BRK Meeting 4-May-2013

Marvin Blum’s question (toward end of afternoon):
Marvin Blum: “I am Marvin Blum from Fort Worth, Texas, home to four of your companies.”

Warren Buffett: “Oh, Fort Worth! We love Fort Worth.”

Marvin Blum: “Thank you. We love you too and your presence in our community. I’m an estate
planning lawyer, and it’s interesting as we wrap up today to ponder that the baby boomer generation is
about to pass along the greatest transfer of wealth in history. | can design plans that eliminate estate
tax and pass down great amounts of wealth to the next generation, but many of my clients come to me
and say they want a plan like Warren Buffett’s, leaving their kids enough so they can do anything, but
not so much that they can do nothing. Now they ask me, and | am asking you, ‘How much is that, and
how do you keep from ruining your kids?’”

[Crowd applauds]

Warren Buffett: “I think that more of our kids are ruined by the behavior of their parents than by
amount of the inheritance ... [applause] ... Your children are learning about the world through you and
more through your actions than they are through your words. From the moment they’re born, you’re
their natural teacher. And it is a very important and serious job, and | don’t actually think that the
amount of money that a rich person leaves to their children is the determining factor at all. In terms of
how children turn out, | think that the atmosphere, and what they see about them and how their parents
behave are more important. I’ll say this. I’ve loosened up a little bit. Every time I rewrite my will,
my kids are happy, because they know | am not reducing the amount. Anyway, and something else I
find, which I think is an obvious thing; it is amazing how many people don’t do it. Your children are
going to read the will someday, assuming you’re a wealthy person. It’s crazy for them to read it after
you’re dead for the first time. You’re not in a position to answer questions unless the Ouija board
really works or something of the sort. So, if they’re going to have questions about how to carry out
your wishes or why you did this or that, why leave them endlessly wondering after you die? So, in my
own case | always have my children, when | rewrite my will every five or six years, and | have them
read it, and if they’re an executor under it, they should understand how to carry out their obligations
that are embodied in the will, and also if they feel there is anything unfair about it, they should express
themselves before | sign that will, and we should talk it over. So I do think it is very important in
wealthy families once the kids are a certain age, | wouldn’t do this for a fourteen year old, by the time
they’re in their mid-thirties or thereabouts, they should be participants in the will, and I do think that if
you’re very wealthy, the idea of passing it on, creating a dynasty of sorts, as far as | am concerned, if
you’re dealing with hundreds of millions or billions, the money has far more utility to society than to
create a situation where your kids don’t have to do anything in life except call a trust officer once a
year and tell him how much money they want. Charlie?”

Charlie Munger: “I don’t think | want to go into this one. | am absolutely sure you don’t want to
discuss your will with your children if you’re going to treat them unequally. That is poison. One of
the problems you have, and what you want to discuss just for that very situation is,”

Warren Buffett interrupts: “...there may be circumstances where one child has much more of an
interest in one type of an asset or another, and you want to make sure that your definition of equality in
terms of handling different kinds of assets meshes or at least is understood by the children so that they



don’t think that you gave a farm or a house or something of that sort that resulted in inequality when
you thought it was equality. Charlie, anything else?”

Charlie Munger: “No.”

Warren Buffett: “He’s staying away from this one.”

Media coverage of Marvin Blum’s question:

Washington Post - http://www.washingtonpost.com/business/from-coal-miner-protests-to-bonbon-

making-a-news-roundup-from-buffetts-annual-meeting/2013/05/04/8f82a500-b4eb-11e2-9fb1-
62de9581¢946 story.html

BUFFETT’S BENEVOLENCE:

Warren Buffett has pledged to eventually give away all of the Berkshire Hathaway stock that made
him one of the world’s richest men, but he doesn’t want to spoil his children.

At Saturday’s Berkshire shareholder meeting, an estate planning lawyer asked Buffett for advice on
how his clients should determine how much is too much to leave their children.

Buffett says the size of an inheritance probably isn’t the most important factor in determining what
kind of people children grow up to be.

“I think more kids are ruined by the behavior of their parents than by their inheritance,” Buffett said.

The 82-year-old Buffett says he has been getting more generous as he ages, so every time he revises
his will these days he tends to leave more to his children.

And Buffett says he lets his kids read his will each time it’s changed.

WSJ - http://blogs.wsj.com/moneybeat/2013/05/04/live-blog-berkshire-hathaways-annual-meeting/

An estate planner in Fort Worth, Texas, asked Buffett how to plan for leaving children enough but not
too much.

Buffett responds first that he thinks “more children are ruined by the actions of their parents.”
“The atmosphere and what they see about them is enormous,” Buffett said, not focusing on the funds.

“Your children are going to read the will someday. It’s crazy to let them read it the first time after you
are dead,” he added as a little practical advice.

Munger only adds: “I'm absolutely sure you don't want to share your will with your children if you are
going to treat one of them unequally.”
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Omaha.com - http://dataomaha.com/berkshire at 3:19 PM

Russ Hubbard, OWH staff: How do you not ruin your children, a shareholder asks?

Buffett: “More kids ruined by parental behavior than inheritance. Your children learn through your
actions. It is important and serious job. The amount of money left by rich person is not determining
factor how children turn out.”

3:21

Russ Hubbard, OWH staff: Children, Buffett said, should read a will before the parent dies, to
understand the obligations and inheritances.
3:21

Russ Hubbard, OWH staff: Munger: “I am sure you don't want to discuss your will with your children
if you are going to treat them unequally.”

Bloomberg BusinessWeek - http://www.businessweek.com/ap/2013-05-04/shareholders-ask-buffetts-
about-not-spoiling-kids

OMAHA, Neb. (AP) — Warren Buffett has pledged to eventually give away all of the Berkshire
Hathaway stock that made him one of the world's richest men, but he doesn't want to spoil his children.

At Saturday's Berkshire shareholder meeting, an estate planning lawyer asked Buffett for advice on
how his clients should determine how much is too much to leave their children.

Buffett says parents' behavior is probably more important than the size of any inheritance because
parents are the primary teacher for their children.

But the 82-year-old Buffett says he has been getting more generous as he ages, so every time he
revises his will these days he tends to leave more to his children.

And Buffett says he lets his kids read his will each time it's changed.

NYT - http://dealbook.nytimes.com/2013/05/04/live-blog-berkshire-hathaways-2013-shareholder-
meeting/

The Buffett Estate Planning Rulebook

A shareholder and estate planning expert takes the mic. He says that many of his clients want to follow
Mr. Buffett’s plan to leave his children a significant sum of money, but donate most of his enormous
wealth to charity.

“The idea is leave enough to do anything, but not enough to do nothing,” the investor says. “How
much is that?”
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The audience laughs. Mr. Buffett responds that children’s behavior is often more dictated by how their
parents act rather than how big their inheritance is.

Mr. Munger demurs on answering the question, saying it’s a bad idea to discuss one’s will with one’s
children — if they will be treated unequally.



Pre-meeting video notables:
-Dancing with the Stars cartoon spoof with all BRK managers and company mascots as contestants

-Jon Stewart interviews Buffett and Carol Loomis with veiled hints at their romance and asks if she is
in his will

-King of Queens debate over catsup vs. ketchup

-Warren wants to be in Hollywood and be Terminator 5, Schwarzenegger objects and vetoes, Munger
wins the part

-Bon Jovi doesn't need Sambora anymore now that he has Buffett to play ukulele by his side - played
“You've got to give a little...” together

-7 year old with cancer (Jack Hoffman) who scored TD in Nebraska spring game was honored

-Munger: “when you get married, you have to choose the best that will have you, and the rest of life is
the same damn way” - all decisions should be made off of opportunity cost

-Buffett testimony to Congress on Salomon scandal was played as usual and ended with - “Lose money
for the firm, and I will be understanding; lose a shred of reputation for the firm, and I will be ruthless. I
welcome your questions.”

-Meth lab spoof where they cook peanut brittle in rural New Mexico instead; Buffett appears as a
wizard (bad drug trip) and tries to buy them out - Munger comes on dressed like a pimp and says “slick,
yo! brittle, bitches”

-Manager appreciation song to tune of “YMCA” (usually was to “These are a Few of My Favorite
Things,” but they changed it) - YMCA chorus was “we love the managers of BRKA!” - lines included
investing the float, cherry coke, Charlie having nothing to add, things that make Ajit happy, etc.;
Buffett was in the front of the room whooping it up and doing a full on Saturday Night Fever dance;
was very out of breath to start meeting



Morning session:

Q1 2013 - focus on operating earnings - good quarter; benign in insurance but rest of businesses did
well; Charlie is getting a head start on candy and is bored; strong dollar reduced outstanding losses in
foreign currency; Swiss Re disagreement settlement led to both companies showing a gain so could be
misleading - hoping to have an argument with them every quarter - amazing what accounting can do;
gain in closure rate and persistence rate at GEICO were truly remarkable this quarter; 3.8% gain in car
loadings by BNSF in g1 vs. other 4 major operators of 0.4% - helped by oil boom happening close to
BNSF tracks; BRK 5th most valuable company (after AAPL, XOM, MSFT, GOOG)

-Charlie switched to Diet Coke this year; Warren stayed with regular Cherry Coke

-Thanks to Eitan Wertheimer and his family - thrilled to own 100% of Iscar now - will work with
Wertheimers again

-You measure performance based on growth in book value per share relative to S&P; will be first 5
year period when BRK was outperformed; always likely to do better than S&P in down years; BV is a
calculable figure and serves as a proxy for intrinsic value but can't give you that since it isn't calculable
but significant gap between the two so that's why willing to buy back stock at 120% of book; BV is a
useful tracking mechanism; have to do better than index fund and if don't they aren't earning pay;
Charlie: “momentum is in place that we will do ok, confident. Past returns unlivable” but it will take
care of his old age “which could come at anytime”

-Competitive advantages of Iscar: brains and incredible passion for the business; 1951 Wertheimers
left Germany for Israel to start company at age 25 in world full of advanced companies in the space;
everyone buys raw materials from China - buying from thousands of miles away and selling to
customers thousands of miles away - only answer when see result is that they had talented people;
Charlie: “you cannot believe how modern Iscar is”

-Re: rainy morning and letting us in early - “if we had a company that sold coats, we'd have left you
out there”

-When he dies? key is preserving culture and having successor with more brains, energy, passion; #1
topic board considers and solidly in agreement as to who it will be; people will still buy policies from
GEICO the day after he dies; culture took time to build and is one of a kind and will remain it - foreign
blood will self select itself out and will be rejected like a foreign tissue; board is devoted (not
motivated by pay), and many companies approach them to be part of culture; Charlie - “to the many
Mungers in the audience, don't be so stupid as to sell your shares.” Warren - “that goes for the Buffetts
too.”

-Heinz deal - was in Boulder, CO with 3G’s Lemann (whom he knew for years from serving on
Gillette board) - Lemann pitched bidding on Heinz and Warren agreed and so 3G sent them terms and
they agreed to co-bid; stretched a little on price because really like the 3G guys - if Heinz does well,
BRK will make less than 3G because BRK provided some of 3G's leverage; 5-10 years 3G gets higher
ROI but BRK gets return from providing debt (9% preferred stock) too so lower ROI but more raw
dollars; “It was an absolutely fair deal.”

-Charlie - “Reinsurance business isn't a good business for most people. Our business under Ajit is very
peculiar, and other people think it is easy and then find out that it isn't”



-Insurance underwriting is an attempt to figure out the likely propensity of a person to have an
accident; auto insurance involves assessing a number of variables - wouldn't change GEICO selection
process to include monitoring driving habits like other insurers because they're already the best and
most profitable; Charlie has nothing to add

-SEC allowing use of social media to make material announcements, what are implications for
Business Wire? Warren thinks this is a mistake - key to disclosure is accuracy and simultaneity, and
BW does a magnificent job at that; won't be selling BW and wishes he could clone CEO; anything
important from BRK will be via BW; Charlie - “Well it is very hard for me to comment about anything
on Twitter when | am avoiding it like the plague.”

-Short seller - size matters - Warren - “It does.” - Shifting to buying pricier and more mature
businesses at higher multiples - could this lead to lower ROIC as hunt elephants, harder to move needle
- preparing for legacy of mature and slower enterprise like index fund? Warren - no question can't do
as well as in past and size is a factor, but it depends on nature of markets too; takes exception to paying
too much on recent deals - have paid up on good businesses in past too; willing to pay up for
extraordinary business isn't a mistake; Charlie - “I can make short seller's argument better - holding
companies in past never did well other than Standard Oil and we hope we will do a little better than
giants of the past, but we have a better system.” Own 8.5 businesses that would be on Fortune 500
(Heinz is 1/2 owned)

-Effect if dollar loses status as world's reserve currency - should remain as this for decades as US and
China will be the 2 dominant economic powers; Charlie - “if you lose that, you lose some advantage
like England did. If eventually happens, it will not be all that significant. It is the nature of things that
every great leader is no longer the leader. Keynes said every man will be dead. Will still be reserve
currency in 20 years but not forever.”

-Have to be optimistic that corporate profits as % of GDP hover at 6% and now that at 10% it is
extraordinary and businesses still complain at level of corporate income tax (half relative to GDP from
40 years ago so taxes aren't a threat to hurting US companies’ competitive position in the world);
business has come back very strong from 2008, but employment hasn't come back, and if he had to bet,
would say that profits as % would be lower as GDP grows; Charlie wouldn't be surprised if this 6%
figure Warren quoted is too low; Charlie thinks that our corporate tax rates are too high as rest of
world keeps bringing rates down

-Adding small businesses that aren't focused on core for successor - successor will organize things a
little differently most likely - would want to delegate or rearrange some; real money will be made by
insurance and big businesses; Charlie - “of course it would be unwieldy if we tried to run them through
central headquarters, but our system is decentralized almost to the point of abdication, so what
difference does it make?” In the end, we are trying to acquire $75mm+ pretax earnings companies;
best acquisitions are bolt-ons as they’d fall under the purview of managers already there and
headquarters has no involvement; best bolt-ons are getting more of a good thing (buying minority
stakes to fill out rest of companies they own majority of - like Iscar and Wesco. Own earnings power
with no further overhead

-Risks to Fed continuing to buy so many mortgage securities - Charlie “I don't know.” Warren “I have
nothing to add.” It is a lot easier to buy than to sell; liquidity sitting there in bank reserves but haven't
put it to work - won't make loans just for fun; in unchartered territory - has faith in Bernanke that he

knows and understands the risk of building $3.4T balance sheet - maybe he doesn't care since his term
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is almost up - could be very inflationary - best way to run up nominal GDP is to inflate - people driven
into securities by low rates will reevaluate and this could happen very fast; Charlie - “what's happened
in the realm of macroeconomics has surprised the people who think they know all the answers.
Economists ought to be more cautious on how to stay out of trouble when they print money in massive
amounts.” Charlie hopes to get through next century with same results as last even with inflation, will
be satisfied, but will be harder to get those results so he is not focused on inflation

-Fed's O interest policy effect on BRK - helped - interest rates are to asset prices like gravity is to the
apple; people make different decisions when they can borrow for nothing; interest rates power
everything in economic universe; like watching a good movie, because he doesn't know the end;
Charlie suspects rates will rise, but what's happened has surprised everyone so who knows? Float is
worth less than in old days, and will get an advantage as short term rates rise; never stretch for yield on
short term money (don't count on anyone else so just keep in treasuries instead of commercial paper —
purpose is to be dry powder and not to be at risk just for a tiny incremental return); country has
benefitted significantly by what Fed has done and if reversal can be pulled off without many surprises,
we'll all have been better off

-Commercial insurance acquisition opportunities - not many out there; better to build than buy
-Bitcoin - Buffett has no idea about it and Charlie has no confidence whatsoever in it taking off

-Ackman raised questions of legality of Herbalife - BRK owns Pampered Chef which is a similar
multilevel marketing company — Buffett doesn't know anything about Herbalife - key is whether based
on selling product to distributors as opposed to end users and PC is a million miles away from that -
loading up people with product they'll never sell is bad - money has to be made off selling to end user;
Charlie thinks this is a flimflam magic potion versus just selling pots and pans

Short seller - much of returns based on Buffett reputation and ability to get sweetheart deals - Buffett -
successor will have more capital and when markets are distressed he'll have capital and willingness to
commit at turbulent times when ability to say yes quickly with large sums sets one apart; is not worried
at all; BRK is the 800 number when there's panic in markets - happened in 2008 and 2011 and will
again; when find out who's been swimming naked when tide recedes, the naked swimmers will call;
when he dies it will be even more about the brand versus one individual person; Charlie - not much
competition in buying big businesses where managers don't want to be controlled by headquarters or to
have all their employees fired

-Keys to convincing people to sell - we never buy from any unwilling sellers; Charlie has nothing to
add

-How to explain to a kid what the BRK business model is and how BRK will sustain over time -
Buffett eating fudge and lets Charlie answer - staying sane when others go crazy is a competitive
advantage; treat subsidiaries how they want to be treated so people want to sell to them; try to be a
good partner and not just a partner with money; leaving behind competitive world and going to an
easier place where they have a lot of money and are easy to deal with, often as last man standing; never
buy businesses from people who want to retire

-Crude by train won't drop off due to construction of oil pipelines - oil moves a lot faster by rail than
by pipeline; coal transport by train is more dependent on natural gas prices



-Never expected Harley Davidson to go broke - will be a sad day when those notes BRK provided
mature

-1f Combs or Weschler buy sock in a company that Warren doesn't like, he wouldn't know until a
month or so after they buy it - they're in charge - only a few restrictions (can't buy more Amex due to
bank holding laws, e.g.); doesn't tell them how much to diversify; they're free agents with the money
and receive no meddling; takes a lot to give that up, but Ted and Todd are unusual; Charlie - “what can
I say in addition to that?”

-Doesn't think Progressive's selection method is better than GEICO's

-Buffett on prioritizing - “if they stick fudge down in front of me, | eat it. Charlie and I live very
simple lives - we know what we enjoy, and we get to do it all the time. Charlie is a budding architect
now.” Charlie: “don't make decisions when tired, but making decisions is tiring, so use caffeine and
sugar. We're on autopilot on all the ordinary things so we focus on the few hard decisions. | do not
remember an important decision Warren made when he was tired. He's never tired. His style is
absolutely splendid for human cognition.” - don't worry about what to eat everyday and stay in a
routine

-Why newspapers? Expects a reasonable rate of return on newspapers he owns. Buy pass throughs a
lot so can write off intangibles - with declining earnings need after tax returns >10%; will meet or beat
this based in everything he's seen - doesn't move needle but will be perfectly decent return in relation
to capital deployed; don't require extra ounce of effort from headquarters; buying them at extremely
low prices and have to do that since earnings are going down; investment banks are appalled when he
says he wants to buy a business with expected declining earnings - Charlie - “it is an exception, and
you like doing it.”

-When you're gone, and everyone hopes that's a long time - “no one more than I”” - on Teledyne's
Henry Singleton splitting his company into 3 separate companies - would be a mistake to do that at
BRK - Charlie: wanted to keep daisy chain going and keep meeting earnings and on decline he bought
in stock wisely like any chess player; at end he really wanted to sell to BRK in exchange for stock;
genius but didn't do it better than we did, played public markets way better than we do but we're not
interested in that (somewhat took advantage of shareholders) - issued stock like candy for deals - guy
got an 800 on every test - grew up in same neighborhood as Charlie did; Charlie says he and Warren
are more avuncular than Singleton was

-Keys to preserve US competitiveness - healthcare costs #1 (too high as % of GDP and there’re only
100 cents in a dollar); Charlie - grossly swollen securities and derivatives market isn't doing us any
favors - MIT grads who go in these markets are perfectly crazy, and healthcare is ever more revolting

-Doesn't know of any units he owns that don't have healthcare benefits so thinks Affordable Care Act
won't be an issue; lets his companies deal with it

-Reduction in solar panel costs reducing dependence on grid forcing regulated utilities to raise rates
then forcing consumers to go away from grid; Charlie believes there'll be more solar in deserts than in
urban areas; skeptical of rooftops being able to supplant utilities

-Bill Gross attributing success of investors solely to fortune of investing in this time - Buffett says no
question and especially being born a male in the US he has been given a big advantage - he was
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conceived in November 1929 - if born 5 years earlier would've made more but envies baby born in US
today and on probability basis will have best opportunities - person with passion for investing in next
20 years will do very well - Charlie thinks competition is tougher today - was drowning in
opportunities early on and lacked money - “now we've got money and no ideas”

-Keep plugging along and stay rational and energetic; do what turns you on and work there - never
succeeded at things they didn't like - had so much fun running BRK it is almost sinful; found a way to
atone for sins because having so much fun they can give the money they made back

-BRK is an unusually rational place - had benefit of a controlling shareholder so weren't pushed in
directions they didn't want to go; could contract businesses if they wanted to and if they were having to
manage earnings for Wall St, they couldn't do that - if Warren or Charlie do something stupid, it is
because they're stupid - no other outside motives like those managers who only own 0.5% of a
company and have to keep up with others and deal with pressures of Wall St. Charlie - “there are
pressures on other people that we don't want and that we don't have.” Hard to shrink insurance
businesses sometimes, but has to be done - like refusing to buy Internet stocks - works for a while in a
bubble leads to a richer neighbor and the real danger is succumbing - we don't have any pressures and
just don't give a damn - we don't understand the business and if they can make a lot of money day
trading or all that, good for them. Charlie - “all this stuff is in The Bible - you can't cover your
neighbor's ass”

-We hate dumb competition - hedge funds getting into reinsurance is a beard to operate abroad to
shield taxes - perfectly acceptable beard - “anything Wall St can sell, it will” - can't afford to go along
with the crowd when the competitors are dumb and selling products at too low prices; standby costs
are low in insurance so happy to wait it out instead of losing money on underwriting - Charlie “cranky
wait it out methods have led us to have best large scale casualty insurance player in world, so why
would we change?”

-1t is a problem that women are underrepresented in corporate America - his teachers were better than
they should've been because women had only a few career options so for the pay they were
overqualified for the job; lots of talk about Katharine Graham's example of having huge success at
WPO but still being insecure as a woman in corporate world - stop looking in funhouse mirror and
look in a regular one

-Dodd-Frank - impact on insurance - none; investments in Wells, GS, etc. - capital ratios are higher for
large banks which affects ROE and the smaller Wells’ requirement is lower than big guys so have
higher ROE - banking system is stronger here than in last 25 years - troublesome loans are going away
and new loans are much stronger - not worried about banking system being the cause of the next
bubble - feels very good about investment in banks but rules changed will decrease returns; Charlie
wants to see something more extreme - wants to eradicate massive derivative books that are mixed up
with insured deposits - “the more that bankers want to be like investment bankers, the worse I like it.”

-Investment world has been very good at extracting a percentage of the returns the actual investors
should get, so he challenged hedge funds to beat an unmanaged, no load index - this year still well
ahead of hedge funds (16% vs. 6% and cumulative 9% vs. 0%) in year 5 of 10 - www.longbets.com is
the company that holds the money (http://longbets.org/362/#adjudication_terms)
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Afternoon session:
-Warren had a hotdog with a lot of ketchup for lunch; hopes we did the same

-Game interests him more than score? Have to love something to do well at it; nature of it is that this
intensity adds to the productivity; can't separate game from score; score is part of playing and loving
game; nothing more fun for him than finding something new to add to BRK; what he learned at
GEICO on a Saturday in 1951 is still useful to him so the universe of investing doesn't change all that
much - and if it changes to where they don't understand, they stay away; first time in Amex had to do
tons of research and channel checks, but second they heard on golf course from CEO of Hertz that he
couldn't get rid of Amex so the second decision to invest more in Amex was easy

-Don't look at aspects of a stock, only aspects of a business - even if just buying 1 share - have some
cumulative knowledge of industries but look at numbers to learn more - thought of buying BofA in
bathtub, but that wasn't a key factor - truth is he's followed banks for 50 years and has certain things he
thinks about and looks for - not one size fits all - some brands travel well and some don't - called
Moynihan in 2008 and thought he had nothing to lose to make the offer - Charlie - “we don't know
how to buy stocks by looking at numbers, and we don't know how to use computers for screening” -
what is it going to look like in 5-10 years and how sure we are of it? Can't have any confidence of
competitive advantage based on fancy math

-Charlie and he have worked together for 54 years and have never relied on a macro forecast - no one
knows how macro forecasts will really play out (“If we don't know it then no one does - imagine the
conceit we have!”) what is known is good businesses with incredible replacement value like BNSF
will be strong - people will do well owning good businesses by purchasing well and if try to time
transactions based on macroeconomy, they will do well for their brokers and not themselves

-To stay alive in tough market, keep costs down, focus on brand building, and keep your customers'
customers happy; Charlie - “we're not going to win every skirmish or every battle”

-Owned 400-500 names but have made most of his money in 10

-Charlie - can't name 10 books that influenced him because his life is a blend of so many books;
Warren read every book on investing in the Omabha library by age 11, but Intelligent Investor gave him
a bedrock philosophy - market is there to serve him; Charlie has read more biographies than anyone
Warren knows - they just read Joe Kennedy biography and wouldn't want to emulate him - they read
because it is fun, but there have been substantial benefits

-No benefits to owning an airline to pair with NetJets; airline consolidation is interesting - some
industry consolidation leads to better performance, but others not so much; very low incremental cost
per seat with enormous fixed costs - temptation to sell last seat for very low price is high - largely
commoditized - they should have shot down Orville at Kitty Hawk and done us all a favor as last
hundred years the industry has been terrible; one dominant player will be good but a few major players
could kill each other; not optimistic that the industry will thrive; Charlie says it is too hard to know
which way industry will go - will be fun to watch — they like things they have stronger feelings about;
can't create another railroad but can easily create another airline - has seen a dozen proposals to create
airlines - people like it and think it is sexy for some reason; bought some USAir after a Gorat's dinner
and by the time the check was cashed the company was in trouble; Buffett and Munger were on the
board and just kept seeing projections missed
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-Book value has nothing to do with price to repurchase shares, only intrinsic value; has reasonable
tracking utility though - signal of delta between intrinsic and book that they will repurchase shares at
120% of BV if have enough cash; if had opportunity, would buy a whole lot; calculus is take care of
businesses first and then buy businesses and then lastly buy back stock (no mention of dividends) -
repurchasing shares is like buying a dollar for 90 cents - hard to do because they don't love buying
partners out at discount, but is a way to make “sure money”; most of the time stock has sold in a
reasonable range to intrinsic value, but if in their opinion it sells at a significant discount and it is a
reasonable quantity, will buy it; Charlie has nothing to add

-Charlie moving to Omaha? Never considered it - partnership works extremely well even though
they're technophobic - never learned anything beyond the phone but know exactly how the other guy
thinks - Charlie thinks he's Rip Van Winkle because they are rebuilding Omaha so fast - Warren: “you
have to remember that a third of the life of this country has passed during your life, so things will
change, Charlie”

-“Charlie knows more about science than | do, which is not saying a whole lot.”

-Charlie: *“you have to realize that | am a Caltech trained meteorologist, but that was before they
invented most of modern meteorology. Europe is socialist, but the US should have way higher taxes on
motor fuel”

-Combs had success as a short seller - Munger interrupts and says “he had so much success he stopped
doing it” - would they give a short seller money to manage? Munger - “the answer to your question is
no.” Buffett - “Charlie and | are no strangers to short selling. We both...” Munger interrupts... “failed
at it.” Making money short selling is not a game that appeals to them over a long period of time -
Charlie - “we don't like creating agony for money”

-There is no perfect mathematical formula for how much to pay - best of all businesses are businesses
that can allow more investment over time at good returns, even if they have to gag a little on initial
purchase - modern prices are not cheap - won't find many great businesses at a good price - almost
always dealing with someone who is either selling or not selling (not forced to act)

-Charlie - “game of life is a game of everlasting learning”

-How can they support an administration that put us into $16T of debt? Unproductive to discuss
politics. Greatest panic in his life was when BRK got a phone call to rescue GE - needed stimulus but
real question is how to get off of that - Charlie agrees - Buffett - “George Bush issued greatest
economic quote in history - 'if money doesn't loosen up, this sucker could go down’” - disturbed by a
national debt that grows in respect to GDP - real danger is that it continues to grow and it gets easier to
print money than to be disciplined - we've encountered far worse and will get through it with a lot of
bickering - Charlie likes nonpartisan episodes when we get together and do things right; problems
today are confusing - “if you aren't confused, you don't understand it well”” - off the books debt of US
is bigger than on books (present value of future things like SS, Medicare, etc.)

-Munger wishes they could buy 5 more Benjamin Moores

-Real distinction is between person who is going to spend an appreciable amount of time to become an
expert in businesses and those who don't have time - usually the latter buys at the wrong time - Charlie
- “knowing the edge of your own competency is very important; works particularly well in matrimony”
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-Giving away 4.75% of his stock a year, so a little less than 1% of market - this is peanuts and giving it
to charities does nothing to the price of the stock - $400-500mm volume per day so really immaterial -
Charlie - “There’s nothing so insignificant as $2bn to an old man” — excess money has more utility to
others than in his safe deposit box

-Will find most of their opportunities in the US but many bolt-ons are outside the US - slow progress
in American economy is not a sign of a double dip or a death knell - hasn't come roaring back but also
has never faltered; finally the housing overhang ended, and some prices are recovering but can't start
overbuilding and expect housing starts to stay in step with household formation

-Advice to getting investors without having a track record - start developing an audited track record as
soon as possible - lucky coin flipper or true record of outperformance at certain level of risk? To attract
money you should deserve money, and develop a record over time that is from sound thinking and not
just being in tune with a trend. Todd and Ted under 2 and 20 would make absurd sums this year by just
putting money into a hole in the ground. Charlie — “arithmetic attracts many of the wrong sorts of
people”; Warren — “naturally we thought we were the exception”

-Ajit is remarkable because when people start copying him, he figures out a new way to do it; Charlie -
if Ajit ever is not with us, we won't look as good; let the managers enjoy running their businesses
instead of running to headquarters for so many show and tells - though if Ajit had come into their lives
in 1965, they'd probably own the world

-Howard Buffett is to be nonexecutive chair and will only be involved of there's a mistake that has
been made in naming the CEO - there as a protector of culture and has no interest in running the
business; very hard to change a mediocre CEO when he is also in the Chairman's role - board is social
institution and not easy for people to come in once a quarter to doubt a leader - who is going to make a
change? No one will feel that responsibility more than Howard - Charlie - “Mungers are much safer
with Howard there. The board owns a bunch of stock. We're not trying to gum it up.” Meek will inherit
the earth, but will they stay meek? Would CEO stay meek when named CEO? Howard will be there to
ensure it.

-Loss of purchasing power is staggering for people who've stayed in cash - huge victims of a
dramatically low interest rate policy - feels sorry for people in short term fixed dollar investments -
Charlie - “had to hurt somebody, and the savers were convenient”

-IBM moat - doesn't understand it as well as he does Coca Cola's moat, but he has some understanding
and feels good about it - odds are good that the company’s position will be maintained over time - IBM
has a big annuity company on the side where balls can take funny bounces - liabilities are a lot more
certain than the assets with such a big pension - Charlie - “a whole lot of once revered and secure
places are looking risky now.” Always want to accept an option versus giving one - switchblade fight -
guys says “you didn't touch me” and the other says “just move your head”

-Would have a lot more to look at if only managing a little money; don't think about it anymore

because have to put $12-14B of earnings to work a year - Charlie - “I am glad I'm through with that
particular problem. But I used to make big returns from the float on my income taxes.”
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-Don't look at emerging markets as a specific target - strength isn't there - sounds good but not the best
way to look at investments. Anyone talking about country to country concepts is better at selling than
investing. Munger jokes that last year someone told him Bolivia was all the rage.

-We aren't in a housing bubble now. Low interest rates support higher purchases though.

-Housing crisis - Charlie - “Government didn't intervene and pull the punch bowl away before the
people got drunk. Instead, they increased the proof.”

-Buffett - people get fearful en masse - if he owned a bank in a 2 bank town, would hire Hollywood
extras to wait in line in front of other bank to fake a panic; where he and Charlie have the edge is not
getting caught up in emotion

-Happy to invest in the Eurozone like anywhere. Europe is not going to go away, but EZ monetarily
had a major flaw - synchronized a currency without synchronizing much else — nature always finds a
fatal flaw, as does economics - Charlie: “letting in Greece to EU was like using rat poison in whipping
cream. Exceptionally stupid.” Not a responsible country in terms of tax avoidance and economy and
committed extreme fraud in lying about their debt to get in — “they have politicians too.” Warren
would be delighted to buy a business in Europe and pay cash - Charlie says to please call him first if it
is in Greece

-Social media makes a difference in marketing for his businesses but half the audience would
understand it better than he does; Charlie hates the idea of teenagers in his family immortalizing for all
time all the dumb things they say - there's a time when one's ignorance and folly ought to be hidden,
and when you multitask like young people do, none of the tasks will be done well

-ldentifying frauds - people give themselves away and with pattern recognition they can see some
“tells” in people - haven't been perfect but pretty good - in looking at financial statements, some
chicanery with loss reserves can be noticed, etc.; sees how promoters act and can spot it - no check list,
more gut and experience; Charlie - once was introduced to a man selling a fire insurance company, but
said “like taking candy from a baby - only write policies on concrete buildings under water” - figured
out it was a fraud instantly; anything accounting related can be cheated; Charlie - “People are often not
aware of fraud they're doing because they're deluded” - doesn't find financial statements as useful as
30-40 years ago - too much gobbledygook, especially financial institutions' books - not our
grandfathers' banks - accounting firms are auditing them and have no idea about anything; Charlie —
“In accounting you can do like they do with the mail with Italy when it piles up - you just throw away
a few carloads.” Buffett was amazed that there was a daily plug for over 10 years at Salomon ever
since the Phibro acquisition, because the accountants couldn’t reconcile Salmon’s settlement date
accounting with Phibro’s trade date accounting.

-Question asked by Marvin Blum: see front page

-Loves Fort Worth and thinks it is a lovely town (4 companies based there — most of any not in
Omaha)

-No plans to split stock
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Marvin Blum asking his question
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