation of the compa-
ny’s financial statements, would they have in any way been prepared
differently from the manner selected by management? This ques-
tion should cover both material and nonmaterial differences. If the
auditor would have done something differently, both management’s
argument and the auditor’s response should be disclosed.The audit
committee should then evaluate the facts.
2. If the auditor were an investor, would he have received—in plain
English—the information essential to his understanding the com-
pany’s financial performance during the reporting period?
3. Is the company following the same internal audit procedure that
would be followed if the auditor himself were CEO? If not, what
are the differences and why?
4. Is the auditor aware of any actions—either accounting or opera-
tional—that have had the purpose and effect of moving revenues
or expenses from one reporting period to another?
If the audit committee asks these questions, its composition—the
focus of most reforms—is of minor importance. In addition, the pro-
cedure will save time and expense.When auditors are put on the spot,
they will do their duty. If they are not put on the spot . . . well, we have
seen the results of that.
The questions we have enumerated should be asked at least a week
before an earnings report is released to the public. That timing will
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allow  differences between the auditors and management to be aired
with the committee and resolved. If the timing is tighter—if an earn-
ings release is imminent when auditors and committee interact—the
committee will feel pressure to rubberstamp the prepared figures. Haste
is the enemy of accuracy. My thinking, in fact, is that the SEC’s recent
shortening of reporting deadlines will hurt the quality of information
that shareholders receive. Charlie and I believe that rule is a mistake
and should be rescinded.
The primary advantage of our four questions is that they will act
as a prophylactic. Once the auditors know that the audit committee
will require them to affirmatively endorse, rather than merely acquiesce
to, management’s actions, they will resist misdoings early in the proc-
ess, well before specious figures become embedded in the company’s
books. Fear of the plaintiff’s bar will see to that.12
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Chapter 4
Berkshire Managers
Our  managers have produced extraordinary results by doing
rather ordinary things—but doing them exceptionally well. Our
managers protect their franchises,they control costs,they search for
new products and markets that build their existing strengths
and they don’t get diverted.They work exceptionally hard at the
details of their businesses, and it shows.1
—Warren Buffett
So when I buy a business, I am usually buying the manager
with them, because I don’t know how to run the business. So
when someone comes along that wants to sell their business,
I have to look at them in the eye and I have to decide whether
they love the money or love the business. It’s okay to love the
money, but they have to love the business.2
—Warren Buffett
Our prototype for occupational fervor is the Catholic tailor who
used his small savings of many years to finance a pilgrimage to
theVatican.When he returned, his parish held a special meeting
to get his first-hand account of the pope.“Tell us,”said the eager
faithful,“just what sort of fellow is he?” Our hero wasted no
words:“He’s a 44 medium.”3
—Warren Buffett
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W
e intend to continue our practice of working only with people
whom we like and admire.This policy not only maximizes our
chances for good results,it also ensures us an extraordinarily good
time. On the other hand, working with people who cause your stomach
to churn seems much like marrying for money—probably a bad idea
under any circumstances, but absolute madness if you are already rich.4
■ ■ ■
My managerial model is Eddie Bennett, who was a batboy. In 1919,
at age 19, Eddie began his work with the Chicago White Sox, who
that year went to the World Series. The next year, Eddie switched
to the Brooklyn Dodgers, and they, too, won their league title. Our
hero, however, smelled trouble. Changing boroughs, he joined the
Yankees in 1921, and they promptly won their first pennant in history.
Now Eddie settled in, shrewdly seeing what was coming. In the next
seven years, theYankees won five American League titles.
What does this have to do with management? It’s simple—to be a
winner, work with winners. In 1927, for example, Eddie received $700 for
the 1/8th World Series share voted him by the legendaryYankee team of
Ruth and Gehrig.This sum, which Eddie earned by working only four
days (because New York swept the Series) was roughly equal to the full-
year pay then earned by batboys who worked with ordinary associates.
Eddie understood that how he lugged bats was unimportant; what
counted instead was hooking up with the cream of those on the play-
ing field. I’ve learned from Eddie.At Berkshire, I regularly hand bats to
many of the heaviest hitters in American business.5
■ ■ ■
Usually the manager came with the companies we bought, having dem-
onstrated their talents throughout careers that spanned a wide variety
of business circumstances. They were managerial stars long before they
knew us, and our main contribution has been to not get in their way. This
approach seems elementary: if my job were to manage a golf team—
and if Jack Nicklaus or Arnold Palmer were playing for me—neither
would get a lot of directives from me about how to swing.6
■ ■ ■
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This  means no second-guessing by Charlie and me.We avoid the atti-
tude of the alumnus whose message to the football coach is “I’m 100%
with you—win or tie.” Our basic goal as an owner is to behave with
our managers as we like our owners to behave with us.7
■ ■ ■
When we were due to close the purchase at Charlie’s office, Jack was
late. Finally arriving, he explained that he had been driving around
looking for a parking meter with some unexpired time. That was a
magic moment for me. I knew then that Jack was going to be my kind
of manager.8
■ ■ ■
Second thing, they want applause. I want applause. I like it when people
say that’s a good job. Our managers are just the same way. Our manag-
ers have a lot of money, most of them, and they want to be treated
fairly and they don’t want to be taken advantage of.They want to paint
their own painting.They love that, and they get that at Berkshire like
no other place and they want applause and when they get applause
from me they are getting applause from a knowledgeable observer. It is
not uninformed applause. That keeps them and we have had remark-
able success in keeping managers over the years.9
“How Do You Know When You’re Dealing with an
Honest Person?”
Well, it’s a great question, and I would say this. If you—if we get 100
possible sellers to us of businesses, I don’t think I can make a correct
judgment on all of the 100. But I only have to be right on the ones
I make an affirmative judgment on. So I think I can be right a high
percentage of time on the six or eight that I might pick out from there,
and I think I can sort of pick out the obvious thieves, you know, of the
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six and eight. But in between, I think, I can’t grade everybody in that
100. And—but we have had—I mean, when we bought the Furniture
Mart from the Blumkin family, I’d seen them operate for 20 or 30 years.
I knew them personally. There wasn’t any doubt in my mind whatso-
ever that they would work harder and more—you know, for me than
they had when they owned it all themselves. And we’ve had good
luck in that. But, we’ve not batted 100 percent. Every now and then
I make a mistake.10
■ ■ ■
Charlie and I know that the right players will make almost any team
manager look good. We subscribe to the philosophy of Ogilvy &
Mather’s founding genius, David Ogilvy: “If each of us hires people
who are smaller than we are, we shall become a company of dwarfs.
But, if each of us hires people who are bigger than we are, we shall
become a company of giants.”11
■ ■ ■
Charlie and I try to behave with our managers just as we attempt to
behave with Berkshire shareholders, treating both groups as we would
wish to be treated, if our positions were reversed. Though “working”
means nothing to me financially, I love doing it at Berkshire for some
simple reasons: It gives me a sense of achievement, a freedom to act as
I see fit and an opportunity to interact daily with people I like and
trust. Why should our managers—accomplished artists at what they
do—see things differently?12
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Chapter 5
Communication
We will  be candid in our reporting to you,emphasizing the pluses
and minuses important in appraising business value. The
guideline is to tell you the business facts that we would want to
know if our positions were reversed.We give you no less.Moreover,
as a company with a major communications business, it would be
inexcusable for us to apply lesser standards of accuracy,balance and
incisiveness when reporting on others.We also believe candor bene-
fits us as managers.The CEO who misleads others in public may
eventually mislead himself in private1
—Warren Buffett
Full Disclosure—Both the Good and the Bad
It’s called an annual report. It’s not called the annual sales document. It’s
not called the annual, you know, tribute to management’s aspirations or
anything. It’s called the annual report.
I really have a mental picture of my sisters in mind and it’s Dear Doris
and Birdie. And I envision them as people who have a very significant
part of their net worth in the company, who are bright but who have
been away for a year and who are not business specialists.
And once a year I tell them what’s going on.And then, at the end,
I take the Dear Birdie and Doris out and put in the shareholders of
Berkshire Hathaway. I think that should be the mental approach.2
■ ■ ■
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At Berkshire, full reporting means giving you the information that
we would wish you to give to us if our positions were reversed.What
Charlie and I would want under that circumstance would be all the
important facts about current operations as well as the CEO’s frank
view of the long-term economic characteristics of the business. We
would expect both a lot of financial details and a discussion of any sig-
nificant data we would need to interpret what was presented.
When Charlie and I read reports, we have no interest in pictures of
personnel, plants or products.
References to EBITDA make us shudder—does management
think the tooth fairy pays for capital expenditures? We’re very suspi-
cious of accounting methodology that is vague or unclear, since too
often that means management wishes to hide something.And we don’t
want to read messages that a public relations department or consultant
has turned out. Instead, we expect a company’s CEO to explain in his
or her own words what’s happening.
For us, fair reporting means getting information to our 300,000
“partners” simultaneously, or as close to that mark as possible.We there-
fore put our annual and quarterly financials on the Internet between
the close of the market on a Friday and the following morning. By
our doing that, shareholders and other interested investors have timely
access to these important releases and also have a reasonable amount of
time to digest the information they include before the markets open
on Monday.3
■ ■ ■
But when you do receive a communication from us, it will come from
the fellow you are paying to run the business. Your Chairman has a
firm belief that owners are entitled to hear directly from the CEO as to
what is going on and how he evaluates the business, currently and pro-
spectively. You would demand that in a private company; you should
expect no less in a public company. A once-a-year report for steward-
ship should not be turned over to a staff specialist or public relations
consultant who is unlikely to be in a position to talk frankly on a
manager-to-owner basis.
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In large  part, companies obtain the shareholder constituency
that they seek and deserve. If they focus their thinking and com-
munications on short-term results or short-term stock market
consequences they will, in large part, attract shareholders who
focus on the same factors.And if they are cynical in their treatment
of investors, eventually that cynicism is highly likely to be returned
by the investment community.4
■ ■ ■
The future returns of Berkshire . . . won’t be as good in the future as
they have been in the past. (This is true of all large, successful compa-
nies.) The only difference is that we will tell you.5
■ ■ ■
After all, CEOs seldom tell their shareholders that they have assem-
bled a bunch of turkeys to run things.Their reluctance to do so makes
for some strange annual reports. Oftentimes, in his shareholders’ let-
ter, a CEO will go on for pages detailing corporate performance that
is woefully inadequate. He will nonetheless end with a warm para-
graph describing his managerial comrades as “our most precious asset.”
Such comments sometimes make you wonder what the other assets
can possibly be.6
■ ■ ■
The financial consequences of these boners are regularly dumped into
massive restructuring charges or write-offs that are casually waved off
as “nonrecurring.” Managements just love these. Indeed, in recent
years it has seemed that no earnings statement is complete without
them.The origins of these charges, though, are never explored.When
it comes to corporate blunders, CEOs invoke the concept of the
Virgin Birth.7
■ ■ ■
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A column entitled “Today’s Rumors,” however, would not equate with
the self-image of the many news organizations that think themselves
above such stuff.These members of the media would feel that publish-
ing such acknowledged fluff would be akin to L’Osservatore Romano
initiating a gossip column. But rumors are what these organizations
often publish and broadcast, whatever euphemism they duck behind.At
a minimum, readers deserve honest terminology—a warning label that
will protect their financial health in the same way that smokers whose
physical health is at risk are given a warning.8
■ ■ ■
During all of the story’s iterations, I never heard or read the word
“rumor.” Apparently reporters and editors, who generally pride them-
selves on their careful use of language, just can’t bring themselves to
attach this word to their accounts. But what description would fit more
precisely? Certainly not the usual “sources say” or “it has been reported.”9
■ ■ ■
In contrast, we include no narrative with our quarterly reports. Our
owners and managers both have very long time-horizons in regard to
this business, and it is difficult to say anything new or meaningful each
quarter about events of long-term significance.10
■ ■ ■
I have another caveat to mention about last year’s results. If you’ve been
a reader of financial reports in recent years, you’ve seen a flood of “pro-
forma” earnings statements—tabulations in which managers invari-
ably show “earnings” far in excess of those allowed by their auditors. In
these presentations, the CEO tells his owners “don’t count this, don’t
count that—just count what makes earnings fat.” Often, a forget-all-
this-bad-stuff message is delivered year after year without management
so much as blushing.11
■ ■ ■
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Three suggestions  for investors: First, beware of companies displaying
weak accounting. If a company still does not expense options, or if its
pension assumptions are fanciful, watch out.When managements take the
low road in aspects that are visible, it is likely they are following a similar
path behind the scenes.There is seldom just one cockroach in the kitchen.
Trumpeting EBITDA (earnings before interest, taxes, deprecia-
tion and amortization) is a particularly pernicious practice. Doing so
implies that depreciation is not truly an expense, given that it is a
“non-cash” charge. That’s nonsense. In truth, depreciation is a par-
ticularly unattractive expense because the cash outlay it represents is
paid up front, before the asset acquired has delivered any benefits to
the business. Imagine, if you will, that at the beginning of this year a
company paid all of its employees for the next ten years of their service
(in the way they would lay out cash for a fixed asset to be useful
for ten years). In the following nine years, compensation would be
a “non-cash” expense—a reduction of a prepaid compensation asset
established this year. Would anyone care to argue that the recording
of the expense in years two through ten would be simply a book-
keeping formality?
Second, unintelligible footnotes usually indicate untrustworthy
management. If you can’t understand a footnote or other managerial
explanation, it’s usually because the CEO doesn’t want you to. Enron’s
descriptions of certain transactions still baffle me.
Finally, be suspicious of companies that trumpet earnings projections
and growth expectations.
Businesses seldom operate in a tranquil, no-surprise environment,
and earnings simply don’t advance smoothly (except, of course, in the
offering books of investment bankers).
Charlie and I not only don’t know today what our businesses
will earn next year—we don’t even know what they will earn next
quarter.We are suspicious of those CEOs who regularly claim they
do know the future—and we become downright incredulous if
they consistently reach their declared targets. Managers that always
promise to “make the numbers” will at some point be tempted to
make up the numbers.12
■ ■ ■
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We will be communicating with you in several ways. Through the
annual report,I try to give all shareholders as much value-defining infor-
mation as can be conveyed in a document kept to reasonable length.
We also try to convey a liberal quantity of condensed but important
information in the quarterly reports we post on the Internet, though
I don’t write those (one recital a year is enough). Still another impor-
tant occasion for communication is our Annual Meeting, at which
Charlie and I are delighted to spend five hours or more answering
questions about Berkshire. But there is one way we can’t communicate:
on a one-on-one basis.That isn’t feasible given Berkshire’s many thou-
sands of owners.
In all of our communications, we try to make sure that no single
shareholder gets an edge:We do not follow the usual practice of giving
earnings “guidance” or other information of value to analysts or large
shareholders. Our goal is to have all of our owners updated at the same
time.13
■ ■ ■
As managers, Charlie and I want to give our owners the financial infor-
mation and commentary we would wish to receive if our roles were
reversed. To do this with both clarity and reasonable brevity becomes
more difficult as Berkshire’s scope widens. Some of our businesses have
vastly different economic characteristics from others, which means that
our consolidated statements, with their jumble of figures, make useful
analysis almost impossible.
On the following pages, therefore, we will present some bal-
ance sheet and earnings figures from our four major categories
of businesses along with commentary about each. We particularly
want you to understand the limited circumstances under which we
will use debt, given that we typically shun it. We will not, how-
ever, inundate you with data that has no real value in estimating
Berkshire’s intrinsic value. Doing so would tend to obfuscate the
facts that count.14
■ ■ ■
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The Annual  Meeting
Our annual meeting will be on May 21, 1985, in Omaha, and I
hope that you attend. Many annual meetings are a waste of time,
both for shareholders and for management.Sometimes that is true
because management is reluctant to open up on matters of busi-
ness substance. More often a nonproductive session is the fault
of shareholder participants who are more concerned about their
own moment on stage than they are about the affairs of the cor-
poration.What should be a forum for business discussion becomes
a forum for theatrics, spleen-venting and advocacy of issues. (The
deal is irresistible: for the price of one share you get to tell a cap-
tive audience your ideas as to how the world should be.) Under
such circumstances, the quality of the meeting often deteriorates
from year to year as the antics of those interested in themselves
discourage attendance by those interested in the business.
Berkshire’s meetings are a different story. The number of
shareholders attending grows a bit each year and we have yet
to experience a silly question or an ego-inspired commentary.
Instead, we get a wide variety of thoughtful questions about
the business. Because the annual meeting is the time and place
for these, Charlie and I are happy to answer them all, no matter
how long it takes. (We cannot, however, respond to written or
phoned questions at other times of the year; one-person-at-a
time reporting is a poor use of management time in a company
with 3,000 shareholders.) The only business matters that are
off limits at the annual meeting are those about which candor
might cost our company real money. Our activities in securities
would be the main example.15
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When it comes to our Annual Meetings, Charlie and I are managerial
oddballs:We thoroughly enjoy the event. So come join us on Monday,
May 6th. At Berkshire, we have no investor relations department and
don’t use financial analysts as a channel for disseminating information,
earnings “guidance,” or the like. Instead, we prefer direct manager-to-
owner communication and believe that the Annual Meeting is the ideal
place for this interchange of ideas.Talking to you there is efficient for
us and also democratic in that all present simultaneously hear what we
have to say.16
■ ■ ■
Charlie and I are extraordinarily lucky.We were born in America; had
terrific parents who saw that we got good educations; have enjoyed
wonderful families and great health; and came equipped with a “busi-
ness” gene that allows us to prosper in a manner hugely disproportion-
ate to other people who contribute as much or more to our society’s
well-being. Moreover, we have long had jobs that we love, in which we
are helped every day in countless ways by talented and cheerful associ-
ates. No wonder we tap dance to work. But nothing is more fun for
us than getting together with our shareholder-partners at Berkshire’s
annual meeting. So join us on May 5th at the Qwest for our annual
Woodstock for Capitalists.We’ll see you there.17
■ ■ ■
Last year the first question at the annual meeting was asked by
11-year-old Nicholas Kenner, a third-generation shareholder from
NewYork City. Nicholas plays rough:“How come the stock is down?”
he fired at me. My answer was not memorable.
We hope that other business engagements won’t keep Nicholas
away from this year’s meeting. If he attends, he will be offered the
chance to again ask the first question; Charlie and I want to tackle
him while we’re fresh. This year, however, it’s Charlie’s turn to
answer.18
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■ ■  ■
Nicholas Kenner nailed me—again—at last year’s meeting, pointing
out that I had said in the 1990 annual report that he was 11 in May
1990, when actually he was 9. So, asked Nicholas rather caustically:“If
you can’t get that straight, how do I know the numbers in the back
(the financials) are correct?” I’m still searching for a snappy response.
Nicholas will be at this year’s meeting—he spurned my offer of a trip
to Disney World on that day—so join us to watch a continuation of
this lopsided battle of wits.19
■ ■ ■
Charlie Munger: You have to remember the annual meeting of
Berkshire has evolved unlike any in the history of the world. No capi-
talist enterprise has ever had an annual shareholders meeting anything
like the one we have.20
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Chapter 6
Acquisition of  Nebraska
Furniture Mart
“The Amazing Mrs. B”
Sell cheap and tell the truth.1
—Rose Blumkin
I’d rather wrestle grizzlies than compete with Mrs. B and her
progeny.2
—Warren Buffett
A Business Story Like No Other
Charlie Rose: In 1983 you purchased Nebraska Furniture Mart for
$60 million.Tell me about her.
Warren Buffett: This is a woman who walked out of Russia, got on
a peanut boat and landed in Seattle with a tag around her neck. She
couldn’t speak a word of English.The Red Cross got her out of Fort
Dodge,Iowa.That’s what the tag said.She couldn’t learn the language.She
moved to Omaha because there were more Russian Jews there who
she could talk with. Her oldest daughter started school. She came home
and taught her words that she learned. She took 16 years to save $500
so she could start this company. Selling used clothing, she brought her
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siblings and her mother and father over at $50 a crack. In 1937, for $500,
she went in business competing against people with all kinds of advan-
tages in every way and she killed them.
Charlie Rose: How was she able to kill them?
Warren Buffett: She cared and she was smart. She knew her limita-
tions of her knowledge and she was confident in the circle of her
competence. She didn’t get outside of it and she took care of her cus-
tomers. She sold cheap and it took her a long time but she built the
largest home furnishing store in the country in a town like Omaha, a
town of 700,000 people.
Charlie Rose: How did you come to buy it?
Warren Buffett: She was my kind of woman and I bought it when
she was 89 and she worked ’til she was 103. There was a period
where she left for a couple of years. If you went over to visit her
house, as I did, a very nice house, you would go in and on her sofas,
lamps and bed; there would be little green tags hanging on them.
They made her feel like she was at the store. She was a remarkable
woman, and Charlie, she could not read or write and I think every
business school should study her.
Charlie Rose: What would they learn?
Buffett: They would learn the essence of business. They would learn
that taking care of customers is what it is all about.Taking care of them.
I mean by that, giving them good deals, which nobody would touch.
She did and working like crazy she was there day after day. She had
a passion for it.The truth is, if you took the Fortune 500 CEO’s and
I gave you the first draft pick on 10 of them, and I put them in compe-
tition with her; she would win.3
■ ■ ■
About 67 years ago Mrs. Blumkin, then 23, talked her way past a bor-
der guard to leave Russia for America. She had no formal education,
not even at the grammar school level, and knew no English.After some
years in this country, she learned the language when her older daughter
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taught her, every evening, the words she had learned in school during
the day.
In 1937, after many years of selling used clothing, Mrs. Blumkin
had saved $500 with which to realize her dream of opening a furniture
store. Upon seeing the American Furniture Mart in Chicago—then
the center of the nation’s wholesale furniture activity—she decided to
christen her dream Nebraska Furniture Mart.
She met every obstacle you would expect (and a few you wouldn’t)
when a business endowed with only $500 and no locational or prod-
uct advantage goes up against rich, long-entrenched competition. At
one early point, when her tiny resources ran out,“Mrs. B” (a personal
trademark now as well recognized in Greater Omaha as Coca-Cola or
Sanka) coped in a way not taught at business schools: she simply sold
the furniture and appliances from her home in order to pay creditors
precisely as promised.
Omaha retailers began to recognize that Mrs. B would offer cus-
tomers far better deals than they had been giving, and they pressured
furniture and carpet manufacturers not to sell to her. But by various
strategies she obtained merchandise and cut prices sharply. Mrs. B was
then hauled into court for violation of Fair Trade laws. She not only
won all the cases, but received invaluable publicity. At the end of one
case, after demonstrating to the court that she could profitably sell car-
pet at a huge discount from the prevailing price, she sold the judge
$1,400 worth of carpet.
Today Nebraska Furniture Mart generates over $100 million of
sales annually out of one 200,000 square-foot store. No other home
furnishings store in the country comes close to that volume. That
single store also sells more furniture, carpets, and appliances than do all
Omaha competitors combined.
One question I always ask myself in appraising a business is how
I would like, assuming I had ample capital and skilled personnel, to
compete with it. I’d rather wrestle grizzlies than compete with Mrs. B
and her progeny. They buy brilliantly, they operate at expense ratios
competitors don’t even dream about, and they then pass on to their
customers much of the savings. It’s the ideal business—one built upon
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exceptional value to the customer that in turn translates into excep-
tional economics for its owners.
Mrs. B is wise as well as smart and, for far-sighted family reasons,
was willing to sell the business last year. I had admired both the fam-
ily and the business for decades, and a deal was quickly made. But
Mrs. B, now 90, is not one to go home and risk, as she puts it, “los-
ing her marbles.” She remains Chairman and is on the sales floor
seven days a week. Carpet sales are her specialty. She personally sells
quantities that would be a good departmental total for other carpet
retailers.
We purchased 90% of the business—leaving 10% with members of
the family who are involved in management—and have optioned 10%
to certain key young family managers.
And what managers they are. Geneticists should do handsprings
over the Blumkin family. Louie Blumkin, Mrs. B’s son, has been
President of Nebraska Furniture Mart for many years and is widely
regarded as the shrewdest buyer of furniture and appliances in
the country. Louie says he had the best teacher, and Mrs. B says she
had the best student.They’re both right.Louie and his three sons all have
the Blumkin business ability,work ethic,and,most important,character.
On top of that, they are really nice people.We are delighted to be in
partnership with them.4
■ ■ ■
Last year I introduced you to Mrs. B (Rose Blumkin) and her family.
I told you they were terrific, and I understated the case. After another
year of observing their remarkable talents and character, I can honestly
say that I never have seen a managerial group that either functions or
behaves better than the Blumkin family.
Mrs. B, Chairman of the Board, is now 91, and recently was quoted
in the local newspaper as saying, “I come home to eat and sleep, and
that’s about it. I can’t wait until it gets daylight so I can get back to the
business.” Mrs. B is at the store seven days a week, from opening
to close,and probably makes more decisions in a day than most CEOs do
in a year (better ones, too).
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In May Mrs. B was granted an Honorary Doctorate in Commercial
Science by NewYork University. (She’s a “fast track” student: not one day
in her life was spent in a school room prior to her receipt of the doc-
torate.) Previous recipients of honorary degrees in business from NYU
include Clifton Garvin, Jr., CEO of Exxon Corp.;Walter Wriston, then
CEO of Citicorp; Frank Cary, then CEO of IBM; Tom Murphy,
then CEO of General Motors; and, most recently, PaulVolcker. (They are
in good company.)
The Blumkin blood did not run thin. Louie, Mrs. B’s son, and his
three boys, Ron, Irv, and Steve, all contribute in full measure to NFM’s
amazing success.The younger generation has attended the best business
school of them all—that conducted by Mrs. B and Louie—and their
training is evident in their performance.5
Mrs. B, chairman of Nebraska Furniture Mart, continues at age 93
to outsell and out-hustle any manager I’ve ever seen. She’s at the store
seven days a week, from opening to close. Competing with her repre-
sents a triumph of courage over judgment.
It’s easy to overlook what I consider to be the critical lesson of the
Mrs. B saga: at 93, Omaha-based Board Chairmen have yet to reach
their peak. Please file this fact away to consult before you mark your
ballot at the 2024 annual meeting of Berkshire.6
■ ■ ■
Agatha Christie, whose husband was an archaeologist, said that was the
perfect profession for one’s spouse: “The older you become, the more
interested they are in you.” It is students of business management, not
archaeologists, who should be interested in Mrs. B (Rose Blumkin), the
94-year-old chairman of Nebraska Furniture Mart.
Fifty years ago Mrs. B started the business with $500, and today
NFM is far and away the largest home furnishings store in the coun-
try. Mrs. B continues to work seven days a week at the job from the
opening of each business day until the close. She buys, she sells, she
manages—and she runs rings around the competition. It’s clear to
me that she’s gathering speed and may well reach her full potential in
another five or ten years.Therefore, I’ve persuaded the Board to scrap
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our mandatory retirement-at-100 policy. (And it’s about time: With
every passing year, this policy has seemed sillier to me.)7
■ ■ ■
Ask Mrs. B the secret of her astonishingly low carpet prices. She will con-
fide to you—as she does to everyone—how she does it:“I can sell so cheap
’cause I work for this dummy who doesn’t know anything about carpet.”8
■ ■ ■
Mrs. B—Rose Blumkin—had her 100th birthday on December 3,
1993. (The candles cost more than the cake.) That was a day on which
the store was scheduled to be open in the evening. Mrs. B, who works
seven days a week, for however many hours the store operates, found
the proper decision quite obvious: She simply postponed her party
until an evening when the store was closed.
Mrs. B’s story is well-known but worth telling again. She came to the
United States 77 years ago, unable to speak English and devoid of formal
schooling. In 1937, she founded the Nebraska Furniture Mart with $500.
Last year the store had sales of $200 million, a larger amount by far than
that recorded by any other home furnishings store in the United States.
Our part in all of this began ten years ago when Mrs. B sold control of
the business to Berkshire Hathaway,a deal we completed without obtain-
ing audited financial statements, checking real estate records, or getting
any warranties. In short, her word was good enough for us.
Naturally, I was delighted to attend Mrs. B’s birthday party.After all,
she’s promised to attend my 100th.9
■ ■ ■
I have been asked by a number of people just what secrets the
Blumkins bring to their business.These are not very esoteric.All mem-
bers of the family: (1) apply themselves with an enthusiasm and energy
that would make Ben Franklin and Horatio Alger look like dropouts;
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(2) define with extraordinary realism their area of special competence
and act decisively on all matters within it; (3) ignore even the most
enticing propositions falling outside of that area of competence; and
(4) unfailingly behave in a high grade manner with everyone they deal
with. (Mrs. B boils it down to sell cheap and tell the truth.)
Our evaluation of the integrity of Mrs. B and her family was demon-
strated when we purchased 90% of the business: NFM had never had
an audit and we did not request one; we did not take an inventory nor
verify the receivables; we did not check property titles.We gave Mrs. B
a check for $55 million and she gave us her word.That made an even
exchange.10
■ ■ ■
I am a moderate in my views about retirement compared to Rose
Blumkin, better known as Mrs. B. At 99, she continues to work seven
days a week.And about her, I have some particularly good news.
You will remember that after her family sold 90% of Nebraska
Furniture Mart (NFM) to Berkshire in 1983, Mrs. B continued to be
Chairman and run the carpet operation. In 1989, however, she left
because of a managerial disagreement and opened up her own opera-
tion next door in a large building that she had owned for several years.
In her new business, she ran the carpet section but leased out other
home-furnishings departments.
At the end of last year, Mrs. B decided to sell her building and
land to NFM. She’ll continue, however, to run her carpet business at
its current location (no sense slowing down just when you’re hitting
full stride). NFM will set up shop alongside her, in that same building,
thereby making a major addition to its furniture business.
I am delighted that Mrs. B has again linked up with us. Her busi-
ness story has no parallel and I have always been a fan of hers, whether
she was a partner or a competitor. But believe me, partner is better.
This time around, Mrs. B graciously offered to sign a non-compete
agreement—and I, having been incautious on this point when she was
89, snapped at the deal. Mrs. B belongs in the Guinness Book of World
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Records on many counts. Signing a non-compete at 99 merely adds
one more.11
■ ■ ■
NFM was founded by Rose Blumkin (“Mrs. B”) in 1937 with $500.
She worked until she was 103 (hmmm . . . not a bad idea). One piece
of wisdom she imparted to the generations following her was, “If
you have the lowest price, customers will find you at the bottom of a
river.” Our store serving greater Kansas City, which is located in one
of the area’s more sparsely populated parts, has proved Mrs. B’s point.
Though we have more than 25 acres of parking, the lot has at times
overflowed.
“Victory,” President Kennedy told us after the Bay of Pigs disaster,
“has a thousand fathers, but defeat is an orphan.” At NFM, we knew
we had a winner a month after the boffo opening in Kansas City, when
our new store attracted an unexpected paternity claim.A speaker there,
referring to the Blumkin family, asserted, “They had enough confi-
dence and the policies of the Administration were working such that
they were able to provide work for 1,000 of our fellow citizens.”The
proud papa at the podium? President George W. Bush.12
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Acquisition of  GEICO
“The Security I Like Best”
What is the single best investment on a large scale that you
have made?1
—Charlie Rose
GEICO—twice,three times in my life.It was a good investment
when I was 20 years of age when I put three-fourths of my net
worth in GEICO and that caused my net worth to double or
something like that.That was great at the time. In 1976, the
company got in trouble and what we bought turned out to be half
of the company for $40 million.Then, in 1995, we bought the
other half for $2.3 billion and that was a good deal. It’s been a
triple play.2
—Warren Buffett
R
ight after year-end, we completed the purchase of 100% of
GEICO,the seventh largest auto insurer in the United States,with
about 3.7 million cars insured. I’ve had a 45-year association with
GEICO, and though the story has been told before, it’s worth a short
recap here.
I attended Columbia University’s business school in 1950–51, not
because I cared about the degree it offered, but because I wanted to
study under Ben Graham, then teaching there. The time I spent in
51
 




Download Now

AboutSupportTermsPrivacyCopyrightCookie PreferencesDo not sell or share my personal informationEverand
EnglishCurrent LanguageEnglish
Español
Portugues
Français
Deutsche




© 2024 SlideShare from Scribd 





