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To Our Shareholders: 

WESCO FINANCIAL CORPORATION 
LETTER 10 SHAREHOLDERS 

/) 
.I 

Consolidated "normal" operating income (i.e., before all unusual operating 
income and all net gains from sales of securities) for the calendar year 1985 decreased to 
$8,347,000 ($1.17 per share) from $10,060,000 ($1.42 per share) in the previous year. 

Consolidated net income (i.e., after unusual operating income and all net gains 
from sales of securities) inc.-eased to $51,541,000 ($Z24 per share) from $23,656,000 
($3.32 per share) in the previous year. ·-' 

A highly unusual capital gain, of a not-likely-to-recur type, from disposition of 
General Foods stock caused most of the net income in 1985. The table below gives 
particulars. 

Wesco has three major subsidiaries, Mutual Savings, in Pasadenil, Precision Steel, 
-b_eac;lquartered in Chicago and engaged in the steel warehousing and specialty metal 
proClucts businesses, and Wesco-Financial Insurance Company, headquarter~d in 
Omaha and curr_ently engaged in the reinsurance business. Consolidated net income 
for Jhe two ye~'rs just ended breaks down as follows (in OOOs except for per-share 
amounts)nl: ·- · 

"Normal" net operating income (loss} of: 
~ Mutual Savings .....•..........•..•......... : 

Precision Steel businesses •1., .'=! •••••••••••••...•. 
Wesco-Financial Insurance business-

Underwriting : ............................. . 
Investment act1v1ty .....•....... ·.: . ......... . 

All other "normal" net operating incomcm ........ . 

Fluctuation in market value of GNMA futures contract .. 
N . I f "t" m 1 et gains on sa es o secun 1es .•.........•....... 
Wesco consolidated net income .................. . 

( tJ All figures are net of inc-on1e taxes. 

Ycilr Ended 

Occcn1ber 31, 1985 December 31, 198~ 

P~r Per 
Wes50 Wesco 

Amount Share Amount Share 

$ 3,342 $ .47 $ 3.476 $ ~49 
2,010 .28 2,034 .29 

(1,584) (.22) 
1,225 .17 --
(359) {.05) 

3,354 .47 4,550 .64 
8,347 1.17 10,060 1.42 

. 1,671 .24 458 .06 
41,523 5.83 13, 138 1.84 --

$51,541 $7.24 $23,656 $3.32 
--

(2) Alter deduction of intl'r('SI .1nd otht•r torporate c.>xpenst1s. lnco1nt~ \vJs. fron1 o\vnership o~the i\1ut"ual Silvings headquarlers 
office building. prin1arily le.1sed to outside ten.1nts. ;ind intt•rest and dt\ 1dend income irom cJsh equi\',1lents and n1arkelable 
s(.'curitics O\\•i1e.>d outsidL\ the savings and loJn and insuranc(• subsidiant>S. 

(3J The 1985 iigure includes a S34.J63.000 ($4.83 pC'rsharel gain rt>alizl'd br \\'esco on thl' sale of its Gener.11 Foods Corporation 
comrnon stock lo Philip f\.1orns Con1pany in connC>tlion \Vilh the l.11ter's publicly announced tcnd(,.•r o(fer. Sec- "Net Gains on 
Sales of Securities" be\:?\\', 

This supplementary breakdown of earnings differs somewhat from that used in 
audited financial sta,tements which follow standard accounting convention. The supple
mentary breakdown is furnished because it is considered useful to shZireholders. 
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Mutual Savings 

Mutual Savings' "normal" net operating income of$3,342,000 in 1985 represented 
a decrease of 4% from the $3,476,000 figure the previous year. 

Separate balance sheets of Mutual Savings at yearend 1984and1985 are set forth at 
the end of this annual report. They show {l) total savings accounts rising to $269 million 
from $228 million the year before, (2) a very high ratio of shareholders' equity to savings 
account liabilities (probably the highest for any mature U.S. savings and loan associa
tion), (3) a substantial portion of savings account liabilities offset by cash equivalents and 
marketable securities, (4) a loan portfolio (mostly real estate mortgages) of about $83 
million at the end of 1985, down 12% from the $95 million at the end of 1984, and (5) 
favorable effects of securities gains and other unusual gains and fluctuations, which 
caused net worth to decline only $4 million in 1985 despite payment of a dividend of 
$14 million to the parent corporation. •::::i 

The loan portfolio at the end of 1985, although containing almost no risk of loss 
from defaults, bore a fixed average interest rate .of only Z60%, probably the lowest for 
any U.S. savings and loan association and far below the average interest rate which now 
must be paid to hold savings accounts. However, as the loan payoff pace intensified and 
interest rates declined sharply in 1985, the unrealized depreciation in.the loan portfolio 
became approximately offset by unrealized appreciation in Mutual Savings' interest-
bearing securities and preferred stocks. ·• 

As pointed out in footnote 13 to the accompanying financial statements, the book 
value of Wesco's equity in Mutual Savings ($5Z6 mmion at December 31, 1985) over
states the amount realizable, after taxes, from sale or liquidation at book value. If all 
Mutual Savings' assets, net of liabilities, were to be sold, even pursuant to a plan of 
complete liquidation, for the $5Z6 million in book value reported under applicable 
accounting convention, the parent corporntion woul2 receive much less' than $5Z6 
million after substantial income taxation imposed because about $47 million of what is;. 
designated shareholders' equity for accounting purposes is considered bad debt · 
reserves for IT,lOSt tax purposes. 

There is, however, a buried plus value in Mutual Savings. The foreclosed property 
on hand (mostly 22 largely oceanfront acres in Santa Barbara) has become worth over a 
long holding period much more than its $1.5 million balance sheet carrying cost. 
Reasonable, community-sensitive development of this property has been delayed over 
10 years in the course of administration of land-use laws. But we are optimistjc that an 
end to the delay is near and that the Shnta Barbara and Montecito communities will be 
very pleased with the development now likely to go forward. This development will 
contain 32 houses interspersed with large open are.as. Mutual Savings plans to make the 
development first rate in every respect, and unique'in the quality of its landscaping. 

Balancing all merits and demerits, Mutual Savings, as it has been managed under 
present conditions by the writer and others, is no jewel of a business from the share
h9lders' point of view. Mutual Savings' good points are: (1) high asset quality and sound 
b'alance sheet; (2) a maturity match of interest-bearing assets and liabilities which makes 
risk of insolvency near zero, whatever happens to interest rates; and (3) a deserved 
reputation for high quality service to account holders, achieved at below-average cost 
to the institution in an efficient one-large-office operation, as distinguished from a 
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many-small-branch-offices operation. Mutual Savings' bad points are: (1) all recent 
growth in savings accounts, considered on an incremental effects basis, has been loss 
business because interest and other costs incurred exceed income obtained by employ
ing proceeds in short-term interest-bearing assets; (2) a burdensome position under the 
FSLIC account-insurance system causes' payments of ever-higher amounts into the 
system to help bail out more venturesome savings and loan associations which become 
insolvent, with the payments being required despite the fact that Mutual Savings 
imposes al!T\<;>st no risk on FSLIC; (3) "normal" net operating income is below an 
acceptable rate of return on present book value of shareholders' equity, with such return 
reaching an acceptable level over recent years only with help from securities gains and 
other unusual items; (4) it would not be easy to leave the savings and loan business, 
should this course of action ever be desired, without a large income tax burden of a type 
not applied to corporations other than savings and loan associations; (S),the regulatory 
structure of the savings and loan business creates a competitive situation in which it is 
hard to make respectable profits through careful operations; and (6) management has 
not yet found an acceptable remedy for any of the previously listed bad points, despite 
years of trying. 

Moreover, comparisons of post-1984 financial results for Mutual Savings with 
results for many other and more typical savings and loan associations in California leave 
Mutual Savings looking inferior, to put it mildly:As interest rates went down these other 
associations, which have greater financial leverage and operated less fearfully than 
Mutual Savings during former high-interest periods, came to have loan and investment 
portfolios which (1) now are worth more on average than book value and (2) now 
produce a high return on book value of shareholders' equity, after deduction of 
operating expenses and interest to account holders at present rates. Any Wesco share
holder who thinks Mutual Savings has any expertise in predicting and profiting from 
interest rate changes can look at the 1985 record and despair. 

Despite the fact that some other savings and loan associations did much better after 
1984 than Mutual Savings, and are now much better poised to report good figures for 
1986, we plan to continue operating only in ways acceptable in our own judgment, 
anticipating as a consequence widely fluctuating and sometimes inadequate returns. In 
the future, however, Mutual Savings will make and purchase more loan:;. Now'that 
Mutual Savings' old mortgage loans have declined in amount and increased in market 
value (the market value increase being caused both by a decline in generally prevailing 
interest rates and by a shortening of remaining loan life), new loans will be added as 
seems wise, with a target thaf60°/o of assets be in housing-related loans. The first new 
direct loan in some time, an adjustable rate mortgage with no cap on future interest rate 
changes but with an extremely low "spread" forthe lender, will shortly be closed. We 
are not at all excited by our prospects as we now make housing loans of this type, but we 
wish to get some renewal of direct mortgage lending under way. 

With assets not employed in direct real-estate lending, Mutual Savings continues 
not only to make payments to FSLIC far in excess of fair c:.:;~\rges for risks imposed on 
FSLIC but also to employ a large part of total assets in short-term loans to the Federal 
Home Loan Bank. These practices are pro-social but will continue to reduce profits. 

Mutual Savings also continues to support the Federal Home Loan Bank BoarCI in its 
efforts to change the present rules of the savings and loan business to augment average 
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soundness of ~'iLIC-insured associations. \Ne retain our opinion that the present rules, 
despite some improvement in 1985 through wise efforts of the Federal Home toan Bank 
Board, are unsound, from the country's point of view. Too much latitude is allowed 
financial "swingers" to grow as they gamble, through us"~ of account guarantees from 
FSLIC, an agency of the U.S. Government, while they offer whatever it takes in interest 
rates to attract more accounts. 

With money being the ultimate fungible commodity, it seems to us that the rules 
create a super-competitive, commodity-type business, in which (1) economic law 
probably destines most careful associations, like other fungible-commodity deaiers, to 
realize very modest returns on shareholders' equity over extended time periods, yet (2) 
good financial results can nonetheless usuaily be reported in each near-term period by 
managers-in-charge through aggressive deposit-expanding, lending and investing mea
sure~ which increase risk, while (3) the importance and rewards of managers, who 
usv}llly have little downside risk as owners, are tied mostly to institutional size and 
recently reported numbers. With managers mostly being non-owners, a sort of 
Gresham's law of competitive-yet-deposit-ir.sured banking, "bad loans drive out good:' 
tends to work with extra fo;~e as managers fear being left out of whatever activity, allows 
competing managers to report high profits while. bidding high for deposits. vvi::. ·-€e no 
reason for assuming that ethical, intelligent managers inthe savings and loan indushy:are 
immune from . .,.ffects similar to those which caused similar managers of all major U.S. 
banks to place significant portions of assets in now-regretted foreign loans, rather than 
stand apart from the trowd. If our diagnosis is'correct, a lot of serious trouble lies ahead 
(perhaps far ahead) for U.S. savings and loan associations. 

While present rules and practic~s have a positive side in causing satisfaction .of 
almost 100°/o of demand for those housing loans which are sound at the prevailing 
interest rate, this accomplishment is accompanied by much unsound housing and other 
lending and by much unsound investment in "junk bonds" and other assets unsuitable 
for highly leveraged, federally insured, deposit-taking institl!tions. The system design in 
place would probably be a flunking design in an engineering course, where the empha
sis would be on preserving the integrity of an essential system by a margin of safety, by 
being content with rules which (1) caused satisfaction of, say, only 950/a of requests for 
sound credit extension and (2) forced more conservative conduct on banks and savings 
and !oar:\ associations. 

' The present design, we think, would probably also be a flunking design in a surgery 
course, where the wise practice is to remove some healthy cells along with cancerous 
cells, based on margin-of-safety principles. We hope we are wrong about the present 
design of the savings and loan system, but we fear increased, widespread adversity, 
uitimately reaching housing borrowers and would-be housing borrowers, whose inter
ests. we consider important. Any such adversity would probably be followed by changes 
in the rules. No doubt, our judgment as to the probable temporary nature of present 
savings and loan industry structure and practices has helped deter us from direct lending . 
of a conventional sort which otherwise 'r\'Ould have occurred. Our attitude, right or 
wrong, during recent tumultuous changes in the savings and loan industry, has been 
roughly that of the French grandfather who replied when asked what he did in the great 
revolution: "I got through." We also think something good could eventually happen to 
Mutual Savings because future trouble in the savings and loan business may create 
opportunities worth seizing. 

\\ 
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Precision Steel 

Wesco's P~~cision Steel subsidiary, located in the outskirts of Chicago at Franklin 
Park, Illinois, was acquired for approximately $15 million on February 28, 1979. The 
price was roughly book value for a company which carried its inventories on a con
servative LIFO accounting basis and which contained significant cash balances. More 
important, the company had reached its position from a modest beginning through 
maintenance of sound, customer-oriented business values inculcated over a long time 
by a gifted founder and his successors. Precision Steel owns a well-established steel 
service center business and a subsidiary engaged in the manufacture and distribution of 
tool room supplies and other specialty metal products. 

Precision Steel's businesses contributed $2,010,000 to ''11ormal" net operating 
income in 1985;ci;lown 1°/o compared with $2,034,000 in 1984. Such a modest decrease 
in 1985 profit was achieved in spite of decreased sales (down 7°/o to $51, 124,000). 

Unde~.the skilled leadership of David Hillstrom, Precision Steel's businesses are 
now quite satisfactory, taking into account the financial leverage put into Wesco's 
consolidated picture incident to their acquisition. 

Shortly after Wesco's purchase of Precision Steel, a substantial physical expansion 
of steel warehousing facilities was authorized, involving a new building in Charlotte, 
North Carolina. The new building and the whole North Carolina operation are now very 
successful, contributing $9, 140,0QO to 1985 sales at a profit margin higher than has 
prevailed in the long-established Chicago headquarters' facility. 

Precision Steel's businesses, despite their mundane nomenclature, are steps 
advanced on the quality scale from mere commodity-type businesses. Many customers 
of Precision Steel, needing dependable supply on short notice of specialized grades of 
high-quality, cold-rolled strip steel, reasonable prices, technical excelle11ce in cutting to 
order, and remembrance when supplies are short, rightly believe that they have no fully 
comparable alternativt> in Precision Steel's market area. Indeed, many customers at 

c locations remote from Chicago and Charlotte (for instance, Los Angeles) seek out 
Precision Steel's service. 

\/Vesco remains interested in logical expansion of Precision Steel's businesses, using 
available liquid assets. 

Wesco-Financial Insurance Company 

A new business was added to the Wesco group in 1985, in co-venture with Wesco's 
80tib owner and ultimate parent<:orporation, Berkshire Hathaway Inc. 

With the enthusiastic approval of all \.Yesco's directors, including substantial Wesco 
shareholders in the Peters and Caspers famili~s, without whose approval such action 
would not have been taken, \.Yesco invested $'45,000,000 in cash equivalents in a newly 
organized, wholly owned, Nebraska-chartered insurance company, \Nesco-Financial 
Insurance Company ("Wes-FIC"). 

The new subsidiary, Wes-FIC, then reinsured, through another Berkshire Hathaway 
insurance company subsidiary as intermediary-without-profit, 2°/o of the entire book of 
insurance business of the:long-establishr.d Fireman's Fund Corp. (listed on the NYSE). 
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Wes-FIC thereby .assumed the benefits and burdens of Fireman's Fund's prices, costs 
and losses under a contract covering all insurance premiums earned by Fireman's Fund 
during a four-year period commencing September l; 1985. The arrangement puts Wes
FIC in almost exactly the position it would have been in if it, instead of Fireman's Fund, 
had directly written 2°/o of the business. Differences in results should occur only from 
the investment side of insurance, as Wes-FIC, instead of Fireman's Fund, invests funds 
from "float" generated. Wes-FIC's share of premiums earned in 1986 is expected to be 
over $60 million. 

Wes-FIC's separate financial statements, covering the brief period of its existence, 
September 1, 1985, to December 31, 1985, are included on pages 29 and 30 of this 
Annual Report, and'show that Wes-FIC experienced a small 1985 reduction in net 
worth, from $45,000,000 to $44,676,000. 

We do not consider this four-month result to have significant predictive value with 
respect to the future. The price of insurance is rising, with price increases not yet fully 
reflected in 1985 numbers. Moreover, the financial statements are of questionable 
accuracy and could be wrong in either direction. It is in the nature of even the finest 
casualty insurance businesses that in keeping their accounts they must estimate and 
deduct all future costs and losses from premiums already earned. Uncertainties inherent 
in this undertaking make financial statements more mere "best honest guesses" than is 
typically the case with accounts of non-insurance-writing corporations. And the rein
surance portion of the casualty insurance business, because it contains one or more 
extra links inthe loss-reporting chain, usually creates more accounting uncertainty than 
the non-reinsurance portion. Finally, Wes-flC's initial financial statements have a disad
vantage in that the period covered is short, making any use of the reported past cost
price ratio extra dubious as an indicator of any probable future cost-price ratio, due to 
the small size of the sample forming a base for projection. 

It is entirely too soon to forecast future results for Wes-FIC, but Wesco hopes for: (1) 
a reasonable return on its investment over the four y,ears of the Fireman's Fund rein
surance contract, and (2) possible future reinsurance contracts with other insurers. 

Wesco has high regard for John i3yrne, newly appointed CEO and also a large 
snarefiblder and stock-option holder of Fireman's Fund. Mr. Byrne was an outstanding 
insurance company manager in his previous position as CEO of GEICO CORPORA
TION (38%-owned, but not controlled, by Berkshire Hathaway), which improved 
enormously during his stewardship. Fireman's Fund's insurance business is intrinsically 
more cyclical and less-advantaged than GEICO's core insurance business, which has 
lower distribution costs from a different, "direct-writing" distribution system. Thus 
Fireman's Fund's business will almost surely be much more difficult to improve perma
nently than was the case at GEICO. However, Mr. Byrne and other Fireman's Fund 
executives know all this very well, and, with improvement less spectacular than previous 
improvement at GEICO, Fireman's Fund and Wes-FICcould both prosper. 

Industry-wide conditions, as well as managerial excellence, affect Wes-FIC's pros
pects under the reinsurance contract with Fireman's Fund. Large premium increases 
now going into effect throughout the casualty insurance business could provide some 
welcome tailwind effects, instead of the headwind effects of the period just ended, 
which was one of the worst in history. 
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We are pleased with our rP.lationship with Fireman's Fund, which has a long and 
distinguished re5ord, going all the way back to superb performance after the great San 
Francisco earthquake and fire, and which is affiliated with the even longer established 
American Express Company, one of the premier corporations in the United States. 

However, Wesco's optimism about quality c.f Fireman's Fund, quality of this rein
surance contract, and possible short-term, industry-wide cyclical improvement, is tem
pered by a larger and longer view of the reinsurance business. Thct business has the 
defect of being too attractive-looking to new entrants for its own good and therefore will 
always tend to be more or less the opposite of, say, the old business of gathering and 
rendering dead horses, which tended to contain few and prosperous participants. 

Troubles, losses, and insolvencies can come fast as the apparent attractions oi the 
reinsurance business, including its seductive receive-pay-in-advance! aspects, lure new 
entrants and encourage expansions by old occupants. The business was a disaster area 
in recent years, adversely affected by prices which would have been too low in a stable 
world, plus inflation, new judicial notions tending to augment insurance coverage 
beyond limits contemplated when policies were issued, and not-minor degradation of 
commercial behavior. ., , 

No doubt recent commercial behavior degradation, particularly noticeable in. the 
reinsurance business on both sides of the purchase counter, was aq:elerated'by general 
hardship, demonstrating once again the wisdom of Poor Richard's Almanac: "It is hard 
for an empty sack to stand upright." 

Insurance company subsidiaries of Wesco's parent corporation, Berkshire 
Hathaway, long active in reinsurance, did continue proper commercial behavior during 
the recent period of industry-wide problems, but financial results from reinsurance were 
terrible. Thus Wesco shareholders are being led not only into an extra-hazardous place 
but also by people who met severe reverses on the last trip. 

ls there any reasonable hope for Wesco shareholders that its reinsurance business, 
whatever its short-term merits, will provide an advantageous long-term journe)f{ Yes, 
one reason for long-term optimism is present. With recent defaults by reinsurers causing 
everyone to worry more about quality in promisors, Wes-FIC and Berkshire Hathaway 
expect that their old-fashioned, engineering-type attitudes and financial practices will 
help create for Wes-FIC an ~~>;Jusual, commercially-useful reputation for issuing trust
worthy promi~es in one or more markets orsubmarkets wherein most buyers will accept 
nothing less. Thus, the absence of federal ii;isurance for reinsurance liabilities may 
create for \A/es-FIC a reputation-based competitive advantage which is denied to 
Mutual Savings by FSLIC's support of all Mutual Savings' competitors through insuring 
their accounts. 

All Other "Normal" Net Operating Income 

All other "normal" net operating income, net of interest paid and general corporate 
expenses, decreased to $3,354,000· in 1985 from $4,550,000 in 1984. Sources were 
(1) rents ($2,219,000 gross, excluding rent from Mutual Savings) from Wesco's Pasadena 
office building block (predominantly leased to outsideis although Mutual Savings is 
the ground floor tenant) and (2) interest and dividends from cash equivalents and 
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marketable securities held by Precision $teel and its subsidiaries and at the parent 
companx level. · · 

~ 
!_, 'C.· 

Net Gains on Sale~ ()f Securities 
"' Wesco's aggregate 1~t gains on sales of securities, combined, after income taxes, 

increased to $41,523,000 in 1985 from $13,138,000 in 1984. ·•.· 
D c; 

The 1985 figure includes a big after-tax gain ($34,363,000) from sale of General 
foods stock to Philip,.Morris Company. This gain containtild a. l<frge amount of windfall 
profit. When Wesco made,. its investment in General Foods stock sev~sal years ago, 
because General Foods' executives seemed sensible and the stock was availr,ble in the 
market at a cqnservative price relative to its value as a share of ownership in a presum
ably ever-continuing independent entity, it was unprecedented and virtually incon
ceivable that a corporation the size of General Foods would ever be "bear-hugged" into 
selling out at an immense premium over the then prevailing market price for its stock. 
Butthat is what happened, wholly unpredicted by Wesco, in 1985 as old taboos eroded 
and the great American takeover game swept into new areas. 

Bowery Savings Bank ,, x ' ,, . 
In 1'985°Wesco, in another co-venture'with its pare~t corporation, approved by 

Wesco's directors in the same manner as the Wes-FIC co-venture, joined a group which 
inves~'Fd $100,000,000' cash in a newly organized, New York-chartered savings bank. 
The n·ew bank then took over the name, assets and liabilities of the0 insolvent Bowery 
Savjngs Bank in the city oi New York. The takeover received (1) much needed assistance 
from FDIC, the federal agency, akin to FSLIC, which insures deposits in banks, and (9) 
the blessing of New York bank regulators. Wesco invested $9,000,000, other Berkshire 
Hathaway subsidiaries inv,~sted $12,384,000, and other unrelated investors invested the 
balance of the $100,000,000. 

The terms of the FDIC assistance, which inc;lude income-assistance payments over 
many years to the newly organized bank, are extremely complex but can be fairly 
summarized as far from ac!.equate to assure that the investors will make a profit. This is as 
'it should be when $100 million buys a highly-leveraged residual equity position in a $5 
billion bank, albeit one with many sick as~ets. 

, Any minority-position•· investment with such extreme financial leverage (in effecJ. ,, 
buying with a 2% clown pbyment), involving a troubled company in a demanding 
environment, can fairly be tailed a venture-capital type investment for Wesco. In our 
judgment, the prospect for gain justified the risk of loss. The investment,involves a small 
por,tion (about 5%) of Wesco's consolidated net worth. We consider it financially 
conservatiye to risk 3Y2% of Wesco's net worth, whiclf is roughly the after-tax exposure 
involved, If we believe a hundred similar bets would, in aggregate, be almost sure to 
work out successfully. 

Consolidated Balance Sheet 'and Related Discussion 
0 

o Wesco's consolidated balance sheet (1) retains a strength b~fitting a ($:Ompany 
whose consolidated net worth supports large outstahding promises to others and (2) 
reflects a <::antiquing slow pace of acqui,sition of additional businesses because few are 
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" found available, despite s6nsta,[lt S!i:ar~h, at prices'\Jeemed rational from the standppint 
of Wesco shareholders. ' ' ·· 

0 

As indicated in Note 3 to the accompanying financial statements, the aggregate · 
market value of Wesco's marketable equity securities was higher than their aggregate 
cost at Dece!llber 31, 1985 by about $5 million, down sharply from abou~,.]3-3 million 
one ygar ead1;y i) •• r 

Wescof Pasadena real estate, a full block (containing (1) about 12!),000 first class net 
rentable square feet, including MLLtual Savings' space, in a mocjern office building, plus 
(2) an additional net rentable 34,000 square feet of economic<illy marginal spaceJn old 
buildings requiring expensive improvement), has a market value substantially .in excess 
of carrying value, demonstrated by (1) mortgage debt ($5,023;"000 at 9.25% fixed) 
against this real -estate nmy,,exceeding its depreciated carry.Jrig value ($3,158,000) in
Wesco's balance sheet at December 31, 1985, and (2) substa'ilf:~i,_current netcash flow 
(about $1 million per year) to Wesco after debt service on the')nortgage.The modern 
office tiU'ildigg is 96% rented, despite <L glut of vacant0 office space in Pasad.ena. We 
charge just-below-standard rents and ru\:Jn the building as a sort of first-class dub for 
tenants we admire. With thes'e practices, a prime loC'fation and superioq;>arking faci!i
~ies, ~e'am1icipate future increases in cash flow, but at no better rate thaJ) the rate of 
inflation. 

'·";) 

. '·Wesco remains in a prudent position when total debt is compared to total share
holders' equity and.total liquid assets. W.esco's practice has been,to dp,,a certain amount 
of long-term borrowing in adv~nce of specific need, in order to have maximum fir;iancial 
flexibility to face both hazards and opportunities. 

0 
It is expeded Jhat the balance sheet strength of the consolidated enterprise will in 

due course be us~d in one or m&-e business extensions'.'fhe extension activity, however, 
requires some patience, as suitable opportunities are not always present. ' 

As indicated ir{' Schedule I accompanying Wesco's finapc:ial statements, invest
ments, both those in the savings and loan and reinsurance suosidiaries and those held, 
temporarily elsewhere pending sale to fund b11siness extension, tend to bi!! concen:.'.' 
trated in very few pjaces. J,hrough this practice of concentration of)nvestments, better 
understanding'is"sought with respect to the few decisions made. .-. 

IV 
The ratio of Wesco's annual reported consolidated net income to repo~ted consoli

dated sharEiholders' equity, about 21°/o in 1983-85, was dependent to a very large extent 
on securities gains, irregular by nature. The recent ratio is almost certain to decline, quite 
probably very sharply. Neither possible future acquisitions of other businesses nor 
possible future securities gains a pp.ear likely to cause the recent ratio to continue. The 
business acquisition game is now crowded with optimistic players who usually force 
prices for low-leverage acquirers like Wesco to leyels where return-on-investment 
prospectS are modest. And, a~ discussed earlier, the gf~at contribution of 1985 securities 
gains to Wesco's recent return on shareholders' equity contai!]ed a big fluke element. 
Such fluke gain, rare in any event, tends to come to an investc>flike Wesc:o mostly as an 
unanticipated by-product of an obviously sound investment which does not require any 
fluke to work out well. Because securities generally traded lower several years ago than 
they do now, relative to the intrinsic values of the businesses represented ·by the 
securities, creating more obviously sound investments then than now, and because 
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prospects for above-average returns tend to go down as assets managed go up, it is now 
easy to predict less desirable future results. It is also easy for any sophisticated Wesco 
shareholder, reviewingoWesco marketable {;ecurities disclosed in the 1985 Annual 
Report, to diagnose {correctly) that the decision-makers are dry of good investment 
'ideas. o 

@ 

Wesco is trying more to profit from always remembering the obvious than from 
grasping the esoteric (including much modern "strategic planning" and "portfolio 
theory"). Such an approach, while it has worked fairly well on average in the past and 
will probably work fairly well over the long-term future, is bound to encounter periods 
of dullness and disadvantage as it limits action. Moreover, the approach is beingapl\'Jied 
to no great base position. Wesco is sort of scrambling through the years without owning 
a single business, even a small one, with enough commercial advantage in place to 
pretty well assure high future returns on its capital. In contrast, Berkshire Hathaway, 
Wesco's parent corporation, owns three such high-return businesses. 

;._1 

On January 23, 198~ ,Wesco increased its regular quarterly dividend ,from 1SY2 
cents per share to 16 Vi cen~ts per share, payable March 6, 1986, to shareholders of record 
as of the close of business on February 17, 1986. '' 

<::;, This annual report contains Form 10-K, a report filed with the Securities and 
Exchange Commission, and includes detailed information about Wesco and its subsidi
aries as well as audited financial statements bearing extensive footnotes. ~s usual, your 
careful attention is sought with respect to these items. 

February 13, 1986 
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Chairman of the Board 
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PART I 

Item 1. Business 

GENERAL 

c 

I' 1\ 

Wesco Financial Corporation ("Wesco") was incorporated in Delaware on March 18, 1959. The 
principal businesses of Wesco, conducted by wholly owned subsidiaries, are the savings and loan 
business, through Mutual Saving; and loan Association ("Mutual Savings"), which was incorporated 
in California in 1925, the steel service center business, through Precision Steel Warehouse, Inc. 
("Precision Steel"), which was begun in 1940 and acquired by Wesco in 1979, and the property and 
casualty insurance business, through INesco-Financial lnsurnnce Company ("Wes-FIC"), which was 
incorporated in Nebraska in 1985. Wesco also has investments in real.estate and marketable securities 
and owns a small insurance agency. 

From 1973 to July 1983, Wesco was controlled by a corporation named Blue Chip Stamps. In July 
1983, that company transferred ownership df its 80.1% investment in Wesco to a newly formed, wholly 
owned c9mpany (the present Blue Chip Stamps) and was subsequently merged into Berkshire 
Hathaway l:ic. ("Berkshire"). Thus, Wesco and its subsidiaries are controlled and 80.1%-owned directly 
by the present Blue Chip Stamps and indi;ectl,y by Berkshire. 

Wesco's activities iall into two business segments-financial anchteel service. The financial 
segment includes (a) the savings and loan business, (b) the property and casualty insurance business, (c) 
operation of a business block in Pasadena, California, and (d) investments, principally in marketable 
common and preferred stocks. The steel service segment comprises mainly steel service cenh![ .... 
operations. The amounts of revenue, operating profit and identifiable assets attributable to each o(' 
these two business segments are contained in Item 6, Selected Financial Data, and Item 8, Financial 
Statements. 

FINANCIAL SEGMENT " }t1
\ 

The earnings of Mutual Savings have been and are d~endent on the interest rate spread between 
the yields earned on its long-term real est;ite loans and investments, and the costs of savings accounts 
and any other short-term borrowing>. (i ,, 

The savings a'nd loan business'has been a difficult business in recent years, as institutions with 
substantial amou'nts of long-term, low'yielding mortgage loans on their books, funded by short-term 
borrowings from depositors, have seen their cost of funds increase dramatically. The increase in cost of 
funds has been due both to prevailing interest rates at levels much higher than were once thought 
normal, and to fundamental changes that have occurred in the savi11gs and loan industry. As a result of 
changes in federal regulations affecting savings and loan associations {and other depository institutions 
such as banks), regulations limiting rate competition for depositors' accounts have been largely 
dismantled, and will be completely eliminated by April 1, 1986. Other regulations and regulator)' 
attitudes have been modified to enable savings and loan associations and banks to compete more 
directly with each o\ner and with other financial ins.titutibns in providing a wide variety of consumer 
financial services. This new environment thus far has not beeniyery hospitable for the..5avings and loan 
business. In 1981 and 1982, most savings and loan associations suffered operating losses, and, although 
many have more 1;ecently earned profits, such profits have been earned principally as a result of the 
recent, and possibly short-term, moderation of interest rates. 

Mutual Savings has reacted to the changes in the savings and loan business by substantially 
reducing the size and scope of its business and altering the nature of its business activities·while 
pondering a sound operating plan that would provide a socially constructive service while operating 
with acceptable profits accompanied by an acceptable level of risk. In 1979 Mutual Savings substa.ntially 
curtC:iled its real estate loan originations because of the high cost of savings deposits, the redudion in 
net savings inflow, and uncertainty as to the future direction of loan interest rates. Mutual Savings has 
not engaged in direct real estate lending to a significant extent since that time. 

In December 1980, Mutual Savings, which had operated at seventeen locations in Southern 
California and had ranked approximately 39th among California savings and loan associations in assets, 
sold all of its offices, except for its Pasadena headquarters office and a satellite office in a shopping mall 
across the street, to another association. Under terms of the sale, Mutual Savings transferred to the 
buyer approximately $307,000,000 of net branch savings accounts together with an equal book value of 
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its highest-yielding rtfcrtgage loans and the physical assets of the branch offices, receiving approx
imately $8,000,000 in cash. Mutual Savings realized a gain on the sale of branch premises and 
equipment, after income taxes and expenses of sale, of approx;mately $2,900,000. 

fo ~982, Mutual Savings sold approximately $13,000,000 of real estate loans backed by GNMA 
certificates, realizing a loss after income tax benefit of $2,425,000. 

After the changes described above, the resulting savings and loan association is relatively small, 
ranking approximately 7Sth among California's savings and loan associations in assets at the end of 
1985. Because it sold its highest-yielding mortgage loans in 1980, and it has not made many new loans at 
the higher interest rates that have prevailed since 1979, Mutual Savings is left with a fixed-rate mortgage 
portfolio bearing what may be the lowest average interest rate (Z6% per annum at the end of 1985) 
among all associations in the United States. This remaining portfolio, carried on Mutual Savings' books 
at the end of 1985 at about $83,000,000, is worth somewhat less at current interest rates. Compared to 
most other associations, Mutual Savings is believed to have a higher ratio of shareholders' equity to total 
interest-bearing liabilities; a higher proportion of assets in short-term, interest-bearing cash equiv
alents; and a much higher proportion of assets in intermediate-term, tax-exempt bonds and common 
and preferred stocks. These assets currentlyproduce a tax-equivalent yield believed to be somewhat 
below that prevailing on the mortgage portfolio of the typical association, which operated less fearfully 
than Mutual Savings during former high-interest periods. 

Regulatory requirements and exhortations make it desirablefor Mutual Savings to mai11tain at least 
60% of its assets in mortgag~s. mortgage-equivalents, and other qualifying assets. In the 1984 annual 
report it was reported that Mutual Savings had, in April 1984, purchased a futures contract and agreed to 
buy in 1986 $30,000,000 face amount of real estate loaf;s, backed by GNMA certificates, at a price of 
approximately $19,000,000. As the delivery date approached and interest rates declined, Mutual 
Savings closed out the futuies contract in September 1985, exercising business judgment under 
changed conditl~ns. Gain recorded from holding and closing out the contract amounted to $458,:JOO 
and $1,671,ooo;after income taxes, in 1984 and 1985, respectively. ,, 

Mutual Savings has recently decided to re-enter real estate lending, and is in process of marketinga 
fully adjustable-rate mortgage loan, with no cap on future interest rate changes or on changes in 
borrower payments. These loans are expected to yield a substandard "spread" (less than 2%) above the 
rate quoted on 1 year U.S. Treasury bills. Management is hppeful that Mutual Savings' portfolio of real 
estate loans eventually will grow substantially, with the target that 60% of assets will ultimately be in 
high-quality housing-related loans. 

Effe~tive in January 1984 the regulations of the California Savings and Loan Commissioner were 
amendea to provide that a savings and loan ass0<;;iation could invest up to 5% of its assets in any 
securities deemed prudent by management of th'e association. As of December 31, 1984, Mutual 
Savings had invested the sum of $14,802,000 in common stocks under this authority. These securities 
were sold during 1985, and, al 1985 yea rend, Mutual Savings had not yet reinvested in common stocks. 

Mutual Savings expects the savings and loan business to continue to be a difficult and competitive 
business. It intends to preserve its options by retaining financial strength and remaining very flexible 
with respect to expansion (including possible acquisition), contraction and revision of services 
designed to create more differentiation in the marketplace from standard financial services provided by 
others. 

Effective in January 1983, the regulations of lhe California Savings and Loan Commissioner were 
amended to provide that a service corporation whollt owned by a savings and loan association could 
engage in any activity approved by the Commissiori.:r. Mutual Savings' service subsidiary, Wes-Fin 
Service Corp. ("Wes-Fin"), accordingly obtained approY.il to purchase common and pr<;!ferred stocks 
from time to time provided that, at the time of any purchase, the total amount invesfed would not 
exceed 7Vi% of the then total assets c,f Mutual Savings. As of December 31, 1985, Wes-Fin had invested 
the sum of $19,943,000 in comrion stocks un,der this authority. _ , 

During 1985, Mutual Savings, excluding.its service subsidiary,..sustained a we-tax operating loss 
before gains on GNMA futures contracts and sales of securities. However, the pre-tax loss was more 
than offset by income tax benefits available through application of Mutual Savings' pre-tax loss, as 
computed under income tax law, against pre-tax income of affiliates to be included in the same 
consolidated federal and state tax returns. In addition, the service subsidiary had a pre-tax operating 
profit before securities gains. 
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In August 1985, Wesco formed a wholly ilwned subsidiar1•, Wesco-Financial Insurance Company 
("Wes-FIC"), to engage in the property and casualty insurance and reinsurance business. Wesco 
contributed, as initial capital, $45,000,000 in cash and cash-equivalents to Wes-FIC in September 1985. 

Wes-FIC then reinsured, through a Berkshire Hathaway insurance company subsidiary, National 
Indemnity Company ("NICO"), as intermediary-without-profit, 2% of the entire book of insurance 
business of the long-established Fireman's Fund Insurance Companies. Wes-FIC thus assumed the 
benefits and burdens of Fireman's Fund's prices, costs and losses under a contract covering all insurance 
premiums earned by Fireman's Fund during a four-year period commencing September 1, 1985. The 
arrangement puts Wes-FIC in virtually the same position it would have been in if it, instead of Fireman's 
Fund, had directly written the business reinsured. Differences in results should occur only from the 
investment side of insurance, as Wes-FIC, instead of Fireman's Fund, invests funds from "float!.~ 
generated. Wes-Fl C's share of premiums earned in 1986 is expc::ted to be over $60,ooo;ooo. 

Wesco, while it seeks suitable additional businesses to acquire, and expansion of its existing 
operations, invests in marketable common stock; 'Of unaffiliated companies. (See Note 3 to the 
accompanying consolidated financial statements for a summary of these investments and Schedule I 
accompanying such statements for further information.) Wesco owns a business block in Pasadena, 
Calif6rnia, which includes the nine-story office building in which its headquarters and the main offi<;es 
of Mutual Savings, Wes-Fin and WSC Insurance Agency (a small insurance agency wholly owr.ed by 
Wesco) are located, and a multistory garage structure. These properties are nearly fully leased under 
agreements expiring at various dates to 1994. 

Wesco, as a savings and loan and insurance holding company, Mutual Savings, as a savings and loan 
association, and Wes-FIC, as an insurance company, are subject to regulation by federal and state 
authorities. Regulations relate to, among other things, reserve requirements, reporting requirements, 
periodic regulatory examinations, limitations on the types of loans and other investments that can be 
made, a:\d the acquisition or disposition of certain types of businesses. 

Approximately 60 full-time employees are engaged in the savings and loan business and other 
financial Sf.gment activities. Wes-FIC is operated by personnel employed by Berkshire and NICO; it has 
no employees of its own. 

STEEL SERVICE SEGMENT 
Precision Steel, acquired by Wesco in 1979 for approximately $15,000,000, operates a well

established steel service center business in two service center locations: one in Franklin Park, Illinois, 
near Chicago; the other, operated by a wholly owned subsidiary, in Charlotte, North Carolina. The 
service centers buy low carbon sheet and strip steel, coated metals, spring steels, stainless steel, brass, 
phosphor bronze, aluminum and other metals, cut these metals to order, and sell them to a wide variety 
of customers. 

The service center business is highly competitive. Precision Steel competes not only with other 
service centers but also with mills which supply metal to the service centers. Competition exists in the 
areas of price, q()ality, availability of products and speed of delivery. Because it is willing to sell in 
relatively small quantities, Precision Steel has been able to compete in geographic areas distant from its 
servic.e center facilities. Competitive pressure is intensified by imports and by a tendency of domestic 
manufacturers to substituteJess costly components for parts traditionally made of steel. 

Precision Brand Products, Inc. ("Precision Brand"), a wholly owned subsidiary of Precision Steel, 
manufactures shim stock and other tool room specialty items, as well as hose and muffler clamps, and 
distributes them under its own brand names nationwide, using both salesmen and manufacturers' 
representatives. This business is highly competitive. 

Steel 5ervice raw materials are obtained principally from major domestic steel mills, and their 
availability is considered good. Precision Steel's service centers maintain extensive inventories in order 
to meet customer demand for prompt deliveries. Typically, an order is filled and the processed metals 
delivered to the customer within one week. Precision Brand normally maintains inventories adequate 
to allow for off-the-shelf service to customers. 

The steel service businesses are subject to economic cycles in their area of the economy. These 
bi.isinesses are not dependent on a few large customers. Steel service backlog orders decreased to 
approximately $4,325,000 as of December 31, 1985 from approximately $5,350,000 as of December 
'.31, 1984. 



·-~ 
\n:' 1980, Precision Brand introduced a line of precision measuring tools. As a result of poor 

acceptance by key distributors and end-users, coupled with recessionary economic conditions, the 
product line was discontinued in 1982 at a loss, after income taxes, of approximately $540,000. 

Approximately 265 full-time employees are engaged in the steel service businesses, almost l{alf of 
whom are members of unions. Management considers lal;or relations to be good. 

Item 2. Properties 

Wesco owns a business block in downtown Pasadena, California, which is improved with a nine
story office buildir\g that was constructed in 1964 and has approximately 125,000 square feet of net 
!'2ntable area, as well as four commercial store buildings and a multistory garage with space for 425 
automobiles. Approximately 22,0001~quare feet of this building are used by Wesco as its headquarters 
or leased to Mutual Savings for use as'its main office, while the balance is leased to outside parties under 
agreements expiring at various dates to 1994. Mutual Savings leases its 1,700-square-foot satellite office 
in the Plaza Pasadena shopping center located across the street from its main office; this lease expires in 
1990 and may be extended under two five-year options. 

Wesco-Financial Insurance Company uses the headquarters office of NICO, a subsidiary of 
Berkshire Hathaway Inc., its ultimate parent, in Omaha, Nebraska, as its place of business. 

Mutual Savings holds real estate which has been acquired by foreclosure. The most valuable parcel 
consists of 22 acres of vacant, largely oceanfront land near Santa Barbara, California, where residential 
development is presently intended. Such development is subject to various difficult-to-obtain reg
ulatory approvals, but the property is expected eventually to provide a yield greatly in excess of its book 
cost. Other properties include several buildings in a shopping center in Upland, California, which are 
leased to various small businesses. 

Precision Steel and its subsidiaries own three buildings housing their plant and office facilities 
having usable area approximately as follows: 138,000 square feet in Franklin Park, Illinois; 42,000 square 
feeUn Charlotte, North Carolina; and 59,000 square feet in Downers Grove, Illinois. 

Item 3. Legal Proceedings 

Wesco and its subsidiaries are not involved in any legal proceedings which are expected to result in 
material loss. 

Item 4. Submission of Matters to a Vote of Security Holders 

No matters were submitted to a vote of Wesco's shareholders subsequent to the annual meeting 
held in April 1985. 

PART II 

Item 5. Market for the Registrant's Common Stock and Related Stockholder Matters 

Wesco's common stock is traded on the American Stock Exchange and the Pacific Stock Exchange. 

The following table sets forth the ranges of stock prices reported in the Wall Street Journal for 
Wesco's shares trading on the American Stock Exchange by quarter for 1985 and 1984, as well as cash 
dividends paid by Wesco on each outstanding share: 

1985 1984 

sa."les Price Dividends Sales Price Dividends 
Quarter Ended High Low Paid Quarter Ended High Low Paid 

March31 ........ $29 $21% $0.155 March 31 ........ $19% $16V.. $0.145 
June30 .......... 29V.. 24% 0.155 June 30 ......... 19Ya 16Y, 0.145 
September 30 ..... 29Ya 273/a 0.155 September 30 .... 19Ya 163/a 0.145 
December31 ..... 41 v.. 29'A 0.155 December 31 ..... 225/a 173/.i 0.145 -- ,, --

$0.62 $0.58 -- --
There were approximately 1, 100 shareholders of record of Wesco's common stock as of the close of 

business on February 17, 1986. 
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Decerriber 31, \:-' 

1985 19114 1983 1982 '1931 

Financial assets: 
0 -:~ 

Cash and short-term 0 " investments .............. $328, 109 $163,348 $ 69,262 $ 57,563 $ 3],201 
Common and preferred stocks 

and state and municipal 
119;845 bonds .................. 97,605 126,179 142,427 ·., 123,755 

Loans receivable ............ 83,472 95, l 72 106,886 123,541 • l49,656 
Other assets f~,_ .••.......... 34, 163 14, 123 18,771 16,480 . 14, 137 

543,349 398,822 337,346 . 317,429. 3i8,749 
~ 

Steel service assets ............ 18,608 18, l 81 17,685 15,337 18,285 
Total assets ............. $561,957 $417,003 $355,031 $332,766 $337,034 .• 

Financial liabilities: 
...... -; 

Savings accounts ............ $269,047 $227,087 $188,19'.i $152,489 $149,168 
Unearned insurance Q 

premiums ............... 26,326 ~ 

Unpaid losses and loss 
adjustment expenses of 
insurance subsidiary ....... 16, l 11 ~ 

Notes payable .............. 30,023 30, 182 31,567 52,623 68,424 
Other liabilities ............. 23,003 10,850 s,9u7 6,394 5,810 ---

364,510 268,119 -- () 225,669. 211,506 223,402 
Steel service liabilities . . . . . . . . . 6,646 5,245 5,250 3,857 4, 171 . 

Total liabilities .......... - $371, l 56 $273,364 $230,919 $215,363 $227,573 
·~ 

Shareholders' equity .......... $190,801 $143,639 $124, 112 $117,403 $109,461 

Per share .................. $26.80 $20.17 $17.43 $16.49 $15.37 

.. 
• Item 7. Management's Diicussion and Analysis of Fi~ancial Condition and Results of Operations 

.'r' 

FINANCIAL COND.ITION 
A glance at the consolidated balance sheet of Wesco Financial Corporation ("Wesco"), at the 

balance sh.eel of its newly-formed Wesco-Financial Insurance Company ("Wes-FIC") subsidiary, 
appearir1g in Note 2 to the .accompanying consolidated financial statements, and at the condensed 
consolii:lated balanc.e s.hefi!t.,of its savings and loan subsipiary, Mutual Savings and Loan Association 
("Mutual S.lvings"), ·appearing at the end of this annual. report, will reveal the results of management's 
objective of increasing financial strength and liquidity. The increase in liquidity has been achieved as a 
result of a combination oi factors. Mutual Savings has had success in increas'ing savings ascounts since it 
began, in late 1962, offering savers (1) a slightly higher rate of interest than that paid oy most other .. 
savings and !oan associations on a new type of money-market account and (2) competitive interest rates 

·•·on other types of accounts, Mutual Savings' unusually high net worth (21 percent of savings accounts at 
1985 yearend) has also enabled it to attract and retain savings deposits, as failures and near-failures of 
other savings and loan associati6?1s have drawn much press coverage. 

Noteworthy occurrences in 1985 were (1) sales of marketable securities resulting in net gains of 
$41,523,000 after income taxes, (2)the formation 9f Wesco-Financial Insurance Company in co
venture with Wesco's 80% owner and ultimate parent, Berkshire Hathaway Inc. (Wrsco capitalized 
Wes-FICwith an initial infusion of$45,000,000 in cash and cash-equivalents in Septemt..'er-see Item 1, 
Business), and (3) the further decline, about 12%1 to $83,425,000, of Mutual Savings' real estate loan 
portfolio due to its continued lending inactivity. 

The key component ofil"savings and loan association's eanzl,!)gs is net interest income. Its depend
able generation not only requires the management of yields,' costs and maturities of assets and 
liabilities, but also a limitat!on, consistent with the ratio of net Worth to total interest-bearing liabilities, 

17 
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" on the margin, or "gap;' between interest-sensitive liabilities and interest-sensitive assets •. Federal 
Home Loan Bank Board policies have recently required that savings and loan associations monitor this 
gap and restructure maturities of assets and liabilities towards a reduction of interest rate risk. The table 
below sets forth the major balance sheet categories and dollar amounts of items for Mutual Savings and 
its consolidated subsidiary as of 1985 yearend which are rate sensitive, and the resulting net gaps as of 
1985 and 1984 yearends: 

Gap Analysis 
Amounts (in Thousalhds) Subiect to_Repricing(•) ----

Within Within Within Within Within -'(•. 

Balance Sheet Category 6n,onths 1Vear 3 Years 5Yean 10Ye~rs To!•I 
Rate-sensitive assets-

Cash and short-term 
investments .......... $ 157,766 "$ 157,766 $ 157,766 $ 157,766 $157,766 $157,766 

State and ~! 

municip~I bqnds ..•... 50 3,835 4,435 4,535 2t,660 22,608 
Common and prefem:J ,~ 

stocks .............. -~:, 55,595 
Loans receivable** ...... 6,000 12,000 30,000 43,000 68,000 83,425 ----

Total ............... 163,816 173,601 192,201 .205,301 247,426 ,, 319,394 
Rate-sensitive liabilities-

Savings accounts ....... 182,131 229,958 265,397 269,274 269,313, 269,313 

Net gap at-
December 31, 1985 $ (18,315) $ (56,357) $ (73,196) $ (63,973) $ (21,887) £50,081 

December31, 1984 $ (72,887) $ (90,679) $ (91, 132) $ (76, 11 ~) $ (30,745) $ 56,386 

'"An1ounts are cumulative; for exan1ple, loans that can be repriced in one year include loans \vhich can be repriced 
in six months . 

.. Amounts subject to repricing in each period have been estimated inasmuch as they include prepayments as well 
as nonnal principal an1ortlzation. 

The gap analysis demonstrates possibly temporary success in the ongoing restructuring of Mutual 
Savings' operations, begun in the late 1970s, in order to reduce exposure to interest rate risk and 
inflation rates (see !tern 1, Business). As now restructured, Mutual Savings, and, thus, Wesco's financial 
segment, are better poised to withstand sharp interest rate increases than in prior years. Mutual Savings 
is in process of re-entering the real estate lending market, offering adjustable rate mortgage loans with 
low "spread" over cost of funds and no cap on future interest rate changes. Management is nopeful that 
these new fully-adjustable rate loans will help Mutual Savings obtain a lqan portfolio approximating 
60% of its assets, with aggregate interest rate risk atan endurable level. 

Mutual Savings is believed to have one of the lowest loan delinquency rates of any savings and loan 
association due to the seasoned nature of its loan portfolio. At 1985 yearend, monthly, payments were 
past due over 60 days on $124,000 principal balance of such loans. · , 

Wesco is believed to have adequate capital resources for all anticipated operatioriai'ni;eds. 
0 

RESULTS OF OPERATIONS 

Financial Segment 

The last several years have seen dramatic, sometimes adverse, changes in the savings and loan 
industry. In response, Wesco's savings and loan business has declined, both in size and in its relative 
importance to the financial segment. At)he same time,,.as funds have become available pending their 
use in expansion or acquisiti<;m, the portfolio of marketable securities has grown, and dividend and 
interest income and gains on securities transactions have increased in importance in Wesco's financial 
net income. In September 1985, a new business, Wesco-Financial Insurance Company ("Wes-FIC"), 
was added in co-venture with Wesco's ultimate parent, Berkshire Hathaway Inc. (See Item 1; Business, 
forfurther discussion of the changes in \he savings and loan industry and of Wesco's financial segment.) 
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These strategic change;\ave resuliecl in less stability and predictability in Wesco's financial net 
income. The following summary indicates the contribution to financial net income from the operations 
comprising the financial segment, and demonstrates the prevalence and effect on 'net income of large, 
unusual items in recent years (amounts are in thousands of dollars, all after income tax effect): 

(,' 

"Normal" net operating income 
(loss) of: 

Mutual Savings .......... . 
Wes-FIC ............... . 
Other operations• ........ . 

Unusual items: 
Gain on sale of marketable 

securities ............... . 
Fluctuation in market value of 

GNM,'\ futures contract ..... 
Loss on sale of GNMA-backed 

real estate loans· ... ,,, ..... . 

Financial net income, as reported 
in sta\~ments of income ..... . 

~ \ 

1985 

$ 3,342 
(359) 

3,354 

6,337 

41,523 

1,671 

43, 194 

$49,531 

1984 

$ 3,476 

4,550 

8,026 

13, 138 

458 

13,596 

$21,622 

1983 

$ 3,046 

3,839 

6,885 

2,046 
:) 

2,046 

$ 8,931 

1982 1981 

$ 3,482 $ 3,457 

3,4l 2, 'C ·- 2,706 
6,894 6;163 

6,706 

(2,425) 

4,281 

$11, 175 ---

1,669 

i·-

1,669 

$ 7,832 

"Reflects hetcornmercial real estate rental income, pius:loter,\'st and dividend income from marketable s~curities 
held outside the savings and loan and insurance businesses, from the sum of which is deducted interest and other 
corporate expenses. 11 

Mutual Savings' consolidated "norm;l./riet operating income has remained. rl!!iidvely unchanged 
in each of the years presented in the foregoing table, despite significant flus;tuations in interest rates. 
Such operating income has resulted in large part from income tax benefits available to Mutual Savings 
because of interest income on state and municipal bonds and dividend inccme on preferred and 
common stocks, taxed at very favorable corporate rates. Following is a summary of the components of 
Mutual Savings' consolidated "normal" net operating income (in thousands of dollars): 

Revenues-
tnterest on loans and short-term 

investments and 
miscellaneous other 
revenues ............... . 

Dividends on common and 
preferred stocks ......... . 

Interest on state and 
municipal bonds ......... . 

Expenses-
lntereSt on savings accounts and 

borrowings, and operating " 
expenses .\l .. , .......... . 

lnc:>me (loss) before income 
tax benefit ............•.. 

Income tax benefit 
relating :hereto .......... . 

1985 

$20, 172 

5,455 

3,220 

28,847 

0 

29,028 

1984 

$17,572 

4,735 

3,643 

25,950 

25,431 

(181) 519 

3,523 2,957 

$ 3,342 $ 3,476 

1983 

$14,225 

4,872 

3,643 

22,740 

2'.'!,539 

(799) 

3,845 

$ 3,046 

1982 

$15,948 

3,686 

3,604 

23,238 

141 

3,341 

$ 3,482 

1981 ---,.., 

$19,002 

3,603 

2,340 
. 24,945 

23,340 

1,605 

1,852 

$ 3,457 
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Mutual Savings' costs and expenses ha_v~ increased in each of the past' s11;~eral years principally as a 

result of an increase in interest expense on savings __ accounts, whichincrease has.resulted al most entirely 
from the growth in savings balances. On an incremental-effects basis such growth in savings accounts 
has bee.Ji at a loss, because Mutual Savings has incurred in interest and other expense more than·it has 
received from employing proceeds in short-term interest-bearing investments far ilbpve regulatory 
requirements for liquidity. Only the interest on state and municipal bonds and dividends on preferred 
and common stocks, taxed at favorable rates, have enabled Mlltual.Savings to report a positive rate 
spread in recent yea\s. Details are set forth in the following table. '' 

() 

1985 1964 1983 

Yield on loans ................................... . 7.60%' 7.63% 7.48% 
o Yield on.investments"' ............................. . 

" Com'tli'iled yield on loan~'and investments ............ . 
Cost ofsa_vings ..............•. -.................... . 
Cost of borrowings ................................ . 

Combined cost of savings and bo;rowings . . . . . . . . . . . . . o 
Rate spread** .......................•.. :'. .. , . . . . . . . " '' 

12.26 14.44 15.01 
10.94 ' 11.78 11.43 
(9.81) (10.30) (9.97) 

(8.93) 
(9'.31) (10.30) (9.88) 
1.13 1.48 1.55 

'Interest on short-term investments, interest on state and 'municipal bonds and dividends on common and 
preferred stocks, all stated on a so-c;i(\ed tax-eguivale11\ basis, i.e., on a pre-tax basis as if fully subject to income 
taxes at maximum corporat,e rate~. '0

' • 

.. The difference betwee0; th"e combined yield on loans and investments and t~.e combined cost of savings a_nd 
borrowings. ~ "~\ , 

Mutual ~avings has little interest rate risk, but also, little rate spr{ad. Such is not'typlcalJpr:qtany 
other savings and loan associations, who have continueq their long-term lending practice's a'n'il are 
currently reporting record earnings and widening raie spreads, resulting mainly from the recent decline 
in1the cost of saving>. Although Mutual Savings expects to continue to maintain a positive rate spread, 
the'future of interesirates remains uncertain. · '' -- 0 ~ 

Wesco entered into the property and casualty in_surance business in 1985. (See Item 1, Busine~s. for 
furtheh information on Wesco-Financi'11 lnsuranc,e Company- "Wes-FIC:') The separate financial 
statements of We;-FIC, covering the. four rr_tonths gf1:its operations, are included in Note 2 to the 
consolidated financial statements, and show that Wes-FIC sustained a net loss of $359,000 during the 
period. This four-month result is not considered IQ. have significant predictive value. The liabilities 
reflected for-·ul\paid losses and loss adjustment,expenses of this business are based in large part upon 
estimat'es~1)-".I, therefore, are subject to estimation error. A degree of inaccuracy of as little as 5,% in such 
estimated liabilities would affect Wes-FIC's 1985 results of operations by approximately$450,000, after 

0 
income taxes. Management believes that a 95% degree of accuracy in the aforementioned stated 
liabilities, as c!etermined by subsequent events, would indicate a relatively high state of accuracy. 

Normal l')et income from other financial operations (excluding savings and loan and insurance 
operations); summarized on page 19, decreased to $3,354,000 in 1985 from $4_,550,000 in the prior 
year, principally the result of a decline in yield on, short-term investments; the amo1.mt invested 
increased during the year. The incret\se in this category of net operating income in 1984 over .the 
comparablei amount of $3,839,000 for 1983 was attributable mainly to an increase in interest and 
dividend income as a result okn increase in ~l'tort-term investments and common stocks during 1984; 
the yield o;i such investments also increased. ., 

" The securities gains' realized in 1985 l:iy Wesco and its subsidiaries include an unusually large 
amount, $34,363,000 after income taxes, realized from sale of General Foods stock to Philip Morris 
Company in connection with the latter's tender offer ata large premium over the then-prevailing market 
price of General Foods' stock. Realize\:: securities gains fluctuate from year to year, but management 
does_ not exp_ect Wesco's annual gains in the foreseeable future even to·approach their 1985 l_evel. 
Wesco's hjs~i;i_ry supports such expectation. Wesco. has never before realized investment gains ofsuch 
magnitut'J~ li1any annual period. ,1 ° 

·Rev;nue~:of the financial segmen(lhclude significant amounts of fully tax-exempt interest on state 
and ml1hicipai_bonds, substantially exei'hpt dividend incom~Jmmcommon and preferred stocks, and 
gains and losses on sales of stock which are subject to favorable tax rates. Flµctuations in the amounts of 
and proportion that these investment income components bear to total pre-tax income have resu.lted in 

u 
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tax provisions and benefits expressed as percentages of pre-tax income, adollows: tax provisions of 
30.5% in 1985,and 21.4% in 1984;tax beoefitsof 33.2% in 1983, 24.7% in 1982 and 22.1% in 1981. (See 
Note 8 to the accompanying consolidated financial statements for further information on income 
taxes.) 

Revenues, expenses and earnings set forth in Item 6, Selected Financial Data, and in Wesco's 
consolidated statement of income are not necessarily indicative of future revenues, expens~s and 
earnings in that they .. are subject to significant variations and timing of securities gains and losses, the 
occurrence of other unusual items and changes in the interest rate spread. 

Steel Service Segment 

Sale.s revenues declined approximately 7% in 1985 as a result of a combination of factors, including 
,fl) a slowdown in the economy, (2) increased foreign competition, as the strong U.S. dollar has 
'ilitreased the attractiveness of imported consumer goods, and (3) the increasing substitution of. 
nonferrous components by manufacturers of consumer goods. Steel revenues increased in 1984 mainly 
as a result of the general economic re.surgence experienced after the 1981-1982 economic recession. 

,,, Cost of i:iroducts sold, as a percentage of sales, amounted·to 80.0%, 81.4% and 80.8% for 1985, 
1984 and 1983, resi:iectively. The improvement in such cost in 1985 resulted mainly from the availability 
of mpre favorable cfuantity order prices on materials purchased than were available in 1984. 

,, The provision for inc_ome taxes in the steel service segment, although it fluctuated in amount, 
represented 4ZO%, 48.80/o and 4Z8% of pre-tax ip!;_g,me for 1985, J984 and 1983, respectively, not 
signi(icantly different from the combined federal a~ d state rates on ordinary income. 

Steel service net income was held to 'k declin~f Qnly 1% for 1985 on the 7% decrease in sales 
revenues. The steel service business operates on a low gross margin. Thus, the slight improvement in"_ 
cost of products sold was the primary factor responsible. The improvement in steel service net incom_e> 
in 1984 resulted principally from the increase in sales.revenues. ' 
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Item 8. Financial ~ta~ei'nents 

Following is an index to financial statements appearing in this.report: 

01 • Pas<; 
f1nanc1al Statements Num~r 

Reports of independent accountants .. :· . .............. ·: . . . . . . . . . . . . . . . . . . . . . . . .25 
Consolidated balance sheet-December 31, 1985and1984 ...................... ':'. 26 
Consolidated statement of income and retained earnings-
., years ended Deu~fhber 31, 1985, 1984~.nd1983 ............................... ..27 
Consolidated statement of changes in financial position-

.. years ended December 31, 1985, 1984 and 1983 ................... C: . • . . . . . . . . . 28 
,,, Notes to consolidated financial statements ..................................... 29-36

8 
The data appearing on the financial statement schedules listed below should be read in conjunc
tion with the consolid"ated financial statements and notes of Wesco Financial Corporatior, and the 
reports of independ~nt accountants referred to above. Schedules not included with these.financial 
statement schedules have been omitted because they are not applicable or the required informa
tion is shown in the finani;jal statements or notes thereto. 

Schedule Page 
financial Statement Schedules Number Number 

Marketable securities (consolidated and registrant)• .................... . I 37 
Condensed •financial information of registrant ........................ . 111 38-39& 
Supplementary insurance~information .............................. . v 38 
Supplementary income statement information 

(consolidated and registro.rit) ................... z . .............. . x 39 
,~. 

Item 9.'oisagreements on Accounting and Financial Disclosure 

In 1985, Touche Ross & Co. was selected as the independent public accountants for Wesco and its 
subsidiaries, in place of Peat, Marwick, Mitchell & Co. There were no dis"a'greements between Wesco 
Financiai'Corporation ("Wesco") and its i!ldependent r:jublic accountants during any recent year with 
respect to any m~t,ters of accounting principles or practices or financial statement disclosures not 
ultimately adopted by Wesco. 
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Item 10. Directors and Executive Officers of the Registrant 
Th-e information set forth in the section entitled "Election of Directors" appearing on pages 2, 3 and 

4- of the definitive combined notice of annual meeting and proxy statement of Wesl!.o Financial 
Corporation dated March 27, 1986, isincorporated h_erein by reference. 

Item 11. Management Remuneration and Transactions 
The information_ set forth in the section "Compensation of Directors and Executive Officers" 

appearing on pages 6 and 7 of the definitive qc)mbined notice ofannual meetingand prmsy statement of 
Wesco Financial Corporation dated March 27, 1986, is incorporated herein by reference. 

Item 12. Security Ownership of Certain Beneficial Owners _and Management 
The information set forth in the section "Voting Securities and Principal Holders Thereof" appear

ing on pages 4 and 5 ofthe definitive combined notice ofannual meetingand prqxy.statement of Wesco , 
Financial Corporation dated March 27, 1986, is incorporated herein by reference. ' 

Item 13. Certain Relationships and Related Transactions 
Q 

The information set forth in the section "Transactions With Management and Others" appearing 
on page 8 of the definitive combined notice of annual meeting and proxy statement of Wesco Financial 
Corporation dated March 27, 1986, is incorporated herein by reference. 

Item 14. E~!li_~)ts, Financial S_!atement Schedules, and Reports on Form 8-K 
The index to financial statements set forth in Item 8 of this report is'incorporated herein by 

f >/ 
re erence. J.· 

The following exhibit$ {listed by numbers corresponding to Table 1 of Item 601 of Regulation S-K) 
are incorporated herein by reference: 

3a. Articles of Incorporation and By-Law5 of Wesco Financial Corporation (in,corporated by 
reference to Form 10-K Annual Report of Wesco Fin_ancial Corporation for the year ended ·0 

December 31, 1980. File No. b4720). 

4. Form of Indenture (incorporated by reference to Exhibit 2 to Amendment No. 1 of FDrm S-7 
Registration Statement of Wesco Financial Corporation filed June 20, 1979. File No. 2-64616). 

22. Subsidiaries. - 0

1 l j I r: 

No reports on Form 8-K were filed during the quarter ended December 31, 1985. 
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SIGNATURES 

0 
Pursuant to the requirements of Section 13 of1;he Securities Exchange Act of 1934, the registrant has 

duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 0 

WESCO Fl.t)ANCIAL CORPO~ATION 
LI 

By: 

By: 

a.~ T )IJ,M..y 
Charles 1: Munger 
Chairman of the Board and President 
{principal executive officer) 

% 
Jeffrey L. {.ifobson 
Vice President and Chief Financial Officer 
(principal financial officer) 

-aoe~O .._ 
By: -

ch 

"" 
(principal accounting officer) 

March 27, 1986 

March 27, 1986 

0 

March 27, 1986 

v 0 

Pursuant to the requirements of the Securities Exchange Act of 1934,' this report has been signed 
below by the following persons on behalf of the registrant and in the capacities and on the dates 
indicated. 

~-:-~ 
Director 

H. R. Dettmann 
Director 
(1 

~k:~ 
David K. Robinson 
Director 
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REPORTS OF INDEPENDENT ACCOUNTANTS 

To the Board of Directors and Shareholders of 
Wesco Financial Corporation 

We have examined the consolidated balance sheet of Wesco Financial Corporation and subsidi
aries as of December 31, 1985, and the related statements of income and retained earnings, and 
changes in financial position for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards and, accordingly; included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances. 

In our opinion, the financial statements referred to above present fairly the financial. position of 
, Wesco Financial Corporation and subsidiaries as of December 31, 1985, and the results of their 

operations and the changes in their financial'position for the year then ended, in conformity with 
generally accepted accounting principles applied on a basis consistent with that of the preceding year. 

Our examination also comprehended the schedules listed in the index at Item 8. In our opinion, 
such schedules, when considered in relation to the basic financial statements, present fairly, in all 

m""."' =~"""'' '"'°''"''"" '"""""''"'" ~ ~: ~ •. 

Los Angeles, California 
February 13, 1986 

To the Board of Directors and Shareholders of 
Wesco Financial Corporation·; 

We have examined the consolidated balance sheet of Wesco Financial Corporation and subsidi
aries as of December 31, 1984, and the related statements of income and retained earnings and changes 
in financial position for each of the years in the two year period ended December 31, 1984. Our 
examinations were made in accordance with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. In connection with our examination of the consolidated financial 
sta(ements, we also examined the financial statement schedules as of and for each of the years in the 
two year period ended December 31, 1984, as listed in the accompanying index under Item 8. 

In our opinion, the aforementioned consolidated financial staten;ients present fairly the financial 
position of Wesco Financial Corporation and subsidiaries at Decembe~ 31, 1984,_f!nd the results of their 
operations and the changes in their financial position for each of the years in the iwo year period ende.d 
December 31, 1984, in conformity with generally accepted accounting principles applied on a consis
tent basis. Also, in our opinion, the related financial statement schedules as of and for each of the years 
in the two year period ended December 31, 1984, when considered in relation to the basic consoli
dated financial statements taken as a whole, present fairly in all material respects the information set 

'°''"''"'"· . ~~~t·~;~l:t.· 
Los Angeles, California 
January 31, 1985 
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Financial: 

WESCO FINANCIAL CORPORATION 
CONSOLIDATED BALANCE SHEET 

(Dollar amounts in thoutands) 

ASSETS 

Cash ............................. •::l. •••••••••••••••••••• 
lnvestmen!s (Note 3): 

Short-term investments ................................. . 
State and municipal bonds .............................. . 
Common and preferred stocks .................. 'i ,,,: •...... 
lnvestmerit'in Bowery Savings Bank ........................ . 

Total investments ....................... 0 ••••••••• ; ••• 

loans receivable (Note 4) ................................. . 
Accounts receivable ..................................... . 
Deferred insurance polii;y acquisition costs (Note 2) ........ /\ .... . 
Real estate held for sale ................................... . 
Investments required by law: 

Investment in stock of Federal Home loan Bank, at cost .... :1 
•••• 

Prepayments to FSLIC secondary reserve .................... . 
Premises.and equipment, net (Note 5) ....................... . 
Other assets ... ;_i_ •••••••••••••••• ''' •••••••••••••••••••••• 

Steel service: . 
Cash ................ ,1 •..•••.. ·:•· • •....•.•.........••.••. 
Ac;counts receivable .... · ........................ ' ......... . 
Inventories (Note 6) ..................................... . 
Property, plant and equipment, net (Note 5) .. ;• ................ . 
Other assets ........................................... . 

Financial: 
LIABILITIES A.ND SHAREHOLDERS' EQUITY 

Savings accounts (Note 7) ................................. . 
Accounts payable and accrued expens~s ..................... . 
Unearned insurance premiums (Note 2) ...................... . 
losses and loss adjustment expenses of insurance business {Note 2) .. 
Income taxes payable (Note 6) >- ..•••.••...••••••..••••••.••• 
Notes payable (Note 9) ................................... . 

Steel service: 
Accounts payable and accrued expenses ..................... . 
Income taxes payable (Note 8) ............................. . 
Notes payable (Note 9) ............ .' ...................... . 

T<;>tal liabilities ...................................... . 

Commitments and contingent liabilities (Notes 11and12) 
Shareholders' equity: . 

Capital stock, $1 par value-authorized 7,500,000 shares; 
issued 7,119,807 shares ................................. . 

Capital surplus arising from stock dividends ................... . 
Unrealized app~eciation of marketable equity securities 

of insurance Business (Note 3) .......•..................... 
Retained earnings-partially restricted (Note 13) ............... . 

Total shareholders' equity ...... ': ...................... . 

See accompanying notes to consolidated financial statements. 
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c:., 
December 31, 

1985 1984 

$ 2,810 $ 1,951 

325,299 161,397 
26,398 29,987 
62, 187 96, 192 

9,020 
422,904 287,576 

83,472 95, 172 
13,921 2,661 
' 8,254 

2,026 2,011 

01 952 1, 137 
.::-__:'• 

3,385 3,146 
3,435 3,216 I 

2,190 1,932 I 
I 

543,349 398,822 

13 13 
5,433 5,318 
8,213 7,690 
4,864 5,080 

85 80 
18,608 18,181 

$561,957 $417,003 

$269,047 $221,087 
2,085 5,047 

26,32&' 
16, 11 l 
20,918 5,803 
30,023 30, 182 

364,510 268,119 

2,934 2,259 
2,212 1,286 
1,500 1,70D 
6,646 5,245 

371, 156 273,364'' 

.,, 
7,120 7,120 

23,319 23,319 

35 
160,327 113,200 
190,801 143,639 0 

$561,957 $417,003 

0 (I 
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WESCO FINANCIAL CORPORATION 
CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS 

(Dollar amounts in thousands except for amounts per share) 

Financial: 
Revenues-

1 nterest on loans ..............................• 
Interest on short-term investments and on state and 

municipal bonds ......•...................... 
Dividends on common and preferred stocks ......... . 
Insurance premiums earned (Note 2) ...... . =: ....... . 
Fluctuation in market value of GNMA futures 

contract (Note 4) ...........•................. 
Gain on sales of marketable securities (Note 10) ...... . 
Rental income of $2,219, $2,078 and $1,986, less ·· 

expense of$1, 123, $1,032 and $1,051 ............. . 
Other .......... ,, ............................ . 

fl 

Expenses- ~· 
Interest on savings accounts ..................... . 
lnsurancfhlosses and loss adjustment expenses (Note 2) . 
Amortization of deferred insurance policy acquisition 

costs (Note 2) .............................. . 
Interest on notes payable ....................... . 
General and administrative ...................... , 

Income before income taxes . . . . . . • • . . . . . . .•....... 
Income tax (provision) benefit (Note 8) ........... ;;; .. . 

Net income-finan<!.!:ll ...................... . 

Steel service: 
Revenues-

Sales .... "'" ................................. . 
Other ...................................... . 

Costs and expense~--'-) .·. 
Cos! of products.sold ...................... .:. ... . 
Selling, general and administrative expenses ......... . 

Income before income taxes ...................... . 
Income tax provision (Note 8) ......................• 

•\ Net income-steel service , ....... :· .......... . 

, .. Net income-c!lnsolidated .................. . 
Retained earnings-beginning of year ............... c• 
Cash dividends declared and paid .................. . 

Retained earnings-end of year .... :: :~~' .. ·' ....... . 

Amounts per share based on 7,119,807 shares: 
Netincome-consolidated ..................... . 

Cash dividends ............................... . 

See accompanying notes tq consolidated financial statements. 

Year Ended December 31, 

1985 1984 1983 

$ 6,794 $ 7,711 $ 8,567 

24,651 17, 170 9,294 
6,944 7,765 9,025 

20,412 

2,803 938 
62,895 19,360 3,0'25 

1,096 1,046 935 
937:. 906 852 ----

126,532 54,896 31,698 

25, 191 20,940 16,870 
16,606 ...2... 

6,402 
3,035 3,103 4,673 
4,031 3,347 3,452 

55,265 27,390 24,995 

71,267 27,506 6,703 
(21,736) (5,884) 2,228 

49,531 21,622 8,931 

51, 124 55,098 46,074 
181 207 191 

51,305 55,305 46,265 

40,914 44,830 37,220 
6,600 6,501 5,936 

47,514 51,331 43, 156 

3,791 3,974 3,109 
(1,781) (1,940) (1,487) 

2,010 _2,034 1,622 

51,541 23,656 10,553 
113,200 93,673 86,964 

(4,414) (4, 129) (3,844) 

$160,327 $l 13,200 $ 93,673 

$7.24 $3.32 $1.48 

$ .62 $ .58 $ .54 
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WESCO FINANCIAL CORPORATION·· 
CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL 'POSITION 

(Dollar amounts in thousands) U 

Financial: 
Sources (uses) of cash, including short-term investments, 

from operations-
Net income ..................•••....•...•...... 
Add (deduct): 

Depreciation and amortization, including amortization 
of bond premiums of $300, $421 and $421 ........ . 

Interest expense credited to savings accounts ........ . 
Increase in insurance premiums receivable >' •••••••••• 
Increase in unearned insurance premiums .•. ':·•i•.;- • ••• 
increase in deferred insurance policy acquisition costs .. 
lncr~ilse in unpaid losses and loss adjustment expenses 

of insurance business •.•........•............. 
{Increase) d~crease in current income taxes receivable .. 
Increase (decrease) in income taxes payable •....•.... 
Other, net •.............................•..... 

Cash provided from financial operations .... , .... 

Other sources (uses) of.cash-
Principal collections on real estate loans ............ . 
Increase in savings accounts, net •....•............. 
(Increase) decrease in state and municip_al bonds and 

common and preferred stocks ..... : ............ . 
lnvestmentin Bowery Savings Bank ............•.... 
Increase (decrease) in accoung·payable from purchases 

of common stocks ..............•............. 
Repayment of notes payable ..................... . 
Payment of cash dividends ...................... . 
Other, net ................................... . 

(• 

Steel service: 
Sources (uses) of cash from operations-

Net income . , ........•........................• 
Add (deduct): · 

Depreciation and amortization ................... . 
Decrease (increase) in receivables ................. . 
Increase in inventories ......................... . 
Increase iii accounts payable and accrued expenses ... . 
Increase in income taxes payable ............. ,, .. . 
Other, net ............................... : : .. . , 

Cash provided from steel service operations ..•... 

Other uses of cash-
Additions to property, plant and equipment ......... . 

. Repayment of notes payable ..................... . 

Year Ended December31, 
1985 1984 1983 

$ 49,531 $ 21,622 

554 721 
20,845 18,061 

(10,712) 
26,326 
(8,254) 

16, 111 
2,596 

15c~ 15 1,012 
145 (880) ---

109,661 43,132 

11,772 
21,115 

37,294 
(9,020) 

(3.435) 
(159) 

(4,414) 
(1,037) 

161,777 

2,010 

0 673 
(115) 
(523) 
675 
926 

(5) 

3,641 

(457) 
(200) 

2,984 

11,396 
20,831 

16,248 

4,012 
(1,385) 
(4, 129) 
2,471 

92,576 

2,034 . 

650 
40 

(797) 
21 

194 
41 

2, 183 

(453) 
(220) 

1,510 

$ 8,931 

765 
15,537 

f(91) 
'i-"68) 
\3'17) 

24,35r 

15,097 
20, 169 

(23,024) 

(21,056) 
(3,844) 

(667) 

11,032 

1,622 

633 
(1,661) 
(1,524) 

842 
769 

28 
.• 709 

(148) 
(218) 

343 

Consolidated increase in cash, including 
short-term investments ......... ·- .. '.·'............. $164,761 $ 94,086 $ 11,375 

See accompanying notes to consolidated financial statements. 

28 

(] 

\ 

0 



WESCO FINANCIAL CORPORATION 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(Dollar amounts in thousands except for amounts per share) 

Note 1. Presentation and Consolidation 
The consolidated financial statements of Wesco Financial Corporation ("Wesco") are classified 

according to the consolidated group's two business segments-financial and steel service. 
The financial segment of the consolidated financial statements includes the accounts of Wesco 

and its \\'holly owned subsidiaries, Mutual Savings and Loan Association ("Mutual Savings"), Wesco
Financittl Insurance Company ("Wes-FIC"-see Note 2), and WSC Insurance Agency, together with 
Mutual Savings' wholly owned subsidiary, Wes-Fin Service Corp. 

The steel service segment of the consolidated financial statements includes the operating accounts 
of Precision Steel Warehouse, Inc. ("Precision Steel") and its wholly owned subsidiaries, Precision 
Brand Products, Inc., and Precision Steel Warehouse, lnc.-Charlotte Service Center. Short-term 
investments and investments in common stocks, together with related interest and dividend income 
and gain or loss on related sales, are included in the financial segment. 

Wesco is 80.1%-owned by Blue Chip Stamps, which in turn is wholl)!: owned by Berkshire 
Hathaway Inc, ("Berkshire"). 

All material intercompany balances and transactions have been eliminated (see Note 2). 

Note 2. Wesco-Financial Insurance Company 
In August 1985 Wesco formed a wholly owned subsidiary, Wesco-Financial Insurance Company 

("Wes-FIC"), to engage in the property and casualty insurance and reinsurance business, in a co
venture with its ultimate parent company, Berkshire Hathaway Inc. Wesco contributed $45 million in 
cash and cash-equivalents to the capital ofWes-FIC in September1985. 

Wes-FIC, as its initial transaction, entered into a reinsurance agreement with National Indemnity 
Company ("NICO"), an insurance subsidiary of Berkshire, which acts as an intermediary-without
profit. Under terms of the agreement, Wes-FIC participates proportionately (2%) in all premiums, 
losses and expenses of in-force business of Fireman's Fund Insurance Companies ("FFC") for a term of 
four years from September l, 1985. No other insurance.transactions have been entered into by Wes-FIC. 

Wes-FIC's premiums written in 1985 represent 2% of FFC's unearned premiums at September 1, 
1985, plus 2% oi FFC's premiums written in the months of September through December. Likewise, 
Wes-FIC's 1985 costs, other than its nominal organizational expr;nse, represent 2% of FFC's costs 
relating to the risks with respect to which premiums were earned during the last four months of 1985. 
For insurance premiums written, commissions of $14,656 were paid through NICO to FFC, representing 
a pro rata share of FFC's own acquisition costs. Of such amount, $8,254 is recorded in the accompany
ing balance sheet at December 31, 1985 as deferred insurance policy acquisition costs. These deferred 
costs are deemed recoverable from premiums written during the year but unearned at 1985 yearend. In 
determining recoverability of such costs, Wes-FIC has taken into account investment income con
servatively anticipated to be earned on funds held under the contract. 

Following are summarized financial statements for Wes-FIC for the four months of its operations in 
1985: 

Wesco-Financial Insurance Company 
Condensed Statement of Operations 

Insurance premiums written ....••........................•............... 
Less unearned premiums at December 31, 1985 •....•..•.................... 

Insurance premiums earned ....•....................... , ................ . 
Interest and dividend income ....................•..•... ; ................ . 

Losses and loss adjustment expenses ..............•........................ 
Amortization of deferred acquisition costs .................................. . 
policyholder dividends .................................... ., ............ . 
; . 

Loss before income tax benefit .....•....•........................•........ 
Income tax benefit ...............•.......•.................•.•......... 

Net loss ..•....•..................•..................•............ 

four Months Ended 
Dcctmber31, 1985 

$46,738 
26,326 
20,412 

2,219 
22,631 
16,606 
6,402 

338 
23,346 

(715) 
356 •. 

$ (359) 
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o Wesco-Financial Insurance Company 
Condensed Balance Sheet 

ASSETS ,;f.:,. December 11, 1gas 

CStasth andd shor~-c~eprm1 bin
0
vedstments ............... /f. .. -................. : ·.: ·,,:. $61,007 

a e an mum 1 a n s ...................• ; ..................... , . . . . . 3,734 
Marketable equity securities, at market value .... /. . . . . . . . . . . • . . . . . . . . . . . . . . . . __ 6,592 
Premiums receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,712 

<_;Deferred insurance policy acquisition costs .............. ,. . . . . . . . . . . . . . . . . . . . 8,254 
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,630 

LIABILITIES AND SHAREHOLDER'S EQUITY 
Losses and loss adjustment expenses ...................................... . 
Unearned premiums .......•............................................ 
Deferred income taxes •................................................. 
Other liabilities ....................................................... . 

- Total liabilities ................ ':' ............................. ·: ..... . 
Shareholder's equity: 

Capital stock ....................................................... . 
Paid-in capital ........................................... ,, .......... . 
Unrealized appreciation of marketable equity securities, net . , ................. . 
Deficit, representing net loss forthe four mon1hs ended December 31, 1985 ....... . 

Total shareholder's equity ............................................. . 

Note 3. Investments 

$91,979 

$16,lll 
26,326 

~ 3,659 
1,207 

47,303 

1,000 
44,000 

35 
(359) 

44,676 
$91,979 

Marketable equity securities are carried on the consolidated balance sheet principally at the lower of 
aggregate cost or market, except for those held in the insurance business (see Note 2), which are carried 
at market value. Any unrealized gain or loss resulting from such carrying value,s is added to or deducted 
from shareholders' equity on the consolidated balance sheet, net of deemed applicable income taxes, 
without effect on net income. 

Short-term investments (mainly securities issued by the U._S. Government and obligations of the 
Federal Home Loan Bank or other U.S. Government Agencies) and state and municipal bonds, are 
stated at cost, adjusted for amortization of premium and accretion of discount. 

Following is a summary of marketable securities at yearend: 
1985 1984 

Short-term investments ..•... 

State and municipal bonds .... 

Cost Market 

$325,299 $326,549 

$ 26,398 $ 29,747 

Marketable equity securities
Common stocks . . . . . . . . . . $ 26,486 $ 

34, 146 
26,763 

Preferred stocks ......... . 

Other preferred stocks ...... . 
60,632 

1,506 

38,788 

65,551 
1,245 

$ 62, 138 $ 
==='== 

66,796 

Carrying 
Value 

$325,299 

$ 26,398 

$ 26,535 
34, 146 

60,681 
G 1,506 

$ 62,187 

Cost 

$161,397 

$ 29,937 

$ 65,862 
27,724 

93,586 
2,606 

$ 96,192 

Market 

$164,527 

$ 32,543 

Carrying 
Value 

$161,397 

$ 29,987 

$ 80, l 77 $ 65,862 
26,349 27,724 

106,526 
2,334 

$108,860 

93,586 
2,606 

$ 96,192 

At December 31, 1985, the consolidated portfolio of marketabll~quity securities contained aggre-
gate unrealized gains of $6, i 71 and aggregate unrealized losses of $1,252. ' 

In addition to the investments in marketable securities summarized above, Wesco has an equity 
investment, at cost of $9,020, in appro:.:imately 9% of a newly organized, New York-chartered savings 
bank, which recently took over the name, $5 billion in assets and liabilities of the insolvent Bowery 

-Savings Bank in the city of New York. The takeover was assisted by the Federal Deposit lrisurance Corp. 
("FDIC"), the federal agency, akin to FSLIC, which insures (Jeposits in banks. Although terms of such FDIC 
assistance include future income-assistance payments, management of Wesco considers this investment 
to be essentially of the venture-capital type, with prospects for ultimate gain justifying the high risk of loss. 

30 Do/far amounts in thousands except for amounts per share 
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Note 4. Loans Receivable 
Following i.s a summary of loans receiv~ble by type of collateral at yearend: 

~J 1985 
0 

Residential property of one to four units ........................ . 
Residential pioperty of more than four units ....•................. 
Commercial property and vacant land .......................... · 
Savings accounts .......................•.... " ............. . 

less unearned loan fees and unrealized profit on sales of real estate .... 

JI' Average interest rate .......•......•......................... 
(/ 

$ 70.449 
9,396 
3,107 

565 
83,517 

(45) 

$ 83.472 

7.60% 

1984 

$ 80,329 
11,147 
3,275 

493 

95,244 
(72) 

$ 95,172 

7.63% 

.Interest income on loans is recognized under the accrual method of accounting. Such accrued 
interest amounted to $310 ;;nd $368 at 1985 and 1984 yearends. · 

Mutual Savings c;ritered into a financial lutures contract in April 1984 for the purchase in tv\arch 
1986 of $30 milliQn•pfincipal amount of GNMA mortgage-backed pass-through certificates, at•a cost of 

.approximately J'l9 million tG be paid in 1986. Generally accepted accounting principles require that 
earnings re fled fluctuations in marke~value offutures contracts. The unrealized gains for 1985 and 1984 
of $2,803 and $938 before incorrieJll~es, are reflected on the accompanying consolidated statement of 
income in the category fluctuation In market value ofGNMA futures contract. No additional gain or loss 
was realized on sale of the contract in 1985. ' 

@I 
Note 5. Property, Plant, Premises and Equiprmmt 

Following is a summary of property, plant;'premises and equipment, stat~d at cost, at yearend: 
1985 1984 I.' 0 

Financial: .. 
Land ................... \J" ••••••••••••••••• ,. .. ". "' •••••••• ,55 . 
Office, store and garage build1:ngs and leasehold improvements .... . 

$1,386 $1,386 
6,624 6,217 

Furniture, fixtures and equipment ........................... . 898 832 

8,908 8.435 
less accumulated depreciation and amortization 5.473 5,219 

$3.435 ' $3,216 
Steel service: 

$ 640 $ 640 
2,915 2,907 
5,137 4,729 

land .....• , ......................................... , . 
Buildings and improvements .................•.........• /: .. 

d : ?'' 
Machinery an equipment ........ , ................ ··> < . .... ., 

.;-, -" .) 

8,692 8,276 
3,828 3,1.96 less accumulated depreciation and amortization ........ ~~ ... ,,. .. 

$4,864 $5,080 
,: f " 

The financial and a portion of the steel service land imd bu,ildings collateralize certain debt. Se~ 
Note 9. ,, · 

Property, plant, premises and equipment are depreciated under the straight-line method over the 
estimated useful lives of the assets. 

Note 6. Inventories 
Inventories of the steel service group are valued at the lower of last-in, first-out ("LIFO") cost or 

market. If the first-in, first-out ("FIFO") method of determining inventory cost had been used in lieu of 
the LIFO method, inventories would have been higher by $4,371 and $4,900 at yearend in 1985 and 
1984. e ,. , 

The decline in difference between LIFO and FIFO valuation dming 19$,5 was caused by a decrease 
in unit purchasing costs during the year; total inventory quantities incre~sed slightly. This decline in 
costs resulted in a decrease in cost of products sold and, thus, an increase in net income of approx-
imately $264 or $.04 per share. · .-.-. ,, 

Doll.lran1ounts in thousands except foran1ounts per sh.ire 
!~ 
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Note 7. Savings Accounts 

'" 
oFollowing is a summary of accounts by type of account and interest rate.at yearehd: 

Type of Account , 

Interest-bearing checking account!;\~./( . . 0 ........... . 
Passbook accountslbl ............ -.............. . 

0 
Money market rate accountsibl ..................... . 

· id.\ Certificate accounts: 
· 7-31 days .. ' ........................ , ...... . 

32 days-6 months ............ , .....•. , ...... .. 
h @ 7 mont s-1 year ............................ . 

13 months-2 years ...•........ : .............. . 
25 months-4 years .. . . .. . . .. . .. . .. . . .. . . .. . . . 0 
Over 4 years ............................... . 

IRA/Keogh accounts, 18 monthslcl ................ : 
Jumbo certificates of deposit ..................... '. ,,, 
0th I ,, otr er accoun s .•.................... · . · . 'Ii' · · · · 

'f"'' . ,, 
.) 

!al Weighted av!'ragc interest rate at 1985 yearend. ,, 

Interest 
Rate (a} 

. 5.25% 
5.50 
6.96, 

0 7;70 
7.56 
8.70 

10.19 
11.34 

9.43 
11.34 
9.06' 

,,7.62 

$ 
1985 

1,856 
13,286 
65,988 

456 
27,305 
14,478 
47,363 
59,J99 

1,'672. 
25,592. 

8,418 
?3,434 

$269,047g 

·O 
1984 

$ 1,586 
•14,771 
56,207 

517 
33,361 
13,906 
23,621 
54,019 

1,074 
12,67] 

u 109'"' ' , \~-
4,396 

$227;087 

lb! No stated maturity. 
lcl Other I RA/Keogh' accounts included in the various certificate acco.unts amounted to $879 ~nd 

$2,967 at 1985 and 1984 yearends. ' 
. . 
'' The weighted average interest rates on all a_ccounts ?f;:il~\35 and 1984 yearends were (l.,071'0,i,''and 
"lq.:}7%. The~ rates. are based upon stated interest rates without giv.i.ng considerationf!,,o da7·1, com-' , •. , 

pounding of in~~rest or forfeiture of interest due to premature withdraw~!s. · ~J 
, I) r"_l . """ 

At yearend in 1985, certificate accounts mature as follows: 1986, $148,549; 1987, $26,636; 1988, 
$8,803; 1989, $31788; 1990, $89; thereaft(Jr, $52. 

\~ ~ 

Note.ft. Taxes on lncolrie . c 

\r . . . 
The consolidated statement of income contains income ta)( charges (benefits) as follows: 

' 1985' "• 1984 

·.• 

1983 

Applicable to: •. 
FiQandal .................. : ........... ~ ..... ·: 

~.' 

$21,736 $ 5,884 $ (2,228) 
steel :;,_~-rvice ........ _ .. _ .. ·-. · .. _ .... .- ,·\ .0

• ~· •••••••••••• 
~,-~, 

1,781 1,940 

$23,517 $ 7,824 

1,487 

$ (741) 
,_, ~) \ 

These taxes are payable or recoverable as follows:' 
8 ;) 

Payable (recoverable) currently-
1985 1984 198_37'""" ---?--

Feder~.! ...................... , ..... "°' ':'; ... , , .. . 
State ............•.................. :·;· ....... . 

$15,097 $ 5,179 
6, 133 2,634 

$ (977) 
504 

21,230 7,813 (473) 

Payable (recoverable) in the future-
Federal ..... ': ................................. . 
Slate ...................... , , ..... , ....... , .. , 

2,273 (9) 
"14 20 __ , __ (279) 

11 
2,287 11 (268). 

$23,517 $ 7,824 $ (741) 

---~, 

,~. 

32 Dollar an1ounts in thous;Jnds except for amounts per share 
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0f"1he above:taxes, the amounts currently re.coverable are included in income taxes receiv:i6leand 
the amounts curreri'tly payable are included in income taxes pay~IJle on the consolidated balance sheet, 
after deducting Estimated payments. The amounts payable or recoverable in the future, deferred 
income taxes, are included in income taxes oayable on the consolidated balance sheet, and result from 
the following timing differences ih the recognition of revenue and expense items in the tax r€1Urns as 

' compared to the financial statements: \::>1 · 
·-· 1965 1984. 1963 

Insurance policy acquisiti8n costs deducted on cash basis'for 
~ 0 tax p.urposes vs. accrual basis on the books ........... . 

Loan .fees recognized under a different method· 
f t . Q •/ or ax purposes . , .......... , ... : ...... , .. ,. , , .-... . 

$ 3,797 $ $ 

(339) (316) (435) 
State income taxes deducted on cash basis for tax 

purpose~ vs. a.ccrMal b~sis on .the books .... : . , .... , ... 
M~tual Savings' mcome recognized on cash bas1~ f6r tax 

purposes vs. accrual basis on the books . , . , .......... . 
Other timing differences . ,~ .. '. .. , ..... : , ........ . 

(1,234) (959) (724) 
•. 
(411) 230 (18) 
474 1,056 909 

Total taxes payable (recoverable) in the future ... , ....... . $ 2,287 $ 11 $ (268) 
~ 1.) 

The incom,P.:;tfx provision of $23,517for1985 amounted to 31.3% of pre-tax'income of $75,058, 
·the provision oh·7,824 for 1984 amounted to 24.9% of pre-tax income of $31 1480, and the benefit of 
$741 for 1983 represented 7.6% of pre-tax income of $9,812. Following is a summary.of the differences 
between the federal statutory rate and these effective income tax rates: 

Statutory federal income tax rate .. " ................... . 
Increase (decrease) resulting from: . •:: 

85% exclusion from taxable income of dividends on 
cornngm ancj preferred stocks and on securities 
gains taxable" as dfvidend-equivalents ... , , ......... . 

100% exclusion from taxable income of interest on , 
state"and municipal bonds ..... , ................. . 

Use of lower rate on capital gain.s ............•........ 
State income taxes, net offeder~.1. income tax benefit .... . 
Other differences, net . , ......... , ......... , ...... . 

Effective in'i:ome tax (b.i;?nefit) rate ... '.: ...... , , . , ...... . 

1985 

46.0% 

(5.2) 

(1.8) 
(13.2) 

4.4 
1.1 

31.f% 

Investment tax credits .are recognized as,the tax benefits are realized. 

0 

0 

1984 

46.0% 

(11.1) 

(4.7) 
(9.9) 
4.6 

24.9% 

1983 

46.0% 

v 

(36.0) 

(15.1) 
(5.5) 
2.4 

.6 

(7.6)% 

Prior tlJ 1983, W~sco and its subsidiaries were included in consolidated federal returns filed by a'.' 
corpdratiot\ name\l Blue Chip 5t'ilmps. In July 1983, that com~;iny transferred ownership of its 80.1% 
investment in \!Vesco to anewly formed, wholly owned company (the present Blue Chip Stamps) and 
was subsequently merged into Berkshire. Thus, Wesco and its subsidiaries are indirectly 80.10/o·owned 
by Berkshire and are included in the latter's consolidated federal income tax returns. /' 

;N 

The pro.\/ision (or benefitj'for federal income tax is computed on the se[Jarate results ~.f operatiorl"s 
of Wesco as if it filed a separate .consolidated return, and the amounts and timing of casf.:settlements 
between Wesco and Berkshire are made under the same assumption . .. 

Federal income tax returns through 1980 have been examined .l::>Y and settled with the Internal 
Revenue Service. ·~> 

<_) 

I! 
Dollar amounr,s in ~_hoLJsands excep,t/~(arilounts per share 
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Note 9. Notes Payable 
Following is a list of notes payable at yearend: 

Wesco-
Notes due'June 1991, currently redeemable at 104% of face value 

,. declil),ing to 100% by,1989, bearing interest at 1,0l/a%, 
payaole in s~miannual installments .......................... . 

Notes payable, collateralized by land, buildings and assignment of 
leases, due in monthly installments through February 2007 of 
$45.including interest at 9Y•% ...... , ....................... . 

Total financial .............................. , ................ . 
Precision Steel-

lnd.ustrial revenue bonds, guaranteed by Wesco, due in quarterly 
installments through December 1994 of $42 plus interest at 6Yi% .... 

Notes payable, collateralized by land and buildings, due in monthly 
installments through July 1985 of$5 including interest at 5Y2% .... (;? 

Total steel service ........................................... . 

N~.tes payable at yea rend in 1985 mature as follows: 

Year 

;~~;::::::::::::: :·::::::::::::::::::::: .. : >;:::: :·::::::: 
1988 ................................................... . 
1989 ..................... "'·· ............................ . 
1990 ...................... ·'l- ........................... . 
Thereafter ................. · /,l ..............•••...•.••.••. 

0 

198S 1984 

$25,000 $25,000 

'• 
5,023 5,182 

$30,023 $30,182 

$ 1,500 $ 1,665 

35 
$ 1,500 $ 1,700 

Consolidated 

Financial Steel Service 

$ 66 $ 167 
72 167 
78 167 
87 167 
95 167 

29,625 665 
$30,023 $ 1,500 

Agreements relating to the 101/a% notes and the industrial revenue bonds contain covenants, 
among others, 'restricting funded debt, dividends and liens on property, plant and equipment. The 
obligors are in compliance with all of the covenants. o ·:. 

0 

Note 10. Gain on Sales of Marketable Securities 
Folfowing is' a summary of pre-tax gain on sales of marketable securities for each of the past three 

years: 
.-./,;: 

Special share redemption proceeds received from General 
Foods Corporation, less cost of shares redeemed ....... . 

Gain on sale of.General F<iJO.Qs stock to Philip Morris 
d d ''ff ' Company un er ten er o .er ............ , .......... ; 

Pre-tax gain realized on other sales of marketable securit[es .. 

$ 

1985 

639 

50,539 
11,717 

$62,895 

1984 

$ 1,206 

18, 154 
$19,360 

1983 

$ 

3,025 
$ 3,025 

Wesco and certain of its subsidiaries (the "Wesco Group") sold theirjnviistment in General Foods 
Corporation commonstock late in 1985 to Philip Morris Company in connection with the latter's tender 
offer at a large premium over; the previously-f,>revailing mark.~t price of General Foods' stock. Prior 
thereto, the Wesco Group had received redemption proceed/; from General Foods in connection with 
its publicly announced share repurchase program. Such dividend-equivalerlt proceeds, whlth 
amounted to $1,287 and $3,177 in 1985 and 1984, and which are taxed at the Federal rate of 6.9% 

''applicable to diyidend income, ~re reflected as securities gains in the accompanying consolidated 
statement of income, after reduction for cost of the shares redeemed, as required by generally accepted 
accounting Principles. c '1 

34 Dollar amounts in thousands except for amounts per share 
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Note 11. Lease Commitments and Rental Expense 

At yearend in 1985, Wesco and its subsidiaries have future minimum rental commitments as 
follows: 1986, $376; 1987, $'?52; 1988, $192; 1989, $41; 1990, $27; thereafter, none. Rental expense 
amountedto,,$469,, $456 and"$421in1985, 1984 and 1983, 

Note 12. Pension and Profit Sharing Plans 

A noncontributory retirement plan is in effect for all eligible employees of the companies included 
in the financial segment. Annual employer contributions to the fund are computed actuarially utilizing 
the aggregate-cost funding method, Pension costs for 1985, 1984 .and 1983 amounted to $47, $60 and 
$52. G 

Precision Steel and the other companies comprising the steel service segment contribute to 
retiremet)t plans covering substantially all employees. Precision Steel administers three plans. One plan 
covers cei:tain hourly employees. Two plans cover eligible nonunion salaried ,employees:, cme is a 
pension plan for which retirement benefits were frozen and became fully vested r~ t982; the other is a 
profit sharing plan .enacted atthat time. Contributions are also made to two multi-employer union
administered pensi8n plans. 

Contributions for Precision Steel-administered pension plans are funded annually at amounts 
calculated actuarially to cover normal costs for both plans and amortization of prior service costs over 
34 years for the salaried plan. Contributions to the profit sharing plan are based upon a defined 
contribution formula. Contributions to the union-administered plans are based on negotiated hourly 
rates. Pension costs for 1985, 1984 and 1983 were $167, $162 and $158. 

Set forth below is a comparison of accumulated benefits with net assets available for payment of 
such benefits for the employer-sponsored defined benefit pension plans as of July 1, 1985, for the 
financial segment and June 1, 1985, for the steel service segment (dates of the most recent actuarial 
valuations). The rates of return assumed in determining present values ranged from 6% to 8%, 

Steel 
Financial Service 

Actuarial present value of accumulated plan benefits: ---
Vested ................................................... . $ 509 $1,494 
Nonvested .... ''· .......................................... . 14 63 

$ 523 $1,557 

Net assets ava\1.;ible for benefits ........ , ......................... . $1,311 $2,054 

Note 13. Retained Earnings 

Retained earnings of Wesco indude $47,314 of undistributed retained earnings of Mutual Savings, 
which were taken as special bad debt deductions for income tax purposes through 1968, after which 
such deductions were no longer available to Mutual Savings due to its having reached certain limita
tions. These deductions are not related to amounts of losses actually anticipated and have not been 
charged against book income. If, in the future, any portion of such retained earnings is used for any 
purpose other than to absorb loan losses, including payment of dividends to Wesco or distribution in 
liquidation, such withdrawal will necessitate accrual and payment of income taxes. 

Because of the special bad debt deductions, and other differences in methods of reporting results 
of operations for tax return and financial statement purposes, Mutual Savings' ability to pay dividends to 
Wesco without being subject to tax is limited to approximately $6,300, plus future earnings on a tax
return basis. (Dividends of $14,000 were paid in 1985; none were paid in 1984or1983.) 

Dollar amounts in thousands except for amounts per share 35 
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~ote 14. Quarterly Financial Information », .. , 
Unaudited quarterly financial information for 1985 and l984 follows: 

\~ Quarter Ended 

0 

Financial revenues ......................... . 
Interest expense-savings accounis ............ . 

" Steel service revenues ...................... . 
Cost of steel products sold ................... . 
Net incof!le ..................•............. 

Per share ................ ~ ............ . 
Securities gains, less securities losses, 

net of income tax effect, included in 
netincome above ....................... . 

Per share .................... · ......... . 

Financial revenues ......................... . 
lntere'st expense-savings accounts ............ . 
Steel service revenues ...................... . 
Cost of steel products sold ................... . 
Net income ............... • ............... . 

Per share ............................. . 
Securities gains, less securities losses, 

net of income tax effect, included in 
net income above ....................... . 

Per share ............................. . 

J'· 
,1 { 

Decemb~r~'lJ, Septemb.er 30, 
1985 1985 

$ 77,568 .. $ 21,660 
(6,298) (6,497) 
12,505 12,630 
.(9,455) (10,284) 
35,936 6,469 

5.05 .91 

34,284 4, 182 
4.81 .59 

December 31, September 30, 
1984 ~j984 

~ 
$ 10, 160 $ 19,22.8 

(S,illO) (5, 177) 
12,941 13, 190 

(10,217) (10,806) 
3,40C· 9,213 

.47 1.29 

348 5,848 
.OS .82 

(;\ 

\'.', 

36 Dollar arnounts in thousands except for amounts per share 
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June 30, 
1985 

$ 17,345 
(6,334) 
12,605 

(10,095) 
6,301 

.88 

2,964 
.42 

June30, 
1984 

$ 17,151 
(5,073) 
14, 183 

(11,597) 
8,797 

1.24 

6,942 

$ 

March 31, 
1985 

9,959 
(6,062) 
13,565 

(11,080) 
2,835 

.40 

93 
.01 

March31, 
1964 

$ 7,305 
(4,880) 
14,991 

(12,210) 
2,246 

.32 

.97·;:; 
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WESCO FINANCIAL CORPORATION 
SCHEDULE I-MARKETABLE SECURITIES .. 

DECEMBER 31, 1985 
(Dollar amounts in thousands) 

Name of Issuer and Title 
of Each Issue 

Number of Shares 
of Stock or 

Principal Amount 
of Notes 

Securities held by the consolidated group were as follows: 

Short-term in.vestments-
Securities of U.S. Government and o 

obligations of the Federal Home Loan 
Bank and other U.S. Govern merit · ·· 
Agencies ..................... . 

Other ......................... . 
Total short-term investments ...... . 

State and municip.al bonds ........... . 

Common stocks-
Beatrice Corporation ............. . 

Preferred sto.cks-
Various issues, primarily public utilities . 

$320,305 
5,738 

$ 29,930 

581,800 . 

950,865 

Cost 

$319,538 
5,761 

$325,299 

$ 26,398 

$ 26,486 

$ 35,652 

Balance 
Sheet 

Carrying 
Market Value Value 

$320,559 $319,538 
5,990 5,761 

$326,549 $325,299 

$ <29,747 $ 26,398 

$ 26,763 $ 26,535 

$ 40,033 $ 35,652 

All of the securities listed above were held by Mutual Savings and Loan Association except as 
indicated below: 

fc~eld by Wesco Financial Corporation 
(registrant)-

U.S. Government securities ........ $ 58,345 $ 58,061 $ 58, 123 $ 58,061 
Other short-term investments ...... 1,130 1, 120 1,190 1, 120 

$ 59, 181 $ 59,313 $ 59,181 

Held by Precision Steel Warehouse, Inc. 
(wholly owned subsidiary of 
Wesco Financial Corporation)--

U.S. Government securities ........ .. $ 47,082 $ 47,001 $ 47,587 $ 47,001 
Other short-term investments ...... 2,952 2,999 3,057 2,999 

$ 50,000 $ 50,644 $ 50,000 

Held by Wesco-Financial Insurance 
Company (wholly owned subsidiary of 
Wesco Financial Corporation)-

U.S. Government securities ........ $ 61,272 $ 60,982 $ 60,982 $ 60,982 
Beatrice Corp. common stock ...... 143,300 shares 6,543 6,592 6,592 

$ 67,525 $ 67,574 $ 67,574 

Held by Wes-Fin Service Corp. (wholly 
owned subsidiary of Mutual Savings and 
Loan Association)-

U.S. Government securities ........ $ 9,305 $ 9,252 $ 9,359 $ 9,252 
Beatrice Corp. common stock ...... 438,500 shares 19,943 20, 171 19,943 

$ 29, 195 $ 29,530 $ 29, 195 

Individual issues with a C?St or market value equal to or exceeding 2% of total assets at December 
31, 1985, are stated separately. 

Marketable equity secur.i.ties he!d, by the insurance subsidiarf'are carried at market value on the 
C• consolidated balance sheet; those held by the registrant and its other subsidiaries are carried at the 

lower of aggregate of cost or market. 
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. WESCO FINANCIAL CORPORATION '-' ,
1 

SCHEDULE Ill-CONDENSED FINANCIAL INFORMATION OF REGISTRANT 
BALANCE SHEET 

(Dollar amounts in thousands) 
December 31, 

ASSETS 1985 1984 
Cash (including savings accounts at Mutual Savings of 

$224 and $403) ........................................ . $ 284 $ 434 
Short-term iJwestments .................................... . 

· Common stocks, at cost (market $21,9.73 in 1984) .... , ........... . 
59, 181 \) 54,700 

12,613 
Investment in Bowery Savings Bank ........................... . 
Advance to subsidiary ............................. , , ...... . 

9,020 
4,200 4,200 

Investment in subsidiaries, at equity: 
Mutual Savings ......................................... . 
Precision &The! ......................................... . 
Wes-FIC ............................................. ': . 
Others ................................... · ............ . 

57,579 62,249 
53,322 36,696 
44,676 

120 74 
155,697 99,019 

Premises and equipment, net ............................... . 
Other assets ............................ -' ............... . 

3,194 3,069. 
567 748 

$232, 143 $1:74,783 
LIABILITIES AND SHAREHOLDERS' EQUITY 

Notes payable ........................................... . $ 30,023 $ 30,182 
Accounts payable and accrued expenses ....................... . 500 506 
Income taxes payable ............................... · ...... . 10,819 456 

Total liabilities ........................................ . 41,342 31, 144 

Shareholders' equity: 
Capital stock, $1 par value-authorized 7,500,000 shares; 

issued 7,119,807 shares ................................. . 
Capita! surplus resulting from stock dividends ................. . 

7, 120 7,120 
23,319 23,319 

Retained earnings-partially restricted ...................... . 160,327 113,200 
Equity in unrealized appreciation of marketable equity securities 

of insurance subsidiary ................................. . 35 
Total shareholders' equity ............................. . 190,801 143,639 

$232,143 $174,783 
See notes to consolidated financial statements. 

WESCO FINANCIAL CORPORATION 
SUPPLEMENTARY INSURANCE INFORMATION · 

Segment 

1985 
Property 
and /} 
casu~lty 
reinsur-

(Dollar amounts in thousands}' 
)', 

SCHEDULE V 
LJ~s Amortized 

Deferred Future and Loss Deferred 
Policy Claim Net Adiustment Policy 

Acquisition and Loss Unearned Earned Investment Expenses Acquisition 
Costs Expenses Premiums Premiums Income Incurred Costs 

ance . . . $8,254. $16, 111 $26,326 $20,412 $2,219 $16,606 $6,402 

Other 
Underwri:ing Written 

Expenses Prerriiums . 

$46,738 

(I 
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WESCO FINANCIAL CORPORATION 
SCHEDULE 111___.CONDENSED FINANCIAL INFORMATION OF REGISTRANT 

STATEMENT OF INCOME AND RETAINED EARNINGS 
(Dollar amounts in thousands) c;:, () 

Year Ended Decembe!,,31, 
1985 1984 1983 

Revenues-
Dividendr:on common stocks ..........•............. 

.,, 
$ 874. $ 2,208 $ 3, 189 

Interest on short-term investments ......... -: ........ . 
Interest on savings accounts at Mutual Savings ......... . 
Rental of office, store and garage premises, net ......... . 
Dividends from subsidiaries ....................... . 

4,908 i\ 3, 138 
66 1~ 1,048 1,510 

1,771 1,694 1,558 
14,075 

Gain on sales of marketable securities ............... . 35,995 10,635 218 
Other ........................................ . 38 30 62 

57,727 18,753 6,537 

Expenses-
Interest on notes payable .......................... . 
General and administrative ........................ . 

Q 

3,034 3,086 3,017 
605 576 577 

3,639 3,662 3,594 

Income before items shown below ................... . 54,088 15,091 2,943 
Income tax provision ............................... . 
Equity in undistributed earnings of subsidiaries .......... . 

(14,086) (4,907) (242) 
11,539 13,472 7,852 

Net income .................................. . 51,541 23,656 10,553 
Retained earnings-beginning of year ................. . 
Cash dividends .................................. . 

113,200 93,673 86,964 
(4,414) (4, 129) (3,844) 

Retained earnings-end of year ...................... . $160,327 $113,200 !_93,673 

See notes to consolidated financial statements. 

WESCO FINANCIAL CORPORATION 
SCHEDULE X-SUPPLEMENTARY INCOME STATE~1ENT INFORMATION 

(Dollar amhunts in thousands). 
Consolidated 

Steel 
Financial Service Registrant ---

1985: 
Maintenance and repairs ......................... . 
Property taxes ................................. . 
Advertising .......................... _, ......... . 

( __ 1 

$425 $290 $333 
98 195 82 
97 267 

1984: 
Maintenance and repairs ......................... . 
Property taxes .... ~ ............................ . 
Advertising .................................... . 

370 447 344 
123 179 82 
150 299 

.) 

1983: 
Maintenance and repairs ..................•....... 
Property taxes ................................. . 
Advertising ................................ ,,. .. . 

373 375 345 
121 lq\ 77 
170 306 
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MUTUAL SAVINGS AND LOAN ASSOCIATION 
(A Wholly Owned Subsidiary of Wesco Financial Corpora~jon) 

CONDENSED CONSOLIDATED BALANCE SHEET 
(Dollar amounts in thousands) 

ASSETS 

Cash and short-term investments ............................. . 
State and municipal bonds, at cost (market $25,958 and $32,543) .... . 
Marketable equity securities, at lower of aggregate costor market: 

Common stocks-
Owned by Mutual Savings (cost $14,802in1984) ............. . 
Owned by service subsidiary (markef$20, 171 in 1985; 

cost $22,245 in 1984) ................................ . 
Preferred stocks owned by Mutual Savings (market $38,788 in 1985; 

cost $27,724 in 1984) .................................... . 
Other marketable securities,;1t cost: I,) 

Preferred stocks (market $f'>A5 and $2,334) .................. . 
Loans receivable, principally real estate, yielding Z60% and Z63% ... . 
Income taxes receivable ................................... . 
Real estate held for sale .............. , ......... '. ........... . 
Investment in stock of Federal Home Loan Ballk and prepa)'ments 

to FSLIC secondary reserve ............................•.... 
Other assets ...•.............................•....•...... 

LIABILITIES AND SHAREHOLDER'S EQUITY 

Savh\gs accounts ... ' , .................•........... ~ ... , .. . 
Accounts payable and accrued expenses ....................... . 
Deferred income.taxes .................................... . 

Shareholder's equity: 
Guarantee stock and additional paid-in capital ................. . 
Retained earnings-substantially restricted .. , ................ . 
Net unrealized loss on marketable equity securities ............. . 

Total shareholder's equity . , .......................... . 

Cash dividends declared.and p<iid ............................ . 

,., 
December 31, 

1985 1984 

$157,766 
22,608 

19,943 

34, 146 

1,506 
83,425 

1;450 
2,026 

4,337 
4,390 

$331,597 

$269,313 
376 

4,329 

274,018 

' 100 
SZ,479 

57,579 

$331,597 

$ 14,000 

$ 92,185 
29,987 

15,201 

22,523 

26'349° •." . .. 
2,606 

95, 120 
761 

2,011 

4,283 
4,016 

$295,042 

$227,585 
474 

5,432 

233,491 

100 
62, 149 

(698) 

61,551 

$295,042 

See notes to consolidated financial statements of Wesco Financial Corporation. 
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