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Warren Buffett’ s

Letters To Berkshire Shareholders 2000
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Note: The following table appears in the printed Annual Report on the
facing page of the Chairman’ s Letter and is referred to in that letter.
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Berkshire’ s Corporate Performance vs. the S&P 500

Berkshire vs S&P 500 5% b &

Annual Percentage Change
in Per—Sharein
Per—ShareBook
Value in S&P 500in S&P 500with
Voar ofBerkshire (1) (1)|DividendsIncluded(2) (2)|RelativeRelativeResults(1)=(2)
1965 23.8 10. 010. 13. 813.
1966 20.3 (11.7) 32.032.
1967 11.0 30. 930. (19.9)
1968 19.0 11.011. 8. 08.
1969 16. 2 (8.4) 24. 624.
1970 12.0 3.93. 8. 18.
1971 16. 4 14.614. 1. 81.
1972 21.7 18.918. 2. 82.
1973 .7 (14.8) 19.519.
1974 .5 (26.4) 31.931.
1975 21.9 37.2317. (15.3)
1976 59.3 23.623. 35.735.
1977 3L.9 (7.4) 39. 339.
1978 24.0 6. 46. 17.617.
1979 35.7 18. 218. 17.517.
1980 19.3 32.332. (13.0)
1981 31.4 (5.0) 36. 436.
1982 40.0 21.421. 18.618.
1983 32.3 22.422. 9.99.
1984 13.6 6. 16. 7.57.
1985 48.2 31.631. 16. 616.
1986 26. 1 18.618. 7.57.
1987 19.5 5. 15. 14. 414.
1988 20.1 16. 616. 3. 53.
1989 44. 4 31.731. 12. 712.
1990 7.4 3.1 10. 510.
1991 39.6 30. 530. 9.19.
1992 20.3 7.67. 12. 712.
1993 14.3 10. 110. 4. 24.
1994 13.9 1. 31. 12.612.
1995 43.1 37.637. 5. 55.
1996 31.8 23.023. 8. 88.
1997 34.1 33.433. 7.
1998 48.3 28. 6. 19. 719.
1999 .5 21.021. (20.5)
2000 6.5 9.1 15.615.
Average 23. 6% 11.8%11. 8 11.8%11. 8
Annual Gain —
1965-2000
Overall Gain 207, 821% 5, 383%5, 383 202, 438%202, 438
- 1964-2000
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Notes:

Data are for calendar years with these exceptions: 1965 and
1966, year ended 9/30; 1967, 15 months ended 12/31.

GORLLA DA 9 HE, B T 1965 45 ¢ 1966 4F Z& 42 9/30; 1967 4114
2 12/31 1510 H.

Starting in 1979, accounting rules required insurance
companies to value the equity securities they hold at market
rather than at the lower of cost or market, which was
previously the requirement. In this table, Berkshire’s
results through 1978 have been restated to conform to the
changed rules. In all other respects, the results are
calculated using the numbers originally reported.

M 1979 SETFUG, St S R DR IS 2w AT (VA BB L AR H
RIS 1 A S A ik, AEAR R, 1978 4 LRI
ORI O IR S U BRI R, BRIz Ah, HE T B AR R s U
LR ARAEH B

The S&P 500 numbers are pre—tax whereas the Berkshire numbers
are after—tax. If a corporation such as Berkshire were simply
to have owned the S&P 500 and accrued the appropriate taxes,
its results would have lagged the S&P 500 in years when that
index showed a positive return, but would have exceeded the
S&P in years when the index showed a negative return. Over
the years, the tax costs would have caused the aggregate lag
to be substantial.

S&P 500 5L R LABLAT A UE, 10 Berkshire M NJE TR, W
K Berkshire FLEALTE S&P 500 UK L ERAEAH AL AL, ) >4 S&P 500
(RIAR I  IE ), Berkshire LKA S&P 500, A1 2 145 S&P 500
(KR I A fF, Berkshire IZRIVEHAL T S&P 500, KM=,
Berkshire FANAAH B TUSAREAE AT o 1R) A 2253 H 739K

To the Shareholders of Berkshire Hathaway Inc. :
2 Berkshire T B 4 :

Our gain in net worth during 2000 was $3.96 billion, which increased the
per—share book value of both our Class A and Class B stock by 6. 5%. Over
the last 36 years (that is, since present management took over) per—share
book value has grown from $19 to $40, 442, a gain of 23.6% compounded
annually. *

Aoy 2000 A FFHERTIN T 39. 6 425570, KRB A Jiel B BAIIK R R T
6.5%, FililZk 36 AELUK, Wit AN EEN ERET 2, RIBREET
FIH) 19 JORCK BIILAERT 40, 442 676, FEEGHAHELA N 23. 6%+,

¥ 3 T ks T
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#%A11 figures used in this report apply to Berhire’s A shares, the
successor to the only stock that the company had outstanding before 1996.
The B shares have an economic interest equal to 1/30th that of the A.

*1 FEAEAR A T IB BRI E - R DL A 21l IR 2 8 R S A, X R AR HIHE 1996
FE LRI AESNE — 0 — PPy, B 18 R HHE A Z i — 12— 1R
F.

Overall, we had a decent year, our book-value gain having outpaced the
performance of the S&P 500. And, though this judgment is necessarily
subjective, we believe Berkshire’ s gain in per—share intrinsic value
moderately exceeded its gain in book value. (Intrinsic value, as well as
other key investment and accounting terms and concepts, are explained in
our Owner’ s Manual on pages 59-66. Intrinsic value is discussed on page
64. )

B, Berkshire RAEMIRILIAT A, AN BB E S OME 1 R I A
R S&P500 FrEL, HARIXAEM M B, HIRATTIN N Berkshire &M% SE A
(E MR EE B R A A K, O B O ST, SR E#S &
A RBE ) — AN %408, AR METEA I3, IE SRR T .

Furthermore, we completed two significant acquisitions that we negotiated
in 1999 and initiated six more. All told, these purchases have cost us
about $8 billion, with 97% of that amount paid in cash and 3% in stock.
The eight businesses we’ ve acquired have aggregate sales of about $13
billion and employ 58,000 people. Still, we incurred no debt in making
these purchases, and our shares outstanding have increased only '/; of 1%.
Better yet, we remain awash in liquid assets and are both eager and ready
for even larger acquisitions.

FARIRAT— R e 4, oA PR 1999 fFRi T iR, X EE%E 11
SRR IR 80 {4300, FTE R &S eKEAE RSN, BB EEBE,
Hor 97%2& AR 34, Hoay 3% A 52, B DAL AE M A 34 0. 3 AN 4
AImE, X\EMFHEENEG RIS 130 29570, JEH i1 58, 000 44, B
P2 H AT ERAT T LISk i, Bl I 7 46 PSR R BRI A #

I will detail our purchases in the next section of the report. But I will
tell you now that we have embraced the 21" century by entering such
cutting—edge industries as brick, carpet, insulation and paint. Try to
control your excitement.

AERAE R, Ja PSRRI S ST R IA R, EIXH, B RS
i, JEE 21 AL, FATRERZSBEZ R, HER . B R dh B R S S A I 2R i
Pl

On the minus side, policyholder growth at GEICO slowed to a halt as the
year progressed. It has become much more expensive to obtain new business.

¥4 T L5 T
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I told you last year that we would get our money’ s worth from stepped-up
advertising at GEICO in 2000, but I was wrong. We’ 11 examine the reasons
later in the report.

3 J5 1T, GEICO FRIPR ™ R 5 Y B X B 5, AT DR L [ A O
FAER IR AT SRR RA NI BN K 2 SRR 22, S5 W3
FIBOR AR RN, AR 105 BB AT TIE 2 P AT A B A

Another negative — which has persisted for several years — is that we see
our equity portfolio as only mildly attractive. We own stocks of some
excellent businesses, but most of our holdings are fully priced and are
unlikely to deliver more than moderate returns in the future. We’ re not
alone in facing this problem: The long—term prospect for equities in
general is far from exciting.

TANEAT — I LEE R — EARAE R SR S 2 H T AT R st 4l 1
R BAT K KIS T, BATEA SN LEAR AR IR B, (BR824 =] (15
k2 CE RN ILHME, BT AR AR ARARAEFAT e A PR BB i, X4l —
D%, H A I AT SRR — BB B4 R

Finally, there is the negative that recurs annually: Charlie Munger,
Berkshire’ s Vice Chairman and my partner, and I are a year older than
when we last reported to you. Mitigating this adverse development is the
indisputable fact that the age of your top managers is increasing at a
considerably lower rate — percentage—wise — than is the case at almost
all other major corporations. Better yet, this differential will widen
in the future.

RJaICH — IRFE AR R A RIRE R, it &2 4% -Berkshire fYEIHEHFK
HELEGIKNLLRIEAN, BT EENHZ T2, Preetilid g L ER A
K, A1) E R BN E AL il DA 2845 2 (FERE/4R0S) , iy HaX R 22
SCIER N P S U PN

Charlie and I continue to aim at increasing Berkshire’ s per—share value
at a rate that, over time, will modestly exceed the gain from owning the
S&P 500. As the table on the facing page shows, a small annual advantage
in our favor can, if sustained, produce an anything—but—-small long—term
advantage. To reach our goal we will need to add a few good businesses
to Berkshire’ s stable each year, have the businesses we own generally
gain in value, and avoid any material increase in our outstanding shares.
We are confident about meeting the last two objectives; the first will
require some luck.

SN S, B P ERIRIL 2 — R Berkshire 41 S8 T (ELRR-KC 1R 380 3 B 20
T I S&P500 FRELI H bk L, e df i _EARSK R BT BoR i, BEAR PR R LA
HA S, HREREES R H, AMAZWEEFEA DI 2, 2R A4E
N T IERNEA Hbr, FRATESLA 20 € 754 Berkshire 88 JLKIF A H], FFil sk

¥ 5 T JL 56 T
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B O AT IX LR 23w AU EL DRSS B, () I 3 2388 S YL £ S b 1) IR 4R 2 K
BZAK, A NN PR BT AR I, E5 U ) 2 AlEE

It’ s appropriate here to thank two groups that made my job both easy and
fun last year — just as they do every year. First, our operating managers
continue to run their businesses in splendid fashion, which allows me to
spend my time allocating capital rather than supervising them. (I
wouldn’ t be good at that anyway. )

13X LR ) S 9 20 [T A LR B AR I DA — WA e AR A R, o, FRAT
R F I AMARGR L R < B RIS, eI, CHRIXASK
BRI L), A AT BRI (10 B RAE W ia I B8 2

Our managers are a very special breed. At most large companies, the truly
talented divisional managers seldom have the job they really want.

Instead they yearn to become CEOs, either at their present employer or
elsewhere. Indeed, if they stay put, they and their colleagues are likely
to feel they have failed.

FATHE N B ARF R IR —HF, AERE 1A w], IEAT RE I T4
AR SRAEA 5 1 A, AlATIAE 35 v S RE 8 )RS T R B, AR AEDAE ) 2
| BB B K w AT EL, i SR AR AR I Al B A BRI,
S e A E A A iR o

At Berkshire, our all-stars have exactly the jobs they want, ones that
they hope and expect to keep throughout their business lifetimes. They
therefore concentrate solely on maximizing the long—term value of the
businesses that they “own” and love. If the businesses succeed, they have
succeeded. And they stick with us: In our last 36 years, Berkshire has
never had a manager of a significant subsidiary voluntarily leave to join
another business.

7f Berkshire, TATPTA AL N SRAEAR S TAE, — O A AR E m H I
AR 2RI 1, R AT T T DLSE A T E AR AT R Al A A HL Gz
NI EAR KA, WS S D) T, Wt AT IA S 2l T, Abdi]
—HE5BAMIFAE, {F Berkshire L2 36 42K, EA W Utk ATA—47 T Fhlk
2N\ A3 2 IT Berkshire [1.

The other group to which I owe enormous thanks is the home—office staff.
After the eight acquisitions more than doubled our worldwide workforce
to about 112,000, Charlie and I went soft last year and added one more
person at headquarters. (Charlie, bless him, never lets me forget Ben
Franklin’ s advice: “A small leak can sink a great ship.”) Now we have
13. 8 people.
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AT AR, BERREC LR, /2 Berkshire AVE RN 53 1, £
BOBFE )\ AFAINA 5, BT ARk 5 S8 n s 112, 000 A, e
PRBIASER TR, BNk SR S g g — 4 o 13. 8 N (A B/ T,
EE IR W LA, AU, T 5 .

This tiny band works miracles. In 2000 it handled all of the details
connected with our eight acquisitions, processed extensive regulatory and
tax filings (our tax return covers 4,896 pages), smoothly produced an
annual meeting to which 25,000 tickets were issued, and accurately
dispensed checks to 3,660 charities designated by our shareholders. In
addition, the group dealt with all the routine tasks served up by a company
with a revenue run—rate of $40 billion and more than 300, 000 owners. And,
to add to all of this, the other 12.8 are a delight to be around.

XN R EIE T AR, 2000 FEAATT— E AR T \AFI I SRR/

P I NATHITA AT BORE 5855 Hil Ot 2 Rl At )58 4, 896 10) « ik
JehvE 25, 000 44 JI AR HE TS AR 2 2 A0 e LE ARG B e HH T AR 9 e SR 110 5
SREY 3,660 ZKEEEHIM, BRibZAh, X FERTEETRIE 400 12554 R
R 30 S NIRRT, HEATBERS A 2D al Ui, WEIXHE, 17X 12.8
NAE G LI HIS

I should pay to have my job.
TELAE ALK, LA HK.

Acquisitions of 2000

2000 - [1IE I %

Our acquisition technique at Berkshire is simplicity itself: We answer
the phone. I’ m also glad to report that it rings a bit more often now,
because owners and/or managers increasingly wish to join their companies
with Berkshire. Our acquisition criteria are set forth on page 23, and
the number to call is 402-346-1400.

75 Berkshire, FoA 1IN S0Me I I IR R R T4, T REIO R, B
FE ML AT T SR, 8 DR 7E TAT MR 1 24 ) S L2 B A 504 Tk At
N Berkshire M7, FeTRRAGIEA m HIbRAEH 2 IR 23 7, skl
402-346-1400,

Let me tell you a bit about the businesses we have purchased during the
past 14 months, starting with the two transactions that were initiated
in 1999, but closed in 2000. (This list excludes some smaller purchases
that were made by the managers of our subsidiaries and that, in most cases,
will be integrated into their operations. )
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BTN 17 A AL il RIS H POk, BATT R k2E 7L wl, SEi
VPRI 1999 “EFUITAR R, T 2000 “FEHUE AN R, (KRIFRBEH T2

CIE=

TP N BN G, W TS 8a— MA BT AR EE

WEH)

I described the first purchase — 76% of MidAmerican Energy — in last
year’ s report. Because of regulatory constraints on our voting
privileges, we perform only a “one-line” consolidation of
MidAmerican’ s earnings and equity in our financial statements. If
we instead fully consolidated the company’ s figures, our revenues
in 2000 would have been $5 billion greater than we reported, though
net income would remain the same.

F DT SRBEIR 6% AL ERFIIRE . Bt e, hT
AT BEE LR FIFRA DR 1% 22w I PEHRIRG - B EARRATT A fEiE i K 8 B A 2
% Kz m AR SR AR R NI Sk b, di5e EEURfEhS
Rz w (K 55807 78 93 e AR BE 22 ] R E, T Berkshire MR 2
DI 50 /230 Ll b, AR AT I A AT,

On November 23, 1999, I received a one—page fax from Bruce Cort that
appended a Washington Post article describing an aborted buyout of
CORT Business Services. Despite his name, Bruce has no connection
with CORT. Rather, he is an airplane broker who had sold Berkshire
a jet in 1986 and who, before the fax, had not been in touch with
me for about ten years.

1999 4 11 H 23 S| 1 Bruce Cort HHAMMEE, JEM—F TS E
RETUHBHRAT O¢ CORT R MVIRSS 2~ bR R Mg E, 5L b, BR T 45T
£ 2 4b, Bruce Cort 55 CORT AR SEAEA KR, KALEAR A K
HLAH AT T 6 A2, AR NIE B 25 7E 1986 4325 — 22 K145 Berkshire,
EIXTRAR L /T, RO T8 B A AT A ik

I knew nothing about CORT, but I immediately printed out its
SEC filings and liked what I saw. That same day I told Bruce
I had a possible interest and asked him to arrange a meeting
with Paul Arnold, CORT’ s CEO. Paul and I got together on
November 29, and I knew at once that we had the right
ingredients for a purchase: a fine though unglamorous
business, an outstanding manager, and a price (going by that
on the failed deal) that made sense.

R Z i, FAF CORT A vl —JGprAn, HIY i b ik
SHRIISCE, —FHZ T REEHE, SR, Fia Bruce KR
W% A TR D8R, IR ST B 3k e HE 5 1% A 7 i # Paul

Arnold &1, AAJG Paul BRIEAE 11 H 29 ShlH, 49 FFutsnE
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BAVRA T RE AT, Mt —F AT i 2w, R RS i
B (U2 2 /D /D32 BISC TR IISE ) o

Operating out of 117 showrooms, CORT is the national leader
in “rent—to—rent” furniture, primarily used in offices but
also by temporary occupants of apartments. This business, it
should be noted, has no similarity to “rent—to—own”
operations, which usually involve the sale of home
furnishings and electronics to people having limited income
and poor credit.

WA 117 DMAHMEIEZR i, CORT 23 p B A MM (WA IR 2
HAE I TS S, ] — R XM 2 AT B
FEANKAIR], Jo K H AR BUE (AR 7 i S L, 4D ie
DA R HASHE A ER

We quickly purchased CORT for Wesco, our 80%—owned subsidiary,
paying about $386 million in cash. You will find more details
about CORT’ s operations in Wesco’ s 1999 and 2000 annual
reports. Both Charlie and I enjoy working with Paul, and CORT
looks 1like a good bet to beat our original expectations.

AR T I 80% AL 123w Wesco 44 LA 3. 86 143 7T
(IR 43R CORT, KZK A LAZE Wesco 1999 4F % 2000 4F [FJ4FH
$R BB 24755 CORT (R, APEIR R AR A Paul —ifJL,
1M CORT ¥R IR TN T, BAIE PR E T .

Early last year, Ron Ferguson of General Re put me in contact with
Bob Berry, whose family had owned U.S. Liability for 49 years. This
insurer, along with two sister companies, is a medium—sized,
highly-respected writer of unusual risks — “excess and surplus
lines” in insurance jargon. After Bob and I got in touch, we agreed
by phone on a half-stock, half-cash deal.

FAEY], B R EF K Ron Ferguson 7 E4% [ Bob Berry, HE
B A9 ok —HIMA RETHER AR, XEREE AR, b K bk
ON )R JE T /N PR L R RS RS A ], BRI OR Y A AT U
MRl X2 HMk5s, 1 Bob fE 5 A2 Ja, WRIEU—PKRE, —FI
G177 AT S o

In recent years, Tom Nerney has managed the operation for the
Berry family and has achieved a rare combination of excellent
growth and unusual profitability. Tom is a powerhouse in
other ways as well. In addition to having four adopted
children (two from Russia), he has an extended family: the
Philadelphia Belles, a young—teen girls basketball team that
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Tom coaches. The team had a 62-4 record last year and finished
second in the AAU national tournament.

LR, #2 H Tom Nerney A Berry FKIEAE XK A w], Aig
AT KT B SRR BE ) IR LR 4 58, Tom AS B B 2K 1 78
i, AMEZE HINFRI A N QLRSS B E) , fhA B ik 04T
BT — SR A P T D I ERBA, X L ERBA LRSI 62 i
4 W (IR IE R 4%, IFAE AAU A bR h R T4 .

Few property—casualty companies are outstanding businesses.

We have far more than our share, and U.S. Liability adds
luster to the collection.

U AN A R AKRIAN L, (HEATHIIA AL, KA
WAF Ay, SREDUER A F I, o5 A BATTHE B A o

Ben Bridge Jeweler was another purchase we made by phone, prior to
any face—to—face meeting between me and the management. Ed Bridge,
who with his cousin, Jon, manages this 65—store West Coast retailer,
is a friend of Barnett Helzberg, from whom we bought Helzberg
Diamonds in 1995. Upon learning that the Bridge family proposed to
sell its company, Barnett gave Berkshire a strong recommendation.
Ed then called and explained his business to me, also sending some
figures, and we made a deal, again half for cash and half for stock.

Ben Bridge EEHEAFIZEIM—MFREHAGRAMANE, X /iR TTT
ERIRT R IEAR% A, Ed Bridge J& Barnett Helzberg MG A, 1995
FEIATIN Barnett Y FPEZZAAKSERE, Ed BERAMIET Jon JLIR/ZE XK
AT PR 65 KA JEMERE A, EWrE] Bridge AEHEHEAFZ G,
Barnett 3. Z|5m AN Berkshire K8, & Ed 47 HL UG ) FR U A\ &
BIPIRGL, R T —LedeR Pkl ok, ARG XU A, X ik—H 2
—E, PRI

Ed and Jon are fourth generation owner—managers of a business
started 89 years ago in Seattle. Both the business and the
family — including Herb and Bob, the fathers of Jon and Ed
— enjoy extraordinary reputations. Same—store sales have
increased by 9%, 11%, 13%, 10%, 12%, 21% and 7% over the past
seven years, a truly remarkable record.

HN 89 A5, A AIAEVUMEEIAI 2 )5, BIILE Ed 5 Jon B4 2
VU T, 48 RS Herb A2 Bob, ABAI143 542 Jon 5 Ed
Ao, R AT B, o e Ak, A A IENERT D K T
9% 11%. 13% 10%. 12%. 21%A% 7%, XA CsRE A

% 10 5T

b

56 1T
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It was vital to the family that the company operate in the
future as in the past. No one wanted another jewelry chain
to come in and decimate the organization with ideas about
synergy and cost saving (which, though they would never work,
were certain to be tried). I told Ed and Jon that they would
be in charge, and they knew I could be believed: After all,
it’ s obvious that your Chairman would be a disaster at
actually running a store or selling jewelry (though there are
members of his family who have earned black belts as
purchasers).

MTEFIRIN S, ~FfEeFRed —WiEH, 2XHEE, A AR
EARAILE SR SIEBRT I RN, B2 DR 3t SR80 BRAR A 55
W ERAEA A E L P (BRG] AHURNIX — SR A &

17, HikIE S ESRINEE) , AR FEI I 5 45 1 Bd A
Jon x5y, MATTRAIER BTG, EREANEAT AW,
I oraE FIERE L LN, BoES R IO, BARRIF ALK
PR SR B AT AR P 1) AT o

In their typically classy way, the Bridges allocated a
substantial portion of the proceeds from their sale to the
hundreds of co—workers who had helped the company achieve its
success. We’ re proud to be associated with both the family
and the company.

NI AL, Bridges ZBHKs HEFNL I, L5 PpBh 2 7] e
(RIR A B3 it 5%, FRATR SR S m] LS BXR: (1 5 B 2w et o
KA

e In July we acquired Justin Industries, the leading maker of Western
boots — including the Justin, Tony Lama, Nocona, and Chippewa brands
— and the premier producer of brick in Texas and five neighboring
states.

o [FAELEH, TATFETFHAM ST 7 Justin A2k, JEN A
Justin. Tony Lama. Nocona } Chippewa, [&]I Al Tt A2 45 00 DL AL AR UT T
PHAL L) £ B HIIE R

Here again, our acquisition involved serendipity. On May 4th,
I received a fax from Mark Jones, a stranger to me, proposing
that Berkshire join a group to acquire an unnamed company.
I faxed him back, explaining that with rare exceptions we
don’ t invest with others, but would happily pay him a

commission if he sent details and we later made a purchase.
He replied that the “mystery company” was Justin. I then went
to Fort Worth to meet John Roach, chairman of the company and

11 W 3k 56 7T
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John Justin, who had built the business and was its major
shareholder. Soon after, we bought Justin for $570 million
in cash.

P IRIRATHIE H 2 i 783 T 07T, 5 H 4 5 IR —f7 & 4 Mark
Jones B, RABAFMANPIZA N, fli$Ei Berkshire nf LAZ
W —FAMEGH A A, I RS, ForbrAE2ERH, 50
BAVRADIEAN—ESE5HE, AlZERAAEIEREES NS
%, BIGHWIERT), BAVER A M —EA 42, AR XK
AL A F AR Justin, T2FRMEE] Fort Worth HiZ /A mlHE K
—John Roach M&A7p AR AR John Justin <30, AAZ G, &
WAL 5. 7423 To 4K | Justin 2w].

John Justin loved Justin Industries but had been forced to
retire because of severe health problems (which sadly led to
his death in late February). John was a class act — as a
citizen, businessman and human being. Fortunately, he had
groomed two outstanding managers, Harrold Melton at Acme and
Randy Watson at Justin Boot, each of whom runs his company
autonomously.

John B #45Z Justin A, 1HE i T BE 1) AN AS B 2 AR AR,
(r KAt EAEAERG S — H 2:4) ., John AR R, kK
DL N, Frsp ik 2 T AL S HE I 38N —Acme ffBRTH)

Harrold PA A Justin -+ ¥ Randy, P N2 H BT 45 X P 2l

Acme, the larger of the two operations, produces more than
one billion bricks per year at its 22 plants, about 11.7% of
the industry’ s national output. The brick business, however,
is necessarily regional, and in its territory Acme enjoys
unquestioned leadership. When Texans are asked to name a
brand of brick, 75% respond Acme, compared to 16% for the
runner—-up. (Before our purchase, I couldn’ t have named a
brand of brick. Could you have?) This brand recognition is
not only due to Acme’ s product quality, but also reflects
many decades of extraordinary community service by both the
company and John Justin.

Acme [IFIBRI R, 22 8 T RpeEA4 = B LE 10 (04GR, KRE4dy
ATEREH I 11 7%, AEH A SLD S B, 7R &S 1
X, Acme ZEAG MR I, 40N FE B8 in) 21050 44 % R 1) i RELT
5% N2 2 Acme, TGITHEERSE A7 1F) 16%, (JRIBPIEAE K FIXK
ANF R, BIEIE A A NIE, A FE S AL REANRE? )
XA b BRI ] BEANAAN A B T Acme (7 5 b BT, SE IR VAR HbL g Ik
H % T LR IAHE R T MR 25 1 ECR

12 WU 3k 56 7T
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I can’” t resist pointing out that Berkshire - whose top
management has long been mired in the 19" century — is now
one of the very few authentic “clicks—and-bricks” businesses
around. We went into 2000 with GEICO doing significant
business on the Internet, and then we added Acme. You can bet
this move by Berkshire is making them sweat in Silicon Valley.

I3 AAME LR Berkshire HIZE B 224 2wl [ R £ 19
el rh, a4 2 T — WA SEAER Y, 55— iR 2000
&, FATTHE R GEICO thae i W28 i AR, (B Jr SR FRATT i 1
Acme, FKILPRAE Berkshire HIXIFASSREAL AL HIARFE A TTILDR
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e In June, Bob Shaw, CEO of Shaw Industries, the world’ s largest
carpet manufacturer, came to see me with his partner, Julian Saul,
and the CEO of a second company with which Shaw was mulling a merger.
The potential partner, however, faced huge asbestos liabilities
from past activities, and any deal depended on these being
eliminated through insurance.

o /NH, Bob Shaw—Shaw AMV #3122 w4t 5t ds K I B B il 7
Wi HAkfE-Julian Saul (AT —AL1E S Shaw MEIE IR H 1A F) &
B, SR, A A AR RIS AR e K R IA IR B2, & IFAL
Yy BEAT D B IX LE Bl AT 97 (T B A5 7 ol R S R A

The executives visiting me wanted Berkshire to provide a
policy that would pay all future asbestos costs. I explained
that though we could write an exceptionally large policy -
far larger than any other insurer would ever think of offering
— we would never issue a policy that lacked a cap.

P TRV E M H (12 45 2 Berkshire REBEALARAT— 5K LR IR
LA B AUAT IR R 5 T BT A AR ORI L V) A A £ P A, B i A AT T
T B B AR BATTRT LR 11 O B < 00 LU AT A HL e DR B A #OKR A3 K
(EEIAN ] A A BRI R A

Bob and Julian decided that if we didn’ t want to bet the ranch
on the extent of the acquiree’ s liability, neither did they.
So their deal died. But my interest in Shaw was sparked, and
a few months later Charlie and I met with Bob to work out a
purchase by Berkshire. A key feature of the deal was that both
Bob and Julian were to continue owning at least 5% of Shaw.
This leaves us associated with the best in the business as
shown by Bob and Julian’ s record: Each built a large,

successful carpet business before joining forces in 1998.
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Shaw has annual sales of about $4 billion, and we own 87. 3%
of the company. Leaving aside our insurance operation, Shaw
is by far our largest business. Now, if people walk all over
us, we won’ t mind.

Shaw HEEENVA L 40 /23570, EBRATNEFE Z A F] 87. 3% %

BB T REA IR Fb 2 2 5, Shaw A FATTH AT SRS
Mk, BUAEURIHE A NENEA TS B 25, A1 — A=A
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In July, Bob Mundheim, a director of Benjamin Moore Paint, called
to ask if Berkshire might be interested in acquiring it. I knew Bob
from Salomon, where he was general counsel during some difficult
times, and held him in very high regard. So my answer was “Tell me
more. " H, Bob Mundheim-Benjamin JHEE A & (& FH4THLIEZA TR, 0] 2
Berkshire &5 X iz A, B2 P DT TRAGIAIR Bob (1, 241}
A% F) B A I PR TR 2 R or R W, AR A A AH 24 1R
T, BT IR, R

In late August, Charlie and I met with Richard Roob and Yvan
Dupuy, past and present CEOs of Benjamin Moore. We liked them;
we liked the business; and we made a $1 billion cash offer
on the spot. In October, their board approved the transaction,
and we completed it in December. Benjamin Moore has been
making paint for 117 years and has thousands of independent
dealers that are a vital asset to its business. Make sure you
specify our product for your next paint job.

JUTJE, BHRIES Richard Roob & Yvan Dupuy flEIfT, PN %3 %!
A& Benjamin YA B HT EAEW S, TATSMAT— LW, WR
JREIXFK T, AGIATHITH 10 ZIE 44, 2T+ A0,
AT E RS XA 2 %, MRBATIAE = H 58N fB T4k,
Benjamin A& A4S R OAT 117 £ D552, 0 BT K G AhaT,
2R, XM TR TN, 1818 N IR N R A% A A
7 i o

Finally, in late December, we agreed to buy Johns Manville Corp.
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e for about $1.8 billion. This company’ s incredible odyssey over the
last few decades — too multifaceted to be chronicled here — was
shaped by its long history as a manufacturer of asbestosproducts
The much-publicized health problems that affected many people
exposed to asbestos led to JM’ s declaring bankruptcy in 1982.

o WETET A, AIFERLL 18 43 JGK T Johns Manville 23] (fRjFK
I, X FK )2 LRk T A A DLUE A AR - IR AN I 5 4
P AP A 457 S o 3 44 I R A 4R 5 R 22 N B0 IR AR R )
ST S 30% 2 vl 4E 1982 4F & A HG il

Subsequently, the bankruptcy court established a trust for
victims, the major asset of which was a controlling interest
in JM.

The trust, which sensibly wanted to diversify its assets,
agreed last June to sell the business to an LBO buyer. In the
end, though, the LBO group was unable to obtain financing.

LR AR T B, S R T
S M IS BORAL, MOXERHTEG N TN RS, TR
TSP IR RO 4 ) 2 — R AP UK b T %
M T IR 4 A48 58 5 5

Consequently, the deal was called off on Friday, December 8".

The following Monday, Charlie and I called Bob Felise,
chairman of the trust, and made an all-cash offer with no
financing contingencies. The next day the trustees voted
tentatively to accept our offer, and a week later we signed
a contract.

ZJaB T 12 H 8 S AN LA S EXEATRGE, M, SEEREIT
HLIG 4 Bob Felise— iR iEiEMHF LI, ST L
SRR A, BT R IR N R R AR, I
AR IEASET R,

JM is the nation’ s leading producer of commercial and
industrial insulation and also has major positions in roofing
systems and a variety of engineered products. The company’ s
sales exceed $2 billion and the business has earned good, if
cyclical, returns. Jerry Henry, JM’ s CEO, had announced his
retirement plans a year ago, but I’ m happy to report that
Charlie and I have convinced him to stick around.

DM AR 5 Tl PR BRI ST R T
S DAL= R AT KT, 1% ) (AL 20
(364, TR R IOSAIKHE,  (CHORI%A Rl AT 5
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Two economic factors probably contributed to the rush of acquisition
activity we experienced last year. First, many managers and owners foresaw
near—term slowdowns in their businesses — and, in fact, we purchased
several companies whose earnings will almost certainly decline this year
from peaks they reached in 1999 or 2000. The declines make no difference
to us, given that we expect all of our businesses to now and then have
ups and downs. (Only in the sales presentations of investment banks do
earnings move forever upward.) We don’ t care about the bumps; what
matters are the overall results. But the decisions of other people are
sometimes affected by the near—term outlook, which can both spur sellers
and temper the enthusiasm of purchasers who might otherwise compete with
us.

FAREW R P AL, F LA MNANRE, EE, P2 AP BRI AT
LA A AT PR E N, F52 BAERRANTIX IR R A R 24, 6t
U LA AN B A 231 1999 4E 8] 2000 4R /D, At X S IR AN 72,
R BRSPS 5563, (AR RS SR KRt BSR4 ek
IR ), BATAFE X I T, HIEEENE KL R, MR
N2 LA T 3 I RN, 10K S5 1T e 0 =2 7 B 1 R IR B A L e v B SR K
(1) i i

A second factor that helped us in 2000 was that the market for junk bonds
dried up as the year progressed. In the two preceding years, junk bond
purchasers had relaxed their standards, buying the obligations of

ever—weaker issuers at inappropriate prices. The effects of this laxity
were felt last year in a ballooning of defaults. In this environment,
“financial” buyers of businesses — those who wish to buy using only a
sliver of equity — became unable to borrow all they thought they needed.

What they could still borrow, moreover, came at a high price.

Consequently, LBO operators became less aggressive in their bidding when
businesses came up for sale last year. Because we analyze purchases on
an all-equity basis, our evaluations did not change, which means we became
considerably more competitive.

5 ARELRIRAIAE 2000 SFIX AN SR, 2 RFELIRAEF IR0 H 23 (3K,
I AT PR BT 0BT N IR B ARARA (R b, LAAS G BRI i SR 22 445
AER AT NS R E T FEOCEB AR L, ERXMIRIL T, S EER
BEI ARV A BRIl > A5 E B S e 28 W) B N~ AR AEFEA 2 A2 W2 1R,
1M HAUERE AR 2, JLRAR A, W LA A w0 SRR I, filss il
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Aside from the economic factors that benefited us, we now enjoy a major
and growing advantage in making acquisitions in that we are often the buyer
of choice for the seller. That fact, of course, doesn’ t assure a deal
- sellers have to like our price, and we have to like their business and
management — but it does help.

R T IXPIUE A T RATRAMNE N 2= 2240, SAEAESEAT I IF I, 3411 A A B Bl
11 57— WU, IRt Berkshire 3 H & SE 7 IR € K07, BARX T Tk
UEAZ Sy SE REWRIN, — 7 IHIIE B ST 2 15 RS2 BATTIARAY, — 7 i th 255 3k,
MIEANERIX K N w) R Z, HTE R A A S A8 5 AT KA B

We find it meaningful when an owner cares about whom he sells to.

We like to do business with someone who loves his company, not just the
money that a sale will bring him (though we certainly understand why he
likes that as well). When this emotional attachment exists, it signals
that important qualities will likely be found within the business: honest
accounting, pride of product, respect for customers, and a loyal group
of associates having a strong sense of direction. The reverse is apt to
be true, also. When an owner auctions off his business, exhibiting a total
lack of interest in what follows, you will frequently find that it has
been dressed up for sale, particularly when the seller is a “financial
owner.” And if owners behave with little regard for their business and
its people, their conduct will often contaminate attitudes and practices
throughout the company.

T NN 13 B IS T3 A5 A 2w R OR (VA i LS = F B, A 135 52 5 R e
R, ARG T TS A R RES A 2] 2 DR AR, CHARBATIR ]
IR NS AZE) , HBATEHEAT XS AR, B AR TR
PR S BRI WOSE IR S i I BAE S & R DU L8
MARSE AT, ZIRR, K Al (RO BRI AR EESE — ik, HA—
AT W SRR ) 30, IS ARy Emlies 1 A atlie S AR 2L 2 ]
FIBR A, JEH i FE A Sk R IXSK S 12— KA ml (BRI — A ANE
FRFGCER, AR N g A BRI ST
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When a business masterpiece has been created by a lifetime — or several
lifetimes — of unstinting care and exceptional talent, it should be
important to the owner what corporation is entrusted to carry on its
history. Charlie and I believe Berkshire provides an almost unique home.

We take our obligations to the people who created a business very seriously,
and Berkshire’ s ownership structure ensures that we can fulfill our
promises. When we tell John Justin that his business will remain
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headquartered in Fort Worth, or assure the Bridge family that its
operation will not be merged with another jeweler, these sellers can take
those promises to the bank.

LRIIE — KA iR A, IR U, DU 2=
MRS UL A RER LI, X T2, 2T AN T AR S LR IR ) sl
M EER -, ST, ABERIAM A0, Berkshire A%l LAt
XAl AN SE I I1E, AT AR I AL G TP NPT I PRAE, 1
Berkshire [RI42 B4 i4 £ xt ] DL DR AT AR A ORIV 552, 2 3RAT 155 % John
Justin AR Al S FRR B 78 Fort Worth BUfRIE Bridge ZRMATIIN 2 w45 A
KB T AT GIEN, JA T g v 2 ).

How much better it is for the “painter” of a business Rembrandt to
personally select its permanent home than to have a trust officer or
uninterested heirs auction it off. Throughout the years we have had great
experiences with those who recognize that truth and apply it to their
business creations. We’ 11 leave the auctions to others.

FUGEMAT =l FEE S A ], HHAMGEFABA H 7 MEE LR, ik
AN b AR B R R R R KA S X LR BAT S A XA A N A AR
RN, IFX LR — LR R b, B TR L,
I NE .

The Economics of Property/Casualty Insurance ;=46 & E

Our main business — though we have others of great importance — is

insurance. To understand Berkshire, therefore, it is necessary that you
understand how to evaluate an insurance company. The key determinants are:
(1) the amount of float that the business generates; (2) its cost; and
(3) most critical of all, the long—term outlook for both of these factors.

PeAr i B AL AR, éﬁ)‘ﬂ %ﬂiﬂl*ﬁéﬁ UL, MULTf# Berkshire,
%EJEJA\/ﬁ%DﬁﬁDﬁfﬁﬁ KRR v w], o FE e = (1) XAMTILT
B TR 4R (2) LAE EGEEZIK(B)WE@E’JEIZ%I,‘%&EHE’JEE

To begin with, float is money we hold but don’t own. In an insurance
operation, float arises because premiums are received before losses are
paid, an interval that sometimes extends over many years. During that time,
the insurer invests the money. This pleasant activity typically carries
with it a downside: The premiums that an insurer takes in usually do not
cover the losses and expenses it eventually must pay. That leaves it
running an “underwriting loss,” which is the cost of float. An insurance
business has value if its cost of float over time is less than the cost
the company would otherwise incur to obtain funds. But the business is
a lemon if its cost of float is higher than market rates for money.

% 18 WU 3k 56 7T



www.buffettism.com EIERERFSY 0 Research Centre for Buffettism

EOGIE At A TFAT (H AN R T RATIM Bt 8, AEORE A~ e e, 34
e PRI S DRI T ORI 2 W AR L AR SO UR BRI 2 T, — RS o i O AL £
P, AR ORES 2 ] 2R Bt i AR LBt 2 b, ORI (R i A A A 20
AF AR SR DR G2 W1 D Bl I AN AL L DS B i i SEAT HE 25 AR R B 2K 5 9
M TR A RE S R AR R, R AR A, 12— 5K A w G
FEAT B A AN 5 0 1 M B B Tl AT 58 IR A I, &t A A AR R
5 ) ELOR S M U A7 <8 1) A 3 52 T iy R A<, et 8o — i
MR A7 o

A caution is appropriate here: Because loss costs must be estimated,
insurers have enormous latitude in figuring their underwriting results,
and that makes it very difficult for investors to calculate a company s
true cost of float. Errors of estimation, usually innocent but sometimes
not, can be huge. The consequences of these miscalculations flow directly
into earnings. An experienced observer can usually detect large—scale
errors in reserving, but the general public can typically do no more than
accept what’ s presented, and at times I have been amazed by the numbers
that big—name auditors have implicitly blessed. Both the income
statements and balance sheets of insurers can be minefields.
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At Berkshire, we strive to be both consistent and conservative in our
reserving. But we will make mistakes. And we warn you that there is nothing
symmetrical about surprises in the insurance business: They almost always
are unpleasant.

7 Berkshire JA TN T R HER P8R R EUOR S H— ST 0L, (HEADA %
2A0EE, Aol EE SRR, R ASK IS K AR Z 240, i Al A
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The table that follows shows (at intervals) the float generated by the
various segments of Berkshire’ s insurance operations since we entered
the business 34 years ago upon acquiring National Indemnity Company (whose
traditional lines are included in the segment “Other Primary”).

For the table we have calculated our float — which we generate in large
amounts relative to our premium volume — by adding net loss reserves, loss
adjustment reserves, funds held under reinsurance assumed and unearned
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premium reserves, and then subtracting insurance-related receivables,
prepaid acquisition costs, prepaid taxes and deferred charges applicable
to assumed reinsurance. (Don’ t panic, there won’ t be a quiz.)

NERPPTERIECT R, Berkshire HIUARE S B AR Z0E B BEADRES S
34 LR otk VA7 <, (L ARGk S E e ERIUT) , fEXKITH
FEAT I, DR TR PR BN - BT TR A7 < S S AT 24 K 1Y)
TR DT AR E 2%« B 2 T TR R 2« PR OR TS T % < 55 R e P 3
IR FHTUERN AT ST IF A . USRS G LK BUAS-FE ORIl 55 PRI A 53
S, P A7 RO, ANEERK, XA AT A%

Yearend Float (in $ millions)
Year GEICO|General Re|OtherReinsurance|OtherPrimary Total
1967 20 20
1977 40 131 171
1987 701 807 1,508
1997 2,917 4,014 455 7,386
1998 3,125 14,909 4,305 415 22,754
1999 3,444 15, 166 6, 285 403 25,298
2000 3,943 15, 525 7,805 598 27,871

We’ re pleased by the growth in our float during 2000 but not happy with
its cost. Over the years, our cost of float has been very close to zero,
with the underwriting profits realized in most years offsetting the
occasional terrible year such as 1984, when our cost was a staggering 19%.
In 2000, however, we had an underwriting loss of $1.6 billion, which gave
us a float cost of 6%. Absent a mega—catastrophe, we expect our float cost
to fall in 2001 - perhaps substantially — in large part because of
corrections in pricing at General Re that should increasingly be felt as
the year progresses. On a smaller scale, GEICO may experience the same
improving trend.

XtT 2000 4 (A7 B A FATVE A 2R, (HEI LA AL, — AR
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There are two factors affecting our cost of float that are very rare at
other insurers but that now loom large at Berkshire. First, a few insurers
that are currently experiencing large losses have offloaded a significant
portion of these on us in a manner that penalizes our current earnings
but gives us float we can use for many years to come. After the loss that
we incur in the first year of the policy, there are no further costs
attached to this business.

BT e PR, Berkshire BUAEATPYIFUAT 4 27 WL {H AR IR 2 () A 523
Wi ) LA < T RRAS, 57— A TR H e T A 2™ B AR AR OR A5, a3k,
T ZBTERAE 73, iy 21 FA TR 0 B xR B, (H ) — i ik JATIFE AR L
FAEZ MFA T LOs e s — S IRUR R R, BURFEERAS
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When these policies are properly priced, we welcome the pain—today,
gain—tomorrow effects they have. In 1999, $400 million of our underwriting
loss (about 27.8% of the total) came from business of this kind and in
2000 the figure was $482 million (34.4% of our loss). We have no way of
predicting how much similar business we will write in the future, but what
we do get will typically be in large chunks. Because these transactions
can materially distort our figures, we will tell you about them as they
occur.

HELRBIIAS G, A VR TRIXIIG R H AR, 78 1999 SEFHT 17K
PRI T, A 44370 (A1 dT BRI 27, 8%) &R H X IEALSS, 42T 2000
SEMA 4. 82 423570 (L BRI 34, 4%) , BRATICIETM LU BHERES 23 £
XTSI S5, AN BT G F O AR AN, it TSR S AR ™
FUEM R FA T an 807, P U SR A e e I A A

Other reinsurers have little taste for this insurance. They simply can’ t
stomach what huge underwriting losses do to their reported results, even
though these losses are produced by policies whose overall economics are
certain to be favorable. You should be careful, therefore, in comparing
our underwriting results with those of other insurers.

FeE R ORL A XS SSAEAE BAT 22 KR, AT R A e 045 52 FL W 554k
R PUE KRR, BRI AT DU 2 X SR 55 I 4 R AR AT AN, BT DA%
PEAEE AT A BRI E RN A LA, BRI ROX

An even more significant item in our numbers — which, again, you won’ t
find much of elsewhere — arises from transactions in which we assume past
losses of a company that wants to put its troubles behind it. To illustrate,
the XYZ insurance company might have last year bought a policy obligating
us to pay the first $1 billion of losses and loss adjustment expenses from
events that happened in, say, 1995 and earlier years. These contracts can
be very large, though we always require a cap on our exposure. We entered
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into a number of such transactions in 2000 and expect to close several
more in 2001.

FIANEAT—AEN RN 5, AR A K3t 7 A2, IRl A7 22 7] A
SHU R AEAH I E B R A gt , B, A7 K XYZ fRIS  wl A L AR ]
FATR T ok ORI, AP BATLAAT K 10 A2 i R L DL, b
Nt 1995 R SEHUR I EE R AL, X L8 S ARG A AT HEH 20K, R AR
i, BATESE S —A BRI, FATIAE 2000 4728 T LR RME 4, 2T 2001
FHS T LT

Under GAAP accounting, this “retroactive” insurance neither benefits nor
penalizes our current earnings. Instead, we set up an asset called
“deferred charges applicable to assumed reinsurance,” in an amount
reflecting the difference between the premium we receive and the (higher)
losses we expect to pay (for which reserves are immediately established).
We then amortize this asset by making annual charges to earnings that
create equivalent underwriting losses. You will find the amount of the
loss that we incur from these transactions in both our quarterly and annual
management discussion. By their nature, these losses will continue for
many years, often stretching into decades. As an offset, though, we have
the use of float — lots of it.

WKHE— AN R, XSGR R E S T 5 N B R A AT RT3
Wi, S AR B AR AR AL N 1 — TR A" RO SE S I 2 T RHH L, i3
I OR DN 55 Al THRE ST I BRI R CRARAE I 2 i G ERAIMESR) I Z 3T A,
ZJE BTG 2 W AR X AR H IR 1 B0 A AR DRI, K Z00] AAE AR
BRI 2 BT & BAHSCHE B IR, IR R e R B R B IR 2 4,
PRIEJUHE, B A n] LA BRI A7 e s FHBUR] .

Clearly, float carrying an annual cost of this kind is not as desirable
as float we generate from policies that are expected to produce an
underwriting profit (of which we have plenty). Nevertheless, this
retroactive insurance should be decent business for us.

TR 10, SRR 4 T 50 ) A R AL — ARl 5 TR TR AR A2
GSoA i HER AT AR ) , AR, SRR B DB, 3R S A
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The net of all this is that a) I expect our cost of float to be very
attractive in the future but b) rarely to return to a “no—cost” mode
because of the annual charge that retroactive reinsurance will lay on us.

Also — obviously — the ultimate benefits that we derive from float will
depend not only on its cost but, fully as important, how effectively we
deploy 1it.
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Our retroactive business is almost single—-handedly the work of Ajit Jain,
whose praises I sing annually. It is impossible to overstate how valuable
Ajit is to Berkshire. Don’ t worry about my health; worry about his.

M RA B LR M 25 54t Ajit Jain — A0y, REERGIFRA S5
W, SEAE IR MEIAL T Ajit £F Berkshire AR I E, KEFx T 00K
@R 2 A1, B R AZ IOt B AdE R

Last year, Ajit brought home a $2.4 billion reinsurance premium, perhaps
the largest in history, from a policy that retroactively covers a major
U. K. company. Subsequently, he wrote a large policy protecting the Texas
Rangers from the possibility that Alex Rodriguez will become permanently
disabled. As sports fans know, “A-Rod” was signed for $252 million, a
record, and we think that our policy probably also set a record for
disability insurance. We cover many other sports figures as well.

T, Ajit JHER — UL B T EOREG 20w B3R A ORI, wiEk AT TR 24 12
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In another example of his versatility, Ajit last fall negotiated a very
interesting deal with Grab.com, an Internet company whose goal was to
attract millions of people to its site and there to extract information
from them that would be useful to marketers. To lure these people, Grab. com
held out the possibility of a $1 billion prize (having a $170 million
present value) and we insured its payment. A message on the site explained
that the chance of anyone winning the prize was low, and indeed no one
won. But the possibility of a win was far from nil.

BEA Ajit BREIMbZ 4 2 SR, ZEKRALE —HK ML 22 7] Grab. com )i
T SRAT AR N ORI, %20 W] BROL 1 H o A SRR 5 1 K 7 )5 1) YA 21 A
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Writing such a policy, we receive a modest premium, face the possibility
of a huge loss, and get good odds. Very few insurers like that equation.
And they’ re unable to cure their unhappiness by reinsurance.
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Because each policy has unusual — and sometimes unique — characteristics,
insurers can’ t lay off the occasional shock loss through their standard
reinsurance arrangements. Therefore, any insurance CEO doing a piece of
business like this must run the small, but real, risk of a horrible
quarterly earnings number, one that he would not enjoy explaining to his
board or shareholders. Charlie and I, however, like any proposition that
makes compelling mathematical sense, regardless of its effect on reported
earnings.

2 N IXIRI R AL, BATH T AT e 21 0 B0y ML) PR B, (ELR) R th 0 250 I 5
MR, Pl EXTBATATA, IFAZPTAT (0 DRI b6 52 BriX R il <k,
DS AULAT T8 I R - DR S K T HROX R IR AN M BRI e T R R AN 3
L AT I A AR, ORIV 30 1 TIRIE M 0 DR AR I IR
(RITEAE BRI LFBIAT (K DR 2 7] Je e A 07 Sl IS A0S 230 11 13X o
BURASKAH AN AT BT RERUR R Wi B Z 48 A B (0 XU, 3T B AT Qs
RIETS , FRARBATAEAT A4 TN 25 2 X ) o8 2 2 s I AR 2 AR T v 1) 1) Ay A
A A EREANME, REE RO S B, BATRA AL H i 1
Wi 2 207 AT BERI S o

At General Re, the news has turned considerably better: Ron Ferguson,
along with Joe Brandon, Tad Montross, and a talented supporting cast took
many actions during 2000 to bring that company’ s profitability back to
past standards. Though our pricing is not fully corrected, we have
significantly repriced business that was severely unprofitable or dropped
it altogether. If there’ s no mega—catastrophe in 2001, General Re’ s
float cost should fall materially.

% T General RE, M ATSLLLARILF2 T, Ron Ferguson Jll I Joe Brandon 45
Tad Montross AL —HERET I HIRALE 2000 “ES24T T VF2 M, b H I 3RA] 0]
B 2K, BARIRATIITA IR JCiE e B Ik, AEX T 3R AE & 8 22 (11
FAE ST, JATT ORI B i BT & 7 e, SR 2001 AR A A AT A
KIIRKNH, General RE [FIVFAF 4 AN T 22 K T B o

The last couple of years haven’ t been any fun for Ron and his crew.

But they have stepped up to tough decisions, and Charlie and I applaud
them for these. General Re has several important and enduring business
advantages. Better yet, it has managers who will make the most of them.

REJUEE, X T Ron ERAIKI BRI FALF L, (BT sEAbAT] O 2 e R Y (1 B
e, AEERILAIRG THEE M, General RE A V2 HE HADE 555
P, RS, A BN Aels 78 70 A s HIX e 4.

In aggregate, our smaller insurance operations produced an excellent

underwriting profit in 2000 while generating significant float — just as
they have done for more than a decade. If these companies were a single
and separate operation, people would consider it an outstanding insurer.

55 24 v L 56 U



www.buffettism.com EIERERFSY 0 Research Centre for Buffettism

Because the companies instead reside in an enterprise as large as
Berkshire, the world may not appreciate their accomplishments — but I sure
do. Last year I thanked Rod Eldred, John Kizer, Don Towle and Don Wurster,
and I again do so. In addition, we now also owe thanks to Tom Nerney at
U.S. Liability and Michael Stearns, the new head of Cypress.

SRR, e U AN AR L 25 FE 2000 4F 7= A4 T nl I AR A 2, TR IS —
Wk B AR R T RO B VAR A, R e 2 W] A A B — O Al A
ZABATILE X 0] DAFRAG R — KA S S e ORI 24 7], 1 PR oA 3 e = B B 7
Berkshire W JE R I AR T, SRFEICTEBRAFARA TINS5 st H2b3-A
NBEW VR AR 2 4, ZeEFR K ok Rody John. Don 5 N, A4 ENIAEF N I
& [E TTAER ) Tom A Az Cypress W E 14 Michael.

You may notice that Brad Kinstler, who was CEO of Cypress and whose praises
I’ ve sung in the past, is no longer in the list above. That’ s because
we needed a new manager at Fechheimer Bros., our Cincinnati—based uniform
company, and called on Brad. We seldom move Berkshire managers from one
enterprise to another, but maybe we should try it more often: Brad is
hitting home runs in his new job, just as he always did at Cypress.

K] fe2s ke 22305 R EEIK Brad- Cypress A Al IFT Mk, OATE Lk
S IR A FRATIAL T-=F = SR I il ke 2 =) - 9 X R R 75— AR i 2 8
N, FFUAFRAT 14 FF AT Brad, {F Berkshire IATR/DIHEILFEN, ANIHAEE
KEAINZEF LR IR, Bh Brad ZEHTHRSS LRIUA S0 5, o [A) 4t Jsok
1t Cypress IR —/% .

GEICO (1-800-847-7536 or GEICO. com)
IR (1-800-847-7536 or GEICO. com)

We show below the usual table detailing GEICO’ s growth. Last year I
enthusiastically told you that we would step up our expenditures on
advertising in 2000 and that the added dollars were the best investment
that GEICO could make. I was wrong: The extra money we spent did not produce
a commensurate increase in inquiries. Additionally, the percentage of
inquiries that we converted into sales fell for the first time in many
years. These negative developments combined to produce a sharp increase
in our per—policy acquisition cost.

3R R S o TR PR B — e, 250 TR AR D M ) 4 25 T
2000 4EAES AT RSEREN, AR — BT 9L SeAi e T b, S
SR T o T VB2 SRR B R 60 (P i1 FLP 2
5 ] LT AT L JL ke 5 T KRR TR A A 14
AR PP TR A IR A1

New Auto

Years AutoPolicies"|PoliciesIn-Force"
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1993 346, 882 2,011, 055
1994 384, 217 2, 147, 549
1995 443, 539 2,310, 037
1996 992, 300 2, 943, 699
1997 868, 430 2,949, 439
1998 1, 249, 875 3, 562, 644
1999 1, 648, 095 4, 328, 900
2000 1,472, 853 4, 696, 842

W ”Voluntary” only; excludes assigned risks and the like.

Agonizing over errors is a mistake. But acknowledging and analyzing them
can be useful, though that practice is rare in corporate boardrooms. There,
Charlie and I have almost never witnessed a candid post—mortem of a failed
decision, particularly one involving an acquisition. A notable exception
to this never—look—back approach is that of The Washington Post Company,

which unfailingly and objectively reviews its acquisitions three years
after they are made. Elsewhere, triumphs are trumpeted, but dumb decisions
either get no follow—up or are rationalized.

Fa MIRIE N AR R [ AR ANKE, H 55 BRI R DR S TR Bh i, BRI
Pl G2 A0 5% B ANk (R N ey J2 B BN DL, AR ERAS A LR 2T A
SO R AR TR SRR3R, JEHOE BRI IR A 00, ME—F A MBS 2 4
ﬁ%ﬁ%ﬁ%%ﬂﬁﬁ SRR BURM I IE 2, BRIEZ Ak, w - BIRK
XIS A e, BT RIEN e NN PR, BZAM,

The financial consequences of these boners are regularly dumped into
massive restructuring charges or write—offs that are casually waved off
as “nonrecurring. ” Managements just love these. Indeed, in recent years
it has seemed that no earnings statement is complete without them. The
origins of these charges, though, are never explored. When it comes to
corporate blunders, CEOs invoke the concept of the Virgin Birth.

XRERBEG A 1 N R AR UATH IR BUR, Ll B
TRX R, XA AR AN B AR H , Saii ol — B2 =] 45 an &
EREE, BTERAEN RN EA NEEAEN T2Z%50, CEOMF R e 12k
AT

To get back to our examination of GEICO: There are at least four factors
that could account for the increased costs we experienced in obtaining
new business last year, and all probably contributed in some manner.

[Pl BIGETCOMIAR s 5 MU A R M 1S 3= 248G T DUAN I ], HL Al difAT—
1
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First, in our advertising we have pushed “frequency” very hard, and we
probably overstepped in certain media. We’ ve always known that
increasing the number of messages through any medium would eventually
produce diminishing returns. The third ad in an hour on a given cable
channel is simply not going to be as effective as the first.

HOG, BATH)T SR R, AR O SRR I B EE, RS NE KR
Hs BB S G AL 1 TG R R A S S ), [RIFEAEAT Ze AL, — AN/ B
B =), RS B B2 U

Second, we may have already picked much of the low-hanging fruit.

Clearly, the willingness to do business with a direct marketer of
insurance varies widely among individuals: Indeed, some percentage of
Americans — particularly older ones — are reluctant to make direct
purchases of any kind. Over the years, however, this reluctance will ebb.

A new generation with new habits will find the savings from direct purchase
of their auto insurance too compelling to ignore.

ok, BAT IR AR 3~ ] REAR Cee gl BAN 4100 1, ARDIL), BARIEE Al E A
ITHZ R RE AT LT, (AR, & —3E M Nl AN RE L X
TEROR, RN R A X1, XM HE R I GUEIR, B AUR T8
FOMERN, Rt KILE HRSOR T UGB RERI IR

Another factor that surely decreased the conversion of inquiries into
sales was stricter underwriting by GEICO. Both the frequency and severity
of losses increased during the year, and rates in certain areas became
inadequate, in some cases substantially so. In these instances, we
necessarily tightened our underwriting standards. This tightening, as
well as the many rate increases we put in during the year, made our
offerings less attractive to some prospects.

AN AN IE L BRAR AT R 1P A 2 GEICO B 28 bt A% ™, HAE AN
AR A IR e g 1 R R v, (AT S L X ) B R ARG AN S B, AE XS T
PAT D20 PE S AR IARE, (RIS 3 i 9, 1K P I AR S A A5 AT TR T g 0 -
()54 JTmE Tl %

A high percentage of callers, it should be emphasized, can still save money

by insuring with us. Understandably, however, some prospects will switch
to save $200 per year but will not switch to save $50.

Therefore, rate increases that bring our prices closer to those of our
competitors will hurt our acceptance rate, even when we continue to offer
the best deal.

IRBB ISR, T ORE T i AE BT IBRAOR B R, AR T DL
REH, AR ZeTIA R 200 5670, BERRAER 50 SEon, WG| e
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KA, B AR R EETHAEAF FA A% 5 JLE FNMEARE, 20t 2 ma 3l 1 7E 2%
JTR) SR R o

Finally, the competitive picture changed in at least one important respect:
State Farm — by far the largest personal auto insurer, with about 19% of
the market — has been very slow to raise prices. Its costs, however, are
clearly increasing right along with those of the rest of the industry.
Consequently, State Farm had an underwriting loss last year from auto
insurance (including rebates to policyholders) of 18% of premiums,
compared to 4% at GEICO. Our loss produced a float cost for us of 6. 1%,
an unsatisfactory result. (Indeed, at GEICO we expect float, over time,
to be free.) But we estimate that State Farm’ s float cost in 2000 was
about 23%. The willingness of the largest player in the industry to
tolerate such a cost makes the economics difficult for other participants.

)i, PR TSR AR T — IR AR, AR H TR R — T R
19%[1] State Farm, X9 3 R4 1) 5o NI AR MO0, B ARt 1) Rl A 1 184 i
g 5B ENEAK EF, State Farm Z4F R 5457 2 2 (R0 5 [B1 B4 (138
) ek 18%, AHEZ N GEICO NI A 4%, BIASa H Fo Al TE7 A7 4 i At i
6. 1%, CFHXS TIATIERIH AN, X F GRS NI E) , A
State Farm 2000 = [FVFAF 4 A Bk 23%, 14y FHERInsE, =RIE
AN S A A, e AR B T AR A T .

That does not take away from the fact that State Farm is one of America’ s
greatest business stories. I’ ve urged that the company be studied at
business schools because it has achieved fabulous success while following
a path that in many ways defies the dogma of those institutions. Studying
counter—evidence is a highly useful activity, though not one always
greeted with enthusiasm at citadels of learning.

ARLIXATIRTCH T State Farm 5 3¢ E i i Rtk ariicF 2 —, AW
WA 2 e %A IR ST AL A1 D PR (R B0k S D At i) ple S i R A 22 2 Bk
il S AT IR 2055, WESORTS I BIIESE AT 2447 I (0 50k, BRI BT N
KA S AR AT kA

State Farm was launched in 1922, by a 45-year—old, semi-retired Illinois
farmer, to compete with long—established insurers — haughty institutions
in New York, Philadelphia and Hartford — that possessed overwhelming
advantages in capital, reputation, and distribution.

Because State Farm is a mutual company, its board members and managers
could not be owners, and it had no access to capital markets during its
years of fast growth. Similarly, the business never had the stock options
or lavish salaries that many people think vital if an American enterprise
is to attract able managers and thrive.
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State Farm p¥37.1- 1922 4, HWHFIE M —A07 45 & FRIRIIAR KT G, 4]
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In the end, however, State Farm eclipsed all its competitors. In fact,
by 1999 the company had amassed a tangible net worth exceeding that of
all but four American businesses. If you want to read how this happened,
get a copy of The Farmer from Merna.

WA R, State Farm SdiMi A 5o xt 3, SR58 Rl 1999 48, 22w 1)
FFAEALCT S DR 26 R A, A SRR ARG TE A AT T A2 Ay A0 21 1), AR ML —
A7KE Merna AR KR KEFH

Despite State Farm’ s strengths, however, GEICO has much the better
business model, one that embodies significantly lower operating costs.

And, when a company is selling a product with commodity—like economic
characteristics, being the low—cost producer is all-important.

This enduring competitive advantage of GEICO — one it possessed in 1951
when, as a 20-year—old student, I first became enamored with its stock
—1is the reason that over time it will inevitably increase its market share
significantly while simultaneously achieving excellent profits. Our
growth will be slow, however, if State Farm elects to continue bearing
the underwriting losses that it is now suffering.

JUETHINT State Farm [R3EAEH, GEICO ARINAE HUF AL, HoEIE
A, XM RO B ALk JCH R, GETCO X I 58 4
PEFA E 1951 48, L2 A 21 B B2 ik, i JAAER Iy IX K 2
FEE, PR N2, AR B AR LR GRA 40 R e 1T
ZIRUNR State Farm e 4R 8: H52 PUALIZIAE (R DRBUKR I, GETCO (1 B 34
R B2 B R W T IR o

Tony Nicely, GEICO’ s CEO, remains an owner’ s dream. Everything he does
makes sense. He never engages in wishful thinking or otherwise distorts
reality, as so many managers do when the unexpected happens.

As 2000 unfolded, Tony cut back on advertising that was not cost—effective,
and he will continue to do that in 2001 if cutbacks are called for (though
we will always maintain a massive media presence). Tony has also
aggressively filed for price increases where we need them. He looks at
the loss reports every day and is never behind the curve. To steal a line
from a competitor, we are in good hands with Tony.
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Tom Nicely=GEICO A ] [¥] CEO, MKIRIEIEEMRMIE LIRSS KA, BT ER
— DA S, YREANRAER, MM RASAZ I BN R I RV B AR
AR ECHL s b, 2000 SETFLR, AORZEIR AN AR GG 1) 2, e 2001
A W EANAT R AR SR EREAR R A0, (AR FRAT TSR & i K B IR AR IR
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I’ ve told you about our profit-sharing arrangement at GEICO that targets
only two variables — growth in policies and the underwriting results of
seasoned business. Despite the headwinds of 2000, we still had a
performance that produced an 8.8% profit—sharing payment, amounting to
$40.7 million.

R R HE L AL, GETCO FOAIE o 2t 22 T A 3% 1) 2 RSN
BT EE A 2) SRR AR ) IR DRIRANRIL,  VE TR 2000 4 (1Rt
VSR AH T 2425 8. 8% FHr (1K, #2100 4, 070 J15IC,

GEICO will be a huge part of Berkshire’ s future. Because of its
rock—-bottom operating costs, it offers a great many Americans the cheapest
way to purchase a high—-ticket product that they must buy. The company then
couples this bargain with service that consistently ranks high in
independent surveys. That’ s a combination inevitably producing growth
and profitability.

GEICO 7t Berkshire WA KA KA Y E L A (0, T HAM RIS 2
FRAS, B BB B I B AR B A 2 5t i et T 7 i, IR 5K v T B L 1R AR 454
I B AR T B AV, KRR ALAR nT i OR A w ARkl RE K S
B S

In just the last few years, far more drivers have learned to associate
the GEICO brand with saving money on their insurance. We will pound that
theme relentlessly until all Americans are aware of the value that we
offer.

VT JUAER, BRI 2 12 5 N AIE 55 GEICO R mT LA N R MR 2, A 1mHs
HREL KT B AL BT 5 BN FIE BATT R E DT 1

Investments

IR BB

Below we present our common stock investments. Those that had a market
value of more than $1 billion at the end of 2000 are itemized.

NS Berkshire 2000 ST firERL 12450 AL BB HETE

12/31/00
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Shares Company Cost Market
(dollars in millions)

151, 610, 700 | American Express Company $1,470 $ 8,329
200, 000, 000 | The Coca—Cola Company 1, 299 12, 188
96, 000, 000|The Gillette Company 600 3, 468
1, 727, 765|The Washington Post Company 11 1, 066
55,071, 380 |Wells Fargo & Company 319 3, 067
Others 6, 703 9,501

Total Common Stocks $10, 402 $37,619

In 2000, we sold nearly all of our Freddie Mac and Fannie Mae shares,
established 15% positions in several mid-sized companies, bought the
high-yield bonds of a few issuers (very few — the category is not labeled
junk without reason) and added to our holdings of high—grade,
mortgage—backed securities. There are no “bargains” among our current
holdings: We’ re content with what we own but far from excited by it.

7F 2000 SEFHATT LK T Freddie Mac 5 Fannie Mae FAFFICHE,  [RIES A1) H
15%1 %% 4 K3k )L Hh B A v DL R — S8 i 2t i 595 (Ui — AN 8 T3 3 £t
FFER) , FI NI — LA S AL T UE SR, H ETERA TR B AL A B KR
IS LER 2, BARN T IXFE B R A1 & A VB =, (RIS 4 n LA A
FEIPIHLTT

Many people assume that marketable securities are Berkshire’ s first
choice when allocating capital, but that’ s not true: Ever since we first
published our economic principles in 1983, we have consistently stated
that we would rather purchase businesses than stocks. (See number 4 on
page 60.) One reason for that preference is personal, in that I love
working with our managers. They are high—grade, talented and loyal.

And, frankly, I find their business behavior to be more rational and
owner—-oriented than that prevailing at many public companies.

VP2 NLON BRI Berkshire BBt IR 2R — i d, IXARIAREAKIER, HMN
1983 SERA IR A I B R 2B HEN G, FATTL— FF A TR B 1 52 K 5K
AFNAES IR, Horp— e A, Rt E G E A —fiE,
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But there’ s also a powerful financial reason behind the preference, and
that has to do with taxes. The tax code makes Berkshire’ s owning 80% or
more of a business far more profitable for us, proportionately, than our
owning a smaller share. When a company we own all of earns $§1 million after
tax, the entire amount inures to our benefit. If the $1 million is
upstreamed to Berkshire, we owe no tax on the dividend. And, if the
earnings are retained and we were to sell the subsidiary — not likely at
Berkshire! — for $1 million more than we paid for it, we would owe no
capital gains tax. That’ s because our “tax cost” upon sale would include
both what we paid for the business and all earnings it subsequently
retained.

MIRERILZ AN — AR 55 B, i HoZ ERB AT o0, MRAERUARNE, FF
A 80% LA L [ R LA /D BB AH Berkshire B FIMZ, M—K5ea ik
MIFAT 0 2 FIBURE T 100 J1 5600, IXEER RN BIFA 1 HEEH, Berkshire
AN DA A W B BOR i e BRAEART B, 1 LA R AT PR R 2Ok B, 2 Jm FHER
KT 298 Berkshire Je AN nl BEABCXHERI S, M AF 25 S2iEd
100 J3 2670, FATIAL A I SAHEAT R GEAREGBL, S5 AL T 3RAERLL 1Y
JRAAL T FATIGHI K R %2 w1 (R AR LUK B SR DR B (R T A %

Contrast that situation to what happens when we own an investment in a
marketable security. There, if we own a 10% stake in a business earning
$10 million after tax, our $1 million share of the earnings is subject
to additional state and federal taxes of (1) about $140,000 if it is
distributed to us (our tax rate on most dividends is 14%); or (2) no less
than $350, 000 if the $1 million is retained and subsequently captured by
us in the form of a capital gain (on which our tax rate is usually about
35%, though it sometimes approaches 40%). We may defer paying the $350, 000
by not immediately realizing our gain, but eventually we must pay the tax.
In effect, the government is our “partner” twice when we own part of a
business through a stock investment, but only once when we own at least
80%.

XS TAT— M A A Ly A w R A A R IOAA, RRA TR — K —4F
I 1, 000 J7 3 T0 8 w) LO%I BT, DUIFAT K L AZ 7343 1 100 T3 38 ok a2 £ 48
BN INBUN SRS BL, AL (1) K 14 5 & T0BRIBL A (AR 4014
JRERIBLA N 14%) 5% (2) F2/b 35 J7SRITTINBEARIFGBL, Witkix 100 J5 %A 50,

T 2 5 AT AL A A A 53 (BAT TG FH B R 297 35% 4247, AT Il vl e il
40%) , SR R EIRATA Az I vE, KRGO AT UL— HIB i X, (i3
A& DI AIX R A, F5E FBURF ] DL 2 EIRATTRE ) B SN2
—, FUSRBE SR M PR, A F L BRI
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Leaving aside tax factors, the formula we use for evaluating stocks and
businesses is identical. Indeed, the formula for valuing all assets that
are purchased for financial gain has been unchanged since it was first
laid out by a very smart man in about 600 B.C. (though he wasn’ t smart
enough to know it was 600 B.C.).

FHERBL G A Z AT A PP IBEER  S ki  O0F 8 =80 58 B R 24,
XA VAl AT Bl 08 7 B DR 1K) 28 UMK AR ¥4 4042, 38 22 TG T 600 AR5 56 1
Sk IR BEZRFOE A, (BUARAR PT BEAR A HE T TR 24 I 2 A JT AT 600 4F) .

The oracle was Aesop and his enduring, though somewhat incomplete,
investment insight was “a bird in the hand is worth two in the bush.” To
flesh out this principle, you must answer only three questions. How
certain are you that there are indeed birds in the bush? When will they
emerge and how many will there be? What is the risk—free interest rate
(which we consider to be the yield on long—term U.S.

bonds) ? If you can answer these three questions, you will know the maximum
value of the bush - and the maximum number of the birds you now possess
that should be offered for it. And, of course, don” t literally think birds.
Think dollars.

WL AR E B, I ASKH EA RN, Bt ” — 5
FEMR, An— S fE T, BRI D R R IR, R A2 R = AN [, R
TR E B N BLAT S5 L2 AT I S B, RN AT 22 02 o MU ) 9% <A 2
% /b2 GRHLIRANMBOE BLSE AT A BT IR A HE) A 2R ARRE R LA =~ it
IR AARRG FNTE XA N dge iy (AT 220, LR RERT LIAT 2D 19 )L, R
N U LT, BCIESEBRIRRIFIE 2 4k

Aesop’ s investment axiom, thus expanded and converted into dollars, is
immutable. It applies to outlays for farms, oil royalties, bonds, stocks,
lottery tickets, and manufacturing plants. And neither the advent of the
steam engine, the harnessing of electricity nor the creation of the
automobile changed the formula one iota — nor will the Internet. Just
insert the correct numbers, and you can rank the attractiveness of all
possible uses of capital throughout the universe.

PRGBS T ER TR DL 25 KR 5t <, A AT LG AIAEAR D il
iR ISR SRERTF UL L) 5%, AR 2RS35 el
VR T RO S SR IR IR E A, HOER bRk gt —FF, L RES A LAY
By, ARstn] DU AR A £ th i 5t ia I et £ Ak

Common yardsticks such as dividend yield, the ratio of price to earnings
or to book value, and even growth rates have nothing to do with valuation
except to the extent they provide clues to the amount and timing of cash
flows into and from the business. Indeed, growth can destroy value if it
requires cash inputs in the early years of a project or enterprise that
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exceed the discounted value of the cash that those assets will generate
in later years. Market commentators and investment managers who glibly
refer to “growth” and “value” styles as contrasting approaches to
investment are displaying their ignorance, not their sophistication.
Growth is simply a component — usually a plus, sometimes a minus — in the
value equation.

RV, T BRI R AR L R AR, BRABATI R S K Ay
M AR RIS, A5 WS B P ORI, AT I 2
MMEA R, SRR IHETE v LY A B eI oK T 2 B AT U, 7
SETT I (K A i 2 B NA E HH MR il 5 7 (B 287 ) Dy b A AR
ANFEBETE LAY, W DL TR, AR BRI W i e — AN E R —,
FEVPAL O ER, wIREE IR, Al e fm .

Alas, though Aesop’ s proposition and the third variable - that is,
interest rates — are simple, plugging in numbers for the other two
variables is a difficult task. Using precise numbers is, in fact, foolish;
working with a range of possibilities is the better approach.

IS, BRI RE T A RS 5 A - & 9 S AR A U A R 5
(L0 4 5 A/ A2 AT A 22 11 DR A, AR WA B L X A AR AR A AN AT
AE, SR P n] BER VS (52 AT I A

Usually, the range must be so wide that no useful conclusion can be reached.
Occasionally, though, even very conservative estimates about the future
emergence of birds reveal that the price quoted is startlingly low in
relation to value. (Let’ s call this phenomenon the IBT — Inefficient Bush
Theory.) To be sure, an investor needs some general understanding of
business economics as well as the ability to think independently to reach
a well-founded positive conclusion. But the investor does not need
brilliance nor blinding insights.

AAEH R E W 2 3 8 e U5 5 PTR], 10 HASG T OR Bt Hh A A e
ARG, g B A B LI AR, (BTl HAE XA B FR 2
IBT-H NTCRCR BRIR) , nTLARAE M2, BT NBR T 2006+ Ak a1
SOEM T RSN, JF HEATRE AT S IREULIB RS I ERE 45 E, BRIt Ab,
BN AT A KIEHBGER 18.

At the other extreme, there are many times when the most brilliant of
investors can’ t muster a conviction about the birds to emerge, not even
when a very broad range of estimates is employed. This kind of uncertainty
frequently occurs when new businesses and rapidly changing industries are
under examination. In cases of this sort, any capital commitment must be
labeled speculative.



www.buffettism.com EIERERFSY 0 Research Centre for Buffettism

T AR, ATARZ I, BT el W X3 B8 N AR BT A S /N S se
BURGUESs , B R AE i TEAA BB B & il XM AN E MEAEA 5008 Sk 2l
PRIBAZAIR AP ICH W, AEIXBARDL K, AR5 < A BN A AE B S5 B o

Now, speculation — in which the focus is not on what an asset will produce
but rather on what the next fellow will pay for it — is neither illegal,
immoral nor un—American. But it is not a game in which Charlie and I wish
to play. We bring nothing to the party, so why should we expect to take
anything home? 4> BHL I L—IRRIAVE T L E, RE N DPASHIZ
DA SEERM S-S b, EAMEAEE UAEAERE, LR ARRUEIESS
2, H A BRI S DUk, BEARIRATI T S x84 34T
S an e B EE B MRS s 8T A g 2

The line separating investment and speculation, which is never bright and
clear, becomes blurred still further when most market participants have
recently enjoyed triumphs. Nothing sedates rationality like large doses
of effortless money. After a heady experience of that kind, normally
sensible people drift into behavior akin to that of Cinderella at the ball.
They know that overstaying the festivities — that is, continuing to
speculate in companies that have gigantic valuations relative to the cash
they are likely to generate in the future — will eventually bring on
pumpkins and mice. But they nevertheless hate to miss a single minute of
what is one helluva party. Therefore, the giddy participants all plan to
leave just seconds before midnight. There’ s a problem, though: They are
dancing in a room in which the clocks have no hands.

B HEML KL L Sz b, JUHZ S P Tisa i 2 5 EH ARG AR 1<
SRR R, B RN DT SR B Ak N R LB, fE2e it
RRAK 2 )5, FHEF AR SRS INEES W AR — ARt & 1k, A0
fESE T 2 s — -l R KA KRB M B ERARIBHLWEsIZ b, FNS %
552 B2 B H SO I LA At sy, (A 13 2 S AN R I 7 e K R 2 (R A ]
OBl BT NEAT SLARELAS Bl s — 204 BT, (H R U X S 2 K N PR
AHBAT IR

Last year, we commented on the exuberance — and, yes, it was irrational
- that prevailed, noting that investor expectations had grown to be
several multiples of probable returns. One piece of evidence came from
a Paine Webber—-Gallup survey of investors conducted in December 1999, in
which the participants were asked their opinion about the annual returns
investors could expect to realize over the decade ahead.

Their answers averaged 19%. That, for sure, was an irrational expectation:
For American business as a whole, there couldn’ t possibly be enough birds
in the 2009 bush to deliver such a return.
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Far more irrational still were the huge valuations that market
participants were then putting on businesses almost certain to end up
being of modest or no value. Yet investors, mesmerized by soaring stock
prices and ignoring all else, piled into these enterprises. It was as if
some virus, racing wildly among investment professionals as well as
amateurs, induced hallucinations in which the values of stocks in certain
sectors became decoupled from the values of the businesses that underlay
them.

ESIKNE, Hirhia 2 58512 KM = WA fe AR s E e 2
WA BAAEMTMAEII AT, 5 TR TR PR, RIS TE AR SR 2Bk
(IR Tk 7, AN DR Bt Gl N B RAN, XS Bl Gt —
B, AE TR NS HUT ) O, 51 AN G B B T -5 FEAS 5 A (0
ELART Rz

This surreal scene was accompanied by much loose talk about “value
creation.” We readily acknowledge that there has been a huge amount of
true value created in the past decade by new or young businesses, and that
there is much more to come. But value is destroyed, not created, by any
business that loses money over its lifetime, no matter how high its interim
valuation may get.

FEREE XA AN SIEBR IR S DU ITTOR (1, 3BAT— P R R BEE A o EaliE” . 3K
ML R B4R, VE 28 B S XA S GGt VF 2 (8, iy LR
THOLIE AR EL R, BEATFTILAAMIGE, IRLE LR AR, LR ki
A RES B3 AT AU E, MATTRASZ S E, A EAEIYIRARATT T {8 2
EEEZ S

What actually occurs in these cases is wealth transfer, often on a massive
scale. By shamelessly merchandising birdless bushes, promoters have in
recent years moved billions of dollars from the pockets of the public to
their own purses (and to those of their friends and associates). The fact
is that a bubble market has allowed the creation of bubble companies,
entities designed more with an eye to making money off investors rather
than for them. Too often, an IPO, not profits, was the primary goal of
a company’ s promoters. At bottom, the “business model” for these
companies has been the old-fashioned chain letter, for which many
fee—hungry investment bankers acted as eager postmen.
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But a pin lies in wait for every bubble. And when the two eventually meet,
a new wave of investors learns some very old lessons: First, many in Wall
Street — a community in which quality control is not prized — will sell
investors anything they will buy. Second, speculation is most dangerous
when it looks easiest.

SRIAE AT IR AN R, IR, AN RS S A R
Ul 2B AR AR, NS NEER, SREDRH AR AR ML KL
PR, AR U, BOWLXBURLAE AR L, S N .

At Berkshire, we make no attempt to pick the few winners that will emerge
from an ocean of unproven enterprises. We’ re not smart enough to do that,
and we know it. Instead, we try to apply Aesop’ s 2,600-year-old equation
to opportunities in which we have reasonable confidence as to how many
birds are in the bush and when they will emerge (a formulation that my
grandsons would probably update to “A girl in a convertible is worth five
in the phonebook. ”). Obviously, we can never precisely predict the timing
of cash flows in and out of a business or their exact amount. We try,
therefore, to keep our estimates conservative and to focus on industries
where business surprises are unlikely to wreak havoc on owners. Even so,
we make many mistakes: I’ m the fellow, remember, who thought he
understood the future economics of trading stamps, textiles, shoes and
second-tier department stores.

ff. Berkshire, FAIMKRBEAT LABEN—HEARTRK 27, Bhilieiz)L, &
TTANEA XM RE S, X R FRAIEXA B, AR AT S 2, 600
FARBAR A EPRE S, M OUTRL W B RG220 8 )L, DURARATTH I
HII B, (B BLS J b3 1T Re 08 SO A IR B %, Aan—ANi
B B A%) R BATTGE B IMERGHERB TG — K A W REE LB IR S R
HERPIRDL i LABRAT TR Y LA DRy (0 A S A A0, T I i D B A R L2 LA
SRR S A AR B3k, BMESR ik, BATEE R HIEH, KA hEik
TCAFERA A B S 22 R AT ARG . 972, A DA A i B A w]AE L)
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Lately, the most promising “bushes” have been negotiated transactions for
entire businesses, and that pleases us. You should clearly understand,
however, that these acquisitions will at best provide us only reasonable
returns. Really juicy results from negotiated deals can be anticipated

% 37 WU 3t 56 7T
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only when capital markets are severely constrained and the whole business
world is pessimistic. We are 180 degrees from that point.

K, BATERAE U IR A EEER e PSR M A A ], IXM I e S L AT 1k
BUAS R, A REEGLAE, KR IFAL S T2 AL A AT A A BN Rl
REAT B IRM —E EF R TEA T I ARH B, B R
I, Pl HarERATE AR SIS R IZ .

Sources of Reported Earnings K41 & 43 1K) K5

The table that follows shows the main sources of Berkshire’ s reported
earnings. In this presentation, purchase—accounting adjustments are not
assigned to the specific businesses to which they apply, but are instead
aggregated and shown separately. This procedure lets you view the earnings
of our businesses as they would have been reported had we not purchased
them. For the reasons discussed on page 65, this form of presentation seems
to us to be more useful to investors and managers than one utilizing
generally accepted accounting principles (GAAP), which require
purchase—premiums to be charged off business—by—business. The total net
earnings we show in the table are, of course, identical to the GAAP total
in our audited financial statements.

MR Berkshire MRA & A% 1 T ORI, AEIXIRA H RIE e 205 W ik &
TR NI BT 2 7] 20 B ok, B s, 2 B LUK O 1k
JEE R S FNL I AIRDL, ARBATR BT AT P, i 28— mtsm i #AA
NIRRT B AN T W EESR DA Ay BE Rl fHOR 2, AN
X B B R, EA ), AR IR B TR s Bt
I EARZ T 5

(in millions)
Berkshire’ s Shareof Net
Earnings (after taxes

Pre—-Tax Earnings andminority interests)

2000 1999 2000 1999
Operating Earnings:
Insurance Group:
Underwriting — Reinsurance $(1, 399) $(1, 440) $(899) $(927)
Underwriting — GEICO (224) 242 (146) 161
Underwriting — Other Primary 383 222 242 141
Net Investment Income 2, 7472, 74 2, 4822, 48 1, 9291, 92 1, 7641, 76




www.buffettism.com EIERERFSY 0 Research Centre for Buffettism

Finance and Financial Products 59655 12512 36036 868
Business

Flight Services 21321 22522 12612 13213
MidAmerican Energy (76% owned) 19719 - 10910 -
Retail Operations 17517 13013 10410 it
Scott Fetzer (excluding finance 12212 14714 808 929
operation)

Other Businesses 22522 21021 13413 13113
Purchase—Accounting Adjustments ®81) (739) (843) (648)
Corporate Interest Expense (92) (109) (61) (70)
Shareholder-Designated (17) amn) (11) (11)
Contributions

Other 39 25 30 15
Operating Earnings 1, 6991, 69 1, 0851, 08 93693 67167
Capital Gains from Investments 3,955 1. 365 2, 392 886
Total Earnings — All Entities $5, 654$5, 65 | $2, 45082, 45 | $3, 32883, 32 | $1, 55781, 55

Most of our manufacturing, retailing and service businesses did at least
reasonably well last year.

The exception was shoes, particularly at Dexter. In our shoe businesses
generally, our attempt to keep the bulk of our production in domestic
factories has cost us dearly. We face another very tough year in 2001 also,
as we make significant changes in how we do business.

LA, BATTHE A HI3E 28 5 RS R DU = AN, P — (R A2 R,
JUHIE Dexter, O TibprA MG s UL B AR, BAIATH TR
A, BIMEIRATZ 5T — A%, (B 2001 FE0PRZE 14

I clearly made a mistake in paying what I did for Dexter in 1993.

Furthermore, I compounded that mistake in a huge way by using Berkshire
shares in payment. Last year, to recognize my error, we charged off all
the remaining accounting goodwill that was attributable to the Dexter
transaction. We may regain some economic goodwill at Dexter in the future,
but we clearly have none at present.

5 39 Ui Jt 56 Ui
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HIEAEK, RAE 1993 FF RGN Dexter AR 1%, H15 I & Y I Tk /& H
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The managers of our shoe businesses are first—class from both a business
and human perspective. They are working very hard at a tough — and often
terribly painful — job, even though their personal financial
circumstances don’ t require them to do so. They have my admiration and
thanks.

TR T RIRA B R 2 BN FRAT o i, AT TR AR R A A B T 55
T AR, RMEARATI S A T TR i, O e ot iR I i Al

On a more pleasant note, we continue to be the undisputed leader in two
branches of Aircraft Services — pilot training at FlightSafety (FSI) and
fractional ownership of business jets at Executive Jet (EJA). Both
companies are run by their remarkable founders.

FAh T BATAR X REAREEAE P IO 22 A 55 M R AR s -2 RAT BRIk [
b AT (FSD), i WL AR 2 LA =] (BJA) , IS AW H AT
R HA N EIIP NEEH

Al Ueltschi at FSI is now 83 and continues to operate at full throttle.

Though I am not a fan of stock splits, I am planning to split Al’ s age
2-for—-1 when he hits 100. (If it works, guess who’ s next.)FSI [{f] Al
Ueltschi 44 83 %, HETUIAL T2 i PR, BARFRA S A BN E 7
FIXPLE )L, (HIENTHEAE AL 100 0, AR — 20k = (AR k28 52
AT, REMNAZSEFE N — e RliED

We spent $272 million on flight simulators in 2000, and we’ 11 spend a
similar amount this year. Anyone who thinks that the annual charges for
depreciation don’ t reflect a real cost — every bit as real as payroll
or raw materials — should get an internship at a simulator company. Every
year we spend amounts equal to our depreciation charge simply to stay in
the same economic place — and then spend additional sums to grow.

And growth is in prospect for FSI as far as the eye can see.

2000 FHATIBLTE 2. 72 /LFTOAEM K AT D HLds 3k, SRS & Aith gy = it
8, AW REAE (3T TH 9 AN SR BRI A 1, B3 2] AT 1A ]
ITHT L, AR REE AR 203 TH A T 08 BRI — PRSI, B JAT I 20
PG T IH G 58 e AE O b6 b, DLAERFRR A M e A5, M R34
R RACHIE, Wb Z0 NS B8 <5, X1 FST i, e H AT e A S K
IR R
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Even faster growth awaits EJA (whose fractional-ownership program is
called NetJetsR). Rich Santulli is the dynamo behind this business.

T J7 10, B PG 2 ETA CHL B A AURR 2 4 NetJet) , Rich
Santulli J&75 5 E LT

Last year I told you that EJA’ s recurring revenue from monthly management
fees and hourly usage grew by 46% in 1999. In 2000 the growth was 49%.
I also told you that this was a low—margin business, in which survivors
will be few. Margins were indeed slim at EJA last year, in part because
of the major costs we are incurring in developing our business in Europe.

FAFE, IE VYRR EJA 1999 4FAE H [ (8 BER N Bl i 9 el 17 46%, 21T
2000 A KM LRGN A 49%, B th B i 2 A4 5 DX ML BRI A R, B LARE
o AEIE I KA L , LA BIA (R AR A0 S 0, &0 10 S DR PR 3T T 1E
FESS 34 REWC b 2524 v

Regardless of the cost, you can be sure that EJA’ s spending on safety
will be whatever is needed. Obviously, we would follow this policy under
any circumstances, but there’ s some self-interest here as well: I, my
wife, my children, my sisters, my 94-year-old aunt, all but one of our
directors, and at least nine Berkshire managers regularly fly in the
NetJets program. Given that cargo, I applaud Rich’ s insistence on
unusually high amounts of pilot training (an average of 23 days a year).

In addition, our pilots cement their skills by flying 800 or so hours a
year. Finally, each flies only one model of aircraft, which means our crews
do no switching around among planes with different cockpit and flight
characteristics.

ANCAAT 2, HERN T 2%, EJAREAEIA, FEEMELT, &
A AFIX TR, PO RIS B2 NI RS, BERAN K
N /N Wtk g 94 B IIBTEE, Berkshire [MFTA #H 3 (B T —Afi4h) LA
LI 9 A B BAHGE Net Jet [ %, AKX HLECERF I Rich 4Ry (AT 5
—EEPIYIE 23 RN BN SR R 4y T E R, AN RATI RAT B SR R Y
£ 800 /NN LAE [ ©AT I B LA A B (1) ©AT 45 2, [N REQL AT b - e & —
FHLAY, IXRREIEUL, AbATTAN D HAEA R KB UL (R e 25 o

EJA’ s business continues to be constrained by the availability of new
aircraft. Still, our customers will take delivery of more than 50 new jets
in 2001, 7% of world output. We are confident we will remain the world
leader in fractional ownership, in respect to number of planes flying,
quality of service, and standards of safety.

BAR EJA LSRR 3 BT RBLAL 2 AT IR, {H2 2001 52227047 50 28 Kbl
SIMARSS AT S, XL At F KHUH ) 2O 7%, 3RAT AT {5 Ll AgR LA
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Additional information about our various businesses is given on pages
42-58, where you will also find our segment earnings reported on a GAAP
basis. In addition, on pages 67-73, we have rearranged Berkshire’ s
financial data into four segments on a non—GAAP basis, a presentation that
corresponds to the way Charlie and I think about the company.

e X B E B AT LATE 42-58 TLERF, 408 I — i A A 11 HE N
Gl PR 1 E S, BEANE 67-73 T, RIS T DR B IS F g, K Berkshire
PRI dmHE A5 B (AR — B A A ST EN g ) , XA A FRER RN I S 56
P Berkshire LA AR .

Look-Through Earnings
TEREME R

Reported earnings are an inadequate measure of economic progress at
Berkshire, in part because the numbers shown in the table on page 15
include only the dividends we receive from investees — though these
dividends typically represent only a small fraction of the earnings
attributable to our ownership. To depict something closer to economic
reality at Berkshire than reported earnings, though, we employ the concept
of “look—through” earnings. As we calculate these, they consist of: (1)
the operating earnings reported on page 15; plus; (2) our share of the
retained operating earnings of major investees that, under GAAP
accounting, are not reflected in our profits, less; (3) an allowance for
the tax that would be paid by Berkshire if these retained earnings of
investees had instead been distributed to us. When tabulating “operating
earnings” here, we exclude purchase—accounting adjustments as well as
capital gains and other major non-recurring items.

BATN A MK A 8 AR AR I Berkshire SEBRIEZIRIL, B4R INAE T2 15 1T
FIRTEAR N wlk BRI, S8 AN B B8 A ml I ER 1 — /iy, o T
FEECSEI [ W Berkshire SEPRIZERDL, T2 T HATISH T 52 8B R 10
o XA RS E (D ArBER 16 U RIS E Ay, b (2) B vk
ANF R FA, %A NS TR [ SAEFRATT 2wk i 4, 4k (3)
FEIX LA Sz W (1) B A 4 PR s AT, Al VT mT BEEESE IR TS i . £EIX ELBRATTHTIR 1
B R R CHIBR R ARG Rl rHE S Ml e e AR

The following table sets forth our 2000 look—through earnings, though I
warn you that the figures can be no more than approximate, since they are
based on a number of judgment calls. (The dividends paid to us by these
investees have been included in the operating earnings itemized on page
15, mostly under “Insurance Group: Net Investment Income.”)

55 42 v L 56 U
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Berkshire’ s Share of
Berkshire’ s|UndistributedOperating

Berkshire’ s Major |ApproximateOwnership Farnings (in
Investees at Yearend" millions)®

American Express
Company 11. 4% $265$26

The Coca—Cola
Company 8. 1% 16016

Freddie Mac 0. 3% 10610

The Gillette
Company 9. 1% 515

M&T Bank 7. 2% 232

The Washington
Post Company 18. 3% 181

Wells Fargo &
Company 3. 2% 11

Berkshire’ s share of undistributed
earnings of major investees 74074

Hypothetical tax on these undistributed
. . 3)
investee earnings (104)

Reported operating earnings of Berkshire L7791, 77

Total look—through earnings of Berkshire $ 2.415$ 2. 41

(1) Does not include shares allocable to minority interests

(2) Calculated on average ownership for the year
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(3) The tax rate used is 14%, which is the rate Berkshire pays on most
dividends it receives

Full and Fair Reporting VESZEMITII SR 45

At Berkshire, full reporting means giving you the information that we
would wish you to give to us if our positions were reversed. What Charlie
and I would want under that circumstance would be all the important facts
about current operations as well as the CEQ’ s frank view of the long—term
economic characteristics of the business. We would expect both a lot of
financial details and a discussion of any significant data we would need
to interpret what was presented.

f£ Berkshire, PriETESERIR AR SRURA G L, Fay B REs it
P A TR R (5 5L, IX S T H T2 s i KRR BL B CEO X 28w iz
RIERFIERVE, AR ERRREIZ LTS 00 20Ul LAAH SC I 55 Bk

When Charlie and I read reports, we have no interest in pictures of
personnel, plants or products. References to EBITDA make us shudder — does
management think the tooth fairy pays for capital expenditures? We’ re
very suspicious of accounting methodology that is vague or unclear, since
too often that means management wishes to hide something. And we don’ t
want to read messages that a public relations department or consultant
has turned out. Instead, we expect a company’ s CEO to explain in his or
her own words what’ s happening.

2 BRERFAE P DM 55 IS AT TR N B3 ) B il (R A R BT 2 K%,
A AN BRI IH WA B RS HT 19 & 4% (EBLTDA) (5| AR FRATIIH B, METE 28
B PR T 25 Tl Al DAOR BB I BEAS S 2 G - S [ /AT 2 A 3
I, B W AR KR R, tooth fairy M EERRBARIF ), T8
Lol AN ST, AT M RFRBE A, DO 228 B 20 o Al Al ot
ik L8, SRS RATI AN AR AR LY iy 23 S HR 1) st o] B B A AR Bk, BT
A B RENS t CEO B T2 H R S B A AR IRV o

For us, fair reporting means getting information to our 300, 000 “partners”
simultaneously, or as close to that mark as possible. We therefore put
our annual and quarterly financials on the Internet between the close of
the market on a Friday and the following morning.

By our doing that, shareholders and other interested investors have timely
access to these important releases and also have a reasonable amount of
time to digest the information they include before the markets open on
Monday. This year our quarterly information will be available on the
Saturdays of May 12, August 11, and November 10. The 2001 annual report
will be posted on March 9.

% 44 TT 3L 56 TT



www.buffettism.com EIERERFSY 0 Research Centre for Buffettism

WFRATIAAL, FESE IS ARERIAT 30 AL A Ak A AT CARIBA3 2IAR H 5 5, 2
/D RERE T BEHUAS R, DR GFRATT 20 UK 24 55 A R W T 5 I ik I 4 45—
SHANAAT, Wk, A5 T %0 Berkshire (IFE%E A HE AT LK I 14551
FEMHE, IR — I8 200, AL R A ORaE A R E S, 4

BAIEW NSt Ss A 1258 A 11 5% 11 A 10 5N A, 2T 2001
FERERMSAE 3 H 95 AT

We applaud the work that Arthur Levitt, Jr., until recently Chairman of
the SEC, has done in cracking down on the corporate practice of “selective
disclosure” that had spread like cancer in recent years.

Indeed, it had become virtually standard practice for major corporations
to “guide” analysts or large holders to earnings expectations that were
intended either to be on the nose or a tiny bit below what the company
truly expected to earn. Through the selectively dispersed hints, winks
and nods that companies engaged in, speculatively—minded institutions and
advisors were given an information edge over investment—oriented
individuals. This was corrupt behavior, unfortunately embraced by both
Wall Street and corporate America.

XFFUEE 2 F R Arthur Levi tt BRI T di A b e i AL il 1 18 6 M2 i
TR R, Ay S AR RV 22 KA S5 5 | 32 0 A I R B AR 1) 8 A A W 4 4 24
H) ARG AR T (U7 — ) LT CRE RS, Skt s s B, Aea
F R U B JE SRR, BRI LR N B8 ] DS 15 21 B DLBESE - 1] 1
JUHEZ AL, XA MR AT R, ASERRAE R R 1 5 SR Al a)) %2
el

Thanks to Chairman Levitt, whose general efforts on behalf of investors
were both tireless and effective, corporations are now required to treat
all of their owners equally. The fact that this reform came about because
of coercion rather than conscience should be a matter of shame for CEOs
and their investor relations departments.

H1T Levitt S P8 NFTAIISS T, 26 EE AV EIAE A 73 DA R B0 1
FTA TR 58N, TRl JRAT T R 3X 28 CEO 5 A GBI 12 T Hk sk E 3 471X
PR 220

One further thought while I’ m on my soapbox: Charlie and I think it is
both deceptive and dangerous for CEOs to predict growth rates for their
companies. They are, of course, frequently egged on to do so by both
analysts and their own investor relations departments. They should resist,
however, because too often these predictions lead to trouble.

IR IL AR b, F AR R NNEVER, B2 A BRI CEO
T 2 A RR A AT G B HAN 24 1, AT T8 AR AT T 55 22 SG R T T 5K
AT, HBIA AT E R R TE, DUON IO S RV 2 A0
LRI
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It’ s fine for a CEO to have his own internal goals and, in our view, it’ s
even appropriate for the CEO to publicly express some hopes about the
future, if these expectations are accompanied by sensible caveats. But
for a major corporation to predict that its per—share earnings will grow
over the long term at, say, 15% annually is to court trouble.

CEO H QAT — M HARARIERE, LRI CEO 2 AR A N (1 g
SOTIREF I —PFF, WORSK LI RS Il S B 251, (HAER KK A w2 JF
R EPR AR i A A KT ) AZERY 15% AR AR I, IR HE SAREF 2 AL E 1
JRAI o

That’ s true because a growth rate of that magnitude can only be maintained
by a very small percentage of large businesses. Here’ s a test: Examine
the record of, say, the 200 highest earning companies from 1970 or 1980
and tabulate how many have increased per—share earnings by 15% annually
since those dates. You will find that only a handful have. I would wager
you a very significant sum that fewer than 10 of the 200 most profitable
companies in 2000 will attain 15% annual growth in earnings—per—share over
the next 20 years.

LR INAE T X R s b U LER DB b A T BERSA 2, LR FRAT s — A f o
(R, KA D st sk, 1970 4F 5 1980 4FAR, 7F 200 KA A5t A vl 24,
HA R IR A G e 4k 24 15%IFERRKER, IREKRI, fEgis
FIXAHERI A A D2 b, Bl DURARFT I, AE 2000 30 B =11 200 KA
HYH, BEMSAERE NORIT 20 SEAEP I KR IA B 15% 1A H], LaXANELE 10 5K

The problem arising from lofty predictions is not just that they spread
unwarranted optimism. Even more troublesome is the fact that they corrode
CEO behavior. Over the years, Charlie and I have observed many instances
in which CEOs engaged in uneconomic operating maneuvers so that they could
meet earnings targets they had announced. Worse still, after exhausting
all that operating acrobatics would do, they sometimes played a wide
variety of accounting games to “make the numbers.” These accounting
shenanigans have a way of snowballing: Once a company moves earnings from
one period to another, operating shortfalls that occur thereafter require
it to engage in further accounting maneuvers that must be even more
“heroic.” These can turn fudging into fraud. (More money, it has been noted,
has been stolen with the point of a pen than at the point of a gun.)

Ao ey (R TG ANELE ORI (R SR, RATI 2 Ie 283k 25 2 2 CEO 41 A M AL,
X A2k, AEREROAHE LIRS CEO ALk F AN #H Fia ] —Le gk & ut
(K3 F-BOKIE b AT TG wi B A g A s, SERETRI A, AEFRVEIE B Rl T
A EEAEBICH 2 BN B mid 25 da 2 P2 v J5 i o B AS FH AR g i i
K, XA AR AR T IR, — HARIRIBH LG & A, BIR IR 2
ANy I LLE (W d 4y, B im Mg Ay 2ads, (SRS B e L
AR ERNR LR Z T) .

% 46 1T 56 1T

b



www.buffettism.com EIERERFSY 0 Research Centre for Buffettism

Charlie and I tend to be leery of companies run by CEOs who woo investors
with fancy predictions. A few of these managers will prove prophetic —
but others will turn out to be congenital optimists, or even charlatans.
Unfortunately, it’ s not easy for investors to know in advance which

species they are dealing with.
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I’ ve warned you in the past that you should not believe everything you
read or hear about Berkshire — even when it is published or broadcast by
a prestigious news organization. Indeed, erroneous reports are
particularly dangerous when they are circulated by highly-respected
members of the media, simply because most readers and listeners know these
outlets to be generally credible and therefore believe what they say.
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An example is a glaring error about Berkshire’ s activities that appeared
in the December 29 issue of The Wall Street Journal, a generally excellent
paper that I have for all of my life found useful. On the front page (and
above the fold, as they say) The Journal published a news brief that said,
in unequivocal terms, that we were buying bonds of Conseco and Finova.
This item directed the reader to the lead story of the Money and Investing
section. There, in the second paragraph of the story, The Journal reported,
again without any qualification, that Berkshire was buying Conseco and
Finova bonds, adding that Berkshire had invested “several hundred million
dollars” in each. Only in the 18" paragraph of the story (which by that
point had jumped to an inside page) did the paper hedge a bit, saying that
our Conseco purchases had been disclosed by “people familiar with the
matter.”
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Well, not that familiar. True, we had purchased bonds and bank debt of
Finova — though the report was wildly inaccurate as to the amount. But
to this day neither Berkshire nor I have ever bought a share of stock or
a bond of Conseco.
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Berkshire is normally covered by a Journal reporter in Chicago who is both
accurate and conscientious. In this case, however, the ”“scoop” was the
product of a New York reporter for the paper. Indeed, the 29" was a busy
day for him: By early afternoon, he had repeated the story on CNBC.
Immediately, in lemming—1like manner, other respected news organizations,
relying solely on the Journal, began relating the same “facts.” The result:
Conseco stock advanced sharply during the day on exceptional volume that
placed it ninth on the NYSE most—active list.
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During all of the story’ s iterations, I never heard or read the word
“rumor. ” Apparently reporters and editors, who generally pride themselves
on their careful use of language, just can’ t bring themselves to attach
this word to their accounts. But what description would fit more precisely?
Certainly not the usual “sources say” or “it has been reported. " {F4&5s
T4, KA E BB B3R XA AR, IRBARE), — e T U
AR A SO0 H 59w, SRR IX AN PR G A A A4, AR
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A column entitled “Today’ s Rumors,” however, would not equate with the
self-image of the many news organizations that think themselves above such
stuff. These members of the media would feel that publishing such
acknowledged fluff would be akin to L’ Osservatore Romano initiating a
gossip column. But rumors are what these organizations often publish and
broadcast, whatever euphemism they duck behind. At a minimum, readers
deserve honest terminology — a warning label that will protect their
financial health in the same way that smokers whose physical health is
at risk are given a warning.
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The Constitution’ s First Amendment allows the media to print or say
almost anything. Journalism’ s First Principle should require that the
media be scrupulous in deciding what that will be.
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Miscellaneous
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In last year’ s report we examined the battle then raging over the use
of “pooling” in accounting for mergers. It seemed to us that both sides
were voicing arguments that were strong in certain respects and seriously
flawed in others. We are pleased that the Financial Accounting Standards
Board has since gone to an alternative approach that strikes us as very
sound.
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If the proposed rule becomes final, we will no longer incur a large annual
charge for amortization of intangibles. Consequently, our reported
earnings will more closely reflect economic reality. (See page 65.) None
of this will have an effect on Berkshire’ s intrinsic value. Your Chairman,
however, will personally benefit in that there will be one less item to
explain in these letters.
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I’ m enclosing a report — generously supplied by Outstanding Investor
Digest — of Charlie’ s remarks at last May’ s Wesco annual meeting.

Charlie thinks about business economics and investment matters better
than anyone I know, and I’ ve learned a lot over the years by listening
to him. Reading his comments will improve your understanding of Berkshire.
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In 1985, we purchased Scott Fetzer, acquiring not only a fine business
but the services of Ralph Schey, a truly outstanding CEO, as well. Ralph
was then 61. Most companies, focused on the calendar rather than ability,
would have benefited from Ralph’ s talents for only a few years.
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At Berkshire, in contrast, Ralph ran Scott Fetzer for 15 years until his
retirement at the end of 2000. Under his leadership, the company
distributed $1.03 billion to Berkshire against our net purchase price of
$230 million. We used these funds, in turn, to purchase other businesses.
All told, Ralph’ s contributions to Berkshire’ s present value extend
well into the billions of dollars.
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As a manager, Ralph belongs in Berkshire’ s Hall of Fame, and Charlie and
I welcome him to it.
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Abit of nostalgia: It was exactly 50 years ago that I entered Ben Graham’ s
class at Columbia. During the decade before, I had enjoyed — make that
loved —analyzing, buying and selling stocks. But my results were no better
than average.
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Beginning in 1951 my performance improved. No, I hadn’ t changed my diet
or taken up exercise. The only new ingredient was Ben’ s ideas.
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Quite simply, a few hours spent at the feet of the master proved far more
valuable to me than had ten years of supposedly original thinking.
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In addition to being a great teacher, Ben was a wonderful friend. My debt
to him is incalculable.
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About 97% of all eligible shares participated in Berkshire’s 2000
shareholder—designated contributions program, with contributions

totaling $16.9 million. A full description of the program appears on pages
74-75.
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Cumulatively, over the 20 years of the program, Berkshire has made
contributions of $164 million pursuant to the instructions of our
shareholders. The rest of Berkshire’ s giving is done by our subsidiaries,
which stick to the philanthropic patterns that prevailed before they were
acquired (except that their former owners themselves take on the
responsibility for their personal charities). In aggregate, our
subsidiaries made contributions of $18.3 million in 2000, including
in-kind donations of $3 million.
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To participate in future programs, you must own Class A shares that are
registered in the name of the actual owner, not the nominee name of a broker,
bank or depository. Shares not so registered on August 31, 2001 will be
ineligible for the 2001 program. When you get the contributions form from
us, return it promptly so that it does not get put aside or forgotten.

Designations received after the due date will not be honored.
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Last year we moved the annual meeting to the Civic Auditorium, and it
worked very well for us. We will meet there again on Saturday, April 28.
The doors will openat 7 a.m., the movie will begin at 8:30, and the meeting
itself will commence at 9:30. There will be a short break at noon for food,
with sandwiches available at the Civic’ s concession stands. Except for
that interlude, Charlie and I will answer questions until 3:30.

FAERN VG AR 28 p I SR BT AR E IR, 45 R AR, A4 H
28 FEMINBATR FF X B 2%, KIS RE LB RUTG R ke
Fr I AE )G ERRG  IES BUMMIUREITAR,  SHBR /R 8 1R SRR ),
(A = WRASER R AN, Bk TR EI )4k, S ERIA N AL
EE e N Rl N R e SN o

For the next couple of years, the Civic is our only choice. We must
therefore hold the meeting on either Saturday or Sunday to avoid the
traffic and parking nightmare that would occur on a weekday. Shortly,
however, Omaha will have a new Convention Center with ample parking.

Assuming that the Center is then available tous, I will poll shareholders
to see whether you wish to return to a Monday meeting. We will decide that
vote based on the wishes of a majority of shareholders, not shares.
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An attachment to the proxy material that is enclosed with this report
explains how you can obtain the credential you will need for admission
to this year’ s meeting and other events. As for plane, hotel and car
reservations, we have again signed up American Express (800-799-6634) to
give you special help. In our normal fashion, we will run buses from the
larger hotels to the meeting. After the meeting, the buses will make trips
back to the hotels and to Nebraska Furniture Mart, Borsheim’s and the
airport. Even so, you are likely to find a car useful.
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We have added so many new companies to Berkshire this year that I’ m not
going to detail all of the products that we will be selling at the meeting.
But come prepared to carry home everything from bricks to candy. One new
product, however, deserves special note: Bob Shaw has designed a 3 x 5
rug featuring an excellent likeness of Charlie.

Obviously, it would be embarrassing for Charlie — make that humiliating
- if slow sales forced us to slash the rug’ s price, so step up and do
your part.
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GEICO will have a booth staffed by a number of its top counselors from
around the country, all of them ready to supply you with auto insurance
quotes. In most cases, GEICO will be able to offer you a special
shareholder’ s discount (usually 8%). Bring the details of your existing
insurance and check out whether we can save you some money.
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At the Omaha airport on Saturday, we will have the usual array of aircraft
from Executive Jet available for your inspection. Just ask an EJA
representative at the Civic about viewing any of these planes. If you buy
what we consider an appropriate number of items during the weekend, you
may well need your own plane to take them home.
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At Nebraska Furniture Mart, located on a 75-acre site on 72" Street between
Dodge and Pacific, we will again be having “Berkshire Weekend” pricing,
which means we will be offering our shareholders a discount that is
customarily given only to employees. We initiated this special pricing
at NFM four years ago and sales during the "Weekend” grew from $5. 3 million
in 1997 to $9.1 million in 2000.
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To get the discount, you must make your purchases between Wednesday, April
25 and Monday, April 30 and also present your meeting credential. The
period’ s special pricing will even apply to the products of several
prestige manufacturers that normally have ironclad rules against
discounting but that, in the spirit of our shareholder weekend, have made
an exception for you. We appreciate their cooperation. NFM is open from
10a.m. to9p.m onweekdays and 10 a.m. to 6 p. m. on Saturdays and Sundays.
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Borsheim’ s — the largest jewelry store in the country except for Tiffany s
Manhattan store — will have two shareholder—-only events. The first will
be a cocktail reception from 6 p.m. to 10 p.m. on Friday, April 27. The
second, the main gala, will be from 9 a.m. to 5 p.m. on Sunday, April 29.
Shareholder prices will be available Thursday through Monday, so if you
wish to avoid the large crowds that will assemble on Friday evening and
Sunday, come at other times and identify yourself as a shareholder. On
Saturday, we will be open until 6 p.m. Borsheim’ s operates on a gross
margin that is fully twenty percentage points below that of its major
rivals, so the more you buy, the more you save (or at least that’ s what
my family always tells me).
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In the mall outside of Borsheim's, we will have local bridge experts
available to play with our shareholders on Sunday. Bob Hamman, who
normally is with us, will be in Africa this year. He has promised, however,
to be on hand in 2002. Patrick Wolff, twice U.S. chess champion, will also
be in the mall, taking on all comers — blindfolded! Last year, Patrick
played as many as six games simultaneously — with his blindfold securely
in place — and demolished his opponents.
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As if all this isn’ t enough to test your skills, our Borsheim’ s Olympiad
this year will also include Bill Robertie, one of only two players to twice
win the backgammon world championship. Backgammon can be a big money game,
so bring along your stock certificates.
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Gorat’s — my favorite steakhouse — will again be open exclusively for
Berkshire shareholders on Sunday, April 29, and will be serving from 4
p.m. until 10 p.m. Please remember that you can’ t come to Gorat’ s on Sunday
without a reservation. To make one, call 402-551-3733 on April 2 (but not
before). If Sunday is sold out, try Gorat’ s on one of the other evenings
you will be in town. If you order a rare T-bone with a double order of
hash browns, you will establish your credentials as an epicure.
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The usual baseball game will be held at Rosenblatt Stadium at 7 p.m.

on Saturday night. This year the Omaha Golden Spikes will play the New
Orleans Zephyrs. Ernie Banks is again going to be on hand to — bravely
- face my fastball (once clocked at 95 mpm — miles per month).
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My performance last year was not my best: It took me five pitches to throw
anything resembling a strike. And, believe me, it gets lonely on the mound
when you can’ t find the plate. Finally, I got one over, and Ernie lashed
a line drive to left field. After I was yanked from the game, the many
sports writers present asked what I had served up to Ernie. I quoted what
Warren Spahn said after Willie Mays hit one of his pitches for a home run
(Willie’ s first in the majors): "It was a helluva pitch for the first
sixty feet.”
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It will be a different story this year. I don’ t want to tip my hand, so
let” s just say Ernie will have to deal with a pitch he has never seen
before.
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Our proxy statement contains instructions about obtaining tickets to the
game and also a large quantity of other information that should help you
enjoy your visit in Omaha. There will be plenty of action in town. So come
for Woodstock Weekend and join our Celebration of Capitalism at the Civic.
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February 28, 2001 Warren E. BuffettChairman of the Board
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