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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.

BE: PRAEFREURARGEHSH TR, T E RS .

Berkshire’ s Corporate Performance vs. the S&P 500

Annual Percentage Change

in Per—Share in S&P 500
Book Value of with Dividends Relative
Berkshire Included Results

Year (1) 2) (1H-(2)

100D o e 23.8 10.0 13.8
1066 vt e 20.3 (11.7) 32.0
1067 o 11.0 30.9 (19.9)
1008 o e e 19.0 11.0 8.0
1069 L e 16. 2 (8.4) 24. 6
P 12.0 3.9 8.1
P 16. 4 14. 6 1.8
10T o e 21.7 18.9 2.8
T 4.7 (14.8) 19.5
L P 5.5 (26. 4) 31.9
107D et 21.9 37.2 (15. 3)
1070 o e 59.3 23.6 35.7
0T T e 31.9 (7. 4) 39. 3
10T o e 24.0 6.4 17.6
1070 L e 35.7 18.2 17.5
1080 ot e 19.3 32.3 (13.0)
108 o e 31.4 (5.0) 36.4
108 o e 40.0 21.4 18.6
1083 o e 32.3 22.4 9.9
108 e 13.6 6.1 7.5
108D o e 48. 2 31.6 16.6
1086 ot e 26. 1 18.6 7.5
108 o e 19.5 5.1 14. 4
1088 o e 20.1 16.6 3.5
1080 L e 44. 4 31.7 12.7
1990 i e 7.4 3.1 10.5
199 L e 39.6 30.5 9.1
1992 o e 20.3 7.6 12.7
1993 L e 14.3 10. 1 4.2
1994 e 13.9 1.3 12.6
190D L e 43.1 37.6 5.5
1996 i e 31.8 23.0 8.8
1007 e e 34.1 33.4 LT
1008 e 48.3 28.6 19.7
1999 ot .5 21.0 (20. 5)
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2000 L e 6.5 9.1) 15.6
2000 L e (6.2) (11.9) 5.7
2002 L e 10.0 (22.1) 32.1
2003 L 21.0 28. 7 (7.7)
Average Annual Gain — 1965-2003  22.2 10. 4 11.8

Overall Gain — 1964-2003 259, 485 4,743

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

BORLLADI SRR HE, BR T 1965 4F [ 1966 4F & 4 9/30; 1967 4RI 42 12/31 19 15 M 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.

M1979 SETFUR, S vk SRR E DR IS 28 7 35 A3 X9 B AR B 0 Z5URH T A d 2 AR G 14 e
ARG BAIE, AEARLK S, 1978 4= LURT IR CAR G2 U0 R 8, Btz fh,
B A U K 45 R ARA T B

The S&P 500 numbers are pre—tax where as 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 FEECA LIBLHT M, 1M Berkshire MU NE THL G, i Berkshire B 4%
7% S&P 500 FEARILIRMEAH AL G, W24 S&P 500 (KR A4 IE, Berkshire R LKA
1 S&P 500, FH [ AT S&P 500 HIHEM A i, Berkshire HIZRILKIAL T S&P 500, #fik
WM&, Berkshire ZAM 40 B AR 45 b |) 1 22 57 H 259 K
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BERKSHIRE HATHAWAY INC. %% vi & W55 im0 A PR A &)
To the Shareholders of Berkshire Hathaway Inc. :
# Berkshire 24w &A% :

Our gain in net worth during 2003 was $13. 6 billion, which increased
the per—share book value of both our Class A and Class B stock by
21%. Over the last 39 years (that is, since present management took
over) per—share book value has grown from $19 to $50, 498, a rate
of 22.2% compounded annually. *

S L5 AN ] 2003 FEHEIG N T 136 423670, A I B AR IR 115
EHIIN T 21, 0%, RvFid 2 39 F LUK, it A NG LEM 2T 25,
BRI H BT 19 JOR AR BIEAER] 50, 498 S0, FREAMKEL N

22. 2%%,

It’ s per-share intrinsic value that counts, however, not book value.
Here, the news is good: Between 1964 and 2003, Berkshire morphed
from a struggling northern textile business whose intrinsic value
was less than book into a widely diversified enterprise worth far
more than book. Our 39-year gain in intrinsic value has therefore
somewhat exceeded our 22.2% gain in book. (For a better
understanding of intrinsic value and the economic principles that
guide Charlie Munger, my partner and Berkshire’ s vicechairman, and
me in running Berkshire, please read our Owner’ s Manual, beginning
on page 69.)

BATEAEAE P B S e, AR (e, M ERSER 2, A 1964 4F3)
2003 “FJ[A], Berkshire A28 M—FIGAFEREAR A ALTT 972 A v, AR
NS ARSI AT, FLSE B RO R R B e, 39 4Kk
SE UM A A 8 2 s R el iR T 22. 2% K2, (RS2 i
H5ARNS B G 4E Berkshire RN E 2 09 TN, FREONEK
e 352 69 LB AR T o

Despite their shortcomings, book value calculations are useful at
Berkshire as a slightly understated gauge for measuring the
long—term rate of increase in our intrinsic value. The calculation
is less relevant, however, than it once was in rating any single
year’ s performance versus the S&P 500 index (a comparison we display

%4 m 3Ll I buffettism@2126.com
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on the facing page). Our equity holdings, including convertible
preferreds, have fallen considerably as a percentage of our net
worth, from an average of 114% in the 1980s, for example, to an
average of 50% in 2000-03. Therefore, yearly movements in the stock
market now affect a much smaller portion of our net worth than was
once the case.

BARIFAETE S, (R TR EAT AN 2R A T4 & S i (K SH eK  i
MR, JUBR—FEEMEIRIE S&P 500 FaEUH LA (FHOC LR 2 7
H), HEXOAE UL, FEJRRTE TRA SR AL, o
R AN S A BRAT A I LU LR T B, AN 1980 4FAR L I ) 114%,
F1| 2000-03 F (1) 50%, 1 PR T st B T S e B R B EL 48 KA
IRy

Nonetheless, Berkshire’ s long—term performance versus the S&P
remains all-important. Our shareholders can buy the S&P through an
index fund at very low cost. Unless we achieve gains in per—share
intrinsic value in the future that outdo the S&P’ s performance,
Charlie and I will be adding nothing to what you can accomplish on
your own.

AT EIE AN, Berkshire AHXST S&P KIPHRINIL & TEZR, KAk
HRATIAE VT AAEFARI T L2 0 L B Fa 2O AL &, (A %% SeP, IAIIKERAE
TEARRIATHEMW LU T S&P I RAR BRI SE oo, 5 W 2 P ER Pl i
AAAAE I IEL

If we fail, we will have no excuses. Charlie and I operate in an
ideal environment. To begin with, we are supported by an incredible
group of men and women who run our operating units. If there were
a Corporate Cooperstown, its roster would surely include many of
our CEOs. Any shortfall in Berkshire’ s results will not be caused
by our managers.

WERAAR], TP 1, oD A ER IR A AH S B AR ) TAERR
BE, B SN B w1 278 B B SRR RRATIE s, WA Al
N (P Cooperstown A SEEIRMEZ N7 , IBABATHE T
2 NG Ay, bR — e A S S RATIX L R 40 N 1E
JSHT o

Additionally, we enjoy a rare sort of managerial freedom. Most
companies are saddled with institutional constraints. A company’
s history, for example, may commit it to an industry that now offers
limited opportunity. A more common problem is a shareholder
constituency that pressures its manager to dance to Wall Street’

%5 m dL 61 buffettism@2126.com
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s tune. Many CEOs resist, but others give in and adopt operating
and capital allocation policies far different from those they would
choose if left to themselves.

Ak, FATEE B E AR W B e, R A A B B
TAHZRMAHR, 280k, Ak 2R 1) D se vl ge A 1S 032 N TR se
BRAT ™, B L )82k B TR B R ), a2 BN DA 20 il A5 4
IRETHIE AR SE, BARZHAHAPUE, HIEEAAD Nk, #odser
AR EIs 5 B ris UK .

At Berkshire, neither history nor the demands of owners impede
intelligent decision—making. When Charlie and I make mistakes, they
are - in tennis parlance - unforced errors. 7f Berkshire, FA15¢
VA T S B AR B R ) R WG A TR B R e, B DS A BEER AR
NIBEEIN, R ERAVE HEARE-IR G &2 [dEsziatikic].

%A1l figures used in this report apply to Berkshire’ 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.

PRI TR I BEBCEC T AR DA A G L O R, SR A I AE 1996 4 LRI
MEAESNE— (1) PP Bty B GOME BN A G =10 AR

Operating Earnings

B A 7

When valuations are similar, we strongly prefer owning businesses
to owning stocks. During most of our years of operation, however,
stocks were much the cheaper choice. We therefore sharply tilted
our asset allocation in those years toward equities, as illustrated
by the percentages cited earlier.

LPE HCRIIMEZEAZ, BATTREUR ZIH A — BERK M TR 0 ik
5 MRS E R ZHEEL R, AT IR A2 L B e, b
PRI AEBAT T B =G, SRR Bt o K24k, gl an [ 56 /i g
1.

In recent years, however, we’ ve found it hard to find significantly
undervalued stocks, a difficulty greatly accentuated by the
mushrooming of the funds we must deploy. Today, the number of stocks
that can be purchased in large enough quantities to move the
performance needle at Berkshire is a small fraction of the number

%06 i dL 61 L buffettism@2126.com
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that existed a decade ago. (Investment managers often profit far
more from piling up assets than from handling those assets well.
So when one tells you that increased funds won’ t hurt his investment
performance, step back: His nose is about to grow.)

SR AR, JA T A AR B HE P 4 2 A B AR I 5%, T2 2 3RATT
T3k BRTIE % ARt K Eig N, B 224 H, ML PAIES) Berkshire
SUNARET I SRR DU AR nT 2, (R 28 BE G B HCRE SR ARIE BT
e aian ks, Hrllanf A NS RIS IRA S S )1, 7
O U AR B R IR AR )

The shortage of attractively—priced stocks in which we can put large
sums doesn’ t bother us, providing we can find companies to purchase
that (1) have favorable and enduring economic characteristics; (2)
are run by talented and honest managers and (3) are available at
a sensible price. We have purchased a number of such businesses in
recent years, though not enough to fully employ the gusher of cash
that has come our way. In buying businesses, I’ ve made some terrible
mistakes, both of commission and omission. Overall, however, our
acquisitions have led to decent gains in per—share earnings.

A BRI AL B S BT FRA I e A, HELFRATTRE #2212
2 LU =3 A w] (D A KIS (2) A e L& B o
28, L) T LA B AS 2 2. ok, A5 AL BLTH A5
AW B 4, FRATHH L A DI A, AEIFF T, F-IE
SEVFZ T RER, AR A B SR 2 A, SR TS IR,
X L) I S At 1 FRATT BRI F A AN R I

Below is a table that quantifies that point. But first we need to
warn you that growth-rate presentations can be significantly
distorted by a calculated selection of either initial or terminal
dates. For example, if earnings are tiny in a beginning year, a
long—term performance that was only mediocre can be made to appear
sensational. That kind of distortion can come about because the

company at issue was minuscule in the base year - which means that
only a handful of insiders actually benefited from the touted
performance - or because a larger company was then operating at

just above breakeven. Picking a terminal year that is particularly
buoyant will also favorably bias a calculation of growth.

FERAVEALL ERR AL HERESRBER T IR, KR RER 5
S BRI A TR SO R AN R A A S KB 2 5, beanidd,  an SR prik $6 2E
&R, A — N E s T g ik N SR, sebr EHIA
DECNRENS S, B I RN R A ], R, 18 E &R
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i e BRI AR I T AL SRR )

The Berkshire Hathaway that present management assumed control of
in 1965 had long been sizable. But in 1964, it earned only $175, 586
or 15 cents per share, so close to breakeven that any calculation
of earnings growth from that base would be meaningless. At the time,
however, even those meager earnings looked good: Over the decade
following the 1955 merger of Berkshire Fine Spinning Associates and
Hathaway Manufacturing, the combined operation had lost $10.1
million and many thousands of employees had been let go. It was not
a marriage made in heaven.

H 1965 I LB |2 IS4 IR LLK , Berkshire BRI L CL & AH 240K,
H 1964 X FK AT HABE T 175, 586 I, FFRARAM 15 55y, X
JUFAU AT, I DU Pr v S B s e mT Lt =2 e e X, HE
B I IR S Gt O ) A R PR T8, B M 1955 4F Berkshire
91205 Hathaway TOV&EIFEHTAE, Zar Rl o T 1,010 J73E00,
T4 01 TR, XWARARRIEZ A

Against this background, we give you a picture of Berkshire’ s
earnings growth that begins in 1968, but also includes subsequent
base years spaced five years apart. A series of calculations is
presented so that you can decide for yourself which period is most
meaningful. I’ ve started with 1968 because it was the first full
year we operated National Indemnity, the initial acquisition we made
as we began to expand Berkshire’ s business.

FETIXFEIIT 56, BA T L 1968 RO FEI, SkAiiA Berkshire 4%
B IR, IF B 53 0 DA T A TR BR T S RC, — RAIAF I
77 N F LR AR R KA UL B AT HIWT I B i & B ke, 2 LAk $% 1968
o, SRR IR A TR A5 H 50 B 4k, 1% A A 22 Berkshire 53
— AN R R X R

I don’ t believe that using 2003 as the terminal year distorts our calculations

It was a terrific year for our insurance business, but the big boost that gave to
earnings was largely offset by the pathetically low interest rates we earned on our
large holdings of cash equivalents (a condition that will not last). All figures
shown below, it should be noted, exclude capital gains

PRV IEFE 2003 Fh AR KIS BT THE LR, B
MERAN ORI FN LRI, (B kA, Tk E KRN E
BB SR S BITIRIE 3 RIS DA LERFRA) » AT AL 20
Rl B, BL R T o O IR AR5 BEARITSAE A .

Operating Earnings Operating Earnings Subsequent Compounded

%08 ui L 61 L buffettism@2126.com
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in $millions Per Share in$ Growth Rate of Per—Share Earnings
Year
1964 .2 .15 Not meaningful (1964-2003)
1968 2.7 2. 69 22. 8% (1968-2003)
1973 11.9 12.18 20. 8% (1973-2003)
1978 30.0 29. 15 21. 1% (1978-2003)
1983 48.6 45. 60 24. 3% (1983-2003)
1988 313.4 273. 37 18. 6% (1988-2003)
1993 477.8 413.19 23. 9% (1993-2003)
1998 1,277.0 1, 020. 49 28. 2% (1998-2003)
2003 5,422.0 3,531.32

We will continue the capital allocation practices we have used in the past. If stocks
become significantly cheaper than entire businesses, we will buy them aggressively.
If selected bonds become attractive, as they did in 2002, we will again load up on
these securities. Under any market or economic conditions, we will be happy to buy
businesses that meet our standards. And, for those that do, the bigger the better.
Our capital is underutilized now, but that will happen periodically. It’ s a painful
condition to be in - but not as painful as doing something stupid. (I speak from
experience. )

A B TR i Rp it B ASUT B8 e e 5 2K, SRR B S B S R, AT K8
KW, W E MBI, RS 2002 FEFE, RO A KHEW T RIX KRR, M
ANE T ERTEARDLUIAT, BEA TR HAR R SR AT & FATARHE A Aol 1y FLRUARSE S ik
A, HATERAT B IR e A, XM A 2, BARK I NERIAKE %, H
BT EEF A2, (FAERMNBIRBIIER) .

Overall, we are certain Berkshire’ s performance in the future will fall far short
of what it has been in the past. Nonetheless, Charlie and I remain hopeful that we
can deliver results that are modestly above average. That’ s what we’ re being paid
for.

AR, AT LU SE (172 Berkshire 115 IRBL Eim A fad 2 50k, HISE sk, &8
PRPETE AT B IEATHI R SRENS o T8y, XMW R IR &

Acquisitions
) -5 5))

As regular readers know, our acquisitions have often come about in
strange ways. None, however, had a more unusual genesis than our
purchase last year of Clayton Homes.

AT A FNE, T TN I 22 IR B AR R Ik, (R A 2%
FEICRE Clayton bg & SRR T .

The unlikely source was a group of finance students from the
University of Tennessee, and their teacher, Dr. Al Auxier. For the
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past five years, Al has brought his class to Omaha, where the group
tours Nebraska Furniture Mart and Borsheim’ s, eats at Gorat’ s and
then comes to Kiewit Plaza for a session with me. Usually about 40
students participate.

XA IR R A T HA0 R a2 AU L ZIT AL
Auxier f#+:, %Ak, Al BAEAS AR 74 2] Omaha T2,
ZMLNFM 2L S ANER R JE . B Gorat’ s W22FHE, Z A3 Kiewit K
PEHIR ARG AN 40 AL e A

After two hours of give—and—take, the group traditionally presents
me with a thank-you gift. (The doors stay locked until they do.)
In past years it’ s been items such as a football signed by Phil
Fulmer and a basketball from Tennessee’ s famous women’ s team.
A /NN R TATE Z 5, 205 BIIE GG — A& i a3, (O
=Bk, TTEASTIN), S, A& Phil Fulmer 58 HZA ML
B, AR ARV N 4 21 IEBRA I 3K

This past February, the group opted for a book - which, luckily
for me, was the recently—published autobiography of Jim Clayton,
founder of Clayton Homes. I already knew the company to be the class
act of the manufactured housing industry, knowledge I acquired after
earlier making the mistake of buying some distressed junk debt of
Oakwood Homes, one of the industry’ s largest companies. At the time
of that purchase, 1 did not wunderstand how atrocious
consumer—financing practices had become throughout most of the
manufactured housing industry. But I learned: Oakwood rather
promptly went bankrupt.

ANIAEZT], ZUTRIHNEFEMIR G T A - B2 Clayton b5 E 178 A
—Jim Clayton 4 NI H IR F AL, FRAR A LARTBURIIE %A A 2415 s J= i
SOV S FHM, XTI 23 B 5 — KRN Oakwood J55 &= B K A5i 75 (]
BB, WITFAR R T SERE N 23k, FRAKANTE R ATV 2 Dy e 4
TSOLZ WL RB 2, AEAHZ A, 4 Oakwood = )5, FRAtHErT T .

Manufactured housing, it should be emphasized, can deliver very good
value to home purchasers. Indeed, for decades, the industry has
accounted for more than 15% of the homes built in the U.S. During
those years, moreover, both the quality and variety of manufactured
houses consistently improved.

{HIEA — s 2R R R JE s A6 s R MV T J= 5k 15, 40— KA
L R TR, AR P R L) e e 5 = 15%, SHE
B A, Prdtads by = 1l i 2R A E AR T4
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Progress in design and construction was not matched, however, by
progress in distribution and financing. Instead, as the years went
by, the industry’ s business model increasingly centered on the
ability of both the retailer and manufacturer to unload terrible
loans on naive lenders. When “securitization” then became popular
in the 1990s, further distancing the supplier of funds from the
lending transaction, the industry’ s conduct went from bad to worse.
Much of its volume a few years back came from buyers who shouldn’
t have bought, financed by lenders who shouldn’ t have lent. The
consequence has been huge numbers of repossessions and pitifully
low recoveries on the units repossessed.

SRR S EIEFR R, HE A SATHS S g o7 U EE, Bl e iX
JUAFE, AT A V55 B 8L TR )R 25485 1 - 3 7 1 A A R DK
HIERAME NS, YRR TG/ 1990 FARMATR, #—
WATAG B AR U AR A O, M AT B i g, REULSERT
AL TN T 51, MBS NI NEERS N, ®ai4s
e KB = B al, - RGO 0 0] -, 453 2 AN B

Oakwood participated fully in the insanity. But Clayton, though it
could not 1isolate itself from industry practices, behaved
considerably better than its major competitors.

Oakwood MLEIE#SZ S T X, M Clayton BARICIETE MG,
RGO LA I F e o ok, BRI 2 .

Upon receiving Jim Clayton’ s book, I told the students how much
I admired his record and they took that message back to Knoxville,
home of both the University of Tennessee and Clayton Homes. Al then
suggested that I call Kevin Clayton, Jim’ s son and the CEO, to
express my views directly. As I talked with Kevin, it became clear
that he was both able and a straight—shooter.

e E] Jim Clayton (M) AL, RIS A 1R R A G S TFFAR
HI, TR XD FIZK 2 Knoxville, S HAIN KRS
Clayton 5 =W Fr/Eth, b f5 A1 S8 @@ i FRATIE 1525 Jim Clayton LT,
Clayton b5 BT Kevin, HEZLXEERNNINEL, /KR Kevin —
Wz e, bl T —A st A E U A

Soon thereafter, I made an offer for the business based solely on
Jim’ s book, my evaluation of Kevin, the public financials of Clayton
and what I had learned from the Oakwood experience. Clayton’ s board
was receptive, since it understood that the large—scale financing

buffettism@126.com
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Clayton would need in the future might be hard to get. Lenders had
fled the industry and securitizations, when possible at all, carried
far more expensive and restrictive terms than was previously the
case. This tightening was particularly serious for Clayton, whose
earnings significantly depended on securitizations.

ANARZ)G s BAERAATH I T XK A ], HRIWARIAAGE T Tim 1 A 4L
TAAXTT Kevin BIPENY. Clayton J5 &= 8 T B 5545 B BL SN N AH5E
Oakwood FTfFMIZN:, Clayton 4 KEUEEZ ISR, KA TR FIA
KARMEFT A Clay ton $& 2 B g 4 e AR () b B Sk, 4 32 R4S 1R g 1%
Mk, 2 TME— AT AT A At UE 23 A0 E 20 A5) H bE DUATE B vy B 1 AN 5 B A
44, XBh A R, 0 4 A M ) (OS2 7 UE IR A6 1K Clayton £ BT
HU .

Today, the manufactured housing industry remains awash in problems.
Delinquencies continue high, repossessed units still abound and the
number of retailers has been halved. A different business model is
required, one that eliminates the ability of the retailer and
salesman to pocket substantial money up front by making sales
financed by loans that are destined to default. Such transactions
cause hardship to both buyer and lender and lead to a flood of
repossessions that then undercut the sale of new units. Under a
proper model - one requiring significant down payments and
shorter—term loans - the industry will likely remain much smaller
than it was in the 90s. But it will deliver to home buyers an asset
in which they will have equity, rather than disappointment, upon
resale.

HRIAE, A D R0y ARFR M) BTy, 8B K T H sk W
MR BRI, Mrh AR ERAE B ok, S RERER &
A E I, R LB kTR A Aol 55 DR E B AT AS 2 A
PR EIANFAN LRI RT71, X EINAE D 453 3577 5 A5 D377 BN
A NREE, 55— J7 ORI =L P, B SECH e R 21 L),

EXEGHMBIE S, KIS AR 4, FFEVT IRV R A
AL, BRI REOEEA DA 90 FFACKIEZ S0, (Hit2s
KW EF A H G W& b7 RN, BIESEITE ™52 a0, A E 3 o A .

In the “full circle” department, Clayton has agreed to buy the
assets of Oakwood. When the transaction closes, Clayton’ s
manufacturing capacity, geographical reach and sales outlets will
be substantially increased. As a byproduct, the debt of Oakwood that
we own, which we bought at a deep discount, will probably return
a small profit to us.
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K TAESAS S SN, Clayton &R [AEE T Oakwood B /™, FEIX
WA 5 562 Ja, Clayton @& 5 RMIr=he. 408 X3 L 8518 Mo K
M3, AR 2, FRATT S0 LRSI L8t 1 Oakwood £7 i 55
MAEAEEAUR A2, RIS fe/N—2E.

And the students? In October, we had a surprise “graduation”
ceremony in Knoxville for the 40 who sparked my interest in Clayton.
I donned a mortarboard and presented each student with both a PhD
(for phenomenal, hard-working dealmaker) from Berkshire and a B
share. Al got an A share. If you meet some of the new Tennessee
shareholders at our annual meeting, give them your thanks. And ask
them if they’ ve read any good books lately.

BT 40 MDA, BAT T HALE Knoxville 2570 T — R I HL
AL, B LIE, S8 MUK R %4 — 5K Berkshire PhD ([ TH EASE
40T Berkshire WWIFAA TN ) AMinEE N — )i Berkshire B I, #7T Al
PRI — e A B, Bt DLAn SE&ALAE A IR R4 Bl 3ok B AN vh
MBI 4, 3 A AT 126 7 I8, FFAC A5 1m) e Al A T T 3 T A A8 P o

k ok ockoskoskoskoskoskok sk sk sk

In early spring, Byron Trott, a Managing Director of Goldman Sachs,
told me that Wal-Mart wished to sell its McLane subsidiary. McLane
distributes groceries and nonfood items to convenience stores, drug
stores, wholesale clubs, mass merchandisers, quick service
restaurants, theaters and others. It’ s a good business, but one
not in the mainstream of Wal-Mart’ s future. It’ s made to order,
however, for us.

WA, ERUESE AT E S -Byron Trott 5fFk, B A A EH
EHTF A v McLane, A FL [ TEREIE. 2065, EE. PSS,
AP g, PEMEELE et DU ARAR R MRS, XA K A, W]
TEHIAIE B4 A AR R JER L LIk, SR FRATIR 3G, Wb 304 & 5
.

McLane has sales of about $23 billion, but operates on paper-thin
margins - about 1% pre—tax - and will swell Berkshire’ s sales
figures far more than our income. In the past, some retailers had
shunned McLane because it was owned by their major competitor. Grady
Rosier, McLane’ s superb CEO, has already landed some of these
accounts - he was in full stride the day the deal closed - and
more will come.

McLane FAEENEA RIE 230 443670, HANEEIAT 508, BigiRE 224
1%, PrLAILXS Berkshire BHUWIP I MR I8 KT B aRr i oaik, foid2:, Hhik
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TSRS T McLane 320 T A wl i BGr i i ks, SRIMAE %A A
ANHELE N Grady Rosier B4 T, SBT3, BIE &AL
Z 5 Sk, AR AE KDt 2k

For several years, I have given my vote to Wal-Mart in the balloting
for Fortune Magazine’ s “Most Admired” list. Our McLane transaction
reinforced my opinion. To make the McLane deal, I had a single
meeting of about two hours with Tom Schoewe, Wal-Mart’ s CF0O, and
we then shook hands. (He did, however, first call Bentonville).
Twenty—nine days later Wal-Mart had its money. We did no “due
diligence.” We knew everything would be exactly as Wal-Mart said
it would be - and it was. I should add that Byron has now been
instrumental in three Berkshire acquisitions. He understands
Berkshire far better than any investment banker with whom we have
talked and - it hurts me to say this - earns his fee. I’ m looking
forward to deal number four (as, I am sure, is he).
2K, DN BRI E GRS R [E 28 ) M AR A A R AR B4
1%, 18 McLane [NACH5eRUE, EMINAKRIIEL, EAZ RS, TH
PR B B 55K Tom Schoewe A3 — R — /NN 25 1T, 2 5 AT
AR T A RGEIR, OB — & Vs Bentonville), 29 KX 5, B4
TR, BATEAPITATM S A AR, BAI6E T S ol 2
BEA T Ut IRFE, SR ST, 4 — S IRERE RIS, B
Hur A1k, Byron Rt 6t =4 Berkshire WMt EH A &, fihlbid (T
o] — A 55 T A o Bk ()L R4 T AR T % Berkshire, 1y HIRMWAFFA
AN, AT T BATA DR B, AP SRR S DU F 1 kA,
(M FRARAT At 3B A ) o

Taxes

L

On May 20, 2003, The Washington Post ran an op—ed piece by me that
was critical of the Bush tax proposals. Thirteen days later, Pamela
Olson, Assistant Secretary for Tax Policy at the U.S. Treasury,
delivered a speech about the new tax legislation saying, “That means
a certain midwestern oracle, who, it must be noted, has played the
tax code like a fiddle, is still safe retaining all his earnings.”
I think she was talking about me.

2003 4 5 H 20 5, B bR P A 1 iR TS T AR NS T AT BBk
PR, 13 Kja, 5 E I BGH BB 55 BUR 1 W) #AA 15 Pamela Olson,
TE—IMBUEA R 3R 2], [IXARER, TR, A7 K I
FEBUEII TSN, B n] U0 R B AR A e 2 P ek |, AR b R
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Alas, my “fiddle playing” will not get me to Carnegie Hall - or
even to a high school recital. Berkshire, on your behalf and mine,
will send the Treasury $3.3 billion for tax on its 2003 income, a
sum equaling 2% % of the total income tax paid by all U.S.
corporations in fiscal 2003. (In contrast, Berkshire’ s market
valuation is about 1% of the value of all American corporations.)
Our payment will almost certainly place us among our country’ s top
ten taxpayers. Indeed, if only 540 taxpayers paid the amount
Berkshire will pay, no other individual or corporation would have
to pay anything to Uncle Sam. That’ s right: 290 million Americans
and all other businesses would not have to pay a dime in income,
social security, excise or estate taxes to the federal government.
(Here’ s the math: Federal tax receipts, including social security
receipts, in fiscal 2003 totaled $1.782 +trillion and 540
“Berkshires, ” each paying $3.3 billion, would deliver the same
$1.782 trillion.)

AR, RINBFRABGCEA LR RN RT, R nRed s
AR SHURA ER Y, Berkshire 2003 4 S HUAZ T 33 {430 I 194
Y BT AN EAS HFE ) 2. 5%, (FXZ K, Berkshire MITHEAY &
BRAMLEER 1%) , K& E A LT 712 LNBUR 144,
Bk, B4 LA 540 ME Berkshire IXFEMIANEIN, AN e bk
NN e N DA G F 88— BB R B BUT, iE3 X,
FHAR 2. 9 (LN UL E ARG AT —BR AR Ao IR
W ARG BUN, OXBA AR EEE L 2003
BUNBIRG, OSSR e, &R0 1782 Jk3It, HEHAT 540 ME
Berkshire, BEAZZ04 33 (0K TTHER!) »

Our federal tax return for 2002 (2003 is not finalized), when we
paid $1.75 billion, covered a mere 8,905 pages. As is required, we
dutifully filed two copies of this return, creating a pile of paper
seven feet tall. At World Headquarters, our small band of 15.8,
though exhausted, momentarily flushed with pride: Berkshire, we
felt, was surely pulling its share of our country’ s fiscal load.
2002 4F (2003 4E M AAZ @) Berkshire Bit4h T 17. 5125500, Bigs ik
JEIE 8,905 UU,, AKHLERISS R My, Bl kA Lo, B
Berkshire BT X 1) 15. 8 NN, PHLPHEE B, PIEIRATT
DKL : Berkshire B2 R BN RN 55

But Ms. Olson sees things otherwise. And if that means Charlie and
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I need to try harder, we are ready to do so.
{52 Olson L LEHARIVIE, WHRXARAIEITAN Hir i fE %
JTEAE IS, AT B nesh 7,

I do wish, however, that Ms. Olson would give me some credit for
the progress I’ ve already made. In 1944, I filed my first 1040,
reporting my income as a thirteen—year—old newspaper carrier. The
return covered three pages. After I claimed the appropriate business
deductions, such as $35 for a bicycle, my tax bill was $7. I sent
my check to the Treasury and it - without comment - promptly
cashed it. We lived in peace.

AL A Olson 2 Lae RIS 2 Prii i 45 45 1 — S8, [H])i
1944 45 {3 AL —NFEAL 13 2 IR A, 55— R BT 498, 350~ 1040
KA =00, Elbr 35 LSk 5, iR HNABIETY 7.1 3£
JG, PR SCRTAEREEE, FTAAZIG WL, —HEkK, FRATHAH R
Jods
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I can understand why the Treasury is now frustrated with Corporate
America and prone to outbursts. But it should look to Congress and
the Administration for redress, not to Berkshire.

P AR S T W G EAE A T35 B AVAR M, Hela 2] 72 en 4
2D, AEABATT . A 2 R H b8 e 7 [ 2 DL AAT BUA R S Sk gt 2
H, AT KX HE Berkshire,

Corporate income taxes in fiscal 2003 accounted for 7.4% of all
federal tax receipts, down from a post—-war peak of 32% in 1952. With
one exception (1983), last year’ s percentage is the lowest recorded
since data was first published in 1934.

2003 SESVIHERE, REAM A RSN A3 BN IR 7. 4%,
WA T 1952 AE KRG 32% 1 mwilks, [ 1 1983 4246, A LA E H 1934 4
A G5 LR AR — 4.

Even so, tax breaks for corporations (and their investors,
particularly large ones) were a major part of the Administration’
s 2002 and 2003 initiatives. If class warfare is being waged in
America, my class is clearly winning. Today, many large corporations
- run by CEOs whose fiddle—-playing talents make your Chairman look
like he is all thumbs - pay nothing close to the stated federal
tax rate of 35%.
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HfE g, Ak PRSI AN OCH R R AR) A B2 HMBILE, 2
2002 =} 2003 AT AT BURFIRBLIE S0 50, W R4 R SE B AE B 4k
WU Jegs + A 1K Br S SRR RAT M AR T e 56 B R A B e B b o
R8T, AN B H RN =2 /M, ST B VA g
JIT L% 35%AH 25 0L

In 1985, Berkshire paid $132 million in federal income taxes, and
all corporations paid $61 billion. The comparable amounts in 1995
were $286 million and $157 billion respectively. And, as mentioned,
we will pay about $3.3 billion for 2003, a year when all corporations
paid $132 billion. We hope our taxes continue to rise in the future
- it will mean we are prospering - but we also hope that the rest
of Corporate America antes up along with us. This might be a project
for Ms. Olson to work on.

1985 4 Berkshire 34 T 1. 32 AZZEICIIIRFHPASBL, T3 26 EH k&
AN T 610 /43670, AT 1995 4, Berkshire 24T 2. 86 143&I0H)
Bi, MrEEEMEET8A T 1,570 {4350, BAMINI, 2003 4
Berkshire AT T 33 443 ToHIBRFR T AR, H BT A7 56 [ b5 1H 25 () <
BIEMA 1, 320 /23670, AT A K Berkshire 040 I FT 1S Bl &R HET
akaiytin, PO ACERBATT N T3 2 14k, R AR, ATt A H
B3 E AV AR RERS 7 FATTE 55, TN N IX A 5 0lson &L WA I J7 ) .

Corporate Governance
NSIMERLH

In judging whether Corporate America is serious about reforming
itself, CEO pay remains the acid test. To date, the results aren’
t encouraging. A few CEOs, such as Jeff Immelt of General Electric,
have led the way in initiating programs that are fair to managers
and shareholders alike. Generally, however, his example has been
more admired than followed.

TE W 2 B AV 2 AT EL A ORI TEOT,  CEO TR 37 0% I I 440 X0) I f OB 1)
fREt 2 —, MIMERIAE, AR BARS NEEIM YRS, DR CEo U
F GE 1 Jefft Tmmelt 45 SkHEBN AT AFEEEN SR T T, SR
PSR, AR 7R BT A R 1 RV AR I 2 T SE BRI ERE BN

It’ s understandable how pay got out of hand. When management hires
employees, or when companies bargain with a vendor, the intensity
of interest is equal on both sides of the table. One party’ s gain
is the other party’ s loss, and the money involved has real meaning
to both. The result is an honest—to— God negotiation.
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But when CEOs (or their representatives) have met with compensation
committees, too often one side - the CEO’ s - has cared far more
than the other about what bargain is struck. A CEO, for example,
will always regard the difference between receiving options for
100, 000 shares or for 500, 000 as monumental. To a comp committee,
however, the difference may seem unimportant - particularly if,
as has been the case at most companies, neither grant will have any
effect on reported earnings. Under these conditions, the
negotiation often has a “play-money” quality.

{HI2 Y CEO (Bl AR 5 3 vt 23 L 2R 2R IH IS, W) CEO IX U AE T 5 Jia
WOE AR Lz I 53— 7, thlnii, CEO mRES %) & 15 RE 2 4 U 2]
10 J3 A A Bl 50 J7 & TeIAES M KK T-0, SRS 10— 5 2k
B 2R ookl XA ZE e B AR OR R, JUHAE 0 K73 1
NIRRT T A A B R IREASAIEM 0, AEIXFE 1S O
Ny AR A A R AR T

Overreaching by CEOs greatly accelerated in the 1990s as
compensation packages gained by the most avaricious - a title for
which there was vigorous competition - were promptly replicated
elsewhere. The couriers for this epidemic of greed were usually
consultants and human relations departments, which had no trouble
perceiving who buttered their bread. As one compensation consultant
commented: “There are two classes of clients you don’ t want to
offend - actual and potential.”

CEO RHE 4T A AL 1990 FEARRAN G, — HAEAS B9l 10357 o H I 7 S 9k %
gy, e ARSI, KPS RGN, AR
L8N 7RI R 5 A DG, AT AR R WA R R A T AR, R
Je A N B R R Ui [ PR P S IR AN A AR I, A
PA AR L

In proposals for reforming this malfunctioning system, the cry has
been for “independent” directors. But the question of what truly
motivates independence has largely been neglected.

TEFIERXAN RIE RGN SR Ty, WP e 2 [E” Jhar” W=,
A ) f880 A B A A ST P IR 25 20 s A 2 T
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In last year’ s report, I took a look at how “independent” directors
- as defined by statute - had performed in the mutual fund field.

The Investment Company Act of 1940 mandated such directors, and that
means we’ ve had an extended test of what statutory standards produce.
In our examination last year, we looked at the record of fund
directors in respect to the two key tasks board members should
perform - whether at a mutual fund business or any other. These
two all-important functions are, first, to obtain (or retain) an
able and honest manager and then to compensate that manager fairly.

M ERTAL T — N R RATR e, B H Ak RS E S
BB WML S AT LR, oL w B AR RARYE 1940
RO E R AFE, XA ERIATT AT LA — BUARA A I [a) R A A 4
WRERRRE, BAESR, ARSI e Tk, AW 2
AESS, ralE B A EA T AT A BN, DU S T HdE S 5 B
(R, DRI FRATT ) T A JE T A DG PR AT 25 B R B s A TR

Our survey was not encouraging. Year after year, at literally
thousands of funds, directors had routinely rehired the incumbent
management company, however pathetic its performance had been. Just
as routinely, the directors had mindlessly approved fees that in
many cases far exceeded those that could have been negotiated. Then,
when a management company was sold - invariably at a huge price
relative to tangible assets - the directors experienced a
“counter-revelation” and immediately signed on with the new
manager and accepted its fee schedule. In effect, the directors
decided that whoever would pay the most for the old management
company was the party that should manage the shareholders’ money
in the future.
BATHAMEERLIEATRU, 5 4F, T ErrdhFREEe, Mgk
HZ21%, AWHLLEIAT RIS B A A, KT, FEHAT1=Z A
A A B R A B ], 2 e B s, d s DT
SEARIFAL I AS A, BEHATIRAR N IRARR L, ST B 2 BN
2y, IRt i i e e g5k, Scbr b, sEFANIN % E R iR
SR N IR E B A E N, AT DR AR B 2 NIk

Despite the lapdog behavior of independent fund directors, we did
not conclude that they are bad people. They’ re not. But sadly,
“boardroom atmosphere” almost invariably sedates their fiduciary
genes.

R IR B TL ST R I REAE AT, (EARERIRA TN IZ L N EIR AN,
TR A, (HERI S, S ORATT BB TR B oK.
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On May 22, 2003, not long after Berkshire’ s report appeared, the
Chairman of the Investment Company Institute addressed its
membership about “The State of our Industry.” Responding to those
who have “weighed in about our perceived failings, ” he mused, “It
makes me wonder what life would be like if we’ d actually done
something wrong.”

Be careful what you wish for.

2003 4 5 J 22 H, 7F Berkshire R AMAAL G, BHA TN
FREX A GORRAA R PG B Iy, e AN 2] T 3d1H
HIESZ B RG], A TR DS s (e, X ik FRANAEAR B i TR AT
IS T A A g, g5 R ERE

NIRRT EE v o

”»

Within a few months, the world began to learn that many
fund—management companies had followed policies that hurt the
owners of the funds they managed, while simultaneously boosting the
fees of the managers. Prior to their transgressions, it should be
noted, these management companies were earning profit margins and
returns on tangible equity that were the envy of Corporate America.
Yet to swell profits further, they trampled on the interests of fund
shareholders in an appalling manner.

WMAEJLN AN, SRS H T 2SS B AR T L —HK, —
AT 3 LT B SR ARG RSP, — 1 SOKIR B I 4 2
NHIEBZR ], 2t X B G BEAN wl A KR 2 |, Ak
A LR A e R R R 2, (O T bR KRR, Al
TaHE LABZ I AN T3, R N A 24

So what are the directors of these looted funds doing? As I write
this, I have seen none that have terminated the contract of the
offending management company (though naturally that entity has
often fired some of its employees). Can you imagine directors who
had been personally defrauded taking such a boyswill- be-boys
attitude?

B X e i S I 4, LT S B IRA T 28 A 22 L BIF NN R, 3R
2N Sl S| R Rl VA RN B S | T | LNy T B e /NS I S AN
G (BARX R F S EBEETFRILA R T, FRMAMEMXEEHA
SRR AR N, 2 R At i JLER M A

To top it all off, at least one miscreant management company has
put itself up for sale, undoubtedly hoping to receive a huge sum
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for “delivering” the mutual funds it has managed to the highest
bidder among other managers. This is a travesty. Why in the world
don’ t the directors of those funds simply select whomever they think
is best among the bidding organizations and sign up with that party
directly? The winner would consequently be spared a huge “payoff”
to the former manager who, having flouted the principles of
stewardship, deserves not a dime. Not having to bear that
acquisition cost, the winner could surely manage the funds in
question for a far lower ongoing fee than would otherwise have been
the case. Any truly independent director should insist on this
approach to obtaining a new manager.

HIBE, 200 K NWIMED K FLA a2 TFR AR e, B H 9K IH 1) =
B A S RS2 M s S br g, X 5E 4 — 5 1
Jal, AT IX B HE AN GEIL A B OB NGB A A, RN
FEIRON 72202 tnAS AR e DL R — 2 R AR DI 4h B AR 42 BEN 4R
B4, PONIXAL 5 A 25U i 28 PR A AL 5= BT — B EE,
1M T A DA X ZE N I A, AT o Fe 52 DAz Dol o 3 9 o
AR PR A B W], FRARAS AT — 57 L IE A7 [ 35 AR A% 4R H
AT R 2 BN

The reality is that neither the decades—old rules regulating
investment company directors nor the new rules bearing down on
Corporate America foster the election of truly independent
directors. In both instances, an individual who is receiving 100%
of his income from director fees - and who may wish to enhance his
income through election to other boards - is deemed independent.
That is nonsense. The same rules say that Berkshire director and
lawyer Ron Olson, who receives from us perhaps 3% of his very large
income, does not qualify as independent because that 3% comes from
legal fees Berkshire pays his firm rather than from fees he earns
as a Berkshire director. Rest assured, 3% from any source would not
torpedo Ron’ s independence. But getting 20%, 30% or 50% of their
income from director fees might well temper the independence of many
individuals, particularly if their overall income is not large.
Indeed, T think it’ s clear that at mutual funds, it has.

DRSE 1 D2 JL A AE IG5 5 28 v 36 55 1 22 B0 B 2 e A3 5% [ Al 1)
BrE #CVIE AR O E BT EE S, RIS, — B AT LA
A3 Z A EEWCDCE S 57 o s, A — e SAVE T ES L E A
IS, RIS, XFERAE TR IA AT DI A ST, IR SEAE e A
BATIE R, 55— 7 1, AR MR AH R R E , 75 Berkshire ¥EEF 22— Ron Olson
AT R M AR AShST, B AR Berkshire TR AAN dy HL3& 4R e A (1)
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Let me make a small suggestion to “ independent” mutual fund
directors. Why not simply affirm in each annual report that “ (1)
We have looked at other management companies and believe the one
we have retained for the upcoming year is among the better operations
in the field; and (2) we have negotiated a fee with our managers
comparable to what other clients with equivalent funds would
negotiate. ”

X AR L FIE S EHA 145 T RO, RE AL S
FEHRCEME U A . (D) AR e R B A F i, AT E H
HIE S8 (2 Al JERRIL S — I 2 ik s (2) FATT & 2 a2 BEN R ek 2 B
W, RS S TR 4 [RMY— S S ok ik

It does not seem unreasonable for shareholders to expect fund
directors - who are often receiving fees that exceed $100, 000
annually - to declare themselves on these points. Certainly these
directors would satisfy themselves on both matters were they handing
over a large chunk of their own money to the manager. If directors
are unwilling to make these two declarations, shareholders should
heed the maxim “If you don’ t know whose side someone is on, he’
s probably not on yours.”

PARRE T NI B G5 FATTRE A3 IRIX BE 75 B R Bk I At 2y, U
5 B IR SO AR B T SR o DA R A Sy, i HERATTAT A
HE B W ARARATTAE AL BN NS BRI i, A AT T — 2 S DL _EIX L
15, T SRAT E AN UL EIX P S5 I, B Nt 2R ) /L
HEA =~ WERIRAHE MR A BB EIRIX T, AR T RE 2R -

Finally, a disclaimer. A great many funds have been run well and
conscientiously despite the opportunities for malfeasance that
exist. The shareholders of these funds have benefited, and their
managers have earned their pay. Indeed, if I were a director of
certain funds, including some that charge above—average fees, 1
would enthusiastically make the two declarations I have suggested.
Additionally, those index funds that are very low-cost (such as
Vanguard’ s) are investor—friendly by definition and are the best
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selection for most of those who wish to own equities.

Ja, s UiE, 2RSS IR BRI, B SER AHL 2 58
TAAE, IXLETLE R T AMORIN IE 2 B, 2 B N AL N AR 2 Ay, i SK
WERFRAUT R L G, WAoot i 4, —ws
RN DB ABEE R B, Ak, I — LRl S AH 2SR A 1 4 B A 4
(Pt S B 2 4) JLACIAH Mid 5 FE 28 N, FROA AN T Lo AR P ¢
BRI NG, SRS A S AN (£

I am on my soapbox now only because the blatant wrongdoing that has
occurred has betrayed the trust of so many millions of shareholders.
Hundreds of industry insiders had to know what was going on, yet
none publicly said a word. It took Eliot Spitzer, and the
whistleblowers who aided him, to initiate a housecleaning. We urge
fund directors to continue the job. Like directors throughout
Corporate America, these fiduciaries must now decide whether their
job is to work for owners or for managers.

AR BB L uh N REAE b, R WA IR ER B AT A AT A, R T4
HITHRBENIMEAE, VE2 M N LA 2406 2 F A R AR Rk e £ ik, Rk
SV NEE R — R AT, Bt 57 2 L UL IR 2 DU E
Wi PGE R, HIREREEAT — OGBSt [m] 4 v
MAREPATIXEE T AR, g ek e S, XEZFRR A L
YoM TR AR T RPN BUE 2 B IRSS .

Berkshire Governance
Berkshire yG

True independence - meaning the willingness to challenge a
forceful CEO when something is wrong or foolish - 1is an enormously
valuable trait in a director. It is also rare. The place to look
for it is among high—grade people whose interests are in line with
those of rank—and-file shareholders - and are in line in a very
big way.

FLIEMMAT, ARERIME S R A B R B BRI SIS I, S 5B Tk
A DB AR, X R AR & R AR —, IR
FE AN LT, AR B PR T 250 A s v v EL R 2 35 IR R — R AR
BN, B AAT .

We’ ve made that search at Berkshire. We now have eleven directors
and each of them, combined with members of their families, owns more
than $4 million of Berkshire stock. Moreover, all have held major
stakes in Berkshire for many years. In the case of six of the eleven,
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family ownership amounts to at least hundreds of millions and dates
back at least three decades. All eleven directors purchased their
holdings in the market just as you did; we’ ve never passed out
options or restricted shares. Charlie and I love such honest—to—God
ownership. After all, who ever washes a rental car?

7t Berkshire T TiAAE M NI HIX R N 0E, FATTIAEA AL =F,
AR TRE A, AL HER AR N, Ik S LR B I 400 J75¢
JGIP) Berkshire 5%, 1M HAEA ¢ 0 IS TR A AH 244, HorpoSAr, HEK
FEc U EE IS 2 T 9600, FrammEL il 30 U E, RN pra®E
H R FRI IR LS R AR —FEAS A A T T 3 R SR 1) ﬁmM%&ﬁﬁﬂ
A EFEACEE R, B P ER B YO AR R e T o, BR ey

=N G W ANIE P, SO

In addition, director fees at Berkshire are nominal (as my son,
Howard, periodically reminds me). Thus, the upside from Berkshire
for all eleven is proportionately the same as the upside for any
Berkshire shareholder. And it always will be.

4k, Berkshire #5711 (F&JLF—Howard il & $EREHIX 1) ,
ik, Berkshire 445 1R 2 4% bu g 5 B AT —47 Berkshire
A, —HUCREE.

The downside for Berkshire directors is actually worse than yours
because we carry no directors and officers liability insurance.
Therefore, 1if something really catastrophic happens on our
directors’ watch, they are exposed to losses that will far exceed
yours.

ANt Berkshire T T ARR)— I SE b B m TS AR, BROAFRATE
AHRARATAT I E S A TTATRS, I SR A AT AT o] GE 1Y O & A=A 3 44T
5 b, A AT T I R SRR Iz v T A

The bottom line for our directors: You win, they win big; you lose,
they lose big. Our approach might be called owner—capitalism. We
know of no better way to engender true independence. (This structure
does not guarantee perfect behavior, however: I’ ve sat on boards
of companies in which Berkshire had huge stakes and remained silent
as questionable proposals were rubber-stamped.)

BATE RN B G IR, WERARATR, AAT DR, WERARA 4, A
R, BATT T VAT IR 2 o B 5 e AR 32 30, AT JniE A A1
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In addition to being independent, directors should have business
savvy, a shareholder orientation and a genuine interest in the
company. The rarest of these qualities is business savvy - and if
it is lacking, the other two are of little help. Many people who
are smart, articulate and admired have no real understanding of
business. That’ s no sin; they may shine elsewhere. But they don’
t belong on corporate boards. Similarly, I would be useless on a
medical or scientific board (though I would likely be welcomed by
a chairman who wanted to run things his way). My name would dress
up the list of directors, but I wouldn’ t know enough to critically
evaluate proposals. Moreover, to cloak my ignorance, I would keep
my mouth shut (if you can imagine that). In effect, I could be
replaced, without loss, by a potted plant.

b T EEYEREMOLE, EHEATE U AR S EE MRSk, UURAF &G T
) F N _EAE X SR s WA BRI R 25, AEIX =R, 2R —TJC A HE1S
WERERZ X — 00, eI E AR, e EAVFZ IR, A A H
ZNFAVPIFN AN, ATABAT IR AN N8 78 2 1 T ##, XA EARATI
B, BVEARATTRT DA B A RO R s, ARABAT T AN IE S Ry A Ak ) 5
W, BRI N ATE G 17 E B 7 BB (28 Dl o —AF (AR IR T e
oy SRR P AR R 1 I oYl i %), AN N B4 7 B aT L
RS RER R, HIREAH S A OB LRI RE I EIX RN E
Hoer BVRRPTIR T B RATYE, HA S, b T EREMmAN ANREE, ]
RES BB RS CRE T UAR S M seol) , 52 b, SR 3RAIAL & v LA
MR B AT RE R E 1 R

Last year, as we moved to change our board, I asked for
self-nominations from shareholders who believed they had the
requisite qualities to be a Berkshire director. Despite the lack
of either liability insurance or meaningful compensation, we
received more than twenty applications. Most were good, coming from
owner—oriented individuals having family holdings of Berkshire
worth well over $1 million. After considering them, Charlie and I
- with the concurrence of our incumbent directors - asked four
shareholders who did not nominate themselves to join the board:
David Gottesman, Charlotte Guyman, Don Keough and Tom Murphy. These
four people are all friends of mine, and I know their strengths well.
They bring an extraordinary amount of business talent to Berkshire’
s board.

LA, BAE T REERSAL, RATHER BT &SI A
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H AT Berkshire #5F, A HE F 00T BCE S AU = FHHRIM
PAE 2R 20 APL LR AR, RE8 4 HIE & A RS AH A AN
VF2 DUR AR A 2 4 3 ) AN NIE R SOBRR I A8 ot 7 )7 9600, (HAES 5iX
LeR 4 F 5, EHERIE, EHEPUTEFMIMFEZRZ T, TA1E 2
el AEA A CHAEFPOANLMAERHS, A% & David
Gottesman, Charlotte Guyman. Don Keough DA Tom Murphy, 1XPUf7#R
RN NEFIA, FTAR T AT R ), ATtk Berkshire # $i4y
B TAD RN R

The primary job of our directors is to select my successor, either
upon my death or disability, or when I begin to lose my marbles.
(David Ogilvy had it right when he said: “ Develop your
eccentricities when young. That way, when you get older, people won’

4

t think you are going gaga.” Charlie’ s family and mine feel that

we overreacted to David’ s advice.)

TS F SRR I AR IR Nk, AEEETIET. KR
NGB 2 5, (B35 AI7p A David Ogilvy B, 7EARRIN NV iZEEFR
PR, XFESEARE T2 a, WA NS U URAERTIA ) , SRR A
N KGR DAFBAT NS T~ 0gi 1vy MRS NI B2

At our directors’ meetings we cover the usual run of housekeeping
matters. But the real discussion - both with me in the room and
absent - centers on the strengths and weaknesses of the four
internal candidates to replace me.

EHEFSTRN, AT THATOAT I AR Z AN, HIESE R iHe-AN ik
A VA - T EE BB L B S8 AE T R J DU A7 Nk & A AL
R R

Our board knows that the ultimate scorecard on its performance will
be determined by the record of my successor. He or she will need
to maintain Berkshire’ s culture, allocate capital and keep a group
of America’ s best managers happy in their jobs. This isn’ t the
toughest task in the world - the train is already moving at a good
clip down the track - and I’ m totally comfortable about it being
done well by any of the four candidates we have identified. I have
more than 99% of my net worth in Berkshire and will be happy to have
my wife or foundation (depending on the order in which she and I
die) continue this concentration.

BATE R AN T, Db by ok @ AR I 4R A SE PRI S
WoE, a2 By 4EFF Berkshire AN ST 20 %8 4[]
R R I T AN RAE S AL AL b, X 4R 5 e A HE AT
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%, BUOAFRATHENY B OB N IESL, 3 AS AT H wrPUAL nT e 3w
NIEHS R BAR S0, HArFRAN B 99% 1) & KABHRAE Berkshire 2
b, AR A BRAAR SR WK B, 42 2 RN T FRER dth 56 51 4 04 7= 2k
22 P AE Berkshire,

Sector Results

HRT ] 4

As managers, Charlie and I want to give our owners the financial
information and commentary we would wish to receive if our roles
were reversed. To do this with both clarity and reasonable brevity
becomes more difficult as Berkshire’ s scope widens. Some of our
businesses have vastly different economic characteristics from
others, which means that our consolidated statements, with their
jumble of figures, make useful analysis almost impossible.
SGAGHN, EHRRAEREIRMSIRAR, et at, RIHHES
B E RS LA AT A W 5515 B 5 6%, MkE% Berkshire HIhR
Haad oK, S EE AL 3 vl A O Rl =y, J e 1~ A7 284
M 278 1 i 5 e AR AN A, IXABARK G B 16 I 2 5 e 27
B, A LT AT A B = S A

On the following pages, therefore, we will present some balance
sheet and earnings figures from our four major categories of
businesses along with commentary about each. We particularly want
you to understand the limited circumstances under which we will use
debt, since typically we shun it. We will not, however, inundate
you with data that has no real value in calculating Berkshire’ s
intrinsic value. Doing so would likely obfuscate the most important
facts. One warning: When analyzing Berkshire, be sure to remember
that the company should be viewed as an unfolding movie, not as a
still photograph. Those who focused in the past on only the snapshot
of the day sometimes reached erroneous conclusions.

PRI, FEd RoRIRRME, FAT PR N DY o s B8 = A ik 5 4
RBEAIFIMCABE], Feal ZETRR KB, RAAEF RSN N, 414
SR, FEA BIRATT DR AR R (R A, RIS FRATT AN 2 26
o A LR T & Berkshire SEMEZ o XHME R, M IBFEMCR

HAERE - HRIEAE VAR R, AN IRER IR RIS, A EE R B
15 S IR AT RELS A9 2R IR K45 18 o

Insurance
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Let’ s start with insurance - since that’ s where the money is.

EEE R RE T, PRI O E A O e

The fountain of funds we enjoy in our insurance operations comes
from “float,” which is money that doesn’ t belong to us but that
we temporarily hold. Most of our float arises because (1) premiums
are paid upfront though the service we provide - insurance
protection - 1is delivered over a period that usually covers a year
and; (2) loss events that occur today do not always result in our
immediately paying claims, since it sometimes takes years for losses
to be reported (think asbestos), negotiated and settled.

BANEE PRSP UG EE 0 e PRI S T AF &, XERIFARE T3
A HOR A G AT N RE , TRAE 4 R A5 (1) 5 th 3 AT At ) ik
= IRRIORES B iy, e 20 DR 3%, IR W Kk —4, Q) iR C&a K
I B FSCAT BRI 4, DR 2840tk n] g 2 id — BARAC (R I []
Al thi i TR G A R E ) .

Float is wonderful - if it doesn’ t come at a high price. The cost
of float is determined by underwriting results, meaning how losses
and expenses paid compare with premiums received. The
property—casualty industry as a whole regularly operates at a
substantial underwriting loss, and therefore often has a cost of
float that is unattractive.

IRETEAF IR 2 2 2055, (HFTHe S LU AN RER =1, TR I AR
R T ARG WA T B AR SN, SN 2% Je B I LA
PR NI AR s AR IR R, LS AT T BUR AR & I O A KB

AH
JoN o

Overall, our results have been good. True, we’ ve had five terrible
years in which float cost us more than 10%. But in 18 of the 37 years
Berkshire has been in the insurance business, we have operated at
an underwriting profit, meaning we were actually paid for holding
money. And the quantity of this cheap money has grown far beyond
what I dreamed it could when we entered the business in 1967.
SRR UE, FRATI R SAE 2 0, B S FRAT T 25 B 4 T4 SR A7 < T
A 10%, {HJZAE Berkshire 5 APRK IR 37 AMEL, 17 18 ME
SLEAORA i, AR IATLURCE 9% (0 7 AR IR e 98 6, Tl L8
% 4 AR R g i I 2 ) 1967 EFRA N XA T ML I T
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Yearend Float (in $ millions)

Other Other

Year GEICO General Re Reinsurance Primary 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
2001 4,251 19, 310 11, 262 685 35, 508
2002 4,678 22, 207 13, 396 943 41, 224
2003 5, 287 23, 654 13,948 1, 331 44, 220

Last year was a standout. Float reached record levels and it came without cost as
all major segments contributed to Berkshire’ s $1.7 billion pre—tax underwriting
profit.

LAEMRIUIUILA Y, RRREAA S MR P B, X0 e AMEBAT A, 1 H A
TTHR T 17 AL IR TCHIBLTT A% PR A 2 o

Our results have been exceptional for one reason: We have truly exceptional managers.
Insurers sell a non—proprietary piece of paper containing a non—proprietary promise.
Anyone can copy anyone else’ s product. No installed base, key patents, critical
real estate or natural resource position protects an insurer’s competitive position.
Typically, brands do not mean much either.

FATHI KRG P ARENSIX A i, A — AL 2 JA TN HIER LB, (K
O3 ) MR R AN EAT AT AR P R DR B, AT AT A AT LT ISR ABL AR ™ i, 04T [ (R Bk o
L LM ANB P BAT AT A SR DL LRA DAY T2 DU H, 0 5 s PR 1) B PR AN A A

The critical variables, therefore, are managerial brains,
discipline and integrity. Our managers have all of these attributes
- in spades. Let’ s take a look at these all-stars and their
operations.

PRI L E DB I DR 2 I A T BB R e Al DAk, FRATTHE &
PGS H A IXFE R, 8 TRtk BT — ke ik B e B AL 22 3\ DA
SABATTHE 18 R

« - General Re had been Berkshire’ s problem child in the years
following our acquisition of it in 1998. Unfortunately, it was
a 400-pound child, and its negative impact on our overall
performance was large.

W A ERAEIRATT T 1998 “EW 2 )5, —Emlsd Berkshire [ @/NZ,

FBIIE, Abidsg— AN TR DY E RS B JCE N, T DUt ) 87 T A58 6] 3

ATV ARSI I 53 Mg A2 Ay K
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That’ s behind us: Gen Re is fixed. Thank Joe Brandon, its CEO, and
his partner, Tad Montross, for that. When I wrote you last year,
I thought that discipline had been restored to both underwriting
and reserving, and events during 2003 solidified my view.
Aixeg gt LA, BHARCLTEEWE, XY Joe Brandon j&
B LLAABIIAKAE Tad Montross AFRATIER—V), AR EFA T FRM
I, & LA R B i O 1 204 DA Rt R 4 R 21 L 5e 4 et , 2003 4F
It R A B B I IR B IXAE (R RV

That does not mean we will never have setbacks. Reinsurance is a
business that is certain to deliver blows from time to time. But,
under Joe and Tad, this operation will be a powerful engine driving
Berkshire’ s future profitability.

HIREACE LG AT, PR AT AR E AN 2
AN SRR A, (BAE Joe M Tad AT, IXZK A Ki 25 )& Berkshire
AR A ) 22 HE SN g o

Gen Re’ s financial strength, unmatched among reinsurers even as
we started 2003, further improved during the year. Many of the
company’ s competitors suffered credit downgrades last year, leaving
Gen Re, and its sister operation at National Indemnity, as the only
AAArated companies among the world’ s major reinsurers.
PRI 45 07, R FR RN TV LT, 121 2003 SFiEA
IS R b2, B2, 2 [ADNAE 1015 HVFE 2 4y 9 B
G, AL AR DL LA ok 28 =) [ 587 86 i oAy 4t 5 3 B R B 24 ]
o, ME—HA = A B E HPEEE SRR R 2

When insurers purchase reinsurance, they buy only a promise - one
whose validity may not be tested for decades - and there are no
promises in the reinsurance world equaling those offered by Gen Re
and National Indemnity. Furthermore, unlike most reinsurers, we
retain virtually all of the risks we assume. Therefore, our ability
to pay is not dependent on the ability or willingness of others to
reimburse us. This independent financial strength could be
enormously important when the industry experiences the
mega—catastrophe it surely will.

RIS 2w S PR B IS, A AT TS Rt AU, A A T Re 2
LT FEEANZRFER, EHRETHA T, BRI —KAx Ll
0 FH PR S R 5 = s o HLR B, b Al, ANGIELE RER A AL, FR
TR A AR XS 3 Rk, BRIIFRATT G RE T, A2 AR
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EHIRA T HRE ) SRR, XML 55y, AERTHU - e R A
DRI (R PRI TH: SR i JEH F 2

Regular readers of our annual reports know of Ajit Jain’ s

incredible contributions to Berkshire’ s prosperity over the past

18 years. He continued to pour it on in 2003. With a staff of

only 23, Ajit runs one of the world’ s largest reinsurance
operations, specializing in mammoth and unusual risks.

L DA o A AR B B AR ANE Ajit Jain 142 18 #EX}T Berkshire

PIoTER AR Wtk 2 K, 2003 SEAMAKARGRELATH, 2 23 AR fthEh 2

T, Ajit BB AR PR ORE Y S5, L 1T Ab B DR 2R A T XU

Often, these involve assuming catastrophe risks - say, the threat
of a large California earthquake - of a size far greater than any
other reinsurer will accept. This means Ajit’ s results (and
Berkshire’ s) will be lumpy. You should, therefore, expect his
operation to have an occasional horrible year. Over time, however,
you can be confident of a terrific result from this one—of—a-kind
manager.

T 55 38 0 A AR PR A ] G R AR ) IOHE XU, B i i K
7%, Xk Ajit BLK Berkshire WIS SIS AH AR, FTLAK
FI U O BAERS, fEACKINIELAEE, Ajit MRILATRESSFER I ZE, A
IS, KT UAE, A2 &M Ajit o028 iR
() & 5

Ajit writes some very unusual policies. Last year, for example,
PepsiCo promoted a drawing that offered participants a chance to
win a $1 billion prize. Understandably, Pepsi wished to lay off this
risk, and we were the logical party to assume it. So we wrote a $1
billion policy, retaining the risk entirely for our own account.
Because the prize, if won, was payable over time, our exposure in
present-value terms was $250 million. (I helpfully suggested that
any winner be paid $1 a year for a billion years, but that proposal
didn’ t fly.) The drawing was held on September 14. Ajit and I held
our breath, as did the finalist in the contest, and we left happier
than he. PepsiCo has renewed for a repeat contest in 2004.

Ajit BV ZAH SRR, LT A B T AR S 25 T — R
¥, ZMEFEAVETLUSAG 10 G3EITORYE, JATT AR, A FHnR
B B ORI RS, T ERATT I 2 e il NI, XA 1% T
TR 10 AZFRTTIRE,  FFPh L AR BT AA 1 AU, Ak R U R R D) i
EAWIR AP R], Ko AT, DRI RATT S B A 43 1 XU B A A
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11 2. 540500, (FE A EARA Ly 10 2R, ANIXFER 3R
FWARAALSZ) , IEAMERGENAE 9 H 14 HAMT, Ajit BRIHEE LA,
RIRJA NS IE W FE, PrfBn 5GBTS AT, [l R T 5 A
2004 T FFEAS S MR IR B o

GEICO was a fine insurance company when Tony Nicely took over
as CEO in 1992. Now it is a great one. During his tenure, premium
volume has increased from $2.2 billion to $8.1 billion, and our
share of the personal—auto market has grown from 2. 1% to 5. 0%.
More important, GEICO has paired these gains with outstanding
underwriting performance.

7F 1992 4F Tony Nicely T, GEICO 5t L4 & — S 4L F5 AR A 7
PRAEE WA 1 — A KA ], AR, CREFCA R 22
{03 TC A 2 B HT I 814360, M EATE MR ARG T 7 5 A H M 2. 1%
JK N 5. 0%, TEESE AL, GEICO SHIEHNA L+ AL R S .

(We now pause for a commercial)

(g R S TR R B )

It’ s been 67 years since Leo Goodwin created a great business idea
at GEICO, one designed to save policyholders significant money. Go
to Geico. com or call 1-800-847-7536 to see what we can do for you.
FI AN 67 44, 1E Leo Goodwin AR TS T GEICO fREGAHfE, XK
ANF CA T TR A T OEEN 4R, 15 b Geico. com M EEFT
HL 15 2] 1-800-847-7536, & FH A THEA IRMMLLA 4 .

(End of commercial)

(54

In 2003, both the number of inquiries coming into GEICO and its
closure rate on these increased significantly. As a result our
preferred policyholder count grew 8.2% and our standard and
non—-standard policies grew 21. 4%.

2003 4, AN &) GEICO [ HLTE LK AT Fa#f KR Ee T, S vk FeAT 1R 4%
TR NERA T 8. 2%, FRAELL S IAEFRAER ORI AS T 21, 4%,

GEICO’ s business growth creates a never—ending need for more
employees and facilities. Our most recent expansion, announced in
December, is a customer service center in - I’ m delighted to say
- Buffalo. Stan Lipsey, the publisher of our Buffalo News, was
instrumental in bringing the city and GEICO together.

GEICO K55 AW bl KAFAF FA T 20— Py e N il Sl 2%, FRAR =
Ml RFE T, AT IR e AR 24 12 7, AT KA Ik s — A
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RS, KA H AR & AT A-Stan Lipsey X§ T-5155 GEICO #E AK
YA R TR

The key figure in this matter, however, was Governor George Pataki.
His leadership and tenacity are why Buffalo will have 2, 500 new jobs
when our expansion is fully rolled out. Stan, Tony, and I - along
with Buffalo - thank him for his help.

KB T MA, YE MK George Pataki, FFEMRMIAIS 5IXE2 T,
PTG vt 453 DLSE 2 SE 8, KA PR3 n 17 2, 500 AN stk ilss,
Stan. Tony PAKFAN N AAL 7K A 308 A8 2 Co JBHH A 1R K ) P B

- Berkshire’ s smaller insurers had another terrific year. This
group, run by Rod Eldred, John Kizer, Tom Nerney, Don Towle and Don
Wurster, increased its float by 41%, while delivering an excellent
underwriting profit. These men, though operating in unexciting ways,
produce truly exciting results.

Berkshire JL AU /N OR S Fll R AE R 2 0E T 0 NI S, iX AN H Rod
Eldred. John Kizer. Tom Nerney. Don Towle A Don Wurster 45 i [H4]
W, ST 41%, AR ERL R R GIRL, XA TAEN 2
VIR CAT, AR A AR HIAR L BN

* ok ok ocko sk sk okok ok ok okok

We should point out again that in any given year a company writing
long—tail insurance (coverages giving rise to claims that are often
settled many years after the loss—causing event takes place) can
report almost any earnings that the CEO desires. Too often the
industry has reported wildly inaccurate figures by misstating
liabilities. Most of the mistakes have been innocent. Sometimes,
however, they have been intentional, their object being to fool
investors and regulators. Auditors and actuaries have usually
failed to prevent both varieties of misstatement.

BATAFG— kIR, DK R B OR B 1) 2 W] (PR 5 238 Y [ 380 7
PRSP RS LA e A 2 B PR ), L B L mT DURH O BT AR
PRI B AR EC, AT R ST 1 3 SR R A S w32
w2 WABR S, RS A3 B R R VR Ty, (R I A ] e A O
1), HHMPEIERAER PR RN TGP, et Ll g H e
FETCVETT MR A A A

I have failed on occasion too, particularly in not spotting Gen Re’
s unwitting underreserving a few years back. Not only did that mean

buffettism@126.com




BEEFEEARSP O

Research Center for Buffettism http://www.buffettism.com

we reported inaccurate figures to you, but the error also resulted
in our paying very substantial taxes earlier than was necessary.
Aaarrrggghh. 1 told you last year, however, that I thought our
current reserving was at appropriate levels. So far, that judgment
is holding up.

A O AR R, Frp o RIR R LI H 7508 LA R 41 R HE & 291
AN, EAMEARIRA TP A L IR R E 725 2547, R sk
B2 AP RER S THBUM, B B —55), LERARA SRS
BT H HTHE A v A I8 AT 24 22 H HX R ) A W T AT AT

Here are Berkshire’ s pre-tax underwriting results by segment:

LA T 22 Berkshire BHT A% R B

Gain (Loss) in $ millions

2003 2002
T T < Y5 $
145 $(1, 393)
Ajit’ s business excluding retroactive contracts ..... 1, 434 980
Ajit’ s retroactive contractsS® . ........iuiii i (387)
(433)
GEICO. . oo e
452 416
Other Pramary « oottt e e e e e e e e e e e 74
32
Total e

$1,718 § (398)

*These contracts were explained on page 10 of the 2002 annual report, available
on the Internet at www. berkshirehathaway. com. In brief, this segment consists
of a few jumbo policies that are likely to produce underwriting losses (which
are capped) but also provide unusually large amounts of float.
XA A A AE 2002 FHIEHR TR T, KA LLE] www. berkshirehathaway. com.
R OCHE S, TRk, XA TSl R IR, e TR A
RIS (BT F B (R [RIRE AR FRA T4 DRl S H A K V7 A2 4

Regulated Utility Businesses
25

Through MidAmerican Energy Holdings, we own an 80. 5% (fully diluted)
interest in a wide variety of utility operations. The largest are
(1) Yorkshire Electricity and Northern Electric, whose 3.7 million
electric customers make it the third largest distributor of
electricity in the U.K.; (2) MidAmerican Energy, which serves
689, 000 electric customers in Towa and; (3) Kern River and Northern
Natural pipelines, which carry 7.8% of the natural gas transported
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in the United States.

FRk PRI A A, AT AR Z A E0E 80. 5% (& 58 ke 24l
R G, b o H AR (DA 370 TH P, JEEZE = RIBEIA
w21 v B AL ) DL R AR T L (2) AR 2 e AR M 68. 9 7 F A ISR REdE A
w] (3) HHRFI S b TT RARGE P4 RN UL B 4, A58 7. 8% R

ok
& Heo

Berkshire has three partners, who own the remaining 19.5%: Dave
Sokol and Greg Abel, the brilliant managers of the business, and
Walter Scott, a long—time friend of mine who introduced me to the
company. Because MidAmerican is subject to the Public Utility
Holding Company Act ( “PUHCA” ), Berkshire’ s voting interest is
limited to 9.9%. Walter has the controlling vote.

PN 19. 5% 23 U B Berkshire = A AEAKAE I REAT, 437 /& Dave Sokol
M Greg Abel, ABATTZFETREEANH KL EHN, Foh—Ai 2 Walter
Scott, AN ANKIHME K, WM FFERBTIEXZAFR), T3
T REVR 2 F] 32 PR T =45 I A w1325 (PUHCA) (IR E , BRI Berkshire
[P SR B ey LRI 3 9. 9%, JIT LA Wal ter AhdHAT 2% 45 AL

Our limited voting interest forces us to account for MidAmerican
in our financial statements in an abbreviated manner. Instead of
our fully including its assets, liabilities, revenues and expenses
in our statements, we record only a one—line entry in both our
balance sheet and income account. It’ s likely that some day, perhaps
soon, either PUHCA will be repealed or accounting rules will change.
Berkshire’ s consolidated figures would then take in all of
MidAmerican, including the substantial debt it utilizes.

2 PR ) F5E SEAAT AT FRATTA F LAAH 4 a7 & 11 77 28 56 v et 1 0 252507 71
UNE T 72 /NI B Tl =B U SR iR Tl DW= A & T | DN
Berkshire k3, MM SSTH g M FRATTI BeF% 45 % UGN S% A /] (45058 4
WS ARZE, BCVFLE AR, PUHCA A BT Bl s 2 v 5 A 5K B AR,
B2 Jii I 56 BRI BT A IR0 25 50 it 25 % SN Berkshire HI&IFIREZ
AR B R E IR TR .

The size of this debt (which is not now, nor will it be, an obligation
of Berkshire) is entirely appropriate. MidAmerican’ s diverse and
stable utility operations assure that, even under harsh economic
conditions, aggregate earnings will be ample to very comfortably
service all debt.

F P REYR BTSSRI (H ArAN 2, BUS A JE Berkshire ) 5H4T) - H 2
&Y, HZ ootk HARE 19 S 2 n] LURH DR RIS 78 B U8 1R 28 5 1
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At yearend, $1.578 billion of MidAmerican’ s most junior debt was
payable to Berkshire. This debt has allowed acquisitions to be
financed without our three partners needing to increase their
already substantial investments in MidAmerican. By charging 11%
interest, Berkshire is compensated fairly for putting up the funds
needed for purchases, while our partners are spared dilution of
their equity interests.

B AE NS, A8 5 TP R U K 2 B IO 5T 27 th, 16, 78 A4 36 JT A kY
Berkshire [fii%s, XZEMIS LI REIAESAT IS, T DAAS D 7 ) 2
B D BRARE T N T ERR AR, A I 11% A
Berkshire 343 T ¥t T8 I AT I BN, AR HE =47 AR 5
PR NAEIXZK 2 vl R LE A3

MidAmerican also owns a significant non—utility business, Home
Services of America, the second largest real estate broker in the
country. Unlike our utility operations, this business is highly
cyclical, but nevertheless one we view enthusiastically. We have
an exceptional manager, Ron Peltier, who, through both his
acquisition and operational skills, 1is building a brokerage
powerhouse.

T el A AN A — L dE A R S, AR SR 5 KA R A R -
FHEFKMS, AFRT ARG, AT sS4k, HIBERAM
PN AT IEUIHEE, TA A A 42 N -Ron Peltier, i&Eid
Has WA, Eg#d e AN Ehan T HE.

Last year, Home Services participated in $48.6 billion of
transactions, a gain of $11.7 billion from 2002. About 23% of the
increase came from four acquisitions made during the year. Through
our 16 brokerage firms - all of which retain their local identities
- we employ 16, 343 brokers in 16 states. Home Services is almost
certain to grow substantially in the next decade as we continue to
acquire leading localized operations.

FHERFIRSG DS EH T 486 (0TGN L%, B 2002 42 XK KHLEK
T 11744, Horp 23% ok | TR I IF %, 238 & 16 A~
rova], AT A A a4 RR, FRATAE 16 AN IHE e T 16, 343 Ak
NG, AEJEAEARK A fa R S5 AH #E H W 5 16 77 SNk 8 KR Rl
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Here’ s a tidbit for fans of free enterprise. On March 31, 1990,
the day electricutilities in the U. K. were denationalized, Northern
and Yorkshire had 6,800 employees in functions these companies
continue today to perform. Now they employ 2, 539. Yet the companies
are serving about the same number of customers as when they were
government owned and are distributing more electricity.

KA WAE A Ak B A S R B 2R I 08T A, 1990 4 3
1, selEmEE B FaECRE L, e 54w 2 i) I
6, 800 4 b4 L, N A H , 7E75 18 MU 22 22 R Gl s DL 1 5 03 R4 2, 539
N, P S EE A, mimk ) R DR E 2,

This is not, it should be noted, a triumph of deregulation. Prices
and earnings continue to be regulated in a fair manner by the
government, just as they should be. It is a victory, however, for
those who believe that profit-motivated managers, even though they
recognize that the benefits will largely flow to customers, will
find efficiencies that government never will.

WAL R A IX IE RS B AL BIER], s DL S & H AT 52 2B & 3
A, XA AR, XA RE T ISEAH S LS R F i 2 BN,
HARPTIT A BOR) s AR RN 2% 7 (5 b, BrRe eI LA BUR B & I PR
HIEIRE

Here are some key figures on MidAmerican’ s operations:
DL R 2 56 Hh e il 10 ) LI s 4 -

Farnings (in § millions)

2003 2002

LR O v v == T O $ 289
$ 267
L OWa. « oo e e e e e
.... 269 241
PP lineS o

. 261 104
Home T a2 I 1=
113 70
Other (Net) oottt e e e
144 108
Earnings before corporate interest and tax ............. 1,076 790
Corporate Interest, other than to Berkshire............... (225) (192)
Interest Payments to Berkshire ........ooiuiuiii.. (184)
(118)
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Net BarNingS. oo v ettt et e e e e e e e e e e e $416
$ 380

Earnings Applicable to Berkshire®.......... ... ... ... ... .. $ 429 $ 359
Debt Owed to Others........o.. . 10, 296
10, 286

Debt Owed to Berkshire ... 1,578
1,728

#Includes interest paid to Berkshire (net of related income taxes) of $118 in 2003

and $75 in 2002.

#0545 Berkshire AR E OB AELS) » 2003 4 52 2002 4535124 1. 1844, %. 0. 75
(e ST

Finance and Financial Products

WA 55 I < A i

This sector includes a wide-ranging group of activities. Here’ s
some commentary on the most important.

XA S RAFR I EE, BN FRER MR .

I manage a few opportunistic strategies in AAA fixed—income

securities that have been quite profitable in the last few years.
These opportunities come and go - and at present, they are going.
We sped their departure somewhat last year, thereby realizing 24%
of the capital gains we show in the table that follows.
A NPE P28 = A PREE I [ e ik 5, 1 25 ) LA R A AN
XL Rk L2, (I BOm T, JAIEA R b, fEe L4
FATEBFABA T2, XA A 22 20 5 58 _E CSEII & ) 24%. Though
far from foolproof, these transactions involve no credit risk and
are conducted in exceptionally liquid securities. We therefore
finance the positions almost entirely with borrowed money. As the
assets are reduced, so also are the borrowings. The smaller
portfolio we now have means that in the near future our earnings
in this category will decline significantly. It was fun while it
lasted, and at some point we’ 11 get another turn at bat. HARA
SEIB AT L1, AH T IX L A8 by A7yl 25 R, H 2 A3 sh il s
A IESR, PRIHERATT L P10t DAR % (1) 07 2CSR IR A, B LA 13X
By B b, A N TR T 2K, H BRI D B A A A
ARIX Ay B s KRR, i BRI LI AH Yt tl, FAHEA
AZJa, NI EdTd.
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- A far less pleasant unwinding operation is taking place at Gen
Re Securities, the trading and derivatives operation we inherited
when we purchased General Reinsurance. 4TV P FFARUEZR 46T
AL R B AT LA NIRRT, AT AR YRS Rl iy A 2y 3 T 1A FRATT %0k
EAFIR O EAFAE T

When we began to liquidate Gen Re Securities in early 2002, it had
23, 218 outstanding tickets with 884 counterparties (some having
names 1 couldn’ t pronounce, much less creditworthiness I could
evaluate). Since then, the unit’ s managers have been skillful and
diligent in unwinding positions. Yet, at yearend - nearly two
years later - we still had 7,580 tickets outstanding with 453
counterparties. (As the country song laments, “How can I miss you
if you won’ t go away?” ) HIKATAE 2002 EHII 464G F-i5 A0 H i OR
UEZRIN, B 23, 218 A AT AESh, it 884 AL Lyt & (LA
AN B FLT N T AT AU LTI L AW A D . TN
R, FT 1B IR %5 777N O Hi i BLUX AT, AN WE 2 )5,
ELB LS, ATEA 7, 580 (LIl fE4h, 2298 453 M5, Gil
B E 2B RR, WMRIRAE £, XA FEAESIRIE?) .

The shrinking of this business has been costly. We’ ve had pre-tax
losses of $173 million in 2002 and $99 million in 2003. These losses,
it should be noted, came from a portfolio of contracts that - in
full compliance with GAAP - had been regularly marked—to—market
with standard allowances for future credit—loss and administrative
costs. Moreover, our liquidation has taken place both in a benign
market - we’ ve had no credit losses of significance - and in an
orderly manner. This is just the opposite of what might be expected
if a financial crisis forced a number of derivatives dealers to cease
operations simultaneously. J&RIXAEETTHACHYAH Y5, G2 2002 4
S 2003 AFIBLRT IR A B 1. 73 /43670 /& 0. 99 14350, DAZnss i 2,
X BB AR [ TR DA R A A S T IR AR SR AT th, 20
T8 A RAT AR RAG T LA AT BURA &2, BHEE, ERANEE S
FESHIE], T AR B Ia FAN iR A, A R A AN ZE, RN AR R
AL ERIE IR, XSS R L T — R A Emfal, r2ar e
SRR A Sy RO IR GVE B ARSI, DRI

If our derivatives experience - and the Freddie Mac shenanigans
of mind-blowing size and audacity that were revealed last year -
makes you suspicious of accounting in this arena, consider yourself
wised up. No matter how financially sophisticated you are, you can’
t possibly learn from reading the disclosure documents of a
derivatives—intensive company what risks lurk in its positions.
Indeed, the more you know about derivatives, the less you will feel
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you can learn from the disclosures normally proffered you. In
Darwin’ swords, “Ignorance more frequently begets confidence than
does knowledge. ” WIH LT 2 FRATAb BT AL Pk Gl iy sh 2256, i E
Freddie Mac ZAFEHEH K KM FIFEREAT N5, ARG MEEX T 12
TR, XRoR R T, ANEIREAH 2 F 5 Wi, RE8e
VL2 HH ) 53X 28 AEEAT AR 1 4 RS it 2 W) B D H R SR TR I
L T /D X, TSz b, R T R SR Sl L, AR
HNTE IR LS 1) O REE 45 IR RS 2 A AT R, ER)IE R SCE, Yk
FeARE, B -FHOR, WA 2R sEn .

* ok ok ok sk sk oskok ok ok ok osk

And now it’ s confession time: I’ m sure I could have saved you $100
million or so, pre—tax, if I had acted more promptly to shut down
Gen Re Securities. Both Charlie and I knew at the time of the General
Reinsurance merger that its derivatives business was unattractive.
Reported profits struck us as illusory, and we felt that the business
carried sizable risks that could not effectively be measured or
limited. Moreover, we knew that any major problems the operation
might experience would likely correlate with troubles in the
financial or insurance world that would affect Berkshire elsewhere.
In other words, if the derivatives business were ever to need shoring
up, it would commandeer the capital and credit of Berkshire at just
the time we could otherwise deploy those resources to huge advantage.
(A historical note: We had just such an experience in 1974 when we
were the victim of a major insurance fraud. We could not determine
for some time how much the fraud would ultimately cost us and
therefore kept more funds in cash—equivalents than we normally would
have. Absent this precaution, we would have made larger purchases
of stocks that were then extraordinarily cheap.)

B RS M), G B A B I W O hUE ] A ORISR, RS
A LU RAKAE IRLET 143k, AR )/ 8 - FH ORI
SUNIE LUk 233 T IR NP IR, o itk i b & e e s 73R4T,
AR FRATTE A B A T T4 Bz v 1 XU EL G2 RA ) il e e PR, B A
o PATENTEIZF A PrnT Be e AR AT A R A, TG i ARl e RS T
[fl, T5P 5 Berkshire He B B FRG FEL0GE, #AMBEUH, WRi
PATH RS RT A TSRl il ], XACKIRAT T AURST Berkshire
A k] Lhas F i 4 545 P ids i A i SRR 2, (T SR &5
TYRERATT, 1974 AR DR IS S8R S P48 1 B TR B0 B ANas, - 3AT]
TCIE I I BB ARG 25 5 1 R 2 DI A, XA A FRATT L S0 B 38 AR
Z R SRR REE A NIz b, ARk, JE IR EUE
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JBe AR K25 ISk B 2 W B 26 RSP I 5% o

Charlie would have moved swiftly to close down Gen Re Securities
- no question about that. I, however, dithered. As a consequence,
our shareholders are paying a far higher price than was necessary
to exit this business.

SUEMAPAEE, M e S TRITrELIR, SLRIOC P H ORISR ], 48
XA, I RFRIGA G, AR T 8U8 AR AT 126 20 e B = AR
A BRI IX A Fl [ A 2

- Though we include Gen Re’ s sizable life and health reinsurance
business in the “insurance” sector, we show the results for Ajit
Jain’ s life and annuity business in this section. That’ s because
this business, in large part, involves arbitraging money. Our
annuities range from a retail product sold directly on the Internet
to structured settlements that require us to make payments for 70
years or more to people severely injured in accidents. HARFRAT]
0 FH R PE R N T3 S AR R PR AR B 45 THERAE AR B S0 2 T, 5340 FRAT
AT Ajit Jain S5 NFE MAEGML 55 VASRAE NS 45 I G b v ik 45 10
X R AR Y 25 G 3 # A B R 0 4, BATTIE SRS A, M
W 28 1 R AR B PRI R HRMY Y 3 M EEKIATIAE 70 AF ] ATk R W 0 24
o

We’ ve realized some extra income in this business because of
accelerated principal payments we received from certain
fixed—income securities we had purchased at discounts. This
phenomenon has ended, and earnings are therefore likely to be lower
in this segment during the next few years. Z=4EFATAEIX L6\ 45 S
TSR A, R PRE T ERATT S T DA A ISt B R e 1 ] AL A
UEFF R ANE ARG IS, XML E R Ot — Bk, )i, X
FT T ARAE AR VAR A RS 7 4L NI S

- We have a $604 million investment in Value Capital, a partnership
run by Mark Byrne, a member of a family that has helped Berkshire
over the years in many ways. Berkshire is a limited partner in, and
has no say in the management of, Mark’ s enterprise, which
specializes in highly—hedged fixed—income opportunities. Mark is
smart and honest and, along with his family, has a significant
investment in Value. HEJIAIIKE T 6. 04 /3£ I04E Value Capital 2
b, XJEH Mark Byrne Fr@i &k Ak, At KK — B LR HZ
Berkshire BZL[{J A1, Berkshire W4 Value Capital A MRT5TAES 1k
Ns HRSHSELERWEE T, XA T B K T v LR 1 ] o i 2
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$et, Mark AHAUEHT Hkse, ATl AAE Value Capital [RIFEAKZE
PHE T

Because of accounting abuses at Enron and elsewhere, rules will soon

be instituted that are likely to require that Value’ s assets and
liabilities be consolidated on Berkshire’ s balance sheet. We regard
this requirement as inappropriate, given that Value’ s liabilities
- which usually are above $20 billion - are in no way ours. Over
time, other investors will join us as partners in Value. When enough
do, the need for us to consolidate Value will disappear.
2 S i 2 R DGR, FHOCRLE el DB ok, 2Rk
fiT¥s Value Capital A% =5 7ifiidf AN Berkshire & FfE 2, &
AHA N IXFERE SR ARG B, T Value Capital MW 4EFRELE 200
eSO RS, TIX ZARARE TERNM A6, AdAHEZ A, 2
BTN Value Capital Ja, FAMIFEZA v KA EEBIKEZHT T F%,
IS IR A T K

- We have told you in the past about Berkadia, the partnership we
formed three years ago with Leucadia to finance and manage the
wind—down of Finova, a bankrupt lending operation. The plan was that
we would supply most of the capital and Leucadia would supply most
of the brains. And that’ s the way it has worked. Indeed, Joe
Steinberg and Ian Cumming, who together run Leucadia, have done such
a fine job in liquidating Finova’ s portfolio that the $5.6 billion
guarantee we took on in connection with the transaction has been
extinguished. The unfortunate byproduct of this fast payoff is that
our future income will be much reduced. Overall, Berkadia has made
excellent money for us, and Joe and Ian have been terrific partners.
LR OIRSAIFEIT Berkadia, XERATE=4ERTS Leucadia A % AL
AT, FEH S MRS E M I 48— F 0 (3 1) 1 fk gt A A
~Finova, AR¥EUHIMTHE, A TSR3 K961 Leucadia W41 57
ORI E B, R UE A S E T, #557E Leucadia ] Joe Steinberg
M Tan Cumming AT 2R, Finova AR R Dyt G 198 P2 241 &1 LAiG
B IXAAEIS Y FRATERAE R 56 423 TC IR PRUEREAE O, Wtk Pus
T BEME— P R R 2 AR 5 FeATT ] DDA SR A IR s f KR o2, AN B
Kut, Berkadia AFAIMIE RIERIEEE, 1M Joe M Tan SEAE & AN 21431
CLIONE

- Qur leasing businesses are XTRA (transportation equipment) and
CORT (office furniture). Both operations have had poor earnings
during the past two years as the recession caused demand to drop
considerably more than was anticipated. They remain leaders in their
fields, and I expect at least a modest improvement in their earnings
this year.
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H B TR S Sl 7 XTRA Gafinis %) UL CORT (pAZEFH) &, M
B LIRS IE A Z 50T R, SRS RE K B )M S - T
AN AATTAE S B AR IH b TS AL, 17 Fet TUARAT T A 4 1 B 4
¥ e .

Through our Clayton purchase, we acquired a significant
manufactured-housing finance operation. Clayton, like others in
this business, had traditionally securitized the loans it
originated. The practice relieved stress on Clayton’ s balance sheet,
but a by-product was the “front—ending” of income (a result
dictated by GAAP).i&Eil Clayton FIWWIFZE, AR EAG e K 415
b J@ gk 45, Clayton AN[ABEXAT AL E RN, SRR 1 BE T LA
WA, SRR BAR T LIRS MR Clayton WA SSHR LIS 7, (B [RIRE-o A
R AR T A A T T DU PRI E B2 TR 1

We are in no hurry to record income, have enormous balance—sheet
strength, and believe that over the long—term the economics of
holding our consumer paper are superior to what we can now realize
through securitization. So Clayton has begun to retain its loans.
BATBE P AR IS ) — )R, MOREEA S R A fe T sIAIK,  [[]
INBAHE H A F B REA & ARG, A& BRI a8 e P T & e
FALPpTRef B e, FETRXFEMELE, Clayton HATCJFLALR B HLE
We believe it’ s appropriate to finance a soundly—selected book of
interest—bearing receivables almost entirely with debt (just as a
bank would). Therefore, Berkshire will borrow money to finance
Clayton’ s portfolio and re—lend these funds to Clayton at our cost
plus one percentage point. This markup fairly compensates Berkshire
for putting its exceptional creditworthiness to work, but it still
delivers money to Clayton at an attractive price.

FATAA, Nazn] Pk —2e 28 nb R Pan e (1 s ok, - LAl es 286 1 77 =X
SO GG A — IARAT S —FF) » AL Berkshire RfoEXF AMEER, 4%
W RIE Y Clayton, AR N4%Z Berkshire BIfEGE A INTE—NEH 43 150,
XA IS EE ] LUk Berkshire FBAL M55 VEEE A4 H AL HUAS & BRI 4R
T, [FIES 255 —J71, Clayton 0] DA ) A LA 5 4

In 2003, Berkshire did $2 billion of such borrowing and re-lending,
with Clayton using much of this money to fund several large purchases
of portfolios from lenders exiting the business. A portion of our
loans to Clayton also provided “catch-up” funding for paper it
had generated earlier in the year from its own operation and had
found difficult to securitize.

2003 4F, Berkshire PAXFERITT=UE T 20 {43270, HRXEERILEZS
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Clayton, Clayton JUPKE IS 43 B %% 42 A B IR H b 45 1 4 3= T S B Ry
ok, AT G SRR A MERT C R AT A2 25 051, Hil1 T a2 ik
DB RATHT= 3 4

You may wonder why we borrow money while sitting on a mountain of

cash. It’ s because of our “every tub on its own bottom” philosophy.
We believe that any subsidiary lending money should pay an
appropriate rate for the funds needed to carry its receivables and
should not be subsidized by its parent. Otherwise, having a rich
daddy can lead to sloppy decisions. Meanwhile, the cash we
accumulate at Berkshire is destined for business acquisitions or
for the purchase of securities that offer opportunities for
significant profit. Clayton’ s loan portfolio will likely grow to
at least $5 billion in not too many years and, with sensible credit
standards in place, should deliver significant earnings. KZ i
Ve wAS A e, AT F I M BA TR EE A28 05t FEM R T, 3
TIFAT—ANE DI, FA TN AT A w) EAEER, #ISAT
AP T RS N NI I, AN I REA W 4 AN, A A R
MZERSETILT, Hﬁ&ﬂf&Mmegﬁm%A,rﬁﬁm%%
A I 5l SR HLa 3R i 52 2 . 1 Clayton R PY KA mwﬁﬁi
KIVFERR SR 50 143670, AE 2G5 B IEHHERT, Wi
A] LA DT ik AN IR B AR 2T

For simplicity’ s sake, we include all of Clayton’ s earnings in
this sector, though a sizable portion is derived from areas other
than consumer finance.

J T AibS W AL, BATE Clayton &3 AR HBIATIT, HARA ML
A R A AR B @il 45 . (in $ millions)

Pre-Tax Earnings Interest—bearing

Liabilities

2003 2002 2003 2002
Trading - Ordinary Income ............ccuuiuininennnn.. $ 379 § 553 §7,826
$13, 762
Gen Re SeCUrITIeS ittt e e e (99) (173)
8, 041% 10, 631
Life and annuity operation. .. ... ... eeinnnnnnnn 99 83 2,331
1, 568
Value Capital. .. ... e 31 61
18, 238+« 20, 359%
Berkadia ... .. e e 101
115 525 2,175
Leasing operations. ... ..t 34 34
482 503
Manufactured housing finance (Clayton) ....... 37kk  — 2,032
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102 618 630

Income before capital gains........... ... 666 775

Trading - Capital Gains..........oeiiiiiiiinnnnnn.. 1,215 578
N. A. N. A.

TOtal e $1, 881
$1, 353

* Includes all liabilities
**% From date of acquisition, August 7, 2003

Manufacturing, Service and Retailing

Operations

HliE - kg5 e E LSS

Our activities in this category cover the waterfront. But let’ s
look at a simplified balance sheet and earnings statement
consolidating the entire group.

EATH LSS FRA S E 2, (HiEEE B R AR DL R
WEEGIHRE.

Balance Sheet 12/31/03 (in $ millions)
Assets Liabilities and Equity
Cash and equivalents ... $ 1, 250 Notes
payable . ... $ 1,593
Accounts and notes receivable ........... 2,796 Other current
liabilities............. 4, 300
Inventory ..o e 3,656 Total current
liabilities ............. 5, 893
Other current assets .............cciiiiiiiininnn.. 262
Total current assSetsS. . ... 7,964
Goodwill and other intangibles........... 8, 351 Deferred
LAXES. ittt e e 105
Fixed assets ..t e 5, 898 Term debt and other
liabilities.. 1,890
Other ASSCTS 1,054

$23, 267
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Earnings Statement (in $ millions)
2003 2002

RV U S o e e e e e e e e
... $32,106 $16,970

Operating expenses (including depreciation of $605 in 2003 and $477 in
2002) . i 29,885 14,921

Interest expense
€Y= 2 64

Pre—tax

3 e e) 11 T TS
2, 157 1,941

Income

Net
IICOME v et et e e e e e e e e e e $

1,344 § 1,198

This eclectic group, which sells products ranging from Dilly Bars to B-737s, earned
a hefty 20. 7% on average tangible net worth last year. However, we purchased these
businesses at substantial premiums to net worth - that fact is reflected in the
goodwill item shown on the balance sheet - and that reduces the earnings on our
average carrying value to 9. 2%.

AU HOBTRE TR0 1077 i I SBR S 7 737 67, 10 HN o 50 B 20, T,
A F1 T RAT RS BICHERE 0 1 7 s A6 AT, 7 B 513 1A A A R
2, ORI M Gk 9. 2%,

Here are the pre—tax earnings for the larger categories or units

PUR 2 H A LA 20 H IBLRT AR o

Pre-Tax Earnings
(in $ millions)

2003 2002

Building Products . ... $ 559 § 516
Shaw INdUStries .ottt e e e et e et e e e 436 424
ApDAT el e e 289
229

Retail OperationsS. . ... e e 224 219
Flight  ServiCes. .ottt e e e 72
225

Mane k. e e e e e 150
Other bUSINeSSeS ..ot e e e e e 427 328

$2,157 §1,941
* From date of acquisition, May 23, 2003
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Three of our building—materials businesses - Acme Brick,
Benjamin Moore and MiTek - had record operating earnings last year.

And earnings at Johns Manville, the fourth, were trending upward
at yearend. Collectively, these companies earned 21.0% on tangible
net worth. AT THE N =AM BN, Acme #&H:. Benjamin Moore jHi
BLL S MiTek, ZHAERIZRA Ly 4y 0 R g B, 22 T2 US55k -Johns
Manville [FJZRIAR T IFAETETE, SRR, XECFL PRI 2 5
15 21%.

- Shaw Industries, the world’ s largest manufacturer of broadloom
carpet, also had a record year. Led by Bob Shaw, who built this huge
enterprise from a standing start, the company will likely set
another earnings record in 2004. In November, Shaw acquired various
carpet operations from Dixie Group, which should add about $240
million to sales this year, boosting Shaw’ s volume to nearly $5
billion. Shaw HiEE- 4t S KEfith B Bl f, LR ERE T8
WK, fE Bob Shaw 8T K, MN—F/Phaul kBRI, —BAHE
2004 A% w RIER A S RF LA =, [A4FE 11 7 Shaw gl eIt 1) 7 20K
NAEENEA 2. 4 /250 Dixie £EHT, A4S Shaw [RAEENAT— 2858 50
10575

Within the apparel group, Fruit of the Loom is our largest
operation. Fruit has three major assets: a 148-year—-old
universally-recognized brand, a low—cost manufacturing operation,
and John Holland, its CEO. In 2003, Fruit accounted for 42.3% of
the men’ s and boys’ underwear that was sold by mass marketers
(Wal-Mart, Target, K-Mart, etc.) and increased its share of the
women’ s and girls’ business in that channel to 13. 9%, up from 11. 3%
in 2002.
2T RATMARM Y, BT KR Fruit of the Loom, %A FHEL
A =58, ot 148 aE A A M i, — RGN A — 23
M i#¥-John Holland, 2003 4 Fruit ZEHEE4 155, Target M K-mart 2§
K32y 42. 3% S3VE K LE N AS, T 2ot /b 2o A EE It A 2002 1Y
11. 3% K 2] 13. 9%.

- In retailing, our furniture group earned $106 million pre-—tax,
our jewelers $59 million and See’ s, which is both a manufacturer
and retailer, $59 million.

TN T, AT RS THHE T 1. 06 {23 uMBiRAaE . BRE
ST 5,900 Jr3EI0 HUHER AL Bl A AN, Ik T 5, 900 )7
F T,

Both R. C. Willey and Nebraska Furniture Mart ( “NFM” ) opened hugely
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successful stores last year, Willey in Las Vegas and NFM in Kansas
City, Kansas. Indeed, we believe the Kansas City store is the
country ’ s largest-volume home—furnishings store. (Our Omaha
operation, while located on a single plot of land, consists of three
units. )R. C. Willey S NFM 75-E5F Fr T 0180 5 #AR A B, Willey £E$7 07
dEnir, NEM OUAEHEEE I, SRR EIATTIA A B 000 MR o A A S de R I
FHEFAEE (ARG LSS, RN u i b, =1 amynd
J%) o

NFM was founded by Rose Blumkin ( “Mrs. B” ) in 1937 with $500. She
worked until she was 103 (hmmm . . . not a bad idea). One piece of
wisdom she imparted to the generations following her was, “If you
have the lowest price, customers will find you at the bottom of a
river.” Our store serving greater Kansas City, which is located
in one of the area’ s more sparsely populated parts, has proved Mrs.
B’ s point. Though we have more than 25 acres of parking, the lot
has at times overflowed. NFM & B AKAE 1937 4Lk 500 FEIGHr 6T,
i —H TAES] 103 2 (MUK DAL R, WidEmss 4R
LR R, W ARARIA BARIIAN S, 2 B AR S S i (1) £ Y 4K
PR, B IRATIH G k25 HLG= W R 2e , H e P b s A7 T T
1A /D R HB DS, SRUER 73X — 5, BARIRATTIHA) 18 25 D8/ s 247,
{ELHEIAK SR I 7 3K

“Victory, ” President Kennedy told us after the Bay of Pigs disaster,
“has a thousand fathers, but defeat is an orphan. ” At NFM, we knew
we had a winner a month after the boffo opening in Kansas City, when
our new store attracted an unexpected paternity claim. A speaker
there, referring to the Blumkin family, asserted, “They had enough
confidence and the policies of the Administration were working such
that they were able to provide work for 1,000 of our fellow

)

citizens.” The proud papa at the podium? President George W. Bush.
H Oy S S AERE RV I S A S A R AT, TR e T BT iseeE, H
RIGENZE—AULL, A6 NEM g% o3 h 28— I B A — M JE
— AR ORE A, I — AL B RR E SO SCR I ESRARIE T, ks |
B R KFIERIER RN, AATAE O BATECY R IE %% e 3243t 1, 000
LSS T I, XA ARG BRI 2R E TR S A
fts

In flight services, FlightSafety, our training operation,
experienced a drop in “normal” operating earnings from $183 million
to $150 million. (The abnormals: In 2002 we had a $60 million pre—tax
gain from the sale of a partnership interest to Boeing, and in 2003
we recognized a $37 million loss stemming from the premature
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obsolescence of simulators.) The corporate aviation business has
slowed significantly in the past few years, and this fact has hurt
FlightSafety’ s results. The company continues, however, to be far
and away the leader in its field. Its simulators have an original
cost of $1.2 billion, which is more than triple the cost of those
operated by our closest competitor. {ENTZIRSM I I, otk
Z5 1P B R K22 1) TR BN A A ZSAE R 1. 83 {430 Mg A 1.5 1435,
(2002 4F T B Se AT A Ak Gl 5 3 2 A wlik E3RAS 6, 000 5 & TTHb A
Fai, 2003 TR CATOT LA, $esl 3, 700 J1 I ,
IR AT 55 K 2E, 1S E Fr Rl gz 2, A
A FIHBRAE TV FH AT S HAT , A RN ®AT B as % & B CIA
12405570, 294258 40 —=1fF.

NetJets, our fractional-ownership operation lost $41 million
pre—tax in 2003. The company had a modest operating profit in the
U.S., but this was more than offset by a $32 million loss on aircraft
inventory and by continued losses in Europe.
NetJets—FRATT KM NS5, 2003 4F FIBERTHL 2R A 4, 100 J73ET0, %A H
70 [ Hh X A AN S AN, (R IXEEHi8 3, 200 J7 3£ 0y RHLAE 67
A DL RN L DX 175 33 T BRI

NetJets continues to dominate the fractional-ownership field, and
its lead is increasing: Prospects overwhelmingly turn to us rather
than to our three major competitors. Last year, among the four of
us, we accounted for 70% of net sales (measured by value).
NetJets HKAR ESEHEAS KM AL,  HATSE MR BERF S K, A T3
AN T, BB RA TR, R A, AT
T 3 5 A ik 70%.

An example of what sets NetJets apart from competitors is our Mayo
Clinic Executive Travel Response program, a free benefit enjoyed
by all of our owners. On land or in the air, anywhere in the world
and at any hour of any day, our owners and their families have an
immediate link to Mayo. Should an emergency occur while they are
traveling here or abroad, Mayo will instantly direct them to an
appropriate doctor or hospital. Any baseline data about the patient
that Mayo possesses is simultaneously made available to the treating
physician. Many owners have already found this service invaluable,
including one who needed emergency brain surgery in Eastern Europe.
FAMIF L UL NetJets ] LU K5 5o 400t F 1 2200, BATTHTHEH
52 1H 2 A T LR Mayo Clinic SRR B IRITI N REE, IX & NetJets
A& e = A L B AR A, AN R EElF RS, AR
AR FART AN, AT, AT 7 I F AN LS
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Mayo BEBEHUAF FLEIRR, — HEANARAE, ANBRAER A BE 25, Mayo

S NLRIVREARAT 132 21 5 15385 ) B e 15 B 2B IR LR 32 B S 7 IR 55 1 Mayo
A 50 NA R PT A By il s R 37 AR IR 4 D5t By B A2, AR IR I
&Rt 5, 2% LRI Br 2 b, A5 A 18 78 AR Bk
DRSNS ST AR

The $32 million inventory write—down we took in 2003 occurred
because of falling prices for used aircraft early in the year.
Specifically, we bought back fractions from withdrawing owners at
prevailing prices, and these fell in value before we were able to
remarket them. Prices are now stable.

FATHE 2003 FFEINFUI 3, 200 TAEER RN BR, R AR B IR RIS T~ 2440 B2
T RALOT RS NI IR ER, A BRI RS FRATT LS IS R T S ks A48
IRITI 2 P Frp L mlE B B A B AR T A T & 22 a4y, st
MR, HArmim s cia e .

The European loss is painful. But any company that forsakes Europe,
as all of our competitors have done, is destined for second-tier
status. Many of our U.S. owners fly extensively in Europe and want
the safety and security assured by a NetJets plane and pilots.
Despite a slow start, furthermore, we are now adding European
customers at a good pace. During the years 2001 through 2003, we
had gains of 88%, 61% and 77% in European management—and—flying
revenues. We have not, however, yet succeeded in stemming the flow
of red ink.

D A DX PR 48 2R A 24 N ST, AR ART— S0 W i X P 45 (1) 2 ], (an
[F AT B a [NV I ReE) . 2B T I %, VP2 LXK %
UK EIBRIN, ABAT 1455 Net Jets 1) QHLEA AL S AL [RIRE 1) 22 42
SER], BEARLDREG, (R ERATTR U X 11 2 £t E AR e e e, 2001
SEF 2003 SEME WO B L 88% 61%LL K T7%, {H#E H AT M 14K
SRR I 2140 23 P BT B

Rich Santulli, NetJets’ extraordinary CEO, and I expect our
European loss to diminish in 2004 and also anticipate that it will
be more than offset by U.S. profits. Overwhelmingly, our owners love
the NetJets experience. Once a customer has tried us, going back
to commercial aviation is like going back to holding hands. Net]Jets
will become a very big business over time and will be one in which
we are preeminent in both customer satisfaction and profits. Rich
will see to that.

NetJets A MR -Rich Santulli PLEFRA A (5L R X 27
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2004 FH 5 N4, WHUYISS R HLDCR SR ER0A, SR EH S, AT )
ZHT NetJets Priefltigess, — H g 2l BT IR S5, miARxE 2l
IR 2L 25 s e dL S S A~ wlHENL, W) DL @ 2wl 0 =

NetJets — & Al LUK R — A KARME, RIS AR 7 2 L A AR LR A |,

SAFHRBOR, FARTE Rich — & ] MR — ki,

Investments

L L
&5 4ty

The table that follows shows our common stock investments. Those
that had a market value of more than $500 million at the end of 2003
are itemized.

&2 Berkshire 2003 fETiMhiHIL 5 12350l BRI BEEEHET

12/31/0
3
Shares Company
Percentage of
Company Owned Cost Market
(in
millions)
151, 610, 700 American Express Company ............ 11.8 $ 1,470 $
7,312
200, 000, 000 The Coca—Cola Company ................. 8.2 1, 299
10, 150
96, 000, 000 The Gillette Company .............c.ccovo.o... 9.5 600
3,526
14, 610, 900 H&R Block, Inc........ ..., 8.2 227
809
15, 476, 500 HCA Inc. oo e 3.1
492 665
6, 708, 760 M&T Bank Corporation ................... 5.6 103
659
24, 000, 000 Moody’ s Corporation .............oeuuvuon.. 16. 1 499
1, 453
2,338,961,000 PetroChina Company Limited .......... 1.3 488
1, 340
1,727, 765 The Washington Post Company ....... 18.1 11 1, 367
56, 448, 380 Wells Fargo & Company................. 3.3 463
3,324
Others o e
2,863 4, 682
Total Common Stocks ...........ccoviiniiniin.... $ 8,515
$35, 287
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We bought some Wells Fargo shares last year. Otherwise, among our six largest
holdings, we last changed our position in Coca—Cola in 1994, American Express in
1998, Gillette in 1989, Washington Post in 1973, and Moody’ s in 2000. Brokers don’
t love us.

FAERNIEIN T 2 Wells Fargo JREE, KRtz A, EFRAINSKEB 2SS, o] DA SR fa—
VR R IR B[] 2 1994 4F . ZE S 2 1998 4F. #4142 1989 4F. ARmKlmi I & 1973
A, SIS H A& 2000 45, B SEEb D SEAE SERRATTA M

We are neither enthusiastic nor negative about the portfolio we hold. We own pieces
of excellent businesses - all of which had good gains in intrinsic value last year
- but their current prices reflect their excellence. The unpleasant corollary to
this conclusion is that I made a big mistake in not selling several of our larger
holdings during The Great Bubble. If these stocks are fully priced now, you may wonder
what I was thinking four years ago when their intrinsic value was lower and their
prices far higher. So do I.

X H AT TSR AR AL, FRATA R B9 Ay, WA IR A%, JAT
A LT R T AL, AR L AR SE Al ) S B E A B KL D, g
RV (R FCZAS H AR AR S AE R B 2 by R M 0 — MR BEORHER , IX AR N B FE
Ji T YL A ST T g P SR i A R B e, Rl b, A AR SRR I (AR A 2 7E
TSR, AR — € S IARRIDUSERT, eI ST AR, et S, FAetift
Lo FALBAHIRATEE

In 2002, junk bonds became very cheap, and we purchased about $8 billion of these
The pendulum swung quickly though, and this sector now looks decidedly unattractive
to us. Yesterday’ s weeds are today being priced as flowers

[F1Bi 2002 47, 4N RIS BRI AR A A AR, PrRABRATT— 0K T 80 123500, H2hpisie
SRR (ARER, H I 5 T P BEGEAR I, AR AR B AT S BATAE MR S 1 g, 5 R R
AN EELE

We’ ve repeatedly emphasized that realized gains at Berkshire are meaningless for
analytical purposes. We have a huge amount of unrealized gains on our books, and
our thinking about when, and if, to cash them depends not at all on a desire to report
earnings at one specific time or another. Nevertheless, to see the diversity of our
investment activities, you may be interested in the following table, categorizing
the gains we reported during 2003 : /N A —FF 5 H O SEHL R AR, 65T #r Berkshire
Kevd, — RUHALERBAT, FAIK EAT RE AR SEITE ARG, I, H% 5 e
B Ry e H I 5 36 58 2 K%, (B % T Berkshire BN H a2 0fl, K
Fa VT LA R 251 2003 4F (K5 7 £ Il H 4 Y

Category Pre-Tax Gain

(in $ million)

CommMON STOCKS ottt ittt e e e
$ 448

U.S.  Government Bonds.............iiiiiiii i e e
1, 485
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Junk
BOnds . .ot
1, 138
Foreign Exchange Contracts . ... ...ttt e e
825
Other. o
............ 233

$4, 129
The common stock profits occurred around the edges of our portfolio - not, as we

already mentioned, from our selling down our major positions. The profits in
governments arose from our liquidation of long—term strips (the most volatile of
government securities) and from certain strategies I follow within our finance and
financial products division. We retained most of our junk portfolio, selling only
a few issues. Calls and maturing bonds accounted for the rest of the gains in the
junk category.

T (RIBRA E EOR H A FUE -SSR RE B ARG TR B IR R, AT
IRF AT I AL 53 1) i 2 22 AR KSR (IR BURF A 5 th (i AR 2 d il B4 10 25 ) LA 55
L5 R P 1 BB s IR, BATOR B ER A b e, s T A
FANBER TR A S 05 T LE R R ST P R 5% o

During 2002 we entered the foreign currency market for the first time in my life,
and in 2003 we enlarged our position, as I became increasingly bearish on the dollar.
I should note that the cemetery for seers has a huge section set aside for macro
forecasters. We have in fact made few macro forecasts at Berkshire, and we have seldom
seen others make them with sustained success

2002 SEFAVEPE H BN, 2003 SEFATHE D9 IX T IR AL, - 32 2 AR T
MANKIEZRTT, BBTRIFKIE, TS K ORI — KGR SRR T K, 1E
Berkshire FATMRANS T E AR TN, BATHAR DT BT N AT LAY #E 6 1) 7
e

We have - and will continue to have - the bulk of Berkshire’ s net worth in U.S.
assets. But in recent years our country’ s trade deficit has been force-feeding huge
amounts of claims on, and ownership in, America to the rest of the world. For a time,
foreign appetite for these assets readily absorbed the supply. Late in 2002, however,
the world started choking on this diet, and the dollar’ s value began to slide against
major currencies. Even so, prevailing exchange rates will not lead to a material
letup in our trade deficit. So whether foreign investors like it or not, they will
continue to be flooded with dollars. The consequences of this are anybody’ s guess.
They could, however, be troublesome - and reach, in fact, well beyond currency
markets.

JEEAROK, FAVIR 2Rt Berkshire KE MIBTRIRAERE 572 L, ARk, FATHE
SRR 5 S % 7 2 0010 A S L [ SRS [ R A 5 87, W e, AN IR B
PRIRGERH AL TIXRAES, ERER]T 2002 4, At AITIRCIE I, RS0 TR E
TEMIFARIZ AR, ARV 1 A B HCTAA g e 51 5 (R 7 BT AANE SN S0 MR R
3, AT EURRRE T, AR RKFIRE S G, a2 XML iE BN
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As an American, I hope there is a benign ending to this problem.
I myself suggested one possible solution - which, incidentally,
leaves Charlie cold - in a November 10, 2003 article in Fortune
Magazine. Then again, perhaps the alarms I have raised will prove
needless: Our country’ s dynamism and resiliency have repeatedly
made fools of naysayers. But Berkshire holds many billions of
cash—equivalents denominated in dollars. So I feel more comfortable
owning foreign—exchange contracts that are at least a partial offset
to that position.

SR EN, A OAT B A )8 Ge A 21 [R5 1 i ok, FRAS N g
Pt — MR i, X SCENL TIPSR 2003 4F 11 /] 10 HIE A&
by SRR, BV EREE H TSR W REUESE TR, FRATTIE S
W LA )y — FRERE R FHRAMRIN, AN Berkshire %?Ei&ﬁ@%%mﬁ’]
Ky, XA MR RN W AT — LA 322 0] AR SR A0 5B AL 23 8%
B LhL 22

These contracts are subject to accounting rules that require changes
in their value to be contemporaneously included in capital gains
or losses, even though the contracts have not been closed. We show
these changes each quarter in the Finance and Financial Products
segment of our earnings statement. At yearend, our open foreign
exchange contracts totaled about $12 billion at market values and
were spread among five currencies. Also, when we were purchasing
junk bonds in 2002, we tried when possible to buy issues denominated
in Euros. Today, we own about $1 billion of these.

WS T I, X B2 2 (R B A AR AR ) 0 DA 20 A7 B s 3 AE 437 2 e 2
by REIR LR 2 R B A, B X R4 2 V2R 200 45 5 4
IR AR T], RS, AT AN R B R A 2 120 14567t
SATLE R APANE BT M, SRS Y IRATAE 2002 AR AL IRAGTTRR, FRATHS
TS DUROT T R, H AT R SR 10 {4360k
£io

When we can’ t find anything exciting in which to invest, our

“default” position is U.S. Treasuries, both bills and repos. No
matter how low the yields on these instruments go, we never “reach”
for a little more income by dropping our credit standards or by
extending maturities. Charlie and I detest taking even small risks
unless we feel we are being adequately compensated for doing so.
About as far as we will go down that path is to occasionally eat
cottage cheese a day after the expiration date on the carton.

APAVRA B2 0] IBEGEIN, B P BOE SRR e R E R, &
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I A7 DA KB SRR BAE A IR, ANE XSS BE (IR R 2 A%, BT IMCkRA
S DA A AREESRAG 22 M) o gl B IR HRAT A5 T PPAT s i B I 2T L, B
PR BRI, 75 ) A PR B IR A2 AR AT LSl S, 2 H A Ak,
AT 10 mT DL S R s R ARG PR BE il e bR I 10— R A L%

* ok ok ocko sk sk oskokok ok ok ok

A 2003 book that investors can learn much from is Bull! by Maggie
Mahar. Two other books I’ d recommend are The Smartest Guys in the
Room by Bethany McLean and Peter Elkind, and In an Uncertain World
by Bob Rubin. All three are well-reported and well-written.
Additionally, Jason Zweig last year did a first—class job in
revising The Intelligent Investor, my favorite book on investing.
2003 FH TN AT UG UF 2 41, B05 Maggie Mahar () [7F1it], 534k
P AHELE -5 /& Bethany McLean M Peter Elkind &1 [A2 5 = B &N
W | LLA Bob Rubin [ ANAfE FIAEAL ], X = AP AA S PESE, 3
EAMUE, A Jason Zweig ZHAFEH Y TR BRI BTN, 2T NG dl
BT T HA.

Designated Gifts Program
JB ZRF 5 HE 0 T 1

From 1981 through 2002, Berkshire administered a program whereby
shareholders could direct Berkshire to make gifts to their favorite
charitable organizations. Over the years we disbursed $197 million
pursuant to this program. Churches were the most frequently named
designees, and many thousands of other organizations benefited as
well. We were the only major public company that offered such a
program to shareholders, and Charlie and I were proud of it.

M 1981 4] 2002 4, Berkshire $UAT TR AR FGERMG vh i, i 4:A7]
A LLFRE Berkshire 544 s 2 M 285 WA, IXEAE IR, {RIX T
T, FAVBILEH 1097 143800, B REm P IREMMIBIEN %, MRk
AHBRT FT A sz 8, AT IR RS AT B A
A, A EEER PO T IX I AR 5 | LA SR

We reluctantly terminated the program in 2003 because of controversy
over the abortion issue. Over the years numerous organizations on
both sides of this issue had been designated by our shareholders
to receive contributions. As a result, we regularly received some
objections to the gifts designated for prochoice operations. A few
of these came from people and organizations that proceeded to
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boycott products of our subsidiaries. That did not concern us. We
refused all requests to limit the right of our owners to make
whatever gifts they chose (as long as the recipients had 501 (c) (3)
status).

AN BAMTHAFALE 2003 45 1RIX I m, S K EAET5 T BE G )
4, Z4Ek, EIRAMITRE N, Berkshire [FINAEMHIAL L &HRAZ
FHERR VGBI AL, SRS SON X7 AT, XA A5 JAT T i 2]
SO 25 TO B I, Horp AT S8 g 234 2 e A e AR IR AT T O &R
AN, A VRASTEAN DO R, RATHELS T P BRI KL = 14
mER C R, (BRI 55 501 (o) (3) By R E BRI AT) .

In 2003, however, many independent associates of The Pampered Chef
began to feel the boycotts. This development meant that people who
trusted us - but who were neither employees of ours nor had a voice
in Berkshire decision—making - suffered serious losses of income.
SRIMA T 2003 4F, The Pampered Chef it N2 a7 14s B HITF UG 1827 3|
HRHI B RN, XA B AR AR R Lo E M AT, R I AR TRATT 01 T g 7
Berkshire ¥R 5l B2 A Joik R 5 BN TN B 98 i PR 855

For our shareholders, there was some modest tax efficiency 1in
Berkshire doing the giving rather than their making their gifts
directly. Additionally, the program was consistent with our
“partnership” approach, the first principle set forth in our
Owner’ s Manual. But these advantages paled when they were measured
against damage done loyal associates who had with great personal
effort built businesses of their own. Indeed, Charlie and I see
nothing charitable in harming decent, hard-working people just so
we and other shareholders can gain some minor tax efficiencies.
XTI AU, AT BATHEN, BRI E M AERE = R 18
o, BEANXFETHE AT A FRATT— B S AR R BERS #, X2 FAT A
JBE AR T e 4 7 0 B A S ), AR A R A A 1 T K ST
OB 13 T 52 3 2 AR, BRSE, A BERBIA A T
AR A SV B PLE,  FOXe IE I E Y Y 8 TR R a
SEAERAS ERAT A BT 2 25

Berkshire now makes no contributions at the parent company level. Our various
subsidiaries follow philanthropic policies consistent with their practices prior
to their acquisition by Berkshire, except that any personal contributions that
former owners had earlier made from their corporate pocketbook are now funded by
them personally.

LA L Berkshire 7EJa AR A w B BGEATAEMTE ARG, 2T
RAN M YERF LS ATEIF N Berkshire Z BT Z AT EBE, BRAE
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IXLEARIE S SEHT 2R B ATA S ST A ARGV, XA A 20 AR
1A SRR

The Annual Meeting
TR AR R 2

Last year, I asked you to vote as to whether you wished our annual
meeting to be held on Saturday or Monday. I was hoping for Monday.
Saturday won by 2 to 1. It will be a while before shareholder
democracy resurfaces at Berkshire.

FAFERERFE IV W AR AR AN BRI — HTF, A N2 LR 52
I, A EREHCEL R, BRI SUL Bt FRAR AT R A
WK —BN AP A — Ik R AR .

But you have spoken, and we will hold this year’ s annual meeting
on Saturday, May 1 at the new Qwest Center in downtown Omaha. The
Qwest offers us 194,000 square feet for exhibition by our
subsidiaries (up from 65, 000 square feet last year) and much more
seating capacity as well. The Qwest’ s doors will open at 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. (Sandwiches
will be available at the Qwest’ s concession stands.) That interlude
aside, Charlie and I will answer questions until 3:30. We will tell
you everything we know . . . and, at least in my case, more.
IRBEAR I AR AT Ui T, A TS e T 1] — H A S e B g
T OB ) Quest HULZEAT IR R RS, Qwest AL RERHE T
194, 000 ~F- 77 eIR (137 125 B AT (247 24T 65, 000 ¥ 77 9elR) , [F]INf I 38 i
TVFZ B4, Qwest HULHIRTTAAE R -G U TR, Fos A0 i)
AR\ RCERRTG B S NM L RCETRES,  F06R T A8 B8 AR BN A],
(AN PN = VRS 2R A0, B T ARSI a4, SR AN
SAEIYy— T TR R KSR 8 2 N =m0, Feas i A
EQIp

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 the 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. They do a terrific job for
us each year, and I thank them for it.

Jo T A I AR s T R B A DG BERE,  1m) 5 R ] S 2 i AR s N3
HETHRB A ONIE, 2 TARNAL. 15 HAEFERTRS, TR
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Y SRzl (FL G 800-799-6634) TR B2 A - IIAH OG22 4, F4pAth
IR RS MEAR T UF RS, AE SRR RS AT T 7 5 3

In our usual fashion, we will run vans from the larger hotels to
the meeting. Afterwards, the vans 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.

— P, BilSwH e Ak SY SiREZ 0, FNES)E/NELE
SR F A b Bl BN AT R I INZ B s AR S AL, 2498
AR ) T e R S 1B S S R T RA RS Sy

Our exhibition of Berkshire goods and services will blow you away this year. On the
floor, for example, will be a 1,600 square foot Clayton home (featuring Acme brick,
Shaw carpet, Johns—Manville insulation, MiTek fasteners, Carefree awnings, and
outfitted with NFM furniture). You’ 11 find it a far cry from the mobile—home
stereotype of a few decades ago.

LAE S RE 7RI Berkshire &3> i M IRSS, ik KSKIRAEHEAL, Eanii
— A8 Claytonl, 600 5 WK 5 500 |2 (BCA Acme %A%
Shaw HifE. Johns—Manville FE#HFEL. MiTek $114f. Carefree Mi&EZMN
NFM &K H), B kIS DAEEN G b g sh 5 B RKKIA

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 give you a
special shareholder discount (usually 8%). This special offer is
permitted by 41 of the 49 jurisdictions in which we operate. Bring
the details of your existing insurance and check out whether we can
save you money.

GEICO 24 W) o FRFLIR Y A s X e AR RNV 55 51, AE SIS MEr,  BEIN 32
B AR TRE R IR, 2 RZHNTE LT, GEICO #fn] LA fies r—
ANF AP I AR 30 CRZT 8%) » XA L B AR FRAT T 38 kAl sy 435
49 M 41 INAE R, SO0 B CHERBRAR BRI R, B S
RETH H O b2k,

On Saturday, at the Omaha airport, we will have the usual array of
aircraft from NetJets® available for your inspection. Stop by the
NetJets booth at the Qwest to learn about viewing 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.

S NAE B IG LY, AR R NetJets@—RAIIHLAEE R K Z WU,
BT ARE IR W EJA LS ARERB WS, WRIRRA SR T —
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KA b, BAREAR 2 BT EH B O Wt eiarm .

At Nebraska Furniture Mart, located on a 77-acre site on 72nd 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 seven years ago, and sales during
the “Weekend” grew from $5.3 million in 1997 to $17.3 million in 2003. Every year
has set a new record.

P S RS B N AT R T I B S NFM, 255 Berkshire Ji
RESE, FRATTERE AR I AR IR0 R 0L L] LA LAy, AL
SRR HEH X R EIE B, ENEBUE —25 )\ 1997 41 530 1 ToA K
F] 2002 1 1, 730 J7ETC, FERVEE RSHFEFELAH

To get the discount, you must make your purchases between Thursday,
April 29 and Monday, May 3 inclusive, and also present your meeting
credential. The period’ s special pricing will even apply to the
products of several prestigious manufacturers that normally have
ironclad rules against discounting but that, in the spirit of our
shareholder weekend, have made an exception for you. We appreciate
their cooperation. NFM is open from 10 a.m. to 9 p. m. Monday through
Saturday, and 10 a.m. to 6 p.m. on Sunday. On Saturday this year,
from 5:30 p.m. to 8 p.m., we are having a special affair for
shareholders only. 1’ 11 be there, eating barbeque and drinking Coke.

MEEA YIS 4/29 EBUR] 5/3 AR, FHHREERETS
UERH,  AEIX A R SEE s 1S T8 2 AR AT 3T B T 2 i i, 3 m]
Je N T AR AR ], FRAR B AEATIIBC S, NEM R b TR~ H
MEE 10 SR8 9 f, EENAEBHUMAR 10 G286 5, fE
SAEREIN, BATA MR AR SR L, RN 6 M2 R 10
R RN I, A RZ 5 N ECAC T 2R

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 30. The second, the main gala, will be from 9 a.m.
to 4 p.m. on Sunday, May 2. Ask Charlie to autograph your sales
ticket.

AR 5 436 B 5B MR IR T A2 2SI S5 e N ER s, ER AR
WP B A IR 28I p I e 2, R —0eAE 4/30 BT )2
W2y, WA 6 B F 10 5%, 2B =3 EFH WL 5/2 BIHRZHT,
M9 SER 5 AL dfRIE A BRI s B4

Shareholder prices will be available Thursday through Monday, so
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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 - at least that’ s what my wife and daughter tell me. (Both
were impressed early in life by the story of the boy who, after
missing a street car, walked home and proudly announced that he had
saved 5¢ by doing so. His father was irate: “Why didn’ t you miss
a cab and save 85¢?” )

MR SHIY 2 (R AR 23 JTR], AR e B A ke B, B LA SR AR
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In the mall outside of Borsheim’ s, we will have Bob Hamman and Sharon
Osberg, two of the world” s top bridge experts, available to play
with our shareholders on Sunday afternoon. Additionally, Patrick
Wolff, twice U.S. chess champion, will be in the mall, taking on
all comers . blindfolded! I’ ve watched, and he doesn’ t peek.
RIHR T, o e AR 55 S0 KT M I AR A28 Tp 1 — M iR
FE, XA T 38evE PRI SR TN 9S 15 T Bob Hamman, Sharon Osberg
H5RFFR, Ak Patrick Wol ff—EH BN R %, MM EAESTSE
RS P APk E 28, RERFERET 8, stk ameE.

Gorat’ s . my favorite steakhouse . will again be open exclusively
for Berkshire shareholders on Sunday, May 2, and will be serving
from 4 p.m. until 10 p.m. Please remember that to come to Gorat’
s on Sunday, you must have a reservation. To make one, call
402-551-3733 on April 1 (but not before). If Sunday is sold out,
try Gorat’ s on one of the other evenings you will be in town. Flaunt
your mastery of fine dining by ordering, as I do, a rare T-bone with
a double order of hash browns.

B NIz AR E-Gorat’ s & T Berkshire I RS WIAE 5/2 B IR
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We will have a special reception on Saturday afternoon from 4:00
to 5:00 for shareholders who come from outside of North America.
Every year our meeting draws many people from around the globe, and
Charlie and I want to be sure we personally meet those who have come
so far. Any shareholder who comes from other than the U.S. or Canada
will be given special credentials and instructions for attending
this function.

SIS NP B R, FRATTR S ok B G SE LAR X ) 2R 284 T X
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Charlie and I have a great time at the annual meeting. And you will,
too. So join us at the Qwest for our annual Woodstock for
Capitalists.
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Warren E. Buffett
February 27, 2004 Chairman of the Board
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