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			To Mom, Dad, and my sister Amanda—For giving me the greatest gift in life, a loving family.

			To my wife Jessica—From lifelong road trips to raising our family, I’ll always be by your side.

			To my son Jack—I will do my best as a dad to try and live up to the high bar Papa set for me.

		

	


		
			

			Introduction

			For one of the financial world’s most storied events, the Berkshire Hathaway annual meetings were long available to just a relatively small group. For decades, it was an in-person event held each spring in Omaha, Nebraska, with no video recordings. (In the 2000s and 2010s, value investors like myself waited anxiously for notes taken by meeting attendees to be shared online.) That changed in 2018 when Berkshire Hathaway released the annual meeting videos dating back to 1994. While this precious resource was now widely available for all to access, it still presented a daunting task for an individual who hoped to derive valuable insights on a particular topic of interest.

			This book will hopefully be a useful resource for those in search of a solution to that problem. As Warren Buffett noted at the 1998 Berkshire Hathaway annual meeting, he believed that Larry Cunningham’s The Essays of Warren Buffett: Lessons For Corporate America—a synthesis of Buffett’s annual shareholder letters, organized by theme—was the book that did the best job of conveying the lessons that he hoped to share with investors and business owners. (Buffett: “He has done a first-class job of organizing, by topic, all these things that I’ve written … If I were picking one thing to read, that would probably be the one.”) I have a dog-eared copy of Cunningham’s book on my desk and consider it a must read for people who are interested in business and investing.

			This book was inspired by Cunningham’s work, and seeks to perform a similar act of synthesis for the countless unscripted insights delivered by Warren Buffett and Charlie Munger at Berkshire Hathaway annual meetings since the early 1990s. I have reviewed every Berkshire Hathaway annual meeting from 1994 to 2024, covering more than 1,700 questions over 31 years. Buffett and Munger’s answers represent a treasure trove of investment and business wisdom; the goal of this book is to unlock that trove and to make it accessible to all. 

			Over the past five years, I listened to each of those 31 annual meetings. I then organized all of the questions by topic, and selected roughly 500 answers that offered the most valuable insights for business people and fellow investors. This is the output from that exercise.

			To that end, I have organized this book based on a number of important investment and business themes, including the skills and temperament required to be a successful long-term investor, the art of business valuation, living with uncertainty and market volatility, defining your circle of competence, thinking about opportunity costs, navigating macroeconomic uncertainty, and many more. While Buffett and Munger have said many insightful things about politics, life lessons, etc., that is not the focus of this book.

			As you might imagine, Buffett and Munger covered similar ground at multiple meetings over the years, as their investment approach has largely remained unchanged for decades. For that reason, when an answer was largely comparable to a prior year, I’ve only kept the most useful phrasing. In addition, when the wording wasn’t additive to the heart of the answer, I’ve edited it for clarity and conciseness. Any changes to direct quotes were made with deep respect and admiration for Buffett and Munger, with the goal being to fairly and fully present their ideas to the reader.

			

			Much of what I’ve learned about investing and business came from Buffett and Munger. For that, I will be forever grateful. Hopefully this book will help pass that wisdom to the next generation of investors. It’s my attempt to thank Buffett and Munger for all that they have given to the investment community. 

			One final note: I will donate 50% of my net proceeds (after-tax) from this book to GLIDE, a charitable organization that Buffett has supported for years. While Warren’s philanthropic endeavors are not the focus of this book, that is another part of life where he has proven to be a leader and a role model.

			Alex Morris

			Davie, Florida

			2024

		

	


		
			

			Part One: Value Investing

			“We’re trying to buy businesses we want to own forever, and if you’re thinking that way you might as well look back a way and see what it’s been like to own them forever.”

			“The growth aspects overall of a market are not a big factor with us; it’s really a question of figuring out who’s going to win what game, and who’s going to lose what game.”

			“Time is the enemy of the poor business, and it’s the friend of the great business.”

			“I think you would better understand any presentation using the word EBITDA, if every time you saw that word, you just substituted the phrase, ‘bullshit earnings.’”

			“You’re a better doctor if you drop by the pathology department occasionally.”

		

	



		
			

			Introduction

			The primary objective in investing, whether buying a single share of a stock or acquiring 100% of a company, is straightforward: to get more than what you pay for. Or, as Buffett puts it, “Value is getting a lot for the expectable future cash flows in terms of what you’re laying out today.”

			As we think about the art of intelligently applying a framework for assessing value and making investment decisions in practice, a number of pertinent considerations arise, including our time horizon, our ability and willingness to bear risk, and position sizing / diversification, among others. Those topics, the foundation of a sound investment philosophy, are the focus of part one.

			While many investors start their journey in search of a magic formula with mathematical precision, that is ultimately a fool’s errand. In investing, to paraphrase Keynes, it’s sufficient to be roughly right, especially if it helps to avoid the risk of being precisely wrong. As Munger notes, the broader objective is continual learning and improvement, to wake up slightly wiser each day: “If you have a passionate interest in knowing why things are happening, and you are always trying to figure out the world in terms of why is this happening or not happening—that cast of mind, over long periods, gradually improves your ability to cope with reality. If you don’t have that cast of mind, I think you’re destined, probably, for failure, even with a pretty high IQ.”

		

	



		
			

			Subjects and Meetings Featured

			Value Investing

			2009 Meeting (02:48:46)

			2012 Meeting (00:47:33)

			2015 Meeting (04:37:26)

			2016 Meeting (03:19:48)

			2019 Meeting (01:27:59)

			2023 Meeting (00:43:24)

			Stock Selection

			1998 Meeting (03:02:34)

			2012 Meeting (02:54:55)

			Business Quality

			2003 Meeting (04:10:30)

			Success in Business and Investing

			1998 Meeting (03:10:53)

			1999 Meeting (03:46:30)

			2002 Meeting (01:53:48)

			2003 Meeting (01:55:19)

			2004 Meeting (01:21:13)

			2004 Meeting (04:33:03)

			2007 Meeting (01:39:54)

			2009 Meeting (00:58:32)

			2010 Meeting (03:42:57)

			2010 Meeting (04:10:51)

			Reading Annual Reports

			1998 Meeting (01:30:00)

			

			When to Sell

			2009 Meeting (01:52:53)

			Owning Businesses

			1999 Meeting (03:19:43)

			2002 Meeting (00:35:31)

			Avoiding Difficult Decisions

			1994 Meeting (01:20:08)

			Declining Businesses

			2012 Meeting (02:49:31)

			Due Diligence

			2014 Meeting (03:19:30)

			Public and Private Markets

			1994 Meeting (01:44:52)

			Time Horizons and Risk

			1994 Meeting (01:54:34)

			Volatility and Risk

			1998 Meeting (04:34:37)

			2001 Meeting (03:43:27)

			Cyclicality and Lumpy Earnings

			2011 Meeting (04:58:46)

			Holding Cash

			1994 Meeting (02:10:36)

			1995 Meeting (02:36:57)

			2004 Meeting (01:43:49)

			2006 Meeting (01:43:19)

			2019 Meeting (03:34:01)

			

			Buffett’s Research Process

			1994 Meeting (02:15:45)

			1998 Meeting (01:40:05)

			Investing Styles

			1994 Meeting (02:22:56)

			Position Sizing and Diversification/Concentration

			1994 Meeting (02:55:31)

			1996 Meeting (02:43:36)

			2001 Meeting (03:48:55)

			2003 Meeting (02:36:36)

			2003 Meeting (04:54:51)

			2004 Meeting (01:36:43)

			2008 Meeting (02:01:33)

			2012 Meeting (01:51:04)

			2019 Meeting (04:47:25)

			2023 Meeting (02:02:15)

			Required Growth Rates

			1994 Meeting (03:21:48)

			Recovering from Poor Investments

			1995 Meeting (01:01:17)

			Patience (Watching for the Fat Pitch)

			1995 Meeting (01:45:15)

			First Question on an Investment

			1995 Meeting (02:21:45)

			Ben Graham and Phil Fisher

			1995 Meeting (02:44:01)

			The Role of Math in Investing

			

			1995 Meeting (03:51:29)

			Historic Financial Data

			1995 Meeting (03:54:41)

			Assessing Competitive Advantages

			1995 Meeting (04:03:48)

			Opportunity Costs

			1995 Meeting (04:18:03)

			2003 Meeting (05:04:30)

			Reading Annual Reports

			1996 Meeting (02:19:16)

			Owning Great Companies

			1996 Meeting (03:21:17)

			Business Risk, Investment Risk, and Mr. Market

			1997 Meeting (00:37:16)

			Active Management and Professional Investors

			1997 Meeting (01:21:40)

			2006 Meeting (02:24:08)

			The Five-Minute Test

			1997 Meeting (02:03:48)

			Margin of Safety

			1997 Meeting (03:15:20)

			2007 Meeting (01:09:24)

			Leverage and Options

			1997 Meeting (04:18:26)

			2004 Meeting (02:25:01)

			2005 Meeting (03:47:34)

			

			2008 Meeting (00:21:56)

			Cigar Butt Investing

			1998 Meeting (00:16:29)

			2001 Meeting (04:48:55)

			EBITDA

			1998 Meeting (02:56:54)

			2002 Meeting (01:21:11)

			2003 Meeting (03:44:35)

			2017 Meeting (04:59:06)

			Maintenance CapEx and Business Quality

			1998 Meeting (04:05:22)

			Scuttlebutt (On-the-Ground Research)

			1998 Meeting (04:27:09)

			Evaluating Decisions (Postmortems)

			1999 Meeting (04:50:18)

			Investment Research and the Silver Bullet

			1999 Meeting (04:54:53)

			Mistakes of Omission

			2001 Meeting (00:22:58)

			Size Constraints

			2007 Meeting (02:18:06)

			2008 Meeting (00:38:16)

		

	



		
			

			Value Investing

			2009 Meeting (02:48:46)

			Warren Buffett: “Charlie and I think there is no other kind of investment than a value investment. In other words, we don’t know how anybody would invest in a non-value investment. We’ve always been puzzled by the term ‘value,’ suggesting it contrasts with growth. Value is getting a lot for the expectable future cash flows in terms of what you’re laying out today. Every time somebody characterizes us as value investors, we ask: What other kind could there be?”

			2012 Meeting (00:47:33)

			WB: “Probably the silliest stuff we’ve seen taught at major business schools has been in the investment area. It is astounding how they’ve focused on one fad after another in finance theory, and it’s usually been very mathematically based … Investing is really not that complicated. I would have two courses: one on how to value a business, and another on how to think about markets. If people grasped the basic principles in those two courses, they would be far better off than if they were exposed to a lot of things like modern portfolio theory or options pricing. Who needs options pricing to be an investor? 

			“The teaching of investments has totally drifted away. I look at the books that are sometimes used, and there’s really nothing in there about valuing businesses—but that’s what investing is all about. If you buy businesses for less than they’re worth, you’re going to make money. And if you know the difference between the businesses that you can value and the ones you can’t, you’re going to make money. But they’ve tried to make it a lot more difficult. That’s what the high priests in any particular arena do; they have to convince the laity that the priests need to be listened to.”

			Charlie Munger: “The folly creeps into the accounting, too. The optimal way to price a very long-term option on the stock of a big business you understand—or even a stock market index—is not by using Black-Scholes. And yet the accounting profession does that. They want some kind of a standardized solution that requires them not to think too hard, and they found one.”

			2015 Meeting (04:37:26)

			WB: “We basically look for companies where we think we could understand what the future will look like in five, ten, or fifteen years. That doesn’t mean we calculate it to four decimal places—but we need to have a feel for it, and we know our limitations. We stay away from a lot of things … We just keep reading and thinking and looking at things that come along; as Charlie describes it, comparing Opportunity A with Opportunity B. When we were capital-constrained, we usually had to sell something if we were going to buy something else. And that always makes for an interesting challenge, when you’re measuring something you hold against something that has come along, to see which is more attractive. We probably leaned very much toward things where we felt we were certain to get a decent result, as opposed to where we were hopeful of getting a brilliant result. We went with our instincts and kept putting one foot in front of the other.”

			

			CM: “We had some good fortune. Warren says he was lucky to go find GEICO, but not every twenty-year-old was going down to Washington DC, and knocking on the doors of empty buildings to try and find something out that he was curious about. So we also made our own luck by being curious and seeking wisdom—and we certainly recommend that to anybody else. There’s nothing that produces wisdom more thoroughly than really getting your own nose whacked hard when you make a mistake—and we had a fair amount of that, didn’t we?”

			WB: “We had plenty. We thought we knew the department store business in Baltimore [with Hoschild-Kohn] and we thought we knew about the trading stamp business [with Blue Chip Stamps]. We’ve had a lot of experience with bad businesses, and that really makes you appreciate a good business. To some extent, it sharpens your ability to make distinctions between the good ones and bad ones. And we’ve had a lot of fun along the way. That helps too. If you enjoy what you’re doing, you are likely to get a better result than if you go to work with your teeth clenched every morning.”

			CM: “I think we were helped because we came from families where there were some admirable people, and we tended to identify other admirable people better than we would if we had come from a different background. My deceased wife used to say, ‘You can’t accomplish much in one generation.’ We owe a considerable amount, both of us, to the families that we were raised in.”

			2016 Meeting (03:19:48)

			WB: “I owe a great deal to Ben Graham in terms of learning about investing. And I owe a great deal to Charlie, in terms of learning a lot about business. I’ve also spent a lifetime looking at businesses, seeing why some work and why some don’t. As Yogi Berra said, ‘You can see a lot just by observing.’ That’s pretty much what Charlie and I have been doing for a long time. 

			“It’s also important to recognize what you can’t do. We may have tried the department store business and a few things, but we’ve generally tried to only swing at things in our strike zone [within our circle of competence]. It really hasn’t been much more complicated than that. 

			

			“You don’t need the IQ in the investment business that you need in certain activities in life, but you do have to have emotional control. We see very smart people do very stupid things; it’s fascinating. Just take the people who get very rich and then leverage themselves up in some way that they lose everything. They are risking something important for something that isn’t important. Well, you could figure that out in first grade, but people do it time after time.”

			CM: “There are a few simple tricks that work well, particularly if you have a temperament that has a combination of patience and opportunism in it. And I think that’s largely inherited, although I suppose it can be learned to some extent. Then I think there’s another factor that accounts for why Berkshire has done as well as it has: We’re really trying to behave well. 

			“I had a great-grandfather; when he died, the preacher gave the talk, and he said, ‘None envied this man’s success, so fairly won and wisely used.’ That’s a very simple idea, but it’s exactly what Berkshire’s trying to do. There are people who make a lot of money and everybody hates them; they don’t admire the way that they earned the money. I do not particularly admire making money running gambling casinos. We don’t own any. And we’ve turned down certain businesses, including a big tobacco business. I don’t think Berkshire would work as well if we had just been terribly shrewd and didn’t have a little bit of what the preacher said about my grandfather. We want to have people think of us as having won fairly, and used wisely.”

			2019 Meeting (01:27:59)

			WB: “As Charlie has said, all investing is value investing. You’re putting money out now to get more later on, and you’re making a calculation as to the probabilities of getting that money, when you’ll get it, and what interest rates will be in between. The same calculation goes into it, whether you’re buying a bank at 70% of book value or if you’re buying Amazon at a very high multiple of reported earnings. Our investment managers [Todd Combs and Ted Weschler] making the Amazon investment decision are absolutely as much value investors as I was when I was looking around for all these things selling below working capital many years ago … They are looking for things where they feel they understand how the business will develop between now and Judgment Day, in cash. Current sales and current profit margins make some difference. The level of tangible assets, whether the business has excess cash or excess debt, it all goes into the calculation as to whether they should buy A, B, or C. They are absolutely following value principles … The considerations are identical. 

			“In the end, it all goes back to Aesop, who said in 600 B.C. that a bird in the hand is worth two in the bush. When we buy Amazon, we try and figure out whether there’s three or four birds in the bush and how long it will take to get to the bush, how certain it is that we’re going to get to the bush, and then who else is going to come and try and take the bush away. Despite a lot of equations you learn in business school, that’s the basic equation … That will guide me, and that will guide my successors in investment management at Berkshire.”

			

			CM: “I don’t mind not having caught Amazon early. Jeff Bezos is kind of a miracle worker. It’s very peculiar. I give myself a pass on that one. But I feel like a horse’s ass for not identifying Google [Alphabet] better. I think Warren feels the same way. We screwed up.”

			WB: “He’s saying we blew it. We had some insights, because we were using Google ads at GEICO, and we were seeing the results produced. We were paying $10 a click for something that had a marginal cost to Google of exactly zero. And we saw that the ads were working for us.”

			CM: “We could see at GEICO how well Google advertising worked—and we sat there sucking our thumbs. So, we’re ashamed and we’re trying to atone. Maybe Apple was atonement.”

			2023 Meeting (00:43:24)

			CM: “I think value investors are going to have a harder time now that there’s so many of them competing for a diminished bunch of opportunities. My advice is to get used to making less.”

			WB: “Charlie has been telling me the same thing the whole time we’ve known each other.”

			CM: “But we are making less. We did better when we were younger.”

			WB: “That’s mostly, I think, because we never thought that we would be managing $500 billion. But I would argue that there’s going to be plenty of opportunities … What gives you opportunities is other people doing dumb things. And I’d say that in the fifty-eight years that we’ve been running Berkshire, there’s been a great increase in the number of people doing dumb things. 

			“They do big, dumb things. And the reason they do it, to some extent, is because they can get money from other people so much easier than when we started. You could start ten or fifteen dumb insurance companies in the last ten years, and you could become rich if you were adroit at it. Whether the business succeeds or not, the underwriters and the lawyers got paid. It couldn’t be done fifty-eight years ago; you couldn’t get the money to do some of the dumb things that we wanted to do, fortunately. 

			“The big money now is in selling other people’s ideas. It isn’t in outperforming. If you run small amounts of money, I think the opportunities will be greater. But Charlie and I have always differed on this subject. He likes to tell me how gloomy the world is. I like to tell him, ‘We’ll find something.’ So far, we’ve both been kind of right. Charlie, will you budge an inch or not?”

			

			CM: “There is so much money now in the hands of so many smart people all trying to outsmart one another and out promote one another, getting more money out of other people. It’s radically different from the world we started in. I suppose it will have its opportunities, but it’s also going to have some unpleasant episodes.”

			WB: “But they’re trying to outsmart each other in arenas that you don’t have to play in. 

			“The world is overwhelmingly short-term-focused. If you go to a quarterly call, they’re all trying to figure out how to fill out a sheet to show earnings for the current year, and the management team is interested in feeding them expectations that will be slightly beaten. That is a world that is made to order for anybody just trying to think about what you can do that should work over five, ten, or twenty years. I would love to be born today, to go out with not too much money and—hopefully—turn it into a lot of money. Charlie would, too, actually. He would find something to do, I guarantee you. It wouldn’t be exactly the same as before, but he would end up with a big, big, big pile.”

			CM: “I would not like the thrill of losing my big pile. I like my big pile the way it is.”

			WB: “We agree on that incidentally.”

			Stock Selection

			1998 Meeting (03:02:34)

			WB: “The criteria for selecting a stock is really the criteria for looking at a business. We are looking for a business we can understand. They sell a product that we think we understand, or we understand the nature of the competition and what could go wrong with it over time. And then we try to figure out whether the economics, the earnings power, over the next five, ten, or fifteen years is likely to be good and getting better, or poor and getting worse. Then we try to decide whether we’re getting in with people that we feel comfortable being in with. And then we try to decide what’s an appropriate price for what we’ve seen up to that point in the business. 

			“What we do is simple, but it is not necessarily easy. The checklist that we go through in our minds is not very complicated. Knowing what you don’t know is important; knowing the future is impossible in many cases, and difficult in others. We’re looking for the ones that are relatively easy. Then you have to find it at a price that’s interesting to you, and that’s very difficult for us now (although there have been periods in the past where it’s been a total cinch). 

			

			“That’s what goes through our mind. If you were thinking of buying a gas station, dry cleaner, or convenience store to invest your life savings in and to run as a business, you’d think about the competitive position and what it would look like five to ten years from now, and how you were going to run it, or who was going to run it for you, and how much you had to pay. That’s what we think of when we look at a stock, because a stock is nothing other than a piece of a business.”

			CM: “When finance is properly taught, it should be taught from cases where the investment decision is easy. I always cite the early history of National Cash Register (NCR); it was created by a fanatic who bought all the patents, had the best salesforce, and had the best production plants. He was a very intelligent man and passionately dedicated to the cash register business. And it was a godsend to retailing when cash registers were invented. Cash registers were the pharmaceuticals of a former age. If you read an early annual report prepared by John Henry Patterson, who was CEO of National Cash Register, any idiot could see this was a talented fanatic who was very favorably located—and, therefore, the investment decision was easy. If I taught finance, I’d collect a hundred cases like that. That’s the way I would teach students.”

			WB: “We have that NCR annual report from 1904. It’s really a classic because Patterson not only tells you why his cash register is worth to people about twenty times what he’s selling it for, but he also tells you that you’re an idiot if you want to go into competition with him.”

			2012 Meeting (02:54:55)

			WB: “We try and stay away from things that we don’t understand. And when I say understand, I mean we’ll have a reasonable fix on what the earnings power and competitive position will look like in five or ten years. So, I’ve got some notion of how the industry will develop and where the company will stand within the industry. That eliminates a whole bunch of things. 

			“Beyond that, if the price is crazy, even though I understand it, that eliminates another bunch of companies. You get down to a very small universe, and then you get down to a particularly small universe when we’re working with lots of money, as we are now … There’s industries we know that may have a wonderful future, but we don’t have the faintest idea who the winners will be. So there’s a whole lot of things we don’t think about. 

			“Charlie and I have a number of filters that companies have to get through very quickly before we’re willing to think about them. Sometimes we are thought of as rude—probably Charlie a little more often than me—because people will call and start explaining some idea, and it just doesn’t make it through the first filter or two. We think we’re saving their time if we just politely say we have no interest, and we don’t want to have you finish the sentence. 

			

			“We don’t have to do very many things that work. That’s the beauty of this business. You don’t have to be able to spell five hundred words to get to the end of the spelling bee and beat everybody else.” 

			CM: “There are a couple of little rules of thumb. If it’s got a really large commission on it, don’t read it, because the chance that somebody who is paying a very high commission will give you a big advantage is very low. The other thing that is helpful in reverse is to look at what other smart people are buying. That is not a crazy search method as a way to sort opportunities to consider.”

			WB: “I used to grab the updated Graham-Newman reports as fast as they would come out. If Graham-Newman was doing something, it was certainly worth my time to look at it.” 

			Business Quality

			2003 Meeting (04:10:30)

			WB: “The ideal business is one that earns very high returns on capital and can keep using lots of capital at those high returns. That becomes a compounding machine. If you can put $100 million into a business that earns 20% on capital, ideally it would be able to earn 20% on $120 million the following year, $144 million the following year, and so on. You could keep redeploying capital at these same returns over time. But there are very, very, very few businesses like that. 

			“Unfortunately, good businesses like Coca-Cola or See’s Candies don’t require much capital. And the incremental capital doesn’t produce anything like the returns produced by some great intangible [asset]. We would love a business that could redeploy all of its earnings, or even well beyond the earnings: We’d love to have a business earning 20% on $100 million where, if we put another $1 billion in, it would earn 20% on that $1 billion. But those businesses are so rare … 

			“Most of the great businesses generate a lot of money; they do not generate lots of opportunities to earn high returns on incremental capital. We can deploy X at See’s and earn a lot of money, but if we put 5× 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 5× we don’t earn any more money. They just don’t have the opportunities to use incremental capital. We look for them, but they don’t exist … 

			

			“We’ve largely bought businesses that earn good returns on capital, but which have limited opportunities to earn anything like the returns on their base business with incremental capital. 

			“The good thing about our structure at Berkshire is that we can take businesses that earn good returns on capital, but which don’t have the opportunity for returns of a similar magnitude on incremental money, and move that money around to buy other businesses. Take the newspaper publishing business, which has been a fantastic business over the years: You earned terrific returns on your own invested capital, 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. But the people in that business felt the only thing they knew was newspaper publishing or media, so their options were limited. We can move money any place that it makes sense, and that’s an advantage of our structure … See’s has produced probably $1 billion of pre-tax earnings for us. If we tried to employ that in the candy business we would have gotten terrible returns over time. But because we moved it around, it enabled us to buy some other businesses over time.”

			CM: “A good but not fabulous business tends to fall into two categories. 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 it will do just as well without it as it would if that cash stayed in the business. The second business is one that reports the 12% return on capital but there’s never any cash. It reminds me of the used construction equipment business. My old friend, John Anderson, used to say, ‘In my business, every year you make a profit, and there it is, sitting in the yard.’ There are an awful lot of businesses like that; the money is needed just to keep going, to stay in place, so there’s never any excess cash. That business doesn’t enable headquarters to drag out all the cash and invest it elsewhere. We hate that kind of business.”

			WB: “It would be terrific if every one of our great businesses had ways to deploy additional capital at great rates, but it doesn’t happen. Gillette has a great razor and blade business, but there’s no way they can keep putting those profits back into the razor and blade business. It just doesn’t take that kind of capital. They have to deploy some money, but it’s peanuts compared to the razor and blade profits. The temptation then is to go out and buy other businesses—but we don’t think that the batting average of American industry in redeploying capital has been great … In a sense, we sort of knock the very procedure that has got us to where we are.”

			

			Success in Business and Investing

			1998 Meeting (03:10:53)

			WB: “If you’re interested in business, you ought to learn all the accounting you can. It is the language of business. That doesn’t mean it’s perfect, so you have to know the limitations. 

			“I would also advise you to work at a number of businesses. There’s nothing like seeing how business operates to build your future judgment about businesses. When you understand which businesses are very competitive and which are less competitive, and why that works that way, it adds to your knowledge. I would take accounting courses, I would do a lot of reading about investments, and I would get business experience. I would talk with people that are in business to find out what they think makes their operation tick, or to see where they have problems and why. 

			“Sop it up every place you can. And if it turns you on, you’ll do well in it. Certain activities grab different people. If you understand business, you understand investments. Investments are simply business decisions in terms of capital allocation.”

			CM: “There’s also the little matter of underspending your income year after year after year. That really works if you keep at it.”

			WB: “Any $1 you save before you get out and start having a family is probably worth $10 later on simply because you can save it and invest it. The time to save is when you’re young; you’ll never have a better time to save, because the expenditures come along whether you like them or not. Work for yourself first, and put the money aside. I was lucky that way, I didn’t have to pay for my own college. I probably wouldn’t have gone to college if I’d had to pay for it. I was able to save everything I made in my teens, and those dollars got magnified quite a bit. Whereas when I started selling securities, the money I made then was taken up by family needs to quite an extent. So start saving early. A lot of that is a habit anyway; it’s a great habit to have.”

			1999 Meeting (03:46:30)

			WB: “Compound interest behaves like a snowball on sticky snow. The trick is to have a very long hill, which means starting very young or living to be very old. If I were getting out of school today and had $10,000 to invest, I’d start with the As and go right through all of the companies. And I probably would focus on smaller companies, because I would be working with smaller sums and there’s more of a chance that something is overlooked in that arena. It wouldn’t be like doing that in 1951 when you could leaf through and find all kinds of things that just leapt off the page. But that’s the only way to do it. You have to buy businesses, and you have to buy them at attractive prices, and you have to buy into good businesses. That advice will be the same 100 years from now. That’s what it’s all about. 

			

			“You can’t expect anybody else to do it for you. People will not tell you about wonderful little investments. It’s not the way the investment business is set up. When I first visited GEICO in January 1951, I went back to Columbia. And the rest of that year, I went down to Blythe and Company and to one other firm, Geyer & Co., which was a leading insurance analyst. I thought that I had discovered this wonderful thing, so I’d see what these great investment houses that specialized in insurance stocks said; they told me I didn’t know what I was talking about. It wasn’t of interest to them. You’ve got to learn what you know and what you don’t know. Within the arena of what you know, you have to pursue it very vigorously and act when you find it. You can’t look around for people to agree with you. You can’t look around for people to even know what you’re talking about. You have to think for yourself. And if you do, you’ll find things.”

			CM: “The hard part of the process for most people is the first $100,000. If you start at $0, getting to $100,000 is a long struggle for most people. And I would argue that people who get there relatively quickly are helped if they’re passionate about being rational, very eager, opportunistic, and if they steadily underspend their income grossly. Those factors are very helpful.”

			2002 Meeting (01:53:48)

			WB: “I don’t know to what extent it’s innate or to what extent it’s learned, but an ability to detach yourself from the crowd is a quality you need. A great IQ is not needed. You do not have to be terrifically smart to do well as an investor. 

			“I first learned from Ben Graham in a very big way; I learned something additionally from Phil Fisher; and I learned a lot from Charlie. And the proof is in my record, actually. From eleven to nineteen, I read every book there was on investments, and I didn’t do well at all. I had no real investment philosophy. I tried a lot of things and I was having a lot of fun, but I wasn’t making any money. Then I read Ben Graham’s book in 1949 [The Intelligent Investor] when I was at the University of Nebraska, and it changed my whole view of investing. Basically, it told me to think about a stock as a part of a business. Now, that seems so obvious … but once you crank into your mental apparatus that you’re not looking at things that wiggle up and down on charts, but instead you’re buying a business, you’ve set a foundation for thinking rationally about investing. 

			“There’s no reason you need a high IQ … Temperament, however, is enormously important; it may be innate, it may be learned, it may be intensified by experience or reinforced in various ways. You have to be realistic. You have to define your circle of competence accurately. You have to know what you don’t know, and not get enticed by it. You have to have an interest in money, I think, or you won’t be good at investing. But if you’re very greedy, it’ll be a disaster, because that will overcome rationality. 

			

			“The books I read that really molded how I thought about businesses and investing are just as valid now. I’ve seen nothing to improve on Graham and Fisher in terms of the basic approach of investing, which is to think about stocks as businesses, and then to think about what makes a good business. That’s all there is to investing, and having a margin of safety, which Ben talks about. It’s not complicated, but it definitely requires discipline. It requires insulating yourself from popular opinion. Listening to lots of people telling you things is just a waste of time. You’re better off sitting and thinking. You have to think about stocks in terms of their business characteristics and what they can earn on capital employed. 

			“I would read Graham and Fisher, and then read a lot of annual reports, think about businesses, and try and think about which businesses you understand and which you don’t. You don’t have to understand them all. Just forget about the ones that you don’t understand.”

			CM: “If you have a passionate interest in knowing why things are happening, and you are always trying to figure out the world in terms of why is this happening or not happening—that cast of mind, over long periods, gradually improves your ability to cope with reality. If you don’t have that cast of mind, I think you’re destined, probably, for failure, even with a pretty high IQ.”

			WB: “We’ve seen relatively little correlation between investment results and IQ. Not that there are a whole bunch of people out there with 80 IQs knocking the cover off the ball. But there are all kinds of people with high IQs that get no place. It’s more interesting to look at why people with high IQs don’t succeed, and then see if you can cast those factors out of yourself, and leave a residual that will work. 

			“It’s like Charlie says: ‘All I want to know is where I’m going to die, so I’ll never go there.’ If you study people who ‘die,’ financially, with high IQs and ask why, you’ll see certain overwhelming characteristics present in most cases. You have to make sure that you don’t possess them, or if you do possess them, that you can get rid of them or control them in some manner.”

			2003 Meeting (01:55:19)

			CM: “There’s a lot to be said for developing a temperament that can own securities without fretting. The fretful disposition is an enemy of long-term performance.”

			WB: “It’s almost impossible to do well in equities over a period of time if you go to bed every night thinking about the price of them. We think about the value of them; if they closed the stock exchange tomorrow, it wouldn’t bother me and Charlie at all … A lot of people have private companies and they never get a quote on them. We bought See’s Candies in 1972, we haven’t had a quote on it since; does that make us wonder about how we’re doing with See’s Candies? No, we look to the company’s results. 

			

			“Focusing on the price of a stock is dynamite; it really means that you think that the stock market knows more than you do. The stock market may know more than you do—but then you shouldn’t be in stocks. The stock market is there to serve you, not to instruct you. You need to formulate your own ideas on value, and if the price gets cheaper and you have funds, you should buy more … Where we make our mistakes, frankly, is when we focus on price and value and we start buying, and the price goes up a little and we quit, like we almost did on See’s Candies. 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 we stopped buying. We are not happy when things we’re buying go up in price. We want them to go down and down and down.”

			2004 Meeting (01:21:13)

			CM: “I don’t know anybody who is wise who doesn’t read a lot. On the other hand, that alone won’t do it. You have to have a temperament which grabs the correct ideas and does something with those ideas.”

			WB: “Temperament is all important. If you can’t control yourself, no matter what intellect you bring to the process, you’re going to have disasters. Investing is not a business that requires extraordinary intellect. It does require extraordinary discipline. That shouldn’t be so difficult, but as I look around the world sometimes, apparently it is quite difficult. The whole world went a little mad a few years back in terms of investments. And you say, ‘How could that happen? Don’t they learn anything from the earlier ones?’ But what we learn from history is that people don’t learn from history. You certainly see that in financial markets all the time.”

			2004 Meeting (04:33:03)

			CM: “I’ve watched Warren through all these decades, and he has learned a hell of a lot, even in the last twenty or thirty years … It’s a lifelong game, and if you don’t keep learning, other people will pass you by.” 

			WB: “But you don’t have to have any blinding insights or a high IQ. Look at PetroChina, for example … If you’re buying something like that at maybe one-third of what comparable oil companies are selling for, that’s not high-level stuff. You have to be willing to read the reports, but I enjoy doing that. You wouldn’t say that requires any high-level insights or anything.”

			

			CM: “When you were buying that block of stock, nobody else to speak of was buying. So, the insights can’t have been all that common. No, I think that takes a certain amount of what an old Omaha friend used to call ‘uncommon sense.’ He used to say, ‘There is no common sense. When people say common sense, they mean uncommon sense.’ Part of it, I think, is being able to tune out folly as distinguished from recognizing wisdom. If you just have whole categories of things you bat away, so your brain isn’t cluttered with them, then you’re better able to pick up a few sensible things to do.”

			WB: “We don’t consider many stupid things, we get rid of them fast … There was a great article in The New Yorker when the Fischer/Spassky chess matches were going on [in 1972]. It got into this speculation of whether humans would be able to take on computers in chess. They said, ‘How can the human mind, when all you’re really looking at is the results from various moves in the future, deal with a computer that’s thinking at unbelievable speeds?’ They examined the subject and found a Fischer or a Spassky, essentially, was eliminating 99.99% of the possibilities without even thinking about it. It wasn’t that they could outthink the computer in terms of speed, but they had this ability in what you might call grouping, or exclusion, where they just got right down to the few possibilities out of the zillions of possibilities that really had any chance of success. Getting rid of the nonsense—Charlie and I are pretty good at that. We can hang up fast.”

			CM: “There you have it. All you have to do is go at it in the way that Vasily Smyslov did when he was the world champion of chess.”

			2007 Meeting (01:39:54)

			CM: “When you’re trying to determine intrinsic value, the margin of safety, and so on, there isn’t one easy method that could simply be mechanically applied by a computer that would make anybody who could punch the buttons rich. By definition, this is a game which you play with multiple techniques and multiple models, and a lot of experience is very helpful. I don’t think you can become a great investor very rapidly, any more than you could become a great bone tumor pathologist very rapidly. It takes some experience, and that’s why it’s helpful to get a very early start … The other thing you should recognize is that we’ve never had any system for being able to make correct judgments on the values of all businesses. We throw almost all decisions into the too-hard pile, and we just sift for a few decisions that we can make that are easy … If you’re looking for an ability to correctly value all investments at all times, we can’t help you.”

			WB: “We don’t know how to jump over seven-foot bars. But we do know how to recognize, occasionally, a one-foot bar. And we know enough to stay away from the seven-foot bars, too.”

			

			2009 Meeting (00:58:32)

			WB: “If you’re in the investment business and you have an IQ of 150, sell thirty points to somebody else because you don’t need it. You need to be reasonably intelligent. But you do not need to be a genius, at all. In fact, it can hurt. You do have to have an emotional stability. You have to have sort of an inner peace about your decisions. It is a game where you get subjected to minute-by-minute stimuli, where people are offering opinions all the time. You have to be able to think for yourself. I don’t know how much of that’s innate and how much can be taught. But if you have that quality, you’ll do very well in investing if you spend some time at it.”

			CM: “If you think your IQ is 160 and it’s 150, you’re a disaster. It’s much better to be a guy with a 130 IQ that’s operating well within himself.”

			2010 Meeting (03:42:57)

			WB: “We’ve seen a few periods of great opportunities that scream at us, and we’ve seen a few periods of overvaluation that scream at us. And then 90% of the time we’re somewhere in between. In terms of being scared, I don’t know what you can do about that. If you have a temperament that when others are fearful you’re going to get scared yourself, you are not going to make a lot of money in securities over time, in all probability … People look at quotations, and more than that, do something based on small changes in quotations. Think how much more rational investing in a farm is than the way many people buy stocks. If you buy a farm, do you get a quote next month? No, you look at the farm and say, ‘I expect it to produce so many bushels of corn, and if it does that, it meets my expectations.’ Many people buy a stock and think that if it goes up it’s wonderful, and if it goes down it’s bad. We think just the opposite. When it goes down we love it, because we’ll buy more. And if it goes up, it kills us to buy more. But if you can’t get yourself into that mental attitude, you’re going to be scared whenever everybody else is scared. If somebody else tells you when to buy, a week later somebody else will tell you the world is coming to an end. You’re a broker’s friend, but you won’t make a lot of money.”

			CM: “I think I developed more courage after I learned I could handle hardship. So maybe you should get your feet wet with a little more failure.”

			WB: “Some people really do not have the temperament, emotional stability, or whatever it may be, to invest in securities. They’d be much better off if there were no quotations at all … In the end, what counts is buying a good business at a decent price, and then forgetting about it for a long, long, long time. Some people can do it and some people can’t.”

			

			2010 Meeting (04:10:51)

			WB: “In my own case, I started out without knowing anything about valuing companies. And Ben Graham taught me a way to value a certain type of company that would prove successful, except the universe of those companies dried up. It was almost a guarantee against failure, but it was not a guarantee that these things would continue to be available. Charlie taught me a lot about the value of a durable competitive advantage and a first-class business. Over time, I’ve learned more about various types of businesses, but you’d be amazed how many businesses I don’t feel that I understand well. 

			“The biggest thing is not how big your circle of competence is, but knowing where the perimeter is. You don’t have to be an expert on 90% of businesses, or 80%, 70%, or even 50%. But you do have to know something about the ones that you actually put your money into—and if that’s a very small part of the universe, that still is not a killer. 

			“Think about the businesses in your own hometown. Which would you like to buy into? Which do you think you could understand their economics? Which do you think will be around ten or twenty years from now? Which do you think it would be very tough to compete with? Just keep asking yourself questions about businesses and talk with other people about them. You will extend your knowledge over time. 

			“Always remember that margin of safety, and recognize your limitations. That’s enormously important in this business. You will find things to do. Six or seven years ago, when I was looking at Korean stocks, I never had any idea Korean stocks would be something I would buy. But I looked, and I could see that there were a number of businesses that met the margin of safety test. And there I diversified, because I didn’t know that much about any specific one, but I knew that a package of twenty of them was going to work out very well because they were so cheap. And that was sort of the old Graham approach. You will find opportunities from time to time, and the beauty of it is you don’t have to find very many of them.”

			CM: “Obviously, if you want to get good at something which is competitive, you have to think about it a lot, learn a lot, and practice doing it a lot. You have to keep learning, because the world keeps changing and your competitors keep learning. You have to get up each morning and try and go to bed that night a little wiser than you were when you got up. If you keep doing that for a long time—and accumulate some experience, good and bad, as you try and master what you’re trying to do—people who do that almost never utterly fail. They may have a bad period when luck goes against them, but very few people have ever failed with that. If you have the right temperament, you may rise slowly but you’re sure to rise. 

			“It’s hard to get anywhere near the top, and it’s hard to hold any position once you’ve attained it. But I think you could have predicted that Pete Kiewit [leader of the Omaha-based construction company Kiewit Corporation from 1924 to 1979], for example, was likely to win. They cared more about doing it right, they cared more about avoiding trouble, and they put more discipline on themselves … I would have bet on Pete Kiewit.”

			

			WB: “If you’d followed Pete Kiewit around for ten years, you never would have seen him do anything dumb. It’s avoiding the dumb things. You really don’t have to be brilliant, but you have to avoid obvious mistakes. When he practiced law, Charlie would think about any client’s business as if he owned it. I remember talking to Charlie fifty years ago, and he would start talking about a Caterpillar dealership in Bakersfield or something. He was incapable of looking at a business without thinking about the fundamental economics of it.”

			Reading Annual Reports

			1998 Meeting (01:30:00)

			WB: “We’ve read a lot of annual reports. We start by looking at the annual reports of companies we think we can understand. And I read hundreds every year. We hope to be reading reports of businesses that are understandable to us. And then we see from that report whether management is telling us about the things that we would want to know about if we owned 100% of the company. When we find a management that does tell us about those things, and that is candid in the same way that a manager of a subsidiary would be candid with us, and talks in language that we can understand, it definitely improves our feeling about investing in such a business. 

			“The reverse turns us off, to some extent. If we read a bunch of public relations gobbledygook, and we see lots of pictures and no facts, it has some effect on our attitude toward a business. We want to understand the business better when we get through with the annual report than when we picked it up. And that is not difficult for a management to do if they want to do it. If they don’t want to do it, we think that is a factor in whether we want to be their partners over a ten-year period or so. We’ve learned a lot from annual reports.”

			CM: “If you’ve got a standardized bunch of popular jargon that looks like it came out of some consulting firm, I do think it’s a big turnoff. That’s not to say that some of the consulting mantras aren’t right—but I think there’s a lot to be said for a sort of candid, simple, coherent prose.”

			WB: “Almost every business has problems, and we’d just assume the manager would tell us about them. We would like that in the businesses we run. We give very little advice to our managers, but one thing we always do say is to tell us the bad news immediately. And I don’t see why that isn’t good advice for the manager of a public company. Over time, I’m positive it’s the best policy. But a lot of companies, for example, have IR [investor relations] people, and they are dying just to pump out what they think is good news all the time. They have this attitude that you’ve got a bunch of animals out there to be fed and that they’re going to feed them what they want to eat all the time. Over time, the animals learn. So, we’ve tried to stay away from businesses like that.”

			

			CM: “What you seldom see in an annual report is a sentence like this: ‘This is a very serious problem and we haven’t quite figured out yet how to handle it.’ But believe me, that is an accurate statement much of the time.”

			When to Sell

			2009 Meeting (01:52:53)

			WB: “If we lose confidence in management or in the durability of the competitive advantage, or if we recognize that we made a mistake, we sell. On the other hand, if you really get a wonderful business with outstanding management—mostly the wonderful business part—when in doubt, keep holding. But it’s not an inviolable rule. 

			“On the wholly-owned businesses, we have an attitude that, when we buy, it’s for keeps. We make only two exceptions: when they promise to start losing money indefinitely, or if we have major labor problems. But, otherwise, we are not going to sell something just because we get offered more money for it, even if it’s more than it’s worth.

			“That’s a peculiarity we have, and we want our partners to know about that. We do think it helps in terms of buying businesses over time. It’s also the way we want to run our business. With stocks, we sell them, but we’re often more reluctant to sell than most people. If we made the right decision, we like to ride that a very long time. We’ve owned some stocks for decades. But if the competitive advantage disappears, if we really lose faith in the management, or if we were wrong in the original analysis, we sell.”

			

			Owning Businesses

			1999 Meeting (03:19:43)

			CM: “Generally speaking, trying to dance in and out of the companies that you really love on a long-term basis has not been a good idea for most investors. We’re quite content to sit with our best holdings.”

			WB: “People have tried to do that with Berkshire over the years. I’ve had some friends that thought it was getting a little ahead of itself from time to time; they thought they’d sell and buy it back cheaper. It’s pretty tough to do. You have to make two decisions right—you have to sell it right and then you have to buy it right later on, and usually you have to pay some tax in between. 

			“If you get into a wonderful business, the best thing to do is usually to stick with it. Coca-Cola and Gillette both experienced disappointments, below what they anticipated twelve to eighteen months ago and below what we anticipated. But that will happen. It happens with some of our wholly-owned businesses from time to time. Sometimes they do better than we anticipate, too. 

			“It’s not the nature of things that everything goes in a nice, straight, smooth line upward … It’s a competitive world. Your competitor’s correct moves, your own incorrect moves, the world environment—all of those things can interrupt trend lines.”

			2002 Meeting (00:35:31)

			WB: “It’s not our natural inclination to sell. We have held Washington Post stock since 1973. I’ve never sold a share of Berkshire, having bought the first shares in 1962. We’ve held Coca-Cola stock since 1988. We’ve held Gillette stock since 1989. We’ve held American Express stock since 1991 … We would sell if we needed money for something else, but that has not been the problem the last ten or fifteen years.

			“Forty years ago my sales were all because I found something I liked even better. I hated to sell, but I also didn’t want to borrow money, so I would reluctantly sell something that I thought was terribly cheap to buy something that was even cheaper. Those were the times when I had more ideas than money. Now I’ve got more money than ideas, and that’s a different equation. So now we sell when we’re re-evaluating the economic characteristics of the business. In other words, we had one view of the long-term competitive advantage of the company at the time we bought it, and we may have modified that. That doesn’t mean we think that the company is going into some disastrous period or anything remotely like that. We think McDonald’s has a fine future and we think Disney has a fine future, but we probably don’t think that their competitive advantage is as strong as we thought it was when we initially made the decision. That may mean that we were wrong when we made the original decision. It may mean that we’re wrong now, and that their strengths are every bit as what they were before. But, for one reason or another, we think that the strengths may have been eroded to some degree. 

			

			“A classic case of that would be the newspaper industry, generally. In 1970, when Charlie and I were looking at the newspaper business, we felt it was about as impregnable a franchise as could be found. We still think it’s quite a business, but we do not think the franchise in 2002 is the same as it was in 1970. We do not think the franchise of a network television station in 2002 is the same as it was in 1965. Those beliefs change quite gradually. And who knows whether they’re right, even. But that is the reason, in general, that we sell now. If we got into some terribly cheap market, we might sell some things that we thought were cheap to buy something even cheaper, after we’d bought lots and lots of equities. But that’s not the occasion right now.”

			Avoiding Difficult Decisions

			1994 Meeting (01:20:08)

			WB: “Some businesses are a lot easier to understand than others, and Charlie and I don’t like difficult problems. We’d rather multiply by three than by pi. It’s just easier for us.”

			CM: “That is such an obvious point. And yet so many people think if they just hire somebody with the appropriate labels, they can do something very difficult. That is one of the most dangerous ideas a human being can have. All kinds of things just intrinsically create problems. The other day I was dealing with a problem, and I said, this new building has three things I’ve learned to fear: an architect, a contractor, and a hill. And if you go at life like that, I think you will, at least, make fewer mistakes than people who think they can do anything by just hiring somebody with a label. You don’t have to hire out your thinking if you keep it simple.”

			WB: “You don’t have to do exceptional things to get exceptional results. You can do very ordinary things. What is complicated about [Coca-Cola]? But we’re $3 billion pre-tax better off than a few years ago because of it. There’s nothing I know about that product, its distribution system, its finances, or anything really, that hundreds of thousands or millions of people don’t already know. They just don’t do anything about it. Similarly, if you get into some complicated business, you can get a report that’s a thousand pages thick and have PhDs working on it, but it doesn’t mean anything. What you’ve got is a report but you won’t understand what that business is going to look like in ten or fifteen years. The big thing to do is avoid being wrong.”

			

			CM: “There are some things that are so intrinsically dangerous. Another of my heroes is Mark Twain, who looked at the promoters of his day and said, ‘A mine is a hole in the ground owned by a liar.’ That’s the way I’ve come to look at projections. Warren and I were offered $2 million worth of projections once in the course of buying a business and the book was [a foot] thick. And we wouldn’t open it.”

			WB: “We almost paid $2 million not to look at it. It’s ridiculous. I do not understand why any buyer of a business looks at a bunch of projections put together by a seller or his agent. You can
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