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    Main Idea


    “Life is like a snowball. The important thing is finding wet snow and a really long hill”.


     Warren Buffett

    


    
      ALICE SCHROEDER is a full-time writer. She was previously a Wall Street analyst and managing director at Morgan Stanley. Ms. Schroeder is a graduate of the University of Texas at Austin.

    

  


  
    First Chapter


    Warren Edward Buffett was born on August 30, 1930. In an interesting quirk of fate, this was about ten months after “BlackTuesday”, October 29, 1929 when the U.S. stock market lost more than $14 billion of capitalization in a single day. ($14 billion was approx. four times the annual budget of the U.S. government at that time). Warren Buffett was born in the middle of what would come to be termed the “Great Depression”.


    Warren’s father, Howard Buffett, had joined the Union State Bank as a stockbroker in 1927 and when the bank went bust and closed its doors in August 1931, Howard and two partners decided to start their own stockbrokerage firm. Even in the middle of the worst financial crisis ever to hit the United States, Howard Buffett’s firm did well because Howard would only sell safe securities like utility stocks and municipal bonds.


    His mother, Leila Stahl Buffett, was of German-American descent. She appeared outwardly to be a perfect mother but in private, she suffered from a what was described as “neuralgia”. As a consequence, she would verbally deride the young Warren and his two sisters for imaginary faults until they would be reduced to tears. This generated a lot of tension in the home environment. Current affairs, politics and news could be discussed openly and freely but nobody ever talked about their feelings at the dinner table.


    Despite this, Warren recalls his childhood with fondness.


    “When I was a kid, I got all kinds of good things. I had the advantage of a home where people talked about interesting things, and I had intelligent parents and I went to decent schools. I don’t think I could have been raised with a better pair of parents. That was enormously important. I didn’t get money from my parents, and I really didn’t want it. But I was born at the right time and place. I won the ‘Ovarian Lottery’.”


     Warren Buffett


    When Warren started attending kindergarten at age six, his hobbies and interests revolved entirely around numbers. His favorite gift was a stopwatch which he used to time all kinds of things. By the time he started first grade in 1936, he and a friend would spend hours watching the traffic go down the main street of his town. Warren would write down the license-plate numbers of the passing cars in column after column. Warren loved anything which involved collecting, counting and memorizing numbers. He also had a very deep competitive streak and a healthy imagination which often cast himself as a crime fighter.


    By grade five, Warren was busy trying to memorize the World Almanac and the stats for the 1938 professional baseball season. His aunt Alice introduced Warren to bridge which was sweeping the country. Warren took to the card game with a passion which would remain with him throughout his entire life. He also started selling packs of chewing gum to his classmates and around the neighborhood to make money. By the time he was twelve, Warren had moved on to selling Coca-Cola, the Saturday Evening Post and Liberty magazine door to door in his neighborhood. He also (since age ten) had a job selling peanuts and popcorn at the University of Omaha football games. His other idea  to sell used golf balls secured from the local golf course  fell by the wayside when someone complained and the local police came and talked to Warren’s parents about it.


    Warren also spent a lot of his spare time as a child hanging around at his father’s stockbrokerage reading everything he could get his hands on. As a tenth birthday present, he asked his father to take him to see the New York Stock Exchange in person. The young Warren was hooked from day one and loved everything he saw and experienced. He decided then and there he wanted to be rich and set a goal to be a millionaire by the age of thirty-five. This was a reasonably audacious goal for an eleven-year-old kid to be making in the middle of the Great Depression but Warren was adamant.


    “Money could make me independent. Then I could do what I wanted to do with my life. And the biggest thing I wanted was to work for myself. I didn’t want other people directing me. The idea of doing what I wanted to do every day was important to me”.


     Warren Buffett


    By the age of twelve, Warren had saved $120. In the spring of 1942, he enlisted his sister Doris as a partner and purchased three shares of Cities Service Preferred. The stock plunged from $38.25 to $27. When the stock recovered to $40, Warren sold, netting a $5 profit for the two siblings. He was, however, shocked to see the stock then continue to rise until it hit $202 a share a short period of time later. Warren realized that if he had held off selling a little longer, he and his sister would have netted a profit of almost $500.


    “Warren learned three lessons and would call this episode one of the most important of his life. One lesson was not to overly fixate on what he had paid for a stock. The second was not to rush unthinkingly to grab a small profit. He learned those two lessons by brooding over the $492 he would have made had he been more patient. It had taken five years of work, since he was six years old, to save the $120 to buy this stock. Based on how much he currently made from selling golf balls or peddling popcorn and peanuts at the ballpark, he realized that it could take years to earn back the profit he had ‘lost’. He would never, never, never forget this mistake. And there was a third lesson, which was about investing other people’s money. If he made a mistake, it might get somebody upset at him. So he didn’t want to have responsibility for anyone’s money unless he was sure he could succeed”.


     Alice Schroeder
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    Eighth Chapter


    By March 2000, the boom in technology stocks was practically over. Warren Buffett announced he was looking at buying his own company’s shares  which saw the price of Berkshire shares rise twenty-fourpercent overnight. Within a few months, Berkshire’s shares had rebounded forty-seven percent from their lows and Warren Buffett’s reputation as the “Oracle of Omaha” was very much alive and well. Buffett purchased another seven companies that year and still had billions of unused capital sitting around in government bonds.


    Over the next few years, Warren Buffett was able to use his reputation as a savvy investor to generate publicity for a number of his personal crusades. For example:


    
      	Warren became outspoken about a plan to eliminate estate taxes. He suggested publicly an estate tax was necessary so the United States didn’t establish a ruling class based solely on their wealth.

      



      	Warren Buffett was also outspoken against stock options. He encouraged Coca-Cola and others to recognize the expense of stock options on their books when they were granted rather than when they were exercised.

      



      	He lobbied against accountants and auditors who had stood by while huge accounting frauds occurred on their watch.

      



      	Buffett wrote about the dangers of financial derivatives in 2002, long before they triggered the global financial meltdown which occurred in 2008. Warren often described them as “financial weapons of mass destruction”.

    


    Many of the stocks and companies Berkshire owns have gone through their ups and downs but by 2006, Berkshire Hathaway shares were the first American stocks ever to trade above $100,000 per share. They beat that mark by a wide margin, hitting $140,000 per share at the end of 2007  giving Berkshire a market capitalization of more than $200 billion. Of that, Warren Buffett’s personal fortune exceeded $60 billion.


    What would happen to that wealth had actually been decided in June 2006 when Warren Buffett had announced on his death, eighty-five percent of his Berkshire Hathaway stock would be gifted to six philanthropic foundations. Five out of every six shares would go to the Bill and Melinda Gates Foundation which was already the world’s largest charity. Buffett was positive their foundation would be successful and he wanted to take advantage of the infrastructure already in place. The other shares, still worth more than $6 billion, were to be gifted to the foundations run by Warren Buffett’s children.


    “The man who was, at the time, the second richest man on earth was giving away all his money without leaving a trace of himself behind. He had spent all his life rolling up the snowball as if it were an extension of himself; yet he would establish no Warren Buffett Foundation, no Buffett hospital wing, no college or university endowment or building with his name on it. To donate the money without naming something after himself, without controlling personally how it would be spent  to put the money in the coffers of another foundation that he had selected for its competence and efficiency, rather than creating a whole new empire  upended every convention of giving.”


     Alice Schroeder


    “I have been very lucky. I was born in the United States in 1930 and won the lottery the day I was born. I had terrific parents, a good education, and I was wired in a way that paid off disproportionately in this particular society. If I had been born long ago or in some other country, my particular wiring would not have paid off the way it has. But in a market system, where capital-allocation wiring is important, it pays off like no other place. All along, I’ve felt the money was just claim checks that should go back to society. I am not an enthusiast for dynastic wealth, particularly when the alternative is six billion people who’ve got much poorer hands in life than we have, getting a chance to benefit from the money. And my wife agreed with me. It was clear that Bill Gates had an outstanding mind with the right goals, focusing intensely with passion and heart on improving the lot of mankind around the world without any regard to gender, religion, color or geography. He was just doing the most good for the most people. So when the time came to make a decision on where the money would go, it was a simple decision.”


     Warren Buffett


    In 2008, Warren Buffett was crowned the richest man on earth for the first time at age seventy-eight. As of that date, he was still actively leading Berkshire Hathaway and has no intentions whatsoever of retiring.


    “The ideal business is one that earns very high returns on capital and that keeps using lots of capital at those high returns. That becomes a compounding machine. So if you had your choice, if you could put a hundred million dollars into a business that earns twenty percent on that capital  twenty million  ideally, it would be able to earn twenty percent on a hundred twenty million the following year and on a hundred forty-four million the following year and so on. You could keep redeploying capital at those same returns over time. But there are very, very, very few businesses like that. . .we can move that money around from those businesses to buy more businesses.”


     Warren Buffett


    “Basically, when you get to my age, you’ll really measure your success in life by how many of the people you want to have love you actually do love you. I know people who have a lot of money, and they get testimonial dinners and they get hospital wings named after them. But the truth is that nobody in the world loves them. If you get to my age in life and nobody thinks well of you, I don’t care how big your bank account is, your life is a disaster. That’s the ultimate test of how you’ve lived your life. The trouble with love is that you can’t buy it. You can buy sex. You can buy testimonial dinners. You can buy pamphlets that say how wonderful you are. But the only way to get love is to be lovable. It’s very irritating. You’d like to think you could write a check: I’ll buy a million dollars’ worth of love. But it doesn’t work that way. The more you give love away, the more you get”.


     Warren Buffett


    “I packed my little snowball very early, and if I had packed it ten years later, it would have been different than where it stands on the hill right now. So I recommend to students that if you start out a little ahead of the game  it doesn’t have to be a lot, but it’s so much better than starting out behind the game. And credit cards really get you behind the game.”


     Warren Buffett to a group of students
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