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BerkshireHathaway

Warren Buffett and Charlie Munger explain why they generally ignore whatever a company's
management is saying, analyze the "fuzzy" importance of intrinsic value, and identify the one
word that's a sure sign of earnings trouble. Buffett also recounts a funny anecdote about not
letting an executive with second thoughts wriggle out of a deal.

1. Pretax operating profits clarification
1. AE WFEEE

WARREN BUFFETT: OK.We have no afternoon movie, so we'll get to business in a second.And
if everybody will just find their seats, please.

WARREN BUFFETT: ¥, HA1B FTFRES, MUEITEE—DHRAFRLS, RSN
A# R EIB CSHIEE L, 15,

I've been advised by [Berkshire CFO] Marc Hamburg to make sure | make clear what | may not
have made clear earlier.

BHE[ARE/REREMSE] Marc Hamburg&S A1, UAFBRIZIAMIRIBIER 2812 E RBNAS.

In terms of the figures we gave you about the first quarter: A, | think | said we had 16 billion of
cash or cash equivalents, which is correct.We had a $290 million pretax underwriting profit.|
think | said that.

RIFFANGMRNXTE-FENEE: A, FETRBNBE160{ZNEHIMNEFNY), XEEH
A, BRI RIARTEN2.912% T, HERFHIRT,



What possibly | may have misstated, we had a billion-seven-hundred million, pretax operational
gain.We had actually also, by coincidence, very close to a billion-seven of after-tax, counting
securities gains.But our operating gain, excluding security gains, was about a billion-seven,
pretax.

BARERTA8IR, HMTE—TCZtTRNMENEERE. SEfrL, A1 EthAEERA+
o2 tHEITEILGFRE. BRIMNEERRT (FE8HEZXERE) IRht2-t, A,

2. Read everything, ignore management, wait for "fat pitch"
2.5 g1, PRERE, FEHF

WARREN BUFFETT: Let's start right in at number 1.
WARREN BUFFETT: 1tEAITME1UFAIE,

AUDIENCE MEMBER: Yes.My name is Oliver Graussa (PH), and I'm from Vienna, Austria.
FRSR: 20, FMRZFEO0liver Graussa (PH) , FkB BRhFI4EHM,

And my question has two parts.And so, the first part is, how do you get a few excellent
investment ideas to be so successful?Do you read any special newspapers or industry
magazines?Or do you visit the headquarters or any subsidiaries of companies?
BHEBEMTED . Fi, £—82&, RUAEERE—LEMNFNREIEZ T 8EUMLLRIN? (RiE
SEEHFAIRA ST R EID? HE R E A0 BERE A SR F 2 E]?

And which sources of information, like books, for example, Value Line, Standard and Poor’s,
Moody's, databases like Reuters, Bloomberg, DataStream, annual reports, internet, and so on,
do you use to get the right impression of a company?

REMLEERER, b5, WValue Line, Standard and Poor's, Moody's, #&i&E#t,
Bloomberg, DataStream, FEiRE, BEENEFLIEE, MSBERIREASNIEFHREIRIG?

And the second part, if you (crowd noise) think that a company like The Washington Post,
GEICO, or Gillette has a very competitive product, what are the steps before you ultimately
decide to invest in the company?

E_E, MRIR (RAWRE) INNGRERTHR, GEICORFIXFNATE—TEERSF
NN @, RRZBRERFZASNTEEMTA?

Which publications do you read to get the best knowledge of the product?And how important is

the balance sheet and profit and loss account statement of the company?Thank you very much.
RIENE T ML AR ARG = AV R ERIR? QBB ARRNREROEREZEER? R

AL

WARREN BUFFETT: Thank you.
WARREN BUFFETT: i§tit,

The answer to the first part is sort of — and maybe the second part — is sort of all of the
above.l mean we — (laughter) — read a lot.And we read daily publications, we read weekly or
monthly periodicals, we read annual reports, we read 10-Ks, we read 10-Qs.



—EONERRE - WFE_ID - 2 LIRFIBEED. BRNEREREN] - RF) -EiETE
§OKMW&§Emm%,ﬁM@ﬁ§Eﬁ§ﬁ%ﬂ,ﬁmw&ﬁgmm,ﬁmwﬁm«&iﬁ
1153%E10-Qs.,

And fortunately, the investment business is a business where knowledge cumulates.| mean,
everything you learn when you're 20 or 30 — you may tweak some as you go along, but it all
kind of builds into a knowledge base that's useful forever.

ZIZNE, RAWSEMIRERNWS, BNEERE, HR20%530% B{RFTFEIR—1]) - {RA]
u%%w@%mbﬂﬁ—ﬁ,@bﬂMMLm— KA AR E,

And we — at least, you know, | read. Charlie used to read.May still read a fair amount.
Bf1- 2D, RAE, BoEd., EEERIE BENAIE T HEHE,

But | read a lot of 10-Ks, read a lot of annual reports.Forty or 50 years ago | did a lot of talking
to managements.| used to go out and take a trip every now and then and really drop in on
maybe 15 or 20 companies.| haven't done that for a long, long time.

BERETRSZ10-Ks, FETERZSFERS. DA TFRI, HREEEBRHITTRZIR%. BHEE
$ﬁﬁ£mﬁ,#EE%ﬂM%MBQ%%@EOﬁ@i@iaﬁﬁﬁwTo

| find — everything we do, pretty much, | find through public documents.

BRI - BAIPTES—), JLFEHERI AT XM EIR,

When | made an offer for Clayton Homes, I'd never visited the business.l'd never met the
people.l'd done it over the phone.l'd read Jim Clayton's book.I looked at the 10-Ks.| knew every
company in the industry.l look at competitors.

=3 @Clayton Homestig HBAR, HMFEZAEETXRAE, BEMRIITXEA, HBEIEIE
ST . BIDTERFERINFT, HET10-Ks, HIANREXMIUHNE—FRAE. BEEESEX
F.

IZI

And | try to understand the business and not have any preconceived notions.And there is
adequate information out there to evaluate a great many businesses.

B TS, REEASXANENNZ., FEEREEERKIHERZIWS,

We do not find it particularly helpful to talk to managements.Managements frequently want to
come to Omaha and talk to me, and they usually have a variety of reasons that they say they
want to talk to me, but what they're really hoping is we get interested in their stock.That never
works.

BINANSERERAH A ER. BEREERRADREERE, MIBEEEMEHEF
AEE IR A TR TR IE, BB ESFENEERNIIEIINRERME, BBXKITZTEEN.

You know, managements are not the best reporting parties in most cases.The figures tell us
more than a management does.So we do not spend any real amount of time talking to
management.

BAE, EAZEERLT, EEETERERSH ., RERAFHRBNNAMUNEEER, E
I, BN AR EEISEFRAIRTES BRI,



When we buy a business, we look at the record to determine what the management's like, and
then we want to size them up, personally, as | said earlier, whether they will keep working.
SENBI-—RATN, KMNSEFRICE, UHAEEERRMHTAEFR, RERINNEZRERZH
FTREI T AR BE R AT (E,

But we don't give a hoot about anybody's projections.We don't even want to hear about them, in
terms of what they're going to do in the future.We've never found any value in anything like that.
BEMNASITHERANFTNARITIE, BNEZENEIREMITEEREMNSIE., HMMEZER
IR EBRIMME.,

But just a general business knowledge, you know, what we've seen work, what we've seen has
not worked.There's a lot you absorb over time.Charlie?

BE, RE—MRAOBWIR, REE, HBNEBINIE, HMNEINRAERER. BEREINHE
%, (RRRBIRZRA, BHE?

CHARLIE MUNGER: Yeah.The more basic knowledge you have, | think the less new
knowledge you have to get.
CHARLIE MUNGER: 2/, RABMNEMANIRMNS, FIAAIRIREOFHERHME D,

And the game is a lot like that fellow that plays chess blindfolded.He's got a memory of the
board and everything that happened before.And that enables him to do the next move in a way
he never could if you just showed him the board midgame, cold.
mBEERREIBTRERE THAA, tCBESFSURZAIREN—T), XEEMEEISA—FF
BIFMARBNAM T —H175), MRMRAZREMRTTHEERE, BAR.

And so there — and in terms of what publications, | don't know, Warren.| would hate to give up
The Wall Street Journal.
RRIEFILET S - MBFRAIRIERITNS . BAERFE/REFHR,

WARREN BUFFETT: Oh, you'd also hate to give up The Buffalo News.
WARREN BUFFETT: M, {RtBAEBERET HiE.,

CHARLIE MUNGER: Yeah.(Laughter)
CHARLIE MUNGER: 2. (%)

WARREN BUFFETT: But you could — well, you want to read lots of financial material as it
comes along.
WARREN BUFFETT: {EfREJIA - 4FIB, {REEFIERZMSER.

And actually, The New York Times has a far better business section than they had 25 years ago.

EX b, “AAORIRRNSER L5 FRIIFF 2,

But you want to read Fortune, you know.You want to read lots of annual reports.You really want
to have a database in your mind so that you can tell what kind of a business you're looking at, in
general, by looking at the figures.



E fREE, REEME., MERERSFEERS. EENFEECNMETRAET —THEE,
RFEMAINBIERNFTR T BEEEEERNSRE,

It's far overrated — we never look at any analyst reports.| mean | don't think I've, you know, if |
read one it was because the funny papers weren't available, you know — (Laughter)
ERSET - BIIMAEEARIRE. ZRNEERZ, BHNARE, NRBET -REEENE
WAIEX A B, fREE - (55F5)

It just isnt — | mean, it — | don't understand why people do it.

EARE - BNERRE, E - BRBEBRTA AT,

But there's a lot of data out there.And, you know, the beauty of it is — it's really what makes the
investment game great — is you don't have to be right on everything.

BHREFRZEE. ME, MIAE, ENEYWZLET - EREIHRBHNEREY - (RETZE
NI ER B B IBERHT .

You don't have to be right on 20 percent of the companies in the world or 10 percent of the

companies in the world or 5 percent.You only have to get one good idea every year or two.

BARDE TR E20%RIA )R E10% N AB NS %N A FRIFIER, (REBFERERE
E—NFEE.

So it's not something — you know, when — | used to be very interested in horse handicapping,
and the old story was — and | hope Bob Dwyer is still here — that, you know, you could beat a
race but you can'tbeat the races.And you can come up with a very profitable decision on a
single company.

FAIAIZA R4 - IRANE, (TARMR - B ENSEGERERANE, BRER - HEHEBob
Dwyeri®fEiXE - {RANE, (RAILAEM—17LEE, BRAEEMLERE. ReTAN—KASMLIF
BB ABERIRE.

| would hate to be measured — if somebody gave me all 500 stocks in the S&P and | had to
make some prediction about how they would behave relative to the market over the next couple
years, | don't know how | would do.

BRBREREE - RB AL T HIRES RIENPHAME500 AREMEE A EFATUNARRLE
I HiZNRM, FAFEHSEAM,

But maybe | can find one in there where | think I'm 9 in 10, 90 percent, in being right.

BHRFHAIUEBERE—T, BIANFEEI%, 90%, IEH,

It's an enormous advantage in stocks, is that you only have to be right on a very, very few things
in your lifetime as long as you never make any big mistakes.

XM ERRE—TERNME, REBMEMNKRIEIEAEAER, (RRAREEMN—ERHRD
(NEAN

CHARLIE MUNGER: What's interesting is that at least 90 percent of the professional
investment management operations don't think the way we do at all.



CHARLIE MUNGER: 882, EZ290%MEWIRFERWSRENERBAINEE.

They just think, if they hire enough people, they can be better at determining whether Pfizer or
Merck is going to do better over the next 20 years.

fifIRZINA, WRMMNEARHEZHIA, TR ABLFHIRE RN TR R ERK20ERN
WIS BT,

And they can do that, stock by stock, all through the 500 and have wide diversification.And at
the end of 10 years they'll be way ahead of other people, and, of course, they won't.

IR MMEIX— =R, REFITE, 521500, HEHEB 22N, E10FEERE, W11
WRTEMA, SR, BI1F=,

Very few people have this idea of searching for just a few opportunities.

ROBABZMIHANZEIRE.

WARREN BUFFETT: Yeah.You wait for the fat pitch.Ted Williams wrote about that in a book
called “The Science of Hitting.” He said the most important thing in being a good hitter, you
know, is to wait for the pitch in the sweet spot, basically.

WARREN BUFFETT: 28, RFFGHT. 158 BREBHRE—TSRAERBMENHEFER T7X
—R, iR, (EA—RBMBNERF, REBNZE, REBEMNE, EXLEEREUEFEKG.

But, you know, I've always said that the way to get a reputation for being a good businessman is
to buy a good business.You know?(Laughter)

BR, (RAE, H—HiX, MNA—RAFBANAAMELI—THEFER. FiE? (KF)

It's much easier than taking a lousy business, you know, and showing how wonderful you are at
it, because | haven't seen that done very often.
RENE, XEM—TMERNERESRS5EZ, HEARTRBEZARE, ANEREEEXEM.

3. "We do our best to explain" Berkshire

“BIRANBERARAER

WARREN BUFFETT: Number 2.
WARREN BUFFETT: 25,

AUDIENCE MEMBER: Good afternoon.David Winters.Mountain Lakes, New Jersey.Thank you
again for hosting the Berkshire weekend.lt's just great.

IFRER: FFF, KDEKSH. FRAMNNOSILEE, BXRSEEMERERBARER, X
XHET,

Interest rates are the lowest they've been in, | think, two generations.Equity values, in
aggregate, are still high.Berkshire has meaningful free cash flow, a short-duration bond
portfolio, and you're a buyer of low-multiple, high-quality private businesses, and a few stocks.
BiAR, ARZ2MMNFREORKAN. BEME, BRNMEDARS. BE5RABEEXNER
MER, ERGSREAE, BERZTMN, SRENEEWMMRENIR,



Assuming that the stimulative economic policies to deal with the recession eventually cause
interest rates to go up and, maybe, equity values to come down, Berkshire seems very well
positioned to benefit. Would you comment?
FRIZATNMZFRENRBELFTERELZSIRR LA, HETERSEREMETERE, 8
RAHRMUFIEERNTFZm, RETLE?

And also, are there any concerns on both of your parts about investors inadequately
understanding the conglomerate structure of Berkshire and, therefore, improperly pricing the
shares?

me, RMNATHEEEEEAXTREEN ARARERSGHINIEREANTTD LR LI IRER#
T ARESEMRIEIM?

WARREN BUFFETT: Well, to answer the second question first, we hope the latter wouldn't be
true, because we do our best to explain it.| mean | used 14,000 words in the last annual report,
which caused certain members of my family to ask whether | was getting paid by the word.
(Laughter)

WARREN BUFFETT: I, BXEEZEFEZNMEE, RIREREAMIL, BABRMNERNER.
BHNRRRREL—MEERSPERT 14,000 81E, XERBHN—LERERABOKESE
X ARG HRE,. (5RF)

The — we want you to understand Berkshire, and | hope that comes through.That's why we
have these kind of meetings.That's why we spend a lot of time writing an annual report.We try to
tell you what we would like if the position was reversed — if our positions were reversed.
-BMNBERTHRBRAR, BAEX—IEBLI., XMERNBITXEZWNNERER., X2
AT LBAVE T REWEREEEERS ., MRBNNIUIGREZE, BMIESRESIFREAEE
MNEft4.

And we think that the information in the annual report, if read by somebody that — they have to
have some understanding of business and accounting, but if they don't, you know, nothing is
going to help, really, in terms of helpingthem with the business.
BANAAEEREFHER, WREEADE - NLFTEEWNSIHTE LT, (BRI
AT, (RAE, EFEBAE, REEARA I REF M5 LS,

But we think if they have some understanding of it, we have given them the information that
Charlie and | would need in order to come up with our rough ideas of a valuation of Berkshire,
and we hope we get across what it's all about.

BEIMARD, RIS ERTE, HMELait(RETEEMNBEETENER, NERLERK
1IXHMARAREEERREE, HMIEEH(EE TRENEHBAS.

You know, there are a lot of companies in Berkshire, but it's not important that you understand
the nuances of every single one.Looking at what happens in aggregate, in many cases, will be
sufficient.

REE, BRABRBRZAE, BTHRE-ITLINANEINHIEE, EFZHERLT, F—F
REFRENSZBMERE T,



4. "Strange things happen" in markets

4. migPHM“FIRNER"

WARREN BUFFETT: In terms of how we're positioned, you know, we have 16 billion of cash,
not because we want 16 billion of cash, or because we expect interest rates to go up, or
because we expect equities to go down.

WARREN BUFFETT: FEAIRIEMNTMS, HAABE160120E, FERNBEANTEE1601ZIN
&, BRERNBATTARE LA, HERABNFRITRTS T,

We have 16 billion in cash because we don't see anything that makes us want to part with that
cash where we feel we're getting enough for our money.

BA1E 16012 E, FHABNTZABIEALENBESEMNENRA, HMNREHMNNVEESR
BT,

But we would spend — we spent a Monday morning on the right sort of business, or even if we
could find equities that we liked, or if we could find — like last year we found some junk bonds
we liked.We're not finding them this year at all, because prices have changed dramatically.
BRI - Blle T —TE—F LHMEMRNES, SiEZBMER(IEHREIBNENIRE,
B MRBA R R - EM%%EWHEI)J ERNEROIIRGS . BISERTHAZE
11, EAMBRETEARZ®.

So, we're not really ever positioning ourselves.We're simply trying to do the smartest thing we
can every day when we come to the office.And if there's nothing smart to do, cash is the default
option.

FRA, BATHRBEREEEMEC. SEIERADRAZEN, HMRAZBMBRRIZANSE. R
BT AR, IEEIIAEIN

Charlie?
E1g?

CHARLIE MUNGER: In terms of future opportunities, the issue is, is it at all likely that there'll be
an opportunity like 1973-4, or 1982, even, when equities generally are just mouthwatering?
CHARLIE MUNGER: #fiARFEHIEMS, B&@E, BMEREEERRSTAEL, EEEEIER
1973-43)1982iX ML &?

| think there's a very excellent chance that neither Warren or | will live to see either of those
occasions again

HINABRZ—TIEFE, TREBXRCERHBABEIEZIRTIE,

If so, Berkshire's not going to have a lot of no-brainer opportunities.We're going to have to grind
ahead the way we've been doing it recently, which is not all bad.

MRZXEFNE, HRERASARSABERNINE. BAIRASEAERIEXFMAI S VA
#, XFFEENE,



WARREN BUFFETT: It's not impossible, though, we'll get some mouthwatering opportunities.|
mean you just don't know in markets.lt's unbelievable what markets do over time.

WARREN BUFFETT: {EiXHAIEARAEE, BB —LEQAERNIE, BNEEZIRRAZED
1 EARRIE, HEENERHER, TIZRRNLAENERS,

And since you brought up interest rates, you know, in Japan the 10-year bond is selling to yield

5/8ths of 1 percent Five-eighths of 1 percent.

ﬁ'ﬁﬂ BEAIRIES TR, RAE, AR, 10FRGSFNHERERN5%/ 8%, B ZHM
\DZ—,

| don't think there's anybody in our annual meeting of 20 years ago, certainly including Charlie
and myself, who would have dreamt that a 10-year bond of a country, you know, running a
significant deficit would be selling at 5/8thsof 1 percent.

BRAR0FRNEESWFEEMAA, SASREENKBECS, AU AZTE—TEZR10
FHARZS, RAE, KH 7T E&HAFEAEsSASHEEED Z—.

| mean would you say so, Charlie?(Laughs)
BNERZRIMREXFR, 8E? (X)

CHARLIE MUNGER: Would | ever.But strange things happen.
CHARLIE MUNGER: H&1%., BEFEMNEBEET,

WARREN BUFFETT: Strange things happen.
WARREN BUFFETT: ZFHIRMEBBEERET.,

CHARLIE MUNGER: But if that could happen in Japan, something much less horrible for the
investing class could happen in the United States.It's not unthinkable.

CHARLIE MUNGER: {BIIRXMIERABERETEHE, BARBRAFATESERELE,
EARITERN,

I mean we could be in for a considerable period when the average intelligent, diversified
investor in common stocks, using fancy paid advisors, just doesn't do very well.

BNEERE, SEERNEEERE, SNtrFEEREHENMG RO, HiITESHAES
KA—EATEA,

WARREN BUFFETT: But you could argue that if what we warned against, and hope doesn't

happen, with derivatives should happen, it might create enormous opportunities for us in some

arena.l mean, you know, but we — wouldn't be good for society, but it might very well turn out to

be good for us.

WARREN BUFFETT: {EZ{RE]JMiE, MRBAVRKEES, REASRE, (TEMNEZRE, E

AIREREREITFABRNCEERNNE., HNERE, RHE, BE(] - FfeXNt1tesE=, B
ERATENFATEIFL.

If you get chaotic markets — you had a somewhat disorganized market in junk bonds last year,
because there were a lot of them created much faster than the funds available to absorb them



were coming in.
WRIRNHIZELL - EFEIRIIRGSHIZERRE, EAMBIENETRS, LERREMNNEE
ZRFZ,

Now, this year you have just the opposite situation.You have money pouring in to junk bond
funds.Billion dollars a week, roughly, and that's changed the whole price situation.The world
hasn't changed that much.It's just that the chaos has left the market for those instruments.
ME, SEMNBREFER, RERRANRGSEE, ABEBEHZERT, XHNETEM
Bz, HATRAKIAKR, RBRIAELZBEAXETANT,

5. "Intrinsic value is terribly important and very fuzzy"

“AEMEIFEEZEHIFERM”

WARREN BUFFETT: Number 3.
WARREN BUFFETT: 35,

AUDIENCE MEMBER: Yes.Hello.Paul Tomasik.Thornton, lllinois.
ITIREG: B0, 75T, REIESHER., FREFMNRE,

Ben Graham and the model of value investing — I'd like to bring the discussion back to that.
B RBNMERFZORE - BRIEIETER,

And what's interesting and exceptional about you, and Charlie, and Ben Graham, is the self-
discipline.The incredible self-discipline.
MRS, BEMMIEHECharlieflBen Graham, XZ2B1#E., S AMMUEENEE,

And if you look at the model and try to think how to present it to teach others that self-discipline,
| think you have to make a little tweak to it in two areas.And that's what I'd like you to comment
on.

MRMFE-—TXMEREAZHEZMEAZ2MERLAIABRE, BBIRLTER T HENEHT—
LR, XMERREMTIEHNRNE,

One, intrinsic value.lt's always discussed that you calculate intrinsic value.But in practice, | think
you find a number that is guaranteed — 99 percent likely — to be less than intrinsic value.

—, AEME. SRITBMRITERENE, BEXZEFR, FIARNIRLIN— MR - FIgeHE
7999% - (R FAEME.

Classic example was in 2000 when you said you'd buy shares back at 45,000.You weren't
saying that Berkshire Hathaway's intrinsic value was 45,000.You were saying it was significantly
more.And anyone who bought it for less than 45,000 is grateful to you.

Z HEYF 72 7E2000F, HATRIEIRIA45,00009MERIMARE, {RA=iiBerkshire Hathaway/d
NTEMERZ45,000, RIREREES, EERT45,00089M 8L ERIAH SRR,

The other area is the hidden assumption in the model.And that is, it's assumed that once you
find a value stock and you buy it, that the intrinsic value isn't going to go down.And that's a



second part of the analysis that has to be part of the discipline.
ST REEREFREORIZ,. EHMER, Rx—BEMREEITMERFBMRITE, BARE
MEMAS T, XZDWNE D, DIRMNZERN—D.

So even though you found a value stock, you still haven't done all the work.You have to
analyze, is the intrinsic value going to go down.In particular, companies throw away intrinsic
value is the most common.Management gives it away.

Eitt, BEMEEILEITIMERS, ®INARRBTHAME LE, RT3, ATRMERES Nk,
Sl AEEREMERRE LN, EEBERETE.

That hasn't happened at Berkshire Hathaway, although | don't want to give an unqualified
comment on that, since | see you're remodeling the offices, so we don't know how much
intrinsic value's been thrown away there.

BRARBHFEADZAEXFN, BARTENLEELFRBELNTIE, BRNEBIIREEN
BIAZE, FTAEATAREIRET T 2 DAEMNE.

So, if you could comment on the two things.Do you calculate intrinsic value, or a number that's
absolutely positivity under intrinsic value, that's the number you put in the equation?

FRUA, BNRIREEITERXMGSE, (RETERAENE, EREREME FENRAMNEF, FMIE
REFA PRI F?

And even when you find a stock selling for less than this lower bound of intrinsic value, do you
still do the homework on the second part and analyze, will the intrinsic value go down in the
future?Thank you.

BMEIR R IR EZ BRTXTAEMENTIR, (MBS NAERE &0 MINRF D, KEKAE
MES TBEIS? .

WARREN BUFFETT: Yeah, | would feel somewhat better qualified to speak on self-discipline if |
weighed about 20 pounds less, but — (laughter) — for the moment we'll ignore that.

WARREN BUFFETT: 2/, MIRBIVFERRETH208, BRERSECEARRKICERE, B
- (XF) - BREfIa2BX—=,

The second part of your question, relating to intrinsic value going down.Actually, if you compute
intrinsic value as reflecting the discounted value of future cash flows, that should have, built into
it, a calculation that allows for the fact that certain businesses are going to earn less in the
future than now.

[EE 8D, PRATME T, EfrtE, WRFBRENEITEN RIS RENT
UE, BAENZESERNITER, ZTEARATFELERW RN EEEIIE D,

It isn't that their intrinsic value goes down then, because you should build it into your calculation
right now.

EANZENENNAENEZ TE, EARIENZECEIAMREIITESR,

But, you know, as we point out many times in the past, intrinsic value is terribly important and
very fuzzy, and we do our best to work with — in the kind of businesses where we think that we



have the highest probabilities — where ourpredictions are of a fairly highly probable nature.And
that leaves out all kinds of companies.

B2, fAE, EWFNIIEZRIELRIBME, AEMEIFEEEERIFERM, HIIERN5Z
éﬁ-fﬁﬂ%bﬁﬂﬁﬁ SRR SH - AN EBEE SRR e, XMHERR TS
MEENAE],

It's pretty good.We'll say it's something like a natural gas pipeline.l mean the chances of big
surprises in a pipeline should be relatively small. That doesn't mean they're zero, but they're
relatively small.

EPMRAHE, BISREMERASEE., HNEERZEERHINEXRTIMITTEEER IZAEITR
N, IHTEREENZE, BEMMEXIRN,

Now, let's assume that you had a gas pipeline, which some have, where either the supply of gas
is going to run down or where there are competitive pipelines that may be trying to take away
your contracts that you wrote 10 years ago and expire intwo years and you're going to have to
cut prices.

Mz, ILBNBRIRIAE —FRAREE, FERRSEEELER, BEABRFHNEERGES
MEFEMOFRIENSREIHERE, RETFAEM,

| would say that two years from now, when you have to cut prices, the intrinsic value hasn't gone
down from today, if you properly calculate it today and build in the fact that profit margins in the
future will be lower than today.

B, MIMEERER, SEAFAENE, MRIRSRIEMHITEEH RN ERIGET
7%m$%,%ﬁWTmﬁ#aﬁMviﬁhTho

We looked at a pipeline recently where we think they are going to be vulnerable to competitive
price pressures because of alternate ways of getting gas to market through other pipelines.
BRIEEE T —FEE, BMTANENESXREZFENBEDNEM, RABIEMEERK
RRIERHIZNER L.

And the calculation is entirely different — the calculation isn't different — the results are
different, in terms of that pipeline versus the pipeline that is the low-cost way of delivering gas
from one market to another, and will remain the Iow-costproducer
HEHBEZTEARE - TESBERE - EREFEN, MEEMAZREEMS, XEMN—THisM
%—Aﬁﬁﬁ%%%%mﬁ&$ﬁﬁ,#E%%%ﬁ&$mﬁﬁko

But it isn’'t — if properly calculated, you build in the prediction of decline in future operating
years.You don't wait till you get there to anticipate it.

BEHIFLE - IRITHEESE, BAIMNEURFEEFEE FENTN, (RAEFEREIAAE
FHEATE .

You know, Charlie's famous for saying that all he wants to know is where he's going to die so
he'll never go there.(Laughter)



fRAE, BEMRMENEN—HIMEER TS mER, MU KETEERE, (X
)

Tt

Well, that's part of predicting in business.| mean, there — | love the — | really have never seen
an investment banker's book.l hope to see one someday, and | hope | can survive the shock
when | do see it, where the earnings of the business being offered go down.

1R, XEMMWLSHN—ED. BHNEERZE, BER - HENZIEIREBRITRNT., BEEE—
REFH—TA, BAREISREIEN, KeE=nTx, MM SIE T6RE,

Lots of businesses' earnings go down.And they're going to go down.And | get all this nonsense,
you know, where they project it out for 10 years and it always goes up.lt just isn't the real world.

ZEAABNERE T, MBS T, HAE, MAEXLEHESHR/\E, BITEERITER
Mt FER10ET, HEEERERELA . XAZIMIHA,

And you have to analyze businesses — some businesses are going to be subjected to
enormous competitive pressures that aren't extant today.

MBS HE - —ERPREIRERNZTEES, MERXEFNAARFE.

And we made that mistake, for example, at Dexter Shoe.l mean we bought a business that was
earning $40 million, or so, pretax.And we assumed that the future would be as good as the past,
and we couldn't have been more — | couldn't have been more wrong.

BAVIL T IX1EE1R, Bla0, 7EDexter Shoe, FAIRBZEFATE T —ZKMBk 740005 £ A B
RIARIRE], BAMRISKRKSBEEZ—FF, MABNIAFIEES - HAFJEEEE,

So that was a case of projecting into the future, conditions which were not going to exist in the
future — competitive conditions.That's part of, you know, that's part of business.

Eit, XR—TERKRENER, BIRKASEFENSTG - T8 &MY. (RANE, X2WSHN—
=)

And | will tell you that, you know, 20 percent of the Fortune 500 — but | don't know which 20
percent — are going to be earning, you know, significantly less money probably five years from
now than they are today.

MEKSEIRIR, RAE, 20%AIE5005% - EHRAFEMT20% - WA, (RAIE, MM
fEELFE, WEAJESENRENFS,

And that's what the game is all about.Figuring out what those future cash flows are likely to
be.And when you can't — when you feel you can't come up with reasonable estimates in that
respect, you move onto the next one.

XN EEE N, FERIPERRNIMNEREFTEEZ D, SIRTEE - SIRREFMRET
FEERXLESESENMGITE, REEHT—1T

Charlie?
E1g?



CHARLIE MUNGER: Yeah.We have this simple, old-fashioned discipline, which Warren likens
to Ted Williams waiting for a fat pitch.

CHARLIE MUNGER: 2/, HMNEX TR, EENLE, ACECHFRERRBEFE—
THF.

| don't know about Warren, but if you said to me, "Charlie, you can go into the business of
managing money the way other people do, where you're measured against indexes and you got
consultants choosing consultants that are reviewing youto committees," | would just hate it.
BAREXE, BMRMENFR, “BE, (RAIMGEMA-—SFFRAZZEEWS, EIREMRAMN
RIERREHITE S, (RFEMEEFREARERNBMEZRS, “BRAZITRE.

| would regard it as being put into shackles.And shackles where the very system was preventing
me from delivering value.Warren, how would you feel about that —

BINNXZRRE, FERET ARG IERRBNMENITS . KIE, MRFELF -

WARREN BUFFETT: Yeah, we wouldn't
WARREN BUFFETT: 2/, 144

CHARLIE MUNGER: —chore?
CHARLIE MUNGER: -chore?

WARREN BUFFETT: — do it.We wouldn't do it.We never did do it, as a matter of fact.
WARREN BUFFETT: - fIE, HIIASXMEM, XL, BINIMRXEHT

And one of the, you know, the initial — when we formed the partnership on May 5th, 1956, |

passed out to the seven limited partners something called the "ground rules."

EEP—/P, RANE, AR - SFHANE1956F5 A5 AR INFXRARN, AT THEREMNAZIA
g TIVARE- ¥ SV §: NP

And, you know, | said, "Here's what | can do and here's what | can't do. And here's some things
| don't know whether | can do or not, maybe."It was fairly short.

FH, RAE, ik, “XEFEEMBY, XERHRAREMN, XEE—ERAIMEETEMNE, B
. "ERE,

But the idea of setting out to do something that you know you can't do, that can’t be — you
know, that's got to lead to problems.

B2, MEM—LERMENEMINFIENEE, AJHE - {RANE, XS,

I mean, if somebody tells me | have to high jump seven feet, and we could even move that
down to four feet now — (laughter) — you know, between now and sundown or I'll be shot, you
know, | willgo out and buy a bulletproof vest.(Laughter)

BNERE, UIRBASKH, BT tRER, BMIEEETMURERMEINER - (5%
) -REE, MIEZIRZEZEHRERSHEER, RAE, REEEX—HHHEEL, (K

=)

Fﬂ



CHARLIE MUNGER: Yeah, the general system for money management requires people to
pretend that they can do something that they can't do, and to pretend to like it when they really
don't.And | think that's a terrible way to spend your life, but it's very well paid.(Laughter)
CHARLIE MUNGER: 2, —f8fIREZERRRAERANNREMATAT A — LA (R aEIRAVS
15, HEIMMMNENAXEHIEEERE. MATIANIXZEES—EMNARAI, ERAIIF

e

BE. (XF)

*F
6. Freddie Mac, Fannie Mae, and systemic derivatives risk
6. Freddie Mac, Fannie Maefl1& 44474 XU EE

WARREN BUFFETT: Number 4.
WARREN BUFFETT: 4%,

AUDIENCE MEMBER: Hi.I'm John Golob from Kansas City.| have a follow up question on
derivatives.

MAR: 1, FERBEFEIRAYJohn Golob, HEXTIT4MAVERE ),

After the press zeroed in on the comments in your annual letter, the head of Fannie Mae got up
and said, well, Mr. Buffett's criticisms don't apply to Fannie because, number 1, we have simple
vanilla derivatives that are priced in themarket.And secondly, we need derivatives to protect
against interest rate risk.

TR EEEHFITEHIT T ARG, BAENRRARSR, FIE, EFEGHIHITER
ERTEMNZE, BR, 15, HMEEENEETER, M8EDTE. R, HMNFETEME
BASERMZRXE

And | guess, given what happened to the savings and loan industry back in the '80s, that seems
reasonable.

B, ZREFIBOFAHBFNETTULNER, XUFESEN,

So my first question is what is your rejoinder to Mr. Raines?
FTUAFRRYSE — T D) IR & BT A EN BN Z A

And the second part of my question gets to your concern about the connection between
derivatives and systemic risk.And that is, do Fannie and Freddie play a particularly prominent
role in this concern?Thank you.

BB SE BB D ILRIB T E MM RSN BL 2 BIAVEX R . FBRIZE, FannieMFreddiefEi X1
[ L E T 4RI BRI R EE? HhE.

WARREN BUFFETT: Yeah.l have a lot of respect for Frank Raines.| think he's done a good job
at Fannie Mae.l don't know the situation intimately.

WARREN BUFFETT: 287, BIFEEEH=E R, HiANfhiEFannie MaefliFRIF, BT
KT REER,

The problem, as you mention, is that an operation like Fannie Mae or Freddie Mac, or savings
and loans in the past, had this problem, which is inherent in the mortgage instrument, in



matching — or coming close to matching — assets and liabilities.
IEANIRARIRRIRY, (BT ERENEEMEXFNRE, I ENBEENER, #HEFEEXMIE
B, XERAERIEMERR, SHE-MNHESALE - st - .

And the reason they had that terrible problem, which did in many institutions, was the optionality
in a mortgage instrument.

I S FEEX A AR E 2R R TRARNE .

And in a mortgage instrument, particularly as the years have progressed, you buy a — you
know, if you buy a mortgage — or somebody else takes out the mortgage, you own it — you
have a 30-year instrument if it's a bad dealand you have about a 30-minute instrument if it's a
good deal.

FEIRERITAER, K3 EEEFRIVEK, RXT - RAE, WMRIRETHMEMR - WEEMD
AZEHAER, (MABE - (RE—T30FEMNIE, NIRXE—MERNRRZIRE RL307 #HHY
REE, WREXZ—MRIEFRINIL

The buyer — the person who takes out the mortgage — can call off the deal at any time at
relatively low cost.And the public has been sensitized to that more and more as time has gone
by, so they've been quicker to refinance for very small differentials.

L7 - BB MBI - A ARERS ARE ST BRI A BUER 5 . BEERTBIAVHERS, AARiEKE
R, EthERIBAIFENNEFBREA.

Now, many years ago, they had what they called due-on-sale clauses in California.l think —
were they invalidated, Charlie, or what happened with those?So that there were ways of
shortening up the mortgage expected maturities.

M, RZJERI, ATEMABEEILMAEMINMBNEERNR. B8 - 1288, &E,
REBLERETHA? Et, B—EHERINEERREROMEAZIEAA .,

But it's a fundamental problem when you are operating on borrowed money in a very big way,
which is what S&Ls did and what Fannie does, and Freddie, that you have this very long-term
instrument, and it — but it can be very short-term if it becomes advantageous to you, and rates
go down and you want to keep it.Or it becomes very long-term if rates go up and nobody wants
to refinance.
BEIMRUIEFEARNANCRERNZZN, XE—TRAMEM, XIS & LsAifay, MUKk
FanniefTEYZE15, MUKkFreddie, REXTIFERKANTIR, MEE - (EERMURE - MIREX
AN, AEERTRMMBREE, ABFWRARLEABSBEABEBSMA, PMEFEER
2,

And under those circumstances, if you run a huge institution, or even a smaller one, but that has
a high — highly leveraged, you are going to look for one way or another to try to match the
duration of your liabilities as close as youcan to the duration of your assets, and have various
methods to protect yourself against the optionality that exists with the counterparty, in effect,
your asset.

AEXMIERT, WRIRZE-TERARNNY, HEEZZ— TR, BEIRTEESEL



RN, REIFHEMS KRR TR RER, R EERITIRA] ARG a0 42
g8, FEESMAEERFRIFE CRRRS X FELPRMFEREFRRAIRN,

That's not easy to do.And Fannie, and Freddie, and other institutions, attempt to do that through
various types of derivative instruments, as well as other things, in terms of the kind of debt they
issue themselves and so on.

EAESME ., MEMNEMBEIMENREMANERI ZSMPERNTETRNULEMEY), #
HRITIRS R ERMENX— =,

And they're very smart, and they do it — you know, my guess is they do a better job than
Charlie and | could do at it, but it can't, by its nature, be perfect.

mBM1HEE IR, mMEMITXEM - RAE, BBEMIEERMEEY, HAIUHEIRX—R,
BEARR_EREERE,

And under some circumstances, where you get large gaps — the thing you worry about in
financial markets, and it doesn't happen very often, but your — the thing that really destroys
people are what the academics would call six-sigma, or five-sigma, or seven-sigma events,
which are things that are never supposed to happen, basically.

MEERLERLT, (RRBERAREE - fEERMMiZFELONSEE, MEXMBBEHTEE
24, BN - EERSRAMNSBMEZENM 7 08I, h-sigma, HCHAKIIESE
%, ERLBXKEFAERENEIE,

And sigma is a method of describing the probabilities that they will happen in any given period
— the number of sigmas.

PRI E—MERENET IS ENBRNRENE RN A - ARIENNE.

Financial markets don't lend themselves well to modeling based on that.You know, they do most
of the time, until it doesn't work.And when it doesn't work, you know, chaos reigns.
TRTIIHAESETUIRER, RAE, AR EHEXFEY, BEETEFR, 3HE
(R, REE, JRELSESMAL,

And there are more six-sigma events that happen in financial markets — or theoretical six-
sigma events — than any study of probability curves would ever come up with.
TR R LR STERISSES - SRR EANTSIEEN - tHE AR THRMARA R E

E

And that’s — when you have gaps or discontinuities, when markets close, whatever it may be,
those are what cause institutions to go out of business.

E - SIRETIZRONAELSN, TICHIARNXE, XEHZSBNALEANERER.

And derivatives, in my view, anyway, accentuate the possibility of it happening and the extent of
the damage, if and when it should happen.

FTIRUfE, EBER, (TEMBERE T ERENAEMEURRENEERE, MRENIZKERNE.



Again, we don't think we mathematically can tell you what the probabilities are of something like
that, and we think anybody that does tell you, you know, is kidding you.

B, FATMANBNERZ LT ASRIRXFNEREN A, HADARTEEAZFEEA, R0
B, B@EAFIX.

And I've had managers of hedge funds sit down with me and tell me that they had, you know, a
28 percent probability of returns between 30 and 40 percent.Come up with all these exact
figures.Anybody comes up with exact figures in finance, watch out.

BB XN HEEREZIEMIL T RERFEMINIB28%EIRMREI0%EI40% 26, EHME
XEHIIREF . EEAAHSIREVSHEOBIISRF, BEE.

So, | would say that if | were running Fannie or Freddie, | would be terribly conscious of what

was happening in there, and | would understand this basic problem | have, which | can

guarantee you, Frank Raines understands extremely well, of theoptionality built into his assets.

mu Bain, WRBEREENEAEME, BB BFBERELRENSE, REEBXTER
, FAIARRIRILE, %4ﬁmM%#%T%,mm ATHREE T AR,

And | would try to come as close to matching that.And if | did it through derivative instruments or
whatever, | would try to match — | would try to reduce the troubles that could be produced by
that optionality to a minimum.

BEREFELE, MRFBEINTETAEFEMAIMIIX—KR, HEEZHEE - HeEii8Z
BIIRIG 4 AR AURL D 2 SR BRI

And then | would get very worried about who the counterparties were, because anytime
somebody promises to pay you a lot of money if something terrible happens to you, you better
be very sure that they can and will pay, because the terrible thing that's happening toyou may
be presenting terrible things to them.

REBRFIFBEORGNFEE, HAMREAREAMENEE, BEASENARRZH, &
YFRRAEMAITEIAME ST, EARENFIASIERIR ISt 1RR AR,

You know, that will happen in the insurance industry from time to time.And that's why
reinsurance recoverables are a dangerous asset to have.

RAE, XRERRAREE. ZIMEANTA2BRRAKERAZE—FERIE.

It will happen in the derivative markets.

ERREEITEMTIT,

When LTCM had troubles with one type of asset, they had troubles with a lot of types of assets,

and everybody else they were doing business with was having a lot of troubles with those same

things.

SKEHBAEENTBR—XEBZTHIMOMES, ti1ER 7TRZREENFMG, mESiI
ARNEMATERFENSIELIEE T RZ M.

And that's why the Federal Reserve stepped into something they never dreamt they would have
stepped into.They stepped in to force, essentially, a solution, which may have been the right



thing to do, incidentally.
izﬁitx%?d1+/AIH%11%A5T6HS(11E{|‘]M5E*"‘¢\\E’J%IEO BN ENANT —TBRER, IER—
T, XATRER EMRIMHIE.,

But they — for some obscure hedge fund that nobody in the world virtually had heard of, until
that point, and had started threatening the U.S. — the stability of the U.S. financial system.
BEM] - N F—LEARERANFEE RN, HRADSBEARERZY, BRI, HAFREMD
X[E - EEERIFRIIRE L.

Charlie?
E1E?

CHARLIE MUNGER: Well, | think you're right to point to this creditworthiness of the
counterparty risk.
CHARLIE MUNGER: 18, HIAAMRIBEHR ST FEXREEZ IERN,

My guess is that both Fannie and Freddie have been pretty intelligent at thinking through a
whole lot of different scenarios where they'll be OK, or close to OK, if all the counterparties pay.
BHBENE, WRMENRSIFFERN, BHEMREREHSIFRRRAEZERZTENE
L, IR, SEEZIAOK,

And | would bet a lot of money that they weight the possibility that counterparties won't pay a lot
lower than we do.

mEBSIT RS HRSEKIFHR G FASLERA T L E S HRIATRENM

| think a lot of the counterparties are behaving in a lot more dangerous way than Fannie and
Freddie are, and that — and the counterparties can get in trouble because of that.And they can
translate that trouble to people who assume that they're hedged.
BIAARZRGNFHURM AR LEEHENEMEERENR, MARSZNFHRELMmBARE, ft
(TR A XM AL SR 28 AR EETA N B SR ERRENA.

WARREN BUFFETT: And that's true of the mortgage guarantee institutions that take part of the
risk away.

AMEEIEY: X TAEE D NRARAEFRNAME, BRMRsELE,

Fannie and Freddie are very sophisticated institutions.Very, very sophisticated institutions.

FannieMIFreddie23FE AR, IFEIFE SR,

But if you depend too much on other people, there can be periods in financial history where all

the sophistication in the world may not save you.The best thing to do is to be able to count on

your own resources.

BE, MRMRITHHMEMA, BArELrE LAIGERE —RIVE, A LFRAENERIEEFTEE
,H?TQ“AH R RIFNINERBEBKERSHER,



And at Berkshire that's basically the way we operate.And it may be safer than necessary, but,
you know, Charlie and | are rich enough already.We do not need to stay up at night.

A RRAR, XERLHMZRNINEESLN ., EFGEELVENELRE, BE, fAE, =S80
BREBERT . BIFAFERER.

7. "We do not run a big currency risk"

7.“BNA2RZERNERML”

WARREN BUFFETT: Number 5.
WARREN BUFFETT: 5%,

AUDIENCE MEMBER: My name is Joseph Lapray (PH).I'm a shareholder from Minneapolis,
Minnesota.Thank you for this opportunity to present a question.

X : FNUJoseph Lapray (PH) . FHERREFIAMIAEFIEFETHAARR, RGBS
a) &R,

At last year's meeting, | believe that Mr. Munger made a comment to the effect that it was not
inconceivable that the U.S. dollar could someday suffer a collapse in value, similar to that which
had recently befallen the currency of Argentina.

FEEFNEWE, BINNERRTERKRTICR, E0E—HAREBMNMEREK, X5RIAMR
FELRMRIERE NI ER,

| am concerned that in the event of a collapse in the value of the dollar relative to foreign
currencies, that Berkshire Hathaway's insurance operations may find themselves having to pay
for replacing property whose cost is denominated in sharply-appreciated foreign currency.
BIEO, MRETBENTIHHRMELINER, BRBREHFASNRRVSAIESZANES
AEASASTERA A AKRIEFHERI ST I BT

| have two specific questions.First, does Berkshire Hathaway have any way to protect itself from
the effects of inflation induced by a possible currency collapse?

BEMTAMFL#E, 5%, BRGREHERRENERIFECRZAERNTE MRS ANBER
& RkRIRZIm?

And second, do you have any ideas about how individual investors can protect themselves from
currency risk?Thank you.

FZ, BT ARBEW RSB CRZERRLEEABIAENILD? #15,

WARREN BUFFETT: Yeah.I'll ask Charlie first to comment on whether he said exactly what the
gentleman said last year.

WARREN BUFFETT: 28, HEREELZTICH S RIHIIR XM EEFMIRANE,

CHARLIE MUNGER: Well, | don't — | wasn't predicting that the United States would go to hell
as much as Argentina has.(Laughter)
CHARLIE MUNGER: 18, #i%H - BosBRXESBMRE—F T, (KF)



What | was predicting is that all kinds of things could happen here that are unthinkable, based

on past recent experience.And Berkshire, Warren, by and large, our liabilities are denominated
in dollars.

BFTFUNAYE, MBI ENSIEN, XEARRENSMHEBHEAIBRN, MERER,

AME, BRIER, B RFEIE 751‘|‘1)| o

WARREN BUFFETT: Right.
RCEIEF: X,

CHARLIE MUNGER: We don't have a huge foreign currency exposure at all.
CHARLIE MUNGER: A RAIZEEZINCREL,

WARREN BUFFETT: No, well, we have — you know, we may have — we have a few billion
dollars, at least, denominated in liabilities in other currencies, but we also have assets in those
currencies, pretty much.

WARREN BUFFETT: A, 18 - fR¥I&, FA10T6E - HA1B /L TH{2sEm, EOUEMERIT
Bn6m, BRICAERXEEMNET, £14%.,

So, we don't think about it day by day in terms of matching euro assets against euro
liabilities.But in a general way, we don't get way out of whack, either.

Eitt, ERRTE-SHamSELELE, BIHKRZEREE—H, BE280%KE, B(1H=HE
BIREIE,

| mean, we do not have lots of liabilities around the world in other currencies which are only
matched by assets in U.S. dollars.Most of our assets and liabilities, overwhelmingly, are going
to be in U.S. dollars.

BNEEE, BIEEKEENRAEEMEMONG, XEEMRSETHETHELE, BRAZH
BARIE = MG IAETIT R,

But we’ll have a — you know, we will have, maybe at the present time, a couple of billion that —
of liabilities, primarily in euros, and we have at least that much in the way of assets.
BRRMNSE—1 - RME, BIMERTER/LHZETHNRG, TBERT, BMNEDERT
FEBRAL%,

So, we don’t run big — we do not run a big currency risk at Berkshire.

R, BAIAZEAK - BIAZEBAREREGEARE T,

Now, if you talk about the value of the dollar declining dramatically, you know, we all face that
risk if we have a lot of dollar assets.| personally don't worry about the American currency getting
worth far less, relative to other currencies, as much as | worry — | don't really worry about it.
ME, MRMRZEZTOMERRITEE, (RAE, NRBAVBRZETEF, BAIEHSEIRXH
MRS, BN AFHAEOEESHEXNFHEAMEmOMETTETEMEH, O - FHFAE
T



But | think there's a probability that sometime in the next 20 or 30 years that you could have
rampant inflation in this country again.You'll have probably have it around the world.And it's
probably more likely in a good many other countries than it is in the United States.

BEINS, FERFK0HIOFNENITE, MAESEXTERBXRLIIEMAIBERREAK, RATEE
ELPE TR, MATRZEMESR, ErlttttExEERAIRE.

But inflation is always a latent danger to an economy.l mean | always think of inflation as being
in remission at all times, because it's something that has a cause that will recur, in terms of
human behavior, from time to time, | think, in terms of how legislatures behave and
governments behave.

BREEEAKIGRZEFTIEEREKR, BNERERERIANBEEFKEEARMEHLTEFEIA
&, BRMARITRIME, BiAR, MIDENMERITANBUGRITAMS, XMELSTNE
£,

So, I think that the probability of high inflation at some point during the next, say, 20 or 30 years
is — it's not a low probability.| hope it doesn't happen.

FUA, BIANTER TRA20ESS0FMNE NN EINSBAKRIAI MR - ERBRAZRR.
HEETSRE,

Charlie, do you have anything?
B, REt4AS0E?

CHARLIE MUNGER: Well, in the long-term practically all currencies go to hell.In other words,
it's a product, like the Roman — what was it, denarius or something?

CHARLIE MUNGER: M\KiZk%E, JLFFRBENEMES TR, #aiFiE, ER—Mrm, ™
BT 5— - ER14, denariusit2+A4?

You take the British pound, you take the American dollar, so far.
R2RE, RE%5T, FHRINILE,

And if you want to go out 200 years, will some politicians in the United States ruin the currency?
| think the answer is yes.But | wouldn't anticipate some horrible event in the near future.And —
MRIRBEEL200F, XEN—LEHRESRBRAXMEDIL? BIANNEREETEN, BEMitE
AARPERE RE—ELRERSMH, A -

But if things really went to hell, Argentina started confiscating property of shareholders.And if
that starts happening and the government is doing it, we probably won't be able to protect you.
(Laughter)

BIRFBEN TN, FIREM A RS WARRNOM ., WRXMIERFIRAEH B BUETEREX
B, BATRIBRTIARIPIR.  (RF)

WARREN BUFFETT: That sounds like kind of a nervous laugh to me.(Laughter)
WARREN BUFFETT: XITiERGE—MEAKNRKSE., (5K5)



8. Acquisition opportunities growing like a rolling snowball

8. KAl = RBGIR T IK

WARREN BUFFETT: Number 6.
WARREN BUFFETT: 65,

AUDIENCE MEMBER: Yeah, hi.I'm Gautam Dalmia (PH) from India.
IriR: 209, 18, FEBENEMNGautam Dalmia (PH) .

Sirs, if | would take you back to the start of your investing careers, | assume it would have been
harder for potential acquisition opportunities to come by.

A, MRBEIRERIZRAVIRFENEENTTR, BIANFTREERREBEERNRBEIE.

The question | would like to ask you sirs is, how did you ensure then that you had good enough
deal flows coming to you to be able to choose from?
BRRRAENDRE, RENARWRIRE BBIFNR S RE R MIEER?

| have one more question.The Berkshire subsidiaries do not have a retirement policy.What are
the implications of this on retaining and motivating employees who are potential successors to
senior management?

BEE— @, HRABRNFAERARAER. XNTRENHMSREERBERIEN
RIBAENX?

WARREN BUFFETT: First question about deal flow.It's a term | actually don't like very much,
because we don't think of them as deals, exactly.That has a little too much of the connotation of
something to be bought, and then again something to be sold.

WARREN BUFFETT: XFR5HRIENE—TEE, XE—THEMEAXERNAIE, BN
MNHSERBENMUNREG . FERASNEREL, AEHEHE—LERA,

But we do like acquisition opportunities.And really that's just achieving that so that we get the
calls when we should get the calls.And there aren't lots of those, because we're talking about
good-sized businesses.We're talking about owners that love their businesses.
BENBLERRBNE, Lhrt, XRAZBXIMTX—R, UEBRNEEDEERERIFBEE, H
BisARZ, BRBIMEKEHNENERANEL., BAHKCHEESMAITWLSSRIWE,

And it's going to happen occasionally, but it's going to happen a few times a year, probably.

ERRERE, BRARSFHZIRE/LR.

| think in the U.S. now, that we get a pretty reasonable percentage of the calls that we should
get, and that was not true 20 or 30 years ago.We didn't hear from anybody 20 or 30 years ago,
to speak of, because we were looked at much more as being a marketable securities
operation.And we just weren't as well known.

BIARIMEEEE, BA1SERFIUSSHEEEIE, M20EsS0FRNXMIFRAIFMLL, Fllix
BIREIE 20530 FRHEAARTER, EATNERMAA—MEMENILEFW S, MEAIFERAA
AT,



It feeds on itself, obviously.If we acquire companies, and the people from whom we acquire
them are happy about the deal, you know, we're going to hear from more people.

EAR, EMBERE. IRBENEBLE, HEBRMNBBMIIWANXERSREIS, R
B, BMNeAEZANER,

We bought our first furniture operation in 1983. That really led to four other transactions,
because the people in the first one were happy and they talked to us about the second one.And
the people in the second one were happy and so on.

BATE1983EMELE T HANNE—TRAWS, XENSHT ZHMNA1MRESH, AAE—TARA
L, AIMNEITHETEZT. EZTAREREN, FF,

So, you know, it's like — Charlie always describes compound interest as being like, you know,
being at the top of a very large hill with wet snow and starting with a snowball and getting it
rolling downhill.And that's a little bit like the acquisition situation works.

FRUA, fRANIE, & - ERERIEESHNHEHERN, MERE, MEEE—TIFEARMILKL,
BEIRE, MNEIKFR, iILBRTILK. XERERBERLEN.

We've been on a — by being around 38 years, it's been a long — it’s been a high mountain, in
terms of the length the snowball is going.By now, it's going at a pretty good clip, and it's a pretty
good size, and it attracts a lot of snow.And that's good for us.

BA1—H%E - KU38%, EBLRKT - MEBKRNKERKR, XB—ESU. FIERIAL, EN
BEERYF, HAEENRIEETRHE, HERSITAENS, XNBATEFL.

Outside the United States we do not seem to be on the radar screen, so we don't seem to hear
about those as much.But we're hearing about enough in the United States.

FEEEMIMIER, BIMMUFEEESERESL, FIUNEMTUFERBRAZIREIXE, B3(1E
EZERINERRET .

It's not a flow, in the sense of — | don't hear about one a week.You know, | don't, probably, hear
about one a month.

MEMBEX LR, ZAZ—1E - B—A#HMITAZ, (RAE, BAJeimrd—ME—1A.

But the ones we want to hear about, most of them, | think, we're getting the calls now.| think
we're getting a higher percentage of the calls now than ever in our history we would have
gotten.

BERNEERRN, PR, 8, FIMAEETRITEIE. BOARTAIIEIRSOIEY
EE AR AR E S5,

And, you know, that's all to the good.And if we can do the same thing outside this country, that
would be a plus, too.But this country's a big market and we'll just try and spread the word
further.

me, RAE, IMEHFE. WRBNEEZTERZIMAEFENEE, FHE—TFL. EX
TERZE—TRANTE, BMREFHE—FEEX M,



And Charlie, what was that other question?
TEEE, PBEHAMEE?

CHARLIE MUNGER: Well, he talked some about deal flow, and there's a general assumption
that it must be easy to somehow arrange things that you just sat behind a desk and people
brought in one wonderful opportunity after another, and you finally selected two out 0f100 and it
would be a virtual cinch.

CHARLIE MUNGER: I8, %37 —£XxFRESHR0EE, HEE—TEENRIR, MEMRDS
TRESHLZHHIRN SRR FRENGA, AEAMIERT —TX—TERENNE, RERER
TAT100, XEE—TEMNILF.

That was the attitude in venture capital until the last two or three years.
BRREM=5F, X7TEXRRENSE.

We didn't have any of that in the early days, right, Warren?
ARERATREXLE, W, JKfE?

WARREN BUFFETT: No, that's right.
WARREN BUFFETT: A, BBEXIHY,

CHARLIE MUNGER: We were finding our own securities.And we were just looking at the public
markets to see what was available in securities.

CHARLIE MUNGER: {1327 BEWiEs, HIIRZREAHEMIH LEBIESNATRM,

And when we started buying companies, there must have been 20 years when we didn't buy
more than one or two a year.

HEAFRMEASN, HMNSFWLBEBI —MFENLS LIHE20FRIATE,

WARREN BUFFETT: Yeah.They were fairly few and far between.And we didn't have the money
to buy very big ones, either.
WARREN BUFFETT: Z#J, EfMES P MBRZERIR., BB EWELIEE KT,

| mean it was a big deal when we bought Associated Cotton Shops for what, in effect, was 4
million, or when we bought Hochschild Kohn when we had to come up with 6 million of equity,
as | remember, for that deal.

BHWERE, YFEIIMIXLAssociated Cotton ShopsSEfr 24005 3ETT, SHE HH( 1MW
Hochschild KohnBf B A TR EAEH6005 1Y, HICHEXERGN, XE— 1T K@,

And National Indemnity, itself, was 7 million for National Indemnity, and | think a million-4, a
million-7 for National Fire Marine.And | mean that was all we could handle in those days.
ERBERGME700HETNERER, HANERELBFE—BNtTA, —BAt. HEN
EREMLE R FEIA T ULIER—1),

So the snowball has, you know, it's built up as it's gone down the mountain.And we hope there's
a lot of mountain left and a lot of wet snow, and we're looking for it.



AT, BIREZEM, ARNEEZTIT., HNFEARZIIMRZES, BIEEIKE.

CHARLIE MUNGER: But it's fair to say that we were rooting around for those opportunities.We
weren't sitting behind our desks and waiting for some commission salesman to come in and
present us with opportunities to sign our name.| can't think of anything we bought in the early
days that way.

CHARLIE MUNGER: {BA¥hE, FATETERNXENEZME . BAIFAIBLERNNHLR
fEE, FE—ERASEEDEEK, LRNENSEERNNRF ., BERTEENETRBMEIHN
it

WARREN BUFFETT: No, no.
WARREN BUFFETT: A, A,

CHARLIE MUNGER: Warren, you chased down Jack Ringwalt.Didn't you go to him?
CHARLIE MUNGER: jXfg, fRIEENRMARET. RIRBEEHMID?

9. Buffett tells how he didn't let Jack Ringwalt wriggle out of National Indemnity deal
9.BIEHFHHAR T AN FikJack RingwaltiE R E RIS {2 MY

WARREN BUFFETT: Well, Jack Ringwalt, who ran National Indemnity, and some of you here in
the room knew, Jack was a very interesting guy and a friend.

WARREN BUFFETT: I8, fafzZEMRE{ZHJack RingwaltFl{RI1XEr—LE A#X01E, JackE—
TIFERBIANBR.,

And Jack, for 15 minutes every year, would want to sell National Indemnity.Something would
make him mad.A claim would come in or something of the sort.(Laughs)
BE1579H, NBHEERBEE, FEFRARIULMAN, RESHIMEM, (K)

So, for 15 minutes every year he would want to sell. And a friend of mine, Charlie Heider — who
may be here today — and | had discussed this phenomenon of Jack being in heat once a year

for 15 minutes.(Laughter)

FRA, B8F1570HMBHABEE, RBEEN—TAKk, BEEEER - SKRAUREXE - MEREAR
WIEERREF—IRMPSDHNIIR,  (5KF5)

And | told Charlie if you ever caught him in this particular phase to let me know.

CHIREE, MRIREXTHENMEIET f, 1LFHIE.

And there was a day that Charlie called and said, "You know, Jack's ready."And | said —
(laughter) —"Well, get him over here."So, he came about 11:30 and we made a deal in that 15-
minute zone.(Laughter)

B—K, EETREER, “RAE, NUERET. "Bt - (K) -9E, bk, ",
R R EIE, BNERMSoHNXEMT —£ERk5. (KF)

And this is absolutely true.lt's a fascinating story, because Jack, having made the deal — and
we really did make it in 15 minutes — Jack, having made the deal, really didn't want to do it, and



— but he was — he wouldn't havebacked out of a deal.
EQNEEHOE%—AQAAHMW$ HAARREREAN T XERS - MBHHEE15D
HAMET - RRELIAKMIN, BENARBXEMN, M - BttE - thFAsEBERS,

But he said to me after we'd shaken hands, he said, "Well," he says, "l suppose you'll want
audited financial statements."And if I'd said yes, he would’ve said, "Well, that's too bad then. We
can't have a deal."(Laughter)

B IsiE 2 Etht iR, ik, “FIE, "thi, ﬁmmﬁu LI RITHMSIRER, "R
WENIE, theid, e, BRIERET . BAIFEARMNIN, 7 (5KFE)

So, | said, "l wouldn't dream of looking at audited financial statements. They're the worst kind,"
you know.(Laughter)

AR, Fg, “BASERELTITNMSHRER, MNSSEEN—, "RAE. (KF)

And then Jack said to me, he says, "l suppose you'll want me to sell my agencies,” and, “— to
you as well."And | said, "Jack, | wouldn't buy those agencies under any circumstances."
AREARENFIR, iR, “BERSEREZEBNNIEA, "MH, - HMrFEthEUt, "
W, “Nre, EEEAER TREBASLXEER,

If I'd said yes to that, he would have — that | wanted him to sell the agencies — he'd say, "Well,
yeah, | wouldn't be able to do it Warren We must have misunderstood each other."
MRBHULRTEE, iths - HHBMMHEXEAER - ey, HIE, 88, FITEMBIX—
ﬁ,ﬁﬁoﬁm—iﬁﬁ%TNH%

So, we went through about three or four of those.And finally, Jack gave up and sold me the
business.

AL, BANEHTRA=ZWR, &E, RNRBFT, ERZLTH.

He was an honorable guy, because he really, | don't think, wanted to do it, but we met down at
Charlie's office at 19th, | think, and Douglas, and Jack was about 10 minutes late picking up this
7 million forNational Indemnity.

fihE— THERMRIN, ERMERN, HARINN, BEXEMY, ER(NTI19OHEEENNHLER
H, B8, BRAESTARRALIREN0DHMEST X700 EREE.

He was about 10 minutes late, because he was looking for a parking meter with a few minutes
left on it.(Laughter)
ftiRE T RA1008, EAtEEIHK—TH T/ LoHNEFITINE. (RF)

And that's when | knew he was my kind of guy.(Laughter)
MR, BIAEMIHABHA.  (KF)

CHARLIE MUNGER: But at any rate, this process is not easy, and practically anything where
you sit behind that desk and this wonderful deal flow is just coming by, you're in a very
dangerous seat.



CHARLIE MUNGER: {BXigafa], XM IREHASTS, MA/LFEROREERFEHENZRA,
XN FUWHR G RENNZRNE, RAE—TIERRBRIME.,

10. No telecom stocks, but maybe junk bonds
10 2B RERE, EAERNRG

WARREN BUFFETT: Number 7.
WARREN BUFFETT: 75,

AUDIENCE MEMBER: Gentlemen, my name is Jim Maxwell (PH).I am from Omaha, Nebraska.
AR AT, FEIUJim Maxwell (PH) . ERBEAAETINMAIRDI,

You put your toe in the water, so to speak, with Level 3 when you gave a deal, or, you know, got
involved in that deal with them.

fRATANE, SHRARIINES, (RATCUIGIRROMIEL KR, SEMIE, (125 T 51193
Do

And I'm wondering if there's anything — any area — in the telecommunications industry that
appeals to you now, or any specific company that appeals to you?
mEBBMEREREITWHBMH AR - (AT - HEBRSH, XN EEWS|ARIED
BFENE]?

Much more importantly, | want to ask about Global Crossing.They're in bankruptcy court right
now.The U.S. military uses them for communications.Data, telecommunications, or something
like that.

EEEMNRE, 85— TGlobal Crossing, I IMEELTFHK™ERE, EEEHERENHITE
5. BUE, BERMIRA,

There are two companies that want to buy their assets out of the bankruptcy court.One is a
Chinese company.One is a company from Singapore.The U.S. says, "No way, José."They don't
want China to get control of the assets of Global Crossing, mainly because of the military
security.

ARMRATBEMNBEEWLMATNE ™, —TBFRELE. —1TEXREBMINKNAE, EE
W, SRINE, AE., "L FHEPEEHIGlobal CrossingfE =, FERRANEERE.,

In the last week, the Chinese company has backed out.The Singapore company has come in
and said, "We will buy the 80 percent stake and — that is now available."But still, if that sale
goes through Global Crossing will not be in U.S. hands.

TELAE, PEASERET .. XERMIMKASELHFHRR, “BINEHL80%IARM, mH - M
HEEZA AR, B2, WREIGlobal Crossingi#{THIHE B ASEEBRAFH,

Part of my concern is, if these two companies were in a relationship that was friendly, they were
willing to be together, | could see the possibility that they would — the Singapore company
would sell, later, its portion to the Chinese company.



HIBON—EDZE, URZXMRABDLATREFNERF, IEEE—HE, HAIABERIMIIR
BEME - AT A S ERE D B ELTE RS,

Have you ever considered — and if not, why not — buying the assets out of the bankruptcy
court, which would be a fire sale?l think that would be good for Berkshire Hathaway.
BEREEZERY - WRKE, AFLA - MEFERBEEF, XBE—1HRE? BIANXIIE
RGNS B SITES =R SR

In addition, it would be good for the United States and for future generations.l would suggest
that would be your civic duty, gentlemen.(Laughter)

tesh, JNEEMEAEBEFL. FEN], BREVFERMHUL2ERE. (KF)

WARREN BUFFETT: Well, | hope | don't get arrested for leaving without doing this.(Laughter)
WARREN BUFFETT: I8, HHEEBRASENANIHEMBEIH. (KH)

I, frankly, don't have the faintest idea how to evaluate telecommunications companies down the
road.That doesn't mean | don't understand, at all, what they do.| probably understand a little bit
of what they do.

BRI, HAFRENEHLEELE . IHAEWRERRATIEEMINAAERR N, FAIER
B PRTERR B R T AR

But in terms of figuring out the future economics in that business, what they’re going to — this
player or that player is going to look like five or 10 years down the road, | simply don't know.
BREREZWVSHRRZFZELE, MIREMMT A - RTRREB T IREEBEREGARK
RAFHTF, HIREAMAIE,

And | think it’s — it looks like the people who thought they knew three or four years ago didn't
know either, | might add, but that's another question.

MEINA - BEE=FENANMNIIERABAIE, HAIESITNR, EXER—1I0

=]
i

Charlie, what do you know about the telecommunications business?
TIE, BNBEWSTRZD?

CHARLIE MUNGER: A little less than you do.(Laughter)
CHARLIE MUNGER: tbfR‘D—g,  (5%5)

WARREN BUFFETT: He's in trouble.(Laughs)
WARREN BUFFETT: @2 7 Fi., (5)

We don't have any idea.You know, if you take — pull out a name, BellSouth, Verizon, | have no
idea how that all comes together five or 10 years from now.

Bt 28R FE, REAE, NRIEELE—TRF, BellSouth, Verizon, HAFEMINTRA
FRTFEEX—YIRUAESE—IER,



I mean, | know people are going to be chewing Wrigley's chewing gum or eating Hershey bars
or Snickers bars five, or 10, or 15, or 20 years from now.

BHNEEE, BAEAMGEBRENNOEE, HBEMNLEFIRLZAE, +5, +AF, T4
Faj+ —FNFREIES = HERIE,

They're going to be using Gillette blades, they'll be drinking Coca-Cola, you know.And | have
some idea what the profitability of each one of those will be over time and all of that.

A IMERSINN A, MITEBRIOR /R, REAE, MARES T ANRINEENBEER B
ST AR,

| don't have any idea how telecommunications shakes out.And | wouldn't believe anybody in the
business that told me they knew because, you know, what would they have been telling me five
years ago?So, it's just a game | don't understand.

BAMERNA@A0E. MEBETEELABASFEMIIANE, EX, RAE, tilaFms
FTIFEAA? A, RRE2—TEHAIEREANE .

That isn't — there's all kinds of things | don't understand.l don't know what cocoa beans are
going to do next year.You know?l mean, it’d be a lot easier if | did.I could just make all my
money on cocoa beans and be much simpler than trying to run a whole bunch of businesses out
of Berkshire.

BARE - BEMBEAERNSR, ZRTMERFATESMT4. RIE? HNERE, MRKX
HHEEE 5. BAEMAENEEAEEIIEL, MARHEMNARARFE—REER,

But there’s — | don't worry about what | don't know.l worry about being sure about what | do
know.And telecommunications doesn't fall within that group.

BEEH - BNEBEOFEAMENEE, BB ORERFIAEN, BERNETX—EHF.

CHARLIE MUNGER: Mostly, Berkshire, in its history, has bought common stocks that practically
couldn't fail.
CHARLIE MUNGER: AZHIBERT, ARAHREEHE LEEWI T IFAEKRMATE BAR.

But occasionally, Berkshire just makes an intelligent gamble where there's plenty of chance of
failure, but there's enough chance of success so the gamble is worth taking.And | think it's fair
to say that telecommunications falls in that so far.

BER, BRARAZME—17E6EHRE, BEARZEKKMINE, BREEBNAIMNSILE
HES 1. MEFIARATNREIEFALLBEEWEBANEIE,

WARREN BUFFETT: Yeah.We might buy some junk bonds in that business.In fact, we have in
several areas.

WARREN BUFFETT: 28, HAIRIgEaEizWSHRME—LENIRGS, FXE, HMNELTA
[T

But as | put in the annual report, we expect losses in junk bonds.We expect, over all the
probabilities, we'll have a decent result — maybe better than decent.



BIEMBEFERSPAMR, BNTITNHIRGSHIMSH. BAIHE, EMBEFEEES, ]
BEE—TTHENER - IRt EEY,

But we do expect losses, because we are dealing with institutions that have demonstrated that
they don't have large margins of safety in their operations.Sometimes — not at all in Level 3, but
sometimes, we're dealing with managements that are quite suspect.

BEABTHESHR, BABNEES BLEIERtMTEEERRERELDLIRINMITRE

B - EEIRIRAZE, BEN, BIETVHIEIFEERIRNEE,

And | would say that in the history of Global Crossing you had that, although that doesn't attach
itself to the assets now.

mBE¥, =%, 7£Global Crossingfi[FEH, REAPEE T X—R, REMEHREEBESHINE
#re kL,

But very often in the field, when people get highly leveraged, sometimes they get tempted to do
things that they wouldn't be tempted to do otherwise.And that's happened in the junk bond field,
obviously, and always will happen.

BREXTIE, SAMPRESITRORR, BRMMIREM—LEMIAEHNEE, XER
REFENRGEOE, MESEKRE.

But that's the reason we expect to have significant losses, and actually we’'ve — they haven't
been that significant.

EZMEHRNTSEEAMKNER, ThrLBIESR - tIIHREBLEE.

We've had losses.And — but they — we haven't seen our biggest loss yet, believe me, in junk
bonds.But we'll make a lot of money out of some of them, too.

BAESH. HE - Efit] - BAIDSBEERIRNSEARHK, BEHK, EkGES, BEHA]
MEMER—ERRAIRZE,

It's a different field.lt's like being an insurer of substandard risks.You'll have more accidents, but
you can charge a premium that makes it work out.

— PN AENGE., ZMERATETRENRRIRE A, IREREEZIER, BIRATAL
VDB Dk

But our business — in general, when we buy businesses, we want to buy superior risks.

BREATLS - BRIFN, SBATWIA S, HMAFEWIESHIME,

We don't want to buy a hundred businesses for operation by ourselves, with the idea that 15 of
them are going to be train wrecks and that the other 85 will take care of it. That's not our
approach to building Berkshire.

BAEBI—BREWHBNBESIEE, tINAREFI1SRGRNKEKEZMBINGSRIG TR
XSS, FARRAVEM A=A /RN E.

Charlie, got anymore?



CHARLIE MUNGER: No.
CHARLIE MUNGER: &%,

11. Nobody can "successfully dethrone Coca-Cola"

A BE IR R AT ORI /R

WARREN BUFFETT: Number 8.
WARREN BUFFETT: 8%,

AUDIENCE MEMBER: Yes.My name is Pete Banner (PH) from Boulder, Colorado.
TR0 &8, HNBFERERTAIZMB/R1ENPete Banner (PH) ,

First of all, Mr. Buffett and Mr. Munger, most of us consider you fellows our heroes, and thank
you for that.(Applause)
BT, EBIEFREMTREE, RNARZHMAZBIANMRNZERNNIELE, SR, (EF5)

WARREN BUFFETT: Well, thank you.
WARREN BUFFETT: F#Y, it

AUDIENCE MEMBER: Yes.On a lighter note, versus the chaos —
IFRE6: 2R, BERMEVA, SREELAELL -

WARREN BUFFETT: You can stay on the same note.lt doesn't bother us.(Laughter)
WARREN BUFFETT: {RRIABER—KAF L. EFEITMHEN]. (EKF)

AUDIENCE MEMBER: | wanted to ask what prompted you — considering your general aversion
to technology — what prompted you to invest $100 million in Level 3 Communications
convertible bonds?

RS R BB —TFEHARENR - ZREFNRANEERE - B+ AaRfERIRFE1{ZETE
L3R IBIE IR HR5 55

And if | get a twofer, I'd like to know, do you still consider Coca-Cola as you once described as
"The Inevitable."

MRBEEH—TATA, HERMNE, RESMARIARFT ORI RMGIR G L AR BRAE A AT &
%,

WARREN BUFFETT: Yeah.The answer to the second one first.
WARREN BUFFETT: @8, BX&EZEE _ O,

The — Coca-Cola | think has — ever since | described it that way, in terms of the — | talked
about in terms of the probabilities that they would dominate the soft drink market and not lose
market share in any way.That they would grow over time.

FIAR - AIOR R - B MBARXM A IR - MBI i SiE £ Stum A2 AME TS
NREMGNBIA MM S . tISEEN ENERTAK.



You know, it's happening year after year.| don't think the global market share of Coca-Cola
products has ever been higher than it is now, and | don't see anything that changes that in the
future.

fREE, EEAFE—FMRE, HRTNARNTORRTRNEXTIHMELSTIE, HIAR
RERBENE,

| mean, it is a huge distribution system that has been getting into the minds of more and more
consumers since 1886, when John Pemberton, you know, Jacob's Pharmacy in Atlanta, first
served up the first one.

BHNERR, ZBR—TEARNDHEAL, B1886FR, #HRMZAVEEE BRI EXTRL,
Ziifdohn Pemberton, I45=KMNEZHARE, BERSZTFE—.

It is in the minds of people, the product, all over the world, and it — there'll be more people and
it will be in their minds more firmly.And over time, they should make a little more per drink.
EFETAM], Fm, SERNEEF - ESFEZNA, MESEMEEMFET NS
&, FEENERERS, MIIMZZB—R,

So, I don't know how in the world anybody would successfully dethrone Coca-Cola.

FRUA, BAREH R B ESAINEUHER OA /R,

12. Buying Level 3 bonds is a "bet on the people"
1219 L3R fFm 2 YA RRIHEE”

WARREN BUFFETT: In terms of Level 3, we like the people.We think they're smart people, and
they owed too much money, you know.And they recognized it.And they've done some very
intelligent things, in the way of attacking that problem, and, you know, we bet on the people.
WARREN BUFFETT: ®isE3RME, FHMERXLEA, HMPARMLIIZIRAA, MR TREZ
%, REAE, MITARE T X—=. 7T —LIEFIRANEBE, URRAX M E@NAR, m
B, fRzmaE, BAHTEAR.

Charlie knows way more about the physical world than | do, but, you know, | have yet to see an
electron.And | just have no working relationship with them at all.l can't identify with them.So, |
do not know a lot about the technology.l never would.

TELEHRETRYAME, BE, RAE, REKEFIEF, BRAZMNMBNEE[AIEX
R, BABIABMA], FA, XTI T BEAZ, BoXKEAR,

| mean you could explain it to me and | could probably regurgitate it on some test or something,
but | wouldn't really understand it.

BHNEERRMAINREERE—T, HrEsa—ElhHsiZ S5 LRERZE, BRFASHIEE
fRe.

But | think | understand the people involved, and we were quite willing to make that bet.It's of a
different sort than we usually do, but we did it and we're happy we did it.
BEERIERMILBIA, BINIFEREMEXFNET, ESBHINBEMOARE, BRI
7, BARSXBEANE T,



Charlie?
EE?

CHARLIE MUNGER: Nothing more to say.
CHARLIE MUNGER: &t AT,

13. Why Berkshire invested in Mark Byrne's hedge fund, Value Capital
13. 91t 4R F/RIEEMark Byrnefi 33 E £ Value Capital

WARREN BUFFETT: Number 9, please.
WARREN BUFFETT: 1E%4395.

AUDIENCE MEMBER: Hi, this is Steve Rosenberg (PH) from West Bloomfield, Michigan, now
living in New York.

iR 18, XEZERMAETSHIFRBOEFXRTHRMES (PH) , IABEEAN.

Mr. Buffett, the values that you and Charlie stand for and your supreme integrity are an
inspiration.Thank you both for serving as such exceptional role models.

E3EERE, BMEEMARNMEMUARBES T LAREE—M R, BSEIENXENYT
SRIERE

| have three quick questions for you.The first involves Value Capital — (applause) — L.P. Your
preliminary FIN 46 disclosure appears to indicate leverage employed of roughly 20 billion in
assets, 60 million in equity, or 30 to 35 times.

BE=TRRE@E, E—NTRMESS - (EF) - LPEYISFIN 461K EMNFRIBITITER
T#92001Z2E 7=, 6000/R%MX, I0E35ME,

Without revealing any proprietary strategies, how do you derive comfort from this investment
given your aversion to risk, other highly-levered partnership blowups, your enthusiasm in
shutting down Gen Re Securities' black box activities as soon as possible, and all of this,
asidefrom the fact that it's less than 1 percent of Berkshire's equity, and that Mark Byrne is
running it?

ERBEREMUERERBNERLT, BUQINIMRFFRERRE, BAERENR, HthsE
A EEEXRRIBR, BXRIRXMGen Re SecuritiestI BFETENAIINE, UNAEIXLE, [
b2 ELE, ERFMBARABRATRNNI%, FRABREELREE?

My second question involves manufactured housing.Can you comment some more on your
enthusiasm for the underlying economics of the business, given what appears to be a
commodity product with a high level of seller fragmentation, over-capacity, and large blowups
on the financing side?

BHEZNOIEREERE . S ME SIS ENEWBELFZNMNE, BREUZE
—MEmrTm, EPEMTSKFNZEADE, FEedRMRRES ERIASIEE?

And what advantage — even if Berkshire's advantage is in the financing, why not stick only to
the financing and not the manufacturing?



BB AME - MERRHRNMBETHE, MMTAFBFREMAZHIE?

And my final question involves the gains on securitization that you see in that segment.

BHRE—T RS RIEEZE D miaF ARSI,

Does the preponderance of gains reported indicate a mispricing of credit risk somewhere in the
chain, perhaps analogous to the disconnect you were talking about between triple-B and triple-A
spreads in the synthetic market and in the bond market?Thank you.
BRENMNBNEEERAPEPELNEANEEREN, WITFERUTEESHHZIRFHEH
=B =AZM Z B T? HE,

WARREN BUFFETT: Why don't you elaborate on that third point on securitizations just a bit
more?I'm not sure | totally have your point on that.

WARREN BUFFETT: A ATREFMRIZIAXTESMHHNE=R? I HERESTEIERIR
E’\]ym/\ﬁ\\o

AUDIENCE MEMBER: Just the fact that usually you see gains rather than losses on
securitization —

TR0 BEMREIESCHNBEMAZIRK -

WARREN BUFFETT: Oh yeah.
WARREN BUFFETT: i, 28,

AUDIENCE MEMBER: — all the time.Does that indicate that somewhere, when you're slicing
and dicing it, someone is paying too much, not taking the credit risk into — not valuing it
properly.

IFRER: - FiENE, XESRBEETMS, SEOIMDIEN, EALTERS, MAE
EBERANRK - 28 EMTEE.,

WARREN BUFFETT: Yeah.OK.Three questions.
WARREN BUFFETT: M, . =afa,

Value Capital is run by Mark Byrne, as you mentioned.
IFUN{REFIEZIARY, Value CapitalfiMark ByrneRE,

We've made a lot of money with the Byrne family.We made money with Jack, and we like Mark
and Patrick, who we know — Charlie and | know very well.

BA15BymexIEH T RS, BMANTGRE, HIIERDRMBTER, BINE - SR
AR THE,

And Mark is a very, very bright guy who runs what is, in effect, a hedge fund specializing in fixed
income-type securities around the world.

DRE-TEBEBEBRNA, ZIFER—RETMNEZREE R EIESXITEE,

And Mark and his family have significant money of their own in Value Capital, but we have 95,
or so, percent of the capital in there.And we do not in any way guarantee their obligations.



OEMthAIZR A7EValue Capitalifi B AE RS2, BRITAEB%EANER, BIAUMEGAAR
RIEMEATAIN 5,

Mark operates with a degree of leverage that is less than most people that operate in that field,
but it's a lot compared to the way we operate at Berkshire.
MarkiUtTHRRERFTASHEZIIZENA, ESBNEH=A/RSZEHIVEL, ENEIN
HERRK.

And that's OK with us.We wouldn't do it with a hundred percent of our money.We wouldn't do it
with 50 percent of our money.But we think it's a reasonable business, as run by Mark, as long
as he's got a lot of money on the downside as well as the upside, which he does.

XNBA VRO, HAIFAERBED ZBNEFRM. FIAEH50%8KM. EERIMANXE
—INREMSS, ENDrMa0AiE, REME NI LTHAEHEABBRSZH, tMMEXAM
.

And he's a very decent guy, in addition to being a very smart guy.So, we're comfortable with
that.Ilt may have to get — the figures may have to get consolidated in our balance sheet.
mEtE—TIEEARANA, BRTE—TIERRANA, FIX, BIIRBEREE. ERELAE
2 - XEIEFT LT BANRI B~ R PRI EINE

We disclose them all now in our first quarter report.You will see them set out.And, in effect,
we've got 600 and some million, a couple hundred million of retained earnings that Mark has
earned for us, and we feel quite comfortable with that as an investment.

BIEAEE —FERSPRETXEEFR. MeBEMIIEART. ME, XL, HIEZIR
18 7600F1/LE A, MarkREf1miE T JLIZETMNARDEBAN, BININUERIREREIEES
.

We do not regard it as a business part of Berkshire.The consolidated financial statements may
make it look like we do, but it is not.We are a limited partner.We have a corporation in
between.We have no guarantees of anything they do.

B MANERBERAERNBULED . EHUSIRKRATESEEAN]—1F, EFLHIFWMLL, Fefl]
BEREMAN. BMIZBBE—KLQE, BANTEFRIEMIIFAE—],

And we're very happy with Mark running that piece of money, even though he does it, as you
say, in fixed-income strategies that involve a lot of — they involve derivatives, they involve
borrowed money.But I've looked at the positions and they all make sense to me.
MEBNINSREGTXEHRRIFESN, REMIE, ENRMZAERE, BFRAE/IEER
mRlg - NS RITEm, EMPRERNE. BERETEXEME, HIINKHBEREX.

And they would make sense, because Mark is a very smart guy, and the money means a lot
more to him than it does to us.So, we feel OK with that.

MEMINEEENX, BADSRE—TIERRMANORN, XEEMMKIREIRELENHNIES, A
BA, BAISUERREHE.



We don't like the idea of consolidating, in the sense that we don't think it will make — we think it
makes our figures less representative of what's really going on than the way we handle it
presently, but the rules are the rulesand we'll do what they say.

BAAEREHNEE, ABITANEARSTENEX L - HATARNEERNNEFEENN
AEAEERNAABFERRELER, EMUNENNBENSRBMNNERITE.

The second point.Charlie, do you want to comment on Value Capital at all?
F_m, B, HEXValue Capital’k RiFiLN5?

CHARLIE MUNGER: No.
CHARLIE MUNGER: &%,

14. Clayton Homes is "class player" in manufactured homes industry
14. Clayton HomesZ#li&E W RET W “RAIS5E”

WARREN BUFFETT: OK.(Laughter)
WARREN BUFFETT: #F89, (5%8%)

The second.Manufactured housing.You know, it is — | mean practically everybody in
manufactured housing is losing money now, and Clayton is making money.

F£, HIiEREE. RAE, ER - BNERR/LTMETIEEBNAIERENEE, FRBIERE
ML

They've had much sounder policies, in terms of how they've operated over the years.

MBERNEEANMES, MNNBEREMEE.

One of the things they do — most of their houses are sold through their own retail units.They
have about, | think, 297 or so retail outlets of their own.And those managers are on a 50/50
profit split, basically, as | remember it, with Clayton.And they're responsible for all of the paper
they generate.

i MR — 14 - IR AE D EEH BRI MM ESNTERULEN., FIARMI1HEF297
REANFTEE, BLEZIEAFFEHITS06009FEDE, EARL, MEHKICHIE, 7k
Wi, mEAISHBIIERAIFRBEIEX AR,

So, unlike what was going on a few years ago in manufactured housing, where a manufacturer
would sell a house, maybe a floor plan, to a dealer.And then that dealer could borrow, maybe —
if | he got some kind of a purchaser on the note, maybe 125 or 130 percent of invoice price, if
he could just create a warm body out there someplace that would give him some apparent down
payment.That situation was just built for disaster.

Eit, STEMFIENEREAE, fEHcsaKFmtERE, hIFETER. AEBIMEZHED
FILMEE:, 1T - IRBRAERFELBEMWIE, TREAENTEAN125%81130%, Rt AT
FEEM A RE—RENGEK, BBREAth—LRENENR. XMBRRIBRAREME,

But at Clayton, the profit or loss off that person who buys the product goes till the obligation is
fully paid for.



BEFEN, WX mIANTERSREEFEZEZNSZEEHZ,

So if a dealer takes inadequate down payments or sells to people he shouldn't be selling to, it's
going to be his problem, and he's going to get the repo back.He's going to have to sell it
himself.He's going to get the loss on the paper charged to him.And that produces an entirely
different kind of behavior at the retail level than occurred with many of the other manufactured
housing manufacturers.

Eit, MR—TZEHEEAENENSERAMANIZEZNA, BREEMER, tgSULEm
1, A EFAECSEEE, tEEREINS LKREIREL, XETERETETSIFZEHMFIE
B EHEBAENTA,

But it's not an easy business.It’s — Clayton does it the right way.And in fact, if you read Jim
Clayton's book, he will — he tells in there about the time he bought his first home in Indiana.And
he tells about a little of the funny business that went in, in terms of how the manufacturer
behaved.
BXFAE—MHEZNE, X2 - mRENERNAIVEE T, FXE, MRREISETREN
H, e - EBERHRMBEENE RPN LE—ERFRINTE, MEIERNTRAARHRT —
LRSS,

And he described some of the systems that people use to gain the financing.And those activities
are coming home to roost in a huge way for both the manufactured housing companies and for
the people that finance the retail paper.

bR 7 AMNARREREN—E RS, NTHELNEEASMATERBIRHEZAIANE
W, XEFEMEFEUERNAINHET,

Clayton did it right, basically, and they'll continue to do it right.Even so, there is such a stain over
the whole manufactured housing industry, in terms of financing, that even — Clayton is the only
one that has — is able to securitize.

FESRIE AR ISR, IS4 Mxd, BMEMLE, EmELHE, BIEEWERITWANAEFE
XAFRYS R, BMEsE g —— T e IEFLRIA.

And, as | said earlier, they cannot securitize to the extent — without us — they wouldn't be able
to securitize to the extent that they could have a year ago.

mEe, EMFEZBIMR, PN EE—ERE LHITIESMN - IREEEHA] - 1M ITIEIER{L
I—FRIBERBIESHIREE,

It's an industry in big trouble.l think we'll do fine in it, because | think we're in with a class
player.l think they've got these systems in place that have the right incentives, which you need
all the way through the system.And | think Berkshire will make them even stronger, because we
will not securitize.We'll keep it for the portfolio.
XE—TEARZRTIL, BEENFMERY, AARIESHNM—TRRGEE—E. A
RNEMELZKRBTXERS, XERFABLERA, BFE—BHEBIRS. MEAFKIANHER
RIRFLMMNTFERK, ARRNARUESE, BINSEEELREAS.



The gains on securitization — the point you made is essentially correct, that some of the —
when you see a company with lots of gains on securitization, you ought to get a little
suspicious.l don't want to get into more detail than that because it's an accounting question.
BRI - (AR EAER LR IERN, B - SR —RATFEUESHHTEHBERSZ WG
AORTR, 1RR1ZA RMAEE. BAEBRANTRESHET, BARXZ—TRITER-,

Charlie?
EIE?

CHARLIE MUNGER: I've got nothing to add to that, either.
CHARLIE MUNGER: 8B E@+h7,

15. Goodwill impairment charge not needed for Gen Re
15. Gen Re A HEFE R T

WARREN BUFFETT: Number 10.
WARREN BUFFETT: 3104,

AUDIENCE MEMBER: Phil McCaw (PH), Warren, from Connecticut.
IrAx: SREESEINEMAYPhiIl McCaw (PH) , Warren,

Could you comment on Gen Re and goodwill impairment charges since you purchased it, and
how it's evolved in your thinking, and if it even became a part of your thinking?
BAIABME 2 FiTiEGen RefIFERERERH, UMKERNAEENBRLETLREN, EERTK

WARREN BUFFETT: Sure.The question is — relates to the fact that, if you buy a business at a
price over tangible assets, that you set up a goodwill account.

WARREN BUFFETT: #f#Y, [B)@2 - PRZF—1TFEL: WREBUBEETRMSWSEE,
BABEL T —TEEIKF.

And if at any time in the future that that goodwill becomes impaired, you should, and must, if the
accounting is proper, run a charge to reduce that goodwill item.You run a charge through the
income account.

MR R ZEEZERE, BAzmBLTMNMREITSIE, MBI EEE A LU
ZEEMR ., EZRAKFHITIE,

We have a large goodwill item for Gen Re, because it was the biggest acquisition we ever
made.We paid substantially more than book.And the question is whether that goodwill is
impaired.

Hf1AGen RelRft T AERREDH, FHARXEHNE LUKREARNEE, HAISTROFRILES

1%, MERXMERRLSRIME,

And certainly, if the operations of Gen Re of the last couple of years — not including this year —
but of the years '98 through 2001, more or less, were representative of the future, you would



say that there has to be a biggoodwill charge there, and | would agree with you.
S, MRIEE/LENGen RelIGlE - FEFESE - (EEMISEERI2001F, ZEMEERK
MR, MRWATE—TARNAENER, BHEEMNER,

| think that as Gen Re is operating now, and had the capacity to operate — and it's being
realized now, thanks to a couple of great managers we've got there — | think that — | personally
think that Gen Re is worth more nowtoday than at the time we bought it.And | think you will —
its float has increased substantially, and | think that you will see the float turn out to be cost-free
over time.

FiAN, BT Gen RelEEHEEE, HEREENIEE - MANGEEEXIMT, BiS/LAHEARNEZ
BA, BIELXHT - HIAR - B AINNGen ReMIEEEESSKEBNINIMREES ., M
BEIANFIRE - ERNFIEAIEEMN, MAFRIANEENENETRE, (RRRIXMENREER
{0

One thing | should have mentioned, actually, is — and | looked at a draft of our 10-Q.We have
to — | think we should put this in there.We — Gen Re, up until this year, was discounting
worker's comp reserves at 4 1/2 percent, which was not conservative.That — we inherited that
situation.

SEfR b, FMNIZREIN—HEE - BEE T10-QNERR. F1AM - FIARBENROZIEE R
B, 3f1-GenRe, EISERNIE, BIARIMRERITINNA 1/2%, ZHNERT. BB - o140 %
T IXMIEMR

But we have changed that to discounting comp reserves going forward at 1 percent.So the
accounting is more conservative going forward now — 2003 — by a fair margin, than it was in
prior years and in a method we inherited.

BERIMNELRTTEX—R, BIMEEEE %NERERN., BLb, IMENSITEE2003FEEM
R5F - BRI VEMBA IR RN IEE LT,

So that the figures you see would be somewhat better if we had continued the old discounting at
4 1/2, rather than go to the new discount rate.And in the draft | saw, the 10-Q, that wasn't in
there.l think we should get that in there, [Berkshire CFO] Marc [Hamburg], while | think of this.
Eitb, WRFATVLLEEN4 1209 BTN A A ZNFAITIIR, BAREINRFEETF—L, &
BEIMNERES, 10-Q, BERE. HEBENNZENE, (ARAREREUSEIDRIXE], M
BRREIX—,

Charlie?
E1g?

16. We "deplore solving operating problems by accounting maneuvers"
Bl “EREE STHEERIR R EL)E”

CHARLIE MUNGER: Yeah.That accounting issue is of a type that is very common within
Berkshire.We are so horrified by the terrible business decisions we see made all around us by
people who are relying on over-optimistic accounting, that we tend to almost reach for



opportunities to make our accounting very conservative.Way more than other people.
CHARLIE MUNGER: 28, XM R@E T HRA/RENAIKE, BAIXMKHEERMS1T
A AP AOFBRERYRE R R BEIFFEEIR, BT/ L FIENSERMNNRITAERRST.
ALEEMAZ,

We think it protects our business decision-making, as well as our financial integrity.

BANARE R BARIPBATTRIAL S5IR R A K B A 090 S5IAE

| don't know why we ever got into this business of trying to get the accounting result as close to
the chalk as we could possibly get it. What is wrong with the world when everything is a little bit
under-reported?l mean —

BB ABATANRZTN S, REILSITTERRAIEEEME, Hi1AIERETE. H—1)
HIREN B, HRETHARR? ZHNEEE -

WARREN BUFFETT: Yeah, generally people think that reporting, you know, and transparency
and all that, has improved over the years.And | felt much better working with the financial
statements in 1960 than | feel working with financial statements in 2000.

WARREN BUFFETT: 289, BEAMTANRE, RAE, EREMNMEXLE, STERMBML
&, RS 1960FRINSSIRARLE2000F IV SSIRKREL .

And, frankly, in many ways | thought they taught me more about what the company was really
about than the current ones do, even though there was far less detail.
me, EXRiE, ERZ2ALHE, HAANBETREZXTASIEENARATMARMENA

B, REATEIRS,

And what we really deplore is solving operating problems by accounting maneuvers.
MmEAE ERRSR IR E BT ST R RBR RO,

And, you know, Gen Re had some problems in the mid-'80s, when everybody did, and they
went to discounting their worker's comp reserves.And they — you know, it was a quick fix, but
it's like heroin.And you get on it and it's not easy to get off.

FH, RFE, Gen RefE8OFNFHIER T —LLm), SWNBMARXEFEMT, HEMIIFE
TR T ARIME RS, ] - (RANE, XR—TIREBRA R, EEMEEEE, REFE7T
E, ATESTE,

And we — Charlie and | have seen that time and time again.People that think, you know, trade
loading, whatever it may have been, they think they're going to solve something by paying
accounting games.

Bl - BB —RNX—RMEERT . BBEINR, RAE, KSMBHIA, TIREEMA, ]
ARG BT ST S 1T SRAR R [B] R,

And they're encouraged by their CFOs sometimes and frequently they were encouraged by their
big-name auditors, in one way or another, to really play with the numbers.

BN SWAINE RS ERR, EERMNNARRBNEITIMERA, BOXaAiH
AREIEREMIIRIER.



And it catches up with you.You might as well face reality immediately, and take whatever
operating steps are necessary to solve problems.Or, if you can't solve them, just give up on
them.

EHEETIR, ERGIUENEXINE, FHRE—VIDENRIESERBROIR, E, WRIRTE
frel], MEEel.

But whatever you do, playing with the numbers, it never works, although | guess if you're 64 1/2
and you're going to retire at 65, it might get kind of tempting.(Laughs)

BRIEHRHMt24, HF, EBTERN, BARBUNRIRESS 127 BIRGE655 BIK, EF
BESAERBA. (X)

17. Munger on recognizing "bullshit earnings"

17. = FNEIFWN”

WARREN BUFFETT: Number 1.
WARREN BUFFETT: 318,

AUDIENCE MEMBER: Good afternoon, gentlemen.Andy Marino of Chapel Hill, by way of
Boston.
IFARE: FFE, FTEl]l. BE2LUNZESEE, @R,

You have argued against the use of alternate measures of profitability, such as earnings before
interest, tax, depreciation, and amortization, as measures of business performance.

BREREMBANER, FIOFS, HB, FIBNMEHENNKE, FRSEREEERE,

At the same time, you have frequently cited the incompleteness of generally accepted
accounting in reflecting economic reality for some businesses, implying that there are some
necessary and proper adjustments.

SIEER, (REEREEBEZNAITERRELRIZFI
EMESAE,

o

PR, BRE L

Beyond what you recently described in the annual report as the folly of omitting depreciation,
could you elaborate on your thoughts on other pitfalls of alternative financial presentations?

fR T BRI EEEERSPHEANSBTIBNREZS, EeEIF@EiRRARX Hih i SR SHEME
BHAYEIENG?

Is EBITDA, in your view, just too often used as a shorthand for cash flow, or is the entire
concept of recasting accounting data a suspect exercise?

EBEK, EBITDARSZXERBFIEZRNEES, ERERSITEFENE MESE —MrI &9
1TR?

And which revisions might be appropriate, if any?And what might be viewed as red flags?And
does it matter to you who is making those adjustments?Analysts, investors for their own
purposes, or company managements, in terms of how that information should be viewed?



IBLEASIT R RERE S, WMRBRNE? T ARTERMNLIE? BBEEERITHBNARTER?
2N, REENTEHCSNEN, TERIEEER, NZMAEGFTXLERER?

WARREN BUFFETT: Yeah.We regularly told you, for some years before the accounting change
was made here a year or so ago — we told you, you should not count goodwill amortization.
WARREN BUFFETT: 28, HMIZEHIFIR, EAAN—FRFITREZRIR/LE - 1SR
R, RARNZE FEERMEHE,

You know, it was required under GAAP, and we, obviously, complied with GAAP, but we told you
every year, virtually, that | can remember, we said, "This is not really an economic expense."
RENE, RIFZEBASITEN, ERVEN, MARMNEREST TEZEBRAKITHEN, BEA]
BE#HERIR, HiLE, HMR, XFA2EENZFAXZ. ”

And we ignore it in our own calculations of earnings, in terms of what we will pay for
businesses.We don't care whether there's a goodwill item or not, because it's immaterial to
economic reality.
BAEECHIRATTEFRZR T X—R, MBIIEABWSINERMNS. HMITAXOEEFE
BEDE, BEAENZFMIHITEE,

So, we have been quite willing, at Berkshire, to tell our own owners to ignore certain things.And
if they disagreed with us, they could look at the GAAP figures.But we felt they were getting
misled by looking at the amortization of intangibles.

Eit, BHEFERERERSBEFRBINNEAZBELSE., ARMNAEEIA], MBMTUE
BGAAPEUE., (BEATIAN, BIMBLEETOME, MIISKIzS.

That doesn't mean we think all intangibles were good, but we just — we did feel that that was a
— that was an arbitrary decision that didn't make any sense at all.
BEAAREEREBNVANMBLEETHBEEFN, BEERMNRE - HMATINAXZE—T - X2—T
ERRE, TERBEMUEX.

And we felt — obviously, as we've talked about — we felt the crazy pension assumptions have
caused people to record phantom earnings, in many cases.

mBEBANRE - 22, EMFATFMXZIRIAEE - BONRRRIENFEZBRRELSRAETFZ
185 FIER LI

So we're willing to tell you when we think there is data that is more important in economic
analysis than GAAP figures.We'll talk to you about it.

Eitb, HEAVAARELFT O BELECGAAPEIEEEEMNEREN, BIIRESFE. HNSMR
WIKIXE,

Not thinking of depreciation as an expense, though, strikes us as absolutely crazy.

M, FARARIFIBEN M, IERITBREERIT,

| can think of very few businesses — | can think of a couple — but I think of very few
businesses where depreciation is not a real expense.



B A AERRDA R - FEERRR]—XT - BERBRDEINIBAZRERBRIEI,

Even at our gas pipelines, | mean, you know, at some point, A, they'll need repairs, but beyond
that, at some point they become obsolete.l mean there won't be gas there 200 years from now,
we know that.
BMEAEBNNRASEE, BNEEZ, RAE, EXENE, A, tIFEBE, EfRLttz
b, ERERE, EMELEINT., BNERE, MENE200FEEHZBRAS, HiIME.

So, it — depreciation is real, and it's the worst kind of expense.lt's reverse float.You know, you
lay out the money before you get revenue.And you are out cash with nothing coming in.

FREA, E - TIBREXRY, MEXESERN—TTER. EREERN. (RAE, EIRIREFERAZ
HI, IMRIEHFER, RIRBEAHANE.

And depreciation — any management that doesn't regard depreciation as an expense, you
know, is living in a dream world, but of course they're encouraged to do that, you know, by
investment bankers who talk to them about EBITDA.

I8 - HERRITIEMABERNERER, et EE— 2Rt RP, E5, thIIskhAE
511X ICEBITDARIIR F IR TR IXIE M o

And then, you know, certain people have built fortunes on misleading investors by convincing
them that EBITDA was a big deal.

ARG, RENE, R ABTIRRMITANEBITDAR— MK, ELEIRSRAEFEELT
TE,

And when we see companies that say, "Hey, we don't pay any taxes, you know, because we
don't have any earnings for tax purposes, and don't count depreciation and all of that," you
know, that'scoming — in our view, many times that's coming very close to a flimflam game.
SHMNBEIRENN: 1B, BAIASHEAHRNK, RAE, BABIMIKEEEAHREIIN, BEFITE
wIBMAAEXLE, "RAE, BREEMGEIR - HA1EK, RBMRIFERE—TAEIFANEX.

You know, | get these people that show me — you know, they want to send me books with
EBITDA init, and | just tell them, you know, "I'll look at that figure when you tell me you'll
makeall the capital expenditures."

REANE, FILXEEALIE - (RAIE, 8L AIZEBITDARNS, HEIFMiM(], RIAE, “H
MERKIRSHMAR R, BREBBIRTAYMAENGEARZL, “

If I'm going to make the capital expenditures, there's very few businesses where | think | can
spend a whole lot less than depreciation year after year and maintain the economic strength of
the business.

MRBEHITEASZH, BIANBRAINEELEFE—FHORIBDEZNWLSE, FHRFWSIENT
ZH,

So | think the EBITDA has been a term that has cost a lot of investors a lot of money.
FINHIANEBITDA—EE—MERSRABLRRSHMARIE,



You saw it in the telecom field.l mean the idea — they were spending money so damn fast, you
know, | mean they couldn't have it coming in the door fast enough from investors.
MEREFEIFER TE, BRNEREXMERE - tIENEXRT, RAE, BNEREMIIAR
BElLIR R & R ISIRIMIA],

And then they pretended the depreciation was not a real expense.That's nonsense.l mean it
couldn't be worse.And a generation of investors where sort of brought up to believe in that.
REMNERREREAZEENSER. BBEHR/\E, BNERREASER. mM—KREENE
EX—R.

We, at Berkshire, will spend more than our depreciation this year.We spent more than our
depreciation last year.We spent more than our depreciation the year before that.You know,
depreciation is a real expense, just as much as, you know, the expenditure for lights.

BIMER &G RSFN BB EATRITIE, BAEXEFIEEE T EAIE, si—FE3AIN
hIREBE T EARYITIH, RAE, FIRE—MEENSER, MEITRSZE—1FZ,

It's not a non-cash expense.lt's a cash expense.You just spend it first, you know.| mean the
cash is gone, and it's a delayed recording of cash.How anybody can turn that into something
they use as a metric that talks about earnings is beyond me.

EAZIFMEZ L, XRMWEX L, RAE, MREREE. BNERRIEERER, XEM
EAIFEIRICR . A AH AT LU E A A IR EXIC I AVIE R R FE 8 I AT

Charlie?
E1E?

CHARLIE MUNGER: Yeah, | think you would understand any presentation using the word
EBITDA, if every time you saw that word you just substituted the phrase, "bullshit earnings."
(Laughter and applause)

CHARLIE MUNGER: E8), BEEBRSIERTA{EREBITDAX MIARNERXE, MRIRBRE
2XE, (RRFEBARIERNXMERAE. (KENERS)

WARREN BUFFETT: | knew he'd do it sooner or later, folks.

IAMEEFESF: (AT, FAEMIRERXEMA.

CHARLIE MUNGER: And the man —
CHARLIE MUNGER: B A -

WARREN BUFFETT: He made it through the morning, but never all day.(Laughter)
WARREN BUFFETT: fih&8 E5ERT, EMFRE—EBR. (5KF)

CHARLIE MUNGER: And the man asked the question also, says, "What remaining big
accounting troubles exist?"
CHARLIE MUNGER: B MBEAtETXNEA, 7 “EEFREMLERNEITE@?



The real lollapalooza is pension fund accounting, and, to some extent, post-retirement medical
liabilities. Those are horribly understated now in America, and they're very big numbers.
EiFMlollapalooza@sFEE R 1T, HEEEMREE LERMNGEETRE. BEEEENEIERE
KiE, MESEIFES,

WARREN BUFFETT: I've looked at financial statements, and you've seen them too in the last
few months, where companies are recording pension income in the hundreds of millions, while
at the same time being underfunded in their pension plan in the manyhbillions.

WARREN BUFFETT: HEEMSREK, SX/LTRIREEIEAN], ABIEEICREUCETHIF
E2BN, ENETFSAERNEBRREITREER B TCET,

And, you know, they just aren't facing up to reality at all, and they don't want to because they
want to take the hit.And they’re this — you know, it's the same mentality as stock option
expenses.

HE, RxnE, IIRARAENIME, MIIANEREAMITEEZRNITE, HIITMEXME - RA0
B, X5REENERZ—HFRILE.

And they are paying people with stock options.But, you know, we pay people with cash
bonuses, and | suppose, you know — well, it isn't really true, but we might like it if we didn't
have to record cash bonuses as an expense.l mean it's a way we pay people.
mBMIEEAATRERERN, B&, FAE, BMRAIIMERE, &, RANE
I}, XTEEN, BNRBAITDEMERZICRAER, BITEESER. HNEEEXZE
1ML ANB I,

£5%

And you can say, "Well, why don't you put it in the footnotes and leave it out of the income
account like they do with option expenses," which is a form of compensation, too.

mBReI AR, “9FIE, RATATEERERER, HIEEBEIRAKF S, MEIEDZER—
¥, "Xt —MIMEE .

But the — you know, the answer is that a bunch of people who cared very much about having
their stocks float to unreasonable prices, at least in our view, found they could do it a lot easier if
they didn't count compensation expenses.

B2 - fAE, BTXRE, REAEEXOLILMNOERZZDAANSENNTE, EOERMNIER,
i &M MRENT AT EREER, IIAIUEEERS.

And, you know, why not put all expenses in footnotes?Just have an item there that says "sales"
and then have the same figure for net profit. And then just have all the — (laughter) — expenses
in the footnotes, you know.

HE, RxE, ATAFNEMBRRBEHNEREF? RZ2EREE—HBIRHEE", AEEHE
BERVEFENF ., AR, RBHEMA - KF) - BRI,

And people with a straight face, you know, say, "Well, it's in the footnotes, so therefore
everybody knows about it and we don't have to count it — put it in the income account."



fRAE, AREAEEEEANAR: 98, XZEMEFR, MAUSTAHMEE, BIIRMEET
BER - EERERAIKF S,

It's amazing what people with high 1Qs will do to rationalize their own, you know, their own
pocketbooks.

LARGNZ, HESERNAZHESEANSS, LURMNBECSHNEE.

And Charlie has another explanation for why there's been this denial of the reality of expense —
option expense — in terms of people's ego getting involved with their own records.
TETES—WERE, MAMNBESS5ECNICRMS, NMTASHILXFI R AISLAIEL -
HATNBEH

You want to elaborate on that, Charlie?Don't name names.(Laughter)
RIQIF4MIZRE, BE? ~AEomR, (£5)

CHARLIE MUNGER: No, I'm so tiresome on this subject, and I've been on it for so many
decades.
CHARLIE MUNGER: A, EXXMEfIEERE, MAKELZXAZET,

It's such a rotten way to run a civilization.To make the basic accounting wrong is very much like
making the engineering wrong when you're building a bridge.

XE—MEITXRENBERA . FERASITHRRFEEENUTERENRNELRIRTER.

And when | see reputable people making these perfectly ridiculous arguments to the effect that
it's unthinkable that options be expensed.

SBEIFEENAMEXEIFERBIOICIEN, INVETERZFAIER.

WARREN BUFFETT: Or it's too difficult to value them.
WARREN BUFFETT: S{ZEEREEEMEL .

CHARLIE MUNGER: Well, because it's too difficult to value, or God knows what reason.
CHARLIE MUNGER: 12, EAERMEGMN, EBRAMEZMTARRA,

And a lot of them are people you'd be glad to have marry your daughter.(Laughter)
HPRZABRIRREXBMRILBOA.  (5KF)

WARREN BUFFETT: Yeah, because they're rich, for one thing.(Laughter)
WARREN BUFFETT: 28, EARftIER, —FHE. (RF)

CHARLIE MUNGER: Yet, the truth of the matter is they're somewhere between crazy and
crooked.(Laughter)
CHARLIE MUNGER: AT, FEMNEEZMIINTTRINESZE, (55)

WARREN BUFFETT: Put him down as undecided.(Laughter)
WARREN BUFFETT: &R, (565)



It’s really astounding.The interesting thing is, of course, now, is that the four auditing firms left,
what they call the Final Four now in the auditing — (Laughter)
XENSAEIR. S5, GBNE, MERHNXEITASBAT, MIIIEMRZVEITAIIE -

(5:7)

They have now — and listen, I'm glad they did it, too.And | tip my hat to them for doing it.But
they've now said that they really do think options are an expense.So this is —

i BENEESR - HEMIT, BRSMMNIBXIFEMT . BatiIuFEoXtFM, EMi1REiii
MHASSIAIRER —M . AUXE -

You know, it kind of reminds of you what happened during the Reformation, isn't it?You know,
when you'd have these places sway back and forward, you know, as they get carried by one
argument or the other.

RAE, BEARILREENEMERENSE, TE1E? RANE, SIRibhXEtSRIEHEEN,
REE, AR — MRS —MERFIE,

In fact, | think there was that famous vicar of Bray who would swing from Catholicism to Luther,
back and forth, as this little town went back and forth in Germany.

EXE, BANABITERMERTSMRELRZIRBRE, XTIVEEEEREAHME,

And finally, the townspeople gathered and they said to the vicar — they said, "lt's
understandable that we're confused by all that's going on in theology, and we really don't know
much about it, and so we swing back and forth."

&E, TRRE, MIT¥m5R - ik, “BON\MERRALEN—DRIIERK, HMNENTX
THRE, FAABAIREENZ FTAIERRRY,

But they said, "We find it a little disgusting that you, a man of the cloth, would also keep swaying
back and forth."And they said, "Have you no principle?""And he said, "Yes, | have one
principle." He says, "It's to remain the vicar of Bray." (Laughter)

BEAMA11R, “BREERLAFRNZMR, —TBEANM, BERNMEHREIEE, "]

W YRIRBRMG? 7“4k, "8, BE—TERERN, ik, XEREERSERIm, © (K

=)

| think we've seen a little of that in the auditing profession, but | think they've actually found the
true religion now, so | don't want to sit here and criticize them.
FIANBMNEFRITRWFELEE 7T —=, BEIANAMNIMERSHRETEENTE, FIMEAR
BALTEXERITEAN],

But, you know, you now have four firms that lobbied against options being counted as an
expense in 1993 that have written the FASB and say that options should be an expense.

B2, REE, MMEENRLASFERINIEI1993FFHITNERINAR, XLE/NF)RE TFASB
HiREmA ZE —E5 R,

And | don't know how in the world something could have not been an expense in 1993 and be
an expense in 2003.



MEFRAER R LB ARAE1993F I e~ E—ERAMERE2003F 2 —E%H,

Certainly didn't apply to utility bills or, you know, raw materials or anything of the sort.But that's
the human condition.

HARATERTKEERE, HEMIME, RMRSEARLNERA. BXEALRIRL.

18. No comment on "opportunistic" bond strategies

182 AL N E X HFRE

WARREN BUFFETT: Number 2.
WARREN BUFFETT: 2=,

AUDIENCE MEMBER: Yes, hi.Sam Kidston.I'm a shareholder from Cambridge,
Massachusetts.| have a couple of quick questions for you guys.

IFRE0: Y, 18, ILIBEEEN, RESFEEEMIUFIRER. TR/ ERMNEMLEIR
17,

First of all, other than your general criteria for investing in any company, what are your criteria
for investing in banks?And has your general view toward investing in banks changed over time?
B, RTERFECALSEIN—MINESS, BERITREANTERTA? BNRITRENSRE
LA SEEREmINEE?

Second question would be, in terms of a discount rate, do you feel it's appropriate to use your
cost of capital at the current risk-free rate?
FETEEE, MEMEmMS, BINAUSRITXREHRERTNERANTEETE?

And then in the past, you've mentioned that you do some sort of pseudo-bond arbitrage, and
would you please specify what types of trades you do in this area?

REAEIE, MELRIUNME T EMAGSEN, BRERREX T IEMH A KENKZH?

WARREN BUFFETT: Oh, you would like our buys and sells for Monday morning?(Laughs)
WARREN BUFFETT: i, {RI87ERA—R LWXMHEE? (5X)

We don't — we're not going to talk about specific strategies that, you know — we obviously
they're profitable or we wouldn't be doing them, and we think other people might copy them if
we talked about them, so—

BATRZAE - BATABICEMRRIRE, RAE - BNEAENEEFAER, HEHNIAS
XA, BATARMRIEATRICEN], HittARTEes=EHIE(], AL -

And we have pointed out, incidentally, and we will continue to point it out, that there's not a long
life to these bond strategies.That doesn't mean we might not reemploy them when
circumstances called for it later on.

IffER—T, FNEREL, BHAIBHREREL, XEGSFRBPUFGHARK, IHTEERERKA]
AR SEUEFENER TEREREN.



But they're not like earning money out of See's Candy or, you know, out of Fruit of the Loom or
something.They're opportunistic situations that we're pretty well positioned to engage in at
certain times.

Bt 1H R E%RMSee's CandyFlktk, SEMMANE, MRNARIZSEMARAREE, (12
SEXNER, BIERENEIFEEESS.

19. Banks can be "surprisingly" profitable
19.5R1TRI A2 AN 1RiF it 2 7

WARREN BUFFETT: The question about banking, you know, banking — if you can just stay
away from following the fads, and really making a lot of bad loans, banking has been a
remarkably good business in this country.

WARREN BUFFETT: XFRITUWSHIERE, (RAE, RIT - MRIRBETSIT B IERERT =007,
BEERBRAEFAREN, RITUARXRTER—ER2—TIFEFNWLS,

Certainly, ever since World War Il, it's — the returns on equity from — for banks that have
stayed out of trouble has really been terrific.

S8, BMEIREFRREMUER, NTFIRE—BRBBEIMMANRITNS, ErRIBRINEHRIEIE
BRI

And there are many — there are certain banks, | should say — in this country that are quite
large that are earning, you know, maybe 20 percent on tangible equity.

EERZ - BNk, EXTER, F—ERIITEIKR, EERKkE, (RNE, BEAFARERE
20%,

And when you think you're dealing in a commodity like money, that's fairly surprising to me.

SMANECHELEGEBRXFNEmE, INBRREEI S ARIN.

So, | would say that | guess I've been surprised by the degree to which margins in banking have
not been competed away in something as fundamental as money.

FRUA, B8, BRBHEIBTWANEARESZSKIEE LS EHXERFRERFNREEREIR
o

How about you, Charlie?
R, =IE?

CHARLIE MUNGER: Well, what you're saying, in fair implication, is that we sort of screwed up
the predictions, because banking was a way better business than we figured out in advance.
CHARLIE MUNGER: 18, fRETIRAY, EAFMNEX L, B1EREmE TN, EARITWSEE
BA1SHRBHNEL,

We actually made quite a few billions of dollars, really, out of banking, and more in American
Express.But basically that was while we were misappraising it.

SERRE, BATER EEZMBRITWS PRI T8 1{23km, MEEEcEFUES, BEKR LR
EEBMNRRAEE.



We did not figure it was going to be as good as it actually turned out to be.And my only
prediction is that we'll continue to make failures like that.(Laughter)

BB R ERBRELF LIFT, HE—RFUIE, BlTEREXFMRN. (5KF)

WARREN BUFFETT: It's fairly extraordinary, in a world of — particularly a world of low interest
rates, that you'd find financial institutions basically doing pretty much the same thing, you know,
where A competes with B, and B competes with C,without great competitive advantage, and
having them all earn really high returns on tangible capital.

WARREN BUFFETT: ZE— 532 RFIRMERFR, (REKMERIEER HMEFREIE,
fZ&, ASBR%, B5CEF, XZIFEHIN. RAEANZFEME, LM REELE
NS ER,

Now, part of it is that they push — they have pushed the loan-to-capital ratios higher than 30 or
40 years ago, but that — nevertheless they earn high rates of returns.They earn much higher
rates of returns on assets alone, and then they have greater leverage of assets-to-capital so
that produces returns on capital that really are pretty extraordinary.

ME, soREETMIMES - tIELRRMRE BARLERIESRIZ040FH], ERZ - REW
e, #AMBAIRE T SEIRE, MIMLMEREESNETERE, REMIMAEERNETNE
AT, M EIEREAINEARRR.

And, you know, banks — certain banks — get into trouble because they make big mistakes in
lending, but it's not required of you, in that business, to get into trouble.l mean you can — if you
keep your head about you, it can be a pretty good business.

me, fREE, RIT - FERT - RAEERAEIL T REMEARLR, BERMTUH, RA+
AREBARR, BRERZMAIMN - NRMEKER, XATEE— T IERHER.

20. Look at opportunity costs, not "cost of capital"

20.5BNESHA, MAR“BAREE”

WARREN BUFFETT: The question about a discount rate, when you talk about our cost of
capital, that's worth bringing up, because Charlie and | don't have the faintest idea what our cost
of capital is at Berkshire, and we think the whole conceptis a little crazy, frankly.

WARREN BUFFETT: XFMGIIRAYEER, SIRIXBNBATRBRLAR, EFRLE, RHATEN
BIHMER A RNB AR AHAZRMACERN, BIHARBMRSIBRR, BRMWIT,

But it's something that's taught in the business schools, and you have to be able to answer the
questions or you don't get out of business school.
EXERFRBRNARA, (RATEEBLEEXERR, SNRMASEFRFR.

But we have a very simple arrangement in terms of what we do with money.And, you know, we
look for the most intelligent thing we can find to do.

EREMIBHMTAME, BMNE—TIFEERENTH., ME, &BxE, HMIFHEBRING
IREARVZR T,



If we've got money around or — if we look — we don't buy and sell businesses this way, but in
terms of securities we would — if we find something that's at 50 percent of value, and we own
something else at 90percent of value, we might very well move from one to another.We will do
the most intelligent thing we can with the capital we have.

MRBAVEELER - MRBNE—T - BMFEUXMARLLZER, EMIESEMEHAIS - A
RBAENNES0% IR, HATHMAROMEEDLL, BNRAEESMN—TEIS—T, HIE
REATHRABNERMSIZIRNES.

And so, we measure alternatives against each other, and we measure alternatives against
dividends, and we measure alternatives against repurchase of shares.

Eitt, BNNEERLEZERNENAR, FEBNGERENBRLR, AERINEERTRE
MBS S,

But | have never seen a cost of capital calculation that made sense to me.

BEMREINBEEEXNERITERR,

How about you, Charlie?
fRife, EIE?

CHARLIE MUNGER: Never.
CHARLIE MUNGER: KiIZAZ,

And this is a very interesting thing that's happened.|f you take the most powerful freshman text
in economics, which is by [Greg] Mankiw of Harvard, and he says on practically the first page
that "intelligent people make their decisions based on opportunity cost."
XE—HIEFERENSIE. IRFERAZFFPERBANMEXSR, XEHABHEAFR[Greg]
MankiwiE5 /], fih/LFEE—1 Lin BRIRNARBIS A EIRE”,

In other words, it's your alternatives that are competing for the use of your time or money, that
matter in judging whether you take action or not.

®AER, ERMBNERNR, RPERMONESER, SEAMRESERBIHRNRER.

And of course, those vary greatly from time to time and from company to company.And we tend
to make all of our financial decisions based on our opportunity costs, just as like they teach in
freshman economics.

S, XEANMAQSZENERERAR., B(M@FRIBENSKRAMMEFIEMSRE, Mg
NEMEZ T ZRMBURAOARE,

WARREN BUFFETT: Yeah.
WARREN BUFFETT: ZHJ,

CHARLIE MUNGER: And the rest of the world has gone off on some crazy kick where they can
create a standard formula, and that's cost.They even get a cost of equity capital for some
business that's old and filthy rich.lt's a perfectly amazing mental malfunction.



CHARLIE MUNGER: tt5RHEffhith 5 ELWITHEEG 7 —8, MmA1sTUEE— M ERNA, X5
B, tMNEEN—LEHZMMANEWIRE TENAER, XE—TIEEIRANEEE,

WARREN BUFFETT: Yeah, it's a — (Laughter)
WARREN BUFFETT: 28, X&- (5%5)

21. PetroChina investment not a "big deal"

1. PAHBARELRZRAT”

WARREN BUFFETT: Number 3. Is there anybody we've forgotten to offend?(Laughter)
WARREN BUFFETT: 35, B RBARICEILT? (5X5)

AUDIENCE MEMBER: Hi.My name is Karen Kalish.I'm from St. Louis.And | think I'm the first
woman to ask a question today.(Applause)
MAR: 1§, FNUKaren Kalish, HREZES T, MEFERESRE—TIREBBMAILIE,

(£75)

WARREN BUFFETT: We're all for that.
AEEIES: HATEMERN T X1,

AUDIENCE MEMBER: My late uncle, Bill Shield at Robert W. Baird, first bought Berkshire for
our family when it was $337.

X BEHMRIMN, FEY-W-IURENELR-FR, AE37ETHABNNKRAILTHERRR,

And I'm very grateful to you two, because I've been able to start a foundation in St. Louis and
give money away.And | give it to reading and literacy programs.

MmERFERGGFRIIMAL, EARELEBEZBZIHTR—REERSR, FEEBEE. BIEE
ReaEEMIEFT T,

But I'm very curious about the Buffett-Munger philosophy and practice of philanthropy.

BHRISEIES - TRNEEESNLHRIFEES.

And my second question has to do with China.You made an acquisition recently, PetroChina,
and I'm curious of what you think about China.

HHE_NEBSREB X, REIBWTHaH, BRESHRNPENEE,

WARREN BUFFETT: Well, the second question, we have about — | think — about five equity
investments in companies that are domiciled and that operate primarily, or entirely, outside the
United States.

WARREN BUFFETT: I8, S-1ERR, FA1E - HIARN - R TFEEERINEZEXTETEND
SRR IIR .

We don't list all our investments.We listed, | believe, last year, all those above $500 million.And
we have never had — | think maybe since Guinness some years back — | don't think we've
ever had one hit the threshold of reporting in the Berkshire report, although we've owned some.

HAVKBINLABERE, BAEE, &5, BB TBISCETHMERE. BlIMERSE - &



B BJLERISBETE - BRI IANNBN B LB T XM A AR ARIRERE T, RERK
e —L,

And the Hong Kong stock exchange has just recently changed their requirements so that you
have to report 5 percent of the holding of any company listed on the Hong Kong stock
exchange.

FBIULSRZMNIRER T IR, EEROIREEFTBILFR S LT A SR
HI5%.

And our PetroChina holdings, actually, are now, whatever it is, 13 percent, but they're only 13
percent of something called the H shares.
IR E, BANPAEBIEFRIMIEERLRE13%, BENIRGHRN13%,

The Chinese government owns 90 percent of the company.The H shares own 10 percent.They
sold that to the public a few years back.So we own 13 percent of a very small percentage.And
it's kind of a fluke of reporting that we're required to report that particular holding.And like | say,
we own four or so others in international securities.
FEBIFHEEIZATI0%HEM . HERBBE10%ME N . TLERIMMIIEESZSE T AR, ATAEA]
WE13%NIFRNNEDLE, XE—MRE, BNFERTHENFRIERL. MIEIIRAIBRE,
BARA NN ARNERRIES .

We don't make any great judgment about China.You probably know more about China than |
do.We simply look at investments around the world and we try to buy into things that we think
offer the most value.

BTN P EIS B EAFNAIRT A, RAsEERE TRPE, BMRAXIHAZARE, HE
LA AR B MMERIRTE,

And if they’re in the United — we might prefer, slightly, that they be in the United States, and we
might have strong preferences against — or strong biases against certain countries.
MRMAVEEE - AT RESBMBEFMIIEEE, FIESHEIAIRLY - S FELERKR
& XU L

We would regard the United States as number one because we understand the game the best
here.We understand the tax laws and all that sort of thing, and the corporate cultures and so
on.But we would regard a number of other countries as virtually equivalent to the U.S.
BATARNEERE—, EARMNEXETREIFNLERE. BN TEBETFREEMNNSIE, UK
WXt E, BEITANEM—EER/LFS5EERS,

And there's others that would have been marked down some, and then we'd have a whole
bunch we wouldn't go into under any circumstances because we just don't understand them
well enough.

EEEMASEITIC TR, RARRNSE-—RERNASEEABELTHEN, BAFEMNREARK
TRREA



But, you know, we think we understand something like the oil business in China reasonably
well.And at a price relative to what we think the future cash generation is, we would make a
decision on something like that.

B2, MAE, BATARBMNPERNABLSE THIANT B, MEANTEITARREINE
FEAERNME, BB EBRIRE,

But it's not a big deal.It’s a big — it became reportable because of this peculiarity of the law,
where if you own a certain percentage of something that's only 10 percent of the whole pie, you
still have to report it.

BEAZRHLAARATTHNE, ER—TRAN - ERNERAXMITAMEMERF ARG, MRIMFHA
B—ELEAIRRAR SBMNMEHN10%, RINARERSE.

The Chinese government is firmly in control of PetroChina.l mean, if we vote with the Chinese
government, the two of us will control PetroChina.(Laughter)

FEBRFEFREZEFHEREH, BNERRE, NRBNSFEBF—ERE, BMIM MR SEA
M, (5RF)

22. Why we're giving money "back to society"

2. AT A BNELER TEHR”

WARREN BUFFETT: The question about philanthropy.Charlie, you want to swing at that one
first?
WARREN BUFFETT: XFZEEZWME@, R, (REEEHR—TER?

CHARLIE MUNGER: | think it's fair to say that both of us feel that the very fortunate owe a duty
to the general civilization, and even to the country of which he's a member.

CHARLIE MUNGER: FIANFRIAR, BAMAEHRSIEEFiz, W—RRXBRZE, BEEXSMERRE
MERAR.

Whether you give as you go along or have the Buffett system of moderate giving as you go
along and immense giving in due course, | regard as a matter of personal taste.
TICBERESET, CEMSEFHNEIFGTRAURENNAEE R, HEINXZEDT AmKL
a] &k,

| would understand the second position in that | would hate to spend all my time every day
having people ask me for money.And | don't think Warren could stand it.Is that right, Warren?
BIBRE 11, EARITRBRENEILANRRREES. MERIARDXKELTERZE. &
g, SR{e?

WARREN BUFFETT: Let's not even try.Let's not even try, Charlie.(Laughter)

WARREN BUFFETT: HEMIEZARR, ILBIMEEZEFR=E, 8., (KF)

No, we — | mean, it's a matter of record, and it hasn't changed for, | don't know, 25 years,
probably, but basically everything | have at the date of the later of the death of myself or mywife,
goes to charity.



A, BA]- HOERER, XZR—NMCROEE, FERERBNE, BAE, 25F, ffe, BER
ERABSFNEC ZEHNRBMATHN—IEF, ZEBES,

I mean 99 and a significant fraction.And since my children are here, I'm not going to carry it out

to 8 decimal places.But — (laughter) — you know, why not?It —
BHNERZNRAK—ED . HARNZFHEXE, MUBRAFIEEHFRISL/NE, BE -
(X) -fRAE, AHTATIRE? E -

Think of it this way.Here’s — let's just assume that, instead of being born as | was in a single
birth, that | were in the womb and there was an identical twin next to me.Same DNA.Same
everything.Personality.Propensity to work.Propensity to say — whatever.ldentical twin.Wasn't
Charlie.Might look like him, but — (Laughter)

XAEFEIE, X2 - iLBMRIR, MAZGEE—EPIEELE, MEREFEE, ZLE—TELF
XXRERa. tEEIAIDNA, —PIE—4, T, TEfimE. MEFis - e, ESERER. 12
TIE, AJRREEXGM, BE - (KF)

And there we are, the two of us.And a genie appeared.And the genie said, "l've got a
proposition for the two of you. You're going to be born in 24 hours. Same talents. Everything
identical. And one of you is going to be born in Omaha, and one ofyou is going to be born in
Bangladesh.

BIEATA. —THRREMWT . BRI “BAMNATARE T —1EK, RIGE24 A
A, BEFERZ R, —UIERER. (RITER—REERERDIE, ER—MRGHEEZINAL
E.

"And I'm going to let you two decide which one gets to be born in Bangladesh and which one
gets to be born in Omaha. And I've got this system. And I'm going to — the way I'm goingto
work it is that we start the bidding, and whichever one of you bids the highest proportion of your
estate to go to society when you die, gets to go — be born in the United States."l think you'd bet
a hundred percent, you know.
“BEILRNATNREM— N EEEZNAE, B—TMHAETERDRE., HEXTRS., MARKEEX
- REXNAATEMERNTF RN, TIRMRINFRIB— N ARRNFETRIRA &S L FIR
AR, #HEEX - BEERE, RAE, FIARTITEED ZB.

You hear all of this about, you know, grit and pluck and all of these things, and how, you know,
you have applied yourself working all your life, and you've done all these wonderful things.
MERBMEXTX—INER, RAE, FAEXESRE, URMRMENEANEESHN—%, 7
BIREXR5EM T A XEERIFIISIS,

Well, just imagine if I'd been born in Bangladesh.You know, and I'd walked down Main Street
and said, you know, "l allocate capital."You know?"Let me show my stuff."(Laughter)

9FIE, MR—T, MRBHEEEINAE., (RAE, BETAME, 7, FANE, FoER
. MRIE? BRI TENERA, 7 (RF)



I'd have died of malnutrition.l mean, it would — | wouldn't have made it through the first few
months.

HEZRXTEFTR. ZBNERERE, ES - BASEX/LTATHE.

The society that Charlie and | work in, | mean we were luckier than hell.I mean when we were
born, the odds were 50-to-1 against us being born in the United States.So we hit the jackpot.
FEMHIENMTS, BRERERNLNESEE, HNEEZE, SHMNBERN, F(EEE
ﬁi%n%ﬁaMNomuﬁM$Tﬁ¥°

And basically, it — you know, we've had all of the fun of working with this and working with good
people.And money, obviously, opens lots of doors in life to interesting things.

BEAR L, B-1RAE, HIELBETSHEEHSHBATSENTR, B, SHELEFR
I T2 RBNZRA,

And it goes back to society.Like Charlie says, it can go back on the installment system through
life.lt can go back in a lump sum at death.

ERAtE. MEEEMR, EUNEIEGOEISHIRAR, B MERTRH—RERE,

I've mixed the two to some extent, but | weight heavily the lump sum.

BEEMEE LEREBESHE &, BRNEERIXERN.

But, you know, that's where it belongs.| mean, it — there's no reason why little — generations of
little Buffetts, now and the next one, you know, and a hundred years from now, should all be
commanding the resources of society just because they came out of the right womb.You know,
what sort of justice is that?

BE, MAE, XMEEMBME., ZENEERE, REEANTA/NERI/NEIER, WMEM
T, MR8, MR—BFE, FIEABMZRZEAMAIMERNFEHEMZHIHEE
Ro RENE, R AFRIEN?

So basically, it's going back to society.(Applause)

FINERE, ERFHR. (EF)

Were my children applauding there?Did we check that out?(Laughter)
BNZFERERENL? HiMeELEFTE? (KF)

23. Many great businesses can't boost profits by spending more capital
23.1F B FE AR TIE@E T I IN T AR E hnF5E

WARREN BUFFETT: Number 4.

WARREN BUFFETT: 4%,

AUDIENCE MEMBER: Hi there.My name is Alex Rubalcava.l am a shareholder from Los
Angeles.
5@11)\& Tﬁ(ﬂ?o ?JE[ILIAIex Rubalcava, ?‘ZIE/D*/HLE’]HRi.F\o



| have a question about the financial characteristics of the businesses that you like to acquire
and invest in.

B3I AR BRI T ATl SS9 SSAFAER £R 0]

In your reports and other writings, Mr. Buffett, you state that you like to acquire businesses that
can employ a large amount of capital to high returns.

FEENIREMEMEED, BIERTE, BRTEFERBEEBEREREZZUIRESEIRNE
A,

And in reading the writings and speeches of yourself, Mr. Munger, I've seen you say in
Outstanding Investor Digest and other publications, that you enjoy investing in companies that
require very little capital.

FEIZ B SNEFENIERN, TRELE, BEIMRERNEREBE X MNEMERY PR, )

EMREPLERBERDEENNE,

And | was wondering if these statements are at odds, or if they are two sides of the same coin?
And if you could elaborate using Berkshire companies, that would be great.
BRENEXEFRRAZSA—H, HECNERSER—EMME? MRIREEIFMIZAERER
HIRNE], BIKEFT .

WARREN BUFFETT: Sure.lt's a good question.
WARREN BUFFETT: #FHy, XE—MEIFRIE)ET,

The ideal business is one that earns very high returns on capital and could keep using lots of
capital at those high returns.| mean that becomes a compounding machine.

BN S ERGIEESNERLDR, HFEINESERRTHEFEAAERE. HNEEE,
XA —TEEHE,

So if you have your choice, if you could put a hundred million dollars into a business that earns
20 percent on that capital — say 20 million — ideally, it would be able to earn 20 percent on 120
million the following year, and 144 millionthe following year and so on.That you could keep
redeploying capital at these same returns over time.

Eitt, MREEBECIRE, MREFTOE—ZETRARNXE AT IRIG20%A9W S - LA
20005 £ 7T - BEERT, ©RUESE ZEN1.2{2H5K520%MIE, AR1.4MZETRES
%, BRI AREE R [EAERB S X LR ERIEIIR P EMERE T4,

But there are very, very, very few businesses like that.The really — unfortunately, the good
businesses, you know, take a Coca-Cola or a See's Candy, they don't require much capital.
BRARZIFBRIFELNEW, B - TEZME, FHEW, REE, XREAOR RSee's
Candy, EfIFMHRELZHEE,

And incremental capital doesn't produce anything like the returns that this fundamental return
that's produced by some great intangible.

BERAARTERMRUTREEFATEE A ERX M ERERAER,



So we would love the business that earn — that could keep deploying, in fact, even well beyond
the earnings.| mean we'd love to have a business that could earn 20 percent on a hundred
million now.And if we put a billion more in it, it would earn 20 percent more on that billion.

REitt, FAIREZRSASS - SEfr ErT U EERE, EEBL G, ZNERE, BNREAE
— IV AT ATREI20% 89 E Ml ., WNRBANBEIN10123ETT, BRAEIFIBIN20%.,

But like | say, those businesses are so rare.There are a lot of promises of those businesses, but
we've practically never seen one.There've been a few.

EGHRIRAAE, XEWSZAMFER, XERWARSZEE, BBIIIFMARIT. /1

PO

"o

Most of the great businesses generate lots of money.They do not generate lots of opportunities
to earn high returns on incremental capital.

REBHFEANEBWHZTERERE. ENFZTERSINSIRABEERZFINSEIR,

You know, we can deploy X at See's and earn a lot of money, but if we put 5X in we don't earn
any more money to speak of.We can earn high returns on X at The Buffalo News, but if we try to
make it 5X we don't earn any more money.

REANE, FATILATESee'sEREXHBMENRZ, BEWMREATMALX, BIIMASERET . T
7RI A7E The Buffalo News3X1EXRISEIR, BERMRBANNZHFHIZ X, HAIHMAEHIREF
ERCILEER

They just don't have the opportunities to use incremental capital.We look for them, but they
don't.

R B RBNRERBERR, FAFHAM], ERITRE,

So, the great — you’ve seen — | mean, we will talk theoretically about the businesses that can
earn more and more money with incremental capital at high returns.

FRA, BAH - IRELEER - ISR E, HATEMIEIR LKL IS BB S 25 A TREY
HRBZEZNE,

But what you've seen is that we've bought businesses, largely, that earn good returns on capital,
but in many cases, have limited opportunities to earn anything like the returns they earn on their
basic business with incremental capital.

BIRAERINE, BMBEENEWERAREE LRAIMREBRIFNERER, BERZERLT, i
1R ENR@RRD, L@ BERFRFHNESW S KE.

Now, the one good thing about our structure at Berkshire is that we can take those businesses
that earn good returns in their business but don't have the opportunity for returns of those
similar magnitude on incremental money, and we can move that money around tobuy more
businesses.

ME, BNEERERNENE —TFAME AT HERRLEE MR S FIRGFERIRAE
W, ERENEERERE FRBEUMIRNER, BT XEREEBRLEZHNE,



Normally, if you're in the — take the newspaper publishing business, which has been a fantastic
business over the years — you earned terrific returns on your own invested capital.

BEERLT, WRESH - RELRWS, XRZSER—EZ—DHEENWS - BEBSHIRA
B LIRE T AIRYER .

But if you went out to buy other newspapers, you had to pay a very fancy price, and you didn't
get great returns on incremental capital.

BARIRHEZEMRE, (ROTZAH—TIRESNE, MIRKBRSEERFINEXREIR,

But the people in that business felt that the only thing they knew was newspaper publishing or
media of one sort or another, so they felt that their options were limited.
BERRRASTNARSMIME—FERMERE LR EMERE, AR RSMIIRIERES
PR

We can move money anyplace that it makes sense, and that's an advantage of our
structure.Now, whether we do a good job of it or not's another question, but the structure is
enormously advantageous in that respect.

BT MR OIEE XMt A%ERER, XRRNEGWMNE., WE, TRBINESHFEFEZ
B—TE#, BEMEXLEIIFEEH.

We can take the good business, the See's Candy — See's has produced probably a billion
dollars pretax for us since Charlie and | wouldn't have gone up 100,000, you know, back in
1972.

BATAI AT LR, See's Candy - See'sELNEATHIE T KA10{ZETAIR T, EATIEH
BASE19725F L K105 % TT,

If we tried to employ that in the candy business we'd have gotten terrible returns over time.We
would have gotten anything to speak of.But because we moved it around it enabled us to buy
some other businesses over time, and that's an advantage of our structure.
MRBATIERERRUWSHERE, BNSHBENENHEZREIIENER. BRI MiRLEHA
7. BEREANBANNEEERNEFERAEBEEN BRI EM LSS, XZHNEMW—T
.

Charlie?
EI1E?

CHARLIE MUNGER: Yeah.And if you take a business that is a good business, but not a
fabulous business, they tend to fall into two categories.

CHARLIE MUNGER: Z#J, MIRMMNEWE—TMFER, EFRZ—TRENEL, ENEED
M,

One is the business where the whole reported profit just sits there in surplus cash at the end of
the year.And you can take it out of the business and the business will do just as well without it
as it would if it stayed in the business.



— eSS, BRENFIHEFRNNUERNEFE. (RAKEEMLSPER LN, MRLE
E, WS, MREBEWSHIE.

The second business is one that reports the 12 percent on capital but there's never any cash.lt
reminds me of the used construction equipment business of my old friend, John Anderson.And
he used to say, "In my business, every year you make a profit, and there it is, sitting in the yard."
FINBEIRE12%MWEAR, EMREERMME. XiLEERE T HRNEZRRAOBLEFRNT
FRRIxFWS, ERRT, “EHRNBWHR, SEMIMERS, MEBE, LaERFE, 7

And there are an awful lot of businesses like that, where just to keep going, to stay in place,
there's never any cash.

MmEARZSGXFR, R2RERNE, BERM, MRKBETQIE.

Now, that business doesn't enable headquarters to drag out all the cash and invest it
elsewhere.We hate that kind of a business.Don't you think that's a fair statement?

ME, RWSHKRESSELMEMEARERFZREMMS ., BANTREMER, ARSI
T AFHRIBRIANG?

WARREN BUFFETT: Yeah, that's a fair statement.We like to be able to move cash around and
have it find its best use.And, you know — but that's our job.And sometimes we find good uses.
WARREN BUFFETT: 20, XE— T2 FENER. BME5EEBRENEHIEKIIRER
&, ME, RAE - EEHANIIE. BRHMEERINSHIIREFNEE,

It would be terrific if every one of our great businesses, and we've got a lot of great businesses,
had ways to deploy additional capital at great rates, but we don't see it.
MRBMNBMBEROENW, BAIERZEARNEW, HEMEASHREIBBGIMEE, G2
EBWFR, BRITZAEBIE.

And, frankly, you know, it doesn't happen — | mean Gillette has a great razor and blade
business, | mean, fabulous.
mA, BXME, (REHE, EFNRKE - BNEERERSINE—MRENSIZDMID RS, HEN

BRE, RE.

There's no way they can deploy the money they make in the razor and blade business to keep
putting more money in that kind of business.It just doesn't take that kind of capital. They have to
deploy some money of it, but it's peanuts compared to the profits.

1T ER ARSI I R WS PARINEATRERNXXVSRAEZ TR, ERERS
BIMEAR, ARSI E LR, BESFIERAL, EERE.

And the temptation then is to go out and buy other businesses, and of course that's what
Charlie and | do when we face that, but we don't think that, overall, the batting average of
American industry in redeploying capital has been great.Nevertheless, it's what we try and do
every day.

BLFEMEBELEZLZEAMAIR, SAXMEERNREEYNMEEER, EFRNFANAN



SRR, EETWASHHEZASHENITER-ERS. A, XEHNSRBAESINAE
HEE,

In a sense, we sort of knock the very procedure that has gotten us to where we are.Is that a fair
statement, Charlie?(Laughs)
MEMEX LR, BMERERTIUERNEDIVANER, B2, XZ2— T2 TFHNRAIE?

(%)

CHARLIE MUNGER: Absolutely.And that has always worried me.l don't like being an example
of an activity where most people who try and follow it will get terrible results.And we try and
avoid that by making these negative comments.(Laughter)

CHARLIE MUNGER: ZHA, X—HILHREB L., BASREA—NENGF, KSEEHM
BREENASFIAENER. HMdEEIMEXERRTERERIMBRL, (KF)

WARREN BUFFETT: We'd make negative comments anyway.(Laughs)
WARREN BUFFETT: Figdlfd, #AMMERETE. (X)

Number 5. It's more fun.

55, EERE.

24. Buffett: | don't ask my friends for favors

B3 HASEARIIKE

AUDIENCE MEMBER: I'm Will Graves from Winter Park, Florida.I'm a graduate instructor with
Webster University.And I'd like to address two questions to Mr. Buffett.

IFAR: BAGKBEHZ BRNRITHEAREXRL . HEFBIISKENARESIT, BB@EIE
RN B)

| appreciate the accessibility of Mr. Buffett.He makes us feel so warm here.Could | call you
Dad?
BRI EEIFRFAENTERS ., LR (IEXERENLEE, &8, KrIUITEIEZR{RIG?

WARREN BUFFETT: Yeah.(Laughter)
WARREN BUFFETT: 2/, (5%8)

AUDIENCE MEMBER: I've got one question regarding a National Treasury situation and one
considering a national treasure.

rix: BB —TXTERMEIRNZNEEN—ZEEE/ 6,

Back in September 11, you appeared on "60 Minutes" and performed a national service, taking
your valuable time and giving up your private life for a few moments by speaking about the
general stock market, and how people should not be getting too excited,and they shouldn't be
worried about investing for the long-term.

EZI98118, REIIEC0D " HH#HIT T EEMMNARS, ETIRERNETE, BTIKe—MRREE
15, UMRAMIARIZANE, BEMRNMALFRZ. ARRIZIBOKEIRE .

SHBd



And what | was wondering is, if you would ever consider making another appearance on "60
Minutes" at the time when whoever the president is at the time brings up the Social Security
debate.

MEEMENZ, MRMFESRAEISNERAINNEOHARLHESRECRB/R LI 607
7,

| spend a lot of time with non-profit organizations, and the outrage that you hear from the
working poor is that we talk about the tech turnaround, the tech profits of the last few years.
Bt TRZNEIEIFEFNALTIE, MMIESABERINNFERZHNTRIECERAEE, TE/L
FRIFEARF]E,

They've gone through a whole cycle where people became multimillionaires at a time when the
working poor never even got a minimum wage increase.

2B T —TETEH, MIEIHFNEMRRASHERIZERNBELTHAIEAES.

Hal

And if you think of people like this who have a net worth of a thousand dollars or less, just as an
example, and just imagine what it's like for them to be forced, in the future, to be horrible
investors because the US government forcesthem to have something called Social Security,
which they can't get out of, and they get a lousy return.

MRRBRXFRNARE —FETHEDFET, BER—DEF, BR—T1#E8RE
AR AFR, EANEEBFEAMNIE —MIUMHSRENARLA, MIIFTERER, HIE27T
FERERIEIR.

What I'm wondering is, if you would consider, when we have a candidate, whoever it might be at
the time, say that you don't want to put a small portion of Social Security into the long-term
stock market because it'sa risky proposition?If you would take your track record on "60 Minutes"
and say, "l don't think so."That's the first question.

BRENENE, WRRERE, SBNE—MMREAN, TIERESH, #HIREARIE—ER
DHEREANKERT, BAER—TERMNEKR? MNRFEE 60D LICRMAVICEH
WMBARXAINA, XEE— -,

And number two, while I'm asking you to volunteer for something, | found myself being thrust
into something in the last three weeks.

£, SREXFERMESNNE, RAUNBCEIEN=AERHRT,

| went to Cypress Gardens the last day with about 20,000 people there.And the lady was
handing out 15,000 fliers.Several weeks from now I'll be before Governor [Jeb] Bush with the
Friends of Cypress Gardens.We have a website, FriendsOfCypressGardens.org, trying to keep
a developer from clear-cutting the trees in Cypress Gardens, a national treasure.
RE—RBEETEHEEUHEE, BBEAARAN2HA., BURLESKT15000&EFE, JLTEH
&, ZRBLEEMNKMTSFEENSMTERZR. BME— 1Kk,
FriendsOfCypressGardens.org, idEfEIEARZAREIEREAEZRIHTEERNIRA,



And my question is, would you consider contacting your cousin, [musician] Jimmy Buffett, about
possibly helping us in some way?Doesn't have to be money.lt might be an appearance.Just
might be some connections, where you might be able to help us in our efforts.

BHEAZE, (REZRIKAMNER, SRESTAKEIFT, UEMBATEBIHAING? ~—

%, XABEE—MRR, AJERE—LEKR, RAIATEENEAINSE 1,

WARREN BUFFETT: | get asked to contact — probably the one | get asked to get contact the
most is Bill Gates, but | get asked to contact all kinds of people.

WARREN BUFFETT: H#XEXKEXR - FIRER B ERFZHRANBIEERER, BRBEEK
BRABMEFENA,

And | mean, everybody is slipping me envelopes with letters in them, sending things to the
office and saying, "Won't you get this person?"and all they can say is no.l don't do — | don't
make requests of my friends, basically, for anything.

BHNERE, STABELRITFFEE4NGEY, BRAZINLER: MHRARFEXTA
15? "1REERA, HAXEM - BAX L, BisA@ARELEMEXK,

And | just — | would spend the rest of my life doing it. They would feel — | would never know —
(applause) — you know, what they were doing — you know, | would never know what they were
doing because | was asking, versus what they really felt.| mean it's an impossible — from my
standpoint at least — that's an impossible game to get into, in terms of that.

BRZE - BREIRE. tIRRTE - HAKZASIHE - (EF) - (REE, T4 - /A
B8, FKEASHMEMNERTZ2, AAKE 1’Ejln] MARMMNINESLREZ, BNEERE, M
NMEKE, XEAFAEN - MX—KRMs, X3RRI,

| mean when [Washington Post publisher] Kay Graham was alive, everybody, you know, wanted
her for one reason or another.And they've all got causes.

BNERE, S[ERMIRAEARE] Kay GranamiFEHNEMR, B1A, REE, ETFEMERER
BZE, WIHEREE,

And, frankly, they, you know, they want to use me to get her, or Jimmy Buffett, or whomever, to
say yes to something that they're saying yes to, partially because they feel they don't want to
say noto me.
, 1M, M), RELE, MITRAIECkILM, NEXKEIES, SEGA, MMBITRNE
E’J$| WE, HoRENMMNBEMIIABRAITEFRR.

And [, you know, that — [ just don't want to use my friendship for that purpose, frankly.And |
don't do it, even for things that | strongly believe in, myself.l do them — they may know what I'm
doing, and if they want to pick up on it, fine.

me, FAE, BRI, FHREANERILBRFIAIRIRIE. ?‘ZE CAXFEH, BMERIE
EREIE. XM - IR BRI ERE M4, MRENERERE, BRI,

But | have never — | can’t remember ever requesting anybody to make a contribution or do
anything myself.I mean what | do is a matter of record, and, you know, if other people want to



pick up on it, fine.
BEMRZE - BACEEBEREMAME TN E SHEAEE. TN REHFRME—
iLREA, MR, RAE, MREMABRERESZE, BRI,

But I've never had one of those honorary dinners where they send out, you know, to all the
suppliers to Berkshire and everything and start leaning on them and saying, you know, "We're
honoring Warren."

BEMREITXFRRERE, MIIRMBARERNENELL T ), AFRKEMIR,
fRAE, “FfIBEXRE. ~

Well, hell, if they want to honor me they can honor me without soliciting all my friends for
money.l mean, | don't consider that much of an honor if the reason they picked me was because
I got rich friends.So, | just don't do that.

B, FIE, MRM(TEEEEK, MIIAINEER, MAEN T HEMaMENARKIEREL.
E’JTFE\%, MRMANEFRFAVBEHZRAANBE TFENAR, BILARINAIXZE—MFRE., FIlY,
B RZRXEM

25. "There's something unattractive about a very rich guy that pops off on everything"

“WF—TIEEERTNAKR, F—ERERTAKS]N”

WARREN BUFFETT: On the public policy question, what | did on September 11th, when [former
General Electric CEO] Jack Welch and [former Treasury Secretary] Bob Rubin and | went on
there, you know, | will do those things occasionally.l've written some op-ed pieces.

WARREN BUFFETT: XFAHBERERER, HEIANMBMT 4, SN[EIEARSCEOIN:
FREMAIMV KRS ,ﬁﬂﬁﬁT%BE RANE, HSEREFFLSIF, HEIT—LEEE
XE,

| think — and | get tempted very often, in fact I've written some that | haven't sent in.

B8 - RE BRI, FXLRELZXE 7T —ERHKBTIRA.

But | do think that there's something unattractive about a very rich guy that pops off on
everything.And you may think, by listening to us today that you've got two guys up here that do
like to pop off on everything.And we do have opinions on almost everything.

BERETIAN, NTF—TMEEERNARR, B—ERKARKERSIN. MEMRATERIAN, SK
IFEANRIRER T ATEXESVEE—T), BN LFHRESHEHERER

But | just think there are some things | get — you know, | wrote on campaign finance reform,
and I've written on taxes.And | will do more of that, but | do try to hold myself in check,
somewhat, because there's a little bit of, you know, this, "I'm rich, therefore I'm right"- type stuff
that | don't think sits very well.

BERARRFHEEE 7T —LERA - RA0E, HET %?%LWRE&EE’D‘(E, MmEFHSIHRK.
MEXRSMEZNEE, ERHLLAEEHECS, AR, BAE—R, RAE, X1, “BRE
%, FMUEEXN - MABARERFRABIANLIFRE,



And | know when | see it in other people | don't like it that, you know, "I'm a celebrity therefore,
you know, you got to listen to me on everything that | say."It just — it turns me off at some point.
MEME, SEREEMARIEN, BAERE, RAE, ‘Att, HERA, RAE, RHH
IFEFMRZAN—E), "ERR - EREETIRILIKE,

But like | say, | have done it, and there could be occasions — and there will be occasions — I'm
sure, when I'll cross my threshold level and figure | really want to say something and people can
ignore it or otherwise.

EBREIHIROE, RELMET, MArTRSEELSS - MASETS - BfE, 3B
B MK EHIARNBENRIREF AMANTT A 2B ESEHAL,

And — but | think there's some danger of overexposure on that sort of thing, and | think you've
seen it with certain people.

HE - BRINAERZMEBR L FESERANGER, BIANREEZSEEA—EEIT,

Charlie?
E1g?

26. Keep Social Security money out of stocks

26. 5L = ARER S MARE PR

CHARLIE MUNGER: Warren, would you agree or disagree that forcing a certain part of Social
Security into common stocks is a good idea?

CHARLIE MUNGER: Xfg, @& EEHARERLFFRENE T oEHANSBRE—T
FER?

WARREN BUFFETT: No, | would not.Actually, | would not agree with the one that the gentleman
suggested.
WARREN BUFFETT: &, &A%, XEfnt, BAEERHSLEINOIBT,

| think that, actually, Social Security has been a tremendous thing for the working people of this
country.lt's been an intergenerational pact.lt's not insurance.

BiIAR, Lhrt, HEFRENXTERNSHARKTZE—HERNEE, X2—TMCFDIN.
XA ZIRE

It simply says, like a family might say, except it extends the concept of family to the whole
United States, that if you produce for this country when you're between the ages of — and |
think the upper age limit should be extended —but between the ages of X and 65, that society
will provide some base level of income for you for the rest of your life.

EERR, ME—TREFAESRNEE, RTERKENSZT REIBITXE, NRIMREX
TERLEFHN, RAFERE - HERIAAMZIERFR LR - B2EXA65% 28, XTHENE
AR RERE—EERARNIKE,

And | think a rich society should do that.So, | think the when you have a $10 trillion society, you
know — (applause) — we should do that.



BIANA— TN ERIHSNIZIXE M, A, FiAR, SEAE—MORCETHHEN, RAE
- (EF) - BAIROZZ

CHARLIE MUNGER: | would agree.| think Social Security, you can argue, is one of the most
successful governmental programs we have.And people treat it as a pure disaster coming or
something like that.

CHARLIE MUNGER: #RERE. HIAANHSREZI(MABNSRAINNBIEITZ—. AMPEHE
MA— 1A R IES L BRISIE,

That's not my view at all, and | wouldn't put it in common stocks, either.| think Social Security
works pretty well just about the way we're doing it.

XIRAARZHINR, BREASEEREERERT. BIANERREERTZIFHAOZIE PR
RYF,

WARREN BUFFETT: Yeah, we will give a base income to every — and we should in this
country — to everybody that leads a reasonably productive life.And they don't have to worry
about how long — you know — whether they live to be 90 or 100.

WARREN BUFFETT: 28y, HATRABTARHEREN - BN IZEXTERK - 281 6E
o EEREFNA, MEMIITRBOZX - REAE - {1NEIERE0%5 X Z100%,

And people do worry in their old age.And we don't need a bunch of people who, you know, go
off to war when we need to defend, you know, the rights of our country, and act in every way as
good citizens, but they just don't happento have the ability to make a lot of money, you know,
well, like maybe Charlie and | can.
MIERAINBREEL, BIIAFE—BA, FANE, SENFZRIBNERONF], HUSF
MAEATFARITEN, IIMSAE, BTN RERBHRESE, (RAE, FIE, M&K
TE—F, A bd,

| think they need a base level, and | think that an intergenerational compact like we have — it's
really a magnificent idea.And | think the country's a lot better off for it.
BIARMNTZE—TEMKTE, FIANAGENTXENRIREY - XENE—MEREE. ME
BREXTEREFZT.

| think that telling them that they can save 500 bucks or a thousand bucks and put it into stocks
and have everybody lobbying Washington about, you know, who will handle it.You know,
everybody thought it was a great idea a few years ago, and | think it's a very bad idea, frankly.
ﬁ%ﬁﬂ%ﬁ@m,@MTuﬁﬁamiﬁ@—¥Eﬁ#Fﬁfkﬁﬁ t%ﬁkhﬁ ERR,
REAE, ESLIEE, (REE, JIFRSTAHINARE—TEFERE, BIANXE—NIEERER
WEE, BEME,

Charlie?(Applause)
s1H? (EF5)

CHARLIE MUNGER: | like it a lot less than you do.(Laughter)
CHARLIE MUNGER: HKILREERE. (5K5)



27. Simple compensation plans and no consultants
27. @RS EITR, =Amm

WARREN BUFFETT: Number 6.
WARREN BUFFETT: 65,

AUDIENCE MEMBER: Good afternoon.My name is Ravi Gilani.| come from New Delhi, India.
IFREG: TFIF, BIEFERavi Gilani, FREENEHREE,

| have questions regarding management policies.Since you follow quite different management
policies, | would like to know the impact of them on the management CEQO's motivation.

BN EEERERD, ATEERTEARNEERIR, BRMEE(INEREZECEON I
[,

Mr. Munger has mentioned that where capital is unimportant in a business, you tend to give the
CEO a part of the earnings.You have also mentioned that you do not greet good work by raising
the bar.Clearly, static earnings over a period of time may become successively less valuable.
TRAEEZRE, NRFIAELRWHAREE, FaBMETLERRITE MBIV, RER
AR EBIRSMERDEIF TF, B, —ENERNFESKEIERRERBAEME.

My question is in, now, four parts.Bearing the above in mind, could you give us an example of
compensation policy in Berkshire subsidiaries which illustrate your thinking on the subject of
executive compensation?

B EMEZHTE D . ZRELARER, BEESSFiRBARAERFASINFHFMECK, %A
B S EFIRBMANEE?

Number two, though you do change — charge — subsidiaries for using capital, and believe in
linking rewards to bottom line performance, Mr. Munger does not respect economic valued
added as a concept.Could we have your thinking on EVA as a tool to monitor and reward
corporate performance?

F£, BAMMIAINE - WK - FREEARSE, ABEERRMSREWSIED, (BEBfEH
AEEZTHREFN—TRE. KNSR ENEVAI N EIEMRM AT W HN T R?

Number three, do you restrict yourself to setting compensation policy for the CEO, or do you
involve yourself in larger part of the organization?

£=, BESKRIBECHERIIEFEFHMER, ERILBCSSS5HLRNKED?

And finally, you do not have any retirement age for the CEO.Does it impact the morale,
motivation, of the people below the CEQ?
&E, AR KRFRINCEO, ERESSFMERHIITEMNTAGNES, shH?

WARREN BUFFETT: Charlie?(Laughter)
WARREN BUFFETT: &IE? (%75)



He knew that was coming.

fix0E BRI,

CHARLIE MUNGER: Well, one, you're right. Where a business requires practically no capital,
we tend to reward the management based on the earnings.The minute the business starts
requiring capital we tend to put a capital factor into this compensation system.

CHARLIE MUNGER: 12, —1, {R@Xi., NMREWNFAFTERE, B FREKER
KiEEE., FUSHFRFERZEZN—Z, HMNERTRESARZAARZTIMEZRE,

We don't have any one standard system.They're all different, based on accidents of history and
circumstances.

BATKBEA—MRERS, BETHENMESH, IS8 EE.

But where capital's an important factor, of course, we take it into account.

BE, SRTE2—TEERERN, HIIZEERIAZ—R.

As far as the effects on morale, as far as I've ever been able to see, the morale's pretty good in
the Berkshire subsidiaries.And the Berkshire managers practically never leave.And my guess is
we have about as low a turnover rate as any place around.ls that right, Warren?
ETHEE00M, \BEMA, BRERFLENISIFEET. MERERNIIB/LFMARE
. MEABUERHNOFERSEARE A —FE, 815, JRE?

WARREN BUFFETT: Oh, I'm sure of that.And besides, the "no retirement policy" is wonderful
for my morale.(Laughter)
WARREN BUFFETT: [, BRMEE. Lo, REERARBERSHENLES[IEREF., (XF)

And Charlie's.
B BB,

The — you also asked about EVA.We would not dream of using something like that, although |
think actually a few of our subsidiaries may use it in some way.

- fREEZEVA, BAIASEREREMNNGRA, REFIANZIR LT —EF QB RIS
EMAVERTE.

So, the subsidiaries set their policies for the pay of the people below the CEO, and the — all —
they have all kinds of systems, because we have all kinds of businesses.

Eitt, FAEFE TMNEEK, USKHCEOUTHAZREFD, mEMIIHESMESENER
58, EABNESMESENWLS,

And, frankly, we've never had big problems with compensation because, | think, our
arrangements are rational.

me, BERi, FNMKEBEIEREHAREDE, RATINABNNZHZSIEN,

When capital is an important part of the business, we stick a charge for capital in. If it's an
unimportant part of the business, we don't stick it in. We don't believe in making things more



complex than needed.
SETEEWHN—TEEZAREON, BMIESNELRRT, IREZEWFREBN—E7D,
MTMASRIT TR, BMFEELSBERLERTENEER,

So, we don't try for little — all kinds of little refinements — which a compensation consultant
would come in and tell you was needed, because that's how he would justify a large bill. And he
would also come in and tinker with it a little the following year, and the following year, and so on.
Fit, HMNAETL—RR - SN - AMEFR S HRASIFIRZLER, ERNXMIE
AR ERBN SRS, HEMBSEE _FNE_EHMARBINE, MRILEHE,

We have very simple systems on comp.But some of our businesses are terrific businesses, and
so we have very high standards of performance before people get performance bonuses.
BB IFEE RN comp RS, BEEHNN—LEWSIIFRFNWS, FMUEAMBREHERREZ
AIEANIB RSN GITE.

Some of our businesses are very tough businesses, and the threshold is much lower, but the
managerial talent needed to reach that threshold is just as much as in the — with the higher
threshold in other businesses.
BAIN—LWSZIEERERW S, MEERFS, ERFNZI TRAARENEEAT SEA S
[ TE—HS,

It’s not a — compensation is not rocket science.l mean, people will want you to think it is, and
you read these proxy statements and it blows your mind, what they get into.l mean, the proxy
statements are thicker than the annual reports because they're talking about the compensation
of people.

REARE - IMEARKERZE, BNERRE, MISHEMARER, FEMRNEXENESRA,
ESRERE, tIRE+4. BRNERE, REFPLEEERSEE, RAMINIXIEH
EATHIHREN

And it is not that complicated.We’ve had — in 38 years, we have never had a CEO leave us to
go to another business, except a few we’'ve — where we've made the decision ourselves, but
very few.

EAFRER, BIIEZRBIBET, BIIMKIIBE—MUCEOBFARNIES—RAE, RTHIELR
IS —EZEE - BB SMERE, BRD,

And it is — you know, | see all of the time and effort put in because, frankly, it pays off for the
CEO to do it.And then they create a whole department that spends all their time attending
conferences about, you know, compensation methods, and they have consultants in, and it
becomes an industry.

ER - fRAE, HEIFMENNEIMEHEIESHR, ERBRME, BFRITEALMGETHR
ift. ARMMRIET —TBTEN], EMENESMEIN, REAE, *M2HE, 1A,
ERRA—MMTUL,



And it isn't going to break itself up.l mean you — when you get those — when you get a huge
bureaucracy involved in making all kinds of pay determinations and everything, it's never going
to go away unless you do something about it.But that's true of any bureaucracy we run into.We
don't have much bureaucracy at Berkshire done.

MEEAEBIFE S, HNEREMR - BRFEFL - SREA—TEXRNEFRIMSSHES
MFEREM —IES, BRIERM—ESE, SWEXKZASHEK. B2, BITERNEAEREN
BEZ AL, BNEERHRIFBERSHNERIEN.

| think that there's no question that our "no retirement policy" means that somebody who's just
itching to be the CEO of a business, and they see that the CEO is 65, and then 70, and then 75,
above them at some of ourcompanies, is probably not going to stick around.

FIARNZELED, BT ERARBRERENLERZFTERNEWERFHRITENA, tiIEE
BENITERESS, ABR70%5, AERE75%, aTt(l. A5, AIREARREFTE,

| mean we don't develop, naturally, lots of number twos because we can't promise them that
number one is going to go out the door.But as long as number one doesn't go out the door, from
our standpoint, that's just fine.

BNERE, BMNBATERERRZUF, AABNAERILMINSHIES I, B8, RES
—ZZAHI], MEMINAERE, XRET.

And we occasionally have to replace managements, but it's very occasional.l mean if — on an
expectancy basis, you know, even with all the subsidiaries we have, you know, we may face
one management succession problem, perhaps, every 18 months or something of the sort.And
we've got all kinds of other businesses.So it's not a big deal at Berkshire.

BB ROCBEEHREEER, EXZEEBEAN. BNERE, WX - £FHEAEM L, RAE,
BMEFATRBFRAERNFAE, RAE, B(UEEIE— M EEEHAEM, BIFES18T A%
PEBE. BIIEREMEMW S, FINXNBERERFERFAZTLAKRFITHE,

CHARLIE MUNGER: Yeah.And on EVA, there are ideas implicit in that that we use.For
instance, hurdle rates by — based on opportunity costs.Perfectly reasonable concept.
CHARLIE MUNGER: 28, f£EVAL, HANNERNZRESNEE. flW, ETNSNTNER
R, TESENIHE.

But to us, that system, with all its labels and lingo, has a lot of baggage that we don't need.We
just use the implicit, simple stuff that's buried in EVA.

BB, XTRAMEMBRENRNETERIBINNAFTENER. BRI ZERERE
EVAFRRIR S/, BRNREA,

WARREN BUFFETT: Yeah.We could spend a million bucks a year on consultants to get an
answer we can get in five minutes, frankly.l mean it is — it just isn't that complicated.
WARREN BUFFETT: 28, 1BEMR, HNBFETUEE—BHETSWLER, UEERDH

RRAER. HNERR - EFTER,



But can you imagine a consultant coming around and saying, "l've got a one-paragraph
compensation arrangement for you?"

BIREERRR—UMEEIR: BB —ER—ERTVAIAMZ L HEE?

Are they going to be able to send you a large bill for, you know, their consultancy?Of course
not.So, they've got to make things complicated, and we don't believe in that.We want things that
are very easy to understand, and we've just never had a problem with it.

IR SEEBNENEERSBEERERGMKE? SATE. A, ML TILEBFEREER,
BIAEE. BITEENRARSZIER, BNMRSEBERIEEA,

And we get good results out of our managers.
BATREERA R UIRGRIFIIER.

The main reason we get good results out of our managers is that, you know, they like hitting
.400.They like hitting .400 and being fairly paid, but they — the fact that they batted .400 is the
biggest thing to them, in life.

BAIINZEPREFIFERNEERRAE, ISR EF.400, ISR EF.4007F BFEIES
AOIREN, (BT - IR EBE T 40083t IR EREENEIE, EEEF.

And it's, you know, it's sort of the way we feel.lf we get a good batting average in our business
performance, the pay is incidental.

me, EAE, XMEHANNEZ, URBNEULSTRERIFNEIRE, WFHMZEAN,

Now, it shouldn't be incidental to our managers.It's got to be fair or they're going to — nobody
wants to work in an environment where they feel they're being treated unfairly, but —

ME, ERNZERIINAEBALKEN, ELNATFHEMNES - 2B ANBEMIIREZE
TAESIFOHERTE, B2 -

That is not a complicated procedure.And we do make them very specific to the enterprise that's
under their control.We do not pay the people of See's Candy based on how The Buffalo News
does or vice versa.

EAZ—TERINIRR, HTHETFEENHERTEEREEHNEW, BIIASRESREZS FER
A7 FSee's CandylEE, RZTM4A.

And | can show you a lot of crazy compensation systems in corporate America where that really
is the ultimate effect of what's happening.

mBEHEANEEEEVRTTFSRINFMAER, SEARBIZEARENSEENRELGR,

28. Buffett OK with large brokerages holding his stocks
EIEFNARZLABHFEMIRR

WARREN BUFFETT: Number 7.
WARREN BUFFETT: 75,



AUDIENCE MEMBER: Good afternoon.This is — I'm Paul Butterfield from Clarksville, Maryland.
IFRERG: TFF. XE - BekBSEZMmh 4 /RiYPaul Butterfield,

You wrote in the annual report about the dangers — the systemic dangers — of derivatives and
the growth in derivatives.

BEFERETER TITEMmNEIRYE - RAEBRIENRITEmMIVEKR,

An example would be a six-sigma event that would cause domino effect and dangers to the
solvency and operations of, maybe, financial institutions and other firms, possibly including
brokerage firms.

— M FEAAERBEEG4ESNERNANEMRS] (FIRERELAE) NENEANIZEEN
ZRIEB N ER,

Would this — do you think this recommends to an individual investor that we might consider not
holding stocks in street name?
XES - (RANARXZRTARZEREFRITTESSREAUEER XFEREG?

WARREN BUFFETT: Charlie, how do you — they addressed that, somewhat.
WARREN BUFFETT: &I, {RIFI5 - i 1EEMZE LR T X0,

There were some domino effects in the very early '70s in Wall Street.| think, certainly, the
failures of some brokerage firms, in part, led to failures of others.
FE7OFRREINGERE, B—EZXKEBHUN, FiAR, SR, —EZXLEATNKK, HoF
BT Hfb 2L A SR,

It wasn't a classic domino situation, and of course we had domino effects in banks if you go
back a hundred years in this country.
RAR—THENZKIEFRIER, 34, URTFEXTEREEEE, BSERTHTES
KIEB AN

Anytime you have financial institutions that interrelate in many ways, and have big receivables
and payables, balances with everything, you've always got the danger of domino effects.
EERIMERE TR NS A NEEXEX, FEAERENBFERMNTR, ShAERARETF
&, MMEEAEZKIETMBNRIER,

And that's a factor in the insurance business.lt's a factor in banking business.| think it'd be less
in the brokerage business.

XEREWSH—TREAR, XZRITWSH—TEER. HMNARLCWSHIEREED,

| would think, if you owned securities in a cash account with any large stock exchange firm, you
know, it wouldn't worry me.

B, IRPEEAARIESRZANIERFHRBILS, (RANE, HARED.

We’'ve got lots of — I've got lots of personal securities, you know, sitting with a very large stock
exchange firm, and that does not bother me.But | mean, obviously, there have been little firms



that have been fly-by-night types.
BABRS - BAE, BARSZSTAIULS, LE—FRIFERNVIESRFZMAE], XHREITHM
. BERNERRE, RBAE, RVEASERE KITERE,

And | don't even know all the rules on margin accounts.But if somebody has got the right to
repledge your securities and they get in trouble themselves, | don't know any more what the
SIPC — there's a SIPC protection, but I'm —

BEERERIEZWFAFIENN, BNREABNEHRRVRRILSMmAMIIE SBAR
15, EAFESIPCET4 - BSIPCIRIF, BH -

CHARLIE MUNGER: It's not unlimited.You're liable.
CHARLIE MUNGER: XA 2T bR, RERE.

WARREN BUFFETT: Yeah, | think that's true.
WARREN BUFFETT: 28I, HIANXZ2E/.,

And no, | would think twice between having all my securities rehypothecated by somebody else.

A, BE=RMmETT, BB ISR EMAEREZI I,

A cash account.| think the cash accounts are segregated, aren't they, Charlie?

MEWRF . BANAEKFEREN, ~218, 5HF?

CHARLIE MUNGER: Yes.
CHARLIE MUNGER: £,

WARREN BUFFETT: Yeah.
WARREN BUFFETT: 28,

29. States shouldn't buy stocks with taxpayer money

29. ZETRIZAAHANEE TR

WARREN BUFFETT: Number 8.
WARREN BUFFETT: 8%,

AUDIENCE MEMBER: Good afternoon, Mr. Buffett and Mr. Munger.My name is John Norwood
and | hail from Des Moines.Thank you for providing this opportunity to speak today.

MR BIEFHRENTETE, TFF. BNBFIUAMEGRE, BREEERA. RSERMHS
RESHN=,

| have two questions, one as an individual investor and one as a state resident.

BEMTE>, —TETAREE, —TEMNEER.

The first has to do with intrinsic value.Can you provide some additional Cliff Notes for working
with the Berkshire Hathaway annual report and calculating an intrinsic value for the stock?I'm a
little bit hazy.



F—TNEREMERTX. BEDSATURME—EIMICIITf NotesSRALEEBerkshire Hathaway & £
REHITERZNAENE? HE B,

And the second question has to do with public sector investing.As an example, the state of lowa
is considering the creation of a $1 billion Values Fund.
FEZNEBE AHEBI BB X, HlE, BEEMNEEZRELNMNMEI0ZETINMERSE.

What sorts of guidelines, strategies, and advice would you employ if you were responsible for
investing this money on behalf of the general public?

WRENFINRARRARERE, BEXKBHAENESHH, REMEIN?

Are there any significant differences when representing shareholders versus the general public?
Thank you.
ARBRESERARBABERER? B,

WARREN BUFFETT: Yeah, elaborate if you will just a second, because | am not familiar with
that billion dollar — is the state of lowa literally creating a billion dollar fund to invest in equities
on behalf of the people?

AMEEIET: 2, NMRMAR—MH, HRIFEMRA, BARAIHABTXHCET - BRIEMNE
BENEIE T — P HZETNEERARARKRERE?

AUDIENCE MEMBER: That's what's being proposed.
MR X ZIRIXAE

WARREN BUFFETT: Is that right?Oh.
WARREN BUFFETT: 25?7 [#,

Charlie, what do you think about that?That's a new one to me.
B, (REAE? XNHEKIRZEMAT,

CHARLIE MUNGER: | think it's a pretty dumb idea.(Laughter and applause)
CHARLIE MUNGER: HINARXZ—TMFERENERE, (RKENERS)

WARREN BUFFETT: Yeah.He lives in California.That's why | had him answer.! live right on the
border here, so | — (Laughs)

WARREN BUFFETT: Z#Y, fEEMAERBLIM., XMEFiILMEIZNRE, HEEXERD
1", AR - (X)

Yeah, | would — | mean, | guess lowa doesn't have any bonded debt, so I'm not sure what —
they probably wouldn't be creating a margin account.

0, BE - BNERE, RBEAEMNKBEEEGS, MUBRTRERZMT4 - i1 gETR =8l
E—MRIEEKF .

But | would think that most states or municipalities would want to let the citizenry invest on its
own and would not want to be taxing people in order to set up an equity fund.So that strikes me
as a pretty novel idea.Charlie —



EBINARZSEMNITHBHEILLRBCRE, AMATIRIIREESMIAMNER ., FRBAXIE
R EEMA. SE -

CHARLIE MUNGER: In California, certainly the — of the investment management partnerships
— use all kinds of political contributions to finagle their way into managing state pension funds,
et cetera, et cetera.lt's not a pretty scene.

CHARLIE MUNGER: 7ZEMAERIM, RBEESREWESESINASMBUGIEMKEEER
FEEEREFEF. ITE— T ERNTR.

To the extent that lowa can dampen it down, why, | think they're better off.

AEXRMERE L, ZEEMNTMHEE, Bta, RANAEINIESEEES,

30. Intrinsic value: "fuzzy," but essential

30.AEMME: “IRH”, (BaAAD

WARREN BUFFETT: The question on intrinsic value — you know, we've written about it in
reports.l don't think there's much additional to say.

WARREN BUFFETT: XFTAEMENBER - {RANE, FHAIEAREFEIX M@, HIAE
BEZERER.

| mean, the intrinsic value of any financial asset, you know, is the stream of cash that it'll
produce between now and Judgment Day, discounted by an interest rate that equates between
all the different possible assets.

BNERE, (RAE, RUEMEFNRAEMERSEENEMEH B ZEFENIMER, BAT
BRER e = Z [EAIF RN,

That's true of an oil royalty, a farm, an apartment house, an equity, a business operation, you
know, a lemonade stand.And that — you have to decide what sort of businesses that you think
you can understand well enough to make a — some kind of reasonable calculation.
NFEHRER, Kip, A8, BX, BWISE, RAE, 1TEOKUEZLE, mE - BoI0R
TERINN B CretBIRRR MM LR A S5 - HITEMSIEITE.,

It's not scientific, but it is the intrinsic value.l mean the fact that it's fuzzy to calculate doesn't
mean that it's not the proper way to think about it.

EAHE, BEERREME. HNERRE, HBERMATEREEAZZRENERGEA.

And at Berkshire, you've got two questions.You've got the question of what the businesses we
own now are worth.And then, since we redeploy all the capital they generate, you have to figure
out what you're willing to assume about what we do with the capital.

FEERAER, MAERTEE, ZELTETERMIMERENLSHOMNE. AR, BTRNEF
ETHMNFENMBERR, (ROTFEBIRNGEANNETLEZRNER,

And you can look back and say that, 35 years ago or so, that people perhaps underestimated
what would be done with the capital that was generated, so that it looks very cheap if you look
back on it now.But we're in a whole different game now with huge amounts of capital.



fRAJ ARG, 35FFRIAA, AMIRTREMR(E VAT ENRARSMA 4, FILAMRIRIMERIXE
EERFRERH, ERRMNAELT —TZE2FENERFT, HERENEE,

And you have to make a decision as to whether the billions and billions and billions of dollars we
generate will be deployed in a way that creates lots more cash later on.And it's what Charlie and
| think about, but we can't give any prediction on it.

B RINIURE BATERRRIE 2, B H MR T ETERESUNERANEEZMERHINHIT
HE., XMEEEMNAORE, BENTEXNUCIEL T,

Charlie?
E1E?

CHARLIE MUNGER: Yeah, | think our reporting, considering the complexity of the enterprise as
now constituted, is better than that of any similar enterprise | know, in terms of enabling a
shareholder to calculate intrinsic value.

CHARLIE MUNGER: 28, AR, ZRINEMANEWRERME, HNRSEERREE
B EREMELEN T HRAAEAERMEQEMUE,

So, I think we've done better than anybody else, and we do it conscientiously.And if you ask,
"Will we improve from here?"l don't think so.

FUA, BOIANBAIEEMERIARMSEL, FHATARMMET ., WRIRE), “BAIEMXEH
13?7 "FHAZXAINA,

WARREN BUFFETT: We've worked hard at doing what you're talking about, and it — but even
working hard at it, | mean, we've given you the data we would want ourselves.We don't know
the answer, but we do know it's what you have to think about.

WARREN BUFFETT: A I—BEESHBIREEBGCHNSEIE, MATE - BEMESHIIE, BEIE
BE, BMELERRHTBNEENEE, HNAMEETR, ERINNEXZIRLTNESR
A,

And we do it when we buy McLane's, when we buy Clayton Homes.When we buy anything, we
are attempting to look out into the economic future and say, "What kind of cash can this
business generate over time? How sure do we feel about it? And how does the purchase price
compare with that?"

SENBLEREN, HMSBLRGEE, SHENBTEARAN, HMHBELEXER
FARFHI: XN SHEENERERSTEHAFNNE? BN ETEE? BIMESIL
attanfa?

And if we feel we're getting a — we have to feel fairly good about our projections.Won't feel
perfect, because we — no one knows the answer precisely.We have to feel pretty good about
our projections, and then we have to have a purchase price that's rational in relation to those.
MRBATRFEAVFET - BAIATXIBANIUN BB S HE . FREITE, BREA]-=%
BABYIMANEE R, BAILTEBEANNTNRERERY, AEBANVLTE— 5 IBLERKIEE
M SEMAE



And we get some surprises in both directions.Actually, if you go way back, we've had more
pleasant surprises than we would have expected.But we won't get them from this point, mostly
because of size, and also because the world's a little more competitive.
BNERTAEEHE—LIRE, Xhrl, WRMEEAE, HAISHLEBENFEE S AMIRN
2. BEEBNAEMNX—R LBEIEN], EEZERAENNMER, BEANERNZSEHER,

Charlie?
EIE?

CHARLIE MUNGER: Nothing more.
CHARLIE MUNGER: {XLtmE.

31. Munger: Tort lawsuit system is "crazy"

1. FEIUFASIE“RIT”

WARREN BUFFETT: Number 9.
WARREN BUFFETT: 95,

AUDIENCE MEMBER: My name is Vic Cunningham.I'm a shareholder from Wilton,
Connecticut.

Or#x: FOYVic Cunningham, FEBEIRFEMEL/RETRIAZER o

| heard your comments earlier about popping off.But actually, | find it admirable the way you
guys, the two of you, have leveraged your clout as investors to be advocates for change.
HELERHERITR TIRX T3 EAIITIE, BEX L, BRIV ANBRMNEZINERNIRE
B RZEKIHL L AR,

You know, your outspoken comments on expensing stock options promoted, you know,
productive discussions, in not only corporate boardrooms throughout this country, but more
importantly on Capitol Hill.

RENE, RAMZAX T HERZMANNESAFNITE, MUEH TXTERNAEESER, M
BESENEEESL E#TTEBRMAITIE.

Currently, tort spending in this country continues to rise as a percentage of GDP, and | would
argue a lot of that's unproductive spending.

Brl, ITEZRNENZHOSEREFSENBDLERE EH, BIANRXRSHARIRET MR
.

Is there a point — and it seems like right now that, you know, they're trying to stretch their
tentacles, not only from, you know, tobacco companies but to consumer product companies like
McDonaId's and possibly even Coca-Cola.

ELRAE—R - IEEEX, FNE, thiBHERMENME, MUNERBRERES], £5&
%énEITDTfP XEFAHE AT



Is there a point where you would use your considerable clout to try to guilt Congress into
moving towards some kind of comprehensive tort reform for this country?

EEE RSB E M AR LB ESN X T ERHITENEEmAVESLE?

WARREN BUFFETT: Well, I'm sympathetic to the — what you're saying.l would say that our
considerable clout is nothing compared to the clout of the plaintiffs' lawyers.

RMEEIET: 1B, HRENE - (RERMTA. BHRN, SERSEMNCMAELE, FHIMEHRNE
WA 2T ERER,

There's no question that — in a certain way, it's appalling when you look at the frictional costs to
society of the tort system we have.

ZEXED - LEMAR, SRBEBENFMAENENEIESS L SRR AR, LAEIR
.,

But Charlie is a lawyer.He can probably speak much more intelligently than | can as to how you
could modify this, because there are plenty of things wrong, too.

BEEE—RFIN, trIEStRERRBIRANEENRE, BABERIZHER.

I've — | mean it's sort of infuriating to see specious shareholder suits raised on, you know, any
kind of a deal, just because there's a lot of DO — D&O insurance — and they know people will
pay off rather than go through thenuisance of a suit.

¥ - BNERE, BIAGEMIE, RERABAEMNDO - D&AORK, MEBRIEMIERIREK
Wik, XERLRAES, MEMIIMEAMNSFEIERMAS @I IFIAEL .

And we never — we don't pay off — but corporate America does.And so, it's a game.

HAIMERE - BATKBEFRER - BXERWHSZALE, AN, X2—HE.

And the people that pursue that activity, you know, are not pursuing it, | think in many cases,
because of a great pursuit of justice, but because it's a damn profitable sort of game.

RANE, BBEMNBRXIVEMNAHAZREEKRE, HIANNERZEAT, BTFXNEXEXK, B
RN ER—ME WAV .

And, you know, the people that are paying.It usually doesn't come out of their own pocket, so it
gets back to that — the lack of parity in the interest of the people on both sides.

, IRANE, EEMHENA. EBEASMBECHORELR, ANEXERTX—R- /T
WFAEmﬂmﬁﬂz$éo

But then, when | look at some of the things that have happened in corporate America, | certainly
don't want to get rid of the plaintiffs' lawyers either — entirely — because | think some terrible
things have happened and | think people should pay.

B2, SBREFINEXELTREN—LESEN, HIARBANEREERERERSNRIN - AN K
AT ETRNES, BOARANINMIZZAT,

| just wish the people paid rather than the D&O carriers, because when a D&O carrier pays, or
when a company pays, it — the costs get socialized, and the people that did the wrong things



seldom pay out of their own pockets.
 REREBEAMNMUTEMARD&OIZER, ANEDAOEERTERN A Z(TEAN - A
SKEEEML, MEESNARDEMNECHORP (T,

| — Charlie, what — tell me, how do we improve the tort system?

- BE, fta-5iFE, BNUERESNGE?

CHARLIE MUNGER: Well, if you define the tort system to include the workmen's compensation
system, which | would, you get terrible abuses.

CHARLIE MUNGER: 18, WRMFIGENFEHEEX NEFETANFMEIE, HXEM, FeZ
HEENER.

In California, Costco has about one-third of its employees and two-thirds of its workmen's
compensation expense.

FEIFREILM, CostcoflBA=p2—MATH=0Z _NTAMZER.

California is an institutionalized fraud.Fraudulent chiropractors, fraudulent lawyers, fraudulent
what have you.And they put this enormous burden on business.And of course, eventually the
jobs will leave.
MMNE—THIEANEREIT N, BIEYEE, BUEERIM, BIEYNRETA. tTEXEXRNR
BRETEWE, 3%, SEXETEREE,

| had a friend who took a plant away from Texas where he had workmen's compensation
expense of 30-odd percent, and took it to Ogden, Utah, where it went to 2 percent.
BE—THERMNE=FRMNEE T —RI, TANIHZMEERRRIT30%, AEHEIT
MEVEREE, EIEEIAREIT 2%,

So fraud, allowed to run, builds on itself.And then you've got all these lawyers and lobbyists who
like the fraud.And chiropractors and God knows what.

EitE, AFETHOREENEBS 2 L. ARIRMAER 7THREXEERRVENRMMIEZE., BE
M ETBIRET A,

And so, it's a major problem.And in California, it's gotten so bad that my guess is there will be
some reform, even with the two-thirds Democratic legislature.

FRUA, RB— T EEEM, EMAEELM, EXERFULER, UETHRNBUIESE LK
g, MEE=0 2 ZHRERILENM,

WARREN BUFFETT: What would you change, in terms of the shareholder situation?
WARREN BUFFETT: FEZRIBRAME, MMENEMHA?

CHARLIE MUNGER: Well, that's harder, because if you take the worst of the plaintiffs' lawyers,
half the time they're suing somebody that's behaved terribly.

CHARLIE MUNGER: 12, #BHEMT, EANUNRIRRERSEIMPREENERIMNE, B—F
Bt ISR AL RINSIEEERAIA.



Now, they're suing in a process where a lot of money is paid out, as you say, on a socialized
basis, and doesn't really go to the people that were hurt.So, they're like a public scold that gets
paid an enormous sum out of the public.

ME, MMNEEERF—TERE, EXTERES, ENRMAR, EHSERNEM EGTAEN
%, FEHSBEEEMOPEZIFENARN, FI, IIRME—TARTE, NARPIRE
BN,

But certainly, a lot of the defendants in these cases that are screaming about the plaintiffs' bar
have done some very regrettable things.So, | think that gets very hard to figure out what should
be done.

BYR, EXERHH, RIHENRSINBIEAERRIEM T —LIEES ANBRRNEBIE., R
X, BIANREFBBNIXMMELET4,

The present system is crazy, and | don't know how I'd improve it.You could easily improve it if
you could count on government being rational and fair, but how do you do that?
HRINAZSRMIE, BAMEUMEAENHAE, WMRIFFTEEBFEEN AT, RAINREZML
EE, BIREAMIE?

WARREN BUFFETT: Would you do anything toward making the people who are defendants in
D&O situations pay any portion of it themselves or not?
WARREN BUFFETT: @& SREVEH#EILD & OFR TR E A B S fHMEaIE D ER?

CHARLIE MUNGER: | think there would be a great improvement, net, in Omaha — in America
— if there were no D&O insurance.Zero.l think people — (applause) — would behave a lot
better.

CHARLIE MUNGER: FIARMRZBD&ORM, RIS - X£E - BEARANNE., T, &
INAAT- (EF) - &XRIMEEL.

The counterargument is you'd never get anybody with any money who was willing to serve on a
board.But my guess is that, net, even after taking into account that little problem, the system
would work better than the present one.

RBHZE, (RKEARIULEAEHNAREEESSER. BERNEBENE, EMEEZREIX T
Bz fE, RALSEMEELY.

32. "It's tough to buy things out of bankruptcy"
“MIE= P TR IRE”

WARREN BUFFETT: Number 10.
WARREN BUFFETT: 3104,

AUDIENCE MEMBER: John Goss (PH), Key West, Florida.
IrAR: 95 %5 BIXMNEFEFAJohn Goss (PH)

You mentioned last year your frustration with buying companies out of bankruptcy.Were you
surprised, from your past experience, that the court would not allow a breakup fee regarding



your Burlington bid?
REFRERN = AL RENAR, RIBAIENZK, BEESENENERIMZNR
RS FEAMREERF?

WARREN BUFFETT: That's a good question.We submitted a bid to the court. The management
agreed to our offer and we submitted a bid in the bankruptcy of Burlington Industries.And our
bid was 500-and-some million dollars.

WARREN BUFFETT: X2—MRFHEE, HAENERRR T —higint. ERERE T Ffl]
AUEEZY, FH7xBurlington IndustriesfIR =2 T M, FHAIRIEMZE5005%TT,

And we provided a — what's called a breakup fee.l'll get to that in a second, but | think it was
$14 million.
BARMT - FMBNDFHE, B2TE—VHARTK, BERIANNXZE1400H5%ETT,

Now really, when we submit that bid of 500-and-some-odd million, our bid has to remain
outstanding for a good many months.So in effect, by making that bid, | get back to the earlier
statements | made about option value.

M, SBANRII500HETHLEME, FMRENMDIERK—ERIERAFRGNS, PRASZRR
£, BEXPTEN, FHEBIFZ X THRMMERRRR,

For $14 million, we were telling the creditors of Burlington that, for a period of maybe four
months or five months, that they could sell us that business for our number or, for a
considerable period, they could get more money for it.

Y1400 £ 7cAINME, FAISEIRERBAIGIRA, AT AT A A AR EAREEATH
EX2EWS, EEEIARN—ERITER, WIIAINREEZNER.

Now that is a very low price, in my view, for a put.In fact, it's an inadequate price, but it's
become sort of a customary percentage in terms of bankruptcy proceedings.
MERXZ—TIFERAME, ERERK, B—TEBHREN, FX L, ZIR—TFEENME, 8
MRS, EBRA—MIRERNE DL,

The court said that that was too much to charge as a breakup fee, or what | would call a put fee,
and so they have set up a new procedure, which will result in Burlington getting sold some
months from now to people who follow thisnew procedure.

FERRT, RIEDFRFABRMZIATNMNERLRZ T, FAUMBIIERIRIL T —MMER, X
RBEBERWMINEF R A EEAIRMELRAEZR

| think that — | frankly think 14 million is inadequate, but it's roughly in the range of what has
been allowed in many cases.

BIAN - FIBXRIIAN1400H 2R BB, BEXRBEITFSIER TRITRSEER,

But we would never agree to that sort of a sum for that sort of exposure, outside of bankruptcy.It
just doesn't make any sense.The world changes too much.

B2, RTW™ZI, BATKEAEEEXMEENIMXEL, ExfEaEX, BRT|ECXK
7o



If you look at the value of businesses, as measured on the New York Stock Exchange, you'll
see fluctuations of a hundred percent in a year.And for 2 or 3 percent, to commit 500-and-some
million dollars at a fixed price for a business in a tough industry, | mean that’s — that does not
make a lot of sense.
MRIRBBREADLESFRSZFEENEWMME, MEFI—FAED ZBRIKE. XT2%3%
BIARIR, FE—TIRMERTWPUAEEMIEEIES0012ETT, BRERRE - XIREZARN.

| did it, so — but it got rejected.We would not — we will not participate in a procedure where
we're going to bid hundreds of millions of dollars and where our bid has to remain outstanding.
BMENT, AR - BEHRELT . BT S - BINASSE5RNEEN B ETH B HNBHMN
NURIS IR

And if the — you know, if there's a twin — if there's a World Trade Center disaster, or there's an
earthquake in California, or there's a suspension of trading on the stock exchange, or all kinds
of things, that our bid sits out thereand we've gotten paid $5 million or something for it.

R - fRANE, WRB—TXNMER - MRBHEHARRERZ RO, ENMNERILLEMWE, 5
BRIUNSREMEFERS, IEFMESHENEE, BNNENMEBRERINIEZIRE T500H%7T
S EHEMARA,

It just doesn't make any sense to me.

X BRGLBEMAE X,

So, it's tough to buy things out of bankruptcy, although we've done it twice now.And both
situations have worked out well.

Fitt, REFNMEBCZTM TR, BRMBFTHLRARE, XMMIELEBRIRF,

But then we tried it a third time with Burlington, and we spent a considerable amount of time and
money generating that bid.Weeks and weeks and a good many dollars, and it wasn't accepted.
BEEKIAIE=X5Burlington—£=11d, FHliLTHEISNNENEHRTEITEN. JL

BMJLAMKRRZETT, HisBRIER.

So, you know, when | look at these experiences, | say to myself it's a lot easier to make a deal
with Walmart, where | talk with them for an hour and we shake hands and we got a deal.

FRIA, fREIE, HBEEIXEZHBE, ENECHR, SATRBANRSESSFS, EBRERS
i 1k T — N, BAHEFHEE T -5,

Or the other deals we've made in the last year where we buy Northern Natural in a day or two,
or where we buy Kern River Pipeline in a few days, or the various businesses we've bought.
RHERNEFEMNEMR S, HME—FRMRAMENorthern Natural, & IE/LRAMEE
Kern River Pipeline, S&EH1ELAZ TS,

And bankruptcy, | think it's probably a necessary part of the procedure.l mean you have to
comply with bankruptcy laws.But | would say it's a very awkward way to buy a business.

W=, BIANAXATERERFINVERD . BNERERMOIETH™E, BHRINAXEZE—IIEE
BRI SE A,



And if we have to submit bids that will remain outstanding for many months when people can
top us, and only have a 1 percent fee for giving that sort of a put, we will not be making many
bids.

NRBAVLTHRZIRIIRMEEAMNBERZ A A HRMABNIERL MSEEA, HERB1%NERT
BERRMLLEIRM, BT ASTHITZIREM .

Charlie?
EIE?

CHARLIE MUNGER: Well, we know it was unreasonable, from our point of view, to have a
transaction that didn't have that modest 2 percent commitment fee in it. The court had a different
view, and he thought that the figure should have been different. And who knows.We'll see how it
all works out.

CHARLIE MUNGER: EA1%&E, MEMNAEXRE, REZPISB2%NEIREREITIE
M, ERBAERNEZE, AR TRFNZEAREN, ERERKIITEEREZUNEEEN.

33. "We like to go in heavy" when buying a stock
33.WERRTES, “HANNERNE”

WARREN BUFFETT: Number 1.
WARREN BUFFETT: 218,

AUDIENCE MEMBER: Gentlemen, Wayne Peters from Sydney, Australia.
IFAR: KB RAF LA ERI4H T Wayne Peters,

My question goes to stock reweightings.Could you describe your thought process in, firstly,
determining your commitment weighting level in a new investment?Now, marketable securities
is what I'm referring to.

BNORERREE, MESTHEA—TENELEIE, BAHEERERMRERNFEENUK
2 W, BMESMEBER,

And secondly, your thoughts on potential reweighting.Your record, and clearly in the earlier days
as opposed to now, would indicate that on average, you're either in a stock or out of it, though
on occasion you've topped up and lightened up.

HOR, RIS eIeEEFIIMNROR A, RAVICR, EARATERLN R, MAZRIE, BRIAFIMES,
MEBLAREREF, BEARERETR, REAMERMREZRH T HETFEENT .

WARREN BUFFETT: Charlie?!l'll let you have one.(Laughs)
WARREN BUFFETT: &IE? E&iHEBE—T. (5)

CHARLIE MUNGER: | didn't fully understand that question.
CHARLIE MUNGER: HisBEEEFX 0,

AUDIENCE MEMBER: Charlie, | was just referring to how you make an initial commitment to a
marketable security investment, in regards to making it maybe a 5, 10, 15 percent



commitment.How heavy you decide to go into a position, initially.
MR B, HRAZEMRNMEIMEENENTEIREVEHE, (EEATEEARI5%,
10%, 15%MyEIE. RIMMREHN—TIRUNERREE,

CHARLIE MUNGER: Well, we ordinarily don't like small positions.
CHARLIE MUNGER: I8, FTRBEARZ NI,

WARREN BUFFETT: Yeah, we like to go in heavy.l mean, if we want to invest in a business
through the stock market, we want to put a lot of money in. You know, we do not believe in a
little of this and a little of that.

WARREN BUFFETT: 28y, HMISWAEN. BNERE, URB(TEEIREHIHIRE—IN
W3, BIMRERAKRERE. RANE, BMTHEEX—R—RR.

So, at our present size, we're limited primarily by the availability of the quantity we want, rather
than restricting ourselves based on some percentage of a total portfolio.

Eib, REBEHBONE, BNEEZRTHRIMEENNE, MARETERBHGN—EB DL
FERHFIEC.

| can't — it's very hard for me to think of a stock we quit on, in terms of buying, except because
we were going to run into some 10 percent limit where we would get liable for short-swing
profits or become insiders orthat sort of thing.But we almost never want to quit.Isn't that right,
Charlie?

HAEE - WXL E, HRERBIBNUENRE, FRIFEERNBANTRERI10%AIBRE], FHAT1E%
BISERNE RN NEBA L 2 LR, BRI IFATERRE ., T215, BIHE?

CHARLIE MUNGER: Well, not unless the price goes up.
CHARLIE MUNGER: 18, FRIEMIE LK.

WARREN BUFFETT: Yeah.And of course that's where we made our big mistakes.| mean we
have — or I've made the big mistakes, actually.| —

WARREN BUFFETT: Z#J, S, BBEBHMILETERERNMS ., TR ERA] - HEFHIL
Tijﬂf_alﬁo —ttf -

There have been a couple of things that we knew enough to buy, that were in our circle of
competence, where we could have bought lots of stock, except it went up a little bit and then we
faded because of price.

B—LEBAE T AWERIART, XEHRNNEENTE, EBERNTIUWERENERE, RT
ELA T —RARENEMSIEE,

We didn't fade because we didn't want to put more than X dollars in. If we find an idea that we
want to put $500 million in, we probably would be even happier if we could put 3 or 4 billion in.
Bl ARE, BRABMITEBABEXET, NRBAVLINBATERIRASCETRERE, MR
BA18EIRA3R4012%TT, HATAIREESESX,



Good ideas are too scarce to be parsimonious with once you find them.

—BHEEAN], FRBEMAHRMAERAT .,

CHARLIE MUNGER: Yeah, having narrowly averted the mistake of being unwilling to pay up at
See's Capital [Candies], we've gone on and made the same damn mistake several times, with

respect to marketable securities.We evidently learn very slowly.(Laughter)

CHARLIE MUNGER: ZHJ, HEZMeE% T ~EEESee's Capital [#ER]SZ(TRITHIR, Fefl]
ELZXILTEFENEIR, MAEMLESmMsS. BNEAFERE, (KF)

WARREN BUFFETT: It's cost us many, many, many billions of dollars, too.
WARREN BUFFETT: XtBETE(IEZ, RZ, BTZET,

CHARLIE MUNGER: Those are opportunity cost billions.They don't show up on the financial
statements, but the amount of money that's been blown by dumb decisions at headquarters at
Berkshire Hathaway is awesome.(Laughter)

CHARLIE MUNGER: XEHSASAN T2k, TzBEMAENSREXL, E2ARAE
RIEHFE LB SENEBBEREFMEMMR IR ABR, (KF)

WARREN BUFFETT: Well said.
XEEIESS: RS,

CHARLIE MUNGER: Yeah.(Laughter)
CHARLIE MUNGER: 2. (%5m®)

34. Short-term rates don't affect investment decisions

34 JEHAMIRATIDIR T IR R

WARREN BUFFETT: Number 2.
WARREN BUFFETT: 25,

AUDIENCE MEMBER: Hi, I'm Steve Casbell (PH) from Atlanta.My question involves interest
rates.
IFAR: B8, HERBLIFZ A Steve Casbell (PH) , FMEIES RFIER,

When you calculate the intrinsic value of a business in a period of low interest rates, like we
have currently, do you use a higher discount rate to factor in higher rates in the future?
SIETERARBEEWARAEMER, MERIMNBR—%, BEESERESNIEIREER
IR S HIF)R?

And also, when — do you ever look at a company's free cash flow yield relative to current
rates?

me, ftalE - (REREETASEN T IR ZRNE B E R @ ER?

And if | could also get your thoughts on the dividend tax cut.If, by some miracle, the politicians
think logically and get rid of the dividend taxes, would Berkshire ever pay a dividend?



MR BADBEXMWBURM BT T R, AR, —LEFT, BENEEELEEAFERREN, B

RAERESEZIRE?

WARREN BUFFETT: The question on discount rates, we use the same discount — | mean in
theory — we would use the same discount rate across all securities, because if you really knew
the cash they were going to produce, you know, that would takecare of it.

WARREN BUFFETT: XFIaIlRa9a)E, FAMERBRRHFN - HHNEBZEL L - BlIaN
ﬁﬁﬂ%ﬁ%ﬁﬁ%%ﬂ%,Hﬁ%%hﬁ%ﬂﬁ@ﬁh%&?%ﬂﬁ,ﬁﬂﬁ,Eﬁ%?%@
Eo

We may be more conservative in estimating the returns of cash from some, but the discount
rate we would use is a constant.

AREREANMNERRN, HNTESERST, ERIMMERNMBIRE—TELH,

Now, in terms of where we commit, you know, we don't want to use the fact that short-term rates

are 1 1/4 percent to think that something that yields us 3 percent or 4 percent is a good deal.

I7E, MBNFENATNS, RNAEEREEFERN 1/418EBX, IANNFTE3%H4%HIZRTA
MRIFNR S .

So we sort of have a minimum threshold in our mind about which we’re — below which — we're
unwilling to commit money.And we're unwilling to commit it whether interest rates are 6 or 7
percent, or whether they're 3 or 4 percent, or whether they're, on a short-term basis, 1 percent.
Eitt, FAIEMESRE—THMEIIE, FNEW - BMIFRERARZE., BINAEEHRE, Tt
FIREC%ILE7%, BE3%T4%, HEFEAFIERE1%,

We just — we don't want to get hooked into long-term investments at low rates just because
they're a little bit better than short rates would be or low Government rates would be.So, we
have minimum thresholds in our mind.

BANRZE - BAAELURE NN ERFN R BFF R[F S, mEEMEFIREHRKIREA.,
FRUA, BAIOARE &R .

| can't tell you precisely what they are, but they're a whole lot higher than present Government
rates would be.

BRI SIRRENZT 4, EEMEBINBRERESR

And at other times, we'd be very happy owning Governments, just because we feel that they
offer attractive enough rates.

MEEM R, FMNRESMBEBE, RERABATBASMINRMEEIEIARFIE,

I would — when we're looking at a business, we're looking at holding it forever.And we want to
be sure we're getting an adequate return on capital.We don't regard what we can get on short-
term rates now as adequate, but we'll still sitin — rather than bend a little bit and start settling
for lower rates for 30 years because rates for 30 days are so low,we would rather just sit it out
and wait a while.

BEE - SERNEBF—RATN, HNEEZRKTHEE. BNFERERIEAFRBNER



BliR. BIMETANRIIUEEENENTERSD, EBRRNNRRL TR - TARM
Wt — FHIFERE0EMORE, BASORNAEEEE, BNTELTREF 2L,

35. Dividends should be taxed
35. 07 X3 £ FIFEFR

WARREN BUFFETT: The tax on dividends — you know, I've used this illustration before, but I'm
paying about the same percentage of my income to the federal government as my secretary
does.

WARREN BUFFETT: XJAg R - fRANE, FZAERTIXTMIF, BRI SEAFRE
FE1ERE, S5IMMP—,

Now, | pay more in income tax rates than she does.| pay a higher marginal tax rate, by some
margin, than she does.

O, BXARMEHMERS T, BSTRBRHmREmES—LE,

But she pays way more in Social Security taxes than | do, because | only pay on the first
whatever it is, 70,000 or 80,000 of income.And so, she is paying, between what we pay at the
company for her and what she pays, we're paying 12 percent or 13 percent or whatever it is of
that.

Bt TN SREREFSATHERZ, BAKRXME—2EEMA, B170,0008,80,000891K
No. AL, hEIAIR QB ZTRIZE AT TRR Z BT, BT ERN12%E13%
EHMPTER.

So, we both end up paying fairly similar percentages of our income to the federal government
every year.

R, BRLZSFEREF BT (IESBUNKBAE L.

If Berkshire were to declare a billion-dollar dividend, and my share of it was 330 million, and it
were tax-free as the Bush people originally suggested — and it would be tax-free.l mean, we
have lots of taxable earnings at Berkshire.

MRERFAREEM HCETHRE, MENMHEE3.32ET, MAERRHN, MEMT AR
MENNFE - HEERZ&HN., ZNEEE, BNEARAERBRZNFHUIN,

You know, | might be paying 1/10th of the rate to the federal government of my income that she
would be.

fRANE, FAIBEREEBRFREUE ST A RI1/1089 2R A,

Now, | can make the argument about the fact that structure shouldn't govern tax rates.That
Subchapter S, and Subchapter C, and partnerships, and all of these things, that the tax codes
should be neutral between them.And I've made those kind of arguments in the past.

WME, HAIUMEMARZEHHBEX—FLREFIC. BTOESHDEC, MERMEXES
15, BUEANZEENZEFREFIL, B EBHEHRMRIE,



But | can make no argument in my mind that says that I, with everything that — you know, all
the luck I've had in life, you know, | was wired a certain way at birth that enabled me to make a
lot ofmoney.

BRERNMEE, BT AXTERNES - (RAEN, HEGFMERNIES, (RAE,
FEHERMNEMA RS, XEFREBMERZSE DK,

And, frankly, it was better to be born a boy than a girl, in terms of money-making possibilities, in
1930. And probably still is, but not to the same degree.

mE, BERME, EWRENETEESAE, 1930FHAENBRIERZELY, FAIENAR, ERZEE
FiEE,

I mean the fact that | would send 1/10th the portion of my income in a year to the federal
government that my secretary would, | — it just — it screams at injustice to me, in terms of what
the society gives back to me.(Applause)

BHNERE, FR—FVANTD Z—RIEGHRABR, BB BXIFEN - HRE - LS4
FHHERMS, ERUENEARNE. (EF)

So | am not for the Bush plan.Charlie?

FRABAZ i avithl. E1E?

CHARLIE MUNGER: Well, | agree with you.Even if you assume that the whole economy would
work better if we'd never gotten into this double-taxation system on corporate earnings, which |
don't think is a clear thing anyway.

CHARLIE MUNGER: I8, HKRIEMINEZL. BMERIANNRBNMRZEHANTE W KEZAIINE
ERFE, BPRFREEMIEE, BIANZXAZ2—THRNEE,

But even if you assume that, | think when you live in a democracy where there's lots of envy and
resentment and what have you, to have the absolutely most fortunate people paying practically
no income taxes, | just think it's unacceptable.

BE, BMERIANR—R, BIARNIMREFE—TRHBRPNSIRNEEERARIRAENRE
i, tiﬁﬁwﬁ E’JATIET\WWEH}EH S, BIARNXEZANATHEZRY,

| think there has to be some fairness in some of these arrangements, even if there's some
theoretical argument that the economy might work a little better some other way.
BIANRNERETHPOTIE—ERT, BMEE—LEIE FSIEARE A UEMEM A
Bt R IEER,

WARREN BUFFETT: Yeah, there are IRAs now, obviously, that work very well for people with
modest amounts of dividends.That they — they're getting tax deferred for a very long period of
time, which has huge benefits.

WARREN BUFFETT: 28, HIZEE—LIRA, MTFHRBEEEREMWAKR, XMHEIEES
Mo AT - NERK—EXRT B NREMURERS, X&HK T ERIF) =,

The big benefits of exempting dividends would go to fellows like me and Charlie, you know.And
that's not going to stimulate the economy.It's going to stimulate us, but — (Laughter)



REE, RRRENERFOFEANTFERNEEXFENA ., XTSRHETT. EREHEA],
BE - (KF)

And it's going to result in us sending a very small percentage of the income — of our income —
to Washington compared to what the people, you know, working in our shoe factories send.
XS HBAVFUINR—NEB D - FAIRIUN - FERBRNE W, MAZIPLEERATrVEE TIFRY
NP

And that — you know, when somebody says, you know, "What did you do during the war,
Grandpa?"lI'm not sure that's what | want to explain to them.

me - RAE, SBEAR, RAE, “REAFHEMT A, FF5° "HAHEXZHERIMI]
BRINRNE,

36. Why Berkshire wants at least a 10 percent return
36. At A HRHREEEDIRF10%HIEIR

WARREN BUFFETT: Number 3.
WARREN BUFFETT: 35,

AUDIENCE MEMBER: Good afternoon.I'm Patrick Wolff from Arlington, Virginia.
ITR=HA: TFIF. KRBTSRI RIFRIPatrick Wolff,

Charlie, | can't resist telling you that I'm actually the fellow who plays the chess games
blindfolded.
B, RAEMEERE, B L ERERBITSEIRAIA

WARREN BUFFETT: Yeah.
WARREN BUFFETT: ZHY,

AUDIENCE MEMBER: So, | look forward to not seeing you there tomorrow.(Laughter)
IFAR: FRA, FHAGEARAREMER. (55F)

CHARLIE MUNGER: Right.
CHARLIE MUNGER: 3§,

AUDIENCE MEMBER: | actually have a two-part question.l'd like to ask you to elaborate a bit
how you think about opportunity costs.And I'm — | think I'm going to be elaborating very much
on the very last question that was asked.

IR : R LB —THEMEBDAMRNEI, BEBRIFMZRRNINERANEE. mMEHK -
BB SERGIREAEM DIFHER,

First of all, in the annual report you say explicitly that you look for a 10 percent pretax return on
equity, in looking at common stocks.And | think you talked earlier about how you built up from
that for 5 to 6 percent after-tax return, and then you layer on inflation, and then layer on taxes.

a5, EEERED, CERET, EINDERN, CREINI0%NHATEATKEE, M



BIEINARRLERMRRI RANIME %6 %N E R m PR RER, ARMEEREKDE, &
ISpaky R

My first question would be, how do you adjust that required rate of return across periods of
time?So, for example, when interest rates are higher.And do you look for a different equity
premium return over different periods of time?

BRE—TEEZ, BT —RNERERAFNERR? B, flm, SFRESH., B2
HBEREIERF HARRIARSUR M ER?

My second question would be, Warren, you just said that you actually would apply the same
discount rate across the stocks.
BHNE_NE@E, Kfe, RRIZRIRER LS RERABEBNGEINE,

And I'm sure you know that modern finance actually suggests that you should not do that — that
you should be thinking about the timing of cash flows and, in particular, the covariance with the
general market.

m B BABERANEIAC ZRESEPR L RS RIRANIZIX A - (RROZE RIS RN 2R EE, 1532
5—minnimnE,

Now, you've made a point of emphasizing that when you think of risk, you think of risk primarily
in terms of, will you get the cash flows that you predict you will get over time?

W, BERBAY, SEZERBXKRN, BEETEZRENK, BRESSIAGIMNSHEEREIAE
MRS EIR?

Sort of numerator risk, if you think in terms of discounted cash flow, which | think everyone here
will have to acknowledge — your results speak for themselves — has probably been a very
effective way of thinking about risk.

DENR, MRMRBEMIVBAER, FIARETATLIEIA - (RNERASEIE - FIgEE—™
EEBRHINLEEZELI,

But there is a true economic cost to think about the timing of cash flows as well.And it may be a
much smaller cost, but it is still a real cost.

B2, ZRATANNNEFEREENZFTNAS, EFEE—TIMEZHNAAE, BEDAZE—
BIFAIRAS,

| might, for example, suggest you think about somebody deciding between two jobs.The jobs
are completely identical and the person expects to make the same amount of money from each
job, but there's one difference.And the difference is one job will pay him more when the
economy's in the tank, and the other job will pay him more when the economy's going
gangbusters.

#HIkE, HARSENREREAEMD TECEFLAE. XETFEETEHEEN, MAX
TABENEH TEFHRIEERNES, B2 —KAE. MARNE, SRFARBAEIRN,
— LRI EEZRM, MBI TENSELFTRELNAMTHEES,



Now, if he asked you which job was actually worth more, my guess is you would tell him that the
one that would pay him more when the economy's in the tank.And the reason is, if he wanted to
make more money by moonlighting or doing something else, it'd be much easier when the
economy's doing better.

WME, MRMEIRMTIELR EEEME, BBMSSF M, SLFREEERN, thetEE
%, RAZ, MRMEEIFRIFMEMSBIERMEZAE, BLAISZTRAFENSESS,

That's the essential logic behind the idea that you look at the covariance of when cash flows
come in with the overall market.

XM REGRERS BEDHNNEXR AR —BEEENESRZE.

It's a real cost, even though it is difficult to measure, and even if it is a smaller risk than
numerator risk, the risk of getting the actual cash flows, since it's a real cost, | imagine you must
think about it.

XE—TEINAAR, BMFERESGE, BMENRNToFXER, FKREERINE RN, EH
ER—TEREMNAE, HERMRLTERE.

And so, my second question to you would be how do you think about it?And if you decide not to,
why?
FRA, BHE N E@ZIRAEAETE? MRMMRENXEM, A2

WARREN BUFFETT: Now, first of all, | would like to say, Patrick, we appreciate you coming out,
because Patrick — now, | don't know how many years it's been, but it's been a number, has
volunteered on Sunday toplay.

WARREN BUFFETT: 855, #8i, I5ER, BAIRSRIIER, BN ER - ME, &
AHEEEI T Z0E, BXE—THF, BAAEEEER.

Now, | think he's playing six people or so, blindfolded, simultaneously, and after hearing that
question you can understand how he does it.(Laughter)

MTE, BIARNMEETR S TALA, BRNERLERE, TREIXNEG IR A ARt 2 01
WEN., (KF5)

But Patrick, as well as [champion bridge player] Bob Hamman, and then this year, [champion
Scrabble player] Peter Morris and [champion backgammon player] Bill Robertie, all come
out.And on Sunday they — we've got these extraordinary talents out there.And for people who
like the various games they play, they devote an afternoon for it and ask nothing in return.
BiR%ERx, UREBEFMFIHRIGE, RESFE, [EERFENKABEFEENN[EELS T
SIKRLERBAE, #MHEKT .. BBMA] - FATEIRERAXEIENNT EE. T HBLESIRAA]
MAEMIIERRIAKR, IISE— T TFRIEREZ X6,

So, | — we really appreciate it, Patrick, and I'll look forward to seeing if you're peeking out of
your blindfold tomorrow.(Laughter)

PRIA, 3 - BATERREGE, 0158 %, BEISEIMPRESEEMEMRNRE, (XF)



The question on opportunity costs and the 10 percent we mention.You know, basically that's the

figure we quit on.And we quit on buying — we don't want to buy equities where our real

expectancy is below 10 percent.

KT EBARNEBAEAREIAI10%, (REE, BERLEXMERITELENAF ., HiA1NFEE
- BT SEHA TR SEFRFRHEAR T 10% AR R .

Now, that's true whether short rates are 6 percent or whether short rates are 1 percent.We just
feel that it would get very sloppy to start dipping below that.
MTE, REAFIRZE6%EEEHNEN1 %I EUNLE, BNRAZREFREKMSTFIEREE,

And we would add, we feel also, obviously, that we will get opportunities that are at least at that
level, and perhaps substantially above.

BAIREHN T —=, BABRAERRE, B(TFEREEDVREX—KENNE, BEERIGEARKE
X IKE,

So, there's just a point at which we drop out of the game.And it's arbitrary.There’s no — we
have no scientific studies or anything.

AT, BATREBEMRAR—TR. Z2EER. 128 - BIIKENEMRAEDI KA.

But | will bet you that a lot of years in the future we, or you, will be able to find equities that you
understand, or we understand, and that have the probability of returns at 10 percent or greater.
BEREFTE, RERERZERNNE TR EIRENIPENRE, mMARRNAIEEY910%
:}ZEE o

Now, once you find a group of equities in that range, and leaving aside the problem of huge
sums of money, which we have, then we just buy the most attractive.That usually means the
ones we feel the surest about, | mean, as a practical matter.

ME, —BIR#HEITX EIWE’J AR, ARERNTHAENEMEZREME—E, Bak
MNALIHARSINNRE, XBEEXRER(MANRAEN, BRERZE, (EA—1EFRE,

There's just some businesses that possess economic characteristics that make their future
prospects, far out, far more predictable than others.There's all kinds of businesses that you just
can't remotely predict what they'll earn, and you just have to forget about them.
RE-ERWEBZFHE, FERKIISTEBEEMR, BEMEFENEN, RIEEE
TN PFIRE T4, (RRFERICEA

But when we get — so, we have, over time, gotten very partial to the businesses where we think
the predictability is high.But we still want a threshold return of 10 percent, which is not that great
after-tax, anyway.

BRIHAFE - A, BENERNER, BELIEBROBANPARTINMRSHIWS, B
BANNAREIRG10%89 TMmElR, FTigalfa, XAZREFNFGE.

Charlie, do you want to comment on that portion of that question first?
TR, HRSITCIEBAYB—ER o NE?



CHARLIE MUNGER: Yeah.The — | think in the last analysis, everything we do comes back to
opportunity cost.But it, to some extent — in fact, to some considerable extent — we are
guessing at our future opportunity cost.

CHARLIE MUNGER: 28, - HIANNERENDTTH, HAIFENBGHEHESTRINEHA,
BEEMIEEL -FX L, BEMREEL - B ERRNRENNSHA.

Warren is basically saying that he's guessing that he'll have opportunities in due course to put
out money at pretty attractive rates of return, and therefore, he's not going to waste a lot of
firepower now at lower returns.But that's an opportunity cost calculation.

AMEER L RERMBNMSEEHANMRAENSURERS | DNERFIRAGE, Eit,
ERSERERETTRBAEAS, EXENEHAITE,

And if interest rates were to more or less permanently settle at 1 percent or something like that,
and Warren were to reappraise his notions of future opportunity cost, he would change the
numbers.

MR BN KA MR EE1 % EMKT, HEXCESFTHEMtMIRENSHANE
%, ENEXENF,

It's like [economist John Maynard] Keynes said, "What do you do when you change your view of
the facts? Well, you change your conduct."But so far at least, we have hurdles in our mind
which are basically — well, they involve, implicitly, future opportunity cost.

MIRZFFEROE BNEIBETATRAIBME, “HIRNTBXNELNEEN, (REMta? FIE,
REXZ TIRINIT R, MBEDRIBRIAL, HAVOPEZEERS - B L - BRSSP KRR
NS,

WARREN BUFFETT: Right now, with our 16 billion that's getting 1 1/4 percent pretax, that's
$200 million a year.We could very easily buy Governments due in 20 years and get roughly 5
percent.So, we could change that 200 million a year to 800 million a year of income.

WARREN BUFFETT: Ii7E, Ffi1AV1601ZETHRMBIMEN1/4%, BIBFE2(CET. AT
RESMMEL20FFBUE, K95%, ELL, HATRTLOGESFEACZNEESCHIKA,

And we're making a decision, as Charlie says, that it's better to take 200 million for a while, on
the theory that we'll find something that gives us 10 percent or better, than to commit to the 800
million a year andthen find that, in a year or thereabouts, when the better opportunities came
along, that what we had committed to had a big principal loss in it.

FANEEMR, BAIEEME—TRE, REFEE—<NEZE2(¢, Bt ERIE&MEELTA]
10%HESHIKRA, MABBERIESCET. AR, E—FAANNEE, HSEFNS
IS, BAREERFREEB T ERNAEHK,

But that’s — you know that’s not — it's not terribly scientific.But it — all | can tell you is, in
practice, it seems to work pretty well.People —

BIZ - REFIERE - EXNREEREN, BE - WAIMNSIRFNE, EXER, EUNFEES
?Et}o A =



CHARLIE MUNGER: Years ago, when Warren ran a partnership, and to some extent the
partnership that | ran was the — operated in the same way — we implicitly did what you're
suggesting, in that part of the partnership funds were in so-called event arbitrage investments.
CHARLIE MUNGER: JL&HI, HWarrenZI SNKARN, EEMREE LHMZENENXRRZE
MEHEA VSR - BN St T IRATZINAY, EASNREZIIT D2 XN - MASHE
FMIRE,

And those tended to generate returns, occasionally, when the market, generally, was in the
tank.And alternative investments would more mimic the general market.So, we were doing what
this academic theory prescribes, you know, 40 years ago.And — but we didn't use the modern
lingo.

mE, Shig@EEHETN, BEERESTERR. ZRRFREEEHBAEDT, I, &K
MEREMIX N FEARIEICER, 40FRI, MA - EERINISBERIRANARIE,

WARREN BUFFETT: Yeah, we've got some preferences for having a lot of money coming in all
the time.
WARREN BUFFETT: Z#), Bf1E—%REF, BAMINSEBRZE.

But we do go into insurance transactions with huge volatility, which could mean that a big chunk
of money could go out at one time, or in a very short period of time.

BRI HTRIBENNRINR S, XAUGEERERA—E2 BT AIEESERERNNEIAL
B,

And we won't give up a lot in expectable return for smoothness, but if you give us a choice of
having money come in every week and the same present value of money coming in in very
lumpy ways that we wouldn't know about,we would choose the smooth.
BAIASA T IRA T FIRERRIER, (ERMRMLTA]T—TIEE, SAHEERER, FEHUIF
B A VAN AT ERNERINEME, BAISEFIRF],

But if you give us a choice of a higher present value for the lumpiness, we will take the
lumpiness.And that's usually the choice that's — | mean that's usually — we get offered that
choice.And other people value smoothness so highly that we do get a spread, in our view, for
lumpy returns.

BE, MRMEBN—TESHITMENERE, BIEREEZE. XBEZRE - HNEEZ
E%-ﬁm FE T IXMIAE, MEMAIFEEMFRYE, UETRIMNBLZFE—TEENE
o

37. Berkshire insures $1B Pepsi contest

37.ARFRIRRT100ETES R KL

WARREN BUFFETT: We are writing — and then we're going to close this up — but you will
read a lot, or you may hear a lot, maybe you've heard it already, Pepsi-Cola's having a
contest.They're going to have a drawing in September.



WARREN BUFFETT: FAIERES - RARHNBXRATE - BRZERS, HEIRAIESIEIR
%, HRELKE Y, BEAREESTIERE. ITEEIRE—IRE,

The contest goes through a lot of little phases, but in the end, there's going to be one person
who's going to have one chance in a thousand of winning a billion dollars.That billion dollars will
have a present value of maybe 250 million.

EEFREL TRZAVIIMER, BRE, BEE—TAB—MMIEmRF1012E7T. XTHZETHI
{ER]BEIRE2.51Z3E T T,

If whoever gets to that position hits the number, we will pay it. And we don't mind paying out
$250 million as long as we get paid appropriately for us.And that would create bad cash flow
that particular week.We're willing to — maybe even for two weeks.(Laughter)
MRFTICEREBRMIE, FNETR. REBNVSRNEIRM, HIAANTEZF2.512%
TT. XFSESERNNERENME., BINER - BEEMA. (KF)

We're willing to assume that for a payment, and very, very few people in the world are.Even
those that can afford it.We would even assume it for 2 1/2 billion, present value.
BIRERIATR, R ERDEA, BMERHLEBRNIBEENA. HIMTEZINIENMER

25123 7T,

We'd want more proportionally to assume it for that, but Charlie and I, | think, would agree that
we would take that on if we got paid well enough for it.
RIVEEE ZIFLEGIEIBE, ERIAN, BENHRSEER, URBNS2IEEHIRE, Fis

EZRE.

We wouldn't do it for 25 billion, but we will do things, and therefore, you know, we get the calls
on that sort of thing.And that is more profitable business, over time, than bread and butter
business.

BAIARSXE25012, BEANSMOEE, Eit, M8, HAHERXFENOENT, BEREN
%, SXEEeENERSERRAE,

It also can, you know — it can lead you having an intense interest in watching the television
show when the drawing takes place — (laughter) — making sure who draws the number, too.
EWRAX, RAE - SLEREN, EFESSIRMMNUEBMT BRORENE - (KFE) -1
RIETIREEF.

Charlie, you have anything to add?Then we'll —

B, MBEtARTNE? K%)= -

CHARLIE MUNGER: Yeah, once you're talking about opportunity cost that's personal to yourself
and your own situation and your own abilities, you've departed from modern finance, totally.And

that's what we've done.

CHARLIE MUNGER: 2#J, —B{RXIEHZNSEANRE S UKIRE SIERMIRE SHEE

B, MM EiRE TSR, XMERAIPMA.



We're intelligently making these guesses, as best we can, based on our own circumstances and
our own abilities.| think it's crazy to do it based on somebody else's circumstances and
somebody else's abilities.

BARIEECHIERNE CSEESN, REMIFrEEtERIAMM L XLEFEN, FIARREIANIE
MEAABIBEN EMERMITRT,

Sat, May 3 2003 - 1:00 PM

BerkshireHathaway

Warren Buffett and Charlie Munger call a widely-used option pricing model "insane" and
complain it's "crazy" to use stock options as compensation. They also warn against having a
"fretful disposition," and Buffett shares his idea of true success.

1. Buffett welcomes "real shareholders"
B3R HIERIBRER”

WARREN BUFFETT: (Applause) Thank you.We promise not to sing.(Laughter)
WARREN BUFFETT (£F) %, HIMRIERER, (KF)

Good morning, and we're delighted to have you all here.

B LY, BIRSHAKERE,

One of the things that makes it fun to run Berkshire is that we see real shareholders.We have —
we probably have a larger proportion of our shares held by individuals and not by institutions
than virtually any large company in America.And that's the way we like it.
IHMARAREENFEBZAETRAIER THEENRKR., (- BT BEEKRLEAIRIT AR
BRIBMD, MAZRHAN, MAREEN/LFAMBERAE., XMEHNERENSI.



We love it when you come, we get to see you, you buy our products.You know, there's still a few
things left downstairs so — (laughter) — feel free to leave anytime during the meeting when
Charlie's talking — (laughter) — to go down and make a few purchases.

BAERE, SR%K, BAIBIMR, RIEBNOTm. MHE, ¥ FTEE—E5%- (KF) -
TRIXHAEIRER AR, SEEBIERKEN - (KF) - TRHJLUIWE,

2. Andy Heyward and "Liberty's Kids"
LA ENEHBNZF”

WARREN BUFFETT: Now, we're going to do as we've always done.
WARREN BUFFETT: IfE, BAHREBEBAI—EMRBAAEM,

First of all, I'd like to — | would like to give very special thanks to Andy Heyward.Andy, would
you stand up if you will please?(Applause) Andy is the man that — there he is.(Applause)
B, B8 - HERHIRISANdy Heyward, 8, MRIFEE, ReibekE? (EF) R@
MERTA - tEMEBE, (EF)

Andy does those cartoons, he recruits Walter Cronkite and Bill Gates, and he does the script.He
gets Charlie and me to do recordings.And it's just wonderful the production he's put on.

T THLERIE, MBS T ATITREAIUTMEIL/RER, MM TRIA, tILEEMBMRE.
b EmIEE IR o

And for those of you — last year | mentioned a program that's on public broadcasting called
"Liberty's Kids."
SFFHLEN - EEHIREI T — 1B A Liberty's Kids”fH)/AH ETE,

It's running in — consecutively.There's, | think, 40 episodes.lt tells the story, really, of the
founding of the country, and it's a marvelous way to learn history.

EERELTT. FAN, 405, EEIHHR T XTEREENNSE, X2FIHELN—M
FWhH.

I've watched a number of the sessions myself, and it kind of comes back to me from my early
days, grade school and high school.
BECEMEIRZREZN, MBH, NFENSHhFE, XMELERE.

And Andy's done, | think, the parents of America and the country, a real service in producing
this.And | will predict that a hundred years from now, people will be watching "Liberty's Kids."
BIANNZBEZRTH T XENERNRE, XZ—TEERNRS. BN, MIEE—BEE,
MIEEER‘BHNZ AT,

So | really salute Andy Heyward, and be sure to catch it on public broadcasting.And Andy,
thanks for a wonderful production.(Applause)
FRIXEEMEANdy Heywardi &, HE—TEETAH BHEZE. Andy, BEHREZEZHHEIE.

(EF)

e



3. Day's agenda
3.H%=

WARREN BUFFETT: Now, we're going to follow our usual procedure of leisurely proceeding
through the formal part of the business in three or four minutes.And — (laughter) — then we will

WARREN BUFFETT: 7, BTG ERHANEBENTESR, =2 tAKE5EMAIETA
%, #H- (R) - RBEBAI= -

I'll have a few comments, actually, on our business, and then — and a couple of acquisitions —
and then we will spend the rest of the day, until 3:30 with a break for lunch, we will spend here
to answerany questions you have.

SRR L, BENEAINWLSER—ERR, AF - URJURKE - ARENSE—REEI RIS
B, HEIZRIBORE—TFE, HIFEXERNERZREEMD),

We have microphones in various zones, and we will proceed around and try to get every — any
subject that's on your mind, fire away and I'll answer the easy ones and Charlie will answer the

tough ones.(Laughter)

BAEAENXEEHEZRX, BATERESITIRENE— - (RINFEREEER, Hh, BE

EIEPLEHRNER, BRRGRISHLRENEDR, (5KF)

4. Calibrating Munger's answers

4 RETBNER

WARREN BUFFETT: So now we will go through the formal part of the business, they've written
a little script for me and | will go through this.The meeting will now come to order.

WARREN BUFFETT: IERA TG TR SHIENE D, MITABES 7 —THAE, BiFEd
X, RVERTERRIRRE #1T .

Oh, | should introduce Charlie over here, not that he needs an introduction.But Charlie —
(Applause)
B, BNIZEXENAEIE, MARMBEENR, BEEE - (EF)

Charlie and | have been partners of one sort or another since 1959. We both grew up a good bit
here in Omaha, but we didn't know each other at the time.

B1959F Ak, ERMBE—EZ XM M. HNBAERDBRA, BRERAMNHFAFRIAR,

We both worked at the same grocery store.We had a similar experience, we found that neither
one of us liked hard work.(Laughter)

BA I ER—RREELIE, BAIEEMNEZR, BNRMBATHEAREREHITE. (55F5)

And if you go down to the Western Heritage Museum, they just opened an exhibit of that
grocery store.lIt's a permanent exhibit, and actually, | loved it.Charlie worked there a few years
before | did in the past, but we didn't actually meet until | was 28 or 29, and Charlie was a few
years older, as he still is.



WRREAHXMAEME, MNRAZAT —RREENRRE. XIE—TKAENRE, Xhrt,
HENE, ERERTAN/VFaBEIETF, EERB28FN9TTHIELRE, MEEEE
FLERTILS, tRRR0LL,

And — (laughter) — we have worked together now for — in one way or another — for 44
years.We've never had an argument.And we disagree sometimes on things.

AH- KF) - BNEEELKUSIMEIMANRR T T44F, BAIMKZESEUT, 3]
BENESBLAERE.

He — you have to learn to calibrate Charlie's answers.He — when | ask him whether he likes
something, if he says, "No," that means we put all our money in it.I mean, that is a huge —
(Laughter)

fit - (RATFSREBTENE R, fh - SREOMESSRESH, WRMR, K, "XEWREHA]
IEAANEBIRARES, BREERE, XB—1TEXN - (XF)

If he says, "That's the dumbest idea I've ever heard," that's a more moderate investment that we
make.And then you have to calibrate his answers, but once you learn to do that you get a lot of

wisdom.

MR, “BRERITSNRIBENEE, "XEBNMHAERBNRIRE . REIRGIRER

MER, EE—BMRESTXHM, MMSRFRZIEE,

5. Berkshire directors introduced

BRERESNA

WARREN BUFFETT: We have our directors with us, and I'll introduce them.We have, if you'll
stand please as | call your name and then you can — it'll be hard to do — but you can withhold
your applause till they're all standing.

WARREN BUFFETT: BHMBHAINES, HENAM]. HNE, NRMRERITRIELRMNSE
FRRMRIBIRISERASIREI A - XRYEM - (ERIR ARBIRNERS, BIRIM(ISEHRIEER,

Susan T. Buffett, Howard G. Buffett, Malcolm G. Chace, Ronald L. Olson, and Walter Scott Jr.,
in addition to Charlie.Those are the directors of Berkshire Hathaway.(Applause)

Susan T. Buffett, Howard G. Buffett, Malcolm G. Chace, Ronald L. OlsonFlWalter Scott Jr.,
MK Charlie, XERHREA/RIEHMFELTINES. (EF)

As we mentioned in the annual report, we will be adding some directors who meet the four tests
that | laid out in the report. We'll be adding some of those, probably within the next year.When
we’re required — whenever we're required to do so, we will be doing it.
ENBANEFERSFARERY, BATERIN—ERFEREREFILANTTINANES ., )
BERFENRMEF—L, SRNFEN - TIeARNBAFTEXFE, RIS XFN,

And we will have people who have a lot of their own money on the line, just like you do, in
Berkshire.And they will prosper or suffer in relation to how Berkshire does, and not in relation to
their directors’ fees or other things.



Tﬁﬁﬂ BATERBEECERSENA, MERE—1F. RITNEERRERNITATEEREZ
, MARSESNEAFEMEEEX.

So they will be selected for business savvy, which they will have.

R, ATEHOE R ARG @Sk, 1SR E.

They will be selected for interest in the company, which is almost guaranteed by their holdings.

A TEHRIERT AT AT, XLF A AEE R FFARSRARILE .

They will be selected by their shareholder orientation, which, again, | think that their holdings
will produce.And we will have those people on board, probably by our next meeting.

A TEEERANGENERE, FIARMIIRISERESTE, BIEET IRZWERARIEA,

6. Formal business meeting begins
6. EXNEHSRINFA

WARREN BUFFETT: Also with us today are partners in the firm of Deloitte and Touche, our
auditors.They're available to respond to appropriate questions you might have concerning their
firm's audit of the accounts of Berkshire.And | might say that almost any question would be
appropriate.

WARREN BUFFETT: SX5#AIEERIEREHAINEITIMDeloitte 1 Touche AB]JHNEINA,
TR AR BB A S FIHER A /R AOE S AR, FrT AR L) @A E S 1ERY,

Mr. Forrest Krutter, secretary of Berkshire, he will make a written record of the proceedings.Miss
Becki Amick has been appointed inspector of elections at this meeting, and she will certify to the
count of votes cast in the election for directors.

Brs RTER CEENMTRENTERNSICRHAITPHHEICE. Becki Amick/MBTEARE
WEMERARENER, WRERAIREPRENAIL,

The named proxy holders for this meeting are Walter Scott Jr. and Marc D. Hamburg.We will

conduct the business of the meeting and then adjourn to the — adjourn the formal meeting.After

that we will entertain questions that you might have.

$&%WM?EﬁﬂAﬁwwaSmﬂmewﬂ)mmmmoﬁMKﬁE WSS, REIR
-REEXRWN, ZfF, BIEEZEREBRIAE)™

WARREN BUFFETT: Does the secretary have a report of the number of Berkshire shares

outstanding, entitled to vote, and represented at the meeting?

WARREN BUFFETT: MHEEE —MXTHRAERBRATBRENENRSE, BNRE, A
=iIX?

FORREST KRUTTER: Yes, | do.As indicated in the proxy statement that accompanied the
notice of this meeting that was sent to all shareholders of record on March 5, 2003, being the
record date for this meeting, there were 1,309,423 shares of Class A Berkshire Hathaway
common stock outstanding, with eachshare entitled to one vote on motions considered at the
meeting.



FORREST KRUTTER: 289, EiE&E, WA XS1GBAAMIEEERR, Za08 T
2003FE3H5H (BIARXRSINAIICHE HEY) &RIXLFIEICERER, H+£H1,309,423R%AZEBerkshire
HathawayZi@hg, SERENSIN EEIXHNEHIT—ERAE,

And 6,763,493 shares of Class B Berkshire Hathaway common stock outstanding, with each
share entitled to 1/200th of one vote on motions considered at the meeting.
HEHXHE6,763,4930BEARABRIGHFE AT EBIRRE, BREREESWLEFINANEREN

KB —E200E,

Of that number 1,071,967 Class A shares and 5,228,705 Class B shares are represented at this
meeting by proxies returned through Thursday evening, May 1.

Hreh, 1,071,96782AZ% A% 715,228,705k BE AR T4 X =X L H5 A1 H 28U _EIREIRIREA L
=38

WARREN BUFFETT: Thank you.That number represents a quorum and we will therefore
directly proceed with the meeting.
WARREN BUFFETT: i, ZHFRREEAL, BB EEREITRI

First order of business will be a reading of the minutes of the last meeting of shareholders.|
recognize Mr. Walter Scott who will place a motion before the meeting.
B SFSZER EDRRFAASHFICE . BERINATREHRGAERERINEHR D

At

o

WALTER SCOTT: | move that the reading of the minutes of the last meeting of the shareholders
be dispensed with and the minutes approved.

RTAFERNS . BRRWEFERIR DRREASSVOCE, AHESICE.

WARREN BUFFETT: Do | hear a second?Motion has been moved and seconded.Are there any
comments or questions?We will vote on this motion by voice vote.All those in favor say "aye."
WARREN BUFFETT: FIFEISEZMME? shiXE#BsMERE. BEaSNake@EE? Hi1EE
HEEREN XTIV TIRE ., FIA B ARIT TR,

VOICES: Aye.

BFE ZW,

WARREN BUFFETT: Opposed?You can signify by saying, "I'm leaving."(Laughter)

WARREN BUFFETT: RXf? fRAEIMAM, “BEET. " (5K5)

The motion is carried.

ST

7. Berkshire directors elected

7 HRAH/RESHE

WARREN BUFFETT: The first item of business at the meeting is to elect directors.If a
shareholder is present who wishes to withdraw a proxy previously sent in and vote in person on
the election of directors, he or she may do so.



WARREN BUFFETT: SIXME—INIFZE2IAHEEE, NIRKRERED, HEREZZFHOKE
AHEEREEHES, Mhaihn] DUXEM,

Also, if any shareholder that is present has not turned in a proxy and desires a ballot in order to
vote in person, you may do so.lf you wish to do this, please identify yourself to meeting officials
in the aisles who will furnish a ballot to you.

5h, MREHEEARSRZE LRNEHAFERZUNERBIRE, BN, MREEFE
XiEY, BRIAGECES TENE RSEFREREER,

Will those persons desiring ballots please identify themselves so we may distribute them?

PBERERZNAZREDERIFECHS M, UERIDK?

| now recognize Mr. Walter Scott to place a motion before the meeting with respect to election of
directors.

BIAEAONK RIS A E RSV EIMIEE ES REINE.

WALTER SCOTT: | move that Warren E. Buffett, Charles T. Munger, Susan T. Buffett, Howard
G. Buffett, Malcolm G. Chace, Ronald L. Olson, and Walter Scott Jr., be elected as directors.
KRISHRRMS . FiZ L% Warren E. Buffett, Charles T. Munger, Susan T. Buffett, Howard
G. Buffett, Malcolm G. Chace, Ronald L. OlsonflWalter Scott Jr.HiZNESE,

WARREN BUFFETT: Sounds good to me.
WARREN BUFFETT: XA,

It has been moved and seconded that Warren E. Buffett, Charles T. Munger, Susan T. Buffett,
Howard G. Buffett, Malcolm G. Chace, Ronald L. Olson, and Walter Scott Jr., be elected as
directors.

AME-E-EIEY, ERETTS, B BIES, B4R BIEE, DRRE B, TNE RRHR
RRET RS R ERRSE NES.

Are there any other nominations?ls there any discussion?

EEHEMRERIG? BixEiTie?

The nominations are ready to be acted upon.If there are any shareholders voting in person, they
should now mark their ballots on the election of directors and allow the ballots to be delivered to
the inspector of elections.

RBEEEME. IRBEARREERE, tMIIEMNZEREES EHTER, HATFRIE
ERB[HRENER,

pli

Would the proxy holders please also submit to the inspector of elections a ballot on the election
of directors voting and proxies in accordance with the instructions they have received?

REAZESENZRMNTEINERREFREARRI TRFEERENRNEANKRE

Miss Amick, when you're ready you may give your report.

PaRTe/VE, SIRERTFT, RAIUARIRS



BECKI AMICK: My report is ready.The ballot of the proxy holders, in response to proxies that
were received through last Thursday evening, cast not less than 1,058,098 votes for each
nominee.

BECKI AMICK: FHIREZFEFTF T, REAKZEANKRE, NUEN EEME EREINEAN, 8
BRRBAREARDT1,058,098E,

That number far exceeds a majority of the number of the total votes related to all Class A and
Class B shares outstanding.

ZHFIRZBE S MAEERITARNBERERXNSEHRIAELS .

The certification required by Delaware law of the precise count of the votes, including the
additional votes to be cast by the proxy holders in response to proxies delivered at this meeting,
as well as any cast in person at this meeting, will be given to thesecretary to be placed with the
minutes of this meeting.

IFRIEEMNER BRI ENRYIITEUATROIALE, BEAEFEANNN ARSI LR HIAIE
ATHTHEIMSER, UARERRESWEFEEBRENAL, BREWFREWNCE—ERHE,

WARREN BUFFETT: Thank you, Miss. Amick.Warren E. Buffett, Susan T. Buffett, Howard G.
Buffett, Malcolm G. Chace, Charles T. Munger, Ronald L. Olson, and Walter Scott Jr., have
been elected as directors.

WARREN BUFFETT: 3§, /)\i8.Amick, Warren E. Buffett, Susan T. Buffett, Howard G.
Buffett, Malcolm G. Chace, Charles T. Munger, Ronald L. OlsonfIWalter Scott Jr.#iX N ZE
=,

8. Proposal to include Class B shares in charity program

8. B EBRRIBMANEE T

WARREN BUFFETT: The next item of business is a proposal put forth by Berkshire shareholder
Christopher J. Fried, the owner of two Class B shares.

WARREN BUFFETT: TF—Il %5 ZBerkshiref& Z=Christopher J. Friedig HEI—ITIRE, 1ZIRE
EMITBERZENMEE,

Mr. Fried's motion is set forth in the proxy statement, and provides that the shareholders request
the company allows Class B shareholders who own at least seven registered shares of Class B
stock to become eligible to participate in the shareholder-designated contributions program.
FriedSc £ RINIXTERIEFIRRER, HMERFERAIARTFHEED7TRBERTENBERKSE
TS S RAREERBRITL.

The directors recommended that the shareholders vote against this proposal.

EFBVURRRERTX—RIL.

We will now open the floor to recognize Mr. Fried, or his designee, to present his proposal.

BAIMETFIRRS, RIAGBERTESMAVIEEAZIREMMAIEIL.



CHRIS FRIED: Thank you, Mr. Buffett. Good morning, my fellow shareholders.
B EE: R, EIFRSLE. B, BRI,

My name is Chris Fried, and | am here to present a shareholder proposal.
HHIRBFZChris Fried, HREXBIRHRRIER.

This proposal is designed to extend the shareholder-designated contribution program to include
Class B shareholders.

ZIRE BEERRFREENBRITT REREBERK.

Let me first start off by saying in our shareholder's "Owner Manual," there is a statement that I'd
like to quote at this time.

BRI BRIR A IIRRR W EFAH, FBELNS|IB—ER,

“Although our forum is corporate, our attitude is partnership.Charles Munger and | think of our
shareholders as owner-partners, and of ourselves as managing partners.
“BREMNICIZEEW, EBERNSERINEFERXZR, Charles Mungerf1FEIAN A THIRR R R
BE -BM0A, LEEMNBSEREEESNA,

“We do not view the company, itself, as the ultimate owner of our business assets, but instead
view the company as a conduit through which our shareholders own the assets."

“BATRANAREEREZHANUSENRLEMEE, MEBASNNRFRAEETNRE.

With that in mind, | present the following proposal for a vote.
ZRIAX—=R, BEREUTREHITRE,

This proposal would extend the shareholder contribution program to Class B shareholders who
own at least seven registered shares of Class B stock.Under my proposal, each Class B stock
would be allocated 1/30th the value to Class A donation rate.

ZREBRFEFZ T RERBEVD7TRBERENBER K., RIBERNEIN, STBERER
WO BECLEAZEIBIEZRAV1/30,

Currently the Class A rate is $18 which translates to 60 cents per Class B share.The required
minimum seven registered shares results in no less than $4.20 being donated by a Class B
shareholder.

BA], AXZEERN183ETT, BHTETBERE0ESD . FAIENmD7IEMRZEHEBERRRIENE
RDF4.20%ETT,

This figure is important, for when inflation is taken into account, the donation rate will be on par
with the original 1981 donation level when the shareholder — proposal — designated program

was initiated.

R FREE, BAZRIBEFKN, SRFERETNITIISE, BERES51981FH
[RIaRIEK TS,



| do understand that there are certain perks involved with owning a Class A share.However,
those perks should only be limited to voting rights and the ability to convert Class A shares to
Class B shares.
BHASLANEHRBALRER —EAMTIN, B, XERFTUNRTIRENTRALRR R BT

o
Be o

Therefore, | believe that is an appropriate — to extend the shareholder-designated program to
Class B shareholders.

Fitb, BINNXZEEN - BRARIEENITIT REIBERR.

If Berkshire Hathaway is to truly follow — truly follow what it preaches about this firm being a
partnership among all of its shareholders, then Class B shareholders must have the right to at
least have the option to take part in the shareholder-designated contribution program.

MR BERAREHFERLERE - EEEREMEMNXTIZASHEREMERERZENEEX
R, BABERFRLIBENENAIIRZES S IRIRIEENTRR TR .

Thus, | ask my fellow Berkshire Hathaway shareholders to vote in affirmative on this
matter.Thank you for your time.

Fitt, BEKRBHBERA LGB LSRRG SZRERE, B ERIRE.,

WARREN BUFFETT: Thank you, Mr. Fried.And you're absolutely right that Charlie and | do
regard our shareholders as partners, and we have ever since we really started.

WARREN BUFFETT: i3, Friedst4., mEREN EMRNEENHHZERNNRERINNEE
IR¥, MIBERTEIAIMATRLT .

In fact, Berkshire, in a sense, evolved out of a couple of partnerships.Charlie had a partnership,
| had a partnership, we made an investment in certain things.And a lot of our original partners
are still with us as shareholders.

EXtF, NEMEX LR, HREBREMNITMMAFXRPEREMEXN., BEEEGIRXER, HES
EXRR, BIRNELESIFEHITTRE. BNNTFSFRESFEREDAURRNS NS EIEE.

The partnership — but partnerships have partnership agreements, and when we set forth — or
when we issued the Class B shares some years ago, we set forth the relative terms of the
partners.And the Class A and the Class B are quite similar in economic terms, but they're not
identical.

BN - BEEREWESRIY, STAIRE - HEBAVVERIRTBRRERN, i1FIETERA
ARSI R, ARMBRELZFHEIFERM, EBENHATEREE.

And at the time we issued those shares to a new group of partners, Class B partners, we
explained, quite clearly | believe, exactly what differences there were.
SEAEFNESERAFBESIERHFRITXEREN, F(FEEFRMAE, Wlthx, FEE
MpLEEF,

There was a difference in voting rights, there was a difference in that the Class A could be
converted to B, but not the reverse.And there was a difference in the shareholder-designated



contribution program.

BRENGFREER, TEZLETALANUERAB, EFREHER. BRREENBFITIEFEEESR.

Ever since we issued those shares, | don't know, maybe six or seven years ago, we, in effect,
have had a compact with both the A and B shareholders that they — that we would treat the two
classes in a way consistentwith what was explained at the time of issuance.
BMBATRITXERZLE, HAME, WiFEtER], BERLEERSARMBAARRZETT
TR - AT A —ENA AT ELAIRE R ITITRIARRE

So if we were to change the vote, the conversion ratio, or the shareholder-designated
contribution program, we would, in effect, be changing a deal that was made, and that has been
recognized as having been made, ever since the B shareswere issued.

FEit, MMRBAVENZERE, BRERFRRARIBENTTITL, BAIEhR LR RZEEBRIUFKE
ZMENHEELKBINABLMENR S, 87T,

People have bought the A shares in preference to B because of certain reasons.People have
bought the B shares for other reasons.But they have relied on the fact that we would abide by
what we said we would do at the time we issued those shares.

HATFELERRA, AMMATBEARMAZBR. AMIETHMERRE 7B, {BEMI1KEIHIS
ZRBMNEETFHAERITXERERNFTIRAIE.

We'll not take anything away from the B, we'll not take anything away from the A. We'll run
things just as they are.

HAN AR MBRZEREARA, BAMBASTMARZEEARA, HNFRERFIET,

And in the future, you know, | happen to have shares — my holdings — concentrated in A
shares.

FEARRE, (RAE, HAMISHERE - WARE - EHEAR,

But the A will never get any advantage over the B except for the ones we laid out at the time of
issuance of the B.

BRR 7 BANERMBITARFIHRIABLE, AREKIZAZLEBIRGEMIME.

It would actually be unfair to A shareholders, and particularly to A shareholders who have
bought since the B was issued, to tell them that the economic relationship between the A and B
was being changed, even though only in a slight way, to the benefitof the A — benefit of the B
— and the detriment of the A.

XITARR AR R KT SEFT E R A ATFRY, 15A@N FEBRITUREZWELRIARER, SiFthIIANIB
ZEMZFRAEENRE, RERZBURNNANEZE T @A - BRIFAL - FIARRE,

We wouldn't do that in either direction, so that's why we recommended to vote against it.

BAIAZERA—TAELXEE, AUENENRERYE,

Charlie, do you want to add anything?
g, REMKRHALE?



CHARLIE MUNGER: Well, not only is all of that true, but the cost of getting down to all of B
would — it would be a very inefficient process.

CHARLIE MUNGER: 18, NMXAFIERX—IHEEN, MERREIBRIFIAMA - X2 — 13k
BIEMANIE,

WARREN BUFFETT: Yeah, well of course — and that's the reason, back when we issued the B,
| mean, we anticipated that.

WARREN BUFFETT: 28, HA - XMEER, HBENAHBE, BHNERE, HNFHNET
E_I\E\\O

So it seemed like something that would offer very little value to the B at a significant cost to the
company, and therefore we spelled it out quite clearly, | believe, in the original prospectus, and
it's been spelled out in every annual report subsequently.

EE, FFAEHI, ‘RRJ‘B%WLX%QHMME ELEEAMEE, & E&AE’J?”HQ%HH% &, 3
MNERXIFEFTBEMFTA T X—R, FEBEESMHEERSFIFMTBTX—K.

So it's the deal, and the deal is that — is also that we never change things to benefit the A in
any way over the B, except as originally explained in the original prospectus, and subsequently
in all the annual reports.

FINXMER S, MERGHME - B 7 =AABRIZIABPREREN, UABEENFEEER
R, BB ASUEALANESMAERERA A EAZ .

Is there a second to Mr. Fried's motion?

7 BB ERIEINER —D1E?

What do we do if we don't get a second, Charlie?
WRBAVRBRF/IEZD, BE, BMNHELH?

CHARLIE MUNGER: It dies.
CHARLIE MUNGER: BT,

WARREN BUFFETT: OK.I guess it just died.(Laughter)
WARREN BUFFETT: iy, HIBENINIZET . (5F5)

But, there's nothing inappropriate about bringing something like that up (inaudible).

B, ®RELNFRA (FRF) HAAEE

I mean, | understand exactly, you know, what you're thinking about.But | think you have to think
of fairness to both classes.

BNERZE, BxRERE, (RAE, RERHA. ERIANVRLFEER MR L TR,

Moving right along — figuring out where we are.

[EIRIE - FB2HNEME,

9. Formal business meeting adjourned

9. FABFSEWNE



WARREN BUFFETT: | guess we're moving along to adjournment of the meeting.And after that
we will have the questions we talked about, and I'll also tell you a little bit about the business,
since the annual report come out — came out.

WARREN BUFFETT: BRI EERENRS., 2BEBITEHEENMTIENEE, HEBME
EBiRELHURE, BESSFE—LXTFWSHER,

Walter Scott, do you have a motion to put before the meeting?

RRETHRNS, (RAMITERINBIR HKIG?

WALTER SCOTT: | move we adjourn the meeting.
RTAFER . BEINBA AR

WARREN BUFFETT: Do we have a second?
WARREN BUFFETT: E{1B£=1013?

VOICE: | second.
BFE BEEZT,

WARREN BUFFETT: Motion to adjourn has been made and seconded.We will vote by voice.Is
there any discussion?If not, all in favor say, "aye."

WARREN BUFFETT: {KE E)Ji&&EZ IEHREEE, BIEBIFERE. AIRAITE? IR
=8, MBEA#ERR, “Zl

VOICES: Aye.
BE ZW,

WARREN BUFFETT: All opposed say, "No."The meeting's adjourned.(Laughter and applause)
WARREN BUFFETT: i A#IRMIZ A", SRR, (REMNEF)

10. Microphones for questions

10.[a) FAAYZE X

WARREN BUFFETT: Now, I'd like to bring you up to date on a couple of things, and then we will
proceed with questions.
WARREN BUFFETT: Ii7E, HE@EENB/LUSBE, REHIVIGHER,

We have eight microphones placed around the auditorium here, and we will proceed regularly
around and just keep going around, and around.

BATEXERILZRARNE T /\TERX, BAEERRHRT, FREMLEED],

And Marc, do we have anything in the — any microphones in the Music Hall or not?I'm not
aware.Maybe if Marc could come up and inform me whether there's (inaudible) Music Hall or
not, we can —

mMarc, FATEBHAKRE - ERTENEQUZRXEIRE? HAE, BIFNRMarcr] A L3
HRFEEEE (FAB) &RT, HAAM -



VOICE: There's two in there.
BE: BBEEMT,

WARREN BUFFETT: There's two microphones in the Music —
WARREN BUFFETT: BFRFERTERMN, -

VOICE: Yes, nine and 10.
BE 2N, hafl+=.

WARREN BUFFETT: Nine and 10 are in the Music Hall.And are there quite a few people there?
WARREN BUFFETT: A+ AZEERT. BBEERDAIE?

VOICE: Yeah, it's full.It's full.
FE 20, EEEWRT. W1,

WARREN BUFFETT: It's full?
WARREN BUFFETT: 2&% 17 ?

VOICE: Yeah.
BE =1,

WARREN BUFFETT: Oh OK.
WARREN BUFFETT: ##84,

We haven't put microphones out on the sidewalks yet, but we'll get to that someday.(Laughter)

BB EZRNBREAITEL, EEE—RENFKIIRX—R. (KF)

11. McLane acquired from Walmart

M. 2 REE MK RIBUHE

WARREN BUFFETT: We've made — we’ve contracted to make — two acquisitions this year.
WARREN BUFFETT: H1BL%EY - HNETAT - SEEMRKE,

You just read about one, perhaps, in this morning's paper, but it went on the tape at 7:45
yesterday morning, Central Time, and that involved the contract to buy McLane's from the
Walmart company.

RAIBERRESREBE LNIRE LI1XE T —RR, BESEPEEER EF7R450 M L&
N, ERSERMARBABSWIERZENSE.

McLane's is the very large wholesaler to all kinds of institutions, but convenience stores, quick-
serve restaurants, the Walmart operation itself, theaters, restaurants.

ZIURBE R SMAMNARR LR, BENE, REE, XRBESEXRE, Elfk, &IE,

And this year we'll probably do something like 22 billion of business.So it's a very substantial
enterprise, with distribution centers around the country, with much in the way of transportation
equipment.



SERAVAIER220123ETANLSS, Fitt, ER—TIFEEZENRI, AZESHEAREE
i, BHIRERZS,

Walmart had owned McLane's since about, | believe, 1990. It grew substantially while they
owned it.lt's been run by a terrific manager who's here with us today, Grady Rosier, and Grady
took the business from 3 billion to 22 billion, or thereabouts.

PR, B1990FEK, RRB—EREZRE. EEHEENENAREERK, ERH—USK
FEANE— T EEGrady RosierfIGrady—i#242E, M30{Z2EI220124 4.

Walmart, for very good reasons, wants to specialize in what they do extremely well, and through
Goldman Sachs and Company, we were approached by them a little while back about the
possibilities of buying the business.

KRB FRIFAVIER, HEFTTMIMAMNIERFNSE, HEBISENLQE, HilSf
3% fR T —ERAT ) DA T AR SE L SSRU AT BE S

It's a — it really makes sense for both sides, because Walmart knows what to do with the capital
very, very well in their own business, and has lots of opportunities.And this was something of a
sideline to them.

X2 - NN R EEEEN, AAARBIFBEIFEETHRESHWS, FEFRS
o XXMMbIIHKIEZE—TEIL,

On the other hand, their ownership of McLane's resulted in certain people that would be logical
customers of McLane's not wanting to do business because they didn't want to do business with
a competitor.

H—HHE, INEZRRRBRFAENENELEARAZFRBNERETNSEER, Eft]
FMEERENFMER.

And we plan to see all those people very soon, and explain to them that that's no longer the
case, and they can sleep well at night doing business with us and not worry about benefiting
their competitor, Walmart.

BATTRRIRBRABEXEAN, FrtIEFEABEXMIER, 11 LT UESE, S
HWAEBMARB LIRS FRRIBZHE,

So this deal — a representative of Walmart came up last Thursday to Omaha, a week ago this
past Thursday, a CFO.And we made a deal in, maybe, an hour or two and shook hands.And
when you shake hands with Walmart, you have a deal.

Eitt, XERS - ARBIAXRLEAOSIE EEAMNNAEDE, —BAiie—UaEUSE. i
RRTMY, BIFR—M NN, FEF., SRSARIBEF, (REUER T MY,

And so the time remaining until yesterday morning, a contract was put together and it must go
through the Hart-Scott-Rodino process in — to be cleared.But there's obviously no conflict, so
we fully expect that, in just a few weeks, that McLane's will become part of Berkshire.

PRARI TR B ERIRER R £, SEMMAE—IE, DIETIRY - Bifs - ZEiEHiE - 778



AR, BENRENR, USRI, ®REAN, ZrRRBRMAHERARIN—

It serves, presently, about 36,000 of the 125,000 or so, convenience stores.If you take the 50
largest convenience store chains in the country, it does 58 percent of the business with those
companies.Sells each convenience store an average of, perhaps, 300,000 or a slight bit more of
product a year, which those convenience stores then resell to the consumer.

Bal, BE125,000EGREFREFLHE36,0001, WRIREEEIRES50RFZAREFREED
&, ESXEATRWEKFRG58%, B MENEFISELES00,000sE 2™ m, XEE
MIEREFEELHEE.

It also serves about 18,000 quick-serve restaurants, primarily those operated by Yum!Brands:
the Taco Bell, and Pizza Hut, and Kentucky Fried Chicken group.
EXRRHLI18,000RRESE, TEEHEMBREZENET! mh#: Taco Bell, Pizza Hutfll
Kentucky Fried Chicken&[H],

And it will have opportunities to serve many more as we go along.So we're delighted.

ERMNAER, ERBINSAESARMRS. FIUEIRS,

If any of you get a chance to see Grady, or better yet, if any of you own a convenience store,
step forward and we'll be glad to give you our card.(Laughter)
MRRNFNEA—DABINSEERE R, HEEY, WRMRMPEARE—RENE, 5@
AiE, BAREBRARIBRHEENNTR. (KF)

It's really — you know, Walmart knows that we will be a good owner, they know we'll be good for
the people that work at McLane's.

B - RANE, RRBHMERNESHA—TNFEA, MIIMERNESNEZREETENARLT
4k,

They know our check will clear, that we won't, you know, make a proposition and then run into
financing difficulties, or try to jiggle around the contract later on.
FIERNNZERFRE, BIAR, RAE, RE— 1w, AEEFMERE, NELE
HEES R RAHE,

And it's just an ideal way to do business, and we're delighted to add McLane's to the Berkshire
group of companies.

ERE—MEBNZEAN, BRSHEZREENMAERERERARE],

It's a very narrow-margin business, obviously.l mean, when you get up to 22 billion of sales and
you've got Hershey, and Mars, and people like that on one side, and you've got buyers like 7-
Eleven and Walmart on the other side, they'renot going to leave a lot in between.

B, XZ—TMEERENWS, BNERRE, SERESR220{CHItHESH BIRIAE
Hershey, MarsflAf1EWXFMAR, RMSE7-ElevenMIWalmartiXH#RIESR, MIIMER
SEMEZEETRZ,



But you have to perform a valuable service for them in order to earn, you know, say, one cent
on the dollar, pre-tax.

BRIRDINMNNRBENENRS, WEERBIREETIED.

But McLane's knows how to do it.lt's a very efficient operation, and it will continue to deliver
value to both their vendors and their customers.

BERRRBMEZEAM. I2—TEFEBERNGE, ARRENEHNENEFRENE.

12. Clayton Homes purchase
12. Clayton HomesltJC

WARREN BUFFETT: The other acquisition that is in the works is Clayton Homes.Clayton is the
class of the manufactured home industry, and the acquisition came about in kind of an
interesting way.

WARREN BUFFETT: EfE#{1THIS—IKEEClayton Homes, FesEti@filiE &R E TV Ag—
2, XMUEA—MEERIA VI,

Every year for the last five years, a group of about 40 finance students from the University of
Tennessee in Knoxville would come up to Omaha, and they would have a lot of fun in
Omaha.They'd go to the Furniture Mart.

EEEATFR, SFHEREANAREERIERORNA40R2ERFERIADN, il
RORSBARSZRE, tIXTHRAEME,

And then in the afternoon they'd come to Kiewit Plaza and the 40 students or so, with their
professor, Al Auxier, would have a session with me.We'd just have a classroom session for a
couple of hours, and wonderful group of students.

REETFIIEEIKiewit 17, 40RFEMMAINLIRAI Auxiera MFH—ESN. HMRFE
IR E R, UR—HBENFE,

And generally at the end of the session they would give me a football, or a basketball, they've
got a great women's basketball team at the University of Tennessee, and so we'd have a good
time together.

BEESWERE, ML —TEKRGEK, WIERNARFER BRI FEIKA,
FRUAFAT]— 2B T MR AVRTSE

And, matter of fact, a year ago, when they came up, Bill Gates, by chance, was in town.So |
presented him as a substitute teacher, which is a post he's always wanted.(Laughter) And
students got quite a surprise.

EXtF, —4Fg], SMNLIEN, EREFREBATRE., AMUBKEMHIERREN, XEM—H
BENRNU, (KF) 2EMEERRT.

This year when they came, 40 or so students, we had a good session together, a couple of
hours at Kiewit Plaza.And when they got through, they gave me a book.And it was the
autobiography of Jim Clayton, who started and ran Clayton Homes, and built it into a huge
success.



SEMIIRMNEMR, KRAB40BZ2E, HMEKiewit H—EED T /LI, SthiTEIh,
i1 T F—AH, XZ2Jim ClaytonB1E, EI73HEE T Clayton Homes, HES T EAH
PRIA

And he'd written a nice inscription inside, and | mentioned to the students and the professor that
the — that | was an admirer of Clayton.l'd followed the manufactured home industry in other
ways, not always so successfully, and I'd seen what Clayton had done.
EEES T —MRIFOEE, HEFPEMBUIRIRE - HERRBNEFE ., BUEMAIUR
BEHNERIRET W, HASEMERIN, HER T =RMEINES.,

And so | said | look forward to reading the book, which I did.And then I called Kevin Clayton, Jim
Clayton's son, and Kevin is the CEO of the company.And | told him how I'd enjoyed his dad's
book.

FAIAE IR FE XA, M7 . AEBITHRIELTERWN)LFIXGEm, X%
NENEEWITE. BSREBEEASRMESNH,

And | said we still had a little money left in Omaha — (laughter) — and, if they ever decided to
do anything, you know, we would be interested.And | suggested at what price we might be
interested in.

BRBNERSEER T —Ri% - (KF) -mE, NRMITREMEASE, FNE, Hi=
RS, BN AT TR BE R BRI L,

A phone call or two later, a couple of phone calls, we made a deal.

—M TR, MR, BAA T X

And | had not been to Knoxville.You know, | checked out a few manufactured homes.Suggested
that my family buy a repo.(Laughter)
BosATERM%R, RAE, HNET —EHENEE. BINFHNRAZEY, (KF)

But that deal came about in that manner.And that's the way things tend to happen at Berkshire.

ERERZFEUXMHNENN, IMEHERARBBENREAT.,

It, you know, the phone rings or we pick up the phone, in this particular case.And the
manufactured home industry got into significant trouble, very significant trouble, because credit
terms — well, they went crazy on credit four or five years ago.

RENE, EXMIFHRIBR T, BIEET, HERMNZRERIE, FIEVAREIWEBATEKX
mﬁ@,ﬁ%FEm%m,lﬁﬁf%# YFIE, tMENAERIMM T .

And when you go crazy on credit, you suffer in a very big way, and that's what happened to that
industry.

SREEETMRIEN, REERRANRES, XMEIR T RENEE.

Conseco, that some of you may have read about, ended up holding — or servicing | should say
— $20 billion worth of manufactured home credit and they got in big trouble, for that and other
reasons.



Conseco, fRITERBELAFGEERREIT, KREFEH - EBMNZIRARSS - ME200123TAIH
EERER, HTFXTREMEMRER, &2 T AR,

And Oakwood, where we own some junk bonds, went into bankruptcy.They're a big operation in
the country, most of the — couple of the other biggest players in the industry are losing
significant money.

BAMRAE — LR RSN RRAEET T, EXTERS—TAREW, HPRZH - WA
H s AN WIFEREEMEE,

Manufactured home companies have lost the ability to securitize the receivables they get when
they sell these — when they sell homes.And so the industry's been in the tank.
FIENREATI EERE T Bt 1HEXEN WMRIESHEED - St EEER ., Hit,
ZT—E B,

This year, or this past year, there were maybe 160,000 new manufactured homes sold, but
there were also about 90,000 repos came back and that depresses the market enormously.And
like | say, financing sources have dried up.A lot of people that lent money have left the field.
S, EEIEN—FE, FJEERB 160,000 FEIENBEERE L, BthEKREL90,0007 5
FEEE, XRAMERT Tin. MERRNIE, MERKRELMIE. TZEHRNARETTX
I

So for the strong, as Clayton is, and particularly with the financial backer like Berkshire, it
should be a good field. Twenty percent or so of all the new single-family homes are
manufactured homes in this country.

Eit, MFERmAFENEE, THEGARAREIFENERSZEE, XNIZE— T RIFIIN
5, REHEPEENES 2 -+t A2 EX M EREENEE.

| mean, you can — we can put you in one for about $30 a square foot, and if you compare that
to a site-built home, it's quite a deal.l mean, | was amazed.

BHERE, (RAMU - BT RERBESFARRA0ETHN—, WRFEES—TMiLE
ENREHTIER, XE—TRANRS., BREEZ, BRIRT.

They have 2,500 square foot homes, two stories, | mean, it's changed a lot over the last 30 or
40 years.

152,500 F F ERINEF, MTHE, BNEERRE, EETENI0HA0FERELRE TRANE
.

And we've got an operation that is, even the competitors would admit, it's clearly the class of the
field.
BINEfART 1T, EMEREFNFHRFIN, XEARZIFN—E,

But even for Clayton, financing was getting more difficult.| mean, the lending community got
burned very badly in manufactured homes, and people have sworn off them, from the lending
standpoint.



BEMER W, MALEFHURERE, BNEEE, ARt XAEHEEETER TETE
BRG, AMIELMERNBEEERMER.

And Clayton did securitize an issue in February this year, but they had to keep more of the
bottom layers of the securitization themselves.

FRMSF2RIRE— TSN, ERIIASABECSRBEZSNILESHEE.

So it's a good marriage, and it's one where we will be useful to them.And we should do very well
together in the future.

FTAX B2 —TMRFRVIEIR, MARMNSXIMMNER, BATERMIZHERSE T,

13. Earnings get insurance boost
13. B HF B

WARREN BUFFETT: The first quarter, I'll just — | don't have final figures yet, and we'll put this
— what | say today — we'll put it on the website so that everyone has the information before the
openingon Monday.

WARREN BUFFETT: £—FE, HRZ - RINKAERAZHE, BIISWXD - S KA -
BISIEERENIE L, MESTAEARIHEXEEREEN—.

But the economy, as you know, has been quite sluggish.It's really been sluggish for a very long
time.
B2, R, 2F—EHERRE, RRK—ENEE—HREH,

It's interesting, | wrote in a letter that's also on the website, right after September 11th, | put
something up there.

BBE, HAEIRNMBZENNIELET —iE, HEBEMR T —LERA,

And | said that we were in — we had been in a recession, which was not something that was
generally acknowledged at that time, and | thought would be longer and deeper than most
people anticipated.

MmBFIRIAE - BARH T —1HRR, XARNAAZAEEFRIANSEE, MEKIANREX
ZSHATHIRNERER,

And what has happened is that, really since late 2000, housing and autos have done quite well,
but the rest of the economy has just been plain sluggish.And it continues.

X, B2000FARMNUE, EEMAENRIMEIANE, BEMZFHIINRM—EREE. E
BPETE,

During that time we've dropped the federal funds rate dramatically down to 1 1/4 percent.Charlie
and | weren’t — probably wouldn't have predicted that we might ever see that in our lifetime,
and maybe it'll even go lower.

fELLERE], BAVEBAMESFIRABNRAE 1/4%, BENEAR - LSRN RIRNITEER
EBNN—EFEIE, LTEEZESRR,



And we're running a huge budget deficit now, but business continues to be sluggish.
BABREEHRETMMERF, BUSHARE,

So our non-insurance businesses generally did not do great in the first quarter.
Eitb, BEMNOIERRWSFSEE—FEBERMAE,

Our insurance businesses did extraordinarily well. And we will show — when the first quarter
report is published — we will show an underwriting profit of about 290 million pre-tax, which is
after about 140 million of charges for retroactive insurance, the acquisition costs on that —
which I'm suremany of you that don't love accounting — all | can tell you is that it's a charge that
many companies don't bear but that we willingly bear because it gives us benefits.

BATRRRQ W S MFIERE L, BAIERT - 2B —FERERMI - BANGERAN2.9(2E T
RIARIE, XZ2EMWRANY1.HMZETHOKE, ERHNOKRBAE - KENEERZAERSITH
A - BEAIAEIRIRNE, XS QENEBITE, ERINEBERE, BANERENTER T
4k,

But our $290 million is after that charge.

BRAIN2.9ZETRERTEZIE,

Our float grew by, probably, at least 1.3 billion, so we're up to 42 1/2 billion or so of float.And
people — that means people have — are letting us use that money.

BB ENRIgE R MBI T 1312, FRAEAIANEohEEIREI T42.5(CEH . Afi]- XEREA]
- IEFEIE R MERIXE .

And as | said in the first quarter, did it not only cost us nothing to use the money, but, in effect,
people paid us to use the money, which we would like them to continue to do.(Laughter)
FNBAESE—FEMZOAE, XMUEETENECIZER, mME, SEfRE, AMHMTsHRETI1E
AXZEH, HREMNBEXEMH, (5KF5)

And | don't see our float growing much from this point.Charlie said last time that it was
impossible for it to grow, but it probably would.l don't know whether he'll change his opinion on
that, but | think — | really think our insurance businesses are in exceptionally good shape.
MmEBENARBATRFIMIZX— R FRIERES ., B DRXIREARARERK, BERGES. EBR
Mt 2D EMUNEE, BEIAR - BEAIARENNORRWSIKZIFE LT,

We have some of the best insurance businesses in the world.

HATAA TR ERFARRSS,

GEICO's premium volume was up a little over 16 percent in the first quarter, and in April it was
up just right at 17 percent.lt had a 6 percent, roughly, underwriting profit in the first quarter.
E—=FE, GEICOMREWARST16%, m4RMNUISE17%, EEE —FERIARNEA
H6%,

Gen Re, thanks to an incredible job by Joe Brandon and Tad Montross, has turned the corner in
a big, big way, and it showed an underwriting profit in the first quarter.



i FJoe BrandonF1Tad Montrosst B T{E, Gen ReBERAARETAE, HEEE—ZEE
T 17 AEARFE,

~

Ajit Jain made so much money | don't want to even tell you about it.(Applause)
Ajit Jainlig T XAZHBEEZEAESFIFE. (EF)

Some of our primary operations — yeah, you should give him a hand.l mean, that — (Applause)
BN —LERWS - 209, REOzEih, BNERZE, - (EF)

When you get Charlie to clap, you know he’s made us a lot of money.(Laughter)
SRILEBERFN, MAEMETHMNRZH®. (KF)

And our primary businesses, particularly U.S. Liability and National Indemnity primary
operations, and our Homestate Company, they’ve all done — they’re all doing remarkably
well.And | —

BINERWS, [3RXERENERBENEEWS, URFENHNERZ2E], i1 EHSFE
4F - tAEMESIER F . M -

You never know what's going to happen in insurance.l mean, there could be an 8.0 earthquake
in California or Tokyo, or there could be one in New Madrid, Missouri, as there was a couple
hundred years ago.And it could happen tomorrow, there could be huge hurricanes this summer,
whatever.

RXEAMERREREMT24. BNEERZ, EMABBLIMEFRRATERES.ORME, HERE
BHREMNNOHDERERIREE RME, ME/LBER—F, EFEERREE, SEEXRARE
SHEEARNREX, FTiealfd,

But | can't imagine having a much better group of companies or managers than we have, and
they're all working well now.

BRIEBRAET —TERNEFN AT HEREAR, MIINEHSERYT.

For a while, Gen Re was a drag, but that's not true now.And | think that we have an excellent
chance of having very low cost, and perhaps even no-cost or negative cost float over the next
five years or so, or really as far as the eye can see.

B—EiTiE, Gen ReZ2—1TEZR, EBMENERXSE., MEFKIANINNRE ATEHBIEERAIN
X, BEFRERKAFARZAENAR AR ER, HERERTUESR,

Now, that doesn't mean it won't fluctuate around.But if you average it out, | think we will have
our float at a very cheap price.And it's — you know, as [TV personality] Martha [Stewart] would
say, "Having 42 1/2 billion for nothing is a good thing."(Laughter)

ME, IHITEREEASK, B, URMFIEEFINL, TIARBATEUIFEFERRIMNMISIR
JFHATRYESh, EME - RAE, EA[BERRARDENER/RIFIMZANIEE, “42.5(CETIS
EE2HESE. 7 (KF)

Now, with that, | think we've covered — the first quarter was a good quarter.Overall, it's the best
operating earnings we've ever had.Now, we've got more capital now than we've ever had, but



nevertheless it will be a good quarter.

WE, BTXT, RANABNERREET - B—FER—THFE. SRR, X2RNNESZH
BNREFWRAN, 0E, BNIERENESEUNFEARELR S, EFATXEE— T EN
=,

And | would estimate, | think it's fair to say, Marc [Hamburg], that from operating earnings we
will have something like 1.7 — in the range of 1.7 billion.We had some securities gains too, but |
don't count those because they can do anything from quarter to quarter.We don't pay any
attention to the timing of those.

mBEBfETT, BIANTTMUAFMIR, Marc DXE], MEWIKARE, FH(NHOKEIEEEN.7 - £17
CHSEERN, BA1RIRE T —LEiEF KR, BRI TEXERAMITINEZERZEMETCSE
15, BATARIEIRLRTE],

But we — from a straight operating standpoint, 1.7 billion or so after-tax.Am | safe with that
number, Marc?Or — OK.What could he say?(Laughter)

BEA] - NEENZEREXRE, MEEE17(CEE. Marc, HXTSHELEE? FE - #f
M, et A?  (5RF)

We don't change numbers at Berkshire, | promise you that. There are — a lot of companies do,
but fewer now than did a few years ago.(Laughter)

BMNASREBRHRONF, HEMERFRILE. BRSAEME, ERELNFauD, (EKFE)

So, we're going to get the questions in. Charlie, do you have anything to add about acquisitions
or operations, or anything else you'd care to say?

P, BAVESRE @, B, RETAUMAIENXTRBEEE, HEIREIRTAIE?

CHARLIE MUNGER: Well, | hate to be an optimist, but — (Laughter)
CHARLIE MUNGER: 18, EABHATMENE, BE - (KF)

WARREN BUFFETT: Does he ever.(Laughs)
WARREN BUFFETT: fhE&HE. (%)

CHARLIE MUNGER: We really added a lot of wonderful businesses to Berkshire in the last few
years.lt's been some delightful business.

CHARLIE MUNGER: TEJLE, BATABRERIBR T FSHEEOWS, XZ—LEL ARIRE
LN

WARREN BUFFETT: That's all you're going to get out of him, folks.(Laughter and applause)
WARREN BUFFETT: fAit{], Z#MEMEZFtNEE, EKENERS)

14. Bright future for NetJets but no profit this year
14. NetJetsHI RIS IAESFIZ B ET

WARREN BUFFETT: OK we're going to start around and we — as we've added two
microphones to the Music Hall — and let's start with zone 1, which is over on my right.And do



we have the first question?
WARREN BUFFETT: ##89, BHAPEGEAFR, Bl - HNELES KT AN TRITERX - 1L
IME1XFIR, X2EENGE., HBNEFE—EIENE?

AUDIENCE MEMBER: Good morning.I'm George Brumley from Durham, North Carolina.
Ik BEif, HBIERTRAMAENBROTTaMEIBF,

My first question is related to Executive Jet.It's been almost five years since the acquisition of
Executive Jet, a purchase in a much different economic and geopolitical environment.
HEE— N5 Executive JetE %, WIWExecutive JetBREARSHET, XE—REREH
ZFFIMEBUAIME TRIKIE ,

What business metrics do you use to measure success in an industry with as much flux as this
one, and what has changed in those metrics since the time of acquisition?
ISERMPLE W SHERREE —MTUMNAIIS XR—R—F%, KB REREXEEIRRE T

LT

What are the prospects for Europe, and have those prospects changed?
RUMNBARIR, XERRBEMAG?

While none of the competitors approach Executive Jet in terms of scale and scope, what impact
are they having on the competitive environment?
BRRE N FENENEE S EIEEExecutive Jet, (EENIXNZEINER @E/NG?

And lastly, would you please explain the long-term aspect of the business model, as many of
the jets age out of the program?

&E, FEERRUVAANKBELE, BTSSRI ELZBL TixitHIASEE?

WARREN BUFFETT: OK George, | got through college answering fewer questions than that.
(Laughter)
WARREN BUFFETT: #¥fy7Tia, HBIAZEZFNEEDTIL, (KF)

But George's uncle [Fred Stanback] was best man in my wedding, so he gets all he wants.

BIFARNAUR[FH BRI N =R HAEL L RRIFNSB A, NS T thBEN—T,

The — NetJets, as you will see in the first quarter, had a significant loss.A large portion of that
loss was caused by the write-down of planes because there — of —

PN EE—FEREIRIBME, NetletsBEKRIRK, MRABRA—E D EHT SHANRICIER
A9, BEX

I love it, they call it in the trade, they call them pre-owned planes.| call them used planes.But the
— they did the same thing in manufactured homes, so they call them pre-owned homes instead
of used homes.

BERE, Rz A8S, IRz AZF . BMMBNIRNZF T, BR - thiEHERE

BT REENSESE, IRz AZ—FEMAE=FE,



But in any event, putting aside the euphemisms, there — the used plane market, well the entire
business aircraft market, is very soft. The used plane market has far more planes for sale than,

say, three or four or five years ago.

Brieafa, WMAREIE, BE - ZF¥iMH, UERBIESZ $ME, MIEER. ZF T4
MipHENE R8T =N A Fai,

That's going to affect the production of new planes — already has.And it affects pricing in used
planes, and we have bought back planes from people leaving the programs, which we do and
will continue to do.

XRNTFT AL - ELB T, EBF WNEN, BIMMNEFRERNAIBEBL T ¢
M, BA XIS AR EXAF S

But we have bought during a declining market, some of those, and we have had write-downs in
connection with those planes.And you will see in our first quarter report, | believe that that's
probably the only operation we have that's losing money.

BEHNENi TEMEWL T Hh—%, MARNEZNXEFHHT 7RIS, REEHIIN
E—FERESFET, BHREXATERBIIME—T RS ARRIEE.

And we have — it's a popular product, it's a growing business, it's going to be a very big
business in my opinion over the years.And we see it every day.| mean, we write a lot of
business, and customers are joining us.

BB - IR2— 10N~ @, ER— T TAERRINWS, ZERBINAXEE—TIEEXR
S, BN8REBEIE. BREREE, HNE5TRZWS, ERPEMATIEAL

There are three main competitors.| think it's fair to say that they're losing significant money from
operations, forgetting about any markdowns they might have on their own inventories.
BETEERZEXNF, BIANNATHR, NN SEFRRKRTRERRE, Tic TMAEXNBS
HEFRELREN,

Our market share, we get figures from the FAA as to registrations and as to people that are
selling their planes.

BAINTIME, BNMEEEFAMEEREE R EMANHE TN AREIE,

And our share of market, which was always the largest, has gone up dramatically in the last
couple of years.lIt's gone up to roughly 75 percent, in terms of value of planes.And we're talking
75 percent of the four-company market.lt's gone up even higher than that, in terms of net
planes.In other words, new planes sold, less planes coming back.

AR EN/VER, BNETZFMHSEREAN, AREZKNIBEK. M WMNMEMS, EL
HRIKRA75%, BANKIEE T LB HIH75%., #MiE $Wms, ERNKEEZES., ROIER,
W EHE, BEONTEHLRE,

But the pricing we are receiving does not — in the U.S. it would be — absent this one write-
down — it would be very, very modestly profitable.
BRHMNBEINENHZE - EEEES - RBX—XFIC - EREIFEIFEFHTER,



In Europe, we have lost and we are losing significant amounts of money.Business jets in
Europe, the total is about one — and I'm not talking about ours, I'm talking about all — are
about roughly 1/10th the number as in the United States, even though the population is similar.
TN, HMNERM T, BNEEMRIAERE, EHIMALSH, SHEXAZ—T - ZT2E
WIETAN, WRRIZAE - KRAREEN+oZ2—, READOMBML.

So we have grown from a small base quite rapidly over there.Nobody else will be taking us
on.lt's part of a service that will be part of a very big business worldwide, in my view, over the
years.| don't think anybody else can come in after us.
FRABANERBRIRMN— T NEIRRER, RBEMASTEE(E. EREK, XERSFKN
AERARBEEWN—ERD, ZEXR, TANREEMARTARERA],

So | think it's integral, and it is integral, to our operation.Half the — roughly half the miles flown
in Europe arise from American owners.And that will just do nothing but get bigger over the
years, because our number of — every month our number of owners goes up, goes up
significantly.

Ett, FIANRNEZAFAISIRR, MNBARICEMS LEANAISERR, —3F - ERUMN $ITRIRLY—
FREXFEEWE, ZHEK, IRSTFEK, ARNFINE - STABRINNOWLEHSE L
7+, BELFH,

We have people here from Marquis, who have essentially — they've become a customer of
ours, and then they resell cards for 25 hours.And they have added 40 or 50 customers a month
in recent months.So it's a popular service, it will be a much bigger business.
BATXEBRKBMarquistI A, tIESRL - ERATNNER, REMITEEFRH25/))
i, |IEJLT RIS T BB T 4085010 &F . AMAXE—IZXRIBAIARSS, ERFE—IEX
NIES

| think there will be a shakeout at some point, and maybe fairly soon.You can look at the
Raytheon prospectus and — or the Raytheon 10K, and you will find some interesting
information about their operation.And you can — it's not hard to figure out what's going on.
BIANRNEREMMREE — T2, WIFRRMEEI. EIAEERaytheoniBAZIREAHH - 2k
Raytheon 10K, S RI—EFXERENEBER, MBMAIMN - FEBRETHAHTH,

| don't know the answer as to when the shakeout will occur.But | can assure you that we will not
be one of the shook.(Laughter)

BAMBANZRERNNER, EBAMNRIRRILE, HMNARARRZ—. (KF)

Charlie, do you want to comment on it?
B, REBIEHE—T08?

CHARLIE MUNGER: No. (Laughter)
CHARLIE MUNGER: A, (5k8)

WARREN BUFFETT: He'll comment on the profitable operations.He gives me the one —
AME-BIET: SN BHTENLSRRITIE, tETH—1T -



The long-term business model is that, basically, we believe that, you know, perhaps 10 times
the number of people that are now flying with us will be flying with us some years in the future.
KENWEWERZE, EAXL, BIMEE, IF, WEMRN—ETTHALRN10E, BRETHK
11—k §T/LE,

That having the best service, the best record, and the best policies for safety and security, will
leave us very dominant in the field, and that people will pay an appropriate price for the service.
MERERS, RELCERNIRELZEREBRBERNTZIESEESMA, HFEAIERZ
AR S5 SZ AT 1IE SIS,

And we see all kinds of evidence of that.But we do not see a profit this year, in my view, at
Netdets.
BANER T EMBFRLE, BEKREFR, ENetlets, HISEEAZIFAE,

15. "What we really want is cost-free float"

15. B EREMR T AT

WARREN BUFFETT: Let's go to number 2.
WARREN BUFFETT: F{IREB2E.

AUDIENCE MEMBER: Good morning.I'm Marc Rabinov from Melbourne, Australia.
ik BEif, FEREBBAHILE/RARIMarc Rabinov,

| had two related questions for you gentlemen, basically both related to float.

SR, HAEMTRAXEE, EXEHS5FEHEX,

Float, as you indicated, has become a very large part of our asset base.Assuming our policy
holders continue to renew with us and we keep control of our combined ratio, can we count the
float as pseudo equity when calculating the intrinsic value of Berkshire?

IFANRARHE Y, FloatE AN IEEMNEZEAMI D .. RISFNINREITE ARESEHA]
ZAH BRGNS FHLERER], BAETERARARIOAENMNERN, FITTUEESNITE
AN G?

And the related question was, can we not expect the float to keep growing at, say, 10 percent
per annum for the next five to 10 years given that we're still really a minority player in this
segment?Thank you.

MmAXAEEE, L£THNEX—IFNAZEENDEA, BAIEFERERKAETENT
INEEIBRER7910%? i,

WARREN BUFFETT: Well, | wish it would grow at 10 percent or so, at least if it were profitable,
which | do have a belief that it's likely to be.

WARREN BUFFETT: I, H&EEERM0%EZEMNEREGK, EMMIREBFAIE, FHi#EHE
SEr SR AIERY,



Our float is 42 1/2 billion on March 31st, roughly.
BA189EshE3 A31 B R R42.51Z.

| think the entire float of the American property-casualty industry, you know, could be something
in the — roughly — in the area of 500 billion.So we may be some figure like, you know, 8
percent or a little bit more, maybe even 9 percent, somewhere in that range.

HiAR, EEMF - BIMPETWAIBTRIEBAIEER - KEX - E50001ZHSEEN, Eit, AR
BERE—LHF, bk, 8%HES, EE9%, EETEEN.

Of the total P-C float in the United States — now, it's true we have a little outside the country,
too, but the big part of the world P-C market is in the United States.
EEEMP-CEREsH - Bi7E, BMNEEIMIE—R, (BHFR EXEBOMP-CHiZEEREE.

When we started out in 1967, | think maybe we had 10 million of float.So to go from 10 million to
42 billion, frankly, surprises me.But it also — it's going to be much harder to grow at significant
percentage rates in the future.

SEA1E1967F 0T, BB BIFEKI1F1000757F 60, BERMIE, M1000/5F142012, 1LFHREE]
127, EEMRZ - RAERMUNESHNE D B S EINRE,

And our goal — we love the idea of growing — but what we really want is cost-free float.| mean,
that is the goal, and growth is not a — not at the top of the list at all.| mean, | hold our managers
responsible, not for delivering more float.l hold them responsible for delivering profitable float.
BAINER - BAIEMAKIERE - ERMNBEERENETAATE, HNERE, XHMEE
IR, IBRAZ - RATEIIRNNG, HNEEE, HILBR(NZERR, MARRREZIZE
&, BIARMAIBEZIEREBATEER.

And that is key in our mind at all the time.If it comes along, we love it.But we will find out
whether it comes along or not.

X—EEBIIOFRXHE. WRELM, BIIERE. EBRNIZEARNEZS LM,

The first part of your question, if indeed 42 1/2 billion can be obtained at no cost, or even better
yet at a profit its utility to us is like equity.

oA E—EB D, WMRASERIURBEIRG42.5(2% 7T, HEEZBFIRF, BAERHANINK
%ﬁ%ﬁﬂ—ﬁo

Now, you couldn't realize it upon liquidation, necessarily.Oh you wouldn't realize it on
liquidation.And you couldn't necessarily realize it on sale, that would depend.So I'm not telling
you how to count it as in terms — whether you count it in terms of intrinsic value, you have to
make that decision.

ME, MLAEFENREIREX—KR, B, MAEEFEFRIRAIX—R, T —EEEHER
BiRAIX—=, XERT, B, BH<KESFEINEREBARERITEE - TIRRE mﬁwrm
BEFRTEE, REBLITUMLEIXTIRE.

But it has the utility to us of 42 1/2 million — 42 1/2 billion — of funds derived from equity
without issuing common shares.And that's one of the reasons we've always been so enthused



about it now for, what, 35 or 36 years.lt's a great business for us.
BEXNTIF42(C - 42.5(23TT - MBEIXFRENE RSB RITEER. XMEE1E—ET
AR T UL, 35836 FMIREZ—, WHAIFRXE—TUHARNE,

And every now and then we got off the track.You know, we got off the track in the early '80s, we
had a problem or two in the mid '70s, and we had a problem with Gen Re for a few years.
BAT AR FEE, (RAE, HOESOFREREF T7HFE, BAIE70OFAFEERE] T —M
e, B1E/FEiEE T Gen Refyn)RH,

So it — there's nothing automatic about it, and | will say this: | think, for most companies in the
P-C business, that — the P-C business is not a great business.lt's a commodity business to too
big a degree.

FIAE - BT AR B, HEXFR: AN, YFP-CUSHFRHAZSHASMS, P-CUS
HAAR—IHEANWS, XR—TEmlsS, EEXK,

So | do not think most companies in the P-C business will get float at an attractive cost.We have
to be an exception.

Ett, BHIAFP-CUSHIARZEHAEHASUBEEWE| HHIRAIREFR, BAILTZE—THI
gh,

But we have some exceptional companies and some exceptional managers, and | truly believe
that we will obtain our float at considerably less cost than the industry.And that is the goal.
BERNE—EHFHRNASEIN—EMBNLEAN, BENBEHRIPSULETIRSEZHRAIRE
BA180ERD . XFZ BT,

GEICO, if it would continue to grow at 16 percent, for example, this year, that adds a billion of
premium volume.Well that doesn't generate as much float at GEICO as it generates at Gen Re,
but it generates float.So GEICO's float will grow.l would, you know, I'd bet my life on that.

a0, SEGEICOMRLEIN16%REILR, EIN10{ZHRE, FIE, EASEGenlICERH
GEICO LA AZHNFR), (BESTEFER. Eit, GEICORFEHNRERIEK, HE, MAE,
FEGTEIRIETE,

But certain of our other transactions are more opportunistic in nature, and that float could even
shrink.

B, EMNEM—EXFARLEANSEXE, MEFHEZFIRERYE,

And if the float shrinks, you know, that is fine with me as long as we produce underwriting
profits. We'll go wherever it goes.

MR FsHGE, REE, REBAI=EEREFE, IMFERIZO, FISEEAHSG,
Charlie?
EIE?

CHARLIE MUNGER: Yeah, with interest rates as low as they are now, this float we have so
laboriously built up isn't worth so much to us on a short-term basis.After all, what — if — what



do we have, $16 billion of cash on hand earning a very low rate of return?
CHARLIE MUNGER: Z#Y, HTFR—-MELEAIE, FAI20UETE BT RAF NI Bl 15k
WMERBAFANMES, R, WR - BINRBEMH4A, 1602ETMEFILERFIFRRALERE?

So the incremental dollar of float doesn't look all that advantageous now.But we have a more
long-term view than that.We figure that eventually, we'll do a hell of a lot better than 2 percent.
FRLGE RIS S X T AT ERA T AEF, EERNE—THEXERZHNR. FITANE
2, B EE2% EiFaIHthAiR,

WARREN BUFFETT: We're not getting 2 percent on that 16 billion, Charlie.(Laughs)
A EIEYE: BE, BIEX160ZET LHNBRATE2%, (X)

We have — we do have, incidentally on March 31st, we have roughly 16 billion in cash, not
counting any cash in the finance operation, because that's a little bit phony in terms of its utility.l
mean, it's offset by borrowed money.

B8 - BARER, IER—T, 3A31H, BIBARN16012HE, FEFEERIWSPRIEMD
e, BAMEMBNE, XBERER. HHEEZ, ERERNEMEHE.

But it — other than the finance operation, we have right at 16 billion in cash and cash
equivalents, and we also have a lot of bonds and things of that sort.

BE - BRTMEWSEN, HMHE160ZMENMEEMY), MARNEBRZHESMEMNNGTR
il

On that 16 billion, you know, we are probably getting about 7/10ths of 1 percent, three-quarters
of 1 percent, call it, after-tax on $16 billion, which does not make us salivate.
£1X16012ETcH, RENE, HATATREREIRA7%H1%, Mo Z2—01%, Mzh, FE16012
E£7T, XHASLBNEE=R,

But — (laughter) — we would rather, you know, avoid salivation than to encounter
problems.And we will use — Walmart put out the figure yesterday of roughly 1 1/2 billion for a
combination of a small trucking company, plus what they sold us.

BE- (KF) -BMTR, (RAE, BERAEMASBER M, BATRER - RRIBIEREL
TRAZETHNEF, BTHAEG—NERELE, URMIEBE(]LEN~=m.

And we will, you know, we will use money, but money keeps coming in, too.If we earn a billion-
seven in the first quarter, that billion-seven is pretty much all cash.And then on top of that we
had the billion — billion-three or so float increase.

BIIsME, HeA%, EHRtUaBEFE. IRB(NEE—FEBRBI0(CET, BAHCE
/LTSRN E. REREENE, BB 10{CEAENEK.

So float increase plus retained earnings, not counting securities gains, maybe $3 billion.Now
we're not going to keep that up, but there's a lot of money coming in.

FRUAGEEMEMIN L BFRE, NTANIESKE, FIRER3012ETT, MM TITEREIFEM,
BEERZEIEE,



And — but we are getting some chances to deploy it.And if we deploy — if we get it at less than
— at zero or less cost, it has —it’s very close to, in our — it has the utility of equity in a very big
way.

mA - BERMNENSBEE. MRENEE - MRBNUNET - THEMBMUAABFEE, EER

R, BB - ERFIFEEARNATRA,

16. Black-Scholes option pricing model is "insane"

16. 7038 5% - SiEU/REFHAIMEM R R E “WITH”

WARREN BUFFETT: Let's go to number 3.
WARREN BUFFETT: E{13k&3=.

AUDIENCE MEMBER: Good morning, gentleman.My name is Hugh Stephenson (PH).I'm a
shareholder from Atlanta.

MR BLEgF, FE. BIUMAEFSH (PH) . BERIF=KEIARAK.

You had indicated in the past that you did not think that the volatility base to Black-Scholes
models for options pricing was correct.
I EBRT, @iAJBlack-ScholestR BT HATN E M AR s I EAiti 2 EFRAY,

Would you share with us how you would evaluate those options as you use them in the
business or see them in the marketplace?

BREERES TN ZEA S HERRX LRI EMIZ P EE X LIRS A0 7Hh X LRI

And also if you would update us on your thoughts on the asbestos tort situation, given the
recent development of national settlement trusts, et cetera?

ETRIERNBEEEENARSS, BRSEERRNEHE XGRENIERNEMER?

WARREN BUFFETT: Yeah, we — Charlie and | have thought about options all our life.l mean,
my guess is Charlie was thinking about that in grade school.

WARREN BUFFETT: 2/, #f]- EBNH—EREZREZTEE. BNEEE, BNBEINEE
BENZRNHMERTX—=.

And — (laughter) — you know, and | — you have to understand— you don't have to understand
Black-Scholes at all — but you have to understand the utility and, in a general sense, the value
of options.And you have to understand the cost of issuing options, which is very unpopular
subject in certain quarters.

HE - (R) -1RAE, - (RATRB - (MR FREIBEMETT - BiRURET - (BERIRDIIERR
MA, HEE—REX L, MOTEEFRATIINE, MEMRUI T RRITHNIMA, XERL
HHEEEERZILAIERR,

Any option has value.l mean, | bought a house in 1958 for $31,500.And let's assume the seller
of that house had said to me, "I'd like an option on it, good in perpetuity, at $200,000."Well, that
wouldn't have seemed like it'd cost me much if I'd give it to him, but an option has value.

EENEEEME. HNEEE, HE1958F 31,500t T —EREF. LB MRIZRIMEF



RISEERNHWY, HEE—TED, KA, ME20H%ET. "HFIE, MRFIEELM, A
UFARUEBTEXRZRAMN, BR2—TERENE.

Any option has value, and that's why some people who are, you know, kind of slick in business

matters sometimes get options for very little or for nothing.I'm not talking about stock options.I'm
just talking about an option to purchase anything.

AT A ME, SMEATLABEA, (RAE, ERLEBELERESR, BRRROFRA
RBIERE, BAREIKICKREN, BREEIXKICHLEAIRAMNERE,

They get options for far less than, really, a market value would be.Black-Scholes is an attempt
to measure the market value of options, and it cranks in certain variables.

AR ENIERTIE T HiHMNE. Black-Scholesii BTN TIHMNE, HERLETEH
RIEEA.

But the most important variable it cranks in that might be subject — well, might be a case where
if you had differing views you could make some money — but it's based upon the past volatility
of the asset involved.And past volatilities are not the best judge of value.

B2, ERBENTEAERELA - IE, MRREARANMITESHRE: - BXEETIEFM
WERERNEY . MEENENH AR RE MENFIRT,

| mean, if you had looked at a five-year option at — on Berkshire stock — at various times
Berkshire stock's had a fairly low beta, as they call it.Beta is a measure that — people in
academia always like to give Greek names to things that are fairly simple, and so that they have
sort of a priesthood.(Laughter)

BHNEEE, IRFEIARFRERENAFHN - TAENBRARAE RIRENNMBEIME, E
MRATIETRAVARTE, BetaR—TMMEIENE - FAFANAMNSRERRHRERAFLEFHIARBENE
1, MERRME—MHEIRAL. (RF)

You know, it's — so it's like priests talking in Latin or something.| mean, it kind of cows the laity.
RAE, X2 - FMAFEEUIABA T ESREMARRIE—HF. ZRNERE, ER—MEANY
.

But they — beta is a measure of past volatility.Berkshire's had a low volatility, but that didn't
mean that the option value of it, to anybody that really understood the business, was lower than
a stock with a higher beta.

Bfth1] - beta@ B ET X RNIEIR. BRABRIOENERE, EXHFTERECEEQIEEE
SR AREARMMMERT EBESbetaftIiRE.,

And | think Charlie — what Charlie said is that — last year, is that for over — that for longer-
term options in particular, Black-Scholes can give some silly results.

MBFIANEE - EIMIRAIE - ZF, MESR - 152N TKEER, %R - iR/RErS
LH—LERENER,

| mean, it misprices things, but it's a mechanical system.And any mechanical system in
securities markets is going to misprice things from time to time, and that's —



HNERR, EREFEREHER, BER—TIMHASR., ESTHNEQUMASEH S i
Mg TEIREN, MH -

We made one — as | mentioned last year — we made one large commitment that basically was
— had somebody on the other side of it using Black-Scholes and using market prices — took
the other side of it and we made $120 million last year.

BANMRT —1 - sEHREERERBAE - B MM T —MRARRURE, BEA LR - L5 —0AE
R - IRVRETARMA™IZNE - EETERNS—HE, HMEERT1.2(¢ETT,

And we love the idea of other people using mechanistic formulas to price things, because they
may be right 99 times out of 100 but we don't have to play those 99 times.We just play the one
time when we have a differing view.

mEHMNESREMAERIB AR ANBENIIRE, ERNENRIEZE1000RFN99R, B
MADIAEEINR, HEATBEARERIM RN, HAIRI—IX,

Charlie, do you want to comment on —?
g, fEIHe-?

CHARLIE MUNGER: Yeah, Black-Scholes is a — what | would call a know-nothing value
system.
CHARLIE MUNGER: 2Z#, Black-ScholesE—" - iR 2 AFTFHMER R,

If you don't know anything at all about value compared with price — in other words, if price is
teaching you all that can be known — then Black-Scholes, on a very short-term basis, is a pretty
good guess, youknow, for what a 90-day option may be worth in some stock or another.
MRARIIMMES MBELEA AEARNE - R EIER, WRNISEIRATE AT ARIERIRE - T4
Black-Scholes, ZEREHANEM £, E—TIEBFNEN, REE, MFRELEREFEMERE,
90K HAX FIBEZ1EH1SAY,

The minute you get into longer-term options, or you don't have the know-nothing factor so
extreme, it's crazy to use Black-Scholes.People use it just because they want some kind of a
mechanical system.

RFENKEIRZNI—ZI, HEIRRBIRATHNEZE, {EMABlack-Scholes@ I, AfER
ERREAATVEZEEMIMERS.

But at Costco, for instance, within a fairly short period, we issued stock options at 30, and we
also issued stock options at 60. And Black-Scholes valued the options we issued at 60 as the
strike price way higher than the options weissued at 30. Well, this is insane.

{BZ7Costco, fIaN, EMEIRERIATEIA, FHANARITARERNN30, HAIEAITARERAN60.M
Black-Scholes{&{E (I 17E608 R ATRIHAITE A AT A NS T HATRIRANE30% & fh, 18,
XEMT o

WARREN BUFFETT: But we like a certain amount of insanity.(Laughter)
WARREN BUFFETT: {(EX(IEN—ERENEMEIL. (5X5)



CHARLIE MUNGER: Yeah, well, it's good for Warren who picked up this extra $120 million.But

CHARLIE MUNGER: 28, FIE, XFREEIM . 2ZEThXeHR, XSFE., BR -

WARREN BUFFETT: | mean —
WARREN BUFFETT: HHNERZE -

CHARLIE MUNGER: — so he's fonder of this kind of insanity than | am.(Laughter)
CHARLIE MUNGER: - FRIAhEEFREE T R#XMmIE,  (5F5)

WARREN BUFFETT: No, we will pay you real money if you will deliver to our offices at Kiewit
Plaza somebody who wants to use the Black-Scholes model and is willing to price 100 options
for three years, willing to — using the Black-Scholesmodel — and letting us pick and choose
among those.

WARREN BUFFETT: A, WIRRE@IEANITKiewit PlazabIMAZER N — B E{EHBlack-
ScholestZEIH HIZE N =FEM100T™E, RE(EMBlack-ScholestI A, HATEZ(TIRELE
A, BRI - IERIEIXE PR,

Because, as Charlie says, it's a know-nothing affair.And we are know-nothing guys, in respect to
an awful lot of things, but every now and then we find something where we think we know
something, and anybody that's using a mechanistic formula is going to get in trouble in that
situation.

EX, EMEERR, XE—TTMAMNSEE, FTFRZ2HE, HNHMELMNA, B
AR RM—EFAPAANBNRERESNRA, EEERIMAHNASSEIRMIER TBEZ
18

But options have value.l mean, we issued options, in a sense, last year when we when we sold

those — the 400 million of bonds.And we know what we're giving up when we sell those bonds.

BiRFAAME. BNERE, MEMEX LR, BINEXFHERLE - METRFNRITTH
N, HAFNEELEXEMAFREATNE T4,

| mean, we may have gotten, what — a negative coupon of sorts, but that's because we gave
up option value.And it, you know, it wasn't — it isn't truly a negative cost instrument at all,
because options have value.

BNEEE, BMIAEEZFETH4 - EMIENNENES, EXERABANELF 7 RN
E. B, A&, EARRE - EREATZE—TEENIRATIR, ENEBNENE,

17. Buffett recalls sneaking out to race tracks with high school golf coach
BIEEEIZHR, fhilf6#dE T SPERRBGNFE

WARREN BUFFETT: Let's go to number 4.
WARREN BUFFETT: E{1E5411,

AUDIENCE MEMBER: Hello, my name is Martin Wiegand from Bethesda, Maryland.And first I'd
like to thank you, and all the folks working here at the microphones and staffing the booths, for



hosting this wonderful shareholders' weekend.We enjoy your efforts.(Applause)
IFAR: 89F, BNBFEXEBISE=ZMNNEIAMMartin Wiegand, &5, BERHRI], MK
FIEEZRN ETFAFNRUEEAZNAL], B2 X MEERRERRR, BAIEIRIR

HEHn, (EF)

WARREN BUFFETT: Thanks, Martin.
REEIESES: B, 3T,

AUDIENCE MEMBER: My question is about a company getting its employee compensation
aligned with shareholder interest.

AR HAEBEXR T —RKAELRTHMS R &R IF—E.

Charlie Munger, in one of his "Outstanding Investor Digest" interviews, cites the case of FedEx
getting it right.
Charlie MungerfE fth B9 — {0 7RE R B E K IAF5 | B 7 BAFRIRERINL A

In the newspapers, we've all just read about American Airlines, Bethlehem Steel, and a lot of
other companies getting it wrong.| find precious little written about compensation systems.
FERE L, BNHXIEREEMZLE, BHMEWNKRATUNRFSEHMATNERES . Bk
MROBRTIMERENXE,

Would you share with us how you get it right at Berkshire companies?
D 5 B 1D =B e EBerkshire /2 SR EI IE1?

Also, your old golf coach and racetrack friend, Bob Dwyer, asked me if you would like to share
with us your pick in the Kentucky Derby.(Laughter)
Ltoh, REEBEREXBENEDIHIRBob Dwyerfl KB ERES RO ZMEREEZEDIRNGE

AW, (RF)

WARREN BUFFETT: Is Bob back there with you, Martin?
Afe-BIEsT: mEAR—REaERTBE, 5T°?

AUDIENCE MEMBER: No, in the middle.
MARBLE: A, HIE,

WARREN BUFFETT: Oh.Bob and | did spend a lot of time at the racetrack in high school.He
was not only the basketball coach at Woodrow Wilson High, but he was also the golf coach.
WARREN BUFFETT: M, #Z1MHHLESTHFE LETRSHE, thAXEWoodrow
Wilson HighfY Bk %, MEXEESRRE L.

And whenever | wanted to go the races he would write an excuse to my other teachers saying
that we had to go out for the golf team.(Laughter)
BHPESMLETEN, tHSAHBNEMZBNE—MEO, RHENDIALEITSRRKA, (5

=

=)



And then we would head off to Charles Town, or Havre de Grace, or Pimlico or someplace.
REBAVERIEE/RETE, ZiHavre de Grace, BiPimlicogi HAthithr5,

And he cleaned up his act subsequently.(Laughter)

REMBETMNTH. (5KF)

It's good to have Bob with us.He was known for his famous three-iron shots.He was known as
"Trolley Wire" Dwyer in those days.

WEMBENE—RRET. EERN=5%HFTMER. EFLEEHFE, MR EEL Dwyer,

18. "Crazy" to use stock options as compensation

18.“RIT (ERRFERRIEDIME

WARREN BUFFETT: Charlie, do you want to talk about comp a little?
WARREN BUFFETT: &, {RiEiXi%compl3?

CHARLIE MUNGER: Well, as the shareholders know, our system is different from that of most
big corporations.We think it's less capricious.

CHARLIE MUNGER: 18, IFANARZRAAAN, FAHIES KEHALQEAE, BIHAREARIBA
REXE.

The stock option system will give extraordinarily liberal awards sort of by accident to some
people.And it'll deny other people any reward at all at some different time, in spite of great
contributions made by the people who are getting nothing.

BREANGIESLE—EANTRIEE BROER, REFLE—TMIRMAMLE TEXRNTER, BE
SRR ESIAE M AR,

So except where we inherit it, we just don't use it.But we must be in a minority — far less than 1
percent, right?

FRUABR 7 ANBAE 25, BNRZMERE. BRNLTHDE - TET1%, XIE?

WARREN BUFFETT: It's where we like to be, right.
WARREN BUFFETT: X2 1IEMWAtA, IE,

It's interesting, we inherited some stock options at Berkshire, primarily in the General Re
transaction.And, not through any failing of anybody or — there's no aspersions to be cast at all,
but those options turned out to be quite valuable.

ABNE, BNEERARREET —EREHRN, EEEEGeneral ReRR5H, HEH, TE2ET
ERIARERIKNEL - IRAZBEENERE, EXERFERIEAZIFERNERN,

They would not have been valuable if General Re had been left alone as a standalone
company.They were — they profited from the fact that other parts of Berkshire did well, and the
money went to the people that had these options who delivered nothing to the performance of
Berkshire for a while.

WREEREFEN—FILATIHEET, MIMKBENE. 112 - tNMNBEREREOE



HHEREFNEXIPIRY, HEBRATIREEXERZNA, LA N ARE/RIIRIE
(a3=SCIEEEYR

Now, that’s — that is not an indictment of anybody, in the least, at Gen Re.lIt's an indictment of
an options system which represents a lottery ticket, and also a royalty on the passage of time.
ME, BRE - EXNEGen Re, ITAEXMNMHIAREF. XN —TMREENHNR LR,
R — TS ENREAIRRAR .

Because as you know, an option holder has benefits from retained earnings and benefits not at
all from dividends.And that puts his interest, maybe, quite contrary to that of the shareholders.
EEARA], HASUSE AR UMBEFREMAZPRE, MARKRE. XEMAMEEITS R
RN ZmTEER,

So we believe in paying for performance, but we believe in tying performance to what is actually
under the reasonable control of the person that's being measured.

b, FAMBENGBUTE, ERNBEEENS IR TREEAANTEEGZT.

And we — to give a lottery ticket on the overall results of Berkshire Hathaway to someone who
is running a business that's 1 percent of the whole is really crazy.

MEA] - ERAHREHFLATNBEWLGE—KER, B—T2RE—RLQTINA, ZTRIN
BREEBI R %,

And | would say that you have seen probably more misdirected compensation throughout the
corporate system — corporate America — in the last five years, you know, than in the hundred
years before that.It's been extraordinary.

BERNE, EIENAER, RNE, AIENAFE, (RAMEZINEDNRERS - A81EE -
MR ELE L 2RI —BERENEIR. XIFEIE.

There was wealth creation in the '90s, just like in the '80s, in the '70s, in the '60s, in the '50s.But
there was a wealth transfer like had never been experienced before.
FIOFRBIEME, MEESOENR, 70FM, 60FEM, 50FEMR ., ERE—MAIFIRBEN EL

R

And, you know, you can't blame people for wanting to cash in on it.You know, if anybody wants
to walk up and hand me a half a dozen lottery tickets for the Nebraska lottery, you know, I'l
accept them.But it will have nothing to do with how | do in terms of running Berkshire.

HE, REE, (RAEREAMBERMNE., MAE, MREABELR, B3HER KA
HTIMNEZNFE, RIAE, RSERM1IM, EESHERERNGEAINTX,

Actually, Charlie and | think a properly designed options system, which includes cost of capital

and some other factors, and ties it to the performance of the people involved, we think that can
make sense, when we've used various incentive programs that aresimilar to that.

Spr b, EEMFIAN—MRITEENRERS, HFEEAARATNEM—ERE, F8ES
BXARNRMEKRER, BANARIBNNERSMERITLN, ENEBEXMN. £,



But the idea of just passing them out and telling people that for 10 years they get a free ride and
then repricing — you know, if your stock goes down, their stock doesn't go down, their option
price goes down.You know, that is not our idea of a great compensation system.
BEREERENHREIASIFAMNOERMNIAI RS R BB ERFEMEN - (RAE, MR
RNETF T, IRNEFAS T, MIIMNBSMSE T, RAE, XT2BNT—THK
AU BN RAVARUE.

CHARLIE MUNGER: Yeah, if we are right with our general approach, it has considerably
important implications.

CHARLIE MUNGER: 28, MRBEMNRA—RAE=2 LRI, BATCEBHEIEENE N,

Because the natural implication is that more than 99 percent of corporate compensation
systems are more than a little crazy in America.

EH B ARIREBITI9% N AT FHMMAEREEXEHE RIRIT,

And | want to emphasize that Berkshire is not illiberal.| mean, we've got various incentive
systems out where people make tens of millions and may make hundreds of millions.
BEREARARAEAEH, BRNERR, HNEEMIFENRMEE, AMIRTHTHL, &
BETREIENZ .

And so, we're not against rewards for people who make vast contributions.

R, BN RISFBL HERTTRRBIARIZRRD .

But a system that's basically capricious, and which doesn't tailor the results per person and per
activity very well, we just think it's crazy.

BRE—TEXFLREXLENARE, HRERFMESNSTIAMESMENNER, HMRAEREFE
RmIE.

WARREN BUFFETT: We love to see people that are associated with Berkshire making money,
as long as they're making money for you at the same time.lIt's very simple.

WARREN BUFFETT: FAIFREBEISHRARBROANE, REMIIRN MM, XRE
B,

And — but we don't want them to get a free ride off your money.(Applause)

mAe - BEMAREMIRFBLZRIFNE. (£F)

Compensation's an interesting subject and I'm going to write about it next year, some.But, you
know, it's not a market system.You can read all you want.l mean, you know, the PR people will
tell you, you know, that "Joe Smith's compensation was determined by a market system and
he's just like a baseball player,” anything of the sort.

MEE—TRBNEE, BRERFE—L, g, BE, (RAE, ZATE—THHARR, (KA
MENEREZEN—1], ﬁ%f%%,ﬁﬁﬁ,@%kﬁ%%ﬁ%‘ﬁE%%mm1 EHRTIHRER
RER, RE—TEIKEEIRA, MEEIENUNERE,



But he's not just like a baseball player.You know, the baseball player negotiates with somebody
who's spending his money to hire the baseball player, and making a calculation whether he's
better off laying out the money out of his own pocket — the owner of the team — to get that
player.

B AMUNE—RIFKIGH R, (RAE, XWUEKIEH R IEEN—EREEMEIKEE R IAR
H, FtEMERSRIFMECHOREEHE - IKRARER - KIREITIKEA,

But when you get a comp committee at a large American corporation, you have somebody with
an enormous interest in the amount of comp on one side of the table.
BRIMRE—FRAEEZELIHE—TZEREN, REE—EANKEF—MrcompET=EEX
HY74ER .,

And you've got somebody on the other side of the table, who was not picked because they were
the Doberman of the board, believe me — and who is dealing with what — many times is what
my friend, Tom Murphy, used to call"play money."

MERFRUBZ—LHET—TA, BEAMMNRESEIHEAMAZHRES, BIEH - MRiEE
B4 - RZBIHMEHKAIAAR Tom Murphy B 23T BBIEGTE .

I mean, you know, it's almost meaningless to the person on one side of the table whether
somebody gets 100,000 shares of restricted stock or a million shares of restricted stock, and it's
not meaningless to the guy on the other side of the table.

BNERZE, RAE, WFREF—ENAFKR, FTieH AIRSE100,0008RHEMRELE—BH
ARFRFIMEARE, X/LFEREX, MNFTREFF—BHAFKR, XHIFBTREN.

Almost every other negotiation in American business, you have some parity of concern.But you
do not have a parity of concern, you know, in terms of the — in terms of comp at the top levels.
JLVFEEERWAIMRBEMIRF IR, REF—LEFFNIEBIM. BRIRAE, MES%sI9compi
=, B TEXE,

You have a parity of concern when you get down to labor unions.l mean, the management
wants to keep down the prices and the union wants to get more money.And that's a real
negotiation.

SRR EITIEN, ME—ITFEENXIR. ZHNERE, BEEFERRANMNS, IREREE
ZHRE. XERELERNZF,

And you have, you know, you have lots of other real negotiations in American business, but the
compensation in many companies — not all, obviously — but in many, many companies has not
been a real negotiation at all.

me, fRAE, (REZENELHEFSEMEENRF, EFZSASNEE - ERATEEE -
BETFZQER, REQEREFIZBEIEMNRF,

And the management has hired comp consultants to come in, and | have never seen a comp
consultant come in and say, "We ought to reduce this guy's salary."

EIRREZE T complBial#ER, FeMAR IIT — 1 e) # i Befl IR iZom > X1 ARIFR 7K, 7



I've also never seen a comp consultant come in and say, "Why don't you get rid of this
bozo?"You know, | mean — (laughter) — they can't all be wonderful.

B MRS — e g : “RATARERIX Tbozo? MRAIE, BHNERE - (KF) -
fib I 1N FT BEER1RASH o

But — you know, can you imagine a comp consultant doing that and ever getting another
assignment?It wouldn't happen.
B2 - fRAENS, {REEMR— P compEialfftFH BB S —TMESIB? EXNSRE.,

So it's a bad system, and it needs improvement.And it may be getting a little improvement.And
as | wrote in the annual report this year, what happens with comp is the acid test of corporate
reform.
FIMXZ—TERNARR, EFENHA, ERESEMNIE. ENRESENEERSTAERN
AtE, compREMNSBIBFE LB NENTIEELR,

Because frankly, the CEOs of America, they don't care whether their boards are diverse, or not
diverse, or anything of the sort.They care about how much money they make, in a great many
cases.

ENiBERME, EENERIITEN, MNAFARMUMINEZSEEZ L, 2, EEE
ERE, ERZBAT, WX OMIIRT 20,

And you, the owners, and big owners in particular, you know, have to provide some
countervailing force, or you'll have what you've had in the last 20 years, which is an enormous
disparity in the rates of compensation of peopleat the top compared to people at the bottom.
RANE, LEHZMR, WEMARWEATIRHE—ERMIENE, SUREREEE20FERMAEN
rwAA, XEATFHIMNEARZFSIKERIAMELL, FEINER,

And also a disconnect between the comp of people running businesses and the results of the
owners who gave them the money.So arise, (inaudible) shareholder.(Applause)
me, @EEWHIAGTEMIIHNLENSERZEEFERT, B, (FRE) BREREI

T. ()

19. Low inflation helps investors, but keep expectations low

19.BERBEITIREE, BRIFETIEA

WARREN BUFFETT: Let's go to number 5.
WARREN BUFFETT: F{1E&5511,

AUDIENCE MEMBER: Good morning.Good morning, my name is Matt Sauer and I'm from
Durham, North Carolina.

IFx: BLE3F, BLEEF, FHiUMatt Saver, FRBILRT SRAMIXENE,

In a 1977 Fortune magazine article titled "How Inflation Swindles the Equity Investor," you
argued that corporate earnings in aggregate acted like a bond coupon, and thus, were
negatively impacted by high inflation.



F1977F M E" RGN — AN BN OIIRRIRIRBE NIXER, MARNRSINE K=
GRS —F, EtRISEIKEAERNG.

Due to high inflation at the time, you posited a world where a 12 percent return on corporate
equity would —was reduced to 7 percent after taxes, and netted out to O percent in real terms.
RTINS BEEKR, RRE— TR, ASRFNEREN12% - HEEDEI7%, LR
BERDEI0%,

You have been sounding downcast about the prospects for equities for several years, much of
which we assume relates to extreme starting valuations.

NEFR, (R—EXNRENRREENER, BIMNARNEFRA—ESSRIHNVRGERX.

If inflation was decidingly bad for investors in 1977, isn't the relative lack of it in today's
economy at least one mark in the plus column for equity owners?
MERBERZAKE1977ERN R BB RIS REENAFH, BATESRKNEFH, ENRZAOERE
FREERMSZREDF—TIRICIS?

Is there also a future inflation expectation component in your warnings that investors are likely
to be disappointed by equity results?
BNESHESEBARRNERTAIANR D, REE PN IRINERRERIKE?

WARREN BUFFETT: Well, | would — there's no question that the lack of inflation is a plus for
owners.| mean, the real return you will obtain, in my view, from owning American business — if
purchased at similar prices — the real return will be higher if we have long periods of lower or
close to no inflation, than if we had long periodsof high inflation.

AMEEIEY: 1B, RS - LR, RZBEEENWERRE -7, BHNEER, BHE
¥, IREMABEE LS HPIRGEENEIR - MRUEMNEEE - RFANBKEBETIIERE
BB, BALIREHREGS T BAKEITEN B S EK.

| don't think there's any question about that.Because that article went onto explain how you got
taxed on nominal returns and fictitious returns in real terms.

BINSBEEMEE, ERNRREXEERE T RS2 X EHRAE M ERIER

So your question about which period is better for investors — a low inflation period over any
long period is better for investors.

R, RFWPETEAN IR B B E AR A - EEHREAARRERKIT I IR R E R AR BT,

And the problem, as you pointed out also, was the starting point, in terms of predicting modest
returns for equity investors.

IEARPAFELAVERSE, [HEERER, MINRNIREENERERMES.

The returns weren't necessarily so modest, | predicted.They were just modest compared to
what people had begun to think returns would be during that long bull market from 1982 to
1999.



BION, ERA—EEBAEN. 5AMIFRING1982F E1999F KM HAERIEIIRIALE, 1)

RERE.

There were polls taken by Gallup working with, | think, PaineWebber at the time — now they've
moved it over to UBS Warburg — that showed the expectancy of people in the stock
market.And those returns that people expected got up to 14 or 15 percent, as | remember.
B, SNFEEFREESEDFAESFEHITRERERE - MEMERHERIIRRESE -
XER TIRMANINEAE, HICHEIRLEAIFEANEIRZFIAZ] T14%5415%.,

And they were thinking they were going to get 14 or 15 percent in a low-inflation environment.

ATNAREREIKIFME T T3R5 14%3015% R m .

Well that, you know, that was dreaming.And there's nothing wrong, in a low-inflation
environment, at all, in earning, you know, 6 or 7 percent.That's probably as well —

I8, fREE, XRAEME . EREKNIMEDR, REHARX, WA, RAE, 6%37%, XA
ABEthE -

Well, it is as good as will happen, because in a low inflation environment how much is GDP
going to grow?Well, GDP, you know, if you have a 2 percent inflation and even 3 percent real
growth, you're talking about 5 percent, in nominal terms, GDP growing.

B2, ESUWBARE—1FF, BATRBKAET, GDPRIEKRZD? 4, GDP, {REE, a0
RIMB2%ABRIAKR, EE3%AILFMERE, FRiEHNER X E5%GDPIEK,

If GDP grows at that rate, over time corporate profits will grow at — more or less, at that rate.

NRCGDPUARXTREIBK, IBAMEENEIAERS, BWFIEGUSZHIREEK,

And if corporate profits grow at 5 percent a year, the value of those corporate profits, the
capitalized value, will probably grow at something like that over any long term with sort of a
normal starting point.

MREAFANSES%RIEEIBK, BAEWHEANMME, BIRARMMMNE, IR EMHKE
RMEBREEERIEK,

And add that to dividends and, you know, you will get 6 or 7 percent before frictional
costs.Investors incur a lot of frictional cost.They don't have to, but they do.And that often is 1
1/2, 2 percent of their investment.

HRIRERNBIRR S, BrE, EEEMAZE, TRIRG6%H7XIRE. REFRBTRS
BRI, 1R, EfbiTXFEN, mXERE M i1iREr1/2,2%,

So the math isn't bad, it's just bad for those people that got used to, or expected, very high
returns based on looking in the rearview mirror back in 1998 or 1999.

EitE, HMEHAAE, WTFHRLEIRTAMPASBRSEROIARNR, XL EET 1998551999
F R AT,

Charlie?
E1g?



CHARLIE MUNGER: My general attitude is just slightly more negative than Warren's.(Laughter)
CHARLIE MUNGER: ZHH—MGSELLXEHNSERIE—%F, (KF)

WARREN BUFFETT: You've heard it, folks.(Laughter)
WARREN BUFFETT: {AXit{], fRIAd T, (5X75)

That isn't the end of the world.l mean, in effect, if the people who own American business get 5
to 6 percent of the pie — $10 trillion economy now, someday a $20 trillion economy.
BAZEFRARE, HNERE, Xhrl, MRABBEEETEWHIAIRGE%E6%THIHNEL - ME
B10HZETNES, B—REH20H1ZETHEFR.

But if we get 5 or 6 percent of the pie, those of us who put our capital out to produce goods and
services for American business — for American consumers, American population — is that a,
you know, | don't know whether that's— you know, that's exactly what somebody who designed
the universe would come up with.

BE, MRHNEE5%H6%MNENH, HBNXELEHRNNEEATHEER WA mRSH
A -NFEEHEESR, ZEAO-MERDT, RANE, BAMEXZARE - (RAE, XIEZIRIT
FHNASRRLEMN,

But it doesn't strike me as crazy in either direction.You know, | think that — that's a lot of goods
and services to go to people that put up the capital, but you — and you've got, you know, a
hundred million-plus people in the working force that are working toturn that out for you, using
your capital.
BeHsaitBEEanm T, RANE, FIAR - BEREEZNWATLERERZE M
AR5, BER - MEMRIE, B2 AESHTERIRNE R AIREERIX B,

And it provides a — what | would regard as a pretty decent real return if you have low inflation.
ERHET 1 - MRMABEEKERE, BHFINNZXZ— TS EIEARER,

If you get into high inflation, as | wrote about back in '77, you could easily have the real return,
to investors, get to a very, very low number, and perhaps negative.

WRMRHAANSBAK, EWHE77FFABRIAE, RAINRBEZHRRZIEFRSEENDOR, KT
FRIFERONF, BIFE0NE.

| mean, inflation can swindle the equity investor, as | wrote back then, and | used 7,000 words to
explain why, and will be glad to send you a copy of that article if anyone's still interested.
BNEEE, EUNRANMERIBME, BREAKA ABRIRARTUREE, A T7,0007 215Xz
BRRE, FENRBEANARMNE, BESRESHXERAFZXENEIZR,

But inflation is the one thing that, over a long period of time, can turn investors' results, in
aggregate, into a negative figure.And it's the investors' enemy.

B, ERK—ERNEA, BEEKFITUSREAENSAGRECN IS, XEREFHEA.

Charlie, does that bring forth any further thoughts?
TIE, EESHEREMH—TREE?



CHARLIE MUNGER: | don't think you'll get perfect help on these subjects from the economics
profession, either.They have certain standard formulas.

CHARLIE MUNGER: FIARBASTMEFETWIBRERGRTXENBRITERB. 15
—ERNTEAT

To an economist, when a manufacturing job goes to China, that's just so much productivity
increase.And if you ask one, well suppose all of the manufacturing jobs in America went to
China.Wouldn't that be a little too much efficiency increase?

MNFEFFERKR, SHEWLTIIEANFEN, £EFEMERE. RIRE—T, BARITFHIER
REENFAEHIGWL TEHETPE, AREATSRZIG?

And the answer would be no.And people actually get paid for thinking like this in major
universities.(Laughter and applause)
EEZETEN, EEEXRFE, MIZHFLERAAXFENEEMREERM. GEENER)

WARREN BUFFETT: Yeah, if — what would get across the point, of course, is if all the teaching
of economics got exported to China, in which — (laughter) — at that point a new insight would
appear.

WARREN BUFFETT: 2R, IR - 37, RAMAENZFFHFHBLEOZPE, B4 - (K
=) - BEEIFRE IR,

20. Managers decide whether to come to annual meeting
20 RERERTSNES

WARREN BUFFETT: Number 6.
WARREN BUFFETT: 65,

AUDIENCE MEMBER: Jack Hurst (PH), Philadelphia.l have a question about the managers,
and a comment and a question about the insurance operation.

AR BN HHETS (PH) . BB ABE R, HREQWSHIFEHFREE.

These meetings are a lot more fun with more subsidiaries and more managers.| also think more
educational, because you get to interact with them.
BIEZFRINESZRE, XEFZWEMNG#, BUIANNEEHEEX, ERFRAIUSHIIE
o

Is there any feed — do you get any feedback from the managers that they enjoy coming here
and they get anything out of the meeting?

BRAEfLEN - FESNEEERESIEARGR, MIISVRXE, MIIMNSINPRETH
N?

WARREN BUFFETT: Well, we have a number of our managers here and | — but we don't
require anybody to come.l mean, we have managers that, very, very seldom have come to a
meeting.



WARREN BUFFETT: 18, BfTXEMNBERSZZE - BRIIAFZETAAFR. BHNEEZ,
MNNEEARIFEFEERISMZI.

And | don't keep names, | can't even tell you which ones they are.But you know, if they enjoy it,
they come.

MEZSBEREBYR, BREZEXESFIRMMNZE. BERMFAE, WRMNERE, HINFHE,

Many of them, of course, have operations down below, selling you things, and some of them
come to help out in that respect.But we've got a — you know, we have a sensational group of
managers.

SR, PN FZABE TEFRILS, @fREHETm, ERP—EATXHEHEHEE), BR
BANE—1 - (RAE, B —RHEARENZEA,

They run their own businesses, they're extraordinary at doing what they do and we don't get in
their way.We don't demand that, virtually, that they do anything, except work for the owners.
NZEEE ST, MIEMECHSZBRIETLE, MERNAEHEMA. BRTAWLE
TES, Bl )Ebn LA RBERMAMETSEIB,

But you will — I hope you meet some of them here today because they — you know, the ones
that are here, obviously, enjoy interacting with the shareholders.

BRIRE - BAEBMRSREXERLIMIFN—LL, RRth(] - FEE, BENAZRARASRER
RELf,

And it's fun to put faces to functions.l mean, it — | enjoy it, | think a lot of them enjoy coming
here.
FHAKZREFRER. ZBNEERE, € - BHERE, BRRSASVHRIXE,

And the people that are working downstairs, you know, they volunteer to come.And they enjoy
seeing the shareholders, and they enjoy bragging about their companies, and they've got a lot
to brag about.

RENE, FELEMTLIENABRRIR, tIISRERRER, MISWRIEMIIRAE], (18
RZESWIENEE,

And | hope you thank them when you see them because, you know, it's a lot of effort for them.

HEZIRAEBRZMMIRGEM, RARME, XFMMIIRIEERZNED,

| got here at six o'clock this morning, but there were people that were here a lot earlier than that,
and they were working yesterday to get ready for this.And | want to thank them myself.
BOSRELEARHREXE, EEEALXERHNETXE, MIMEREEANLMIFES. T8
¥ B =aghi(],

Charlie?(Applause)
BE? (EF5)



CHARLIE MUNGER: | don't think our managers who come to this meeting are picking up new
tricks.Most of our managers know all the tricks that are related to their businesses.

CHARLIE MUNGER: HERAAZINXRSINNEZIEAS KRBTSR, FTRORZEEZ BN
B S 1AL 518 R AYFR A 115,

But this is a very interesting place, and it gets more interesting every year.And part of what
makes it interesting is not discreditable, and | think people like being part of it.
BEXE—TIEERENMS, SFHSTHEERR, FETFEBNE2REHIEIE, mMERK
INANNERZE5HA,

WARREN BUFFETT: Yeah, our managers — in a few respects, we'll occasionally work together.
WARREN BUFFETT: 2, HMINEIE - ZELHHE, BB Re—&IE.

Sometimes a manager of subsidiary A will check with some of the others, not through Omaha,
directly themselves.And they will say, you know, "What are you paying for software?” or “What
are you paying for UPS?"or whatever it is, and "Can we make a better deal if we pool our
efforts?"

B, FRIANZESERSHMARKR, MAZRBIRDNE, =ik, REAE, “YRENK
HEBHA? "SHIRRAUPSEA THA? "HERNEERMA, “WRENHKESH, BATTUHE
BRI HZ15? 7

There are times when we have saved money, sometimes pretty real money.But that has never
been instituted by Omaha, it's never been overseen by Omaha.

BIEREANEH®RT, ANEEREH®. BERDIRMRIBXFME, RIBRMKARED,

It's because manager A decides to call manager B. And you know, they like each other and they
can make their own operation better, sometimes by combining purchasing power, and
occasionally by just having an idea here or there.But there's no organized way of going at that in
Berkshire and nobody has to play.

XERNZEBAREFTHIFRZIEB. MEMRAE, MAIRIEEWRAF B (1r]UEFit#HTE S
R1E, ANMREIESWEL, BRREEXEFREF— A, EEERBREHE—ME
BLANHI, B ARUSILEE,

21. Decisions not based on "sweeping future projections"

21 REAFBE T MIRAIARFEF”

WARREN BUFFETT: Number 7.
WARREN BUFFETT: 75,

AUDIENCE MEMBER: I'm John Bailey (PH) from Boston.
AR : KRB RLTAJohn Bailey (PH) .

I'd like to ask about our consumer businesses, which means that | have to ask about the
consumer in general.

BRI —THANPERE WS, IRWRERAESE—RRAVEESE,



The situation, as | understand it, is that over the last 30 years or so the median consumer has
seen his income rise only a little faster than inflation, and much slower than GDP, overall.
EBEFRA, XMELE, EIEIFAANNEIE, HEEPUNKRNIERKIEE R E@EERAK
R—m, MBS LLEGDPIERZ,

Income inequality is at a 400-year high.The present value of lifetime income for the median
person has improved slowly.Yet the size of his lifetime liabilities, such as health care, housing,
education, and retirement, has ballooned.

IRAREZLT400ERNRER. PAMANKRSRAIEEENE. A, B—ERGENR
R, WETRE, FE, ZENERIK, ELBIE,

The economic net worth, then, of the consumer may be poorer than they think.

B4, HEBNZSTFEAELEMNERNEE,

To cope, the median guy has put his wife to work, borrowed against the house, and also the
credit cards.

ANTNI, PUBNRNEZILMNEF LY, E7EF, TEERTF.

So I think this may have some implications for the sustainability of consumer businesses.And
seeing that we've been buying a number of them recently, how do we think about this problem?
And are there any non-obvious risks that we should be considering?

FRIAEIA A X AT RERSH R B W SR AN TE—En, BRI —EEWLEP—
£, BN EFXNE? BN %Z BILIER EAIMEE?

WARREN BUFFETT: The American consumer, overall, is better, but not dramatically better off
than 10 years ago.Even somewhat better off than 20 years ago.But you're quite right in that
there's been considerable inequality, in terms of the progress of people financially during that
period.

WARREN BUFFETT: B{fAms, =EHEEL10FERIELF, BHLBEHEFHE. EEL20ER
yF—Le, BEIRREMR, MATHEHAMNZFHIME, FEEEIRNTTES,

We don't have broad ideas about — | mean, we don't make decisions on what business we buy
based on some sweeping future projections about things.
BADSAT ZHEE - BNERE, BNASRENSEN—LE2EATINRREHNWI+4

Ass,

We think America will do pretty well over time.In fact, we’d — we're quite sure it will do pretty
well over time and that our kids will live better than we live.My kids would say that wouldn't be
so difficult.(Laughter)

BATANEER EREREERMGRETF. XL, 3] - HMIEBEEEHEER ERIERM
FRY, BNNZFELEBNNERET. BRNERFRRZTSH2EE, (KF)

But the — and the grandchildren will live better.You know, that has been the history of the
American economy.The real income per capita grew sevenfold, | believe, in the 20th
century.That is huge.



BT - IINFINEESEY, MAE, BEXRELFNHE, BAEE, F0tte, ALK
ANBRTEE. XEEAR,

You know, it cost $18, as | remember, to make a three-minute station-to-station call from New
York to San Francisco 40 years after the telephone was invented.And at the time the $18 was
more than the average weekly wage in the United States.

RENE, #EFICE, ERIEKRIF40ER, MANEIIBEILHT=2HAIEEInEIERELTR185%
7T, HE18ETTHIMEEE 7 XENFIBRTIA.

You know, think if some little kid had picked up the phone on the other end and there went the
whole weekly wage while you tried to get, you know, your daughter on the phone, or whatever.

fREE, B8, WRE—IZESFS—InFREIE, BrIfMlBEBIEE, EEMT

So it — people will be better off in this country decade after decade.But we don't — we're not
big on being futurologists or anything at Berkshire.

FRA - TEEXTERNAMNESEGEET ., BEANINXFEN - F(1E AR E/RIOKREFRE
BB LBARREE,

| will tell you this, in terms of our consumer businesses, right now, they're very soft.

=EIFR, MBNIEREWSMS, WE, EEER.

Our furniture and jewelry businesses generally — candy business, businesses dealing with the
consumer day by day — are soft, and the first quarter the earnings were down.
BINREMNKEWS—AR - BRWS, BE—ASHEHERITRENWS - RK, F—FEMN
LEE =Tl =R

22. "Desirable" GDP shows how economy affects households
22.“IEM”GDP R & STl A #Im 2R B2

WARREN BUFFETT: One of the things you have to think about — and people don't — they
don't focus on this very much.But you read about GDP, and this is one reason | think — | really
think we've been in a recession now — not a huge one, but — or not a violent one — but for
over two years.

WARREN BUFFETT: {RIATERNBIRZ— - M1%HE - I ARERXRIEX—R, BEMRE
2 TGDP, XMEFIANAN—TREA - HEIARRIIIMELTZFRIBH - "2 — 1T EXW,
BE -HEBENERNIN - BEREZT,

When the government talks about GDP, A, they talk about GDP, we'll say, going up 2
percent.But of course, the population of the country, you know, goes up something over 1
percent per year.So it's per capita GDP that counts.And that has gone very close to no place.
SBFIXIEGDPRS, A, fTXIEGDP, Ff1&=in, Lik2%. BE, IR, XTERNAOS
FIERKEE1%, MNENAIGDPEREE, XERKFEERET ST,

But the more important factor, to some extent, is that GDP counts the people that, you know,
have you take off your shoes when you go to get on an airplane.You know, it counts extra



police.lt counts all of these things that don't really translate into — they translate into goods and
services that the country wants, but they are not goods and services — | mean, they're goods
and services we wish we didn't want.And they — all of that counts the same way.
BEEMWEEL, EEENEZREGDPRILANE, SR LTSN, REbEET. (RAE,
XEFIMIER, EITETHAERXREH SBREEENANGKA - MR HEREEZRNE AR
%, BETFER@iRS - ZHNEEE, BMEBSERNTAEENE MRS . ] - AT
AL E—FRY,

If there’s a — 20 guards at the airport instead of three guards, that goes into GDP.But does it
make you feel any better about how you're spending your paycheck every month?Probably not.
MRENIHBE20ZRZEDMAR=RED, AMEGDP, BRE, ERESILMRNE B UEZ{IHK
RIEIF? AIREAR,

And when you get into a war, for example, if you drop planes into the ocean, you know, that's
part of GDP, the cost of manufacturing those planes.But it doesn't do anything for you at your
house.

Blan, SIRHENFRE, WREFCHRNEFE, FEAE, XEGDPH—& 7, HIEXLE T
A, (BESHRREIZBE[ZEEE,

So in terms of what | would call "desirable GDP," | think my guess is that, on a per capita basis,
that has gone no place in the last few years as we've diverted resources to other things that
don't reallytranslate to what goes into your house or onto your table.

Eitb, MBEMzAEENGDP TS, FIAABNBNE, BAWTE, a3X/LEE, BFH
MNERRRERATEMARELHNSEENEMIRRI R F LKA,

And the quality of GDP is something that is not really talked about very much when you pick up
the economic reports every day.
HIRBRKREZLFIREN, GDPHREHREEEHAL.

Charlie?
E1E?

CHARLIE MUNGER: Yeah, and the type of figures you gave us about inequality tend to obscure
a basic and important fact.If the same families were permanently at the top of the economic
heap there would be huge resentments about current inequality.

CHARLIE MUNGER: 28, fRABNINXTAFFNHFRBEEERET —TEXNMEENSE
£, MRE—FKEKIZATE5FHERN NS, AN SRR EERTEERNRH,

But when the coupon clippers and the DuPont family go down, and somebody creates
something like Pampered Chef and comes up, in a real sense, something wonderful is
happening in terms of equality, even though at the end it looks like there's been no progress.
B ANBFRMAABREET, FEBACETHGFEMINENXFNERA, HEEER
X EiR, aFEFLELN T -—EFPNERE, REREEFEERUFZEHRE,



That much churn makes people think the whole system is fairer.(Applause)

RXMRKEAMPANBTRAENLT. (EF)

WARREN BUFFETT: We prefer not to be part of the churn, though, actually, at this point, | think.
(Laughter)
WARREN BUFFETT: E&f1TREAZ5RK, BXfRL, #X—=LtE, HiAR. (KF)

We were much more in favor of churn 30 or 40 years ago.(Laughter)

A TEHE) T30 40 RIRYI (%)

23. Buffett didn't learn accounting from books

EFSFEMBR LSS

WARREN BUFFETT: Number 8, please.
WARREN BUFFETT: 154538=,

AUDIENCE MEMBER: My name is Johann Freudenberg (PH).l come from Germany.
IF4x: FOJohann Freudenberg (PH) ., HFBEE.

| would like to know the accounting book you like best.Thank you.(Laughter)

HRIEMRERNRITRE, 5. (KH)

WARREN BUFFETT: Well, it's been a long time since I've read an accounting book.I read
Finney back when | was in college, | remember that.And | always liked accounting.And for any
of you in business, you know, you basically can't get enough accounting.

AMEEFESF: 1B, BMIOET —ASUKEUREZRA T, HEEKFIEISYE, FICHEH
™o ?Jz—Eﬂg—i =it. M¥FHEEA—TEWLAL, RAE, RERLETEREEBNSIT.

But | don't — you know, | am not really up to date on accounting books.Maybe Charlie's been
reading some of those lately.

BERAME - HAE, BAFEEMNUIKE. BFEERI—EEREEPN—L,

| would hope, actually, that if you read the Berkshire reports over time that you get certain,
perhaps, lessons on accounting.

SEfr b, AL, MRAHEENEEREIZERA/RNIRS, RA] FE—LEXTRITRIH
o

But | think you learn more accounting, probably, in terms of — well | mean, once you know the

basics of it, by reading good business articles that deal with accounting issues, accounting

scandals, that sort of thing.

BRFINAMFEAUMFZEEZHNRI - BNEEE, —BRTHRENEMLANR, BT 5ELE
i@, StHEFRBENFIELXE,

| mean, what you really need to know is you need to know how the figures are put together, the
underlying principles of it, and then you have to know what can be done with those.



BNEEE, MEEFZENMENZMEZMNENFEUNAAHSE—EN, ENERRE, AEBIR
WNANIE F] AR X LAt 4

And — you start with the accounting figures as the raw material of understanding a business,
but you have to bring something additional to that.

AH - BN TR IR ER SR, (BERATU0N L RHIIMIZRE,

And | can't think of any good books on that subject.| think I've read a lot of good magazine
articles that contributed to my knowledge over the years.

BB XRZEBIEAEH, BREELMETRIFNRENE, XENEZEREM T
HAIFNIR,

And l've just, you know, I've read a lot of annual reports, and seen what people can do with
accounting.

BARE, (RAE, RELKMETRSEFERS, AER T AMAMBITHEN A,

And as I've said before, if | don't understand it, | figure it's probably because the management
doesn't want me to understand it.

EANFHZBIFME, MRFEARB, WANNXAERRANEEEFIFTERIERE,

And if the management doesn't want me to understand it, there's probably something wrong
going on.l mean, people don't obfuscate with numbers, usually, without a purpose.And when
you run into that the best thing to do is you stay away.

MREEETHERIERE, BAFESRESER. BHNEERRE, AMTERERHE B &
TR, SRBERIXMIFREY, RIFNDEMEREE.

Charlie?
E1E?

CHARLIE MUNGER: Yeah, asking Warren, you know, what good books he knows about
accounting would be — it's like asking him what good books does he have about breathing.
(Laughter)

CHARLIE MUNGER: ZH#, 1BELIAE, RAEMSNSITAEHAEFS - MEEtMETAFH
BXRFRK, (5KF)

The — and — (applause) — what the implication of that is, is that you start by learning the basic
rules of bookkeeping, which are sort of like the basic rules of addition and subtraction.And then
you have to spend a lot of time before that accounting gets related to the larger reality, and
that's a lifelong process.

- - (EF) - XERE, REAEFIEICHELRNN, XBR[EINENEERNERTN, 24
FARDIIE B AREN B R STTE BEARMELEXREK, XE2—TLEHNTE,

24. Many credit insurers "don't really know what they're doing"

24. F Z{ERERR A SRR AERIESHT 2”7



WARREN BUFFETT: OK, we're going to try to go to the Music Hall.Number 9. Is this working?
WARREN BUFFETT: 89, BAWTEERERT. 95. XBERIG?

AUDIENCE MEMBER: | believe so.
AR BARIE.

WARREN BUFFETT: OK, good.
WARREN BUFFETT: #F8Y, 369,

AUDIENCE MEMBER: Bill Ackman from New York City, and my question is as follows:
Ik : RBALATHIBIl Ackman, FAJEZANT:

Insurance companies — could you comment on insurance companies taking on credit risk
through the sale of credit derivatives, the adequacy of the accounting for these derivatives?
RELAE] - IREETIERIE A B BT HEERITEmEABERANK, XETERNRITESRE?

And finally, could you explain why the financial guarantee insurers, who are the primary sellers
of these derivatives, have the same triple-A rating Berkshire has, despite their more than 140-
to-one leverage, and the correlated nature of the risks thatthey take on?

&a, BRESEE—TATAERARETERNEESRNERMBEREKRASIABHERE/REE
AIAAATEL, REMATEEIZ140E189 TR, DARNQRIERSE, thiE=?

WARREN BUFFETT: Well, | think you should go to work for Standard and Poor's or Moody’s.
WARREN BUFFETT: 18, FIARMRRZEIMES /REBEIE.

The question about credit insurance or credit guarantees of one sort or another, you know, that's
become very popular.
A THERRREEHERVEM, RAE, XMEBRTEIEE L,

And it's become — actually, popular with, sort of, the standard insurance, property-casualty
insurance, companies in recent years.

EXbr LEMRAEERITERR, W™ - RIMIERR QS5

And | would say that, in many cases, the people participating in that business don't really know
what they're doing.

=i, ARZBIERAT, 25 USHAATREMEMRIIEST 4.

It's so easy in the insurance business — it's the curse of the insurance business — it's also one
of the benefits of it — is that people hand you a lot of money for writing out a little piece of
paper.

XERRWSFIFESS - XEREWSHIIAT - RERENFLZ— - AMIEREH—/)sKH
LIRERRZH,

And what you put on that piece of paper is enormously important.But the money that's coming in
that seems so easy can tempt you into doing very, very foolish things.



REFRKE LRNABIFEEEE. EEPLEUFREZENNHAIEFEMEIFEIFE BEN
Z18.

We had a situation here in Omaha 15 or 20 years ago in the mid-'80s where Mutual of Omaha
— largest health and accident association in the world, at least at one point — and they decided
to go into the reinsurance — property-casualtyreinsurance business.

FA17E20tt L8O F R P RAR SIS X HIN T —MiER, BEZRDISEENALR - R FHAAI4E
RNEHhs, E0FE—TEREL - tTREHNBRK - T17 - (AT BRRLS,

And in a very, very, very short time they wrote not very many contracts, and it resulted in wiping
out half of the net worth of everything that had built up over many, many decades.
FIFEIEREERNNEE, MIISITNERHAZ, MERXERE/LTERRENMERAN
BERDT—F,

If you are willing to do dumb things in insurance, the world will find you.

MRMBEEFRRPHES, HRSWIR.

| mean, you do not — (Laughter)
BHEERE, RghF - (RF)

You can be in a rowboat in the middle of the Atlantic and just whisper out, "I'm willing to write
this," and then name a dumb price, and you will have brokers swimming to you, you know —
(laughter) —with their fins showing, incidentally.(Laughter)

mTuéfﬁﬁ$¢ﬂm Ry L, RREFRE, ‘BRERESXT, "ARRE—TRENMN
18, REIRMSIULLLAREERGD, (RAE - (KF) - @21, MIINEEREE, (K
=)

It is brutal.l mean, if you are willing to do dumb things, there are people out there, and it's
understandable.But they will find you, and you will get the cash up front.

XEHEN. BNEERE, IRTEEMES, BERA, XELIEREN, EBMII1SKEIR,
RIGRFME .

You will see a lot of cash and you won't see any losses, and you'll keep doing it because you
won't see any losses for a little while.So you'll keep taking on more and more of this, you know,
and then the roof will fall in.

MEBIRZUNE, MARBIEARE, MEBEZXFH, BAMRAIEE—RIEAERIER
WK, FLARSAREE#IE HSR 2 RYIX |,Mﬂ§ MFFWAE ",

And | mentioned in the annual report how GEICO had taken in, you know, 70-odd thousand
dollars — $70,000 — of premiums in the early '80s for a few policies, and they thought they
were just picking cherries at the time, and theyreinsured a lot of it.And so far we've lost $93
million.

BEFERSFIREIZGEICOESOFEN BE N —ELBERAITEN70% J3 % 7T--70,0003 TTHIfR
], MATARMATEN RERMEENR, BRRTRZ, 2BRIALE, HIMELMKTI3005

KTEO



Now, the most we could make was 70-odd thousand, and | don't know what the most we can
lose is.But | know that 93 million has gotten my attention.(Laughter)

ME, BATIUMNREZNE702H, MERAMER(IIRRENET 4. BERAMEFI00HA
SlETENER. (5KF5)

When you're playing in a game like that, you can't afford to make a mistake.l mean, it's — the
mistake — a single mistake or a few mistakes that are correlated, as you've mentioned —
because these things do correlate — a few mistakes will overcome a lifetime of savings.
SRTEXIFRTFEXR PIUENE, RAEEILHEIR. BNERR, X2 - ik - —THRS—E£8X
AEE1R, WIRFTIREIRY - RAXEFIFHLAX - —EHRRERR—ERNTL,

I mean, it is — you will make a few cents on the dollar when you're right, and you will lose
incredible sums when you're wrong.

BHNERZE, ER - SIRENRIE, RGEERTLMR/LED, MIMRBE T, REREATAR
WRIEE,

And in credit insurance, when you go around — a lot of people went around guaranteeing
credits based on ratings.

MEERRRAE, SRELEN - REABSRIEBITRRRIEER.

And they said, well, we'll guarantee a whole bunch of single-A ratings, or we'll create these
structured arrangements that involve A-rated credits.

T, FIE, BASRIE—ARERATER, HERKINVELIED RARTRIGI LS HE,

And they would use a lot of studies that would show that X percent of A-rated credits defaulted
per year, and you go back to the '30s, and all these back-tested arrangements.

IS ERARENAREKR, SBERBIAREGERHEIENX%, HEMRSEERIBOFEN, URMEX
£28 R EMHNZHE,

But the problem with that is that what the questioner mentioned is correlation.And when things
go bad, all kinds of things correlate that no one ever dreamed correlated.
Bia)@ETRIOERISEXE, SBERGEEN, SMIENFBEHS AMBRUKE
KEX,

And what you had, of course, in the debt field was you had a whole bunch of, say, telecoms or
energy companies, that were all rated similarly.But they were correlated in a huge way and you
weren't getting a diversification.You were getting a concentration that would — you didn't
realize.

S, MERSIFRENE —RERENEIRAE, XEQTRITRABMU. EE(]ZEFE
EAXE, MRENEAEZ T, REEEAERT - RIgERIRE.

And there's nothing more deadly than unrecognized concentrations of risk, but it happens all the
time.

BT ALERBAINNNEEFEN G, EESRRE,



So | would say we see a B-double-A credit enhanced to a triple-A credit by somebody
guaranteeing it, and they may guarantee it for 10 or 15 basis points.And yet the spread in
market yield might be 100 basis points.

FTAF S B 1B E — 1 B-double-AEAIERE — T AAAGREIE HIRILERA, TR ARIE
1015 E R, A, TIHR@mENT KAIEE100TE R,

That does not strike us as smart.

AN IERAERFIEA,

And | would say this about the triple-A rating.They have a triple-A rating for claims paying, but
they don't carry, | don't think, general triple-A.
SWMXBRTAAATERN, TR, MIIBAAATER, EBEINAMI1RE, =A,

There's only, | think, eight or nine triple-As left in the United States.Berkshire Hathaway's one of
them.But | believe there's only one other insurance company, which is AlG, and then there's a
half a dozen other companies.

BiAR, AEERF T8RN =ER., HRAEREHFLTMBREFZ—, EBEERE—XKHE
fibiREEAE], BIAIG, AETRBEHEMARAE,

So those companies are not in the same class, credit-wise, as Berkshire, nor are they
recognized as being in the same class.

Ritt, XERSTMEARFERPFEEELEL TR XA, LAFBANETE—X5.

But | would say you could get into a lot of trouble at 140-to-one — at some point — insuring
credits.

BRESMIRAIEERE 1400 1IERIIR S MM - ER LR - RIRERTE.

Charlie?
EIE?

CHARLIE MUNGER: Yeah, he also asked about the quality of accounting.And in my view, at
least, the quality of accounting in America for derivative transactions is still terrible.And it's
terrible in that it's too optimistic.

CHARLIE MUNGER: ZHy, fhif@iajeitiE. £HEKXK, £, ZENTERRZEITR
HPARIERE, XKAKT, XKXAMET.

el

And one of the places where it's most terrible is when you talk about guaranteeing future credits
way, way out — years ahead.

Hp— P RERA A MR SIRXEIRIERENERAN, L - RFKILE,

That sort of thing just lends itself to people getting very optimistic in their assumptions and in
their audited figures.

RAEBERZIEAMTS A RIRAMEIIRE TR FIEE R



And people pay attention to the audited figures, not the underlying reality.So therefore, if the
accounting is lousy, the business decisions are lousy.And | think that's going on mightily as we
sit here.

MIRENZWE TR, MAZEERIME, BLL, MRFITRER, BoUWSREMRE
K. SRAMNBLEXEN, BIANXMBREERE.

WARREN BUFFETT: Yeah, there are dozens of insurance organizations or trading
organizations in the country that have written credit guarantee contracts in derivative form in the
last few years, in fact, on a huge scale.

WARREN BUFFETT: 289, EIEN/LEE, ZEBH+HRRRNMNREZARUTERAE
U TERERFREE, XL, SERK,

| will guarantee you, virtually, that every single one of those contracts that was written, in the
first week, whoever wrote it, you know, recognized some sort of an income account or an
income entry, and that somebody got paid a little bitof money for writing each one of them.
EfrE, BREERFRIE, EFE—RABNIBESETNE—MERE, TIE2ESRY, RAE, #BIA
] T EMBRAIKRF SN, AEBARET —R&E. BT5TE— 1A%,

And you know that many of those are going to go bad, and maybe, as a category, that it's going
to be a terrible category.But nobody ever wrote a contract and recorded a loss at the time they
wrote it.I mean, they just don't do it.

MAEEPRZLETIR, BIF, FRA—TEH, EBHRA—TEENER, BE, BREAST
BRAEERBNICER TR, BHHEERE, IR BN,

And | will tell you that there are a lot of those contracts that if somebody wrote them for me, 10
seconds later | would've paid somebody to take them off my hands, so that | would've regarded
them as having a built-in loss.Nobody ever records a built-in loss on a derivative contract.
MERSHIRIR, ARBARNKEXESE, BRZEEH, 100 ZEHSLTEEIALENZE
E, MUEZIANREITE—TESH, KEALRITESNRNRERK,

In fact, | find it extraordinary that you have two derivative dealers, and dealer A and dealer B
write a ticket, and dealer A records a profit and dealer B records a profit, you know, particularly
if it's a 20-year contract, youknow?l mean, that is the kind of world I'd love to live in, but |
haven't found it yet.

BXE, BRIBEAERMIEREETIEERS, 2FEFANLEEBEE, KHEHAICEKIE,
ZHEPBIERAE, RENE, 1R NRXE20FEMNER, MAE? HNERE, XMEERENR
AENER, BERERERIIE.

25. We try to look "a long way into the future"

BANAEEE ERAREKER"

WARREN BUFFETT: Number 10.
WARREN BUFFETT: 3104,



AUDIENCE MEMBER: Hey, good morning, Charlie, Warren.Jerry McLaughlin from San Mateo
checking in from the Music Hall.
MAR: 1B, By, &I, K. ¥ BESan MateofJerry McLaughlin S5 IR /T M EE A F 4,

You should see yourselves over here.We're about 12 feet from wall-size images of both of you,
which is interesting, but the See's Candy box is so big, | understand what Tantalus went through
now.

MAZERIESEXE, BATERIIA T AREEANEEARA12RR, XREM, {EESee's
Candy&F X KT, IHIAATantalusIEZRFA T 1%

WARREN BUFFETT: How many people do you have in the Music Hall?
WARREN BUFFETT: {fREERTEZIDA?

AUDIENCE MEMBER: We probably want to get a cop to estimate, but I'd say it's a couple of
thousand.

MR G - BATAIBERBRERMET, BRZHZIZ/LT.

Anyway, moving right along — hoping | can get a twofer here.
TR, EAER) - FEREAEXESE —TREHETRR,

One is, at Branders, small company we run, we're seeing — we’re spending a lot more on
employee benefits anymore.

— 2, EENEZEN/)\ASBranders, H1EE - HIIELRERIEIN LLRETES,

Health insurance in particular is going up and up again.And lots of times, in the press years ago
and now again a little bit, you're hearing the drumbeat of a health care crisis and what it costs
employers to provide health insurance.

SRR RERAREERE LA, REBMME, FE/VERRFERES, MEX—RK, RIFETETRE
MAVERFE AR e EIR AR BRIRFLAYZE A,

| got to figure that's on the minds of a lot of Berkshire operating company managers.I'm
wondering whether both of you feel — | mean, is crisis the right word, with respect to cost?
BRI TRZERARCELEZENEE, BRAMEMNAEESHRXE - HHEERE, BIE
IEFAR, KT RA?

Looks like bigger percentages of our GDP are going to health care.ls that because we think
we're getting better health care, or is it really just sort of inflationary?
BRRXRBNERAETSENERBDLERATET RE, RRABITARNBNEEREETNE
TiRfE, TEREMNIAZ—MEREAK?

Second thing is, at the risk of you thinking we're all a bunch of kooks over here, a couple of
people over on this side of the hall have asked me to ask you, Warren, whether you're seriously
considering being cryogenically frozenat some point — (laughter) — | think, hopefully, in the
distant, distant future.



BHER, FEMARNBIIEXEME—HRXEE, KTXBLTALRKREIR, RfE, (R2
SERNEZEREBRAERLENE - (KF) - HA/E, AEZHNETRRNEK,

WARREN BUFFETT: What —?
WARREN BUFFETT: 1t4 -?

CHARLIE MUNGER: Cryogenically frozen.
CHARLIE MUNGER: {fi827%.

WARREN BUFFETT: Oh, we had that last year.
WARREN BUFFETT: [, EMIEEMIIXHE,

AUDIENCE MEMBER: Yeah, and the guy who asked the question last year has put me up to a
follow-up for him.

TR=G: B0, ZFREXMEBEIITALTIRZ T AR,

Hey, and finally, unrelated to those two —

%, &&, SPHTIxX -

WARREN BUFFETT: Do | look like I'm closer to where | need it?(Laughter)
WARREN BUFFETT: HEEREZAKREZNMAHIG? (5KF5)

AUDIENCE MEMBER: Last thing is, when you guys look at companies and you're thinking
about earnings into the future, just do you have any rule of thumb?How far in the future do you
think you can look, typically, with a company you believe in, you think you understand the
business?

IFRE6R: &Re—RE, SMRMNEALASMKEEZRARENEWEN, RMESHEEARKE
e BEBRT, BIANNECSHIUBRIRKZEZSBEENLEMALLE, BIANETRWS?

&)

G

Is it five years, 10 years?Do you really think you've got, you know, sort of the perpetual, into
infinity income stream to calculate the value on?Thanks.

ROF, TH? BREENIANNEERRRT T XAENTRIN AR ITEME? 55,

WARREN BUFFETT: Yeah, well we don't project as far out as we might have to if we thought
we could be successfully frozen.(Laughter).

WARREN BUFFETT: 28, ZRBADARIEATAIARINELERNE, HIIMASERITERIFR
HRt., (XF) .

But we really — you know, we're going to own these businesses forever.So, we want a business
that we think is going to have, if run well, some kind of competitive advantage — over many
decades.

BEAER - REE, FAPGKTHERXLEWS, AL, FMNFLEENIANN, NREGITRYE, ¥
SHBEMSZSFME - L TEX.

| mean, we're not going to resell them.And we better have something that is not only good now
but that's going to stay good.



BNERRE, BNAHET]. MARMNKFNAAEANIELT, METRERTRIFIAE.

So we don't buy hula-hoop companies or pet rock companies, and we don't buy companies in
industries that we think will have great explosions in demand, but where we don't know who the
winners will be.

EitE, FATREEIFWE A SISEBERAE], BMIAESWEHITANSEERFKIENEAITI
AE], BEMAREERKRARSE.

So we look a long — we try — we like to think we're looking a long way into the future.

FTAFANBERRK - BT - HATAR BN EEIHARKBRROBEE.

26. Munger: 15 percent of GDP for health care is "not crazy"

26.=1%: EfrRENEAESSDEMN1S%ETRIT”

WARREN BUFFETT: On health care costs — the only company-wide managers meeting — and
we had far fewer managers then — but we had a meeting of most of the then-smaller number of
managers 15 or 20 years ago where we did talk about whatthe various companies were doing
on health costs, because they were then the fastest increasing part of our cost structure.
WARREN BUFFETT: XFEFRERZE - ERESEERNE—NEEARSN - MAAISRNE
BARHMES - (BEA1E15H20FRI S ASHARNRDRENZIETH, FNEBEINE T
LB N HMEMEEREAA, ERAEMNZHNNAEHPIEKFIROED .

And today, workers' compensation costs would probably be — and some other insurance costs
unrelated to health would be also — would, at least in the last couple of years, have moved up
even more dramatically than health costs.

MmSR, TANBERATEER - MEEM—LE5@RIEXNVREER - EVESE/LER, H
BRIEEEZBERRAAR,

But health costs are huge for us.In many cases, you know, running 6- or $7,000 per employee,
but moving up at a fast rate.

BB, BERAAREXRN, AFZERT, BE, SunIizi768L7,0003%7T, B&F
EBiRIR,

And you know, that is an inflationary part of the U.S. economy that we can't solve and our
employees can't solve.And it becomes a big part of the kind of cost — it's a raw material cost —
we had higher energy costs in the first quarter.

MmEfRAE, XEHMNTEBROEEZFIBKED, HMNNRIITERR. ERAXMAAR
MNEZEAMED - XERMRRT - B EFE—FERNERREES,

But health costs are the ones that are going to just keep coming and coming, in my view, and |
don't have any great answers for it.

BREABRER, BERAETINAIN, MABRBEEFNER,

Charlie runs a hospital and knows a lot more about the health system than | do, so we'll see
what he has to say.



EEZE—KRER, ERETRIERSR, MUBINSEIMZEIRANE,

CHARLIE MUNGER: Well, | would argue that the quality of the medical care delivered, including
that from the pharmaceutical industry, has gone up enormously.And, of course, the cost has,
too, but it's a much richer country.

CHARLIE MUNGER: 18, IIANARHNETRE, SFEHHTLNRE, EEAKES
S, RAMENL, EEE—1TEERNER,

And | don't think it's crazy if the United States wants to spend 15 percent of GDP on health
care.lf it went to 16 or 17, | wouldn't consider it the end of the world.
MREEEIL15%NCGDPATETRE, HANXHAWIT, IRERE16517, HARIAN
EEHRAKRAE,

Eventually, of course, there would be a place where it wouldn't be smart to spend so much.
SR, BRRSE—THAEREXAZEHFNIRNA,

WARREN BUFFETT: Do you think, if we're spending 13 or 14 percent and other countries that
seem to have fairly good systems are spending 7 or 8 percent, that we're getting our money's
worth, relative to them?

WARREN BUFFETT: fRIAJN, WIRFHNIEFE13%TH14%, MEMUFRBEESFNAZNESR
HBE7%58%, BAENTFMAIME, HMNNEESES?

CHARLIE MUNGER: Well, certainly they're getting more value per dollar out of their 7 percent
than we're getting out of our 15. But does that mean that it's crazy for us to spend 1571 don't
know.

CHARLIE MUNGER: =2, RITM7%8IMBHRGHERTMEBIT BT SHIRIFHMN
B, EXEEREWRERNE15ETMIT? HAE,

| would guess not.But | don't see any sign from anything | see that it isn't continuing to go up.

BEAR, BEBRBAEIEMUTR, BRMERBAE L.

WARREN BUFFETT: It's a — | don't know how much we — we never aggregate figures around
Berkshire from the various companies because it wouldn't mean anything.But we spend a lot of
money on health care.

WARREN BUFFETT: X2—1 - BAMERNIEZD - HAIMKZBEME T ASLEARER
BIEREIE, BAEREEHEIEX., EBR(EETRELEL TRZH,

And certain states, it's far higher than others.It makes a lot of difference where you're located.

REM, BEzmsTEMMN. FHEASERANAE,

27. Buffett: Giving and getting love is true success
B3 SFHNRSESEIERNMKI]

WARREN BUFFETT: Number 17?
WARREN BUFFETT: 157



AUDIENCE MEMBER: Hello, Mr. Buffett and Mr. Munger.My name is Justin Fung (PH).l am 13
years old, from California.This is my third consecutive year in attendance.

IFAR: fREF, ERIEFSCAEFMTARS A, FlJustin Fung (PH) . SE13%, kaMAIEEL
M. XRREZEE=FSMN,

First of all, | would like to wish you the best of health so we can continue to come to Omaha for
many years to come.(Applause)

B, RS NEE, UERMNEBERRNTFSFERERERDR, (EF)

WARREN BUFFETT: Thank you.
WARREN BUFFETT: i4tt,

AUDIENCE MEMBER: Thank you for answering my question on friendship last year.My
question this year is, how do you define success and happiness?Are they related?And how
would one achieve that?Thank you.

IFRE6: RSEEAFEREZHRXRTRIENLE, FSENERE, RUGEEXRINMER? ]
BRARNE? BELASZIE? HE,

WARREN BUFFETT: Well, I tell college students that when you get to be my age, you will be
successful if the people that you would hope to have love you, do love you.

WARREN BUFFETT: I8, H&HIRAFE, SIRMATMNERN, URFELEMAAZR, K
MR,

I mean, you — if — Charlie and | know a few people that have got a lot of money, and they get
testimonial dinners, and they get their names on buildings, and the truth is, nobody loves them.
BNEEE, R- MR - EENTINR—EERZENA, FEMIEET RIEKE, FEM]
FERRY EBEMIINRF, MBELE, REASXRMA],

And you know, not their family, not the people who name the buildings after them.You know, it's
sad.
mEBRE, AEMIIHIRA, MERLNanRZRYINA, (REE, XBRET,

And it's — unfortunately, you know, it's something you can't buy.l mean, Charlie and | have
talked a lot of times, if we could just buy a million dollars’ worth of love, you know, | mean?It
would be so much more satisfactory than to try and be lovable.(Laughter)

ER - TENE, FAE, XEMILEXINGRA., FHNEERE, SENRELRIRZR, W
RBAVEBLI—BAHETHNER, RANEE, BNEEE? ZHMNAIERIEFESANHER,

(327)

xF

But it doesn't work that way, you know?
BEARRIE, (RAIENLE?

The only way to be loved is to be lovable.lt's — and | hate to tell you that at 13, and — but the
nice thing about it, of course, is that, you know, you always get back more than you give.



WENE—HZEMEAE. XE - MEBAERERIMRISFZE, ME - 54, XTENFLE, 1R
iE, fRE2ERREREEIRRIER.

| don't know whether it was Oscar Hammerstein or who said, you know, "A bell's not a bell till
you ring it, a song's not a song till you sing it. Love in the heart isn't put there to stay.Love isn't
love till you give it away."And basically you'll always get back more than you give away.
BAMEERETROXBEMER 2R, RAE, “EIREINZE, REAZHE, —BHRAE—
BN, BEMRIELER, OFNEFCSBERE, E2FAEE, HANMKFE., ‘MEESLMRERE
REINEREBEIRAIEHR,

And if you don't give any, you don't get any.lt's very simple.
MEART LD FEE, (RMASFENEME, XREE,

| don't know anybody my age that is loved by a lot of people — we had a dinner the other night,
Don Keough was there — everybody loves Don Keough, you know, and for good reason.
BRINREA— MRS AMENA - 1% L1238k, Don Keough?EHE - T AZER
Don Keough, fRENE, HEHBEFZRDHIER.

And there is nobody | know that has — that commands the love of people around them, people
they work with, their family, and their neighbors— that is other than a success or feels other
than a success.

HEIFRAEZ A ARBIZHIEARA, StM—REIENA, MITRRARRMEIIREENE
- XMUNZERTN, AR,

| don't know how the people feel that — where they know that nobody loves them, but | can't
believe they feel very good.

HABANRRER - th1AERBAZM], BRAEEMIVEERE.

So it's very simple.You can't get rid of love.If you try to give it out, you get it back more than
you've given.And it's the best thing.

FRAXRE R, IRTEBREE. MRMEEEESAER, FREINERILFREENES, X2
RIFRIEIR.

Charlie, what do you speak for?(Laughter)
g, RiRta?  (KH)

CHARLIE MUNGER: Well, you don't want to be like the motion picture executive in California,
and they said the funeral was so large because everybody wanted to make sure he was dead.
(Laughter)

CHARLIE MUNGER: I8, {RAEAMABELMNNERSE, MINgZELEdteX, BAHA
BIABRBBRMOERET. (KH)

And there's a similar story about the minister saying at the funeral, "Won't anybody stand up
and say a good word for the deceased?"And there was this long silence, and finally one guy
stood up and he said, "Well," he said, "his brother was worse."(Laughter)



EE—TEOBNE, XTERESL LR WEREABERAFEE R —UFIEL? X2 K
IIEEGTE, RE—TAWTER, ik “WIE, "k, “MFFNERER, ” (KF)

WARREN BUFFETT: Look, | would say this.Look around at, you know, people older than you
are, look around at, you know, your older relatives or whatever, and you will not see a — an
unhappy person who is loved by those around them.

AMEEFESF: &, BT, WHIPUE, REE, tEIRFERIA, HREUE, RAE, RE9E
FREEM A, FASER - —THREBEAZNNREA,

| mean it — and it's — most people in this room are going to do very well financially.Most of the
college students | talk to are going to do well financially.

BHEER - ME - T ERENASHARSEZFT LHEEEF. HRRIRINASHARFE
HELE T LMISRIT,

And some of them are going to have very few friends — real friends — as they get older, and
others, people won't be able to do enough for.
MmERIIPHN—EASTERD - EIENAER - BEFRER, MEMLA, WTKTEHE
iNES/-

And | see it around me all the time.So that's our advice for the day on that.

MEHR—EERFVERE, XMERNIXSSREEIN,

28. Buffett doesn't remember giving advice to Richard Rainwater

EIEFAICHOIEERRKREEIY

WARREN BUFFETT: Number 2. (Applause)
WARREN BUFFETT: F22., (£85)

AUDIENCE MEMBER: Hello, my name is Kevin Truitt (PH) and I'm a shareholder from Chicago,
lllinois.
MARBX G 189F, FHIZFEKevin Truitt (PH) , FERBEFEFEMNZINSFAIRE.

Mr. Buffett and Mr. Munger, thank you for putting on this marvelous event for your shareholders
and partners.| thoroughly enjoy and love coming here.

EIRFAENTBRE, RiEACHRRISHERFENZI—ABEEN., RIFEZRHENRK
XE,

| get so much education from this, in that the people here are just wonderful.

BMXERE TULZNHE, EAXENANEBRE,

| have three, hopefully short, questions.The first two questions are for you and Mr. Munger, and
the third question is for you.

BE=", FERENOE, sim T EBZLIRMNTARTEN, E=TRIBELMRN,

My first question is, Mr. Munger, you are largely credited with moving Warren away from the
cigar-butt approach to investing, as it was practiced by Ben Graham.lIt's been stated that it was



the purchase of See’s Candy that taught you this important lesson of buying good businesses.
BHE—TE@ME, Ti8%E, RERKEELADFLXEEZESMN - WEREAN, EUR
RECBAAZERAAE, BAL, TESee's CandyH & TIRWITMBREWHEZZI),

At what point did you realize that this concept of buying good businesses was a better long-term
investment strategy?And what was it in your discussions with Warren that allowed you to
persuade him to move in that direction?
BEHARMREIRZX MG EH R E WS E —MEFRIKIIRERE? R5RERITIEHHE
T+ ABEI LRI AR X 1 75 I A2

Mr. Buffett, what was it in Mr. Munger's arguments for buying good businesses that persuaded
you to abandon the cigar-butt approach and move in his direction?

EIFEEAE, TRAEXRTBEMREWIER/ZNA, RERWRRIFRKRE T SMRENTGE
HERE A MATHE?

My second question is, in both your experience have you or Mr. Munger ever known of a
company that has regained or replaced its competitive advantage once it was lost?
BHNEZNOBAE, RIETBNER, EMungerftEREFE— B RS EREREFIREHEN
HE S MBRINE]?

My third question for you, Mr. Buffett, is, early in his career Richard Rainwater sought you out
and asked you what it took to become a successful investor.Can you tell us what he asked you
and what you told him?Thank you.(Applause)

EIEFEE, BRNE=TOME, TR AERE, BEEEFM/K (Richard Rainwater) [0
RFKEE), ASRIRAARN—RRINEIREE ., REESIFEAMEEIRHANRIRE R4

132 #s. (/)

WARREN BUFFETT: The last question, | don't remember at all.| mean, Rainwater called me a
couple of times, but | don't really remember the conversation.

WARREN BUFFETT: J&fE—1 A&, BRAMNCRET . HOEEZ, RainwaterfaHt] 7 /LR
BiE, [BERENRNCFEXRIKIET .

That was a lot of years ago and | probably said the same — | would have said the same thing to
his as if | got a question asked in this meeting.
XERZFRINENE, HAIERREFENSF - BEXNMBIREIFNE, FEREXRFNLRE

T—"Ne)’,

So I've really had no contact with Richard Rainwater over the years.Like | say, | think | met him
once, | believe, and he called a couple of times, so —

PRAXEE R ERNZAIEERMAIEME T, MEERHEE, FTERELNIM—R, 8
=, 3T UREEIE, FRbA -

29. See's Candies lesson: listen to criticism

20. S LAESRIR: OTENHLIT



WARREN BUFFETT: Charlie, do you want to answer the first question about how you —
WARREN BUFFETT: &I, {RERIZXTIRAVE—E=A -

CHARLIE MUNGER: Yeah, well, | think there's some mythology in this idea that I've been this
great enlightener of Warren Buffett.(Laughter)

CHARLIE MUNGER: ZH#Y, B, FINARXMEERAE—LEMIE, B—ERXCEIFFRIHR
ExE. (XF)

Warren hasn't needed much enlightenment, but we both kept learning all the time, so that the
man we were five years earlier was less sensible than the man who ultimately was there.
AEATKTERZHNER, BRMNT—EEFS, AMURMNAFERNIBTALREREIRENAE
ZNIEESR

And See’s Candy did teach us both a wonderful lesson.And it'll teach you a lesson if | tell you
the full story.
SeefMCandy—#EEH LT T —TMRZERZI)I, MRBHIFIRTENNE, ESBIR—R,

If See’s Candy had asked $100,000 more, Warren and | would've walked.That's how dumb we
were at that time.

ANRSee's CandyB ZE T10HET, AEMEMESER. BEHRINANNEETN.

WARREN BUFFETT: Ten-thousand more.(Laughter)
WARREN BUFFETT: *8—h %, (5%75)

CHARLIE MUNGER: And one of the reasons we didn't walk is while we were making this
wonderful decision we weren't going to pay a dime more, Ira Marshall said to us, "You guys are
crazy. There are some things you shouldpay up for," quality of business — quality, and so
forth."You're underestimating quality."

CHARLIE MUNGER: (1B EBNRREZ—MERMNIEEXTFONRERNKNIAZZE—
2%, IraMarshall3dFf 1w : “RATERIRT . RIINZE—EFBEEMCUT, “WSRE - REF
F., “IRMRETERE. ”

Well, Warren and | instead of behaving the way they do in a lot of places, we listened to the
criticism.We changed our mind.

GFIE, XEHMBMAZEMNERS S IIFERI, BATFERTHIT. HNHETEE

And that is a very good lesson for anyone.The ability to take criticism constructively is — well,
think of all the money we made from accepting that one criticism.
EIERAKIZEE—TIEBFOE) . BigITEEN R - FIE, BRBEIUEZ—PHIT
PRIREVAT A .

And if you count the indirect effects from what we learned from buying See’s, you can say that
Berkshire's been built, partly, by learning from criticism.Now, we don't want any more today.
(Laughter)



AMRIRBE—THNMELSeePFEINEIERND, RAILIRERARNEILE D 2&EITZESIHT
KEVH, HE, BRNSKABRET. (XF)

WARREN BUFFETT: We also like the peanut brittle, too.(Laughter)
WARREN BUFFETT: #fthEXE4Et. (555)

30. From "cigar butts" to high-quality companies

30. \“EhnlEX " EIE R ENLAE]

WARREN BUFFETT: The — Charlie explained, | had learned investment, and got enormous
benefit out of that learning, from a fellow who concentrated on the quantitative aspects, Ben
Graham.

WARREN BUFFETT: - EE#RN, BMNEIRRETERNKE, FMN—1TEETEELH
#ABen Graham#BE3R1E 7T ERRIFIE .

And who didn't dismiss the qualitative aspects, but he said you could make enough money
focusing on quantitative aspects, which were a more sure way of going at things and would
enable you to identify the cigar butts.

HxBZ0RERHE, EBtRRAINRIIEBNEEE T THELEH, XE—MERIEENA
I, AIBALARIRAIS hkE sk,

He would say that the qualitative is harder to teach, it's harder to write about, it may require
more insight than the quantitative.And besides, the quantitative works fine, so why try harder?
fivzin, EMEMEH, BHE, JEFEEZHNRENMARES. I, EETEERE, A
AT LEELEN?

And on a small scale, you know, there was a very good point to that.

fRAE, ERNSEER, B—TIEBFNNR.

But Charlie really did — it wasn't just Ira Marshall — but Charlie emphasized the qualitative
much more than | did when | started.
BEEEAENMAT - RNMUREXAISEUR - (BEERENRELLERTFIENES,

He had a different background to some extent than did, and | was enormously impressed by a
terrific teacher, and for good reason.

EEMEE LETRNE R, MABRN—UTAENZBIMENRIAZ, FEBETSNIER.

But it makes more sense, as we pointed out, to buy a wonderful business at a fair price, than a
fair business at a wonderful price.

BIFANFEAIATE LA, NSEMNMBWI—THeNEl, MAZ—TMSSENAFE
|78

And we've changed our — or I've changed my focus anyway, and Charlie already had it — over
the years in that direction.And then of course, we have learned by what we've seen.



MEHBNBRRZETHA] - WEHREZAXTHEESN, MEAEECZRETE - SERKEX
ThELE, 5%, BNELMBAIFRNIRRAFZE T KA,

| mean, we — it's not hard when you watch businesses for 50 years, you know, to learn a few
things about them, as to where the big money can be made.

BHNERE, Ff]- SREBIS0OFENTWEN, BETRENN—LESE, UABRAHAMSE, XH
2

Now, you say when did it happen?It's very interesting on that.Because what happens, even
when you're getting a new, important idea, is that the old ideas are still there.So there's this
flickering in and out of things.| mean, there was not a strong, bright red line of demarcation
where we went from cigar butts to wonderful companies.

WE, MREFAERREN? XIEEEE. BAMMERET TN, EENEE, FIRERN
EBNAEFE. MUIHMBANRRIARR, BRNEERE, R —FEMN, PRNIerRs%, &
TIMNEIE BRI E],

And it — but we moved in that direction, occasionally moved back, because there is money
made in cigar butts.

E - BERHNEBTAEER, BREKREE, BASHEERK.

But overall, we've kept moving in the direction of better and better companies, and now we've
got a collection of wonderful companies.

BREARNR, B—EHEEY, EFNASIRNAEENE, NERNELE T —RIBENL
5],

31. Hard to regain a lost competitive advantage

1RMERERENTHMNE

WARREN BUFFETT: In terms of competitive advantage and then regain — lost and then
regained — there aren't many examples of that.In the property-casualty company, I've got a
friend who always wants to buy lousy companies with the idea he's going to change them into
wonderful companies.

WARREN BUFFETT: ESS®MMBHE, REEMIRES - ERAREMRE - REKZH6F,
BRI AE], BE— TR, tha2BWEERENAE], IBEZRMIEZMELIIL
g,

And | just ask him, you know, "Where in the last hundred years have you seen it happen?"

BARAZEM, RAE, “EIEZN—BFE, MEEREEME?

I mean, GEICO got into trouble in the early '70s, but it had a wonderful business model.lt did get
off the tracks, but it wasn't because the model went astray, it's because they’d started reserving
incorrectly and went crazy on growth, and a few things like that.But the basic model was still
underlying it.

BIEEE, GEICOE70ERRHBARIE, BEEA—1RENBWERN, SRXRE THE,



BATZEEANREIRALE, XERAMEIIFIaREERA BB R EWIE, MREMUN—ES
5, BERRENAZEHIEM,

You might argue that one company that lost its competitive position and then came back in a
different way, actually, was Pepsi-Cola.l mean, they were "Twice as much for a nickel, too."
RARESFANE, —RRERFMAABUREANEENAELR ERBER /K. HHER
2, EfBIIRENMRE",

They were selling on a quantitative basis, the fact that you got to guzzle more of the stuff for a
nickel — twice as much, as the slogan went — and they lost that edge, post-World War Il, when
costs went up a lot.

i IEE ERNEM FHITHE, X LMOINRRHEZNAR - XZOSHMIE - HEES
TXERAME, SRS EFRSN, WIIKETHE,

And so they basically changed their marketing approach successfully, and that's very, very
seldom done.But you have to give them credit for that.

ELEA IR R LRI T ANNEHAE, MERXMENEIFRIEE D, BIRLTGFHAIIE
£,

To some extent, Gillette lost its competitive position somewhat in the '30s, lost market share
against what they called penny blades and all that, and then regained it in a very big way in the
next 10 or so years when their market share went upenormously.

EEMIEE L, SIES0EAKRET M, EMIIMBNELT)RNMAERX—IHRETH
B8, AERERKIOELGSHHMHE LA MIEERNANEIREGEERNN &,

But generally speaking, if you lose your competitive position — the Packard Motor Company
had the premier car in the mid-'30s.The Cadillac was not the premier — it was the Packard.
BRI, MRIRKRERFML - BRERELQSEI0OENFHRRE TIRSE, dBhit
ERIE - ERMERE.

And then they went downscale one year and they never came back.They jumped their sales
that one year because everybody wanted to own a Packard, and now you could own one a little
cheaper.But they never regained that upscale image again.

REMAIED T —F, BB LER, thIEHET —FNHEE, BEsTABEHEE—
Packard, MERAIMAE—NMEE—R. EMNBRZAERRSEIMSETR,

And certain department stores have done that, too.They've had a upscale image.And you can
always juice up your sales, particularly if you've got a great upscale image, by having, you
know, this sale or that sale, and going downmarket.

REFRATHME T X—R. IE—TSENER. MBI IRSIRAHEER, 155!
BMRMRE—MRIFNSHEER, RAE, XTHESNHEE, NIRRT,

It's very hard to back upmarket again, and you've seen some great department stores that have
had that — or specialty stores — that had that problem.
BROESinTizIEFEREE, MEMRELEF —EEXNOBMIARBEEE - HELE -,



Charlie, you got any thoughts on that?
g, REHABEL?

CHARLIE MUNGER: No more.
CHARLIE MUNGER: %&7.

WARREN BUFFETT: OK.
WARREN BUFFETT: ##8Y.,

32. "Fretful disposition" will hurt your long-term performance

32.“[JRAV RS S BRI KR

WARREN BUFFETT: Number 3.
WARREN BUFFETT: 3=,

AUDIENCE MEMBER: Hi.I'm Bruce Gilbert (PH), a stockholder from New York City.
MAR: T8, FHEXKBAATHHIAZBruce Gilbert (PH)

And about four or five years ago, | put most of my family's portfolio — actually all of it — into
Berkshire Hathaway.

RAMNAFR], BREBRNKRIDREAS - LI L2 - BIRA T HRFRIEHF LS,

And over the past four or five years, the stock price has remained rather steady, and I've
withstood the year 2000, when friends were making 50 percent and | was losing 50 percent on
my investment.

AIENUATFE, RNM—BEREFEISRE, BEZET2000FMNAEE, SRR 1E T50%Mm
BRI EIRK T50%,

But | have to admit, when | read your Fortune article last year and you referred to the stock
price as expensive, | felt badly.

BIRATEIN, SREFEZRNVEXEAHBIRRIRENBH R, BRATRIER

Now | spend my days sometimes having fun, figuring out the value of Berkshire Hathaway.

O, RENSMERTL, RERERAREHFNMNE.

But at night after that comment | could also wake up in worry and fret.And | realize you talked,
recently, a lot about the qualitative and quantitative aspects of things.

BEIRXEENE L, FBAIEONELD., &if, FRIRXETRSXTSMEENE
SHEMNE-,

And | guess | would like you, with your self-reflective position, and knowing that I'm asking you
to do something like maybe talking about your breathing, what went into that comment to call
the stock price expensive, in terms of your weightsand measures?

mBFBIHAENR, MNBHRRENIEG, FAMERERMKM—ESNE, LEMKSRaOEg, &
RV E A EMR N REN 1S 5 SRS FFEHE?



What price, what value?What do you think about the company and its stock price when you say
it's expensive?

T aintg, HaME? SMRENBGRN, RIEAEGLRS RERMN?

WARREN BUFFETT: | think if you — | don't remember the exact wording of that article, but I'm
quite sure that | told the author of that article, and I'm almost positive it was in the article, that
said Ithought it was more attractive than owning the general market or the S&P.

WARREN BUFFETT: BIIRMR - HAICHIRXENMBIIIESE, ERRBTERSIFTHREX
BNEE, HLTFEEREXER, HiNEIAN BB —RhizsiinES/REARS| A,

So | was saying that | preferred it to the general market.I'm certainly happy having 99 and a
large fraction percent of my net worth in it.I've never sold a share, | am not the least bit
uncomfortable about holding it until the day | die, and quite a bit thereafter.(Laughter)
FIXEKIRBEEERER—MRHE. HEARSHNEIMBENEFETNRA—ED. BMERZEEZ
HRE, BRIEEENE—X, B—R/ttAREIAETR, HEESZ. (KF)

But | have not thought stocks were cheap at all for some time.And I've never wanted to
encourage anybody, particularly in the last few years, to buy Berkshire or any other stock
because — the market — | felt that the — you know, | felt we had a great bubble.

BRI —EXBIEFREHE. MABRMKZARISEMEMA, 5IRETE/LES, BWEH
RAERBECMEMARE, AR - Hig - BRE - RAE, ERFHRNE—TREFER,

And you know, | think Berkshire's value has improved — | think Charlie does, too, fairly
significantly — in recent years.

mEMRE, BANNARERNNMEERRS T - KIANEELEROMEHEIES.

And | would — if | had a chance to swap, tax-free, my Berkshire for the S&P 500, or for any
mutual fund or anything, you know, | wouldn't even give it a thought.But that does not mean |
think, you know, either Berkshire or stocks are cheap.

BE - IRBENSZHR, &, HHBRARATES/RS005E8, ST AHEREZNEMR
7, REE, HEEFSZR, EXHTERERRE, TICRHRAREERRELHRER,

Charlie?
EIE?

CHARLIE MUNGER: I've got nothing to add to that.
CHARLIE MUNGER: #8147+ %8,

WARREN BUFFETT: | don't think we've ever recommended the purchase or sale of Berkshire,
that | can remember.We did say at one time we would repurchase shares, which has a certain
underlying message to it.

WARREN BUFFETT: BIARNEAIMAREBNWEHHEBRH R, HIcH, BIRIBEZRY,
BI=EBRE, REE—ENEBERER.



And we said at other times we wouldn't buy shares.That doesn't mean we'd sell shares at all,
but we wouldn't have bought them under the prevailing conditions.

BB R, EEEBR(ASWIRE, SANTNERER(NSLERE, ERIIFAFERTE
HTFINEN

But we have stayed away from recommending, actually not only the purchase or sale, not only
of Berkshire, but just of any other specific shares.
BE, HMABHRE, IMLEAMUNEBEHEE, MUNERRRR, MEHTEHMITER

=
<o

We've only given our views, occasionally, on what we think about the level of the stock market,
generally.

B1—m R ERERNNREDIHKENEESE L TRITNEE.

But | do think, if you go back and look at that article — | wish | had it here.But | think you'll find
that | said | preferred it to equities, generally.lt —
BEALING, WRFEEEEPREXE - BHREHREEXEHKEIE. ERBHRELRIFRE—

RRERERRE. T -

CHARLIE MUNGER: | do think that there's a lot to be said for developing a temperament that
can own securities without fretting.| think that the fretful disposition is the — it's an enemy of
long-term performance.

CHARLIE MUNGER: I&ifsLiAy, BERIFF—MPEESEISE MUNAIER MHEIEFNSR, &
BRZEAFTNR, FHIAA, HERIMSE - ERKIARIAIEAA.

WARREN BUFFETT: Well, it’s almost — | think it's almost impossible if you're — to do well in
equities over a period of time if you go to bed every night thinking about the price of them.|
mean, Charlie and |, we think about the value of them.

WARREN BUFFETT: I8, XJLF& - BIANWMRIKIRAIE, JLFA A gEE—ERAT B AT Az
T, NRMREXRG LESHEZRENNOMSE. BRNERE, EETHK, HMNZRENNMNE.

But we would be happy, just as in that movie — if they closed the Stock Exchange tomorrow,
you know, Dick Grasso wouldn't be happy and Jimmy Maguire, our specialist, wouldn't be
happy.

BRIMNSREH, MEEHRMBEREZP—F - WRMNBRXAIESR G, REAE, B8
ZAaEX, MEMNNERSAIERBAESX.

It wouldn't bother me and Charlie, at all. We would keep selling bricks, selling Dilly Bars, selling
candy, writing insurance.You know, a lot of people have private companies and they never get a
quote on them.
ERARNSITIMANEE, BAISPHEESEEL, EDily Bars, ZEHER, 5RE, RAE, RZA
HMBEMARE], WIIMELBEFRIRN.

You know, we bought See’s Candy in 1972. We haven't had a quote on it since.Does that make
us wonder about how we're doing with See’s Candy?No, we looked at the company results.



RENE, FAIFE1972FEL T See's Candy, MIBRERKNIMIEESIRE T . XEGEiLH1A8%0E
HAIanfE{EHESee's Candy? R, FEA1E T AEINER,

So you — there's nothing wrong with focusing on company results.Focusing on the price of a
stock is dynamite, because it really means that you think that the stock market knows more than
you do.

FRAMR - B33 FAsllE02RH. TETRENMBERRSI NN, ARNERIZREIRIANR
SEiHFERILLIRIEE S,

Now if the stock market may know more than you do, but then you shouldn't be in stocks.l
mean, you should have — the stock market is there to serve you and not to instruct you.

IMTE, MRRETIZAIGENENLLREES, BAMANZEREDTT. ZHNERE, RNZ-
RETIHZNRIRS M AZIE SR,

So you need to formulate your ideas on price and value, and if the price gets cheaper and you
have funds, you know, logically, you should buy more, if — and we do that all the time.
FRAMRREEMSMNME LHEMRRVEE, MRMBEREEEHBEMERER, (RAE, M2
Fift, IRNIZEEZ, R - Bl 1—EIXFEMH,

Where we make our mistakes, frankly, is where we focus on price and value and we start
buying, and the price goes up a little and we quit, you know, like Charlie referred to, we might
have done on See’s Candy.

1B, FAVPCERMAE ZHNE T TMSMMEN, FAIFRWSE, MBLKT—R
BATEE, fREE, MEERREIAVAME, FAIrIRE=TESee's Candy L5EAK,

A mistake like that cost us $8 billion in the case of Walmart stock a few years ago, because it
went up in price.And you know, we are not happy when things we're buying go up in price.
JVERDA/RIBARERYXMEEIRTE PR 780123k, AAMS LT . MEIRAE, SIATWERIR
AME LR, FAIHAEX,

We want them to go down, and down, and down.And we'll keep buying more and — hopefully
we won't run out of money.Of course, that's a different story.

BNHLEENEE TR, TREANTE, MERMNSSAEWIES - RER(NASALH., 274,
XE— T TRNEE.

Charlie?
EI1E?

CHARLIE: No.
5HE: 7E,

33. Triple-A rating won't "cause us to do anything stupid”

3. ZAFRA S ULBNEABENEE”



WARREN BUFFETT: Number 4.
WARREN BUFFETT: 4%,

AUDIENCE MEMBER: Hi.David Anglin (PH) from St. Louis, Missouri.Thanks for the weekend,
it's very nice.lt's always entertaining here.

MAR: B§, David Anglin (PH) REZHEMZEZ T, BafER, XIFEY., XBEEERE
.

According to an article in The Economist, the triple-A rating is very important quality for
reinsurance to have.Swiss Re, Munich Re have lost their triple-A ratings.Gerling is out of the
ballpark.

‘AEFZNREN—RBXER, AAARITRNTBRLRRESIFEEERN., Swiss Re, RER
BRIAASIERKRETAAATER, BHATEIKS.

Will the reinsurance business at Berkshire become unintentionally exposed to higher risk
because it is now a major reinsurer still holding a triple-A rating, even though it practices a very
severe underwriting discipline?

BRATRNBRRISEESXEFTHIRESHNK, RACMENAZ— MDA EAAATEL
NEEHFRIRLE], EMEETITIER ™8RR LE?

WARREN BUFFETT: No, the triple-A can't increase our risk, because it should not affect what
we do.
WARREN BUFFETT: A, ZARBEEIEANIMINEG, ERNEARNIZZIMEAINIE.

It may affect what gets offered to us.l mean, logically we should get business offered to us first,
and last.I mean, we are the reinsurer that's going to pay for sure, five years from now, 10 years
from now.

ERRSTZIIAIIREENAST. BHNERE, MEELH, BN zEakmaBEiRH®Ls, &
fB. BNERRZE, MUIEFGENAS, BM0FZE, BB RBABREAS],

So when — | mean, we have contracts, we have structured settlements with paraplegics that
are counting on us to make a payment to them 50 years from now.

Eit, Z3-HHOEEE, BNEEEN, BMELWETEMREE, HEEH(E50EFM[M
(NDE/

And those people are in wheelchairs, they may be on — you know, they may be on oxygen, all

kinds of things.And they are depending on a little piece of paper that has our name on it, and it

says we're going to pay them for the rest of their life.And it's very, very important to them whose
name is on it.

ARLE N TERAG L, fhRTRETE - RADE, MAIFRIEEEES, SMEIFERARA. mEMIIKHT
—sRMMBFANBFRVNRE, ERBITEERERMTELMI]. W TFRFEHE LRARNR, X3E
BIEEEER,

But that shouldn't cause us to do — it shouldn’t cause us to do anything at all stupid.lt just
means that people that care about security of future promises should come to us.



ERXARIZAEFA VI - ERMIZALEANNMEDABENSE, XREERERORRAEZERN
ARZSREFH AT

But there's no reason at all, because Munich or Swiss Re loses their triple-A, that we should
underwrite in any way differently than we do now.lIt just should mean that we have more to
choose from.

BERAREER, BAREERSHmLEIBOARETMNINZA, BOMIZUARTFINERNSIVH
17EEH, ENZERERNEEZAHIEE,

And | can assure you that, as these companies lose their triple-A — and a number have in the
last year or year and a half — we have been tightening our underwriting very materially at Gen
Re.

MmEFIABIRIIRIE, HFXERSEIE—FL—FFHNNEEERETHIIRI=AR - ™
BRAI—EREWEGen Re,

Now, it needed tightening — but we are now, in my view — we have the right — we have a
great underwriting culture at Gen Re, and historically it had it most of the years.It drifted away
from that, but | think it's back in spades now.So | don't think you have to worry about that.

ME, ERERS - BEBRER, HANEREMN - Fef1EGen ReiiE — TMHEARRIARX M,
AHBE LEARSUNEHAEE. EXBBT, EHINAECAEELEIETT ., AAUIIAR
AR,

Charlie?
E1E?

CHARLIE MUNGER: Well, | certainly hope we are better underwriters than Munich Re.
CHARLIE MUNGER: I8, HARFZEHNIERERBRIASIEL,

WARREN BUFFETT: Well, let's not name names.(Laughter)
WARREN BUFFETT: B, B ERERF. (KF)

No, no, Munich is a fine company.(Laughter)
N, B, REBR—ZRMBNLE., (KF)

The rule at Berkshire is we praise by name and we criticize by category.(Laughter)
BRAROMMNZRZEZZIR, HAHRENHT, (KFE)

And | do think Munich is a fine company, but they lost their triple-A, frankly, because they
probably had — they were too exposed on the equity side — on the asset side — in equities,
relative to net worth, and | thinkthey probably agree with that.
BHTIANNRERR—RMFNLE, EBIERMIE, MIKET=A, ARMIIRIGEESR - &R
FAEITRE - B8 HH - REEXN TSRS, BHARMMTEEEX—R.

But they have a very strong and important position in insurance.And we do a lot of business
with Munich Re, and will continue to do so.But there are others we won't do business with,



incidentally.
BfMERE ST EEEIFEBANEZNMAU., HMNSRERBRIASIART KEWS, HiE
BREHXIF, (BEREBEM—ERNITZINEHER.

| mean, there are some very weak reinsurers in the world and if there were to be a major natural
catastrophe, or if there were to be a major financial catastrophe, there are a number of
reinsurers, in my view, that would not pay.And we conduct our affairs so we'll always be able to
pay.

BNERE, R EE—LEEBFHNHRLAE], IRFEANBANE, WEERSEREEKX
AERAE, BIANE—EBRIRASASMEAN . FHNMIBRNNES, FRUEAISEES
o

34. Planned all along to exercise Cologne Re buy option

34— EiZAREE WA

WARREN BUFFETT: Number 5?
WARREN BUFFETT: 557

AUDIENCE MEMBER: Good morning, gentlemen.My name is Olaf Heine (PH) from
Germany.And not surprisingly, | have a question concerning the German reinsurance market,
fitting nicely in the context of the questions before.

MAR: FTEA], BEWF, BNBFERBEEEMOIaf Heine (PH) . ERFIR, BE—TXTE
EBARETIZREE, EZRfE@NE R MMRFIIEN,

When you acquired General Re, | believe you inherited, also, a substantial stake in Cologne
Re.Now in your last letter to your shareholders, you hinted that a major reinsurance company
might be in trouble, widely believed to be Gerling Re, just mentioned.

LR General Reff, FAB{S{RtL4F T Cologne ReRIAERR M. INTE, EIRARENRE—
HEFR, MEBER—XKEBRRASIATEBRIMMS, AEEIAN, XRZREIAIGerling Re,

You also mentioned, about an hour ago, that Germany was kind of a drag insurance-wise —
(laughs) — if you are — if | understand you correctly.

RG—NEE, REREIBEEREHEERK - (X) - WRMRE - WRBIEBIRRVIE,

WARREN BUFFETT: | don't — I mean, | don't believe | — | didn't mean to say that.
WARREN BUFFETT: HA - HENER R, HTHEER - HARHEX AN,

AUDIENCE MEMBER: OK, but it helps to formulate the question.(Laughter)
IFRE6: A9, EXEMTHIER@E, (5KF)

WARREN BUFFETT: OK, well, for the purpose of your question we'll assume | said it —
(laughter) — yeah.But | didn't say it.

WARREN BUFFETT: %89, A TREE, BAMRIRFRT - (R) - 28, BERBRE
*.



AUDIENCE MEMBER: So now Gen Re decided to exercise a call option on the remaining
shares of Cologne Re, another German reinsurance company.And my question simply is, what
motivated you to do so?

MARALG: FRAIRTEGen Re/RE N 55— KRIBE B RFLAE]Cologne ReAIRIRAREITEE KA
M, FRIEIFRER, B ARfERIXEFMAY?

WARREN BUFFETT: Yeah, that's a good question.And it was mis — it was sort of somewhat
misreported in the press, what happened on that.

WARREN BUFFETT: /), XZ—TRIFMEA, XZHIR - ERA LB RIFR, RETH
1%,

What really happened is that Gen Re — | don't know whether it would be about six or seven
years ago now — acquired a significant position in Cologne from the controlling shareholder,
with a put and call arrangement for the remainder.

BIERENFEBERGCGen Re - HAMEERESENLERIMAE - MERBRFAEREHENER
BRIz, EHREND BRI A PRI L HE

| don't even know the history, exactly, of why they went for this two-step transaction, but
basically it was a two-step purchase.

HEETMEMNNTLERITIRIRZZNGL, BERLEEMIWE,

So that all along we have accounted for Cologne as if we were going to exercise the
option.Because, in effect, if we didn't exercise, they would exercise.And it was fait accompli that
we would buy that stock right from the start.

Eit, BM—EEZERE, MFEENBTERT—&. BH, Zfrt, MRBAINEE, i
M&iEs. BINESN—FemBLxiRE, XEBRMEEL,

So we made no affirmative — we made an affirmative decision six or seven years ago to buy a
very significant percentage of Cologne.We now have — will have about 89 percent when the
option's exercised.
FRAFATRBEMEEAEE - BATENCERELE TEERIRE, WL TRALLGIRNRIE, Bl
HEER - EHANBATERIEE KLI89%,

But there's nothing new in the fact that we are now doing it.The put and call arrangement, as |
remember, became effective, essentially, this year.

B, HMNANEEEHNSEFLEHLMES. HICE, BHRANNEKENZHESER R
£,

So this was the year that something had to be done, and was planned to be done all along.And
it reflected no new judgment, no new decision about Cologne in the year 2003.

FIAX B NNEMAISE BN —F, T —BEXE M, Eix8 RREFNFIRT, 128 RR2003
FRZAVFTIRTE

It reflects a decision that was made in 1996 or '97, whenever the original purchase was made.
ERRT 1996 FN97FMRE, T HITRIBME,



And Cologne is an integral part of General Re.l mean, we knew all along that we would own 89
percent of it, pursuant to this contract.And it — that's always been in our thinking, from the
moment we sat down with the Gen Re management to make a deal some years ago.

2 CGeneral ReMNEERAME D, HNEBRRE, H(—EHNE, RFEXMDERE, FHIEHE
89%HIRRIN, TME - MEALERIS Gen ReEIEEL THRAMMXNI—ZE, X—EZHNN
8%,

So the press has sort of implied that there's something new in this transaction that's occurring
this year, and there really isn't.

R, SRAE[RBERSERENRINRZZE —LMNARA, MELHIFIL,

35. Berkshire buyback is possible, but not likely
35. {07 A /RAVEI 2 FTHER, {BAKETEE

WARREN BUFFETT: Number 6. Charlie, you don't have anything on that?No.
WARREN BUFFETT: 65, &1, {jM{t2a#izxH? %

AUDIENCE MEMBER: Good morning — Mr. Buffett.This is Abhishek Dalmia coming from the
land of Mr. Ajit Jain, (inaudible) India.The question is —
MR BT - BIEIEHELE, XZAbhishek Dalmias BAjit JaindeE (IFFR5E) ENERILIE, (5]

==
FEZE'

WARREN BUFFETT: If you have any more like Ajit over there, send them.We need them.
(Laughter)
WARREN BUFFETT: SIRMREIDEERZAjL, BRELMI]. BNEFEEN. (KH)

AUDIENCE MEMBER: Right.My question pertains to the allocation of a company's free
cash.And the question is, under what circumstances would Berkshire consider parting with its
money for a share buyback program, as opposed to retaining it for future acquisitions?Thank

MR G: 3, BRI RASIBERNENSE., BEE, EFAERLT, BRHREERR
HRZMTREQOWITY, MAREERERTARRNKE? HH5,

WARREN BUFFETT: Yeah, that's a good question and we addressed that a bit back a couple of
years ago.In fact, | think our annual report for 1999 came out on March 12th — | believe it was
March 12th — on a Friday night or a Saturday morning.

WARREN BUFFETT: 2/, XZ—MRIFEIE, LENHRNMEE T XMNa)@, FXE,
INAFAT1999FNFEEREEE3IA 12 - FtBEE3A 128 - ERAAK LEEANRE L& HH,

That was the day the NASDAAQ hit its high and Berkshire hit its low, on that exact day.And we
said we would — the next morning, on the internet — on a Saturday morning — we said we
would repurchase, but we wanted you to have the annual report first, but we might repurchase
at those levels.

BREMIEREEMESR, HRAEREIRMREMLNIE—XK, i1 -F-KEL, #E



BN L - EE2HAR L - BATRBAIZEW, BRENFEBRFTEFERS, BRATATUEXLESR
Al [E .,

And the NASDAQ never saw its level of 5100 again, and Berkshire never saw its level of
whatever it was, 41,000 or thereabouts.

MENA B RIRBEEI510007KF, BRAERMEKBEEEITERIKF, 41,00080%FH.

Our preference — and we stated this 20 years ago, even to — is to buy businesses.We are —
we want to add businesses of a quality with managers of a quality equal to those we already
own, at prices that make sense.And that's our number one preference.

BAIRURET - BATE20ERIMER W, BMER - LR A TMWIE, FHA - BAIHEUEIER
MBEREEEARRNIRESHIELRENRERINEWL ., XZEINNEIX,

If we thought Berkshire was significantly undervalued and we thought the likelihood of using the
money to buy businesses — the probability was low — we would be buying stock in — we
probably wouldn't be able to buy a lot of stock in, but we wouldonly buy stock in if we thought
the stock was selling significantly below intrinsic value.

MRBATAANERH R ERGEFBBATANERXESRE TR ARIRT e - BERRT - Fefl]
SMERE - BT EMERERE, BRNFURBEAVANRENHEEMSBRRTAE
fiME, B4 REEMELAE.

And there's no magic figure for intrinsic value.Intrinsic value is a range.Charlie would name a
different number than | would name, but our ranges would be quite similar, if we were to write
them down on a piece of paper now.But they wouldn't be identical.
REMESBEHIFNAF. REMER—TER. EERRE—T5HNBFAENNRF, B
RBEAIMAEBENEESREL, HNSETERZIFERL, E(IFA=ZEHEE,

So we leave a — we would leave a significant margin of safety and would want to buy at a —
what would be a clear-cut, to us, discount from the lower levels of intrinsic value we might
calculate.

Eit, HBNNEBT—1 - BAIEE T —MRANZEWR, FHEWE - IBAHKW, MBeAIAI8E
TTERNBIRAENMEK T RIRSHIITINZ R,

It's not our number one preference.We would rather add — we love it when we add good
businesses to Berkshire.

RAZHALSRGT . BAITRAM - BAIERE, SBAEERERRINFAWS,

But we would have to — if the stock — if we could add intrinsic value per share by
repurchasing, and we've given all the shareholders relevant information about the value so that
we weren't putting anything over on them, that they had thesame information we had, we would
buy in stock.

BEAIAT - MRRE - MREATT B EEEMERNAENE, HERNELQMBRER
RETAEAXMENEXESR, ZFERITMASHEN#ITEMNR, WITMAE T EIEEEN
=5, BIeWXER.



| think it's unlikely that happens, that we don't find other opportunities to do things at a time like
that.But it could happen, and it almost happened in March of 2000, and then things turned
around very, very abruptly.

BIANARXAETRERE, BATEXFRNNEXRAZEMS. BERTRERERE, EJLFRERE2000
F3R, AEFBIFFIFERAMIER,

Charlie?
EIE?

CHARLIE MUNGER: I've got nothing to add.
CHARLIE MUNGER: &8t 4d+ %1,

36. MidAmerican will grow, even if utilities law isn't repealed

36.EMELABIE B IRRR, FRMABRIEK

WARREN BUFFETT: Number 7.
WARREN BUFFETT: 75,

AUDIENCE MEMBER: Good morning.My name is Ken Goldberg (PH) from Sharon,
Massachusetts.

FR: BLiF, BNBFEXESFEEEMNDLAIKen Goldberg (PH)

What is your long-term vision for MidAmerican Energy?
f&3IMidAmerican Energyfg BB S 21A4?

And specifically, assuming the repeal of the Public Utility Holding Company Act, what is the
nature of the type of assets that you would be interested in acquiring, be they generation,
transmission, distribution-type properties?

BirmE, BRRERT2ASWERASIE, BEMEBIRENETLXENERENTA, TiEE
AHE, MBELESHIEE?

WARREN BUFFETT: Yeah, MidAmerican already is a big part of Berkshire.l would say it's likely
to become much bigger.It will be easier to have it become much bigger if the Public Utility
Holding Company Act, which was enacted in 1935 — if it were repealed.

WARREN BUFFETT: 2/, MidAmericanEZZHRA/RNEEAMTD T . HRSREARES
TEEKR, NR19SEMMALNRABWIZRAEE - WREWERINE, EEEBEMES.

Public Utility Holding Company Act, which is a melodiously named — called PUHCA —
(laughter) — was enacted in 1935 in a reaction to what Sam Insull and people like that had
done in the 1920s.1t was very understandable.

NHEBWIZRRNENE, —TBIWUPUHCARIGERE - (557F) - T19355F M, &XFSam InsullF120
HEE20FEA AR R AL, X ZIEE FTAIEARAY,

But | really think it is quite outdated now.| mean, it is now 68 years later.
BEHREMNIANEREEZINT ., BHNEEZE, NEELT T68F T,



And | think we bring something to the utility field.In fact, | think we brought it in the last year.
MEFBINABNZHTAIFFR—LERA, FXLLE, RMNARINEEFHFRTE.

There might well be a couple of companies that wouldn’t — would be in bankruptcy now if we
hadn't been in a position to act very quickly on certain things.
MRBAVEERBAERLES B LRERERTE, BARAESE-LEQTNE - WESE™.

So — but with or without the repeal — and | think there's a reasonable chance it'll be
repealed.But with or without repeal, MidAmerican, which is big now, will become quite a bit
bigger.And it could become a whole lot bigger.

FRUA - TR B IR B ER - BIARNEB AT EewER. EXICHREBER, IWERAKNIMIdAmerican

BoTBEKR, EHESEFTERX,

Now, in terms of what kind of assets we'll buy, we don't have a —any clear-cut preference, for
example, as to whether it would be a natural gas pipeline, or whether it would be a domestic
utility,or conceivably, a utility, even, in some country that we felt good about.

ME, MBATBWIEH2ENETTE, BB RENREE, fld, EREERAS[EE, 5
FEEERERNL RS, HEFMER, E, L3RR REFNER, WE—MMIHATL
",

We will look at things as they come along.We're always ready to act.l would say that it's certain
we'll look at a few big deals this year.Whether we get one done or not depends on competition,
depends on the sellers, and some things like that.
BASEMNLINHMEERSS, FOIERESRET, BRiR, HMEESESEE L
ARRRG . BMNRETH—IEURTZF, BURTER, AR—LEXBRIKRA,

But something will happen with MidAmerican — over — you know, whether it's this year, or next
year, or the year after, we'll get a shot at doing something significant.

BEMidAmericana KA —EFH15 - (RAE, TIERSHE, AE, A—F2ZGE, HNHAML
BEENER,

And the nature of the energy field is you're talking big money, always.| mean, these are not
lemonade stands.And you know, we're talking in the billions, frequently, on the kind of assets
involved.

EERIENARE, MESTKEAERE. BNERR, XETREITHEKM, MAMRAE,
MNZFERCETLETNET™,

So it will be a — we’ve got a fabulous management — we’ve got two people running that in
Dave Sokol and Greg Abel, who are — they're terrific businesspeople.

PR Z— - B 1B — T HIEARAVEIE - FA1E ™1 AfEDave Sokol#1Greg Abeliz1T, fttif]
E - I 2IFEERE A

You know, they — and, incidentally — | should mention this publicly — they have done things
that have made Berkshire significant money that had nothing to do with MidAmerican.



REE, ] -mE, WEIR—™ - BNIZATHRENX—& - i 1IEEM T —EiHARF/RE K
E£AREE5MidAmericanZ L X ZNEF.

In other words, they have spent their time and energy, weekends, putting together a couple of
things that MidAmerican itself could not do, but Berkshire could.And they didn't get paid a dime
for that and MidAmerican did not get paid a dime for that.

BETER, MI1EE THIINEERNES, AR, EMidAmericanAs 5 LA HEINBIERE—
2, BREA/RATUEE, HEMITEERJE—2%, MidAmericanizxB1REI—20%.

So they have contributed to Berkshire's welfare beyond what they've contributed simply as
managers of MidAmerican.

FRUAEAT AR A /RAVEFIME 7 538k, A UNE I 1EIMidAmericanf) 42 IR FR i A9 T3
78

So it's a terrific asset.We love the idea of pouring money — (applause) — behind them, and
you'll see something happen.

FIAXE— 1 T AEMNE . BIERMERHNEAE - (EF) - &8 E, FeEIRE
(NES-

Charlie?
E1E?

CHARLIE MUNGER: Well, | — the really interesting thing about it is the fact that the field is so
big.l mean, you're talking about an enormous field.

CHARLIE MUNGER: I3, ¥ - EEFEBrEX TSNz K, BNERE, MENE—T
SPN:NETEN

One thing a modern civilization needs is energy, so we'll be very disappointed if there aren't
more activities.

NAXABENZREE, MINNRIREEZES), BIISIEERE.

37. Why Buffett doesn't get a performance fee
37. R ABFERASRSHN T

WARREN BUFFETT: Number 8.
WARREN BUFFETT: 8%,

When we get through with number 10 we're going to break for lunch, and then we'll come back
and start all over again after 30 or 40 minutes.But I'd like to get through 8, 9, and 10.
SEABI105H, FAIEITRTFE, AEBNSEI0540D tHERIKREMTIR, EFEET
8,9%110,

Eight.
AN



AUDIENCE MEMBER: I'm Norman Rentrop from Bonn, Germany.
ik : B2k B EEKERINorman Rentrop,

Mr. Buffett and Mr. Munger, | have a thank you and a question for you.Thank you for allowing us
shareholders to invest with you on equal terms, with almost no management fee and no
performance fee.(Applause)

EIRRAENTERE, R, BFE—TEE., BfEAFRNNRRNTFSFNRGSE—i
®E, PR EERNGANE. (EF)

| came to fully appreciate it when | compared my 10 years of holding Berkshire Hathaway to a
private equity fund, which over the same 10 years earned 19.8 percent before fees, and 11.2
percent after fees.— (Buffett laughs)

LI A5 F /RIRME/AS (Berkshire Hathaway) 10FEIFEERNERN, HRE2BEIX—
=, EEHE10FER, IWERNEZERERMNEEN19.8%, INEFKZRAN11.2%, - (B3

= Xavsy

4552)

Now my question.Back in the 1950s and 1960s when you had a partnership, Mr. Buffett, you
asked for and got a performance fee of 25 percent of what was earned above 6 percent a year.
IMAEFAE)E, [EZI20LE50FME0EN, SRS EFFIFEULSIEIRFXRRIT, REKRHREF
B RN ER B2 B E6% I LA RI25%,

WARREN BUFFETT: Correct.
WARREN BUFFETT: 1Eff,

AUDIENCE MEMBER: What caused you to switch from that performance fee to that no fees we
are enjoying today?Was it the wisdom that to give is better than to receive?(Laughter)
IFRE6: B ARRSEEMNGREENBNSRAZEZNER? A TYNEEREHLIREE
97?2  (55F)

WARREN BUFFETT: Try again.(Laughter)
WARREN BUFFETT: Bi{—X., (%5)

AUDIENCE MEMBER: And do you feel that this switch from performance fee to no performance
fee, that that is fully appreciated?And what did it mean to you personally?
IFRER: BESREIMNGREENTHAER, BELTERIEBER? XIWRTARKRET

N2

WARREN BUFFETT: Well, | appreciate what you had to say, and | will — | would pay to have
this job | have.l would pay a lot of money.And | hope | don't get tested on that, but you know, it's

WARREN BUFFETT: I8, FREGAIRAMZENE, B - REMBREMXMIE. BReHRS
e RABRRKBEZMN, BIRME, XE -

Why in the world — if | can work with people | like, and get the same result they have, and end
up with all kinds of money, you know, why do | need to make some further override on them?



At AR L - MREESHERNWAGIE, ARGHRNGR, ARLBESMEE, (R
B, NMTABRFENE(T#ITH—FTHNNE?

| was changing my position in life significantly when | started that partnership in 1956. A couple
of the people that — well | guess, yeah, [Buffett's sister] Doris may be the only original partner
here.But Doris, would you stand up?She joined on May 5th, 1956, wherever she is.
SEAE1956 F IR E1ERY, FIEENERAEEFFREA. B/LTA -BIE, 289, [EBIFFH%K
RIZ AL I RE B X B —RIRIR SRR, BERZWL, MRUSERIG? TietEME, T
19565 A5H A,

And the — you know, those people gave me their money but | wasn't — | needed some money
then, too.And | did get an override, which | thought was fair.

#H - 1%5 ALEALD T MM, EERAE - RLFE—EH, BBIBIAT—1ESE,
BINAXZ AT,

| got no management fee at all, though.I never charged — today, most of the people who run
hedge funds charge 1 percent a year, and then some percentage of the profits.I did not do that.
BREHRASEEEE, BMKRIWE - SR, REHEZENHESNASFREN %NFE, A
WERER DA . FoiE XAF

And | did have all my money in after 1962, so that the downside would be equal to the upside.

MmEXRAEAE1962F 2 FHB TMERE, AMUTTIREFET LK,

But I've always felt about the people as partners.And when we got into Berkshire — originally
we got into Berkshire, Berkshire was owned by the partnership.So if | had taken a salary then |
would've been double-dipping, in effect, by getting money out of Berkshire before, in turn, the
partnership participated.

BEER—ERTARZSERE. SHMTHANBRE RN - RMBANIENERAER, BHREREH
BIRARBN, FEtt, MRHFEET—HIEHE, BLARILMLEEREEFLEBEIMNERERIREEER
HITWEZE, RIIE, RFEXRBS5HEHA,

And frankly, by the time | got — where | was running Berkshire | had all the money |
needed.And you know, I'd rather get the same result as my partners than have me get a
different result.And it can't make any difference.

BRI, SPEABRARNE, BEETAERFENS. (RAE, ERTREESEISHAK
FHRENSERMAZ LGNSR, BB EAXH.

I mean, it'll make a difference in the size of my foundation someday, perhaps.You know, but so
what?l like living the way | live.

BHNERE, A —RESNENESTRNIETEZMN, REE, EEBXEFE? BHEURMU
BREFEANEE,

Charlie?
E1E?



CHARLIE MUNGER: Well, you raise a very interesting question, and it has parallels, if you go
back.
CHARLIE MUNGER: 18, ffZH T —1MIFEREANEM, MRFEEZE, EMAREUNZL.

[Andrew] Carnegie was always very proud that the bulk of his fortune had been earned where
he took no salary at all from Carnegie Steel.John D. Rockefeller the First took practically
nothing in salary.

[(ZEEIFTAELERIEERMAT UK E FAEWKAS, B NFRETAH
7K. John D. Rockefeller the First/L & B E@I#HK,

Over the years — the original Vanderbilt prided himself on living on his dividends and taking no
salary.
ZEX - RRCELERIEUECSNANNE, ARRBEIA.

It was a common culture in a different era.And you realize that all those people had the
psychology of being the founder, and maybe that's what influenced Warren.
XE—TAERKHNHEEIXMN, REIREIAEXEATERAEIEARNGIE, WiFXMELNR
eRIRE ,

WARREN BUFFETT: What influenced you, Charlie?
AME-BIET: B, BtamwmTiR?

Charlie doesn't take anything either, so —

Bt AH MR, A -

CHARLIE MUNGER: | was delighted to get rid of the psychological pressure brought by —
brought on me by getting fees based on performance.| think Warren was, too.

CHARLIE MUNGER: HREXEBERENETRIAGERAMELHAVOEED . FIANRK
ethE.

If you're highly conscientious in your relations with other people, and you hate to disappoint,
you're going to suffer more if you are liberally rewarded with performance fees.
MRIMRESHARNXRRPIEERART, FRMITREKE, BLAUMRIRIRGEETER, BAMRIE
SEREZNEE,

So I think there was an enormous advantage to us, so | guess we should be thanking you.

PRIABAAN AT —TERNME, AUBEIANINIZRBGIR,

WARREN BUFFETT: | should — (Applause)
WARREN BUFFETT: ENi% - (EE)

Bill Gates has never taken an option at Microsoft, and takes a very small salary.And you'll find it
interesting. The only reason he takes the small salary is if there — he feels that, if there's a bad
year at some time in the future, he wants to be able to take a cut in salary at the same time he's
asking other people to cut back.



EEREBRMAGRBAEMREIERE, FEFKRR. MRIERER., 2/ N ITHENE—RE
Mz - KT, WRIEKRETHREEEN—F, A2 thEREM ARHIERINE .

And that is the reason.| mean, he takes peanuts as it is, but he just figures that — Bill is a very
conservative guy, and he figures that some year there'll be a bad year.And he wants — if he's
asking other people to take a 5 percent cut, he wants to be able to take a 90 percent cut, or
something, himself.

XERRE. BNEEE, MERERE, EBthRZEIAR - tERE—TEBRTFHA, tiAnE
—FREREEN—F, 8 - MRMEREM ARG %R0, thAELEEEE SED90%MIHT
.

But he's never taken an option, and | don't believe [Microsoft CEQO] Steve Ballmer has
either.They have gotten rich with their shareholders and not off their shareholders, and that's an
attitude we admire.

Bt B EREFD, FEAEEHIREFERTEIRFTRE/RE., MINRRERMAZER

R, XEHMNRFMOSE.

38. "Mild wakeup call" on derivatives

38. X FHTAE MR R AIIRER FE 1%

WARREN BUFFETT: Number 9?(Applause)
WARREN BUFFETT: 927 (&55)

AUDIENCE MEMBER: Good morning.I'm Whitney Tilson, a shareholder from New York City.
Irax: BLEiF, HEXRBALMEIAZZEWhitney Tilson,

There was a lot of talk among the Berkshire faithful when you took what | believe was the
unprecedented step of pre-releasing a portion of your annual letter, published in Fortune, which
focused primarily on the dangers of derivatives — which you called "financial weaponsof mass
destruction."

BRABREEZEBRZIEE, SIRRIBIANZHAMARERITZEN K fH{REFortune L&KM
FEEHN—DN, EEXIITEMNGER - (R0 SRR AMERHGIEN,

| have two questions related to this — the first to you, Mr. Buffett.

HAEMTS LAXE)®E - B—1EREEEIRERE,

Could you tell us the story of how the Fortune article came about?Were you trying to draw extra
attention to something that you feel strongly is a great risk to our financial system?
MESFENME XRXEREALIMNKNER? BB EEIAN T HAIAZFLIR
AW EANRAISEIF?

And the second question to both of you, since you're warning about derivatives, there's been a
huge rally in the credit markets, in general.Does this reflect investors' lack of concern for these
systemic risks or is it caused by other factors?



SHRIMARE, F_TEEE, BARMNEARZESEITER, —RmsS, EEMZERTEARNR
i, XEERMRTRAENXERFIENLRZXE, TEHEMERS]RAT?

WARREN BUFFETT: The first question, my friend [Fortune Magazine journalist] Carol Loomis is
the editor of the Berkshire report.And we wouldn't get out the report without her.l mean, she is
the world's greatest editor, in addition to being the world's greatest business writer.

WARREN BUFFETT: E—1a&, ZHIBBKR[MEZREICE] Carol LoomisZ AT % /RIREAITR
H, RAMB(IMASELRSE. FNERE, RTHRAER ERERNBEWIERZIN, thiEE
R RAHERNRE.,

So when | gave the report to her to edit — and it did not come back unmarked, | might add —
she and | talked about — | mean, | was interested in having the section on derivatives because |
thought it had a broader — Ihoped it would have a broader audience than just the Berkshire
annual report.

FRASIER SR MRE - MEATERBEBUERCH, HAIRESHIE - ABIXEl - HERE,
BEMBEXTITEMNR D, BAKBANEBREN 20 - RAECEAE ARG REERS
B[ ZRIZAR,

And | felt that publishing it, which had no relationship to the Berkshire business, basically,
except the history of Gen Re's involvement, would not be, in any way, compromising fair
disclosure, in terms of Berkshire's results itself.

HIAR, BRTGen ReS 5% 29, SBerkshirellZ8 B E AR ANLKTER EARSIUAR
IR G G RIRE LTI EE.

So the primary reason for having it in Fortune was | hoped for a wider audience, basically, by
having it in Fortune.

RHit, AMEFRGENETERRAZRRERE ZHNERX, EFX L, BIEVEFRARE.

And you know, Charlie and | think there is a low, but not insignificant, probability — and low —
that sometime, maybe in three years, maybe in five years, maybe in 20 years, and very possibly
never, that derivatives could accentuate,in a major way, a systemic problem that might even
arise from some other phenomenon.

REE, BEEMBIANE —NMEEREMAEENHRE - MERE - iR, ATEE=%F, tiF
eh%, iFRE20%F, MARABEKIEITSE, (TEARMAIEERE, ERAREEL, —TRSE-A
HEZEARERBHEM LMK,

And we think that's inadequately recognized.We think the problem grows as derivatives get
more complex and as their usage increases.

BANANRX—REAERDINT . BANANBEITEREGERBE RUREE(ERSE/IEMN,
XAN]

So it was a call — what we hope was a mild wakeup call — to the financial world that these
things could be very troublesome.



PR Z—1TEIE - BB R —TimMAVREERIE - WERFRNR, XLEBBIEZIEEM
A

And of course, we saw it in the energy field in the last two years.It almost destroyed, or
destroyed certain institutions that never should have been destroyed.

S, BAIESEMEPHERRIEERTE. E/LFHERSER T —E KT 2R
1,

And the — we also saw, in 1998, the whole financial system almost become paralyzed,
particularly in the credit markets, you know, by the action of a firm, which was not solely based
on derivatives, but would not have gotten into as muchtrouble as it did without derivatives.

mA - B EER, E1998F, BTERMAR/LTEARE, 15REER"™E, FAE, —=K
PNEINTE, MUXEETITEm, METEBFRANAZHME, BAERBITEmR,

So it's a subject that no one quite knows what to do with.Charlie and | would not know how to
regulate it, but we think we have had some experience in seeing both the firm's specific dangers
in that field, and we think we have some insight into the systemic problems that could arise.
FINXZ— B ATEAE IR E, EERMBEAIENEAITE, ERITARTAIE
B ZIENEARBRAEE —E25, BIHAABININTEREINNAR EEBEE—LT

.,

And you know, that people really — they don't want to think about it until it happens.But there
are some things in the financial world that are better thought of before they happen, even if
they're low probabilities.

mBfmE, ANER -t BEEREZRIERE. B2, tMERFEESBHEENRE
ZRISHEEFZR, EMEENNMRRMR.

And we're thinking about low probabilities all the time, in terms of Berkshire.| mean, we don't
want anything to go wrong in a big way at Berkshire.And we therefore, | think, think about things
that a good many people don't think about — simply because we worry about that.
MERARMNES, BMI—EEZEREHER. BNEERE, BIFAFERHERS/REIE[EE,
Eitt, AR, ZRFZAKERINEE - (MXERBAHEOLX— =,

And when we get our social hats on we think about it in terms of something like derivatives for

financial systems of the world.And we have had some experience at both Salomon and at Gen
Re.

SEAVSRRREFN, HIMEERERMAZNITERXFNRAREEZE, Ff1ESalomon
MGen Re#f BT —LEEH,

And Charlie was on the audit committee at Salomon, and he saw some things in the audit
committee in relationship to trading itself, and derivatives in particularly, that made him wonder
why in the world people were doing these sort of things.l'll let Charlie expand on that.
EEEFERFIIEARHINGA, MEFRHTEZERSTEITSRGFEERN—LEER, LHE
& m, XiHEMEATAER EEAEMXESE, RFIULEETRE.



CHARLIE MUNGER: Yeah, in engineering, people put big margins of safety into systems —
atomic power plants being the extreme example.And in the financial world, in derivatives, it's as
though nobody gave a damn about safety.

CHARLIE MUNGER: 2/, £I#EAH, AMIBREZEREAARS - RFERE] MER
ImAEF, EERRSR, EOTERAHE, UFRBANZEZREIBE.

And they just let it balloon, and balloon, and balloon in usage, and number of trades, and size of
trades.
il IRZILESIK, [IK, SIKER, RGRBNRZIE,

And that ballooning is aided by this false accounting, where people are pretending to make
money they're not really making.

RMEBRNSIT BT EMIERK, AMMRRBREMIIAREEERSE.

| regard that as very dangerous, and I'm more negative than Warren in the sense that I'll be
amazed, if | live another five or 10 years, if we don't have some significant blow-up.
BIANXIEERKR, MABRDXCENE, RANRIIRBE—LEERRF, WRRBEAFL
TE, RN,

WARREN BUFFETT: They've been advertised, and sometimes in a fairly prominent way —
they've been advertised as shedding risk for participants in the system, and reducing risk for the
system.

WARREN BUFFETT: fhf(IER4 HEE, ARNMEIRENANEE - tEEENARE
S5 EBEN, HEERZEXE,

And | would say that | think they have long crossed the point where they decrease risk to the
system, and now they enhance risk.Because you have — the truth is, the Coca-Cola Company
couldn't bear the foreign exchange risk that they run, or the interest rate risk that they run, and
all of that sort of thing.

B8R, FIARMIIELBEE TRERSNENZEE, MEMIBEM T XL, BARE - FX
L, AJORIRASTTEEBMHNZENINCAK, HEMMNILENFRKEL, NUKMAEXESE

:l\EE
o

But when the Coca-Cola Company starts laying those off, and every other company in the world
— major company — does with just a relatively few players, you have now intensified the risk
that exists in the system.

B2, HrOr/RASIFaRRXLEEN, MR EEMAEAE - TEAE - (NEENRM
NEIEME, BIEEEMEIT REFFENIXE,

You have not shed risk at all, you have transferred it, and you have transferred it to very few
players.And those players have huge interdependencies with each other, and to some extent,
central banks and all of those similar institutions are vulnerable to the weaknesses of those
institutions.

MIRARBERNE, MELEE TE, MAMELKIEERBLETRIMMNNR, XES5FZ(E



FEERNBERBIXR, AEMEEL, FRBRITHMABEERUNAEE ZZEXLENIIRIEE R
RIRZI,

When Charlie and | were at Salomon, you know, they hated it if we brought up — and so
therefore, we didn't do it — that we were too big to fail.

SEBEMBERS N, RAE, WREAKRK, IIHITRE - Bit, BT84 - 3
KA TAEERIAF

But the truth was that if Salomon failed at that time, the problems for the rest of the system
could well have been significant.They might've been — who knows exactly what they would
have been?But they could have been quite significant.

BEXE, NRFERIANEKMN, BARGHMESNEBAIESRTE, thIIFTEESR - A
EBMHRSEMHA? BEMREIEEEE.

And when you start concentrating risks in institutions which are highly leveraged, and who
intersect with a few other institutions like that — all bearing same risks, all having the same
motivations in the trading departments — to take on more and more esoteric things because
they canbook more and more immediate profits, you are courting danger.
SIRFHRIEX L ERES BTN TR, HESH—LEXBAINAIEX - FRE XN
EGBAERERIXEE, FrAXERRER S BEEBNN - ABEKEZIRENRA, BN
b T AT TR Z RO B EF)E, RIEEIKER.

And that's why | wrote about it this time.And | — it's not a prediction, it's a warning.
EXMERXRENERERE., & - XA, me—1E%.

39. Do managers love the business or the money?
ZIEEAERZITTUEEEH?

WARREN BUFFETT: Number 10, and then we will break for lunch right after this.
WARREN BUFFETT: 105, ARHITEELZERR.

AUDIENCE MEMBER: Good morning, my name is Ho Nam from San Francisco, California.l
have a two-part question regarding how you evaluate your managers.

MR B EYF, FBRFEXRBMAERBILMIBEILAHO Nam, XFIIIHELE, HE
— P HMERD H R RYE)RE,

In your annual report, you wrote that Berkshire Hathaway owns "good to great" businesses and
employs "great to great" managers, and we're thankful for that.

FEMNEERST, FEE, HRHREHFELSRE MBE ST, HERHAREIG
RHZEN, BAIUERREM

When you hire a manager, or are evaluating the management team of a business you're
thinking about buying, what are the qualities you look for?
SIEEIERE, IEEHLBEESESRWINEWRERREAN, BIHNRRETA?



And some of your managers were entrepreneurs who started their businesses from scratch
when their business models were unproven, and some of them took over businesses that were
already performing well when they took charge.

MN—LEREERWER, JtMINBWARIUREIEXH, MIIMNERGEN, HEh—ShWigsE
T BRI A R R R FAI L,

What are the qualities of a great entrepreneur that might be different from those of a manager
who can be great at running a company that's established, but may not be able to start a
business from scratch and tinker around with a business model and figure out howto make it
successful?

— MEANEBW RN GR AT EES AR e RIFINEZE—RELRIINATNZIERE, BrEE
EMETFHA RN A B A2 e WAR T F 7B R A al{E E pIN?

WARREN BUFFETT: Yeah, well we love managers that have a passion for their business.And
when we're buying a business we have to ask ourselves, "Do they love the money or do they
love the business?"

WARREN BUFFETT: 28, ISR STHABNLIEAN, SHAWIZ—KEWE, Fef]
AMEREES, “MIIEVXLEEEZ MR X SS? 7

If they love the money, there's nothing wrong with that, but they probably wouldn't be running
the business for us a year or two down the road.

MRMMNEMXER, BIMREE, BRNTEFASTERK-—MEARNFENEEITLS.

0d

| think one difference is that people that create their own businesses, the entrepreneurs,
probably, on average would have a significantly greater degree of passion for those businesses
than somebody that was just brought in a few years ago and sees themselves as making a
profit ina few years on reselling the business and leaving.

BIANA— T AREZAET, SIEEECSHNEWNA, R, FImsE, HXERWRIRSELL
FRININIERNEWEXR, FIANNESEEEWSMER/LE,

| — you'll find exceptions in both camps.But we've had terrific luck with the entrepreneurs who
basically love their businesses the way | love Berkshire.l mean, they are not going to let
anything happen to their businesses.

B - IRSEM TEERHEIGIN, ERMNMALER ERZB BT WER—1F, HEIFEE
iz, BERARER. BHNERE, IIAFILETSHBEREEMIMNWS L,

They can — you know, they'll tell me to butt out if I'm going to screw up something in their
operations, and they don't regard them — | mean, in a certain sense, | mean, they know they're
part of Berkshire.

it 1B A - fRZ0E, 1SS IRE, MRBBEMNNOITHRRIE—LERA, MIIASZEAMA] -
BHNERE, EEMEX L, ZHNEEE, thAEM(11E=%E/RIN—87.,

But they regard them in a certain jealousy, almost, as being their businesses, and we love it that
way.



BEEAMHANEMNEEMPRP S, LFMEMINEL—F, HMEERRE,

And you know, we can spot it when we see it.And we also can avoid it.

MmEfRAME, BMIAIMERIENANE. RIBAINERE.

We have never — | just got one in the other day, something from an investment banker on
somebody that wants to resell a business they bought a few years ago.

BAIMEIRE - BERBJLRNZR—45RA, —SRERFRITROABEZEEMITLER LN
—RAF,

Well you know, the chances that they haven't doctored up the figures in some way or are trying
to sell, I mean, you know, they're — it's a piece of meat to them.And if it's a piece of meat to
them, you know, what am | going to do with it?

1R, fREIE, tATEBEUEMARNENRFHIELENATEY, HNEEE, RMNE, (2
- XA RIRE—IRA ., MREMBITRIRE—IRE, REAE, FIXEAMIE?

So we — if we make the proper judgment about the passion they have for their business,
they're going to keep running — they may have a lot of money in the bank — but they're going
to keep running the businesses for us,because they love those businesses.

PTLATRAT - W%ﬁMﬁMMﬁﬂﬂmmlmmEﬁMM% MMA%aﬁﬁ-MMT%TﬁﬁE
BRZH - EISBRENBAIZRE WS, Rz xERl,

And they really are motivated the same way | am.You know, it wouldn't make any difference
what | get paid, you know.I'm identified in my own mind, with how Berkshire does.
ENNE BN, RAE, BEIRMAREEAX?, £HRER, HEZXRE 7THER
#IRRIHE.

| really don't care how the rest of the world thinks about how Berkshire's doing.l mean, in other
words, when we looked like we were out of step a few years ago, that really doesn't make any
difference to me, as long as | feel OK about how Berkshire is doing.
BENAEFHAEMMAMAERARARNTAN. RO1ER, RO1ER, SEMNEEFR/LE
BIEAIRE T SN, REFIMBRARNITHREGR, IBXNBRIRENSBEATRNN.,

But | do — you know, that's how | measure what I'm doing every day — not by the price of the
stock, but by what's going on in the business.And that's what — we have a group of managers
like that, and there —

BIERME - BB, XMEBHGEERBRFIMIEF - FT2RIRENNTE, MEBIWSH A
FNEB. BEHA - BAVE—BFHEXFNZE, MA -

| don't think there's — well, there can't be a company in the country, in my view, that, if you
could figure out some way to measure the passion involved, in terms of running their business, |
don'tthink there's anybody that could come close to matching the quantity that we have
managed to marshal together at Berkshire.

BIANNRE - 1B, ABEXR, AXTEREAHUEE—RRAE, MRIRERR—ERERGERR



WRAVEIE, MAEWLSMS, BARRANFEAATNRIELEBIIEERFERESHN

=
==

It's been accidental over time, but it's really almost unique.l think it is unique.

FEERERBEBERBAN, EE/LFER—T M., TANXZH—T .,

Charlie?
E1E?

CHARLIE MUNGER: Well, it's very interesting to think about what matters most, the passion or
the competence that was borne in?
CHARLIE MUNGER: 18, ZR&2EMN, HIENEHZIEEEEBAY?

Certainly Berkshire is full of people who have a peculiar amount of passion in their love for their
own business.And | would argue that probably the passion is more important than the
brainpower.

SR, HRAFRARHRTHECHNBURFHRBEOA. BoAN, HBETELEENEERER,

WARREN BUFFETT: Yeah, and by the time they get to us, if they were passionate but
incompetent, they don't get to us.

WARREN BUFFETT: 28, Sfttf1ZIFHMXEN, MRMINFZHRIBETEE, MK EK
17,

| mean, they're not going to be there unless they're competent, but the question is whether they
had a passion for money or a passion for their business, to some degree.

BNERZE, MRIEtIIEEEN, SNMMIAESERE, BREZMNESN ST HmAIE, HE
FEEMIZE DI S5 7R HRIE,

And they all like money, and the reason — and they like it, partly, because it enables them to
build the business they love.

I EREHR, FEA - thERE, BoRERREANEEMIIESEIIESEREI,

But they don't — we're not going to see an incompetent, but passionate, manager by the time
we start laying out a lot of money for a business.

BEANRE - SBRAIFRNEUEEREREN, HNAZEE—TTE, BRFRFNLE,

They got weeded out a long time ago.So | don't have to weed those out, but | do have to weed
out the ones who want to cash a big paycheck and go off and do something else at some
time.And like | say, we've had great luck at that.

I RAARIFRIBOEA T . Eitb, BADRXEREHIRE, EERAENEABLERELIK
EFKAREEENMRMMEMSBIOA . MEFRRNOE, BTSRRI,

But we have literally — | mean, we see lots and lots of businesses owned by — usually owned
— by financial operator types, where it's absolutely clear that, you know, they have come in,
they've leveraged it up, they'veplayed games with the accounting.



BRATRE - BREEZE, RNBIRSRSEWERAS - BEAESMCERTREASE - £HE
BIERE, RAE, fiIEZEN, WIELXFBTEN], MIELBS I,

They — that has about run out, you know, and they want to sell it. And interestingly enough,
fairly often, those are built by — bought by — other financial operators who think they're going
to play the game a second time.

find] - {RAE, EELRRT, Mi8ZiEE., BBNE, BEBAT, MEEHEMEREE
RIERY, XETCERIANAMLITRE XS 5.

Sat, May 3 20083 - 9:00 AM



