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AT R IR I35 1 FATT AR 48 AR O WA R AR A AT 5 AR AR L, (ER T B3 R U0
IR IRAFFAAL o

1961 4=, WG4, EHEMREL LT T 22.2%, 1R TIES FIE 45.9%. FATUT FLAE
LR

Year Partnerships Operating Entire Year Partnership Gain DJ Industrials Gain
1957 3 10.4% -8.4%
1956 5 40.9% 38.5%
1959 6 25.9% 19.9%
1960 7 22.8% -6.3%
1961 7 45.9% 22.2%
ERI e S I

Year Partnership Gain DJ Industrials Gain

1957 10.4% -8.4%

1957-8 55.6% 26.9%

1957-9 95.9% 52.2%

1957-60 140.6% 42.6%

1957-61 251.0% 74.3%

T SRS AN B SRR BTG AT BT X ) -

AN

Year Limited Partners’ Gain Dow Gain



1957 9.3% -8.4%

1958  32.2% 38.5%
1959  20.9% 19.9%
1960  18.6% -6.3%
1961  35.9% 22.2%
LN RN ONGECR

1957 9.3% -8.4%

1957-8 44.5% 26.9%

1957-9 74.7% 52.2%

57-60 107.2% 42.6%

1957-61 181.6% 74.3%

XTI Ts B AN B SR T AT TR R 4 50 2R K A7 BT DR JRAT A8 Y TR 1) LD S T
PrifEs WURIMIRBURES, BAHSINIBH, A0k T — A G b Btk A 2
M. WIRRIL R, W55 1R I LS

I OBREAE 0 FRAT VLA E P AT (R AR FAT 2 2 4 AT 2 2 50 B AT AH R R B 3
MUEWERAEAT B 2 BB SG I E P ARAE, K547 B+ DT il e R U MR 45 )RS -

o H LORHAL F 8 3r 75 A 4 BA DL SR A bR . B AN NN 3 SR 2 Sl i 1) ) A
XML SR A LR S RIS TR B o i i 2 ) M S5 D) o S N A 28 ) — A e 4 i i A 3 B
UM ZPF = I BRI B R BOKF T 6, BB B 280 2 LF- R ACE 1k

LTI P I AR — R S K A . 92k b, DR KR E g i BK-rt e &
s AE oy AR AR . BARBCAT DB, (HBN O RIS H A feds i LR BB & 2
Al HEA T 5 Hig /KA el .

Wiesenberger 58 T 70 AL [FIJE S F 1946 (FLCKR IR Ly 32 FOPHERIES, W
TETRAR M SBART, I H e R IMAA W ZE T 4 7K, Dok A
TIGIER . e 38 RAE4rt, HAA 6 HKMM S T mimi-FEKF. i B efh &
A ATAT— A 38 55 38 A RE % WIS 1 e 3 BT R 2O LA B 20 e

N T I T AR DU XA AR (R K T 5 i < AT B 5 8 LA S BRAT 1 R 3 DR M B ) B AL -



Year Mass. Inv. Trust Investors Stock Lehman Tri Cont. Dow Partners

1957 -12.0% -12.4% -11.4% 24%  -8.4% +9.3%

1958 +44.1% +47.6% +40.8% +33.2%  +38.5%  +32.2%
1959 + 8.2% +10.3% +8.1% 8.4% +19.9%
+20.9%

1960 -0.9 -0.1 +2.6 +2.8 -63 +18.6

(From Moody’s Banks & Finance Manual, 1961)

COMPOUNDED Z i1 25 #%

Year  Mass. Inv. Trust Investors Stock Lehman Tri Cont. Dow Partners

1957 -12.0% -12.4% -11.4% -2.4% - 8.4% 9.3%
1957-8 +26.8% +29.3% +24.7% +30.0% +26.9% +44.5%
1957-9 +37.2% +42.6% +34.8% +40.9% +52.2%  +74.7%
1957-60 +36.0% +42.5% +38.3% +44.8% +42.6%  +107.2%

Massachusetts Investors Trust has net assets of about $1. 8 billion; Investors Stock Fund about $1
billion; Tri-Continental Corporation about $. 5 billion; and Lehman Corporation about $350

million; or a total of over $3.5 billion.

s LR EUR N H B IFANE 2 JRIX S B A . i TR B RBONIE R, 1 H32 314 Fh
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ExU/BIEprseSURIIP

FRANT 10 M 252 T U R B 3 i SSORT HL A A ) R <8 R IRAT AR K IR X 3] 3 T2 2 st RS2 AT T
Bt 7L R ER N 2 B R A IR I )

BB B 71
RIB AL B AR R B MR T AR, DR TR 1 i = 3

3 R 3 B BR300 BT S B ST RO I o 0 T 58 e &30 70 wh A 2 E e o, B
AIEHE AR TERI, ELRNIN S b T LR AN =] i A T AR A



55— B U EARAL AIESR AL X 13X A UE TR FATTEEANBE R i 28 ] (R B st e
TRARERE 22 W) A D DR R SR N TR) 2 o X FATIB BT AL 5 B K303 o 3 AT T 55 A
AR K 5-6 JAUETF 270 BN 5 BATRBE 7 5-10% 5% <5 10 T oAb A B/ 10-15
SUUEZR NS BN o AT 587 S /NI LR A9 PR 0 <6

AR R AR PR, HOR 2 HOR k7 2 — AR R K I R OR S e BATIAE SIS
EAEARMER L) 10 0138 ] 58 R B S50 S AR BUAT W A% 2K 38 AR IE S D D i B i = 3
TAZ I 1T EHATA L2 A AR T I E B2 . Teie i, 5T uEZR i
AW E I H MR T O E PR AT SN IAT 0t B NI B EF & ) 22 1A B K o AE By
M 2 4B T B SR BB BAT BRI THEIE 77 o KIIBIK, JATTR F SR A HL
(R IE AR AL BT IR F 32 I LAY FE . BATIIFANTE R RES I ] BRI R BE— 20k, &
ATTREA 2300 2 T DMARAR AT A% SN, SRS CEAZUEZR (R 0 A% B KME T Se WL e O
DR T DM RANFFAAAG L DB S B Kt i o

TRATRFAT X LY REE BARME R, (HR — PFAR VRN A B A SRS B Rl AN 4k F
BEo 2y PRI, AT —H o BIRFER Fik. 1961 S MR IREF, DI BA 1
KB BB AL =N T R IR 1 o AR AR T Nk, AKX — 7 BB HOR AR AT
RE R Z T -

A TBL T A5 7y i WORK OUT.  CERMEREBE) AlAIT2 IS 4Lk ik 45 Rk 55 24 )
(0 S AT 4 T AR T 3206 TR 2R OISR G R AU BESR o IR EEUES R AT JATTRT LATIUH) A I [
CHRW AT RE AT EAN I W5 I 5 A 7 3755 o W) SRR 2 14 i WORK OUT.
BALJUFEAT A R A Ol g B — Rl k2 WORK OUT F)— I R Y

KB M AR R SR B RE AN, HAROKCRR R b S8 BrR £ R IG5 .
RIATRERIB IS L= BNIZAIRIY > M0 WIS 958 T 1 DA, B IRIRA TR A7 W i
MR, IR FEAE— Y], BATETRESA 10 2 15 BUXAERIBBE, A7 HHTR N <
TAWITTUg A S ©2BEN T AREESE I BEo 111X — E 20 i B AR 0 35 800 24,
FRAE T LA AR (0 B8 A 00— B 0 BB I — Flkh 78 o X — 0 I B et ¢ OV
DA BRI = R AT AR D —RAE 10%31] 20% .2 7)o A AN IR Ak E B 2N n] LA It
T B 25% 0 ZHOHRIATBA K, WERIRATA, WIURHR Ay WORK OUT #
TR FAh FE E B A

S5 Pl DU U SR AT F R 2 ) AR 32 S AL e e 5 A LR L A1 PR JBE A 122 2 ) F B3R

SO o TXPPAT h H R T B AR DL b R I R A W B k. AR, XA
REXS AT AR BEATAEAT A DR o 1103 Aol 45 55 A R B 18 A0 AR R IR AT 4 5K
AL, 2 BATTIRN — H AR ARAG R B I, AT TAT e AT 35 Rl LA P2 R AL
AR A LRI AT ) R TS, A5 W BATR] BEAE B IR IR ) AN W7 19 15 L
& HEBEMIATZ A ] R TIARL

Dempster Mill Manufacturing Company

AT H A7 EAESEAT X T Dempster Mill Manufacturing Company [ #58H]. FRATTEH — IR EANX K
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151961 4\, FATHAT T EER I ] DL AT R 2 B B R AL “ — 37
A BT

HAT AT IE 70% 100y o 36 10% I IAR 8 L8 AR NFFA . AN ISR FAT N
KZ1150 N, PUEZBERAE T LR S8 LT2 % T o IERATE T ERIAT Ak 2 KK

SEMZ ISR T4 o

DIk, BORFARAT 0 ZEAG T BATPr A BRSO o DA (R 45 A K LA A SR
B, I JEAT BORFAT AR AR 52 H T2 P K 8 0 IBESs o A A0 ER A AN N 2 2 AT BT 40
LI, CE AR D RPN SENE B REA IO, 2 DR AT DS BB
Iy 170 B 52 HH AT T AT 1 B A7 BT RESRATH I A A% o BATT TS5 0 38 B i) 1E 2 25 R S AR 3K bl 2
TR ANEGE AR, T BATR RE S F TSR RN AR W .

Dempster J& —/M Ol & RANEB RS A 1 . JHE 1961 ST 9 HJT5ET0. 1%
WA VR R A T A SC RS CGERICRESE FRORTE BEASA L ) o IX S T A W] BT Ab AT
b I REEAT A R A SR BN R . H T2 7 B E LN 4.5 T390, 2075 6ot ik
AR BEARL N 50 Fon— . EHERIA PR EEBRINHE AL 35 SEo0— B, FRIEKHEX
P W0 i i1 | S & o SN TS =/ <0 /1 = R P (1 B2 ST Y D PR R 22 2 E S P /A N o
(ENAZA P BATFFBIRALILE 28 oo /i, IR 35 JTTRIHr Ao 5, iz =)
(R BEER N M LI AE AT 55 7 () 21% 2244

R, BATX 3 B P AN S AN IR A General Motors 53 /& U.S.Steel 2 2K [1) 2\ 7E LA
— AR A S TS . AE2FR b, Gl I A R R S 2 ] AN (R R AR L
EEENT I T B AR A R AE o AH R It 78 20 R BIE R T S A B vh . XU
EEMLABZER o iy a4 0] 23w (AT 2k )R] DAAE S A A 55 o gl D Bl TTRI I PR T 2 RS

KA PR 1R i) L
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JEIC T A B LIRS . FRIA X FIAT R 7808 T fE

AR DGR 2 NAE— B 8 N SR VAR, ol D3 D 2 2 NPT R B  FFAS
RS IR AL RS IR o

WERAR BB IERRK, AREIR I F SIS IR, IR IER A, B ALV 2 IKINAZ
SyJe s MR R JE IERI -
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B T4 BRI T LUR BATTH B Ak Al s A 70 Bt 20 B 1n) B FR— A 1 LA i W < RS P b
B T BATHNE BRI 2 A BRI .

RTSIRA B HUE SR T 55 KNI B SRN — T R N AT 2, A I S AT BERY.
DRI L o ) % e R 0 AN T BRATTA 3 B 2R o TP DU 3G AT WORKOUT A— fi
PERIBETE

SRS T AR IR H I ROBESE M5, 58 B DA s WK 23 4 IR T o FRIA K BB B <
g, FATREM IR IR RB TSR o DU — e B8 2 7] IO RUBERE K, 4%
FE TR E M5 48 42 KR

TR BT 5 B WS S B 02 P 2 PR 2 XA 1] 131 ) 288 R B e 1 JRAT T 5 5 ek 1) B P 1)
Pz pi . e LU 58, BIELE 1960 AT 1961 SEFRATT A MHEET 1957 E LKL %
SREL, AT B LS AN LA () i
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BRI R 23 D B AN AT DA AR T o PRk e — TL3RE B 2 T
TR R T AR — P EE ] T3 IO DL — JE B fi o

AN FATAT LU E KR AR s A AE— 5 BT 20%80%# 25% ik, t1ox A F B
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XTARAT— AN Dy LI T 5, IO ITE IR BV iZ o IS — S BARAE 5%3] 7%0)
FEEAWRAE (O LT AT AHEM—MRAE IR A BN, Al#
S R . (GEE 70 4 AR I Bt A PUA% R G0 6.7%)

AT H AR AL B D S SIS I e B 28 S 5 R (R A, 1 AN S AT
FETAER P T B FH AR T IE BN R I . VF 2 A A AR IR I 1 B BEANTR] (R 1.
SR H AT B SR BENS FLAE I W] FOX i, URAT TGS R T R I LS PR 8% [ R LA 197 2 AN (2 R B
FEBATI RIS (I, 3 AR B AT R I T T 32 (ko
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CAERF A B AR TS 1962
1962 11 AR AME
FEXTFHIRNRIN

AFEACAR 2 B AL T AR L) 2 wla ] L, P i 54 Dempster (B4R Af v 4 50 36786 —
JBEH T, FRATT R B B TR T 5.5% . A BB RBIAGE (] IRAT 0 i 1
BUITEH 22.3 N E 8D, WERERIUES (15, BATHRIHDN L SUIoR SRR . FAiT44
LS 40% 0] LA Z) T Dempster %8 O (E AOHE MR, JLEBB Tk 1 5351 60%.

TRAUPL W 27 PR BT B 2 LT R O, JURAE T LR BRI R 245 85 DL RIS
1, B FARAE B IGE T HAb 9t 7= Lo AERIRIL, WAz, A A AR

FEATHI

AT G AN RN R AR B AR B, TR BB ISR S Aok . Bt
FEBE R LA SR TIN5 AR AL A FE AN o RTS8 5 AR N 23 BEAHIZ A S B2 T A 5
FEAENAELZSZ , HE T DA A ILANER TSR], A — AR T
Forpr— ORLA [ R o

I AR ORIESS T — 52 R AR A A AOZ BUR (FRATTIX B AR BT I P A D

2. AR —4EH, QURBATRGERAT 6% 1B A, W —4E S L ey ST Wi — 52 ¢
EA e NSy & NGk AR R LR SN T

3. TAIPER B R A, R FRIRA B ALA T O (5 AR I T BB RO B
IXERBATTII B DLBAT IR o

4. BT HNME - F 2RI I REAL, FREEF BB OO0E, AR ER
AL RPRCRE N D0 o EERRATT M 138 BT K, JA Dt Ak Tl TR X — S S A L AL 114,
75 DU R ARAT A0 I 12 T i A P £ A9 i) B ) s o

5. BRI 5 R — AN EINGE R RB, (H2R— DU, =R DR — M
BB GULI T B WRAE B =4 (B AN e] B AT BB SR BURES , EJC 18
FEVRA TR T B AN RSl B Ak 9 e PR R0 1 1 7 5

6 FRMKHBAEE U o] 25 I T 37 RO AR AE B, AN 2 i P 2 T s by N AE AR SR R 8
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IRARATTRA AZ A IZAS Ak AL

7. WA R BT EIRAT P ORUE, 100 LU R 2 BB REAT H 1K
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by JERE ) TR A S ORTE I A DR EEBE (10 22 2T B A AT TT REAE 2 FR) 7K AN B8 AR5
K AR IR R IR JO

cv F R BLRIRZE TR 1 I A Bt - BB AR S Ak Ak 2

1962 “E 2RI

FAIA I TN BA T B ARN . FATREAETE T B B R0 AR 06 2, iy /eI B 47 LT i
KLU, IR TS R4 R4 2 THIESK

ERECUWIRSEL SO & 3 R PNtV o R &= AL R E=-YNS U1 0P SOasc N P 7R
FEHC— LI 731 )EER RN I 535 1, SRMIAEFE R TR IR &2 652w HI/KF-o T
1960 FF4EAK, TEHITREUE 616 £l FTLLERL LWENTITHVFZ MEhE, Riskks b
FRATTH A T3 B 1959 4RI 1960 fE T I I AN .

FI R HEBxT L

Over-all Results Partnership Limited Partners
Year from Dow Results (1) Results (2)

1957 - 8.4% +10.4% 9.3%
1958 +38.5 +40.9 322
1959 . +20.0 +25.9 20.9
1960 - 6.2 +22.8 18.6
1961 +22.4 +45.9 35.9
1962 - 7.6 +13.9 11.9

SRR HIE RO

Over-all Results Partnership Limited Partners
Year from Dow Results Results
1957 - 8.4% +10.4% +9.3%

1957-8  +26.9 +55.6 +44.5



1957-9  +523 +959 +74.7

57-60 +42.9 +140.6 +107.2
57-61 +74.9 +251.0. +181.6
57-62 +61.6 +299.8 +215.1
FRR KR,

8.3 26.0 21.1

FANIIAZE CBCARHANRAE, KI5 AT BT REHRAT 10 B e (KR SURL S SR A 1 K
FIEL 10% . Frl IR EIR T RE ST E i R EIE.

RETH AT R B S04 T W IAREE , JRAE AR DA IR R . Y
I RURERRA TR B R BT R AT, BT 2 BRI XA RO SR 2 47 ) SO . Bt
CLEB(RIEAE TNy 2R B 08T BRI 5 S B 5 S35 6. A 1957 1
SFETTRIEH 1962 4R 00 £ T7HTE, B HATIR U G000 2 BEARRRA O B v 5
.

i) B AT (R

PRI SR BRI B P G NS5

YEARLY RESULTS

Mass. Inv. Investors

Yr Trust (1) Stock (1) Lehman (2) Tri-Cont. (2) Dow Partners
57 -11.4% -12.4% -11.4% -2.4% - 8.4% +9.3
58 +42.7 +47.5 +40.8 +33.2 +38.5 +32.2
59 +9.0 +10.3 + 8.1 +8.4 +20.0 +20.9
60 -1.0 -0.6 +2.5 +2.8 -6.2 +18. 6
61 +25.6 +24.9 +23.6 +22.5 +22.4 +35.9
62 -9.8 -13.4 -13.0 -10.0 -7.6 +11.9

SR PR



5% 10% 15%

10 years $ 162,889 $259,374 $ 404,553
20 years 265,328 72,748 1,636, 640
30 years 432,191 1,744,930 6,621,140

DA LS 10 J5 360 I I 5% 10%AT 15% A 4FEA R A A1 10 4 20 41 30 4R 1 4L
Az E Ik (AR AT )
Dempster Mill Manufacturing Company

962 FEFATHI S R IE BATHERI TIXFK AT o %7 FZA KT 1000 FouiiR
T COARHEE ARG o XG0 W T A DAL AT R ™ A AR AT BT e A R 2y AN T )
LS. FAEKRL 1961 5 8 JIRFIXHK A 7l Ko BRI AI#E 28 o0, HIRK
TR A G, RS TR s DA R, X A F BB B R E
JLAT

KT ml)a, FATE N ZRMZ A 7 AR, BRI B2, S et e R I
o RMPTA IR EEE: HHACH TR . NN A2, A TR R B IA 75 E45IX ] 2 w4l
K— L8 (224 .

— MK IS4 T Harry Bottle, #EARAIH B TP —U0#8 L 7 IERL, fhAMEZE R T 3K
IR A A AR, &R AT R TADATR B 5E .

HBTZ A\ R RSB0 35 Jeon/iBe, A=l d a2 16 Seou/i.

1963 %1 H 18 H



EIERR L S AR IAE 1963
196347 H 10 H
AR

1E 1963 FE1_F24E, IR EUN 652.10 L TH3] 706.88 . W1 HAG NAE X B [a] )N 745 18
B I, FREBAREIRTG, MR B 10%.

FATH AR EAE: 1) T 3 )R AR, JEH T RATIX Aot A &4 7K
I A AR RBUOE DL 2) FATRIBBE A & AL RETT I I A AR I, i £ 24 T f 1
DU HME LUEL R B R D o

BARWIE, AT L EAEMEE R, BRI Dempste 1748102 4F, f& 14%.

X 14% 0 ARl T BRAT A B AR A K (U FE Dempste), Jf H.E 20415k
T IATIFC (ERGIEEEHIRIGE TR . B2, TGN SRR 210 12%.

BAR 14%INE SIS 10% 1 TE TR IR BLZ T B, ERIEAELAL 1962 £ L4,
HBATA B 7.5%M B HTEL BB T 21.7%.  AARR BT 1R SUIE I .

s, AT A — M B AL 527.5 JT IR0, AEIX I B o B 1K R
H110 Ji3E06, ETFT 21%. MfE 1962 4 IHEIX — 3 /0 #5098 i R B Nk iE s 1715
3% o I FRAT T 525 AT 14 WORKOUTS F1 CONTROLS | JHi )50 A (453 AT T H A5
T REFE ST,

14> 4EFATTK) WORKOUTS [{RILLLIE B 222, R4 LT AT b 2 b X e i Tl AT
TR Ol A LTHT I, el BATT A BB Ao — O L, oA R Bl U fe s
AR WORKOUTS. SR AL, FRIFA G A5 AR TS RIR S L ETHER T . 3K
ATAR BATTHIEX =P BEBEAR IV 5 A2 A N IR, B ANTR] 0 U AR R0 5
EATRI RIS B KRR A BT A R o ATk 20 A (038 S 1 0 Ik Pl 3
FEARAGE S IO AE AR 5 R AR BEERIMGE, P ATRATTAN 2 1k B A AT D0 R AR R A 3
£ 4] I RS 0 AT T3 =l 5 5 AR — b 2 A0 AR RAT B e AR B

Hp g\ RIS AT A Ak Ak i 2R B

M 1957 4EF] 1963 4 6 H 30 H, EEHFEE Lk T 77.8%, 11 JL R A A R AR
Aeng RO . IR T AN ELAE T 355.8% U256, ARSIk NG T 252.9% Wi
WE,

1964 41 J] 18 [

1963 “E 2RI



1963 SEXFT AT 5 /2 — MNFHES, BAEX —FERREE N 38.7%. LRI FKIEA R
A BRI R N AR SO A RN IR T K8 R
R 20%01 KAL) 30%, ARSI iX e — D IHFER.

Overall Results Partnership Limited Partners’
Year From Dow. Results Results
1957 - 8.4% +10.5.% +9.3%
1958 +38.5 +40.9. +32.2
1959 +20.0 +25.9 +20.9
1960 -6.2 +22.8 +18.6
1961 +22.4 +45.9 +35.9
1962 -7.6 +13.9 +11.9
1963 +20.7 +38.7 +30.5

Overall Results Partnership Limited Partn

Year From Dow Results Results
1957 8.4% +10.4% +9.3%
1957-8 +26.9 +55.6 +44.5
1957-9 +523 +959 +74.7
1957-60 +42.0 +140.6 +107.2
1957-61 +74.9 +251.0 +181.6
1957-62 +61.6 +299.8 +215.1
1957-63 +95.1 +454.5 +311.2
Annual Compounded Rate 10.0 27.7 223

BE A



FETT SR BB ER St — BOC 7 LIRS 7 R « — 5 TN R ANE VF 2 B AN A TR /v 4
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HREW DU Z T

N T TR A L P KON IR 5 22, B s AR T HL BT S bt AT TR = P AN [ P PR 430 5%
PRI 8, AT EVEANTE DL R LUE B s b (0 BAR 1 17

FATH =P e mR B9 L Sz KRB FER AR LNV A S K KA R I AT A5 28
7E 10 2] 15 S BN, AT —Fp 8 AR T DU 2 A KR L E B Fe e
10%, XWEIRATH HAFR.

ZIRAMNNHT MR IEELE S, XRATEIR),

X PR w7 S, JATA AR T E 8 8. (HR AR EHAT BRI
SR A AT FATT B8 Sris A B R AT, A R 2 AP BRI T3

G RN ) o AEATZEEO0 T, BATT Rl LA 2N s S0 N 24 =] (08 BUKF-, F0g o)
PO HE o8 <, AR A N R A AR A5 b Bl e B IS I o i L3k R IX L8 i) g 224 L ar
JUAE IR TR] AT DASE e 3t it - HOAHZ IR B BE 1M 55, AR A5 2 e P BATTR K —
BRI TR A BEE BRI . IR O It FE SRR, AR B — AN 9 K 2 4l b, 5
W BATT 7 A L — 2 “Hl s

A2 AL PR3 8 A0 W T U PR IR AR A3 A2 KA R sh 3 ), 1T AE 2 05 W44 0T T R BL 3%
L, FJE S5 2 WORKOUTS A A #E (g 37 PR 3

EHBEI MO0, GENERAL 8% T e Kb, H k4 5 /& WORKOUTS F
CONTROLS.,

B 1

TEXAS NATIONAL PETROLEUM

KR —AFAT WORKOUTS, &AM i SRR A 1

TNP & — AR/ AT B RIR A1, BRI & KA T — 2 8 T i

1E 1962 4EAEW) IR B4 0 T & 845245 Union Oil of California [F4E ] . FRMEAS S/ A IX P
VEE, BARWURVE S I, WZE R A N TCEEK v LS 21 5K A

761962 £ 4 JA¥M], MKAZ AW EREA, TNP £F54 = FrEw A IES .
1) FIEN 6.5%H115i7 (RME 6.5 F 1), TR T4 26.4 J13EIG;

2) BMIE 3.7 FOTIEE L, b 40% 0 8 B Z REAT o Al SE R REBCR nT LLERAS 7.42 SE0G.



T 6 DA ONEATAZ S BIBEHF L BT WL T 6.4 J7 BB

3) 65 JIH3 AT LALL 3.5 JC AN 45 ) S 38 B IAGIE o FRATTAESAS AL T 8.32 Jifhy, 4
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Overall Results Partnership ~ Limited Partners’

Year From Dow (1)  Results (2) Results (3)

1957 -8.4% +10.4% +9.3%

1958  +38.5 +40.9 +32.2

1959 +20.0 +25.9 +20.9

1960 -6.2 +22.8 +18.6

1961 +22.4 +45.9 +35.9

1962 -7.6 +13.9 +11.9

1963 +20.6 +38.7 +30.5

Ist half +.10.9 +12.0 +10.5

1964

Cumulative results +116.1 +521.0 +354.4

Annual compounded rate 10.8 27.6 22.2
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Overall Results Partnership  Limited Partners’

Year From Dow (1) Results (2)  Results (3)

1957 - 8.4% +10.4% + 9.3%

1958 +38.5 +40.9 +32.2

1959 +20.0 +25.9 +20.9

1960 - 6.2 +22.8 +18.6

1961 +22.4 +45.9 +35.9



1962 -7.6 +13.9 +11.9
1963 +20.6 +38.7 +30.5
1964 +18.7 +27.8 +22.3
R AWt R R AL R
Overall Results Partnership  Limited Partners’
Year From Dow  Results Results
1957 - 8.4% + 10.4% + 9.3%
1957-5+2.6.9 + 55.6 + 44.5
1957-9 + 52.3+95.9 + 74.7
1957-60 +42.9 +140.6 +107.2
1957-61 + 74.9 +251.0 +181.6
1957-62 + 61.6 +299.8 +215.1
1957-63 + 94.9 +454.5 +311.2
1957-64 +131.3 +608.7 +402.9
Annual Compounded Rate 11.1 27.7 22.3
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Year Generals  Workouts  Dow
1962-1.0% +14.6% -8.6%
1963 +20.5 +30.6 +184

1964 +27.8  +10.3 +16.7
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Overall Results Partnership Limited Partners’
Year From Dow(1) Results(2) Results(3)
1957 -8.4% +10.4% +9.3%
1958 +38.5 +40.9 +32.2
1959 +20.0 +25.9 +20.9
1960 -6.2 +22.8 +18.6
1961 +22.4 +45.9 +35.9
1962 -7.6 +13.9 +11.9
1963 +20.6 +38.7 +30.5
1964 +18.7 +27.8 +22.3
1965 +14.2 +47.2 +36.9
Overall Results  Partnership Limited Partners’

Year From Dow Results  Results

1957 -8.4% +10.4% +9.3%

1957-8 +26.9 +55.6 +44.5



1957-9 +52.3 +95.9 +74.7

1957-60 +42.9 +140.6 +107.2
1957-61 +74.9 +251.0 +181.6
1957-62 +61.6 +299.8 +215.1
1957-63 +94.9 +454.5 +311.2
1957-64 +131.3 +608.7 +402.9
1957-65 +164.1 +943.2 +588.5

Annual Com

pounded Rate 11.4 29.8 23.9
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Overall

Year

1957

1958

1959

1960

1961

1962

1963

1964

1965

1st half 1966

Cumulative results

Annual compounded rate 9.7

Results

From Dow(1)

-8.4%

+38.5

+20.0

+20.6

+18.7

+14.2

-8.7

+141.1

Hochschild, Kohn&Co.

Partnership

Results(2)

+10.4%

+40.9

+25.9

+22.8

+45.9

+13.9

+38.7

+27.8

+47.2

+8.2

+1028.7

29.0

Limited Partners’

Results(3)

+9.3%

+32.2

+20.9

+18.6

+35.9

+11.9

+30.5

+22.3

+36.9

+7.7

+641.5

23.5
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Overall Results Partnership Limited Partners’

Year From Dow(1) Results(2) Results(3)
1957 -8.4% +10.4% +9.3%
1958 +38.5 +40.9 +32.2
1959 +20.0 +25.9 +20.9
1960 -6.2 +22.8 +18.6
1961 +22.4 +45.9 +35.9

1962 -7.6 +13.9 +11.9



1963

1964

1965

1966

+20.6

+18.7

+14.2

-15.6

+38.7 +30.5
+27.8 +22.3
+47.2 +36.9
+20.4 +16.8

On a cumulative or compounded basis, the results are:

Overall

Year

1957

1957-8

1957-9

1957-60

1957-61

1957-62

1957-63

1957-64

1957-65

1957-66

Annual Com

Results

From Dow

-8.4%

+26.9

+52.3

+42.9

+74.9

+61.6

+94 .9

+131.3

+164.1

+122.9

pounded Rate 8.3

AV E R BT

Partnership Limited Partners’

Results Results
+10.4% +9.3%
+55.6 +44.5
+95.9 +74.7
+140.6 +107.2
+251.0 +181.6
+299.8 +215.1
+454.5 +311.2
+608.7 +402.9
+943.2 +588.5
+1156.0 +704.2
28.8 232
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Category Average Investment Overall Gain
Controls $17, 259, 342 $1, 566, 302
Generals-Private Owner 1, 359, 340 1, 004, 362
Generals-

Relatively Undervalued 21, 847, 045 5, 124, 254
Workouts 7, 666, 314 1, 714, 181

Miscellaneous, including
DVANCE\d6U.S.Treasury Bills 1, 332, 609 (18, 422)

Total Income$9, 390, 677

**s:General Expense 483, 976

Overall Gain

$8, 906, 701
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Overall Results Partnership Limited Par
Year From Dow(1) Results(2) Results(3)
1957 -8.4% +10.4% +9.3%
1958 +38.5 +40.9 +32.2
1959 +20.0 +25.9 +20.9
1960 -6.2 +22.8 +18.6
1961 +22.4 +45.9 +35.9
1962 -7.6 +13.9 +11.9
1963 +20.6 +38.7 +30.5
1964 +18.7 +27.8 +22.3
1965 +14.2 +47.2 +36.9
1966 -15.6 +20.4 +16.8

Ist half’67 +11.4 +21.0 +17.3
Cumulative results +148.3 +1419.8 +843.3
Annual compounded rate9.1 29.6 23.8
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Berkshire Hathaway Inc. 53 75 4F JEC A BT VP Al I L 25 AL [ A7 1R b s 1l 3 FRAT Tk 23 vh



ke

DRC Fll BH {F 2R AE# A — S8 F W 25 5) . F-AT 19 DRC80% ¥ A7, 1] M A4 M 75 DRC
DL IR 7\ IR IR 2 NN o (R BH #0170 L 47 214508 52 35 SIS E A1 1 N
Bitle HETHRMAWN BH PIARAM IR <8 245125, H2 BH WBLT LA GE 08 4 FoA 14 (it
— AR PR B L SR AR I T Rk A ARFEE IS, FATIAE BH BT
e BIRAT AR DRI . LTS Dl S e FRAT 1 H B ) CONTROLL K45 %t F L, SR
I 9B I AR ARG WA AT S DL R, X e S04 S R H A B . IEn3R i —1r
AT “Prig&ss, Aie U Raesk S e R mn e g m.”

1967 410 H 9 H

HATKN

R LR R, R IS BOE B TR A 10%/E A AT HAx, et i BAR5E
% — H AR A, (Bt IE AR AN TT RS . R 10— e vl 2 3 110 2E 2 AN T 3 AR 15 46 3%
LB A AR

L AL H B8 T R2FHRNARL: BB AA M IS E BRI S e Som BRI

20 NATDRE T BBV £ (0 GV B2 A PR 38 i S 20T T 347 A AL OO, i A R B B
PN REVE AL AT BRI (X 1] 5

3. FATRBRIE AL T 6500 J7 LI, FATHIHRTE 5 1 IEAE D

4. MTZETEANICLWAG T REFINESL WA NN, 4REE55  BAGUE B St ) 30 ) 3
USRS T

AR BAT R AT AN LR & AT 0T

T UE S B W AN AR S AN T 500 2 300 5 PN 5 B R 457 TR PR PR 38 o AN — Wi FR) o B2 oK
b EVERI T A UG R IERI A, NG R H AT L7 e K7
Ul “CLUEBIIO RSN, JHAE LA ARG T AESE B 20 (R, 2 SR Y 7 T )
R ELS THIE.

AR, BRI AN B O N T i R B VR AR, T BIE A TR BAR
BB ATAE )RR B T ME R i, NIRRT b, A R R R 2
7370 XA FNEAEFH NIRRT BRI, EFAFE AR Z AL, BIFARELH IR,
TEAR 82 AT S ARIRA e 2L —HE, 0 H AR RIS A 5 i AN J& — Mg SR 4174 . FIrLA
USRECE MO ER, AR bR T R O e P, IR Rk B, mT RE S 1
SE MIRRIEATIR B T 910 2 e



XA GEvE R B RME RS A R T o XA REAE th TAEIR 20 S PO BB AR R AN i
BLREUN, BATZJEIFRATH BB 30 A1 S EOCE MR B I, thvFt 2
NAEZR TG R BE S e, XA SR el D 1A 5 B R AFAE o I mTRE S ol TR x 1
UESF AT A PE A 2K o o2 MR DL, A8 BN GE b e SC LR e 5 LT
THKe R, WIFR AR DRI R 22 AL 78 (5 Lo DA E 75 1 i
H g BN L2 o IR TRA IR K A i HL 2 o BRI, SRUMIPL a2k
Mol o EIE 2 AR AP AT R R IAEAR R EAS LR T- I 0 AN BB 0 1

I3 A HE RS T BN GUOGE L (5 vy o B R 3k — FLAE W W] & 1 A A i B B L ST A
e BAFFEEI VRS AL WERIRA T BTG GE BT 27K, I BATT B AR A% BN
AT %o ML AER A R STAT BE 25 45 48 (0738 o0 ORI ) i i o

— L LRI ARH T A7 = [ I TR i B B S — A R R PR o 11y KA 3Btk &
(O I PR A AT AL AR RS T P H & SR AR IR RIS A e 10 L I TR A O S ¢
B L 155 A B AR A = BN, TG 18 R B e SO 53 21 1) 9 <l S RS Br R B
SUHLEAGE Wit e BRI DU i A A .

A RN, 22K BB H U A A 0 Z0 A T . Johe i R (E
BRI BRI o XL AT eSO AR T A i B PL S — EbRifE . (HE, X —
P BRI B CIFAERIIAT N o

IEANIRAE B HE IS T B IRE . “BRibZAh, TATIRAN S ERBE H A 32 54T 1) —Fol
BGERT, B S U 10 7 3 sl i BUBER A KT LA ER SR . R 3E58 5 4
U AR AR L B3 T S AEAE R, I HIX S s AR AT A R IR A 1 o R T IX AL e 1
Y Ji i [ SR RN VE A7 BTG E . XA I IR ANRE B8 S8 R BOA R Z A AT
CVRR I WAL, RN SR 8. A A QR X Fh 7 AT
Bet, PrAFRA AN RN BRI 1L X Ay AT B

ARART— P A (AL 7 K BN AT A B T A (M A 2 5 3% il BRI oA 2522
R ETEW T AEATIS), RN 154502 600, 900 b2 1200 s%A 222 & . B
SR T AN R (1 I 3 B0 17 3 I BEIAT b 238 A 2 1R 7 o0 J5 SR, 256 45 VR R0 T 3 I ALY
FIWr 2 T0 5 S o R, FRIRAA H AT IR i 3 5 50 25 0 FRATT AR SR — B i T () 5 8 3
JS R A

FRMIET AR TAFIH T CERRIREE 37 2. MU Seg (s, R E NA 308
7 SOEEE I, i H e RO, . RAEE X DA R EFEE R T e AR
R F BIRL N D SRS LA A S0 i AEILAE NS BUI) o s sl 4 k. A0 — i B
1. AT Z AT A CHTREM AL AEIZIR BB 575, BT KRB TBOT —ME A 5
SRAF AR 3 B DA BEHR ) VA o XA VAIFBUA 1 BISE R L I 5 5, I vl g
BUKAMER BT 10K o

= R R BAT R B R . 2 DORB BT 7 AR B i AT 110%22 1000%
M5t BT AR BAT R BIERERIXM I Dl s A8 . BB APIAR I DL, RN L H AT 3RATT
T, AT H AT Bt A 28 vl fEdE R JATAML SR L. [N FIR A A XL F o



HH PR DY b xR ATT R i e /N o AR R T K B8 S i AR A R X ATk S5
e (ORI REAT BRIK D 520

s IR R s RIS ASIHLI % S S BIT AR ik B0y A D voE
() H A 2 I A28 5 5 it BB B R 2 10 A2 e I RS LEIUAE 20, 22
93, W RELLBLAEAT 3 ORI 54 Jg o BT IR ) = m] BEXTBEREL 51 4 3 (1 AN A
PE, BADIRIN A NFR 0 AR AR A W] RE 2 M B S TR R 51 )

A RES R AAER S LIS, REEERSH TN — A a 5SS, U T AT
B F N G AT A DU, WIRIAAE 3L U7 T A BEBE T REIAS S e K [P . FAREK
T AE RN FATW G [ A% 10 2 78R J P52 H 7 TN BE 22 R 58 o (HL B A B A9 7 30l
VRRFF S A AR 28 GBI 5555 T-BO Bl JRRG—— e AT iia B U A —

PIE, FeT s it A RIS Lt B 5 A 2 Bk, HIRA b 24, AR B HA At
IRV LT o EEARTR A A X AT AOF A S BATRI BB AR A bR <7, R4 Bk MR
THa BB LK, FAIIESE— FAGE R T ARGR T (85 07 300 BT EARATT i s P-4 300 DU AN
e YRR S IO ERic DARSIE 2 N R AR

HARIMT S, AT H AR AR 9% MR Rk 2, sl B A T IE TR 5%
Ml . D, WERARK 5 AFERIIIRECTE IR D-2%, WP SR A AR K
FANG 3% 10U R ITE TR E RN 12%, WIS [ AT 0 42 3 130
9%, XA FRA T H 1 IR DO FATTARK W R A AROSUT SR . eAh, Ay B L R P
(b RO K BR A0 AT (D BRANTE AR S R Dl 82 BT ) o

BT LILMOMSL, A AT B2 G Al b, B R o %
A AR F R T

TR, WS FN AR ELSEARE, X B PR G 2 AR A R 2R, B 100% %
o PR B RATT AN N IR B SRS AN H e o IS4 i S SR AN I 3 B T AR R R 2R
VG, T2 T A AR R S B A o AR AR AT TR vy AR, RICII UK A T 4 )
AN HFRIIER G, BRI — NI ARG ph— T AR U S, Bk
WAAK B G2t AN 22 T2 S B AR H AR TSI, 5 M A A 2 BRI A A\ 3)
77

WA AT AT A] DL B st — P I B TR N A RO, T 554 ANk

ES

K16 E. EEER

1968 =1 H 24 H



A1 1967 FE IR

DAL K Z BRAETT 5, FRATILE 1967 S H RIFIIRIL. AT FEM 25K A 35.9% LA L,
[ TE B R ECN 19.0%. SRR 2481 4819, 384, 250, BRI &3 H 5y 1F 78 hnik
BRSO, XELSHW L ENEATER T HATRT .

AEEFRAT KR BT H M T 23640 B3 AT, WTRE 95% (K13 BE 28 ] # i 1
AR BT 5 B BRI R L — R CHIRIAEIL T, REEH B A
LA T,

Overall Results Partnership Limited Partners
Year From Dow(1) Results(2) Results(3)
1957 -8.4% +10.4% +9.3%
1958 +38.5 +40.9 +32.2
1959 +20.0 +25.9 +20.9
1960 -6.2 +22.8 +18.6
1961 +22.4 +45.9 +35.9
1962 -7.6 +13.9 +11.9
1963 +20.6 +38.7 +30.5
1964 +18.7 +27.8 +22.3
1965 +14.2 +47.2 +36.9
1966 -15.6 +20.4 +16.8
1967 +19.0 +35.9 +28.4

On a cumulative or compounded basis, the results

Overall Results Partnership Limited Partn

Year From Dow  Results Results

1957 -8.4% +10.4% +9.3%



57-8 +26.9 +55.6 +44.5

57-9 +52.3 +95.9 +74.7

57-60 +42.9 +140.6 +107.2
57-61 +74.9 +251.0 +181.6
57-62 +61.6 +299.8 +215.1
57-63 +94.9 +454.5 +311.2
57-64 +131.3 +608.7 +402.9
57-65 +164.1 +943.2 +588.5
57-66 +122.9 +1156.0 +704.2
57-67 +165.3 +1606.9 +932.6

Annual Compounded Rate 9.3 29.4 23.6
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Overall Results- Partnership Limited Partners’

Year From Dow(1) Results(2) Results(3)
1957-8.4%+10.4%+9.3%

1958+38.5+40.9+32.2

1959+20.0+25.9+20.9

1960-6.2+22.8+18.6

1961+22.4+45.9+35.9

1962-7.6+13.9+11.9

1963+20.6+38.7+30.5

1964+18.7+27.8422.3+

1965 14.2+47.2+36.9

1966-15.6+20.4+16.8

1967+19.0+35.9+28.4

First Half*68+0.9+16.0+13.5

Cumulative Results+167.7+1880.0+1072.0



Annual Compounded Rate 8.9 29.6 23.8
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Overall Results Partnership Limited Partner

Year From Dow(1) Results(2) Results(3)

1957-8.4%+10.4%+9.3%

1958+38.5+40.9+32.2



1959+20.0+25.9+20.9

1960-6.2+22.8+18.6

1961+22.4+45.9+35.9

1962-7.6+13.9+11.9

1963+20.6+38.7+30.5

1964+18.7+27.8+22.3

1965+14.2+47.2+36.9

1966-15.6+20.4+16.8

1967+19.0+35.9+28.4

1968+7.7+58.8+45.6

On a cumulative or compounded basis, the results are:

Overall Results Partnership Limited Pa

Year From Dow Results Results

1957-8.4%+10.4%+9.3%

1957-8+26.9+55.6+44.51957-9+52.3+95.9+74.7

1957-60+42.9+140.6+107.2

1957-61+74.9+251.0+181.6

1957-62+61.6.+299.8+215.1

1957-63+94.9+454.5+311.2

1957-64+131.3+608.7+402.9

1957-65+164.1+943.2+588.5

1957-66+122.9+1156.0+704.2



1957-67+165.3.+1606.9+932.6
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CLIER BUBLAR (15 1971

To the Stockholders of Berkshire Hathaway Inc.:

It is a pleasure to report that operating earnings in 1971, excluding capital gains, amounted to
more than 14% of beginning shareholders' equity. This result--considerably above the average of
American industry--was achieved in the face of inadequate earnings in our textile operation,
making clear the benefits of redeployment of capital inaugurated five years ago. It will continue to
be the objective of management to improve return on total capitalization (long term debt plus
equity), as well as the return on equity capital. However, it should be realized that merely
maintaining the present relatively high rate of return may well prove more difficult than was

improvement from the very low levels of return which prevailed throughout most of the 1960's.

Textile Operations

We, in common with most of the textile industry, continued to struggle throughout 1971 with
inadequate gross margins. Strong efforts to hammer down costs and a continuous search for less
price-sensitive fabrics produced only marginal profits.

However, without these efforts we would have operated substantially in the red.

Employment was more stable throughout the year as our program to improve control of

inventories achieved reasonable success.

As mentioned last year, Ken Chace and his management group have been swimming against a
strong industry tide. This negative environment has only caused them to intensify their efforts.
Currently we are witnessing a mild industry pickup which we intend to maximize with our greatly
strengthened sales force. With the improvement now seen in volume and mix of business, we
would expect better profitability--although not of a dramatic nature--from our textile operation in
1972.

Insurance Operations

An unusual combination of factors--reduced auto accident frequency, sharply higher effective
rates in large volume lines, and the absence of major catastrophes--produced an extraordinarily
good year for the property and casualty insurance industry. We shared in these benefits, although
they are not without their negative connotations. Our traditional business--and still our largest
segment--is in the specialized policy or non- standard insured. When standard markets become
tight because of unprofitable industry underwriting, we experience substantial volume increases as
producers look to us. This was the condition several years ago, and largely accounts for the surge
of direct volume experienced in 1970 and 1971.

Now that underwriting has turned very profitable on an industry-wide basis, more companies are
seeking the insureds they were rejecting a short while back and rates are being cut in some areas.



We continue to have underwriting profitability as our primary goal and this may well mean a
substantial decrease in National Indemnity's direct volume during 1972. Jack Ringwalt and Phil
Liesche continue to guide this operation in a manner matched by very few in the business. Our
reinsurance business, which has been developed to a substantial operation in just two years by the
outstanding efforts of George Young, faces much the same situation. We entered the reinsurance
business late in 1969 at a time when rates had risen substantially and capacity was tight. The
reinsurance industry was exceptionally profitable in 1971, and we are now seeing rate-cutting as
well as the formation of well-capitalized aggressive new competitors. These lower rates are
frequently accompanied by greater exposure. Against this background we expect to see our
business curtailed somewhat in 1972. We set no volume goals in our insurance business
generally--and certainly not in reinsurance--as virtually any volume can be achieved if
profitability standards are ignored. When catastrophes occur and underwriting experience sours,
we plan to have the resources available to handle the increasing volume which we will then expect
to be available at proper prices.

We inaugurated our "home-state" insurance operation in 1970 by the formation of Cornhusker
Casualty Company. To date, this has worked well from both a marketing and an underwriting
standpoint. We have therefore further developed this approach by the formation of Lakeland Fire
& Casualty Company in Minnesota during 1971, and Texas United Insurance in 1972. Each of
these companies will devote its entire efforts to a single state seeking to bring the agents and
insureds of its area a combination of large company capability and small company accessibility
and sensitivity. John Ringwalt has been in overall charge of this operation since inception.
Combining hard work with imagination and intelligence, he has transformed an idea into a well
organized business. The "home-state" companies are still very small, accounting for a little over
$1.5 million in premium volume during 1971. It looks as though this volume will more than
double in 1972 and we will develop a more creditable base upon which to evaluate underwriting

performance.

A highlight of 1971 was the acquisition of Home & Automobile Insurance Company, located in
Chicago. This company was built by Victor Raab from a small initial investment into a major auto
insurer in Cook County, writing about $7.5 million in premium volume during 1971. Vic is cut
from the same cloth as Jack Ringwalt and Gene Abegg, with a talent for operating profitably
accompanied by enthusiasm for his business. These three men have built their companies from
scratch and, after selling their ownership position for cash, retain every bit of the proprietary
interest and pride that they have always had.

While Vic has multiplied the original equity of Home & Auto many times since its founding, his
ideas and talents have always been circumscribed by his capital base. We have added capital funds
to the company, which will enable it to establish branch operations extending its highly-
concentrated and on-the-spot marketing and claims approach to other densely populated areas.

All in all, it is questionable whether volume added by Home & Auto, plus the "home-state"
business in 1972, will offset possible declines in direct and reinsurance business of National
Indemnity Company. However, our large volume gains in 1970 and 1971 brought in additional



funds for investment at a time of high interest rates, which will be of continuing benefit in future
years. Thus, despite the unimpressive prospects regarding premium volume, the outlook for

investment income and overall earnings from insurance in 1972 is reasonably good.

Banking Operations

Our banking subsidiary, The Illinois National Bank & Trust Company, continued to lead its
industry as measured by earnings as a percentage of deposits. In 1971, Illinois National earned
well over 2% after tax on average deposits while (1) not using borrowed funds except for very
occasional reserve balancing transactions; (2) maintaining a liquidity position far above average;
(3) recording loan losses far below average; and (4) utilizing a mix of over 50% time deposits with
all consumer savings accounts receiving maximum permitted interest rates throughout the year.

This reflects a superb management job by Gene Abegg and Bob Kline.

Interest rates received on loans and investments were down substantially throughout the banking
industry during 1971. In the last few years, Illinois National's mix of deposits has moved
considerably more than the industry average away from demand money to much more expensive
time money. For example, interest paid on deposits has gone from under $1.7 million in 1969 to
over $2.7 million in 1971. Nevertheless, the unusual profitability of the Bank has been maintained.

Marketing efforts were intensified during the year, with excellent results.

With interest rates even lower now than in 1971, the banking industry is going to have trouble
achieving gains in earnings during 1972. Our deposit gains at Illinois National continue to come in
the time money area, which produces only very marginal incremental income at present. It will
take very close cost control to enable Illinois National to maintain its 1971 level of earnings
during 1972.

Financial

Because of the volume gains being experienced by our insurance subsidiaries early in 1971, we
re-cast Berkshire Hathaway's bank loan so as to provide those companies with additional capital
funds. This financing turned out to be particularly propitious when the opportunity to purchase
Home & Auto occurred later in the year. Our insurance and banking subsidiaries possess a
fiduciary relationship with the public. We retain a fundamental belief in operating from a very
strongly financed position so as to be in a position to unquestionably fulfill our responsibilities.
Thus, we will continue to map our financial future for maximum financial strength in our

subsidiaries as well as at the parent company level.

Warren E. Buffett

Chairman of the Board

March 13,1972
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the Stockholders of Berkshire Hathaway Inc.:

Operating earnings of Berkshire Hathaway during 1972 amounted to a highly satisfactory 19.8%
of beginning shareholders’ equity. Significant improvement was recorded in all of our major lines
of business, but the most dramatic gains were in insurance underwriting profit. Due to an unusual
convergence of favorable factors—diminishing auto accident frequency, moderating accident
severity, and an absence of major catastrophes—underwriting profit margins achieved a level far
above averages of the past or expectations of the future.

While we anticipate a modest decrease in operating earnings during 1973, it seems clear that our
diversification moves of recent years have established a significantly higher base of normal
earning power. Your present management assumed policy control of the company in May, 1965.

Eight years later, our 1972 operating earnings of $11,116,256 represent a return many-fold higher
than would have been produced had we continued to devote our resources entirely to the textile
business. At the end of the 1964 fiscal year, shareholders’ equity totaled $22,138,753.Since that
time, no additional equity capital has been introduced into the business, either through cash sale or
through merger. On the contrary, some stock has been reacquired, reducing outstanding shares by
14%. The increase in book value per share from $19.46 at fiscal year-end 1964 to $69.72 at 1972
year-end amounts to about 16.5% compounded annually.

Our three major acquisitions of recent years have all worked out exceptionally well—from both
the financial and human standpoints. In all three cases, the founders were major sellers
andreceived significant proceeds in cash—and, in all three cases, the same individuals, Jack
Ringwalt, Gene Abegg and Vic Raab, have continued to run the businesses with undiminished
energy and imagination which have resulted in further improvement of the fine records previously
established.

We will continue to search for logical extensions of our present operations, and also for new
operations which will allow us to continue to employ our capital effectively.

Textile Operations

As predicted in last year’s annual report, the textile industry experienced a pickup in 1972. In
recent years, Ken Chace and Ralph Rigby have developed an outstanding sales organization
enjoying a growing reputation for service and reliability. Manufacturing capabilities have been
restructured to complement our sales strengths.

Helped by the industry recovery, we experienced some payoff from these efforts in 1972.

Inventories were controlled, minimizing close-out losses in addition to minimizing capital

requirements; product mix was greatly improved. While the general level of profitability of the



industry will always be the primary factor in determining the level of our textile earnings, we
believe that our relative position within the industry has noticeably improved. The outlook for
1973 is good.

Insurance Underwriting

Our exceptional underwriting profits during 1972 in the large traditional area of our insurance
business at National Indemnity present a paradox. They served to swell substantially total
corporate profits for 1972, but the factors which produced such profits induced exceptional
amounts of new competition at what we believe to be a non-compensatory level of rates. Overall,
we probably would have retained better prospects for the next five years if profits had not risen so
dramatically this year.

Substantial new competition was forecast in our annual report for last year and we experienced in
1972 the decline in premium volume that we stated such competition implied. Our belief is that
industry underwriting profit margins will narrow substantially in 1973 or 1974 and, in time, this
may produce an environment in which our historical growth can be resumed. Unfortunately, there
is a lag between deterioration of underwriting results and tempering of competition. During this
period we expect to continue to have negative volume comparisons in our traditional operation.
Our seasoned management, headed by Jack Ringwalt and Phil Liesche, will continue to
underwrite to produce a profit, although not at the level of 1972, and base our rates on longterm
expectations rather than short-term hopes. Although this approach has meant dips in volume from
time to time in the past, it has produced excellent long-term results.

Also as predicted in last year’s report, our reinsurance division experienced many of the same
competitive factors in 1972. A multitude of new organizations entered what has historically been a
rather small field, and rates were often cut substantially, and we believe unsoundly, particularly in
the catastrophe area. The past year turned out to be unusually free of catastrophes and our

underwriting experience was good.

George Young has built a substantial and profitable reinsurance operation in just a few years. In
the longer term we plan to be a very major factor in the reinsurance field, but an immediate
expansion of volume is not sensible against a background of deteriorating rates. In our view,
underwriting exposures are greater than ever. When the loss potential inherent in such exposures
becomes an actuality, repricing will take place which should give us a chance to expand
significantly.

In the “home state” operation, our oldest and largest such company, Cornhusker Casualty
Company, operating in Nebraska only, achieved good underwriting results. In the second full year,
the home state marketing appeal has been proven with the attainment of volume on the order of
one-third of that achieved by “old line” giants who have operated in the state for manydecades.

Our two smaller companies, in Minnesota and Texas, had unsatisfactory loss ratios on very small

volume. The home state managements understand that underwriting profitably is the yardstick of



success and that operations can only be expanded significantly when it is clear that we are doing
the right job in the underwriting area. Expense ratios at the new companies are also high, but that
is to be expected when they are in the development stage.

John Ringwalt has done an excellent job of launching this operation, and plans to expand into at
least one additional state during 1973. While there is much work yet to be done, the home state

operation appears to have major long-range potential.

Last year it was reported that we had acquired Home and Automobile Insurance Company of
Chicago. We felt good about the acquisition at the time, and we feel even better now. Led by Vic
Raab, this company continued its excellent record in 1972. During 1973 we expect to enter the
Florida (Dade County) and California (Los Angeles) markets with the same sort of specialized
urban auto coverage which Home and Auto has practiced so successfully in Cook County. Vic has
the managerial capacity to run a much larger operation. Our expectation is that Home and Auto
will expand significantly within a few years.

Insurance Investment Results

We were most fortunate to experience dramatic gains in premium volume from 1969 to 1971
coincidental with virtually record-high interest rates. Large amounts of investable funds were thus
received at a time when they could be put to highly advantageous use. Most of these funds were
placed in tax-exempt bonds and our investment income, which has increased from $2,025,201 in
1969 to $6,755,242 in 1972, is subject to a low effective tax rate.

Our bond portfolio possesses unusually good call protection, and we will benefit for many years to
come from the high average yield of the present portfolio. The lack of current premium growth,
however, will moderate substantially the growth in investment income during the next several

years.

Banking Operations

Our banking subsidiary, The Illinois Bank and Trust Co. of Rockford, maintained its position of
industry leadership in profitability. After-tax earnings of 2.2% on average deposits in 1972 are the
more remarkable when evaluated against such moderating factors as: (1) a mix of 50% time
deposits heavily weighted toward consumer savings instruments, all paying the maximum rates
permitted by law; (2) an unvaryingly strong liquid position and avoidance of money-market
borrowings; (3) a loan policy which has produced a net charge-off ratio in the last two years of
about 5% of that of the average commercial bank. This record is a direct tribute to the leadership
of Gene Abegg and Bob Kline who run a bank where the owners and the depositors can both eat
well and sleep well.

During 1972, interest paid to depositors was double the amount paid in 1969. We have
aggressively sought consumer time deposits, but have not pushed for large “money market”
certificates of deposit although, during the past several years, they have generally been a less



costly source of time funds.

During the past year, loans to our customers expanded approximately 38%. This is considerably
more than indicated by the enclosed balance sheet which includes $10.9 million in short-term
commercial paper in the 1971 loan total, but which has no such paper included at the end of 1972.

Our position as “Rockford’s Leading Bank” was enhanced during 1972. Present rate structures, a
decrease in investable funds due to new Federal Reserve collection procedures, and a probable
increase in already substantial non-federal taxes make it unlikely that Illinois National will be able
to increase its earnings during 1973.

Financial

On March 15, 1973, Berkshire Hathaway borrowed $20 million at 8% from twenty institutional
lenders. This loan is due March 1, 1993, with principal repayments beginning March 1, 1979.

From the proceeds, $9 million was used to repay our bank loan and the balance is being invested
in insurance subsidiaries. Periodically, we expect that there will be opportunities to achieve
significant expansion in our insurance business and we intend to have the financial resources

available to maximize such opportunities.

Our subsidiaries in banking and insurance have major fiduciary responsibilities to their customers.
In these operations we maintain capital strength far above industry norms, but still achieve a good
level of profitability on such capital. We will continue to adhere to the former objective and make
every effort to continue to maintain the latter.

Warren E. Buffett

Chairman of the Board

March 16, 1973
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To the Stockholders of Berkshire Hathaway Inc.:

Our financial results for 1973 were satisfactory, with operating earnings of $11,930,592,
producing a return of 17.4% on beginning stockholders' equity.

Although operating earnings improved from $11.43 to $12.18 per share, earnings on equity
decreased from the 19.8% of 1972. This decline occurred because the gain in earnings was not
commensurate with the increase in shareholders' investment. We had forecast in last year's report
that such a decline was likely. Unfortunately, our forecast proved to be correct.

Our textile, banking, and most insurance operations had good years, but certain segments of the
insurance business turned in poor results. Overall, our insurance business continues to be a most

attractive area in which to employ capital.

Management's objective is to achieve a return on capital over the long term which averages
somewhat higher than that of American industry generally—while utilizing sound accounting and
debt policies. We have achieved this goal in the last few years, and are trying to take those steps
which will enable us to maintain this performance in the future. Prospects for 1974 indicate some
further decline in rate of return on our enlarged capital base.

Textile Operations

Textile demand remained unusually strong throughout 1973. Our main problems revolved around
shortages of fiber, which complicated operations and resulted in something less than full
utilization of loom capacity. Prices of some fibers skyrocketed during the year. Cost of Living
Council regulations prevented the pricing of many finished products at levels of some of our
competitors. However, profits were reasonably commensurate with our capital investment,
although below those that apparently might have been achieved had we been able to price at
market levels. The textile business has been highly cyclical and price controls may haveserved to
cut down some of the hills while still leaving us with the inevitable valleys. Because of the
extraordinary price rises in raw materials during 1973, which show signs of continuing in 1974,
we have elected to adopt the "lifo" method of inventory pricing. This method more nearly matches
current costs against current revenues, and minimizes inventory "profits" included in reported

earnings.

Further information on this change is included in the footnotes to our financial statements.
Insurance Operations

During 1973, Jack Ringwalt retired as President of National Indemnity Company after an

absolutely brilliant record since founding the business in 1940. He was succeeded by Phil Liesche

who, fortunately for us, possesses the same underwriting and managerial philosophy that worked



so well for Jack. Our traditional business, specialized auto and general liability lines conducted
through National Indemnity Company and National Fire and Marine Insurance Company, had an
exceptionally fine underwriting year during 1973. We again experienced a decline in volume.

Competition was intense, and we passed up the chance to match rate-cutting by more optimistic
underwriters. There currently are faint indications that some of these competitors are learning of
the inadequacy of their rates (and also of their loss reserves) which may result in easing of market

pressures as the year develops. If so, we may again experience volume increases.

Our reinsurance operation had a somewhat similar year—good underwriting experience, but
difficulty in maintaining previous volume levels. This operation, guided by the tireless and well-
directed efforts of George Young, has been a major profit producer since its inception in 1969. Our
"home state" insurance companies made excellent progress in Nebraska and Minnesota, with both
good growth in volume and acceptable loss ratios. We began operations late in the year in lowa.
To date, our big problem has been Texas. In that state we virtually had to start over during 1973 as
the initial management we selected proved incapable of underwriting successfully. The Texas
experience has been expensive, and we still have our work cut out for us. Overall, however, the
home state operation appears to have a promising potential.

Our specialized urban auto operation, Home and Automobile Insurance Company, experienced
very poor underwriting in Chicago during 1973. It would appear that rates are inadequate in our
primary Cook County marketing area, although the current energy situation confuses the picture.
The question is whether possible lowered accident frequency because of reduced driving will
more than offset continuing inflation in medical and repair costs, as well as jury awards. We
believe that inflation will hurt us more than reduced driving will help us, but some of our
competitors appear to believe otherwise. Home and Auto expanded into Florida and California
during the year, but it is too early to know how these moves will prove out financially.

A contributing factor in our unsatisfactory earnings at Home and Auto during 1973 was an
accounting system which was not bringing information to management on a sufficiently timely
basis. On the investment side of our insurance operation, we made substantial additional
commitments in common stocks during 1973. We had significant unrealized depreciation—over
$12 million— in our common stock holdings at year-end, as indicated in our financial statements.
Nevertheless, we believe that our common stock portfolio at cost represents good value in terms of
intrinsic business worth. In spite of the large unrealized loss at year-end, we would expect
satisfactory results from the portfolio over the longer term.

Banking Operations

The Illinois National Bank & Trust Co. of Rockford again had a record year in 1973. Average
deposits were approximately $130 million, of which approximately 60% were time deposits.
Interest rates were increased substantially in the important consumer savings area when regulatory
maximums were raised at mid-year. Despite this mix heavily weighted toward interest bearing

deposits, our operating earnings after taxes (including a new Illinois state income tax) were again



over 2.1% of average deposits. We continue to be the largest bank in Rockford. We continue to
maintain unusual liquidity. We continue to meet the increasing loan demands of our customers.
And we continue to maintain our unusual profitability. This is a direct tribute to the abilities of
Gene Abegg, Chairman, who has been running the Bank since it opened its doors in 1931, and
Bob Kline, our President.

Merger With Diversified Retailing Company, Inc.

Your Directors have approved the merger of Diversified Retailing Company, Inc. into Berkshire
Hathaway Inc. on terms involving issuance of 195,000 shares of Berkshire stock for the 1,000,000
shares of Diversified stock outstanding. Because Diversified and its subsidiaries own 109,551
shares of Berkshire, the net increase in the number of shares of Berkshire outstanding after giving
effect to this transaction will not exceed 85,449. Various regulatory approvals must be obtained
before this merger can be completed, and proxy material will be submitted to you later this year so
that you may vote upon it. Diversified Retailing Company, Inc., though subsidiaries, operates a
chain of popular-priced women's apparel stores and also conducts a reinsurance business. In the

opinion of management, its most important asset is 16% of the stock of Blue Chip Stamps.

Blue Chip Stamps

Our holdings of stock in Blue Chip Stamps at year-end amounted to approximately 19% of that
company's outstanding shares. Since year-end, we have increased our holdings so that they now
represent approximately 22.5%: implementation of the proposed merger with Diversified
Retailing Company, Inc. would increase this figure to about 38.5%.

Our equity in earnings of Blue Chip Stamps became significant for the first time in 1973, and
posed an accounting question as to just what period's earnings should be recognized by Berkshire
Hathaway Inc. as applicable to the financial statements covered by this annual report. Blue Chip's
fiscal year ends on the Saturday closest to February 28, or two months after the fiscal year-end of
Berkshire Hathaway Inc. Or, viewed alternatively, their year ends ten months prior to Berkshire
Hathaway's. An acceptable accounting choice for us, and one which, if made, would not have
required an auditor's disclaimer as to scope, was to recognize in our 1973 income an equity of
$632,000 in Blue Chip's earnings for their year ended March 3, 1973 with regard to the fewer
shares of Blue Chip we owned during this earlier period. But such an approach seemed at odds
with reality, and would have meant a ten month lag each year in the future. Therefore, we chose to
reflect as 1973 income our equity of $1,008,000 in Blue Chip's earnings based upon unaudited
interim earnings through November as publicly reported by Blue Chip Stamps and with regard to
our shareholdings during 1973.

Because we made this choice of unaudited but current figures, as opposed to the alternative of
audited but far from current figures, Peat, Marwick, Mitchell & Co. were unable to express an

opinion on our 1973 earnings attributable to Blue Chip Stamps.

The annual report of Blue Chip Stamps, which will contain financial statements for the year



ending March 2, 1974 audited by Price, Waterhouse and Company, will be available in early May.
Any shareholder of Berkshire Hathaway Inc. who desires an annual report of Blue Chip Stamps
may obtain it at that time by writing Mr. Robert H. Bird, Secretary, Blue Chip Stamps, 5801 South
Eastern Avenue, Los Angeles, California 90040. Blue Chip's trading stamp business has declined
drastically over the past year or so, but it has important sources of earning power in its See's
Candy Shops subsidiary as well as Wesco Financial Corporation, a 54% owned subsidiary
engaged in the savings and loan business. We expect Blue Chip Stamps to achieve satisfactory
earnings in future years related to capital employed, although certainly at a much lower level than
would have been achieved if the trading stamp business had been maintained at anything close to

former levels.

Your Chairman is on the Board of Directors of Blue Chip Stamps, as well as Wesco Financial
Corporation, and is Chairman of the Board of See's Candy Shops Incorporated. Operating
management of all three entities is in the hands of firstclass, able, experienced executives.

Sun Newspapers, Inc.

In the 1969 annual report we commented on the purchase of Sun Newspapers Inc., a group of
weekly papers published in the metropolitan Omaha area. Since that time we have not commented
on their operations in the text of our annual reports, nor have we consolidated their financial
results since the operation, because of the small investment involved, has been "financially
insignificant." During 1973 it was made quite apparent that such insignificance did not extend to
publishing quality. On May 7th Sun Newspapers was awarded a Pulitzer Prize for local
investigative reporting (the first time in history that a weekly had won in this category) for its
special section of March 30,1972 relating to Boys Town. We reported the extraordinary contrast
between decreasing services and mounting wealth that had taken place since Father Flanagan's
death in 1948.

In addition to the Pulitzer Prize, the reporting job also won the Public Service Award of Sigma
Delta Chi, the national society of professional journalists, as well as seven other national awards.
Our congratulations go to Paul Williams, Editor, and Stan Lipsey, Publisher, as well as the entire
editorial staff of Sun Newspapers for their achievement, which vividly illustrated that size need
not be equated with significance in publishing.

Warren E. Buffett

Chairman of the Board

March 29,1974
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To the Stockholders of Berkshire Hathaway Inc.:

Operating results for 1974 overall were unsatisfactory due to the poor performance of our
insurance business. In last year's annual report some decline in profitability was predicted but the
extent of this decline, which accelerated during the year, was a surprise. Operating earnings for
1974 were $8,383,576, or $8.56 per share, for a return on beginning shareholders' equity of 10.3%.
This is the lowest return on equity realized since 1970. Our textile division and our bank both
performed very well, turning in improved results against the already good figures of 1973.

However, insurance underwriting, which has been mentioned in the last several annual reports as
running at levels of unsustainable profitability, turned dramatically worse as the year progressed.
The outlook for 1975 is not encouraging. We undoubtedly will have sharply negative comparisons
in our textile operation and probably a moderate decline in banking earnings. Insurance
underwriting is a large question mark at this time—it certainly won't be a satisfactory year in this
area, and could be an extremely poor one. Prospects are reasonably good for an improvement in
both insurance investment income and our equity in earnings of Blue Chip Stamps. During this
period we plan to continue to build financial strength and liquidity, preparing for the time when
insurance rates become adequate and we can once again aggressively pursue opportunities for
growth in this area.

Textile Operations

During the first nine months of 1974 textile demand was exceptionally strong, resulting in very
firm prices. However, in the fourth quarter significant weaknesses began to appear, which have
continued into 1975.

We currently are operating at about one-third of capacity. Obviously, at such levels operating
losses must result. As shipments have fallen, we continuously have adjusted our level of
operations downward so as to avoid building inventory.

Our products are largely in the curtain goods area. During a period of consumer uncertainty,
curtains may well be high on the list of deferrable purchases. Very low levels of housing starts also
serve to dampen demand. In addition, retailers have been pressing to cut inventories generally, and
we probably are feeling some effect from these efforts. These negative trends should reverse in

due course, and we are attempting to minimize losses until that time comes.

Insurance Underwriting

In the last few years we consistently have commented on the unusual profitability in insurance
underwriting. This seemed certain eventually to attract unintelligent competition with consequent
inadequate rates. It also has been apparent that many insurance organizations, major as well as

minor, have been guilty of significant underreserving of losses, which inevitably produces faulty



information as to the true cost of the product being sold. In 1974, these factors, along with a high

rate of inflation, combined to pr produce a rapid erosion in underwriting results.

The costs of the product we deliver (auto repair, medical payments, compensation benefits, etc.)
are increasing at a rate we estimate to be in the area of 1% per month. Of course, this increase
doesn't proceed in an even flow but, inexorably, inflation grinds very heavily at the repair
services—to humans and to property— that we provide. However, rates virtually have been
unchanged in the property and casualty field for the last few years. With costs moving forward
rapidly and prices remaining unchanged, it was not hard to predict what would happen to profit

margins.

Best's, the authoritative voice of the insurance industry, estimates that in 1974 all auto insurance
premiums in the United States increased only about 2%. Such a growth in the pool of dollars
available to pay insured losses and expenses was woefully inadequate. Obviously, medical costs
applicable to people injured during the year, jury awards for pain and suffering, and body shop
charges for repairing damaged cars increased at a dramatically greater rate during the year. Since
premiums represent the sales dollar and the latter items represent the cost of goods sold, profit

margins turned sharply negative.

As this report is being written, such deterioration continues. Loss reserves for many giant
companies still appear to be understated by significant amounts, which means that these
competitors continue to underestimate their true costs. Not only must rates be increased
sufficiently to match the month-by-month increase in cost levels, but the existed expense- revenue
gap must be overcome. At this time it appears that insurors must experience even more devastating

underwriting results before they take appropriate pricing action.

All major areas of insurance operations, except for the "home state" companies, experienced

significantly poorer results for the year.

The direct business of National Indemnity Company, our largest area of insurance activity,
produced an underwriting loss of approximately 4% after several years of high profitability.
Volume increased somewhat, but we are not encouraging such increases until rates are more
adequate. At some point in the cycle, after major insurance companies have had their fill of red ink,
history indicates that we will experience an inflow of business at compensatory rates. This
operation, headed by Phil Liesche, a most able underwriter, is staffed by highly profit-oriented
people and we believe it will provide excellent earnings in most future years, as it has in the past.
Intense competition in the reinsurance business has produced major losses for practically every

company operating in the area. We have been no exception.

Our underwriting loss was something over 12%—a horrendous figure, but probably little different
from the average of the industry. What is even more frightening is that, while about the usual
number of insurance catastrophes occurred during 1974, there really was no "super disaster"
which might have accounted for the poor figures of the industry. Rather, a condition of inadequate



rates prevails, particularly in the casualty area where we have significant exposure. Our
reinsurance department is run by George Young, an exceptionally competent and hardworking
manager. He has cancelled a great many contracts where prices are totally inadequate, and is
making no attempt to increase volume except in areas where premiums are commensurate with
risk. Based upon present rate levels, it seems highly unlikely that the reinsurance industry
generally, or we, specifically, will have a profitable year in 1975.

Our "home state" companies, under the leadership of John Ringwalt, made good progress in 1974,
We appear to be developing a sound agency group, capable of producing business with acceptable
loss ratios. Our expense ratios still are much too high, but will come down as the operation
develops into units of economic size. The Texas problem which was commented upon in last
year's report seems to be improving. We consider the "home state" operation one of our most
promising areas for the future.

Our efforts to expand Home and Automobile Insurance Company into Florida proved disastrous.
The underwriting loss from operations in that market will come to over $2 million, a very large
portion of which was realized in 1974. We made the decision to drop out of the Florida market in
the middle of 1974, but losses in substantial amounts have continued since that time because of
the term nature of insurance contracts, as well as adverse development of outstanding claims. We
can't blame external insurance industry conditions for this mistake. In retrospect, it is apparent that
our management simply did not have the underwriting information and the pricing knowledge
necessary to be operating in the area. In Cook County, where Home and Auto's volume
traditionally has been concentrated, evidence also became quite clear during 1974 that rates were
inadequate. Therefore, rates were increased during the middle of the year but competition did not
follow; consequently, our volume has dropped significantly in this area as competitors take
business from us at prices that we regard as totally unrealistic.

While the tone of this section is pessimistic as to 1974 and 1975, we consider the insurance
business to be inherently attractive. Our overall return on capital employed in this area—even
including the poor results of 1974—remains high. We have made every effort to be realistic in the
calculation of loss and administrative expense. Because of accruals, this had a double effect at
both the bank and corporate level in 1974.

Under present money market conditions, we expect bank earnings to be down somewhat in 1975
although we believe they still are likely to compare favorably with those of practically any
banking institution in the country.

Blue Chip Stamps

During 1974 we increased our holdings of Blue Chip Stamps to approximately 25.5% of the
outstanding shares of that company. Overall, we are quite happy about the results of Blue Chip
and its prospects for the future. Stamp sales continue at a greatly reduced level, but the Blue Chip
management has done an excellent job of adjusting operating costs. The See's Candy Shops, Inc.
subsidiary had an outstanding year, and has excellent prospects for the future.



Your Chairman is on the Board of Directors of Blue Chip Stamps, as well as Wesco Financial
Corporation, a 64% owned subsidiary, and is Chairman of the Board of See's Candy Shops, Inc.
We expect Blue Chip Stamps to be a source of continued substantial earning power for Berkshire
Hathaway Inc.

The annual report of Blue Chip Stamps, which will contain financial statements for the year ended
March 1, 1975 audited by Price, Waterhouse and Company, will be available in May. Any
shareholder of Berkshire Hathaway Inc. who desires an annual report of Blue Chip Stamps may
obtain it at any time by writing Mr. Robert H.

Bird, Secretary, Blue Chip Stamps, 5801 South Eastern Avenue, Los Angeles, California 90040.
Merger with Diversified Retailing Company, Inc.

As you previously have been informed, the proposed merger with Diversified Retailing Company,
Inc. was terminated by the respective Boards of Directors on January 28, 1975. We continue to
view such a merger as eventually desirable, and hope to reopen the subject at some future time.
Warren E. Buffett

Chairman of the Board

March 31,1975
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To the Stockholders of Berkshire Hathaway Inc.:

Last year, when discussing the prospects for 1975, we stated “the outlook for 1975 is not
encouraging.” This forecast proved to be distressingly accurate. Our operating earnings for 1975
were $6,713,592, or $6.85 per share, producing a return on beginning shareholders’ equity of 7.6%.
This is the lowest return on equity experienced since 1967. Furthermore, as explained later in this
letter, a large segment of these earnings resulted from Federal income tax refunds which will not
be available to assist performance in 1976.

On balance, however, current trends indicate a somewhat brighter 1976. Operations and prospects
will be discussed in greater detail below, under specific industry titles. Our expectation is that
significantly better results in textiles, earnings added from recent acquisitions, an increase in
equity in earnings of Blue Chip Stamps resulting from an enlarged ownership interest, and at least
a moderate improvement in insurance underwriting results will more than offset other possible
negatives to produce greater earnings in 1976. The major variable—and by far the most difficult to
predict with any feeling of confidence—is the insurance underwriting result. Present very tentative
indications are that underwriting improvement is in prospect. If such improvement is moderate,
our overall gain in earnings in 1976 likewise will prove moderate. More significant underwriting

improvement could give us a major gain in earnings.

Textile Operations

During the first half of 1975 sales of textile products were extremely depressed, resulting in major
production curtailments. Operations ran at a significant loss, with employment down as much as

53% from a year earlier.

In contrast with previous cyclical slumps, however, most textile producers quickly reduced
production to match incoming orders, thus preventing massive industry-wide accumulation of
inventories. Such cutbacks caused quite prompt reflection at the mill operating level when demand
revived at retail. As a result, beginning about midyear business rebounded at a fairly rapid rate.
This “V” shaped textile depression, while one of the sharpest on record, also became one of the
shortest ones in our experience. The fourth quarter produced an excellent profit for our textile
division, bringing results for the year into the black.

On April 28, 1975 we acquired Waumbec Mills Incorporated and Waumbec Dyeing and Finishing
Co., Inc. located in Manchester, New Hampshire. These companies have long sold woven goods
into the drapery and apparel trade. Such drapery materials complement and extend the line already
marketed through the Home Fabrics Division of Berkshire Hathaway. In the period prior to our
acquisition, the company had run at a very substantial loss, with only about 55% of looms in
operation and the finishing plant operating at about 50% of capacity. Losses continued on a
reduced basis for a few months after acquisition. Outstanding efforts by our manufacturing,
administrative and sales people now have produced major improvements, which, coupled with the



general revival in textiles, have moved Waumbec into a significant profit position.

We expect a good level of profits from textiles in 1976. Continued progress is being made in the
movement of Waumbec goods into areas of traditional marketing strength of Berkshire Hathaway,
productivity should improve in both the weaving and finishing areas at Manchester, and textile

demand continues to firm at decent prices.

We have great confidence in the ability of Ken Chace and his team to maximize our strengths in
textiles. Therefore, we continue to look for ways to increase further our scale of operations while
avoiding major capital investment in new fixed assets which we consider unwise, considering the

relatively low returns historically earned on large scale investment in new textile equipment.

Insurance Underwriting

The property and casualty insurance industry had its worst year in history during 1975. We did our
share—unfortunately, even somewhat more. Really disastrous results were concentrated in auto
and long-tail (contracts where settlement of loss usually occurs long after the loss event) lines.

Economic inflation, with the increase in cost of repairing humans and property far outstripping the
general rate of inflation, produced ultimate loss costs which soared beyond premium levels
established in a different cost environment. “Social” inflation caused the liability concept to be
expanded continuously, far beyond limits contemplated when rates were established—in effect,
adding coverage beyond what was paid for. Such social inflation increased significantly both the
propensity to sue and the possibility of collecting mammoth jury awards for events not previously
considered statistically significant in the establishment of rates. Furthermore, losses to
policyholders which otherwise would result from mushrooming insolvencies of companies
inadequately reacting to these problems are divided through Guaranty Funds among remaining
solvent insurers. These trends will continue, and should moderate any optimism which otherwise
might be justified by the sharply increased rates now taking effect.

Berkshire Hathaway’s insurance subsidiaries have a disproportionate concentration of business in
precisely the lines which produced the worst underwriting results in 1975. Such lines produce
unusually high investment income and, therefore, have been particularly attractive to us under
previous underwriting conditions. However, our “mix” has been very disadvantageous during the
past two years and it well may be that we will remain positioned in the more difficult part of the
insurance spectrum during the inflationary years ahead.

The only segment to show improved results for us during 1975 was the “home state” operation,
which has made continuous progress under the leadership of John Ringwalt. Although still
operating at a significant underwriting loss, the combined ratio improved from 1974. Adjusted for
excess costs attributable to operations still in the start-up phase, underwriting results are
satisfactory. Texas United Insurance Company, a major problem a few years ago, has made
outstanding progress since George Billing has assumed command. With an almost totally new
agency force, Texas United was the winner of the “Chairman’s Cup” for achievement of the



lowest loss ratio among the home state companies. Cornhusker Casualty Company, oldest and
largest of the home state companies, continues its outstanding operation with major gains in
premium volume and a combined ratio slightly under 100. Substantial premium growth is
expected at the home state operation during 1976; the measurement of success, however, will
continue to be the achievement of a low combined ratio.

Our traditional business at National Indemnity Company, representing well over half of our
insurance volume, had an extraordinarily bad underwriting year in 1975. Although rates were
increased frequently and significantly, they continually lagged loss experience throughout the year.
Several special programs instituted in the early 1970s have caused significant losses, as well as a
heavy drain on managerial time and energies. Present indications are that premium volume will

show a major increase in 1976, and we hope that underwriting results will improve.

Reinsurance suffered the same problems as our direct business during 1975. The same remedial
efforts were attempted. Because reinsurance contract settlements lag those of direct business, it
well may be that any upturn in results from our direct insurance business will precede those of the

reinsurance segment.

At our Home and Automobile Insurance Company subsidiary, now writing auto business only in
the Cook County area of Illinois, experience continued very bad in 1975 resulting in a
management change in October. John Seward was made President at that time, and has
energetically and imaginatively implemented a completely revamped underwriting approach.
Overall, our insurance operation will produce a substantial gain in premium volume during 1976.
Much of this will reflect increased rates rather than more policies. Under normal circumstances
such a gain in volume would be welcome, but our emotions are mixed at present. Underwriting
experience should improve—and we expect it to—but our confidence level is not high. While our
efforts will be devoted to obtaining a combined ratio below 100, it is unlikely to be attained during
1976.

Insurance Investments

Gains in investment income were moderate during 1975 because premium volume remained flat
and underwriting losses reduced funds available for investment. Invested assets, measured at cost
at yearend, were close to identical with the level at the beginning of the year.

At the end of 1974 the net unrealized loss in the stock section of our portfolio amounted to about
$17 million, but we expressed the opinion, nevertheless, that this portfolio overall represented
good value at its carrying value of cost. During 1975 a net capital loss of $2,888,000 before tax
credits was realized, but our present expectation is that 1976 will be a year of realized capital gain.
On March 31, 1976 our net unrealized gains applicable to equities amounted to about $15 million.
Our equity investments are heavily concentrated in a few companies which are selected based on
favorable economic characteristics, competent and honest management, and a purchase price

attractive when measured against the yardstick of value to a private owner.



When such criteria are maintained, our intention is to hold for a long time; indeed, our largest
equity investment is 467,150 shares of Washington Post “B” stock with a cost of $10.6 million,
which we expect to hold permanently.

With this approach, stock market fluctuations are of little importance to us—except as they may
provide buying opportunities—but business performance is of major importance. On this score we
have been delighted with progress made by practically all of the companies in which we now have

significant investments.

We have continued to maintain a strong liquid position in our insurance companies. In last year’s
annual report we explained how variations of 1/10 of 1% in interest rates result in million dollar
swings in market value of our bonds. We consider such market fluctuation of minor importance as
our liquidity and general financial strength make it highly improbable that bonds will have to be
sold at times other than those of our choice.

Banking

It is difficult to find adjectives to describe the performance of Eugene Abegg, Chief Executive of
Illinois National Bank and Trust of Rockford, Illinois, our banking subsidiary.

In a year when many banking operations experienced major troubles, Illinois National continued
its outstanding record. Against average loans of about $65 million, net loan losses were $24,000,
or .04%. Unusually high liquidity is maintained with obligations of the U. S. Government and its
agencies, all due within one year, at yearend amounting to about 75% of demand deposits.

Maximum rates of interest are paid on all consumer savings instruments which make up more than
$2 million, it consistently has generated favorable earnings. Positioned as we now are with respect
to income taxes, the addition of a solid source of taxable income is particularly welcome.

General Review

Your present management assumed responsibility at Berkshire Hathaway in May, 1965. At the end
of the prior fiscal year (September, 1964) the net worth of the Company was $22.1 million, and
1,137,778 common shares were outstanding, with a resulting book value of $19.46 per share. Ten
years earlier, Berkshire Hathaway’s net worth had been $53.4 million. Dividends and stock
repurchases accounted for over $21 million of the decline in company net worth, but aggregate net
losses of $9.8 million had been incurred on sales of $595 million during the decade.

In 1965, two New England textile mills were the company’s only sources of earning power and,
before Ken Chace assumed responsibility for the operation, textile earnings had been erratic and,
cumulatively, something less than zero subsequent to the merger of Berkshire Fine Spinning and
Hathaway Manufacturing. Since 1964, net worth has been built to $92.9 million, or $94.92 per
share. We have acquired total, or virtually total ownership of six businesses through negotiated
purchases for cash (or cash and notes) from private owners, started four others, purchased a 31.5%



interest in a large affiliate enterprise and reduced the number of outstanding shares of Berkshire
Hathaway to 979,569. Overall, equity per share has compounded at an annual rate of slightly over
15%.

While 1975 was a major disappointment, efforts will continue to develop growing and diversified
sources of earnings. Our objective is a conservatively financed and highly liquid
business—possessing extra margins of balance sheet strength consistent with the fiduciary
obligations inherent in the banking and insurance industries—which will produce a long term rate
of return on equity capital exceeding that of American industry as a whole.

Warren E. Buffett, Chairman
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After two dismal years, operating results in 1976 improved significantly. Last year we said
the degree of progress in insurance underwriting would determine whether our gain in
earnings would be "moderate" or "major." As it turned out, earnings exceeded even the
high end of our expectations. In large part, this was due to the outstanding efforts of Phil
Liesche's managerial group at National Indemnity Company.

In dollar terms, operating earnings came to $16,073,000, or $16.47 per share. While this
is a record figure, we consider return on shareholders' equity to be a much more
significant yardstick of economic performance. Here our result was 17.3%, moderately
above our long-term average and even further above the average of American industry,
but well below our record level of 19.8% achieved in 1972.

Our present estimate, subject to all the caveats implicit in forecasting, is that dollar
operating earnings are likely to improve somewhat in 1977, but that return on equity may
decline a bit from the 1976 figure.

Textile Operations

Our textile division was a significant disappointment during 1976. Earnings, measured
either by return on sales or by return on capital employed, were inadequate. In part, this
was due to industry conditions which did not measure up to expectations of a year ago.
But equally important were our own shortcomings. Marketing efforts and mill capabilities
were not properly matched in our new Waumbec operation. Unfavorable manufacturing
cost variances were produced by improper evaluation of machinery and personnel
capabilities. Ken Chace, as always, has been candid in reporting problems and has
worked diligently to correct them. He is a pleasure to work with—even under difficult
operating conditions.

While the first quarter outlook is for red ink, our quite tentative belief is that textile earnings
in 1977 will equal, or exceed modestly, those of 1976. Despite disappointing current
results, we continue to look for ways to build our textile operation and presently have one
moderate-size acquisition under consideration. It should be recognized that the textile
business does not offer the expectation of high returns on investment. Nevertheless, we
maintain a commitment to this division—a very important source of employment in New
Bedford and Manchester—and believe reasonable returns on average are possible.
Insurance Underwriting

Casualty insurers enjoyed some rebound from the disaster levels of 1975 as rate
increases finally outstripped relentless cost increases. Preliminary figures indicate that the
stockholder owned portion of the property and casualty industry had a combined ratio of
103.0 in 1976, compared to 108.3 in 1975. (100 represents a break-even position on



underwriting—and higher figures represent underwriting losses.) We are unusually
concentrated in auto lines where stock companies had an improvement from 113.5 to
107.4. Our own overall improvement was even more dramatic, from 115.4 to 98.7.

Our major insurance sector in insurance, the traditional auto and general liability business
of National Indemnity Company, had an outstanding year, achieving profit levels
significantly better than the industry generally. Credit for this performance must be given
to Phil Liesche, aided particularly by Roland Miller in Underwriting and Bill Lyons in
Claims.

Volume at National Indemnity Company grew rapidly during 1976 as competitors finally
reacted to the inadequacy of past rates. But, as mentioned in last year's annual report, we
are concentrated heavily in lines that are particularly susceptible to both economic and
social inflation. Thus present rates, which are adequate for today, will not be adequate
tomorrow. Our opinion is that before long, perhaps in 1978, the industry will fall behind on
rates as temporary prosperity produces unwise competition. If this happens, we must be
prepared to meet the next wave of inadequate pricing by a significant reduction in volume.
Reinsurance underwriting has lagged the improvement in direct business. When mistakes
are made in the pricing of reinsurance, the effects continue for even longer than when
similar mistakes are made in direct underwriting. George Young, an outstanding manager,
has worked tirelessly to achieve his goal of profitable underwriting, and has cancelled a
great many contracts where appropriate rate adjustments were not obtainable. Here, as in
the direct business, we have had a concentration in casualty lines which have been
particularly hard hit by inflationary conditions. The near term outlook still is not good for
our reinsurance business.

Our "home state" operation continues to make substantial progress under the
management of John Ringwalt. The combined ratio improved from 108.4 in 1975 to 102.7
in 1976. There still are some excess costs reflected in the combined ratio which result
from the small size of several operations. Cornhusker Casualty Company, oldest and
largest of the home state companies, was the winner of the Chairman's Cup in 1976 for
achievement of the lowest loss ratio among the home state companies. Cornhusker also
achieved the lowest combined ratio in its history at 94.4, marking the fifth time in its six full
years of existence that a ratio below 100 has been recorded. Premium growth was 78% at
the home state companies in 1976, as market position improved significantly. We
presently plan a new home state operation later this year.

Our Home and Automobile Insurance Company subsidiary, writing primarily automobile
business in the Cook County area of lllinois, experienced a strong recovery in 1976. This
is directly attributable to John Seward who, in his first full year, has revamped significantly
both rating methods and marketing. The auto business has been shifted to a six month
direct bill policy, which permits a faster reaction time to underwriting trends. Our general
liability business at Home and Automobile has been expanded significantly with good
results. While it remains to be proven that we can achieve sustained underwriting



profitability at Home and Auto, we are delighted with the progress John Seward has
achieved.

Overall, we expect a good year in insurance in 1977. Volume is high and present rate
levels should allow profitable underwriting. Longer term, however, there are significant
negatives in the insurance picture. Auto lines, in particular, seem highly vulnerable to
pricing and regulatory problems produced by political and social factors beyond the
control of individual companies.

Insurance Investments

Pre-tax investment income in 1976 improved to $10,820,000 from $8,918,000 as invested
assets built up substantially, both from better levels of profitability and from gains in
premium volume. In recent reports we have noted the unrealized depreciation in our bond
account, but stated that we considered such market fluctuations of minor importance as
our liquidity and general financial strength made it improbable that bonds would have to
be sold at times other than those of our choice. The bond market rallied substantially in
1976, giving us moderate net unrealized gains at yearend in the bond portfolios of both
our bank and insurance companies. This, too, is of minor importance since our intention is
to hold a large portion of our bonds to maturity. The corollary to higher bond prices is that
lower earnings are produced by the new funds generated for investment. On balance, we
prefer a situation where our bond portfolio has a current market value less than carrying
value, but more attractive rates are available on issues purchased with newly-generated
funds.

Last year we stated that we expected 1976 to be a year of realized capital gains and,
indeed, gains of $9,962,000 before tax, primarily from stocks, were realized during the
year. It presently appears that 1977 also will be a year of net realized capital gains. We
now have a substantial unrealized gain in our stock portfolio as compared to a substantial
unrealized loss several years ago. Here again we consider such market fluctuations from
year to year relatively unimportant; unrealized appreciation in our equity holdings, which
amounted to $45.7 million at yearend, has declined by about $5 million as this is written
on March 21st.

However, we consider the yearly business progress of the companies in which we own
stocks to be very important. And here, we have been delighted by the 1976 business
performance achieved by most of our portfolio companies. If the business results continue
excellent over a period of years, we are certain eventually to achieve good financial
results from our stock holdings, regardless of wide year-to-year fluctuations in market
values.

Our equity holdings with a market value of over $3 million on December 31, 1976 were as
follows:

You will notice that our major equity holdings are relatively few. We select such



investments on a long-term basis, weighing the same factors as would be involved in the
purchase of 100% of an operating business: (1) favorable long-term economic
characteristics; (2) competent and honest management; (3) purchase price attractive
when measured against the yardstick of value to a private owner; and (4) an industry with
which we are familiar and whose long-term business characteristics we feel competent to
judge. It is difficult to find investments meeting such a test, and that is one reason for our
concentration of holdings. We simply can't find one hundred different securities that
conform to our investment requirements. However, we feel quite comfortable
concentrating our holdings in the much smaller number that we do identify as attractive.
Our intention usually is to maintain equity positions for a long time, but sometimes we will
make a purchase with a shorter expected time horizon such as Kaiser Industries. Here a
distribution of securities and cash from the parent company is expected to be initiated in
1977. Purchases were made in 1976 after the announcement of the distribution plan by
Kaiser management.

Banking

Eugene Abegg, Chief Executive of lllinois National Bank and Trust Company of Rockford,
lllinois, our banking subsidiary, continues to lead the parade among bankers—just as he
has even since he opened the bank in 1931.

Recently, National City Corp. of Cleveland, truly an outstandingly well-managed bank, ran
an ad stating "the ratio of earnings to average assets was 1.34% in 1976 which we believe
to be the best percentage for any major banking company.”" Among the really large banks
this was the best earnings achievement but, at the lllinois National Bank, earnings were
close to 50% better than those of National City, or approximately 2% of average assets.
This outstanding earnings record again was achieved while:

(1) paying maximum rates of interest on all consumer savings instruments (time deposits
now make up well over two-thirds of the deposit base at the lllinois National Bank), (2)
maintaining an outstanding liquidity position (Federal Funds sold plus U. S. Government
and Agency issues of under six months' duration presently are approximately equal to
demand deposits), and (3) avoiding high-yield but second-class loans (net loan losses in
1976 came to about $12,000, or .02% of outstanding loans, a very tiny fraction of the ratio
prevailing in 1976 in the banking industry).

Cost control is an important factor in the bank's success. Employment is still at about the
level existing at the time of purchase in 1969 despite growth in consumer time deposits
from $30 million to $90 million and considerable expansion in other activities such as trust,
travel and data processing.

Blue Chip Stamps

During 1976 we increased our interest in Blue Chip Stamps, and by yearend we held
about 33% of that company's outstanding shares. Our interest in Blue Chip Stamps is of
growing importance to us. Summary financial reports of Blue Chip Stamps are contained



in the footnotes to our attached financial statements. Moreover, shareholders of Berkshire
Hathaway Inc. are urged to obtain the current and subsequent annual reports of Blue Chip
Stamps by requesting them from Mr. Robert H. Bird, Secretary, Blue Chip Stamps, 5801
South Eastern Avenue, Los Angeles, California 90040.

Miscellaneous
K & W Products has performed well in its first year as a subsidiary of Berkshire Hathaway
Inc. Both sales and earnings were up moderately over 1975.

We have less than four years remaining to comply with requirement that our bank be
divested by December 31, 1980. We intend to accomplish such a divestiture in a manner
that minimizes disruption to the bank and produces good results for our shareholders.
Most probably this will involve a spin-off of bank shares in 1980.

We also hope at some point to merge with Diversified Retailing Company, Inc. Both
corporate simplification and enhanced ownership position in Blue Chip Stamps would be
benefits of such a merger. However, it is unlikely that anything will be proposed in this
regard during 1977.

Warren E. Buffett, Chairman

March 21, 1977
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Operating earnings in 1977 of $21, 904, 000, or $22. 54 per
share, were moderately better than anticipated a year
ago. Of these earnings, $1.43 per share resulted from
substantial realized capital gains by Blue Chip Stamps
which, to the extent of our proportional interest in
that company, are included in our operating earnings
figure. Capital gains or losses realized directly by
Berkshire Hathaway Inc. or its insurance subsidiaries
are not included in our calculation of operating
earnings. While too much attention should not be paid
to the figure for any single year, over the longer term
the record regarding aggregate capital gains or losses

obviously is of significance
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Textile operations came in well below forecast, while
the results of the I1linois National Bank as well as the
operating earnings attributable to our equity interest
in Blue Chip Stamps were about as anticipated. However,
led by the

outstanding results of Phil Liesche’ s managerial group

insurance operations, again truly

at National Indemnity Company, were even better than our

optimistic expectations
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Most companies define “record” earnings as a new high
in earnings per share. Since businesses customarily add
from year to year to their equity base, we find nothing
particularly noteworthy in a management performance
combining, say, a 10% increase in equity capital and a
5% increase in earnings per share. After all, even a
totally dormant savings account will produce steadily
earnings each year because of

rising interest

compounding.
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Except for special cases (for example, companies with
unusual debt—equity ratios or those with important
assets carried at unrealistic balance sheet values), we
believe a more appropriate measure of managerial
economic performance to be return on equity capital. In
1977 our operating earnings on beginning equity capital
amounted to 19%, slightly better than last year and
above both our own long—term average and that of
But,

operating earnings per share were up 37% from the year

American industry in aggregate. while our

before, our beginning capital was up 24%, making the
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gain in earnings per share considerably less impressive

than it might appear at first glance.

it

We expect difficulty in matching our 1977 rate of return
during the forthcoming year. Beginning equity capital
is up 23% from a year ago, and we expect the trend of
insurance underwriting profit margins to turn down well
before the end of the year. Nevertheless, we expect a
reasonably good year and our present estimate, subject

to the usual caveats regarding the frailties of
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forecasts, is that operating earnings will improve | FINNERCENLAIZSAE 1978 HN 1%
somewhat on a per share basis during 1978. A LV A 25 ]
Textile Operations RN

The textile business again had a very poor year in 1977.
We have mistakenly predicted better results in each of
the last two years. This may say something about our
forecasting abilities, the nature of the textile
industry, or both. Despite strenuous efforts, problems
in marketing and manufacturing have persisted. Many
difficulties experienced in the marketing area are due
primarily to industry conditions, but some of the

problems have been of our own making.
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A few shareholders have questioned the wisdom of
remaining in the textile business which, over the longer
term, 1is wunlikely to produce returns on capital
comparable to those available in many other businesses.
(1) Our mills in both New

Bedford and Manchester are among the largest employers

Our reasons are several:

in each town, utilizing a labor force of high average
age possessing relatively non—transferable skills. Our
workers and unions have exhibited unusual understanding
and effort in cooperating with management to achieve a
cost structure and product mix which might allow us to
maintain a viable operation. (2) Management also has
been energetic and straightforward in its approach to
our textile problems. In particular, Ken Chace’ s
efforts after the change in corporate control took place
in 1965 generated capital from the textile division
needed to finance the acquisition and expansion of our
(3) With hard work and

some imagination regarding manufacturing and marketing

profitable insurance operation.
configurations, it seems reasonable that at least
modest profits in the textile division can be achieved

in the future.
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Our insurance operation continued to grow significantly
in 1977. It was early in 1967 that we made our entry into
this

Indemnity Company and National

industry through the purchase of National

Fire and Marine
Insurance Company (sister companies) for approximately
$8.6million. In that year their premium volume amounted
to $22 million. In 1977 our aggregate insurance premium
volume was $151 million. No additional shares of
Berkshire Hathaway stock have been issued to achieve any

of this growth.
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Rather, this almost 600% increase has been achieved

through large gains in National Indemnity’ s

traditional liability areas plus the starting of new
1970,
Lakeland Fire and Casualty Company in 1971, Texas United

companies (Cornhusker Casualty Company in
Insurance Company in 1972, The Insurance Company of Iowa
in 1973, and Kansas Fire and Casualty Company in late
1977),
companies (Home and Automobile Insurance Company in
1971,

Central Fire and Casualty Company, in 1976, and Cypress

the purchase for cash of other insurance

Kerkling Reinsurance Corporation, now named
Insurance Company at yearend 1977), and finally through
the

significantly

products, most

the

marketing of additional

reinsurance, within National

Indemnity Company corporate structure

FH I HbL, 3X 600% ) Bt JLF-4 2k H
TS B A5 1AL Gk 55 RS 1%
K P B A F (B 1970 4
[f) Cornhusker 7= [ . 1971 4E [
Lakeland K[ 1972 4F {4 M I A4
B\ 1973 SFH R AT HEORE & 1977 4F
(3L 0 K B 2 W) ), LA I 7 23k
T (1971 K BE SRR
1976 4F L OB A e KR 1
Kerkling FRARES LA K 1977 4EIFEE
PRI A 1) 5 DA R S5 i 35 1A TR B
Wb 45— F DL KRB 44 HEAT 10 F
TREL S5 T3 o

In aggregate, the insurance business has worked out very
well. But it hasn’ t been a one-way street. Some major
both in

We experienced significant

mistakes have been made during the decade,
products and personnel.
problems from (1) a surety operation initiated in 1969,
(2) the 1973 expansion of Home and Automobile’ s urban
auto marketing into the Miami, Florida area, (3) a still
unresolved aviation “fronting” arrangement, and (4)
our Worker’ s Compensation operation in California,
which we believe retains an interesting potential upon
completion of a reorganization now in progress. It is
comforting to be in a business where some mistakes can
be made and yet a quite satisfactory overall performance
can be achieved. In a sense, this is the opposite case
from our textile business where even very good
management probably can average only modest results.
One of the lessons your management has learned — and,
unfortunately, sometimes re—learned — is the importance

of being in businesses where tailwinds prevail rather
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than headwinds

In 1977 the winds in
squarely behind us.
effected throughout the industry in 1976 to offset the

insurance underwriting were

Very large rate increases were

disastrous underwriting results of 1974 and 1975. But,
because insurance policies typically are written for
with pricing mistakes capable of
it was 1977 before the

full impact was felt upon earnings of those earlier rate

one—year periods,

correction only upon renewal,

increases.

1977 AFARBE MV AZ LR IR RRAS W7 H A
Ja Tk, LR ol R FE (1) R 441 1976
RS, G HIHEE 1974 4F
1975 “FB IR IR AR %, T TR R
(BTl H LA—2E 0 11, B CLE i i)
& I T0 Y DA AE BT 2 I, BT LASE
br b ol ) Bk —HAER 1977 4
RN R F.

The pendulum now is beginning to swing the other way.
We estimate that costs involved in the insurance areas
in which we operate rise at close to 1% per month. This
is due to continuous monetary inflation affecting the
cost of repairing humans and property, as well as

“social inflation” , a broadening definition by
society and juries of what is covered by insurance
policies. Unless rates rise at a comparable 1% per
month, underwriting profits must shrink. Recently the
pace of rate increases has slowed dramatically, and it
is our expectation that underwriting margins generally

will be declining by the second half of the year.
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We must again give credit to Phil Liesche, greatly
assisted by Roland Miller in Underwriting and Bill Lyons
in Claims, for an extraordinary wunderwriting
achievement in National Indemnity’ s traditional auto
and general liability business during 1977. Large
volume gains have been accompanied by excellent

underwriting margins following contraction or
withdrawal by many competitors in the wake of the
1974-75 crisis period. These conditions will reverse
before long. In the meantime, National Indemnity’ s
underwriting profitability has increased dramatically
large sums have been made available

and, in addition,

for investment. As markets loosen and rates become
inadequate, we again will face the challenge of
philosophically accepting reduced volume. Unusual
managerial discipline will be required, as it runs
counter to normal institutional behavior to let the
other fellow take away business — even at foolish

prices.

PRI, FAT TP R A R T
Phil Liesche, ZE#Z{&%ET] Roland
Miller DASZHEAET] Bill Lyons ()
KIS, B8 1977 FE AL 4
VAL S 5 AT I M 55 1T )RR
%o RN AERIERCS, BT
HAEFNEASHE 1974-75 £ fEH LR 4E
B, USRI 25 5 A
735 B 5™ B A DR R 2 K b B A
AN AT HE R T () B8 IR IGE B, A
AL EFE RS OLYEREA T 2 A, Xit
W NS EkR, AT E
OIS i R BERR B SO AR R,
Jer s FRAT T S b 20 [P 5 0ok 2 v i 52
RPN BRI L, PAG R IR AL
LT A AERE, Witk FAT 1A B
T, MR A el AR
(IO AS AL A R

Our reinsurance department, managed by George Young,
improved its underwriting performance during 1977

Although the combined ratio (see definition on page 12)
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of 107.1 was unsatisfactory, its trend was downward
throughout the year. In addition, reinsurance generates
unusually high funds for investment as a percentage of

premium volume.
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At Home and Auto, John Seward continued to make progress
on all fronts. John was a battlefield promotion several
years ago when Home and Auto’ s underwriting was awash
in red ink and the company faced possible extinction.
Under his management it currently is sound, profitable,

and growing.
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John Ringwalt’ s homestate operation now consists of
five companies, with Kansas Fire and Casualty Company
becoming operational late in 1977 under the direction
of Floyd Taylor. The homestate companies had net premium
volume of $23 million, up from $5.5 million just three
years ago. All four companies that operated throughout
the year achieved combined ratios below 100, with
Cornhusker Casualty Company, at 93.8, the leader. In
supervising the other four
the

operations of Cornhusker which has recorded combined

addition to actively

homestate operations, John Ringwalt manages
ratios below 100 in six of its seven full years of
existence and, from a standing start in 1970, has grown
to be one of the leading insurance companies operating
in Nebraska utilizing the conventional independent
agency system. Lakeland Fire and Casualty Company,

managed by Jim Stodolka, was the winner of the

Chairman’ s Cup in 1977 for achieving the lowest loss

ratio among the homestate companies. All in all, the
homestate operation continues to make excellent
progress.

John Ringwalt 1135[K) Homestate M.
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The newest addition to our insurance group is Cypress
Insurance Company of South Pasadena, California. This
Worker’ s Compensation insurer was purchased for cash
1977 and,

approximate $12.5 million of volume for that year was

in the final days of therefore, its

not included in our results. Cypress and National
Indemnity’ s present California Worker’ s Compensation
operation will not be combined, but will operate
independently utilizing somewhat different marketing
strategies. Milt Thornton, President of Cypress since
1968, runs a first-class operation for policyholders,
agents, employees and owners alike. We look forward to

working with him.
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Insurance companies offer standardized policies which
can be copied by anyone. Their only products are
promises. It is not difficult to be licensed, and rates
are an open book. There are no important advantages from
location, corporate longevity,

trademarks, patents,

raw material sources, etc., and very little consumer

differentiation to produce insulation from

competition. It is commonplace, in corporate annual
to stress the difference that people make.
But

there is no question that the nature of the insurance

reports,

Sometimes this is true and sometimes it isn’ t.

business magnifies the effect which individual managers
have on company performance. We are very fortunate to

have the group of managers that are associated with us.

DRI 2w PR A AR AR 7R 5 I
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H AR T E RN R R Z AL, A
I IXFER LA AR, ARl
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Insurance Investments

PR il ) £ 5%

During the past two years insurance investments at cost
(excluding the investment in our affiliate, Blue Chip
Stamps) have grown from $134.6 million to $252.8
million. Growth in insurance reserves, produced by our
large gain in premium volume, plus retained earnings,
this

net

have accounted for increase 1in marketable

securities. In turn, investment income of the

Insurance Group has improved from $8.4 million pre—tax
in 1975 to $12.3 million pre—tax in 1977

ok L P BATTOR B GO BN % 4 %
A (FI BRSNS 0 2 Al 0 25 1 S R B %)
O R SE I 1,346 1226 70 % K 3
2.528 123k, REGHERSIIEK,
PR TR KRG o, ok
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P 5 =M PR Ay 45 0% 1 38 0 PR A 2
FH 1975 4EBLHT 840 J7 9& JT M A i bl K
F 1977 4 1, 230 J1E TG

In addition to this income from dividends and interest,
we realized capital gains of $6.9 million before tax,
about one—quarter from bonds and the balance from
stocks. Our unrealized gain in stocks at yearend 1977
was approximately $74 million but this figure, like any
other figure of a single date (we had an unrealized loss
of $17 million at the end of 1974), should not be taken
too seriously. Most of our large stock positions are
going to be held for many years and the scorecard on our
investment decisions will be provided by business
results over that period, and not by prices on any given
day. Just as it would be foolish to focus unduly on
short—term prospects when acquiring an entire company,
we think it equally unsound to become mesmerized by
prospective near term earnings or recent trends in
earnings when purchasing small pieces of a company;

i.e., marketable common stocks

b TR SR BN Z AL, AT
LT BLRT 690 7K TT ARG, DY
Iy kK A fE, BN NK AR,
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A little digression illustrating this point may be

interesting. Berkshire Fine Spinning Associates and
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Hathaway Manufacturing were merged in 1955 to form
Berkshire Hathaway Inc. In 1948, on a pro forma combined
basis, they had earnings after tax of almost $18 million
and employed 10,000 people at a dozen large mills
throughout New England. In the business world of that
period they were an economic powerhouse. For example,
in that same year earnings of IBM were $28 million (now
$2.7 billion), Safeway Stores, $10 million, Minnesota
Mining, $13 million, and Time, Inc., $9 million. But,
in the decade following the 1955 merger aggregate sales
of $595 million produced an aggregate loss for Berkshire
Hathaway of $10 million. By 1964 the operation had been
reduced to two mills and net worth had shrunk to $22
million, from $53 million at the time of the merger. So
much for single year snapshots as adequate portrayals

of a business.

TVRLE 1955 4R AR e A /R
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We select our marketable equity securities in much the
same way we would evaluate a business for acquisition
in its entirety. We want the business to be (1) one that
(2) with favorable
prospects, (3) operated by honest and competent people,

we can understand, long—term
and (4) available at a very attractive price. We
ordinarily make no attempt to buy equities for
anticipated favorable stock price behavior in the short
term. In fact, if their business experience continues
to satisfy us, we welcome lower market prices of stocks
we own as an opportunity to acquire even more of a good

thing at a better price.
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Our experience has been that pro—rata portions of truly
outstanding businesses sometimes sell in the securities
markets at very large discounts from the prices they
would command in negotiated transactions involving
entire companies. Consequently, bargains in business
ownership, which simply are not available directly

through corporate acquisition, can be obtained
indirectly through stock ownership. When prices are
appropriate, we are willing to take very large positions
in selected companies, not with any intention of taking
control and not foreseeing sell-out or merger, but with
the expectation that excellent business results by

corporations will translate over the long term into
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correspondingly excellent market value and dividend

results for owners, minority as well as majority.

At

Such investments initially may have negligible impact

on our operating earnings. For example, we invested
$10.9 million in Capital Cities Communications during
1977. Earnings attributable to the shares we purchased
totaled about $1.3 million last year. But only the cash
dividend, which currently provides $40, 000 annually, is

reflected in our operating earnings figure.

XA PPN FRATIEE R 55
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Capital Cities possesses both extraordinary properties
and extraordinary management. And these management
skills extend equally to operations and employment of
corporate capital. To purchase, directly, properties
such as Capital Cities owns would cost in the area of
twice our cost of purchase via the stock market, and
direct ownership would offer no important advantages to
us. While control would give us the opportunity — and
the responsibility — to manage operations and corporate
resources, we would not be able to provide management
in either of those respects equal to that now in place.
In effect, we can obtain a better management result
through non—control than control. This is an unorthodox

view, but one we believe to be sound.
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Banking

HAT

In 1977 the I1linois National Bank continued to achieve
a rate of earnings on assets about three times that of
most large banks. As usual, this record was achieved
while the

maintained an asset position combining low risk and

bank paid maximum rates to savers and

exceptional liquidity. Gene Abegg formed the bank in
1931 with $250, 000. In its first full year of operation,
earnings amounted to $8,782. Since that time, no new
capital has been contributed to the bank; on the
contrary, since our purchase in 1969, dividends of $20
million have been paid. Earnings in 1977 amounted to
$3.6 million, more than achieved by many banks two or

three times its size.
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Late last year Gene, now 80 and still running a banking
asked that a successor be
Peter Jeffrey,

President and Chief Executive Officer of American

operation without peer,

brought in. Accordingly, formerly

National Bank of Omaha, has joined the I1linois National
Bank effective March 1st as President and Chief
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Executive Officer.

Gene continues in good health as Chairman. We expect a
continued successful operation at Rockford” s leading
bank.

4 Gene MARIBAEFE S,
AT AT UK A Rockford
D DX —FR AT (BRI PH I .

Blue Chip Stamps

i 7 S 5

We again increased our equity interest in Blue Chip
Stamps, and owned approximately 36 1/2% at the end of
1977. Blue Chip had a fine year, earning approximately
had

$12.9 million from operations and, in addition,

realized securities gains of $4.1 million.
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Both Wesco Financial Corp., an 80% owned subsidiary of
Blue Chip Stamps, managed by Louis Vincenti, and See’ s
Candies, a 99% owned subsidiary, managed by Chuck
Huggins, made good progress in 1977. Since See’ s was
purchased by Blue Chip Stamps at the beginning of 1972,
pre—tax operating earnings have grown from $4.2 million
to $12.6 million with little additional

investment. See’ s achieved this record while operating

capital

in an industry experiencing practically no unit growth.
Shareholders of Berkshire Hathaway Inc. may obtain the
annual report of Blue Chip Stamps by requesting it from
Mr. Robert H. Bird, Blue Chip Stamps, 5801 South Eastern
Avenue, Los Angeles, California 90040.
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Buffett’s Letters To Berkshire Shareholders 1978

AR EUR A 1978 4F

First, a few words about accounting. The merger
with Diversified Retailing Company, Inc. at
yearend adds in the
presentation of our financial results. After the
our ownership of Blue Chip Stamps
increased to approximately 58% and, therefore,
the accounts of that company must be fully
consolidated in the Balance Sheet and Statement
of Earnings presentation of Berkshire. In
previous reports, our share of the net earnings
only of Blue Chip had been included as a single
item on Berkshire’ s Statement of Earnings, and
there had been a similar one—line inclusion on
our Balance Sheet of our share of their net
assets.

two new complications

merger,
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This full consolidation of sales,
receivables, inventories, debt, etc. produces an
aggregation of figures from many diverse
businesses — textiles, candy,
newspapers, trading stamps — with dramatically

expenses,

insurance,
different economic characteristics. In some of
these your ownership is 100% but,
businesses which are owned by Blue Chip but fully
consolidated,
shareholder is only 58%. (Ownership by others of
the balance of these businesses is accounted for
by the large minority interest item on the
liability side of the Balance Sheet.) Such a
grouping of Balance Sheet and Earnings items —

in those

your ownership as a Berkshire

some wholly owned, some partly owned — tends to
obscure economic reality more than illuminate
it. In fact, it represents a form of presentation
that we never prepare for internal use during the
year and which is of no value to us in any
management activities.
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For that reason, throughout the report we provide
separate information and
commentary on the various segments of the
to help you evaluate Berkshire’ s

and prospects. Much of this
information 1is mandated by SEC

much financial
business
performance
segmented
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disclosure rules and covered in “Management’ s
Discussion” on pages 29 to 34. And in this letter
we try to present to you a view of our various
operating entities from the same perspective
that we view them managerially.

W, BETAERXEIANNRE ULEH
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A second complication arising from the merger is
that the 1977 figures shown in this report are
different from the 1977 figures shown in the
report we mailed to you last year. Accounting
convention requires that when two entities such
as Diversified and Berkshire are merged, all
financial data subsequently must be presented as
if the companies had been merged at the time they
were formed rather than just recently. So the
statements, 1in effect,
pretend that in 1977 (and earlier years) the
Diversified-Berkshire merger already had taken
place, even though the actual merger date was
December 30, 1978. This shifting base makes
comparative commentary confusing and, from time
to time in our narrative report, we will talk of
figures performance Berkshire
shareholders as historically reported to you
rather than as restated after the Diversified

enclosed financial

and for

merger.
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With that preamble it can be stated that, with
or without restated figures, 1978 was a good
year. Operating earnings, exclusive of capital
at 19.4% of beginning shareholders’
investment were within a fraction of our 1972
improper to
include capital gains or losses in evaluating the
performance of a single year, they are an
important component of the longer term record.
Because of such gains, Berkshire’ s long—term
growth in equity per share has been greater than
would be indicated by compounding the returns
from operating earnings that we have reported
annually.

gains,

record. While we believe it 1is
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For example, over the last three years -
generally a bonanza period for the insurance
industry, largest profit producer -
Berkshire’ s per share net worth virtually has

doubled, thereby compounding at about 25%

our
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annually through a combination of good operating
earnings and fairly substantial capital gains.
Neither this 25% equity gain from all sources nor
the 19. 4% equity gain from operating earnings in
1978 1is sustainable. The insurance cycle has
turned downward in 1979, and it is almost certain
that operating earnings measured by return on
equity will fall this year. However, operating
earnings measured in dollars are likely to
increase on the much larger shareholders’

equity now employed in the business.
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In contrast to this cautious view about near term
return from operations, we are optimistic about
prospects for long term return from major equity
investments held by our insurance companies. We
make no attempt to predict how security markets
will behave; successfully forecasting short term
stock price movements is something we think
neither we nor anyone else can do. In the longer
run, however, we feel that many of our major
equity holdings going to be
considerably more money than we paid, and that
investment gains will add significantly to the
operating returns of the insurance group.

are worth
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Sources of Earnings

AR

To give you a better picture of just where
Berkshire’ s earnings are produced, we show
table which little
explanation. Berkshire owns close to 58% of Blue
Chip which, in addition to 100% ownership of
several businesses, owns 80% of Wesco Financial
Corporation. Thus, Berkshire’ s equity in
Wesco’ s earnings is about 46%. In aggregate,
businesses that we control have about 7,000
full-time employees and generate revenues of
over $500 million.

below a requires a
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The table shows the overall earnings of each
major operating category on a pre—tax basis
(several of the businesses have low tax rates
because of significant amounts of tax—exempt
interest and dividend income), as well as the
share of those earnings belonging to Berkshire
both on a pre—tax
Significant capital gains or losses attributable

and after—-tax basis.
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to any of the businesses are not shown in the
operating earnings figure, but are aggregated on
the “Realized Securities Gain” line at the
bottom of the table. of
accounting and tax intricacies, the figures in
the table should not be treated as holy writ, but
rather viewed as close approximations of the 1977
1978 earnings of
constituent businesses.

Because various

and contributions our

IXECE P EAHRANE, Sl gl
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Blue Chip and Wesco are public companies with
reporting requirements of their own. Later in
this report we are reproducing the narrative
reports of the principal executives of both
companies, describing their 1978 operations.
Some of the figures they utilize will not match
to the penny the ones we use in this report, again
because of accounting and tax complexities. But
their comments should be helpful to you in
understanding the underlying
characteristics of these important partly—owned
businesses. A copy of the full annual report of
either company will be mailed to any shareholder
of Berkshire upon request to Mr. Robert H. Bird
for Blue Chips Stamps, 5801 South Eastern Avenue,
Los Angeles, California 90040, or to Mrs. Bette
Deckard for Wesco Financial Corporation, 315
East Colorado Boulevard, Pasadena, California
911009.

economic
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Textiles

I

Earnings of $1.3 million in 1978, while much
improved from 1977, still represent a low return
on the $17 million of capital employed in this
business. Textile plant and equipment are on the
books for a very small fraction of what it would
cost to replace such equipment today. And,
despite the age of the equipment, much of it is
functionally similar to new equipment being
installed by the industry. But despite this
“bargain of fixed assets, capital
turnover is relatively low reflecting required
high
inventory

cost”
investment levels 1in receivables and
compared to Slow capital
turnover, coupled with low profit margins on
sales, inevitably produces inadequate returns on

sales.
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capital. Obvious approaches to improved profit
margins involve differentiation of product,
lowered manufacturing through
efficient equipment or better utilization of
people, redirection toward fabrics enjoying
stronger market trends, etc. Our management is
diligent 1in pursuing such objectives. The
problem, of course, is that our competitors are
just as diligently doing the same thing.

costs more

BB RIESONERILL EHAR, MRE
IE R T T3 2 AT SE 4 7]
M IEAESS S o

The textile industry illustrates in textbook
style producers of relatively
undifferentiated goods in capital intensive
businesses must earn inadequate returns except
of tight supply or real
shortage. As long as excess productive capacity
exists, prices tend to reflect direct operating
costs rather than capital employed. Such a
supply—excess appears likely to
prevail most of the time in the textile industry,

how

under conditions

condition

and our expectations are for profits of
relatively modest amounts in relation to
capital.
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We hope we don” t get into too many more
with tough
characteristics. But, as we have stated before:
(1) our textile businesses are very important
employers in their communities, (2) management
has straightforward in reporting on
problems and energetic in attacking them, (3)
labor has been cooperative and understanding in
facing our common problems, and (4) the business
should average modest cash returns relative to
investment. As long as these conditions prevail
— and we expect that they will — we intend to
continue to support our textile business despite
more attractive alternative uses for capital.

businesses such economic

been
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Insurance Underwriting

DRE % R 55

The number one contributor to Berkshire’ s
overall excellent results in 1978 was the segment
of National Indemnity Company’ s insurance
operation run by Phil Liesche. On about $90
million of earned premiums, an underwriting
profit of approximately §11
realized, a truly extraordinary achievement even

million was

1978 A1 v Ay SR 4 AR DTk 1 2 — 1)
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against the background of excellent industry
conditions. Under Phil’ s leadership, with
outstanding assistance by Roland Miller in
Underwriting and Bill Lyons in Claims, this
segment of National Indemnity (including
National Fire and Marine Insurance Company,
which operates as a running mate) had one of its
best years in a long history of performances
which, in aggregate, far outshine those of the
industry. Present successes reflect credit not
only upon present managers, but equally upon the
business talents of Jack Ringwalt,
National Indemnity, whose operating philosophy
remains etched upon the company.

founder of

5 Bill Lyons HEERITHIZEB 2T,
BBl 2K e ey (0,3 B K kg A =) A R
A LUk BAER—F, HRIE
WAL T e bk, A AU
MRS E Y5, )T
FEZ kel Jp N Jack Ringwalt [
W, H2 g3 H AR RS B 2
Fz k.

Home and Automobile Insurance Company had its
best year since John Seward stepped in and
straightened things out in 1975. Its results are
combined in this report with those of Phil
operation the
category entitled “Specialized Auto and General
Liability” .

Liesche’ s under insurance

ZERFERFRE AR H 1975 4
John Seward /i NIFSUEA A E s LA
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Worker’ s Compensation was a mixed bag in 1978.
In its first year as a subsidiary, Cypress
Insurance Company, managed by Milt Thornton,
turned in outstanding results. The worker’ s
compensation line can cause large underwriting
losses when rapid inflation
changing social concepts, but Milt has a cautious
and highly professional staff to cope with these
problems. His performance in 1978 has reinforced

interacts with

our very good feelings about this purchase.

1978 4557 TIRIR PRI A2 — MR & 14,
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Frank DeNardo came with us in the spring of 1978
to straighten National Indemnity’ s
California Compensation business
which, up to that point, had been a disaster.
Frank has the experience and intellect needed to
correct the major problems of the Los Angeles

out
Worker’ s

office. Our volume in this department now is
running only about 25% of what it was eighteen
months ago, and early indications are that Frank

is making good progress.

Frank DeNardo J&7E 1978 ZE&H R
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department
sums

Young’ s reinsurance
to produce

investment relative to premium volume, and thus

George

continues very large for
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gives us reasonably satisfactory overall
results. However, underwriting results still are
not what they should be and can be. It is very
easy to fool yourself regarding underwriting
results in reinsurance (particularly in casualty
lines involving long delays in settlement), and
we believe this situation prevails with many of
our competitors. Unfortunately,
in company reserving almost always leads to
inadequate industry rate If major
factors in the market don’ t know their true
costs, the competitive “fall-out” hits all -
even those with adequate cost knowledge. George
is quite willing to reduce volume significantly,
if needed, to achieve satisfactory underwriting,
and we have a great deal of confidence in the long
term soundness

self-delusion

levels.

of this business under his
direction.
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The homestate operation was disappointing in
1978. Our unsatisfactory underwriting,
though partially explained by an
incidence of Midwestern storms, is particularly
worrisome against the backdrop of very favorable
industry results
by
confidence

even
unusual

in the conventional lines
group. We have
in John Ringwalt’ s ability to
correct this situation. The bright spot in the
group was the performance of Kansas Fire and
Casualty in its first full year of business.
Under Floyd Taylor, this subsidiary got off to
a truly remarkable start. Of course, it takes at
least several years to evaluate underwriting
results, but the early signs are encouraging and
Floyd’ s operation achieved the best loss ratio
among the homestate companies in 1978.

written our homestate

Homestate 1978 4E (15 iz ik N EEIAH
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Although segments were disappointing,
overall our insurance operation had an excellent
year. But of course we should expect a good year
when the industry is flying high, as in 1978. It
is a virtual certainty that in 1979 the combined
ratio (see definition on page 31) for the
industry will move up at least a few points,
perhaps enough to throw the industry as a whole
into an underwriting loss position. For example,

some
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in the auto lines — by far the most important area
for the industry and for us — CPI figures indicate
rates overall were only 3% higher in January 1979
than a year ago. But the items that make up loss
costs — auto repair and medical care costs — were
up over 9%. How different than yearend 1976 when
rates had advanced over 22% in the preceding
twelve months, but costs were up 8%.

A H F 7= Bl g 1 B AR 25k
Wi, 1979 4F— H BoRM S EWmiR 4L
ACEE AR RN 3 AN 4 md, (H2
PR SR A AL BB B R BT 3% FH I S
HE B 9 ANE R, X 1976
EVMIRE LY 22 T4 BUEAR G
AN 8 N 4 USSR, HIRK
[RIAN ] o

Margins will remain steady only if rates rise as
fast as costs. This assuredly will not be the case
in 1979, and conditions probably will worsen in
1980. OQOur present thinking is that our
underwriting performance relative to the
industry will improve somewhat in 1979, but every
other insurance management probably views its
relative prospects with
someone is going to be disappointed. Even if we

similar optimism -

do improve relative to others, we may well have
a higher combined ratio and lower underwriting
profits in 1979 than we achieved last year.

SUE 3 RN R B 5 A 41
TS, AT DA GERR R E R
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We continue to look for ways to expand our
insurance operation. But your reaction to this
intent should not be unrestrained joy. Some of
our expansion efforts — largely initiated by your
Chairman have been lackluster, others have been
expensive failures. We entered the business in
1967 through purchase of the segment which Phil
Liesche now manages, and it still remains, by a
large margin, the best portion of our insurance
business. It is not easy to buy a good insurance
business, but our experience has been that it is
easier to buy one than create one. However, we
will continue to try both approaches, since the
in this field can be

rewards for

exceptional.

success
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Insurance Investments

DRES Slk £t

We confess considerable optimism regarding our

insurance equity investments. Of course, our
enthusiasm for stocks is not unconditional.
Under some circumstances, common  stock

investments by insurers make very little sense.
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We get excited enough to commit a big percentage
of insurance company net worth to equities only
when we find (1) businesses we can understand,
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(2) with favorable long—term prospects, (3)
operated by honest and competent people, and (4)
priced very attractively. We wusually can

identify a small number of potential investments
meeting requirements (1), (2) and (3), but (4)
often prevents action. For example, in 1971 our
total common stock position at Berkshire’ s
insurance subsidiaries amounted to only $10.7
million at cost, and $11.7 million at market.
There were equities of identifiably excellent
companies available — but very few at interesting
prices. (An irresistible footnote: in 1971,
pension fund managers invested a record 122% of
net funds available in equities — at full prices
they couldn’ t buy enough of them. In 1974, after
the bottom had fallen out, they committed a then
record low of 21% to stocks.)

Wk (2) HAKIATES ) (3) A #l e A
N BT () WG NS, 34T
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The past few years have been a different story
At the end of 1975 our
subsidiaries held common equities with a market
value exactly equal to cost of $39.3 million. At
the end of 1978 this position had been increased
to equities (including a convertible preferred)
with a cost of $129.1 million and a market value
of $216.5 million. During the intervening three
years we also had realized pre—tax gains from
common equities of approximately $24.7 million.
Therefore, our overall unrealized and realized

for us. insurance

pre—tax gains in equities for the three year
period came to approximately $112 million.
During this same interval the Dow—Jones
Industrial Average declined from 852 to 805. It
was a marvelous period for the value—oriented
equity buyer.
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We continue to find for our insurance portfolios
small portions of really outstanding businesses
that are available, through the auction pricing
mechanism of security markets, at prices
dramatically than the valuations
inferior businesses command on negotiated sales.

cheaper
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This program of acquisition of small fractions
of businesses (common stocks) at bargain prices,
for which little enthusiasm exists,
sharply with general corporate acquisition

contrasts
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activity, for which much enthusiasm exists. It
seems quite clear to us that either corporations
are making significant
purchasing entire businesses at
prevailing 1in negotiated
takeover bids, or that we eventually are going
to make considerable sums of money buying small
portions of such businesses at the greatly
discounted valuations prevailing in the stock
market. (A second footnote: in 1978 pension
managers, a group that logically should maintain
the longest of investment perspectives, put only
9% of net available funds into equities -
breaking the record low figure set in 1974 and
tied in 1977.)

mistakes in
prices
transactions

very

and
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We are not concerned with whether the market
quickly revalues upward securities that we
believe are selling at bargain prices. In fact,
we prefer just the opposite since, in most years,
we expect to have funds available to be a net
buyer of securities. And consistent attractive
purchasing is likely to prove to be of more
than any selling
opportunities provided by a short—term run up in
stock prices to levels at which we are unwilling
to continue buying.

eventual benefit to us
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Our policy is to concentrate holdings. We try to
avoid buying a little of this or that when we are
only lukewarm about the business or its price.
When we are convinced as to attractiveness, we
believe in buying worthwhile amounts.

FATHI BT R 2 TP REB, AT
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In some cases our indirect interest in earning
power 1s becoming quite
example, note our holdings of 953, 750 shares of
SAFECO Corp. SAFECO probably is the best run
large property and casualty insurance company in
the United States. Their underwriting abilities
are simply superb, their loss reserving 1is
conservative, and their investment policies make
great sense.

substantial. For
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SAFECO is a much better insurance operation than
our own (although we believe certain segments of
ours are much better than average),
than one we could develop and, similarly, is far

is better
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better than any in which we might negotiate
purchase of a controlling interest. Yet our
purchase of SAFECO was made at substantially
under book value. We paid less than 100 cents on
the dollar for the best company in the business,
when far more than 100 cents on the dollar is
being paid for mediocre companies in corporate
transactions. And there is no way to start a new
operation — with necessarily uncertain prospects

— at less than 100 cents on the dollar.
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Of course, with a minor interest we do not have
the right to direct or even influence management
policies of SAFECO. But why should we wish to do
this? The record would indicate that they do a
better job of managing their operations than we
could do ourselves. While there may be less
excitement and prestige in sitting back and
letting others do the work, we think that is all
one loses by accepting a passive participation
in excellent management. Because, quite clearly,
if one controlled a company run as well as SAFECO,
the proper policy also would be to sit back and
let management do its job.

IR DEI AL, ARRIATTTEAL
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Earnings attributable to the shares of SAFECO
owned by Berkshire at yearend amounted to $6. 1
million during 1978, but only the dividends
received (about 18% of earnings) are reflected
in our operating earnings. We believe the
balance, although not reportable, to be just as
real in terms of eventual benefit to us as the
amount distributed. In fact, SAFECO’ s retained
earnings (or those of other well-run companies
if they have opportunities to employ additional
capital advantageously) may well eventually have
a value to shareholders greater than 100 cents
on the dollar.
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We are not at all unhappy when our wholly—owned
businesses retain all of their earnings if they
can utilize internally those funds at attractive
Why should we feel differently about
retention of earnings by companies in which we
hold small equity interests, but where the record
indicates even better prospects for profitable
employment of capital? (This proposition cuts

rates.
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the other way, of course, in industries with low
capital requirements, or if management has a
record of plowing capital into projects of low
profitability; then earnings should be paid out
or used to repurchase shares — often by far the
most attractive option for capital utilization.)

i ERAKZ [R5 e B 2
LA R B IR AEAR BB R A (13
KU, A B ARBNAZ I IR L BUR
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The aggregate level of such retained earnings
attributable to our equity interests in fine
companies is becoming quite substantial. It does
not enter into our reported operating earnings,
but we feel it well may have equal long—term
significance to our shareholders. Our hope is
that prevail in
securities markets which allow our insurance

conditions continue to
companies to buy large amounts of underlying
earning power for relatively modest outlays. At
some point market conditions undoubtedly will
again preclude such bargain buying but, in the
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meantime, we will try to make the most of
opportunities.
Banking AT

Under Gene Abegg and Pete Jeffrey, the Illinois
National Bank and Trust Company in Rockford
continues to establish new records. Last year’ s
earnings
average assets,

amounted to approximately 2.1% of
about three times the level
averaged by major banks. this
extraordinary of being
achieved while maintaining significantly less

In our opinion,
level earnings 1is
asset risk than prevails at most of the larger
banks.
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We purchased the Il1linois National Bank in March
1969. It was a first—class operation then, just
as it had been ever since Gene Abegg opened the
doors in 1931. Since 1968, consumer time deposits
have quadrupled, net income has tripled and trust
department income has more than doubled, while
costs have been closely controlled.
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Our experience has been that the manager of an

already high-cost operation frequently 1is
uncommonly resourceful in finding new ways to add
to overhead, while the manager of a tightly-run
operation usually continues to find additional

methods to curtail costs, even when his costs are
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already well below those of his competitors. No
one has demonstrated this latter ability better
than Gene Abegg.

Abegg 142 78 73 R B AIE o

We are required to divest our bank by December
31, 1980. The most likely approach is to spin it
off to Berkshire shareholders some time in the
second half of 1980.
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Retailing

T

Upon merging with Diversified, we acquired 100%
ownership of Associated Retail Stores, Inc., a
chain of about 75 popular priced women’ s apparel
stores. Associated was launched in Chicago on
March 7, 1931 with one store, $3200,
extraordinary partners, Ben Rosner and Leo
Simon. After Mr. Simon’

and two

s death, the business was
offered to Diversified for cash in 1967. Ben was
to continue running the business — and run it,
he has.
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S business has not grown, and it
consistently has faced adverse demographic and
retailing trends. But Ben’
merchandising, real estate and cost—containment
skills has produced an outstanding record of
profitability, with capital
necessarily employed in the business often in the
20% after—tax area.

Associated’

s combination of

returns on

FRARIBE A B 00 ME 55 DR Ay Tl i X A

T 1 IR 58 T A5 AN R, E
Ben {ER R . ANB)™ DL AN
PR 8 0 A TH LR 23 7 Q3 H DS i 3R
MG, 1558 Gia FH R A ik 21
20% 5% A-AX 2 B0 i R A 2 3 o

like Gene Abegg, 81, at
I1linois National and Louie Vincenti, 73, at

Ben is now 75 and,

continues daily to bring an almost
attitude to the

business. This group of top managers must appear

Wesco,
passionately proprietary
to an outsider to be an overreaction on our part
to an OEO bulletin on age discrimination. While
these
exceptionally rewarding,

relationships have been
both financially and

It is a real pleasure to work with

unorthodox,

personally.
managers who enjoy coming to work each morning
instinctively and unerringly

and, once there,

think like owners. We are associated with some

of the very best.

LA 15 %, B SR FE K ARAT
81 % 1] Gene Abegg LM Wesco 73 %
1) Louie Vincenti —#¢, BERAKIH N
I 00 (R AR b I B I R 5 g
I HEFEAHG I NGE LA FATTR T
RN A BENA T8 EIRE
U, BARIANTH, AHIXFEIOC RS
it N2 H R 2, LikEE%s
EOR M A S e, S “IRTE
Hrp” JFUBER—FE LA RIAR
2B N T S BENAE— i T AESE
TExE— M,

Ben %
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Buffett’s Letters To Berkshire Shareholders 1979

EARFFEUR AR 1979 4F

Again, we must lead off with a few words about
the
accounting profession has decided that equity

accounting. Since our last annual report,

securities owned by insurance companies must be
carried on the balance sheet at market value. We
previously have carried such equity securities
at the lower of aggregate cost or aggregate
market value. Because we have large unrealized
gains in our insurance equity holdings, the
result of this new policy 1is to increase
substantially both the 1978 and 1979 yearend net
worth, even after the appropriate liability is
established for taxes on capital gains that would
be payable should equities be sold at such market
valuations.

TG, ST BGE, ML
RIS, S vb N EESRORES 2 w
A B SRR AR B 77 A1 53R H IR
J7s MRS B A 5 i K%,
MR A HES R, T IRATK B
(1) I SR BT K AR SE PR &3
DAT S B B AT T L2 T 98 AR 459 S
I % SCAT Ak TF PSR A ot FRAT
1978 4 f2 1979 4 IAHE IR K 1
i

As you know, Blue Chip Stamps, our 60% owned
subsidiary, is fully consolidated in Berkshire
Hathaway’ s financial statements. However, Blue
Chip still
investments at the lower of aggregate cost or
aggregate market just as
Hathaway’ s insurance subsidiaries did prior to
this year. Should the same equities be purchased
at an identical price by an insurance subsidiary
of Berkshire Hathaway and by Blue Chip Stamps,
present accounting principles often would
require that they end up carried on our
consolidated balance sheet at two different
values. (That should keep you on your toes.)
Market values of Blue Chip Stamps’
holdings are given in footnote 3 on page 18.

is required to carry its equity

value, Berkshire

equity

REARFNIE, BATTFRBE 60%1) 6 7
S EIFANA A R A IF IR R Z
AR I T &7 s R,
5 IS 2% PR T 552 458 0 A o 20 42 FEE 1Y 11—
Wt A S T PURILS s, b
W, B[R] — i as St (/) — PSS
AN 2 T VRN TS A A
CIEAZALARB T TAR) % MR
R TEIE 204 18 T HE =,

1979 Operating Results

1979 FE B AR

We continue to feel that the ratio of operating
earnings (before securities gains or losses) to
equity with all securities valued
at cost is the most appropriate way to measure

shareholders’

any single year’ s operating performance.

SN, BT A B A
i (N VIR o) B DUBCAR 2t
(AT T SR B BEH% S R AT 5E) s
I ELR, Dy iR 2 R
IR SEIa

Measuring such results against shareholders’

equity with securities valued at market could
significantly distort the operating performance
percentage because of wide year—to—year market

PTG TSR A, 2
YR AR A BEREAFE KRS80 1 %
FIBGE S 2Bk, B ASK
T BRI B AR B B T, 4
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value changes in the net worth figure that serves
as the denominator. For example, a large decline
in securities values could result in a very low
net worth that, in turn, could
operating earnings to look
unrealistically good. Alternatively, the more
successful that equity investments have been,
the larger the net worth base becomes and the
poorer the operating performance figure appears.
Therefore, we will continue to report operating
performance measured against beginning net
worth, with securities valued at cost.

“market value”
cause mediocre

FORHAEAT S A e A 2 R
BCANES,  [FIFER, Bt R OURAS ,
JBe AR i o BEERAE AR IS R, KA
e A 2 ARG R, B LIRS
He $2 91 0] 1 B AR AL 2 (B 5243 58 LA Jit
U FRARTL) h FEME R A B 28 B

On this basis, we had a reasonably good operating
performance in 1979 — but not quite as good as
that of 1978 — with operating earnings amounting
to 18.6% of beginning net worth. Earnings per
share, of course, increased somewhat (about 20%)
but we regard this as an improper figure upon
which to focus. We had substantially more capital
to work with in 1979 than in 1978,
performance in utilizing that capital fell short
of the earlier year, even though per—share
earnings rose. “Earnings per share” will rise
constantly on a dormant savings account or on a
U.S. Savings Bond bearing a fixed rate of return
simply because “earnings” (the stated interest
rate) are continuously plowed back and added to
the capital base. Thus, even a “stopped clock”
can look like a growth stock if the dividend
payout ratio is low.

and our

FEXRERFERE R, 1979 4EFRATIERAG T
AR EE R, BDR fak 2]
THEIP) 18. 6%, I3 T 1978 4 15+,
MIRBEIR AR A T A (2 20%)
THFRATAN I A 3206 B £ 4x i T
S DR EAR 1979 SEFRATTRT IS F
S NI T AN, AHIE IS
MANAIRT—4EBE, PR g RIS 2 1 2 [t
SEREAFIKR T, HEBHBEE ARG, K
HURR RIRAAR S, BFERERIEE
REIA B8 B AR, —ANEEA
e, HEIAER, ARG
FEIBAE I I B

The primary test of managerial economic
performance is the achievement of a high earnings
rate on equity capital employed (without undue
leverage, accounting gimmickry, etc.) and not
the achievement of consistent gains in earnings
per share. In our view, many businesses would be
better understood by their shareholder owners,
as well as the general public, if managements and
financial analysts modified the primary emphasis
they place upon earnings per share, and upon

yearly changes in that figure.

PITEABA A — K A "l 28 4R
T B LB B e A R (HE
BRAN 2 I S5 ATAT sl v AR IK) , Ak
BB AR IR S 1, BT 2R
BB SR SR TR T I RS 1EH B
WA AR ORI, WBEAR S st ek
ARRG S IXLE 3 W] (1 E B G DA TR
AT ik

Long Term Results

KI5

In measuring long term economic performance — in
contrast to yearly performance — we believe it

RS [T = A (R USSR L
(B DRI REIFAR G LW




www.buffettism.com

EIER RS0 Research Centre for Buffettism

is appropriate to recognize fully any realized
capital gains or losses as well as extraordinary
items, and also to utilize financial statements
presenting equity securities at market value.
Such capital gains or losses, either realized or
unrealized, fully important to
shareholders over a period of years as earnings

are as

realized in a more routine manner through
operations; it is just that their impact is often
capricious 1in the short run, a
characteristic that makes them inappropriate as
of single managerial

extremely

an indicator

performance.

year

i) B DUBAR B R (B A B8 AR
T TS TR L, Sy i ik 2R 48
BRI AT, AU R BEA
A, RS IR) AR R VR AT 24 7 K
R 55, X B AR M) 2 R S iy
L5 H B ENE A 25 5T TR K229 o

The book value per share of Berkshire Hathaway
on September 30, 1964 (the fiscal yearend prior
to the time that your present management assumed
responsibility) was $19. 46 per share. At yearend
1979, book value with equity holdings carried at
market value was $335.85 per share. The gain in
book value comes to 20.5% compounded annually.
This figure, of course, is far higher than any

average of our yearly operating earnings
calculations, and reflects the importance of
capital appreciation of insurance equity

investments in determining the overall results
for our shareholders. It probably also is fair
to say that the quoted book value in 1964 somewhat
the of  the
enterprise, since the assets owned at that time

overstated intrinsic value
on either a going concern basis or a liquidating
value basis were not worth 100 cents on the

dollar. (The liabilities were solid, however.)

H LA & E 02850 5 A R
(1964-1979) - FL4FkK, 2wl B 15
1 19.46 SEooHcK s 335.85 Kt
(FEEREER LN, AR
Kk 20. 5%, XA LRI & T RE4E
BRI R 5, REREE T2
i) JBE AR B 0T B A AN A 1) T 2
P, 1 H 1964 AE MK TN B SE B i
REILSTAN A, TR R ik B (1 %
ANV I UL gk 2 2278 Bl 51 Aok
B, HOMEH TR TR, (BT
F—F W DOAT) .

We have achieved this result while utilizing a
low amount of leverage (both financial leverage
measured by debt to equity, and operating
leverage measured by premium volume to capital
funds of our insurance business), and also
without significant issuance or repurchase of
Basically, we have worked with the
capital with which we started. From our textile
base we, or our Blue Chip and Wesco subsidiaries,
acquired total ownership of thirteen

businesses through negotiated purchases from

shares.

have

private owners for cash, and have started six

BT A>ds HIE 55 AT A (AN a2 I 55
AT, B T PR SR
AR A IR , TME > RATHT I
ok Bl H KAy, FEA LA
SR HIA P4, Rl 9120k
W MRS e Wesco T\ FI3EAE T,
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others. (It’ s worth a mention that those who
have sold to us have, almost without exception,
treated us with exceptional honor and fairness,

both at the time of sale and subsequently.)

But  before drown in a sea of
self-congratulation, a further — and crucial -
observation must be made. A few years ago, a
business whose per—share net worth compounded at
20% annually would have guaranteed its owners a
highly successful real investment return. Now
such an outcome seems less certain. For the
inflation rate, coupled with individual tax
rates, will be the ultimate determinant as to
whether our operating performance
produces successful investment results — i.e.,
a reasonable gain in purchasing power from funds

committed — for you as shareholders.

we

internal

{BAE A B0 T ROR“URZ T
AT R 1) B AT, JLEERT,
R AR AIA S 20% ) B B VFal
A DARRAT L i B8, 5 H Hir )
AR, PN IATIEHEE S KA
NNFHIBARIINE &, B AN
R I LA DN = ANBR 5 BT =5 7 1)
PRI, A RETR R A BB A R
2 NI

Just as the original 3% savings bond, a 5%
passbook savings account or an 8% U.S. Treasury
Note have, in turn, been transformed by inflation
into financial instruments that chew up, rather
than enhance, purchasing power over their
investment lives, a business earning 20% on
capital can produce a negative real return for
its owners under inflationary conditions not
much more severe than presently prevail.

HURAL 36Hfil & GiFF . SBIIIRATE AT
Uje 8% S5, h T i A s Al
IR LB SR AR P AR I TE A
K TR, [FIRE R — TR AR R] LA
W 20%# AR H) <k, 5™ T Rl 51
PRI OLR e AR R R

If we should continue to achieve a 20% compounded
gain — not an easy or certain result by any means
this gain 1is
corresponding increase in the market value of
Berkshire Hathaway stock as it has been over the
last fifteen years, your after—tax purchasing
power gain is likely to be very close to zero at
a 14% inflation rate. Most of the remaining six
percentage points will go for income tax any time
you wish to convert your twenty percentage points
of nominal annual gain into cash.

- and translated into a

M0 G 2R FRAT T 4k 2 4 FE AR AE 20% 19 3R
A, XSt CAH AN B, 1 HUJGY:
PRUFBEAEAR AL, T IR A IR St 5%
AL AR v A R IR SR AR I Ek
Ak 2 15 RO, BA1E 14%
HOFEB iR | Qv R VA O] A DA
A CAB LA AR N, oA F R
(1) 6%K5 25 FEARPLE HFIX 20%[1) T 1372
BN SIS, FREEAL T A3 B gh 1
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That combination — the inflation rate plus the
percentage of capital that must be paid by the
owner to transfer into his own pocket the annual
earnings achieved by the (i.e.,
ordinary income tax on dividends and capital
gains tax on retained earnings) — can be thought
of as an “investor’ s misery index” . When this

business

BRI R DA S AAERG REAE 22w 3R
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index exceeds the rate of return earned on equity
by the business, the investor’ s purchasing
power (real capital) shrinks even though he
consumes nothing at all. We have no corporate
solution to this problem; high inflation rates
will not help us earn higher rates of return on
equity.

ARG SLERATTTE T AT, PR h el
DR AR I AR AR R 2> B
L

One friendly but sharp—eyed commentator on
Berkshire has pointed out that our book value at
the end of 1964 would have bought about one—half
ounce of gold and, fifteen years later, after we
have plowed back all earnings along with much
blood, sweat and tears, the book value produced
will buy about the same half ounce.
comparison could be drawn with Middle Eastern
oil. The rub has been that government has been
exceptionally printing money
creating promises, but is unable to print gold
or create oil.

A similar

able in and

A IS AR S Ay IR B A AR
i, 1964 SEREIA BRI T 75{H 2]
AR, HhEZ)E, R
AL ST HES B Fe e, BRIk
G K e o s 4, A1)
(I B th T DA A 2R X A
Z by SREEHE T IRATRBUF A 2 B
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We intend to continue to do as well as we can in
managing the internal affairs of the business.
But you should that
conditions affecting the stability of currency
may very well be the most important factor in
determining whether there are any real rewards
from your investment in Berkshire Hathaway.

understand external

P ISHs R85 g 2358 B A
TS5, (H RSB T iR A3,
g s S AR A tE AL AE A
SEA /R BETE PR A foe i S A 3%

Sources of Earnings

AR

We again present a table showing the sources of
Berkshire’ s earnings. As explained last year,
Berkshire owns about 60% of Blue Chip Stamps
which, in turn,
Corporation. The table shows both aggregate
earnings of the various business entities, as
well as All of the
significant capital gains or losses attributable
to any of the business entities are aggregated
in the realized securities gain figure at the
bottom of the table,
operating earnings.

owns 80% of Wesco Financial

Berkshire’ s share.

and are not included in

TRRAMATAIRERIIR Y, EFEK
G T A BB, A A R
MBS 60%MI AL, 5 XFFH 80%
(1) Wesco &flian], KR &EAH
WARIE ARGV EL DL A /R
R LEIPT 3 A5 1304, &=l A4 )
TEARIAF B R AL AR A 75
WUR, e E s 7 O SE L ARG
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Blue Chip and Wesco are public companies with
reporting requirements of their own. On pages
37-43 of this report,
narrative reports of the principal executives of
in which they describe 1979

we have reproduced the

both companies,

B SE M Wesco #B 2N TFRAT A
A, % HERL AU AN TR, AR
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operations. Some of the numbers they mention in
their reports are not precisely identical to
those in the above table because of accounting
and tax complexities. (The Yanomamo Indians
employ only three numbers: one,
than two. Maybe their time will come.) However,
the commentary in those reports should be helpful
to you in understanding the underlying economic
characteristics and future prospects of the
important businesses that they manage.

two, and more

G 22 AZE, HIXER AT
BB 5%5 — S 40 5 FE 3L, (Yanomamo
B e N S =AM 0 —. .
KT AT AT DL At A7
BT840 T X e B L 4
B, LA SRR (R 5%

A copy of the full annual report of either company
will be mailed to any shareholder of Berkshire
upon request to Mr. Robert H. Bird for Blue Chip
Stamps, 5801 South Eastern Avenue, Los Angeles,
California 90040, or to Mrs. Bette Deckard for
Wesco Financial Corporation, 315 East Colorado
Boulevard, Pasadena, California 91109.

A AT i EEA SO A R B JBAR AT ) M.
Robert (Muik:: B AZAL 5801 South
Eastern Avenue) % H{ ¥ 7 M 52 (1) 4F
R 8 ) Mrs. Bette(Huhlb: o
Pasadena 315 East Colorado
Boulevard) ZH{ Wesco HJEHK

Textiles and Retailing

I

The relative significance of these two areas has
diminished somewhat over the years as
insurance business has grown dramatically in
size and earnings. Ben Rosner,
Retail Stores, continues to pull rabbits out of
the hat — big rabbits from a small hat. Year after
year, he produces very large earnings relative
to capital employed — realized in cash and not
in increased receivables and inventories as in
many other retail businesses — in a segment of
the market with little growth and unexciting
demographics. Ben is now 76 and, like our other
“up—and-comers” , Gene Abegg, 82, at Illinois
74, at Wesco,
regularly achieves more each year.

our

at Associated

National and Louis Vincenti,

b R 86 =l RIS 15 46 4 PR T 1
K, 91400 REN S ARG )
BEH N, ARMSE L, S
FAER JE ) Ben Rosner & AN WAk,
JEE A i, RIS b s AN A
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B — SN IGRaAE B . Ben BLAE 76
%, MR R, PRI E
iRAT 82 % [f) Gene Abegg. Wesco 74
%] Louis Vincenti —#f, HIhhH
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Our textile business also continues to produce
some cash, but at a low rate compared to capital
employed. This
managers, but rather on the industry in which
they operate. In some businesses — a network TV
station, for example — it is virtually impossible
to avoid earning extraordinary returns on
tangible capital employed in the business. And
assets in sell at equally
extraordinary prices, one thousand cents or more
on the dollar, a valuation reflecting the

is not a reflection on the

such businesses
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splendid, almost unavoidable, economic results
obtainable. Despite a fancy price tag, the

“easy” business may be the better route to go.

We can speak from experience, having tried the
other route.
few years ago to purchase Waumbec Mills in
Manchester, New Hampshire, thereby expanding our
textile commitment. By any statistical test, the
purchase price was an extraordinary bargain; we
bought well below the working capital of the
business and, in effect, got very substantial
amounts of machinery and real estate for less
than nothing. But the purchase was a mistake.
While we labored mightily, new problems arose as
fast as old problems were tamed.

Your Chairman made the decision a

MIRBATEA S WA W e T,
TEGT G 2 1 E R F 3L, A
HHERKMP R AN, EFF K
AT Manchester [ Waumbec #54R
], D RBAAEG SO $Es:, B
SR SERE I R AR MR, A — 2
WD RRbLE s SAE -, LT
AT DABE I ik 1, H B ERATT
BTy, BAYSEHRGUEHARZ
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] REGF AN Ty A fg e, BT R OL SH
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Both our operating and investment experience
cause us to conclude that
turn, and that the same energies and talent are
much better employed in a good business purchased
at a fair price than in a poor business purchased
at a bargain price. Although a mistake, the
Waumbec acquisition has not been a disaster.
Certain portions of the operation are proving to
be valuable additions to our decorator line (our
strongest franchise) at New Bedford, and it’ s
possible that we may be able to run profitably
on a considerably reduced scale at Manchester.
our original rationale did not prove

“turnarounds” seldom

However,
out.

Bafran 2 xismmaol G, &
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Insurance Underwriting

DRE % R 55

We predicted last year that the combined
underwriting ratio (see definition on page 36)
for the insurance industry would “move up at
least a few points, perhaps enough to throw the
industry as a whole into an underwriting loss
position” . That is just about the way it worked
out. The industry underwriting ratio rose in 1979
over three points, from roughly 97. 4% to 100. 7%.
We also said that we thought our underwriting
performance relative to the industry would
improve somewhat in 1979 and, things
worked out as expected. Our own underwriting
ratio actually decreased from 98. 2% to 97. 1%. Our
forecast for 1980 is similar in one respect;

again,

FARTRATT G UG DRV I ZR-5 A% IR B
# (Combined Underwriting Ratio)
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again we feel that the industry’ s performance
will worsen by at least another few points.
However, this year we have no reason to think that
our performance relative to the industry will
further improve. (Don’ t worry — we won’ t hold
back to try to validate that forecast.)

HURAME) -

Really extraordinary results were turned in by
the portion of National Indemnity Company’ s
insurance operation run by Phil Liesche. Aided
by Roland Miller in Underwriting and Bill Lyons
in Claims, this section of the business produced
an underwriting profit of $8.4 million on about
$82 million of earned premiums. Only a very few
companies in the entire industry produced a
result comparable to this.

[E 28 7= 2> @) [f Phil Liesche fER% %
#6171 Roland LA Sz PG &6 17 Bill
Lyons MIPRENN, FREGLH IS 0k
SGRE, IXANESTTAT o BATA)IE 840
TR AR Y 8, 200 J1 £ 41
PRI, IXAEFDLRIFEAZ ..

You will notice that earned premiums in this
segment were down somewhat from those of 1978.
We hear a great many insurance managers talk
about being willing to reduce volume in order to
underwrite profitably, but we find that very few
actually do so. Phil Liesche is an exception: if
sense, it; if it
doesn’ t, he rejects it. It is our policy not to
lay off people because of the large fluctuations
in work load produced by such voluntary volume
changes. We would rather have some slack in the
organization from time to time than keep everyone
terribly busy writing business on which we are
going to lose money. Jack Ringwalt, the founder
of National Indemnity Company, instilled this
underwriting discipline at the inception of the
company, and Phil Liesche never has wavered in
maintaining it. We
strong—-mindedness is as rare as it is sound — and
absolutely the running of a
first—class casualty insurance operation.

business makes he writes

believe such

essential to
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John Seward continues to make solid progress at
Home and Automobile Insurance Company, in large
part by significantly expanding the marketing
scope of that company in general liability lines.
These lines can be dynamite, but the record to
date is excellent and, in John McGowan and Paul
Springman, liability
managers extending our capabilities.

we have two cautious
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Our reinsurance division, led by George Young,
continues to give us reasonably satisfactory
overall results after allowing for investment
income, but underwriting performance remains
unsatisfactory. We think the reinsurance
business is a very tough business that is likely
to get much tougher. In fact, the influx of
capital into the business and the resulting
softer price levels for continually increasing
exposures may well produce disastrous results
for many (of which they may be
blissfully unaware until they are in over their
heads; much reinsurance business involves an
exceptionally “long tail” , a characteristic
that allows catastrophic current loss experience

entrants

to fester undetected for many years). It will be
hard for us to be a whole lot smarter than the
crowd and thus our reinsurance activity may
substantially during the projected
prolonged period of extraordinary competition.

decline
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The Homestate operation was disappointing in
1979. Excellent results again were turned in by
George Billings United Insurance
Company, winner of the annual award for the low

at Texas

loss ratio among Homestate companies, and Floyd
Taylor at Kansas Fire and Casualty Company. But
several of the other operations, particularly
Cornhusker Casualty Company, our first and
largest Homestate operation and historically a
winner, had poor underwriting results which were
accentuated by data processing, administrative
and personnel problems. We have made some major
mistakes in reorganizing our data processing
activities, and those mistakes will not be cured
immediately or without cost. John
Ringwalt has thrown himself into the task of
getting things straightened out and we have
confidence that he,
people who recently have been brought aboard,

However,

aided by several strong

will succeed.

Homestate 1979 [f175 1 U4 N3k
B, George Billings ¢4 I BE
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Our performance in Worker’ s Compensation was
far, far better than we had any right to expect
at the beginning of 1979. We had a very favorable
climate in California for the achievement of good
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results but, beyond this, Milt Thornton at
Cypress Insurance Company and Frank DeNardo at
National Indemnity’ s
Compensation operation both performed
simply outstanding manner. We have admitted — and
with good reason -
acquisition front, but the Cypress purchase has
turned out to be an absolute gem. Milt Thornton,
like Phil Liesche, follows the policy of sticking
with business that he understands and wants,
without giving consideration to the impact on
volume. As a result, he has an outstanding book
of exceptionally well
functioning group of employees. Frank DeNardo
has straightened out the mess he inherited in Los
Angeles in a manner far beyond our expectations,
producing savings measured in seven figures. He
now can begin to build on a sound base.

California Worker’ s

in a

some mistakes on the

business and an

DL L 5 P B i M 255 TR AR 438 1T 1)
Frank Denardo MIRILMLARES, T
SR AR T 284 aR, (HFE %
Wi R R MR B, i Milt
Thornton Hif% Phil Liesche —#¥,

ANCLIE SR 25 F AR, R <3 B
O T iR HRAERDES, XA
YA E s ] kK DR EE R IF 4
21, %4 Frank Denardo W& 584
IEAAE I BT B 7, A
JSCREL 2 T FRA T U IA BB AT 2
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At yearend we entered the specialized area of
surety reinsurance under the management of Chet
Noble. At least initially, this operation will
be relatively small since our policy will be to
seek client companies who appreciate the need for
a long term “partnership” relationship with
their reinsurers. We are pleased by the quality
of the insurers we have attracted, and hope to
add several more of the best primary writers as
our financial strength and stability become
better known in the surety field.

FAFAEJEAE Chet Noble UL R, Ik
T E 2E N PR AIE PR B I 28 % 4
i, YRR RPN S EAS KK, H
HBATI) RS R S SRR %
SEKIARIKE G R, T HET BT
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The that
underwriting overall will be poor in 1980, but
that rates will start to firm in a year or so,
leading to a turn in the cycle some time in 1981.
We disagree with this view. Present interest
rates encourage the obtaining of business at
underwriting loss levels formerly regarded as
totally unacceptable. Managers decry the folly
of underwriting at a loss to obtain investment
income, but we believe that many will. Thus we
expect that competition will create a new
threshold of tolerance for underwriting losses,
and that combined ratios will average higher in
the future than in the past.

conventional wisdom 1is insurance

MHT R FN N AR SURE o~ —4F
If. —4EIR, 1980 S5 24, M4
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To some extent, the day of reckoning has been

FERPREREIN G, IXRE RPN A A
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postponed because of marked reduction in the
frequency of auto accidents — probably brought
on in major part by changes in driving habits
induced by higher gas prices. In our opinion, if
the habits hadn’ t changed, auto insurance rates

would have been very little higher and
underwriting results would have been much worse.
This dosage of serendipity won’ t last
indefinitely.

MEEIEROE S, T ER M T EmST
KAEARYIRI NI, WTRER R INAE T
A _Ek T EUE B B A, AT
L2 5 IS, A0
TEDRIS 2 R BAT PR DL, A% AR
SR FE B, ARG
HMEOLH EA S — B4R T &

Our forecast is for an average combined ratio for
the industry in the 105 area over the next five
years. While we have a high degree of confidence
that of operations will do
considerably better than average, it will be a
challenge to us to operate below the industry
figure. You can get a lot of surprises in
insurance.

certain our

BTG TR AR R I R LR LR
SR SVRAE 105 fidy, BURIRATIAT
FHAREE MR, HER B 55 B
Za PR, HERRE, TR
—IGURAE AP, RIS T TS
BAhe

Nevertheless, we believe that insurance can be
a very good business. It tends to magnify, to an
unusual degree, human managerial talent — or the
lack of it. We have a number of managers whose
talent is both proven and growing. (And, in
addition, we have a very large indirect interest
in two truly outstanding management groups
through our investments in SAFECO and GEICO.)
Thus we expect to do well in insurance over a
period of years. However, the business has the
potential for really terrible results in a single
specific year. If accident frequency should turn
around quickly in the auto field, we, along with
others, are likely to experience such a year.

AL, FAl 1B S A A R R A
FHEAANEE AT, e ok (i HE A
KR RE) 278 e )RR e tE, A1
— KB, K h Mg %%
HOAS W b 3 5 4 b, (A IE
SAFECO ¢ GEICO IR Ee# s, FRATHH
ARAARR AR ZLE L) , Tk
ATFRUIEA 3 LA A DR 6 b A4 K ]
K, AR B R P,
LA R e [k A A o] BTG HE—AS
I ZE (AL

Insurance Investments

PRIV Bt

In recent years we have written at length in this
section about our insurance equity investments.
In 1979 they continued to perform well, largely
because the underlying companies in which we have
invested, in practically all cases, turned in
outstanding performances. earnings
applicable to our insurance equity investments,
not reported statements,
continue to mount annually and, in aggregate, now
come to a very substantial number. We have faith
that the managements of these companies will
utilize those retained earnings effectively and

Retained

in our financial

BALIX LA, BATHE T AR = K
REVE AR AR OGS BT, T2
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will translate a dollar retained by them into a
dollar or more of subsequent market value for us.
In part, our unrealized gains reflect this
process.

We currently believe that equity markets in 1980
are likely to evolve in a manner that will result
in an underperformance by our portfolio for the
first time in recent years. We very much like the
companies in which we have major investments, and
plan no changes to try to attune ourselves to the
markets of a specific year.

HETEA AR 1980 FEIK 2 i ks
SO LR BATIE B AL Ak — IR
RIAIIT I K, BATH =2 H
HRXLERATHT L2~ w], [
IS FEASK I JLEEN, AT vH i E3)
VRS H AT RIS 4L 1 .

Since we have covered our philosophy regarding
equities extensively in recent annual reports,
a more extended discussion of bond investments
may be appropriate for this one, particularly in
light of what has happened since yearend. An
extraordinary amount of money has been lost by
the industry
notwithstanding the accounting convention that
allows insurance companies to carry their bond
investments at amortized cost, regardless of
impaired market value. Actually, that very
accounting convention may have contributed in a
major way to the losses; had management been
forced to recognize market values, its attention
might have been focused much earlier on the
dangers of a very long—term bond contract.

insurance in the bond area -

HEIVF R, R EERIR B
P, DHERANZ A UE, R
REZFETE, U R AFR R KL
TRz g, ARG, K
RETFMS2 TAHZERRHL, 5
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B AT AR © ™ 32 35 1 ik
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NI AR 24 IR LLTT S
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companies have

auto

Ironically, many insurance
decided that a one-year
inappropriate during a time of inflation,
six—month policies have been brought
replacements. ” say many of the insurance
managers, “can we be expected to look forward
twelve months and estimate such imponderables as
hospital costs, auto parts prices, etc.?” But,
having decided that one year is too long a period
for which to set a fixed price for insurance in
an inflationary world, they then have turned
around, taken the proceeds from the sale of that
six—month policy, and sold the money at a fixed
price for thirty or forty years.

policy 1is
and
in as
“How,

ENRN R, L= YIRS A ml A 4%
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2 RIMGEE 2, ANIEREIfR Y
i, —ED NI RIS, =
LI SRLA =1 DU T F ] 5 )
fi7r.

The very long—term bond contract has been the
last major fixed price contract of extended
still regularly

duration initiated in an
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2y, GAMES A DR 5 GE 1980

12




www.buffettism.com

EIER RS0 Research Centre for Buffettism

inflation—ridden world. The buyer of money to be
used between 1980 and 2020 has been able to obtain
a firm price now for each year of its use while
the buyer of auto insurance, medical services,
newsprint, office space — or just about any other
product or service — would be greeted with
laughter if he were to request a firm price now
to apply through 1985. For in virtually all other
areas of commerce, parties to long—term
contracts now either index prices in some manner,
or insist on the right to review the situation
every year or So.

TEF 2020 4, BEFAE FHIX BRI
AT, MR, e
REMRK . BEITIRS . FEfEE 75
A e AT = RS, i
T ZLRAEAR R HAE NG T — A 2 )
Wrif, 1 ESHONNFRICE, I
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A A B A I AR o A 0 200 T T DL
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A cultural lag has prevailed in the bond area.
The  buyers (borrowers)
(underwriters) of money hardly could be expected
to raise the question of whether it all made
sense, and the sellers (lenders) slept through
an economic and contractual revolution.

and middlemen

SR A1 fod F3 FA) A0TSR A A7 A8 AT S0 Ak VR
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For the last few years our insurance companies
have not been a net purchaser of any straight
long—term bonds (those without conversion rights
or other offering profit
possibilities). There have been some purchases
in the straight bond area, of course, but they
have been offset by sales or maturities.
prior to this period, we never would buy thirty
or forty-year bonds; tried to
concentrate in the straight bond area on shorter
issues with sinking funds and on issues that
seemed relatively undervalued because of bond
market inefficiencies.

attributes

Even

instead we

X LR, BATHIRES A | JLF
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(Straight long—term Bond) (R AE
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However, the mild degree of caution that we
exercised was an improper response to the world
unfolding about us. You do not adequately protect
yourself by being half awake while others are
sleeping. It was a mistake to buy fifteen—year
bonds, and yet we did;
serious mistake in not selling them (at losses,
if necessary) when our present views began to
crystallize. (Naturally,
clearer and definite in retrospect; it would be
fair for you to ask why we weren’ t writing about
this subject last year.)

we made an even more

those views are much

SR FEARE L RNV BATTRE H L,
HAEAE .« BIRPEA PR, L
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Of course, we must hold significant amounts of
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bonds or other fixed dollar obligations in
conjunction with our insurance operations. In
the last several years our net fixed dollar
commitments have been limited to the purchase of
convertible bonds. We believe that the
conversion options obtained, in effect, give
that portion of the bond portfolio a far shorter
average life than implied by the maturity terms
of the issues (i.e., at an appropriate time of
our choosing, we can terminate the bond contract
by conversion into stock).

AR B Weas AL, (H iR
I JUAEJRATI A o] 58 Wi g T PR 55 %2
JE R ARG, T RA R
B AR IR AR S o B AT I 8] LE
SLERI R H 22, YRR
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This bond policy has given us significantly lower
unrealized losses than those experienced by the
great majority of property casualty
insurance companies. We also have been helped by
our strong preference for equities in recent
years that has kept our overall bond segment
relatively low. Nevertheless, we are taking our
lumps in bonds and feel that, in a sense,
mistakes should be viewed less charitably than
the mistakes of those who went about their
business unmindful of the developing problems.

and

our

XFE IR G TA TR A 4 R L L
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Harking back to our textile experience, we should
have realized the futility of trying to be very
clever (via sinking funds and other special type
issues) in an area where the tide was running
heavily against us.

[BERATAE ST SN 25, 3RAT] 1%
FE I L CREE A BT Sk
FERERr) as R e 2457k
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We have severe doubts as to whether a very
long—term fixed—interest bond, denominated in
dollars, appropriate
contract in a world where the value of dollars
seems almost certain to shrink by the day. Those
dollars, as well as paper creations of other
governments, simply may have too many structural
weaknesses to appropriately serve as a unit of
long term commercial reference. If so, really
long bonds out to be obsolete
instruments and insurers who have bought those
maturities of 2010 or 2020 could have major and
continuing problems on their hands. We,
likewise, will be unhappy with our fifteen—year
bonds and will annually pay a price in terms of
earning power that reflects that mistake.

remains an business

may turn
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Some of our convertible bonds appear
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exceptionally attractive to us, and have the same
sort of earnings retention factor (applicable to
the stock into which they may be converted) that
prevails in our conventional equity portfolio.
We expect to make money in these bonds (we already
have, in a few cases) and have hopes that our
profits in this area may offset losses in
straight bonds.

TERIFHAUR) , 755 BRFATT BB B
AE—FERRT 0y, BATH AT
AR (g5 B, HEEN R OTTR
BRA) 5 [R] IR I3 4 RO R E 7R
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And, of course, there is the possibility that our
present analysis 1is much too negative. The
chances for very low rates of inflation are not
nil. Inflation is man—made; perhaps it can be
man—-mastered. The threat which alarms us may also
alarm legislators and other powerful groups,
prompting some appropriate response.
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Furthermore, present interest rates incorporate
much higher inflation projections than those of
a year or two ago. Such rates may prove adequate
or more than adequate to protect bond buyers. We
even may miss large profits from a major rebound
in bond prices. However, our unwillingness to fix
a price now for a pound of See’ s candy or a yard
of Berkshire cloth to be delivered in 2010 or 2020
makes us equally unwilling to buy bonds which set
a price on money now for use in those years.
Overall, opt (slightly
restated): “Neither a short-term borrower nor
a long—term lender be.”

we for Polonius
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Banking

HAT

This will be the last year that we can report on
the I1linois National Bank and Trust Company as
a subsidiary of Berkshire Hathaway. Therefore,
it is particularly pleasant to report that, under
Gene Abegg’ s and Pete Jeffrey’ s management,
the bank broke all previous records and earned
approximately 2. 3% on average assets last year,
a level again over three times that achieved by
the average major bank, and more than double that
of banks regarded as outstanding. The record is
simply extraordinary,
Berkshire Hathaway owe a standing ovation to Gene
Abegg for the performance this year and every
year since our purchase in 1969.

and the shareholders of

Xk s AR G — Rk
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As you know, the Bank Holding Company Act of 1969

T [ A4 BT, 1969 4Tt 4R 47
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requires that we divest the bank by December 31,
1980. For some years we have expected to comply
by effecting a spin—off during 1980. However, the
Federal Reserve Board has taken the firm position
that if the bank is spun off,
director of Berkshire Hathaway can be an officer
or director of the spun—off bank or bank holding
company, even in a case such as ours in which one
individual would own over 40% of both companies.

no officer or

I A FINEEER BAT T A 1980 4F
SER LT X KT b 4, G5 b
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Under these conditions, we are investigating the
possible sale of between 80% and 100% of the stock
of the bank. We will be most choosy about any
purchaser, and our selection will not be based
solely on price. The bank and its management have
treated us exceptionally well and, if we have to
sell, we want to be sure that they are treated
equally as well. A spin-off still is a
possibility if a fair price along with a proper
purchaser cannot be obtained by early fall.

FEXFHMEDL T, FRATT R 5 1%
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However, you should be aware that we do not expect
to be able to fully, or even in very large part,
replace the earning power represented by the bank
from the proceeds of the sale of the bank. You
simply can’ t buy high quality businesses at the

[ R AL 0] T, FeAlIge i AR IX
FARAT BT A 1 0% < 0 K R 4 38
Bt HOAA Ay R G0E B AR I RE AT
REZKIZ TGV AT 2 el PRI [R] A5
ST M SEAE S ARE AT AR AR 2

sort of price/earnings multiple likely to | HbH(fi.
prevail on our bank sale.
Financial Reporting W55 4R 5

During 1979, NASDAQ trading was initiated in the
stock of Berkshire Hathaway. This means that the
stock now is quoted on the Over—the—Counter page
of the Wall Street journal under “Additional OTC
Quotes” . Prior to such listing, the Wall Street
journal and the Dow—Jones news ticker would not
report our earnings, even though such earnings
were one hundred or more times the level of some
companies whose reports they regularly picked

up.

1979 AR e Ay RAE i v bali, X
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Now, however, the Dow—Jones news ticker reports
our quarterly earnings promptly after we release
them and, in addition, both the ticker and the
Wall Street journal report our annual earnings.
This solves a dissemination problem that had
bothered us.

PUE A BN e ARG,
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In some ways, our shareholder group is a rather

FERLE Ty, FATTI B2 A A 243
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unusual one, and this affects our manner of
reporting to you. For example, at the end of each
year about 98% of the shares outstanding are held
by people who also were shareholders at the
beginning of the year. Therefore, in our annual
report we build upon what we have told you in
previous years instead of restating a lot of
material. You get more useful information this

way, and we don’ t get bored.

fR1— T, XA A B S AR 5 5
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Furthermore, perhaps 90% of our shares are owned
by investors for whom Berkshire is their largest
security holding, very often far and away the
largest. Many of these owners are willing to
spend a significant amount of time with the
annual report, and we attempt to provide them
with the same information we would find useful
if the roles were reversed.
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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.
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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 prospectively. You
would demand that in a private company;
should expect no less in a public company. A
once—a-year report of stewardship 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. We feel that you, as owners, are entitled
to the same sort of reporting by your manager as
we feel is owed to us at Berkshire Hathaway by
managers of our business units. Obviously, the
degree of detail must be different, particularly
where information would be useful to a business
competitor or the like. But the general scope,
balance, and level of candor should be similar.
We don” t expect apublic relations document when

you
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our operating managers tell us what is going on,
and we don’” t feel you should receive such a
document.

In large part, companies obtain the shareholder
constituency that they seek and deserve. If they
focus their thinking and communications 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.
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Phil Fisher, a respected investor and author,
once likened the policies of the corporation in
attracting shareholders to those of a restaurant
attracting potential customers.
could seek a given clientele — patrons of fast
foods, elegant dining, Oriental food, etc. — and
eventually obtain an appropriate group of
devotees. If the job were expertly done, that
clientele, pleased with the service, menu, and
price level offered, would return consistently.
But the restaurant could not change its character
constantly and end up with a happy and stable
clientele.

A restaurant

If the business vacillated between
French cuisine and take—out chicken, the result
would be a revolving door of confused and
dissatisfied customers.
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So it is with corporations and the shareholder
constituency they seek. You can’ t be all things
to all men, simultaneously seeking different
owners whose primary interests run from high
current yield to long—term capital growth to

stock market pyrotechnics, etc.

FIFERT, —FK AR AT RER a5
P BEBER AR, A 12 B )
MW A BRI TEA A, A
SR B G

The reasoning of managements that seek large
trading activity in their shares puzzles us. In
effect, such managements are saying that they
want a good many of the existing clientele
continually to desert them in favor of new ones
— because you can’ t add lots of new owners (with
new expectations) without losing lots of former
owners.

FTELEA TR T— 2 AR SRR AR
o ) PR B S DR e e R IR B B A
fitt, IO LIRS RIS AT
JI AL PR ER A 1 EE L5 0 I3 4B X
LAEAR BT B AR RERS SR BT B B
LZIRGEEERIA

We much prefer owners who like our service and

FIB, FA 1A B A B R LR
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menu and who return year after year. It would be
hard to find a better group to sit in the
Berkshire Hathaway shareholder “seats” than
those already occupying them. So we hope to
continue to have a very low turnover among our

owners, reflecting a constituency that
understands our operation, approves of our
policies, and shares our expectations. And we

hope to deliver on those expectations.

FATHIIRSS . BATHISER, 1My HLHH
SKICH,  BATARMEH 2 E SR K B 2R
SR BB AR BATIIAT S, I
BEBATTII 22 =) (B4 DR A A AR 1) 4
B, RIORBATIBAR T I
N AE T R S AR AR K

Prospects

AR 5

Last year we said that we expected operating
earnings in dollars to improve but return on
equity to decrease. This turned out to be
correct. Our forecast for 1980 is the same. If
we are wrong, it will be on the downside. In other
are virtually
operating earnings expressed as a percentage of

words, we certain that our
the new equity base of approximately $236
million, valuing securities at cost, will
decline from the 18.6% attained in 1979. There
is also a fair chance that operating earnings in
aggregate dollars will fall short of 1979; the
depends partly wupon the date of
disposition of the bank, partly upon the degree
of  slippage in underwriting
profitability, and partly upon the severity of
earnings problems in the savings and loan
industry.

outcome

insurance

DR Ik 2 ) (1 F A% o KA
BB RER AT RE 2 R R, g5 R
FPTI, JEEE 1980 RS Wk, 1
HRINER, BRRTRESES.
Bt b, TATLT 0 LA E R,
2w B R 25 B CLIA W AR AL 28
2.36 123570 (B S $ 88 US4 A
) PSR RN L 1979 1
18. 6% i, HAE A2 A G e ]
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We continue to feel very good about our insurance
equity investments. Over a period of years, we
expect to develop very large and growing amounts
of underlying earning power attributable to our
fractional ownership of these companies. In most
splendidly
managed, purchased at highly attractive prices.

cases they are splendid businesses,

AT OR B FLRFAT (B R AR
ARHEL, EEENEEN, B
WXLy AN IR  Fp h B2
A RBUERA,  KEA A B R AU
) H RS NA P 2, i 5est
R JleA B A S e o

run on the principle of
centralization of financial decisions at the top
(the very top, it might be added), and rather
extreme delegation of operating authority to a

Your company 1is

number of key managers at the individual company
or business unit level. We could just field a
basketball team with our corporate headquarters
group (which utilizes only about 1500 square feet
of space).

Y N/NEIREP N U 27 85 il 11 P i e e
BB, Hysk b Tim R, AT
BT HH M BT S 1A
SR L EEN, AT A ]
BB HAN 1,500 PR, A& 42
PEIEAD) BALHAE N, Wil aT L4l
— H BRI .
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This approach produces an occasional major
mistake that might have been eliminated or
minimized through closer operating controls. But
it also eliminates large layers of costs and
dramatically speeds decision—making. Because
everyone has a great deal to do, a very great deal
gets done. Most important of all, it enables us
to attract and retain some extraordinarily
talented individuals — people who simply can’ t
be hired in the normal course of events — who find
working for Berkshire to be almost identical to

running their own show.

WA AR B EXE S th R, (H
25— 5 TP A I G e K B A1
JEATE IR RIS RE o DRh R4S AR
AARZFHA, LR T LSS R
R, BRI NZIXAAGRAIGEE
P AT IAA RN TAT LA, X
ANV ICIEAR R, DRI L At
Bt s A ORISR K%

We have placed much trust in them — and their
achievements have far exceeded that trust.

PATARATA SA RS, ARl
TR I AN 0 20 68 B ATT I FiUY
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Buffett's Letters To Berkshire Shareholders 1980

EARRFEUB A 1980 4F

Operating earnings improved to $41.9 million in
1980 from $36.0 million in 1979, but return on
beginning equity capital (with securities valued
at cost) fell to 17.8% from 18. 6%. We believe the
latter yardstick to be the most appropriate

measure of single-year managerial economic
performance. Informed use of that yardstick,
however, requires an understanding of many
factors, including accounting  policies,

historical carrying values of assets, financial
leverage, and industry conditions.

1980 FEAA F] [FENE R 754 4, 190 )7
FET0, B 19T94E [T 3, 600 J1 FTT K,
R I A< B 2 R T . (o i S
P8 UL IR A 1) HIM 4R 1K) 18. 6%
WA 17. 8%, AT AIXA LR i
REREAE by i ot 2 W) 55 B Y oy B — A 3
B SURINIRE . SRS X TR
B, DAL e R
1307 A WS ATAE 5 PR 55
TEWM E N H A — e R T A
7.

In your evaluation of our economic performance,
we suggest that two factors should receive your
special attention — one of a positive nature
peculiar, to a large extent, to
operation, one of a negative
applicable to corporate performance generally.
Let” s look at the bright side first.

our own

and nature

FALAEFIWIA N 7 408 SO, A7
PHAS R Z AR AR VR E RN, 0
SRS FE IS A A A, g0
U A E SOEAIIS AR o EF AT
LN /SRIUF! | Sk =y

Non—Controlled Ownership Earnings

TR B 4

When one company owns part of another company,
appropriate accounting procedures pertaining to
that ownership interest must be selected from one

of three major categories. The percentage of

K w5 KA A A R
I, ek R =Ry Aok
BT o wAE LI TE 28 w5 T IAT AL
s FEAPITRAT AN SRR e

voting stock that is owned, in large part, | @R mF 7L,

determines which category of accounting

principles should be utilized.

Generally accepted accounting principles | —MATAS Tl FE E & F A AL
require (subject to exceptions, naturally, as | Bl 202 i+ (B 70845, i
with our former bank subsidiary) full | GFA15ERTHA AT IGY) o WL
consolidation of sales, expenses, taxes, and | A# WAL EIFZEEE AT, 1

earnings of business holdings more than 50%
owned. Blue Chip Stamps, 60% owned by Berkshire

Hathaway 1Inc., falls into this category.
Therefore, all Blue Chip income and expense items
are included in full in Berkshire’ s

Consolidated Statement of Earnings, with the 40%
ownership interest of others in Blue Chip’ s net

TEW L PTARLS AR AEAE A
T A SRR o Feln BB A oAy
IRFFA G0BBAL NI BB ML A ], {8
BT K, BTHE 106K ARMN
PR AR 55 1% LA BB - B
IS

earnings reflected in the Statement as a
deduction for “minority interest” .
Full inclusion of underlying earnings from | ifi %7 +& ¢4 BB LB AT 20%-50%

another class of holdings, companies owned 20%

2], 15 Wesco 4xfili /s w) BL &R A v
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to 50% (usually called “investees” ), also
normally occurs. Earnings from such companies —
for example, Wesco Financial, controlled by
Berkshire but only 48% owned — are included via
a one—line entry in the owner’ s Statement of
Earnings. Unlike the over—-50% all
items of revenue and expense are omitted; just
the proportional share of net income is included.
Thus, if Corporation A owns one—third of
Corporation B, one-third of B’ s earnings,
whether or not distributed by B, will end up in
A’ s earnings. There are some modifications,
both in this and the over—-50% category, for
intercorporate purchase price
adjustments, the explanation of which we will
save for a later day. (We know you can hardly
wait.)

category,

taxes and

A R BT HHEAN R 48%IFIIKEAL,
WU AE B 88 28w [k A s — AN
S, PR A R AL BT
(R BRI 25 T AN . PRtk
RARAFIA B AT =02 —HIBAL,
WA B A RDE AR R AR
B A AR E A BB R
a, JIAMX I AR R E
WAZT Bty — LAl (] BT AL . ) 49
b L SE AL Ay 55, X I 4 7y
WARAILUG A2 B, (BR
BHERFTREEAKLT) .

Finally come holdings representing less than 20%
ownership of another corporation’ s voting
securities. In these cases, accounting rules
dictate that the owning companies include in
their earnings only dividends received from such
holdings. Undistributed earnings are ignored.
Thus, should we own 10% of Corporation X with
earnings of $10 million in 1980, we would report
in our earnings (ignoring relatively minor taxes
on intercorporate dividends) either (a) $1
million if X declared the full $10 million in
dividends; (b) $500, 000 if X paid out 50%, or $5
million, (c) if X
reinvested all earnings.

in dividends; or Zero

5o AR R LU T 20%, 4K
S3UE I, BT A AL RE NS B BT
O A SEBR R Ay, 2 TR
AR IR E AR WA TS,
B A BAT TP — K X w] 10%[H)
Ay, XABRW X ~wlAE 1980 A3t
T 1,000 J73E4, #5 X AnlaR
ARBATIG MIFATTRAS] 100 J7 (A
ai, JRZAT X AFIYOE LR AR AR
AT RIBG WA TE—BEREAGEIA
b1l

We impose this short - and over—-simplified -

course 1in accounting upon you because
Berkshire’ s concentration of resources in the
insurance field produces a corresponding

concentration of its assets in companies in that
third (less than 20% owned) category. Many of
these companies pay relatively
proportions of their earnings in dividends. This
means that only a small proportion of their
current earning power is recorded in our

out small

own

current operating earnings. But, while our
reported operating earnings reflect only the
dividends received from such companies, our

T LRSI RS b T R ) 2
PRI AR T, A 50 Ay KR A JE I
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economic well-being is determined by their
earnings, not their dividends.

Our holdings in this third category of companies
have increased dramatically in recent years as
our insurance business has prospered and as
securities markets have presented particularly
attractive opportunities in the common stock
area. The large increase in such holdings, plus
the growth of earnings experienced by those
partially—owned companies, produced an
unusual result; the part of earnings that
these companies retained last year (the part not
paid to us in dividends) exceeded the total
reported annual operating earnings of Berkshire
Hathaway. Thus, conventional accounting only
allows less than half of our earnings “iceberg”
to appear above the surface, in plain view.
Within the corporate world such a result is quite
rare; in our case it is likely to be recurring.

has

¢ ”

“our

RB B A N BATHE T PR
MR, RN R SR T 3
BLVF 2 AVES (8 BER L2 100 KR 1 »
JI SRR R K I B3 28 28w
A% B SR BE ) B A AL FRATT S gk
T BRAT T, BLEAER UL,
PR B AE XL 00 w1 AR 7 BU 45 0 e A
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Our own analysis of earnings reality differs
somewhat from generally accepted accounting
principles, particularly when those principles
must be applied in a world of high and uncertain
rates of inflation. (But it’ s much easier to
criticize than to improve such accounting rules.
The inherent problems are monumental.) We have
owned 100% of businesses whose reported earnings
were not worth close to 100 cents on the dollar
to us even though, in an accounting sense,
totally controlled their disposition.
“control”
reinvested all earnings, massive deterioration
in the value of assets already in place would
But those reinvested earnings had no
prospect of earning anything close to a market
return on capital.) We have also owned small
fractions with extraordinary
possibilities
earnings had an economic value to us far in excess
of 100 cents on the dollar.

we
(The

was  theoretical. Unless we

OCCur.

of businesses

reinvestment whose retained
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The value to Berkshire Hathaway of retained
earnings is not determined by whether we own
100%, 50%, 20% or 1% of the businesses in which
they reside. Rather, the value of those retained

DAL A e A5 /R T 5 R AR P E
FEAER R TR LE B 100% 50%-
20%. 5% BIE 1%, &AMILIEMELE
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earnings is determined by the use to which they
are put and the subsequent level of earnings
produced by that usage. This is true whether we
determine the usage, or whether managers we did
not hire — but did elect to join — determine that
usage. (It’ s the act that counts, not the
actors.) And the value is in no way affected by
the inclusion or non—inclusion of those retained
earnings in our own reported operating earnings.
If a tree grows in a forest partially owned by
us, but we don’ t record the growth in our
financial statements, we still own part of the
tree.

R AN B et T E Ak
JOEFFARR, EEATAS A
B 2l AN S (RS 1R 2 e A T A2
BO o BBLEA T FHIAE — A ik,
BRIt I 55 PR TE 2% S X BB A 1
K, WA TA T XA
HOJTIR 7 SERTE: 2

Our view, we warn you, is non—conventional. But
we would rather have earnings for which we did
not get accounting credit put to good use in a
10%—owned company by a management we did not
personally hire, than have earnings for which we
did get credit put into projects of more dubious
potential by another management — even if we are
that management.

AR AL, KRR R R
TR, JAT T B P M ) £ 4% E 2
Ak B AT T AN 52 AT R (K N 4
#, WA R MIATA SRR,

(We can’ t resist pausing here for a short
commercial. One usage of retained earnings we
greet with special
practiced by companies in which we have an
investment interest is repurchase of their own
shares. The reasoning is simple:
business is selling in the market place for far
less than intrinsic value, what more certain or
more profitable utilization of capital can there
be than significant enlargement of the interests
of all owners at that bargain price? The
competitive nature of corporate acquisition
activity almost guarantees the payment of a full
— frequently more than full price when a company
buys the entire ownership of another enterprise.
But the auction nature of security markets often
allows finely—run companies the opportunity to
purchase portions of their own businesses at a
price under 50% of that needed to acquire the same
earning power through the negotiated acquisition
of another enterprise.)

often enthusiasm when

if a fine
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Long-Term Corporate Results

AL S

As we have noted, we evaluate single-year
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corporate performance by comparing operating
earnings to equity with
securities Our long—term
yardstick of performance, however, includes all
capital gains or losses, realized or unrealized.
We continue to achieve a long—term return on
equity that considerably exceeds the average of
our yearly returns. The major factor causing this
pleasant result is a simple one: the retained
earnings of those non—controlled holdings we
discussed earlier have been translated into
gains in market value.

shareholders’

valued at cost.

JBe AR i (A B LA S S AR 1) 5k
PR ANE S — SR, TR
PEEIARAE, AU BT B SE ek
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Of course, this translation of retained earnings
into market price appreciation is highly uneven
(it goes in reverse some years), unpredictable
as to timing, and unlikely to materialize on a
precise dollar—for—-dollar basis. And a silly
purchase price for a block of stock
corporation can negate the effects of a decade
of earnings retention by that corporation. But
when purchase prices sensible,
long—term market recognition of the accumulation
of retained earnings almost certainly will
occur. Periodically you even will receive some
frosting on the cake, with market appreciation
far exceeding post—purchase retained earnings.

in a

are some
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In the sixteen years since present management
assumed responsibility for Berkshire, book value
per share with insurance—held equities valued at
market has increased from $19. 46 to $400. 80, or
20. 5% compounded annually. (You’ ve done better:
the value of the mineral content in the human body
compounded at 22% annually during the past
decade.) It is encouraging, moreover, to realize
that our record was achieved despite many
mistakes. The list is too painful and lengthy to
detail here. But it clearly that a
reasonably competitive corporate batting
average can be achieved in spite of a lot of
managerial strikeouts.

shows
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Our insurance companies will continue to make
large well-run,
favorably—situated, non—controlled companies
that very often will pay out in dividends only

investments in
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small proportions of their earnings. Following
this policy, we would expect our long—term
returns to continue to exceed the returns derived
annually from reported operating earnings. Our
this belief easily be
quantified: if we were to sell the equities that
we hold and replace them with long—term tax—free
bonds, our reported operating earnings would
rise immediately by over $30 million annually.
Such a shift tempts us not at all.

confidence 1in can

LES LRS- NSRS IITFEENIE e
e, TRRATTR BB IR R AF AT AR
BB R U, AR ELRAT
i, T LABRE s G, Ra
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So much for the good news.

LA HE AT

Results for Owners

J AR a1

Unfortunately, earnings reported in corporate
financial statements are no longer the dominant
variable that determines whether there are any
real earnings for you, the owner. For only gains
in purchasing power represent real earnings on
investment. If you (a) forego ten hamburgers to
purchase an investment; (b) receive dividends
which, after tax, buy two hamburgers; and (c)
receive, upon sale of your holdings, after—tax
proceeds that will buy eight hamburgers, then (d)
you have had no real income from your investment,
no matter how much it appreciated in dollars. You
may feel richer, but you won’ t eat richer.

TRANSER 24w W 55 4R PIrid 280 4
AR ORI B AR AT 5L B LT
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High rates of inflation create a tax on capital
that makes much corporate investment unwise — at
least if measured by the criterion of a positive
real investment return to owners. This “hurdle
rate” the return on equity that must be achieved
by a corporation in order to produce any real
return for its individual owners — has increased
dramatically The
tax—paying investor 1is now running up a down
escalator whose pace has accelerated to the point
where his upward progress is nil.

in recent vyears. average

eI B kR A TR BN A
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in a world of 12%
business earning 20% on equity (which very few
manage consistently to do) and distributing it
all to individuals in the 50% bracket is chewing
up their real capital, not enhancing it. (Half
of the 20% will go for income tax; the remaining
10% leaves the owners of the business with only

For example, inflation a

98% of the purchasing power they possessed at the
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start of the year — even though they have not
spent a penny of their “earnings” ). The
in this bracket would actually be
better off with a combination of stable prices
and corporate earnings on equity capital of only
a few per cent.

investors

ANGIREARING, X 45 5 AT BE Eb E I
MR B8 — FIRA P J/i 1 2w B AN
.

unaccompanied by
never can turn a

Explicit income taxes alone,
any implicit inflation tax,
positive corporate return into a negative owner
return. (Even if there were 90% personal income
tax rates on both dividends and capital gains,
some real income would be left for the owner at
a zero inflation rate.) But the inflation tax is
not limited by reported income. Inflation rates
not far from those recently experienced can turn
the level of positive returns achieved by a
majority of corporations into negative returns
for all owners, including those not required to
pay explicit taxes. (For example, if inflation
reached 16%, owners of the 60% plus of corporate
America earning less than this rate of return
would be realizing a negative real return — even
if income taxes on dividends and capital gains
were eliminated.)

BB K AT SME B T A3 B d i o ek
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Of course, the two forms of taxation co—exist and
interact since explicit taxes are levied on
nominal, not real, income. Thus you pay income
taxes on what would be deficits if returns to
stockholders were measured in constant dollars.

HIRIX B ABUEATARAT /eI S AL
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At present inflation rates, believe
individual owners in medium or high tax brackets
(as distinguished from tax—free entities such as
pension funds, eleemosynary institutions, etc.)
should expect no real long—term return from the
average American corporation, even though these
individuals the after—tax
proceeds from all dividends they receive. The
average return on equity of corporations is fully
offset by the combination of the implicit tax on
capital levied by inflation and the explicit
taxes levied both on dividends and gains in value

produced by retained earnings.

we

reinvest entire
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As we said last year, Berkshire has no corporate
solution to the problem. (We’ 11 say it again
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next year, too.) Inflation does not improve our
return on equity.

FARTTREW L AN ikt) , 38 53 I ko AT
JBALERE B (AR A AT — i B

Indexing is the insulation that all seek against
inflation. But the great bulk (although there are
important exceptions) of corporate capital is
not even partially indexed. Of course, earnings
and dividends per share usually will rise if
significant earnings “saved” by a
corporation; i.e., reinvested instead of paid as
dividends. But that would be true without
inflation. A thrifty wage earner, likewise,
could achieve regular annual increases in his
total income without ever getting a pay increase
— if he were willing to take only half of his
paycheck in cash (his wage “dividend” ) and
consistently add the other half (his “retained
earnings” ) to a savings account. Neither this
high—-saving wage earner nor the stockholder in
a high—saving corporation whose annual dividend
rate increases while its rate of return on equity
remains flat is truly indexed.

are

G il 4 2 (Indexing) A& — AL
R — P ROT %, AHRER G A
M BEAKMATZHEA, AR B
FA 5 BRI W W N, A5 A
JEPTIME R B PR N &, BRI i
e, R AN ER K
B, B E HA TR K A e —
AT, B MREATIAT N
B, AR RN T 2 1R AR 19

For capital to be truly indexed, return on equity
must rise, i.e., business earnings consistently
must increase in proportion to the increase in
the price level without any need for the business
to add to capital — including working capital —
employed. (Increased earnings produced by
increased investment don’ t count.) Only a few
businesses exhibiting this
ability. And Berkshire Hathaway isn’ t one of
them.

come close to
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We, of course, have a corporate policy of
reinvesting earnings for growth, diversity and
strength, which has the incidental effect of
minimizing the current imposition of explicit
taxes on our owners. However, on a day—-by—day
basis, you will be subjected to the implicit
inflation tax, and when you wish to transfer your
investment in Berkshire into another form of
investment, or into consumption, you also will
face explicit taxes.

SIRA o R R AR TR LR K
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Sources of Earnings

AR

The table below shows the sources of Berkshire’ s
reported earnings. Berkshire owns about 60% of
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Blue Chip Stamps, which in turn owns 80% of Wesco
Financial Corporation. The table shows aggregate
earnings of the various business entities, as
well as Berkshire’ s share of those earnings. All
of the significant capital gains and losses
attributable to any of the business entities are
aggregated in the realized securities gains
figure at the bottom of the table, and are not
included in operating earnings. Our calculation
of operating earnings also excludes the gain from
sale of Mutual’ s branch offices. In this respect
it differs from the presentation in our audited
financial statements that includes this item in
the calculation of “Earnings Before Realized
Investment Gain” .

FARFEARFHUR AN
MR T R “ O & uEZH)
37—, BARARSIRI TS
— AN R A AT R, RS
(408 £ EE — 30 s Hd Ay
SR Blue Chips Stamps 60%[F 1%
B, TG XA Wesco W45/ ]
80% MIMEAL. WbAk, AHARIBK 4 4
HAUIES I 3 AR I A=
MRS, W gigRy “ R
SR RS AT ER” 5L
UEI S5 R P AN A

Blue Chip Stamps and Wesco are public companies
with reporting requirements of their own. On
pages 40 to 53 of this report we have reproduced
the reports of the principal
executives of both companies, in which they
describe 1980 operations. We recommend a careful
reading, and suggest that you particularly note
the superb job done by Louie Vincenti and Charlie
Munger in repositioning Mutual Savings and Loan.
A copy of the full annual report of either company
will be mailed to any Berkshire shareholder upon
request to Mr. Robert H. Bird for Blue Chip
Stamps, 5801 South Eastern Avenue, Los Angeles,
California 90040, or to Mrs. Bette Deckard for
Wesco Financial Corporation, 315 East Colorado
Boulevard, Pasadena, California 91109.

narrative

Blue Chip A Wesco P2 w] KA
G NI RAT A wl LFE A H )
TR, REBCRFEAF M, LR
5 9% Louie Vincenti HI Charlie
Munger XJBEA-fif Dol 25 B (1) edeids

A T EAD A R B AR T ) M.
Robert (Mudik:: B AZAL 5801 South
Eastern Avenue) % HU ¥ 7 M 52 (1) 4F
R 8 ) Mrs. Bette(Huhlb: JmN
Pasadena 315 East Colorado
Boulevard) ZH{ Wesco HJEHK

As indicated earlier, undistributed earnings in
companies we do not control are now fully as
important as the reported operating earnings
detailed in the preceding table. The distributed
portion, of course, finds its way into the table
primarily through the net
section of Insurance Group earnings.

investment income

UG SCAT AP 201, ABLEA 2
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From this table, you can see that our sources of
underlying earning power are distributed far
differently among industries than
superficially seem the case. For example,
insurance subsidiaries own approximately 3% of
Kaiser Aluminum, and 1 1/4% of Alcoa. Our share

would
our
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of the 1980 earnings of those companies amounts
to about $13 million. (If translated dollar for
dollar into a combination of eventual market
value gain and dividends, this figure would have
to be reduced by a significant, but not precisely
determinable, amount of tax; perhaps 25% would
be a fair assumption. ) Thus, we have a much larger
economic interest in the aluminum business than
in practically any of the operating businesses
we control and on which we report in more detail.
If we maintain our holdings, our long—term
performance will be more affected by the future
economics of the aluminum industry than it will
by direct operating decisions we make concerning
most companies over which we exercise managerial
control.

1,300 J7 34 CHIRAE R L RS
B N BEASTAF BB, K224
PREL 25%IBEA) , DRI B LAE 00X
M4, BAT 2GR 2k T e
HSEERAT T LA ReA2 ] B2 IR
Iam o WERIRATHIRBA SR, ]
AT AT B e v P e o == A ]
HAT SRRk, SRR R
SR I W) o

GEICO Corp. GEICO {41 2~ ]
Our largest non—controlled holding 1is 7.2 | HuETFATA B2 BB BAE 7 e K

million shares of GEICO Corp., equal to about a
33% equity interest. Normally,
this magnitude (over 20%) would qualify as an
“investee” holding and would require us to
reflect a proportionate of GEICO’ s
earnings in our own. However, we purchased our
GEICO stock pursuant to special orders of the
District of Columbia and New York Insurance
Departments, which required that the right to
vote the stock be placed with an independent
party. Absent the vote, our 33% interest does not
qualify for investee treatment. (Pinkerton’ s is
a similar situation.)

an interest of

share

(R R AT 33%AL, 2 720 J5
B i) GEIGO, W A FiA— KA FK
BUOXBIXFERI L] GBI 20%) , F
IR AL 2 VR RF AR LA F1 L3 %
i, AH BT 5 A5 7K 244 FR A R
IER T TRl iy 2 ) 2% 8 = A7
L B 200K B A A H— A IR
SNERL TR LR, BT
AT RN GEICO AN EL S il B
(Pinkerton WA ZFAUFRDL) o

Of course, whether or not the undistributed
earnings of GEICO are picked up annually in our
operating earnings figure has nothing to do with
their economic value to us, or to you as owners
of Berkshire.
earnings will be determined by the skill with

which they are put to use by GEICO management.

The value of these retained

MR INAS AT 85 R 5 A5 7K S LB
RN HAR LS R 4 3R 43,
X G J A IR S RN B B Tras e
fITH) GEIGO &°E B J= he 1 ) ik

On this score, we simply couldn’ t feel better.
GEICO represents the best of all
worlds — the coupling of a very important and very
hard to duplicate business advantage with an
extraordinary management skills in
operations are matched by skills in capital

investment

whose

KFIEX—R, AT EALT,
GEIGO W] i 43 UMb A 1 de AR ML,
& H AT AL ML, RN
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allocation.

As you can see, our holdings cost us $47 million,
with about half of this amount invested in 1976
and most of the remainder invested in 1980. At
the present dividend rate, our reported earnings
from GEICO amount to a little over $3 million

annually. But we estimate our share of its
earning power is on the order of $20 million
annually. Thus, undistributed earnings

applicable to this holding alone may amount to
40% of total reported operating earnings of
Berkshire.

WIUR BT UL E ), BT RE IR A 4
4,700 J33KEIG, IraliEAE 1976 £ 5
1980 4F4rPRIRBEN, M SLBR L BT
W, FATEEEEL N GEIGO A% 300 J5
TG R, H S FR AR A A3 (1 L
RHEIL 2,000 JiG, #iEz, Bl
DL e R /NS b N WA e (B
A5 SR KT 2 4 (1 DY e 2 A o

We should emphasize that we feel as comfortable
with GEICO management retaining an estimated $17
million of earnings applicable to our ownership
as we would if that sum were in our own hands.
In just the last two years GEICO, through
repurchases of its own stock, has reduced the
share equivalents it has outstanding from 34. 2
million to 21.6 million, dramatically enhancing
the interests of shareholders in a business that
simply can’ t be replicated. The owners could not
have been better served.

TN ERATT A IR A A PR R FRATT S8 A R
GEIGO & 'E M E¥F F & T 3,ATM
1,700 Jj{R R KR T o AR,
B LR RIS, GEIGO T3 P AE N il
SRl H K EE, AR A W s
NG 3, 400 T R4ETR A 2, 100
T, RORHRET J5AT I AR A 3
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in past reports about the
that usually
operation of
Literally hundreds of turnaround
possibilities in dozens of industries have been
described to us over the years and,
participants or as observers,
performance against expectations.
conclusion is that, with few exceptions, when a
management with a reputation for brilliance
tackles a business with a reputation for poor
fundamental economics, it is the reputation of
the business that remains intact.

We have written
disappointments
purchase
businesses.

result from

and “turnaround”

either as
we have tracked
Our

AL JUEEIRAT— FRPE B KA HAT
L BUREAA (1 77 Ml N K 2K BT 821 4
R IRLCERATRLA B 7B 50X
FERAFE, BUR AVEREIEBRAL S,
FATFF BB BRI R SR, fEHAR
R A R S bR R IS, FRATTH &5
Wk, B TABUBIAh, AR
SRSt pt il iee PSS
Bk, AR RS A T B

GEICO may appear to be an exception, having been
turned around from the very edge of bankruptcy
in 1976. It certainly is true that managerial
brilliance was needed for its resuscitation, and
that Jack Byrne, upon arrival in that vyear,
supplied that ingredient in abundance.

GEIGO Bi¥Ft—Ml4h, H 1976 )L
TR A AR L, W&ERE
Jack Byrne ATHIEE—REMFIIER
W, IEAE TR A R KR 2 .

But it also is true that the fundamental business
advantage that GEICO had enjoyed — an advantage

2R AT 5 BT 45 5 408 fa bl 4
o, GEIGO Ay~ Hodm d 2 7l 3%
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that previously had produced staggering success
— was still intact within the company, although
submerged in a sea of financial and operating
troubles.

G2 FEOCHE

GEICO was designed to be the low—cost operation
in an enormous marketplace (auto insurance)
populated largely by companies whose marketing
structures adaptation.
designed, it could offer unusual value to its
customers while earning unusual returns for
itself. For decades it had been run in just this
Its troubles in the mid-70s were not

restricted Run as

manner.
produced by any diminution or disappearance of
this essential economic advantage.

ST KW QIR . AN
TREBATHAL BN, —H
LAk GEIGO # H g i WA & BiAs
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GEICO’ s problems at that time put it in a
position analogous to that of American Express
in 1964 following the salad oil scandal. Both
one—of—a—kind companies, temporarily
reeling from the effects of a fiscal blow that
did not destroy their exceptional underlying
economics. The GEICO and American Express
situations, extraordinary business franchises
with a localized excisable cancer (needing, to
be sure, a skilled surgeon), should be
distinguished from the true “turnaround”
situation in which the managers expect — and need
— to pull off a corporate Pygmalion.

were

GEIGO (1) 1n) {5 55 1964 4725 815 38 T 15
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Whatever the appellation, we are delighted with
our GEICO holding which, as noted, cost us $47
million. To buy a similar $20 million of earning
power in a business with first—class economic
characteristics and bright prospects would cost
a minimum of $200 million (much more in some
industries) if it had to be accomplished through
negotiated purchase of an entire company. A 100%
interest of that kind gives the owner the options
of leveraging the purchase, changing
managements, directing cash flow, and selling
the business. It may also provide some excitement
around corporate headquarters (less frequently
mentioned).

AREAUL, FATE IR E e L
4,700 JSETTHIANT K E] GEICO HIHF
JBe, B Rz e e 5 SUARZE LR
—FRBARAZVR IS, H
REAER B 2,000 HEARMAF, &
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We find it perfectly satisfying that the nature
of our insurance business dictates we buy many
minority portions of already well-run businesses

ORI E , BATA RS
A b B 3 A BB A (LR35 T
R MR, GXACRAN
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(at prices far below our share of the total value
of the entire business) that do not need
management change, re—direction of cash flow, or
sale. There aren’ t many Jack Byrnes in the
managerial world, or GEICOs in the business
world. What could be better than buying into a
partnership with both of them?

ANREH A E YR ToIERT 7 S
Bl E LR A D, FATAK A
SIRFMEIAZ, e 2 5
H, Jack Byrnes 8% GEICO #4372 /b
£, BE LUK AERIOCR S ek &
VEA AT ANE] W ?

Insurance Industry Conditions

PRSP L

The insurance industry’ s underwriting picture
continues to unfold about as we anticipated, with
the combined ratio (see definition on page 37)
rising from 100.6 in 1979 to an estimated 103.5
in 1980. It is virtually certain that this trend
will continue and that industry underwriting

losses will mount, significantly and
progressively, in 1981 and 1982. To understand
why, we recommend that you read the excellent

analysis of property—casualty competitive
dynamics done by Barbara Stewart of Chubb Corp.
in an October 1980 paper. (Chubb’ s annual report
consistently presents insightful,
candid and well-written discussion of industry
conditions: you should get on the company’ s
mailing list.) Mrs. Stewart’ s analysis may not
be cheerful, but we think it is very likely to
be accurate.

the most

86 7 M 155 o R B0 T 1 5 i BT T
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And, unfortunately, a largely unreported but
particularly pernicious problem may well prolong
and intensify the coming industry agony. It is
not only likely to keep many insurers scrambling
for business when underwriting losses hit record
levels — it is likely to cause them at such a time
to redouble their efforts.

MR, — A WA
T 0 L 7 Il 0 55
e, ALK 2 7 R (R
O F S BRTI2F HR
AT AL L 1955 ) T 3)
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This problem arises from the decline in bond
prices and the insurance accounting convention
that allows companies to carry bonds at amortized
cost, regardless of market value. Many insurers
own long—term bonds that, at amortized cost,
amount to two to three times net worth. If the
level is three times, of course,
shrink from cost in bond prices — if it were to
be recognized on the books — would wipe out net
worth. And shrink they have. Some of the largest
and best known property—casualty companies

a one—third
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currently find themselves with nominal, or even
negative, net worth when bond holdings are valued
at market. Of course their bonds could rise in
price, thereby partially, or conceivably even
fully, restoring the integrity of stated net
worth. Or they could fall further. (We believe
that short—term forecasts of stock or bond prices
are useless. The forecasts may tell you a great
deal about the forecaster; they tell you nothing
about the future.)

IEANIREE N B o (FRATTARAF S T 22 o
FEFFO RS DT AE R PR A 2 e
FIE S T AT R sl RE A AR S T
RTINS AL, HX T T AR 2
R B BAT )

It might strike some as strange that an insurance
company’ s survival is threatened when its stock
portfolio falls sufficiently in price to reduce
net worth significantly, but that an even greater
decline in bond prices produces no reaction at
all. The industry would respond by pointing out
that, no matter what the current price, the bonds
will be paid in full at maturity, thereby
eventually eliminating interim price
decline. It may take twenty, thirty, or even
forty years, this argument says, but, as long as
the bonds don’ t have to be sold, in the end
they’ 11 all be worth face value. Of course, if
they are sold even if they are replaced with
similar bonds offering better relative value -
the loss must be booked immediately. And, just
as promptly, published net worth must be adjusted
downward by the amount of the loss.

any
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Under such circumstances, a great many
investment options disappear, perhaps for
decades. For example, when large underwriting

losses are in prospect, it may make excellent
business logic for some insurers to shift from
tax—exempt bonds bonds.
Unwillingness to recognize major bond losses may
be the sole factor that prevents such a sensible
move.

into taxable

EEREIEMREOLELE, B Rl e
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But the full implications flowing from massive
unrealized bond losses are far more serious than
just the immobilization of investment intellect.
For the source of funds to purchase and hold those
bonds 1is a pool of money derived from
policyholders and claimants (with changing
faces) — money which, in effect, is temporarily

TP ), PR F R A R Rk
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on deposit with the insurer. As long as this pool
retains its size, no bonds must be sold. If the
pool of funds shrinks — which it will if the
volume of business declines significantly -
assets must be sold to pay off the liabilities.
And if those assets consist of bonds with big
unrealized losses, such losses will rapidly
become realized, decimating net worth in the
process.

Thus, an insurance company with a bond market
value shrinkage approaching stated net worth (of
which there are now many) and also faced with
inadequate that
deteriorate further has two options. One option
for management is to tell the underwriters to
keep pricing according to the exposure involved
— “be sure to get a dollar of premium for every
dollar of expense cost plus expectable loss
cost” .

rate levels are sure to

DRI ORI 23 W) 72 THT I 007 A% 1 2k
KRR (H TR V2 2
k), (AN T3 B A AR BAS G B
I, AR, — Rl R
TRIBIT, AT AR, PR P4
XFANTT LU TPk B8 2R A In L8k
iR

The consequences of this directive
predictable: (a) with most business both price
sensitive and renewable annually, many policies
presently on the books will be lost to
competitors in rather short order; (b) as premium
volume shrinks significantly,
lagged but corresponding decrease in liabilities
(unearned premiums and claims payable); (c)
assets (bonds) must be sold to match the decrease
(d) the formerly
unrecognized disappearance of net worth will
become partially recognized (depending upon the
extent of such sales) in the insurer’ s published
financial statements.

are

there will be a

in liabilities; and

KRR E RN () T
KBy B Mb 55 82 R4 ST ELG s
HRAH = BUE,  Br LMR 2 DR 5 A B 0
2 UL 520 T84 (b) B fR 2%
W KIEAR 7K, AR N S R H
SRR D> CR 2T OR 9% b WA B
) () B (BF) LAURAE HE, U
DR A7 A5 (R ik 2> () Jit 5 5 T AR R
BRI, REIE NS DR IS (1
Mg L (AREFLENZ
5 o

Variations of this depressing sequence involve
a smaller penalty to stated net worth. The
reaction of some companies at (c) would be to sell
either stocks that are already carried at market
values or recently purchased bonds involving
less severe losses.
— selling the better assets and keeping the
biggest losers — while less painful in the short
term, is unlikely to be a winner in the long term.

This ostrich—-like behavior
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The second option is much simpler: just keep
writing business regardless of rate levels and
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whopping prospective underwriting losses,
thereby maintaining the present levels of
premiums, assets and liabilities — and then pray
for a better day, either for underwriting or for
bond prices. There is much criticism in the trade
press of “cash flow” underwriting; 1i.e.,
writing business regardless of prospective
underwriting losses in order to obtain funds to
invest at current high interest rates. This
second option might properly be termed “asset
maintenance” underwriting — the acceptance of
terrible business just to keep the assets you now
have.

MRl DLAE R BUAT DR B N K HE S
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Of course you know which option will be selected.
And it also is clear that as long as many large
insurers feel compelled to choose that second
option, there will be no better day for
underwriting. For if much of the industry feels
it must premium
regardless of price adequacy, all insurers will
have to come close to meeting those prices. Right
behind having financial problems yourself, the
next worst plight is to have a large group of
competitors with financial problems that they
can defer by a “sell-at—any-price” policy.

maintain volume levels
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We mentioned earlier that companies that were
unwilling — for any of a number of reasons,
including public reaction, institutional pride,
or protection of stated net worth — to sell bonds
at price levels forcing recognition of major
might find
investment posture for a decade or longer. But,
as noted, that’ s only half of the problem.
Companies that have made extensive commitments
to long—term bonds may have lost,
considerable period of time, not only many of
their investment options, but many of their
underwriting options as well.

losses themselves frozen in

for a
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Our own position in this respect is satisfactory.
We believe our net worth, valuing bonds of all
insurers at amortized cost, 1is the strongest
relative to premium volume among all large
property—casualty
When bonds are valued at market,

stockholder—-owned groups.

our relative
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strength becomes far more dramatic. (But lest we
get too puffed up, we remind ourselves that our
asset and liability maturities still are far more
mismatched than we would wish and that we, too,
lost important in bonds because your
Chairman was talking when he should have been
acting.)

sums
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Our abundant capital and investment flexibility
will enable us to do whatever we think makes the
sense during the prospective extended
period of inadequate pricing. But troubles for
the industry mean troubles for us. Our financial
strength doesn’ t remove us from the hostile
pricing environment now enveloping the entire
property—casualty insurance industry. It just
gives us more staying power and more options.

most
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Insurance Operations

PRIV I

The National Indemnity managers, led by Phil
Liesche with the usual able assistance of Roland
Miller and Bill Lyons, outdid themselves in 1980.
While volume was flat, underwriting margins
relative to the industry were at an all-time
high. We expect decreased volume from this
operation in 1981. But its managers will hear no
complaints from corporate headquarters, nor will
employment or salaries suffer. We enormously
the National Indemnity underwriting
discipline — embedded from origin by the founder,
Jack Ringwalt — and know that this discipline,
if suspended, probably could not be fully
regained.

admire
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John Seward at Home and Auto continues to make
good progress in replacing a diminishing number
of policies with volume
competitive lines, primarily small-premium
general liability. Operations are being slowly
expanded, both geographically and by product
line, as warranted by underwriting results.

auto from less
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EIZ T, ANV AR AEHL X Bl 7 2k,
WAEG AT

The reinsurance business continues to reflect
the excesses and problems of the primary writers.
it has the potential for magnifying
such excesses. Reinsurance is characterized by

Worse yet,

extreme ease of entry, large premium payments in
advance, and much—delayed loss reports and loss

FEORME 25 B4 i T HEABSAS RN, 38
sefF e B TR R, Bl
ORI T W (1 T, i R S
ARROR 3, (R JUIE R 2B B
I FEEIH AR, PRI SR
ARSI B SR
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Initially, the morning mail brings
lots of cash and few claims. This state of affairs
can produce a blissful, almost euphoric, feeling
akin to that experienced by an innocent upon
receipt of his first credit card.

payments.

The magnetic lure of such cash—generating
characteristics, currently enhanced by the
presence of high interest rates, is transforming
the reinsurance market into “amateur night” .
Without a super  catastrophe, industry
underwriting will be poor in the next few years.
If we experience such a catastrophe, there could
be a bloodbath with some companies not able to
live up to contractual commitments. George Young
continues to do a first—class job for us in this
Results, with income
included, have been reasonably profitable. We
will retain an active reinsurance presence but,
for the foreseeable future, we expect no premium

growth from this activity.

business. investment

B I G| A1 KB ) B AKX
AT, H T R 2R R B NG
FEMELS, SREL R EE R R
RAERKAE, WS LT RIS
AR 2, MR, BA KKAME
KA, DURE K ) IR 25 BRI A DR B
ANwE G b, PN SR AT RETCEE
ITHEPYYZBATHIA L, 1A
George Young fEIX—ATHIZRIL—1
U, R S, 1hRE
A BELIRERA,  FRATTHRE 4k 2L B A 1
friidy, AAETILRIARg, R 21K
NHHARAEA KM ) o

We continue to have serious problems in the
Homestate operation. Floyd Taylor in Kansas has
done an outstanding job but our underwriting
record elsewhere is considerably below average.
Our poorest performer has been Insurance Company
of Iowa, at which large
sustained annually since its founding in 1973.
Late in the fall we abandoned underwriting in
that state, and have merged the company into
Cornhusker Casualty. There is potential in the
homestate concept, but much work needs to be done
in order to realize it.

losses have been

1t Homestate ZKIHORINSSJr 10T, 3&
fITRFSIG BRI ) &, BR T Kansas
] Floyd Taylor #b, FL&RMIRIRE
WA RNV AKAEZ S, Hfr Towa fx
B, H 1973 ROLLIK, R R A
AR R, B2 EFERATE 85 Wiz
LSS, FHK 2 N\ Cornhusker
PER, G DR RS A SE AR K
11, ARIETFEARZ B ) A IS

KJO

Our Workers Compensation operation suffered a
severe loss when Frank DeNardo died last year at
37. Frank instinctively thought
underwriter. He was a superb technician and a
competitor; 1in short had
straightened major problems at the
California Workers Compensation Division of
National Indemnity. Dan Grossman, who originally
brought Frank to us, stepped in immediately after
Frank’ s death to continue that operation, which
now utilizes Redwood Fire and Casualty, another
Berkshire subsidiary, as the insuring vehicle.

like an

fierce order he

out

BT 57 TAR IR Gl 2515 24P 2k g
7y 37 %[ Frank AL, fthoRA4
MR LR, BRI, %) b
HE, R TR IS R] P A8 5 A
BRGNS I sk 2R, 9wl 4
Frank B Dan 7 EIE:TFHRA T
B, A A RS — KT A
Redwood ‘K[ A F44, &5 .
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Our major Workers Compensation operation,
Cypress Insurance Company, run by Milt Thornton,
continues its outstanding record. Year after
year Milt, 1like Phil Liesche,
underwriting operation that far outpaces his
competition. In the industry he is admired and

copied, but not matched.

runs an

2T Milt Préiz ) Cypress frES:
AN — HARTRATEIZ IO %5 1 3 7
HERIW—HMAMR, 5 Phil
Liesche —Ff, 74 [ADL A 4% 545
P7, ARILPLT5 I RIEN 2 RNV TGk B
U o

Overall, we look for a significant decline in
insurance volume in 1981 along with a poorer
underwriting result. We expect underwriting
experience somewhat superior to that of the
industry but, of course,
industry. There will be some disappointments.

so does most of the

SRS EAE 1981 AR5 KlE T
i, BRI B ALK, BR
TATHUY B ST %2 LERINE B
V2, HEHEFNEBHEXFEN S, B
JAEEANE KK,

Textile and Retail Operations

il B IS

During the past year we have cut back the scope
of our textile business. Operations at Waumbec
Mills have been terminated, reluctantly but
necessarily. Some equipment was transferred to
New Bedford but most has been sold, or will be,
along with real estate.
costly mistake in not facing the realities of
this situation sooner.

Your Chairman made a

FERANATRAE G PN ) E B A,
BRI RHIAGAT A Waumbec
T, BT OHE&EHEBE SR New
Bedford 4b, HARWAIER) b5 #HH
by de, JAN TRV H I
SEIMAU T H KR R

At New Bedford we have reduced the number of looms
operated by about one—third, abandoning some
high-volume lines in which product
differentiation insignificant. Even
assuming everything went right — which it seldom
did - these lines could not generate adequate
returns related to investment. And, over a full
industry cycle, losses were the most likely
result.

was

M4t New Bedford FA AR T ¥#io
=0 —HAAHL, REESDE
FERLIALE 5 1 RIS — DDA GX A
BUAR D), e P 2 ATy AN H B0 4%
i, RMEAEERT S, S TC T
o

Our remaining textile operation, still sizable,
has been divided into a manufacturing and a sales
division, each free to do business independent
of the other. Thus, distribution strengths and
mill capabilities will not be wedded to each
other. We have more than doubled capacity in our
most profitable textile segment through a recent
purchase of used 130-inch Saurer looms. Current
indicate another tough vyear 1in
but with substantially less capital

employed in the operation.

conditions
textiles,

FITgigiFlk, MBSEARN, K
X3 i S PR, A BT
B, WEAARSTIE R, BT
B 130 AU HL, R fil
FFEATH AT 5 HLRA BE T 7 2 17
REHEIN— 1%, TS PR FRAIGTZME X
K TR N K47, Prag A IHEIX—
AT PTBAN B GEA LR D o

Ben Rosner’ s record at Associated Retail Stores

continues to amaze us. In a poor retailing year,

i 4

Ben 7RI Z MG IR I FFEL L K
AR, FEZE VS 2R 1 —4F,

4y
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Associated’ s earnings continued excellent —and
those earnings all were translated into cash. On
March 7, 1981 Associated will celebrate its 50th
birthday. Ben has run the business (along with
Leo Simon, his partner from 1931 to 1966) in each
of those fifty years.

AR ARRIME, B B A
AN, TS BRI
oA Sk, W R OAT AR
Simon (1931-1966) , Wi N4 IX
NFBEAHTET

Disposition of Illinois National Bank and Trust
of Rockford

PR B 84T M Rockford {FFGAL
N

On December 31, 1980 we completed the exchange
of 41, 086 shares of Rockford Bancorp Inc. (which
owns 97. 7% of I1linois National Bank) for a like
number of shares of Berkshire Hathaway Inc.

1980 4FJi, AT T 58 T LMy
IRYL B A e 41,086 i
Rockford Bancorp (JLfFfH 97. 7%
e 1 AT A IBhAE .

Our method of exchange allowed all Berkshire
shareholders to maintain their proportional
interest in the Bank (except for me;
permitted 80% of my proportional share). They
were thus guaranteed an ownership position
identical to that they would have attained had

I was

we followed a more conventional spinoff
approach. Twenty—four shareholders (of our
approximate 1300) chose this proportional

exchange option.

A ) 5 AEVAD S A IR I AR e R &
H AR Z AT ARG (R T AN GE
YEFEIFR 1 80%) » n b Ad AT 1K AT A {7
FEZAAT IR G S5 AL G o8 )7 X —
FEZBRRE, BT 24 A (H AT
AR M NECH 1,300 N) k4% T XA
X

We also allowed overexchanges, and thirty—nine
additional shareholders accepted this option,
thereby increasing their ownership in the Bank
and decreasing their proportional ownership in
Berkshire. All got the full amount of Bancorp
stock they requested,
desired by these thirty—nine holders was just
slightly less than the number left available by
the remaining 1200—plus holders of Berkshire who
elected not to part with any Berkshire shares at
all. As the exchanger of last resort, I took the
small balance (3% of Bancorp’ s stock). These
shares, added to shares I received from my basic
exchange allotment (80% of normal), gave me a
slightly reduced proportional interest in the
slightly enlarged proportional
interest in Berkshire.

since the total shares

Bank and a

Ty AN ARAT TR AT SR I I AR AT
(R 2t CREDXS L, FEAEAR 3 A5 7K AN B
FE9) o A4 I SR R i AR B
W RS, A 39 A7 AR 77 =K
(AR B W A A T3 1, 200 2
R IEREAHUOR A0 A5 R IR TR
(RVERAT ey, )T 4 v T) 22 0 ) P A
NS (2114 Bancorp 3% Efn) , 1
It Je R eA 0% Bl A i, fx
JaEs R, A NFERRAT A AR
b TTAEAR S Ay 7K A 2 U Al 8

Management of the Bank is pleased with the
outcome. Bancorp will operate as an inexpensive
and uncomplicated holding company owned by 65
shareholders. And all of those shareholders will
have become Bancorp owners through a conscious

HRAT L8 A BA K T IX R 1 45 R Je 3]
Wi, Bancorp ¥R —AN A 65 47
2, AR pali HANE AR 3 I8 )
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affirmative decision.

Financing

W55

In August we sold $60 million of 12 3/4% notes
due August 1, 2005, with a sinking fund to begin
in 1991.

8 AUy, TMIKATT 12.75%, 25 H-1HH
(2005 4FEIH) , 440 6,000 J7FETTH
AwEME, KA LRE BAIK T 1991
IR 24

The managing underwriters, Donaldson, Lufkin &
Jenrette Securities Corporation, represented by
Bill Fisher, and Chiles, Heider & Company, Inc.,
represented by Charlie Heider, did an absolutely
first—-class job from start to finish of the
financing.

IX TR 0t 2 ) =AY 7 Donaldson
H U 22 2 PR AT — U R 55

Unlike most businesses, Berkshire did not
finance because of any specific immediate needs.
Rather, we borrowed because we think that, over
a period far shorter than the life of the loan,
we will have many opportunities to put the money
to good use. The most attractive opportunities
may present themselves at a time when credit is
extremely expensive — or even unavailable. At
such a time we want to have plenty of financial

firepower.

AMERIBB I AT, AR RIS
N T BB S YT < SR 2
B, AR SN A 2 AT 54
58 IR N (2 W Rl 4 B oK
AVFZ A BTN I, BRI
TR R Z R IAE T I AR AR e X
A, TSI AR — 5 A SR e K
K1

Our acquisition preferences run toward
businesses that generate cash, not those that
consume it. As inflation intensifies, more and
more companies find that they must spend all
funds they generate internally just to maintain
their existing physical volume of business.
There is a certain mirage—like quality to such
operations. However attractive the earnings
numbers, we remain leery of businesses that never
seem able to convert such pretty numbers into

no-strings—attached cash.

XIS 5, FATI N 52 8 L8 2
“PrAEBLE” mEAE I K
Alo T RE ST A, ok
2 [0 ) R BLEATT L 250K BT A (14
—HEREBAA R AT N E e
PR, AR 28 2w K A 7 A
BRAER B A e eI, A2 AT
DREF e B o

Businesses meeting our standards are not easy to
find. (Each year we read of hundreds of corporate
acquisitions; only a handful would have been of
interest to us.) And logical expansion of our
present operations is not easy to implement. But
we’ 11 continue to utilize both avenues in our
attempts to further Berkshire’ s growth.

PEE A TRRE ) 22 7] AN D) R
(REE AT B P I 58, o
AT D HRE S DR FRATTKI ) , P L 22
IR BATRE S B E I 78 AR IR A
THHS, BRAPR RS2 T 2K
PAORFFAA e A5 IR KK

Under all circumstances we plan to operate with
plenty of liquidity, with debt that is moderate
in size and properly structured, and with an

abundance of capital strength. Our return on

Jore i, AT A B RE S PR RFE
s tt, bt a5 Had 2 JF Ok
P TSI BEASE Ty, BRIX R < 1)
AR ALAF AT S TEIRIN A A AT
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equity is penalized somewhat by  this
conservative approach, but it is the only one

with which we feel comfortable.

TR, AHR AR RELE FRATTI
B2z —Fh 5 2

Gene Abegg, founder of our long—owned bank in
Rockford, died on July 2, 1980 at the age of 82.
As a friend, banker and citizen,
unsurpassed.

he was

Gene Abegg T A1 K M # ¥ 1Y
Rockford RATGIIp N, T-LH = Hik
e, FENZ8, A RA
BATHK SR AR, A2 TG ] I .

You learn a great deal about a person when you
purchase a business from him and he then stays
on to run it as an employee rather than as an
owner. Before the purchase the seller knows the
intimately, whereas you start from
scratch. The seller has dozens of opportunities
to mislead the buyer - through omissions,
ambiguities, and misdirection. After the check
has changed hands, subtle (and not so subtle)
changes of attitude can occur and implicit
understandings evaporate. As in the
courtship—marriage disappointments
are not infrequent.

business

can
sequence,

BRI NSRS — KA w i, foxt
RANATEZM T, 2R 0E
Al LA AR AR By A R 288 1K
Konwle (ERSLIFPURHT, ARXSIXHK 2
H T AR, MAREI—JERTA, LT
A RZHL T LU K T7, 458 5
SeIJe, T (ESAIRATD) 113
JEE T SR TSR] R At A I
UGS RO RE R, R M
CIibR

From the time we first met, Gene shot straight
100% of the time — the only behavior pattern he
had within him. At the outset of negotiations,
he laid all negative factors face up on the table;
hand, the
transaction was completed he would tell me

on the other for years after

periodically of some previously undiscussed
items of value that had come with our purchase.

117 FATE —IKALT , Gene F14» 2
W, R A AT
g, Al 2 =) B S ) DA E T AR
Wby U5 AEA S SE AR R
il dde 2 52 ST A5 SR 2T 5E T I R 3
wRI T .

Though he was already 71 years of age when he sold
us the Bank, Gene subsequently worked harder for
us than he had for himself. He never delayed
reporting a problem for a minute, but problems
were few with Gene. What else would you expect
from a man who, at the time of the bank holiday
in 1933, had enough cash on the premises to pay
all depositors in full? Gene never forgot he was
handling other people’ s money. Though this
fiduciary attitude was always dominant, his
superb managerial skills enabled the Bank to
regularly achieve the top position nationally in
profitability.

MRS AR C AT 2 BAT
i 71 %, Gene {ySRME) TARHEET
DAAE, BRI AR R, (AT
AENLZIR S 2 AR EE, PRIEAEXTIX
RN 2 ZOREAT AWE? (L AE 1933
SEAZARAT PR AT (R B A0 2 DAST RV
P AAT 0 » bk Ig LA bR AR AL B
NI, B ARIXR I EANT )2
FERE K 2 ], (AR AR B R
R ARAT A4 SRR RE T IR L -4k
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Gene was in charge of the Illinois National for
close to fifty years — almost one—quarter of the
lifetime of our country. George Mead, a wealthy

Gene o A B ZAAT 1 12 K
1T 50 4, 23 Py iy sz —,
M)A TV ET George Mead M
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industrialist, brought him in from Chicago to
open a new bank after a number of other banks in
Rockford had failed. Mr. Mead put up the money
and Gene ran the show. His talent for leadership
soon put its stamp on virtually every major civic
activity in Rockford.

ZINEHEAFE K Rockford FF 43T,
Mead sGEFi5THIER, Gene N415%7
71, M F A fe LW 4E Rockford
Hi DX &L RS vE B R I K

Dozens of Rockford citizens have told me over the
years of help Gene extended to them. In some cases
this help was financial; in all cases it involved
much wisdom, empathy and friendship. He always
offered the same to me. Because of our respective
ages and positions I was sometimes the junior

partner, sometimes the senior. Whichever the
relationship, it always was a special one, and
I miss it.

YF% Rockford MJE [R5 JFIRIXLLAE
kK Gene Zy TAMIRZHB, AW
SR IR, H S 2 I A R R RE
A1 5 ACH, M3A A 5 3K
32, B IEL S TAE LRC
2, WATEINE A, ARW, XA
KA HHEIR, oK Al
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ToHEHIR 2 £ 4% (Non-controlled Ownership Earnings)
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